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MINUTES OF THE _HOUSE ~ COMMITTEE ON _ COMMERCIAL AND FINANCIAL INSTITUTIONS

Clyde D. Graeber at

Chairperson

The meeting was called to order by

3:30 %%n./p.m. on February 16 1988 in room _527-S  of the Capitol.

All members were present except: Clifford Campbell, Herman Dillon, Norman Justice and
Susan Roenbaugh, Excused.

Comnmittee staff present: Bill Wolff, Research Department
Myrta Anderson, Research Department
Bruce Kinzie, Revisor of Statutes
June Evans, Secretary

Conferees appearing before the committee: Jim Maag, Kansas Bankers Association
Ben Craig, KBA, Overland Park, Kansas
Jim Cooper, KBA, Garnet, Kansas
Doug Mays, Kansas Securities Commission
Larry W. Magill, Jr., Independent Insurance
Agents of Kansas
Karen McClain, Kansas Association of Realtors
Janet J. Stubbs, Home Builders Association of KS

Chairman Graeber brought the meeting to order.

Bill Wolff, Legislative Research Department, gave an explanation of HB 2738,

an act relating to banks and banking; concerning certain powers thereof:
amending K.S.A. 1987 Supp. 9-1101, 9-1102 and 9-1112 and repealing the existing
sections.

The legislation was requested by the Kansas Bankers Association and changes
to K.S.A. 9-1101 are as follows: Subject to the prior approval of the state
bank commissioner and the state banking board and subject to such rules and
regulations as are adopted by the state bank commissioner pursuant to K.S.A.
9-1713, and amendments thereto, to promote safe and sound banking practices,
a bank may establish or acquire a subsidiary which engages in securities
activities and any aspect of the securities business, including but without
limitation because of enumeration, (a) issuing, underwriting, selling or
distributing stocks, bonds, debentures, notes, interests in any type of
mutual funds and other securities, (b) organizing, sponsoring and operating
mutual funds, (c) acting as a securities broker-dealer, and (d) acting as

an investment adviser to any investment company.

Sec. 2. K.S.A. 1987 Supp. 9-1102 is amended to read as follows: 9-1102.
(a) Any bank may own, purchase, improve, manage, lease, hold, encumber or
convey real property and certain personal property subject to the following:

Lines 216 thru 245 are changed as follows: (2) Subject to such rules and
regulations as are adopted by the state bank commissioner pursuant to
K.S.A. 9-1713, and amendments thereto, to promote safe and sound banking
practices, a bank may purchase, hold, encumber and convey or lease, as
lessor or lesee, any interest in unimproved or improved real estate, and
may construct, alter and manage improvements of any description on real
estate in which it holds a substantial equity interest. The amount of a
bank's total investment or ownership at all times in any one tract of real
estate shall not exceed 15% of the bank's unimpaired capital stock, surplus
and undivided profits. The powers granted in this section do not include,
and a bank may not:

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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(a) Manage any real estate in which the bank does not own substantial
interest;

{b) engage in activities of selling, leasing or otherwise dealing in
real estate as an agent or broker; or

(c) acquire any interest in agricultural land as defined in K.S.A.
17-5903, and amendments thereto, except in satisfaction of debts due it
and as provided in subsection (b);

(3) a bank's total investment or ownership at all times in any one or more
tracts of real estate shall not exceed 1/2 of its unimpaired capital stock,
surplus, undivided profits and capital notes and debentures, and any such
excess shall be removed from the bank's books unless approval is granted by
the state bank commissioner. (This is the present statutory limitation; not
new language.)

The following proponents testified for HB 2738:

Jim Maag, Kansas Bankers Association, testified the KBA requested HB 2142
last year but it was not acted on in 1987 and during the summer and fall the
Association gpent much time discussing this issue. It was decided to request
this legislation (See Attachment #1).

The next person to testify for HB 2738 was Ben Craig, President, Kansas
Bankers Association, stating this bill is essential if the community bank
is to survive. There is much competition and the return on equity is not
as good as 1in the past.

Jim Cooper, State Affairs Committee, Kansas Bankers Association, Garnett,
was the next to testify for HB 2738 stating the banks need this bill to
have the ability to effectively compete (See Attachment #2).

Doug Mays was the next to testify stating that he, as Securities Commissioner,
is neutral and that the Securities Commission has no objection to this bill.

The following opponents appeared testifying against HB 2738:
Larry W. Magill, Jr., Executive Vice President, Independent Insurance Agents

of Kansas stated the appropriate forum for this debate is the U.S. Congress
(See Attachment #3).

Karen McClain, Director of Governmental Affairs, Kansas Association of

Realtors, testified opposing HB 2738. It is felt this is the beginning of a
serious threat to the real estate business and to the security of the Kansas
banks and the availability for consumers loans across Kansas. One primary
concern of the Kansas Association of Realtors is for the health of the state's
financial system, upon which both our state's economy and the banking industry's
survival depend (See Attachment #£4).

The last person to testify against HB 2738 was Janet Stubbs, Executive Director,
Home Buillders Association of Kansas, Inc. If the bill is passed by this
committee the Association suggests some amendments that are in Attachment #5
(See Attachment #5).

The Chairman closed the hearing on HB 2738 stating possible action might be
taken on this bill on Thursday, February 18. Representative Shallenburger
moved and Representative Gatlin seconded the approval of the minutes of
February 11, 1988.

The meeting adjourned at 5:05 P.M.
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) | The KANSAS BANKERS ASSOCIATION

A Full Service Banking Association

February 16, 1988

TO: House Committee on Commercial & Financial Institutions
FROM: Jim Maag, Director of Research

Kansas Bankers Association
RE: HB 2738 - Additional Powers for State-Chartered Banks

Mr. Chairman and Members of the Committee:

Thank you for the opportunity to appear before the committee today in
support of HB 2738. The bill would allow state-chartered banks to engage
in a variety of securities services through a subsidiary and would also
allow state banks to make real estate investments within certain capital
limitations. The membership of the Kansas Bankers Association believes
this bill can be an important first step toward giving banks greater ability
to compete with other financial and non-financial institutions in today's
market place.

The decision by the KBA to request introduction of this measure was
not arrived at hurriedly. Committee members will recall that in the 1987
session we asked for the introduction of HB 2142 which would have
allowed for a broad range of new powers and services for state-chartered
banks. Since no hearings were held on the measure last session we spent
considerable time during the interim discussing the issue with Kansas
banks. Extensive surveys were done at our KBA Fall Conferences and
discussions were held in KBA committees, boards and councils where there
was unanimous support to pursue a products and services bill. Following
further discussions with legislative leadership, the decision was made to
narrow the legislation to the securities and real estate powers contained
in HB 2738.

Banks today face ever-increasing competition from every direction. In
addition to the traditional competition from S&Ls and credit unions, banks-

Office of Executive Vice President ® 707 Merchants National Building
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now see agents and brokers representing many non-financial institutions
offering services which just a few short years ago were considered to be
banking functions.

As examples of how the lines of authority between banking and
non-banking entities have become blurred in recent years, | have attached
to this testimony a sheet showing the affiliation between securities firms
and FDIC-insured institutions and a chart showing comparisons of the
products and services offered by banks vs. other institutions such as
Sears, Merrill Lynch, American Express and the Ford Motor Company. Also
attached are two recent newspaper articles concerning the largest S&L in
Kansas - Franklin Savings - and the extent of their non-banking activities.
It is very important to understand that banks' traditional competitors -
the S&Ls - have had broad real estate investment powers for several
years.

Yet legislative and regulatory attempts by the banking industry to gain
authority to offer new services have met with strident resistance. As a
result of this expanded competition and the inability to gain new powers,
banks have seen their share of the market shrink throughout the 1980's -
as the attached chart shows. This, in turn, will increasingly become a
factor in the ability of banks to attract new capital.

The real estate and securities powers being requested in this bill are
certainly not unique to Kansas. As the attached chart reveals, nearly
one-half of the states allow their state-chartered banks to take equity
positions in real estate and 14 states currently allow either securities
underwriting or full service brokerage powers. Bank regulators, including ~ -
the Conference of State Bank Supervisors (CSBS), the FDIC and the Comp-
troller of the Currency, have endorsed the need for legislation to give
banks a broader range of products and services.

Finally, | would direct the committee's attention to the recent Report
of the Commission on the Future of Kansas Agriculture. That report notes
the need to strengthen the financial institutions which serve agriculture
and goes on to recommend that agricultural banks be allowed "to offer a
full range of financial products and services . . . ."

Kansas banks are not asking that our competitors be restricted in their



activities. What we are asking for is the opportunity for "a fair fight" by
allowing banks at least these additional powers in real estate and
securities. We believe it will result in a sounder and stronger banking
system for Kansas.

Your favorable consideration of HB 2738 will be greatly appreciated.
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¥ Deposits insured by the FDIC except

EXHIBIY 3

AFFILIATIONS BETWEEN SECURITIES FIRMS AND FEDERALLY' INSURED
DEPOSITORY INSTITUTIONS *“ THE UNITED STATES

ecu es

American Express Company
IDS Securities Corp.
The Robinson-Humphrey Co., Inc.
Shearson Lehman Brothers, Inc.

Bear, Stearns & Co. Inc.‘

Dean Witter Reynolds Inc.

Drexel Burnham Lambert Incorp.

Dreyfus Corp.

Eaton Vance Distributors, Inc.
Federated Securities Corp.
The First Boston Corporation

First Investors Securities Corp.

Franklin Distributors Inc.
Goldman, Sachs & Co.

E. F. Hutton & Company Inc,
The Illinois Co., Inc,

John Hancock Subsidiaries, Inc.
sutro & Co. Incorporated

Tucker, Anthony & R.L. Day, Inc,

Kidder, Peabody & Co. Incorp.
Merrill Lynch & Co., Inc.
Prudential-Bache Securities Inc.

The Travelers Corporation
Dillon, Read & Co. Inc.

Securities Settlement Carpoyation

and Land of Lincolh Savings & Loan,

L]

Insured Depository Institution”

Advisory Bank & Trust Co.
American Express Centurion Bank
Boston Safe Deposit & Trust Co.
Savings Bank Trust Co., NW
Custodial Trust Company

Greenwood Trust Company
Hurley State Bank

Commercial Trust Co.
Harbor Trust Company

Dreyfus Consumer Bank
Investors Bank & Trust Co.
Liberty Bank and Trust, NJ
Universal Trust Co.

First Financial Federal Savings
and Loan Association

Pacific Union Bank and Trust Co
Broad Street Bank and Trust Co.
E. F. Hutton Bank

Land of Lincolﬁ'gavings & Loan
First Signature Bank & Trust Co

Monogram Bank
Merrill Lynch Bank & Trust Co.
Prudential Bank and Trust Co.

Massachusetts Co., Inc.

First Financial Federal Savings & Loan Ass
whose deposits are insured by the FSLIC.
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Sources

House Committee on Banking, Finance and Urban Affairs, 98th Cong., 2d Sess., (Comm. Print 98-13 April, 1984.)
Moody's Banking and Pinance Manual (1987)

Moody's Industrial Manual (1987)

E. Compton, The New World of Commercial Banking (1987)

C. Pavel and H. Rosenblum, Pinancial Darwinism: Nonbanks and Banks - Are Surviving (Federal Reserve Bank of Chicago, 1985)

Notes

Y represents activities generally permitted with respect to financial institutions and presently being engaged in with respect to non-financial
institutions. N represents activities generally prohibited with respect to financial institutions and not presently being engaged in with respect
to non-financial institutions.

1. National banks located in cities of 5,000 or less population may act as an agent for fire, 1life or other insurance.

2. Decisions by the Comptroller of the Currency and the Board of Governors of the Federal Regerve System permit national banks and bank

holding companies, respectively, to provide both discount brokerage services and investment advisory services, thus approaching full service

stock brokerage. See, Decision of the troller of the Curre concerning the lication of American National Bank of Austin, Texas to Establish
an Operating Subsidiary to Provide Investment Advice, [1983-84 Transfer Binder] Fed. Banking L. Rep. (CCH) 99,732 (Sept. 2, 1983). An action
challenging this decision is currently pending. Securities Industry Association v. Comptroller of the Currency, No. 83-3581 (D.D.C. filed

Dec. 1, 1983); Securities Industry Association v. Board of Governors of the Federal Reserve System, 821 F.2d 810 (D.C. Cir.) (Natwest), petition for
cert. filed, (U.S. Oct. S, 1987) (No. B87-562).

3. National banks located in cities of 5,000 or less population may act as an agent or broker in procuring loans on real estate.

4. The extent to which national banks may provide data processing services to others is not clear. Compare: National Retailers Corp. v. Valley
National Bank, 604 F.2d 32 (9th Cir. 1979) and 12 C.F.R. §7.3500.

5. National banks may lease personal property when the lease is equivalent to a secured lending arrangement. The 1987 Competitive Bquality Banking
Act (CEBA), P.L.100-86, also grants national banks additional authority to engage in operating leases (Title I,8§108).

6. These services may, of course, be offered by a depository subsidiary of the holding company.

7. State institutions may apply for federal insurance coverage.



8. Insurance activities of bank bolding campanies under federal law are set forth in 12 C.F.R. §225.25(b)(8). Revised provisions were adopted on
October 31, 1986 to reflect amendments to the Bank Holding Company Act made by the Garn-St. Germain Depository Institutions Act of 1982. Bank holding
campanies are generally permitted to sell credit-related life, accident and health insurance, and involuntary unemployment insurance; to sell property
insurance on collateral securing loans for $10,000 or less ($25,000 for manufactured hames) through finance campany subsidiaries; to act as general
insurance agents in towns under 5,000 population or where the bank holding company has less than $50 million in assets; and to continve to sell (and to
expand in certain instances) insurance agency activities authorized on or before May 1, 1982. These revisions are currently being challenged in
Independent Insurance Agents of Mmerica Inc. v. Board of Governors of the Federal Reserve System, Nos. 86-1572, 86-1573 and 86-1576 (D.C. Cir. filed,
Oct. 27, 1987). —_—

9. A bank holding campany may invest in less than 5% of 'the voting shares of any corporation without prior regulatory approval, and may invest without
limit in other corporations engaged in activities closely related to banking.

10. A bank holding company may sponsor, organize and manage a closed-end investment campany.

11. A bank holding company may act as the intermediary for the financing of cammercial property by arranging for the transfer of title, control, and
risk of the real estate project to one or more investors.

12. Data processing services provided to others isl limited to pr;:cessing banking, financial and econamic data.

13. Only when offered to customers with whom a businessi‘or camercial loan relationship exists or for collecting customer bill payments.

14.  Commercial loans are limited to 10% of assets.

15. Consumer loans are limited to 30% of assets.

16. Loans on nonresidential real estate cannot exceed 40% of assets.

17. Ioans may be secured by govermnment backed securities.

18. These services may be performed through a service corporation. See, 12 C.F.R. §545. T4(c) (1987).

19. A federal association may invest in highly rated commercial paper and other corporate debt securities, including convertible bonds. They may also
invest in shares of open-end mutual funds which are restricted in their investments to those permitted a federal association directly. See, 12 C.F.R.
§§545.75 and 545.76 (1987).

%2.9871)\ service corporation may provide brokerage services with respect to property owned by a parent federal association. See, 12 C.F.R. §545.74(c) (3)

21. A federal association may offer data processing services with respect to financial or economic data, or information related to the thrift
industry. Custamers must be other depository institutions (including the parent or subsidiary of either) or established custamers of the federal
association. See, 12 C.F.R. §545.138 (1987). ’



22. Under the ..ovisions conlained in Title 15104 of CEBA, exemption from the nonbanking restrictions of the Savings and Loan Holding Company Act will
only remain available if the subsidiary thrift meets the qualified thrift lender test (i.e., the thrift must devote at least 60% of its assets to
housing and related activities). A unitary SsL holding company formed before March 5, 1987 may retain its thrift, even if that thrift does not meet
the test, squect to certain restrictions. (Among other things the restrictions prohibit the acquisition of additional banks or thrifts and state that
the subsidiary may not engage in nonbanking activities which it did ot engage in on the grandfather date.)

23. Mot perq":itted, unless authorized by state law for a state chartered thrift subsidiary.

24. mltiplé holding companies may underwrite credit related insurance written in connection with an extension of credit made by an insured
institution.

25. Section 106 of CEBA places a moratorium on further affiliations of insured thrift institutions with organizations principally engaged in certain
securities activities (i.e. applies sections 20 and 32 of the Banking Act of 1933 to insured thrift institutions). This moratorium is not applicable
to relationships established before March 5, 1987 and is set to expire March 1, 1988.

26. To the extent permitted by federal or state law -to insured thrift subsidiaries.

27. Unless permitted by state law for an insured thrift subsidiary.

28. Data processing services may be provided to other financial institutions.

29. ¢Share draft accounts.

30. Commercial loans may be made to businesses which are members of the credit wnion, but only for amounts up to the amount of shares held. Federal
credit unions may make loans to other credit unions or join in participation loans.

31. Ioans are restricted to members of the credit union.

32. Through a service corporation.

33. American Express engages in international banking operations, but does not damestically accept demand deposits or savings deposits.
34. Mmerican Express, through Shearson, offers an "FMA" account which is similar to Merrill Lynch's "COMA Account.” See note 49.

35. American Express, through Shearson, brokers customers' funds into insured certificates of deposits. The FDIC and FHIBB'S regulations attempting
to restrict this practice of brokering deposits were struck down in FAIC Securities, Inc. v. United States, 768 F.2d 352 (D.C. Cir. 1985)

36. Commercial custamers only.
37. Through its subsidiary Shearson.

38. ‘Through Beneficial National Bank (USA) a nonbank bank jocated in Delaware. The bank does not make commercial loans.

—6—
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39. PBeneficial National Bank based in Wilmington, Delaware, »conducts a full service cammercial banking operation, with emphasis on cammercial lending
in its local and regional market.”

40. Dreyfus owns the Dreyfus Consumer pank of East Orange, New Jersey. This bank is federally insured and offers demand and savings deposits. It
does not make cammercial loans. .

41. Dreyfus offers a "High Yield Checking Service® which permits automatic transfers between money market mutual funds and investors checking accounts
at banks.

42. ‘Through Dreyfus Consumer Bank.

43. To the extent that the bank or thrift subsidiary is federally insured and to the extent that brokered funds are placed in certificates sold by
federally insured institutions.

44, Dreyfus insurance subsidiary is presently dormant.

45. Ford owns First Nationwide Financial Corporation which is a holding company for First Nationwide Bank, a federally chartered stock savings bank.
First Nationwide has branches in New York, california, Florida and Hawaii.

46. General Flectric owns 80% of the investment banking firm of Kidder-Peabody.

47. Gulf & Western owns Associates National Bank and Heritage Federal Savirgs and Loan, both of which are located in California.
48. Available through either Valley National Bank or Household Federal Savings and Loan Association in California.

49. Available through its subsidiary Newport Balboa Savings and Loan Association located in California.

50. Throuwgh a cooperative agreement with Banc One of Chio, Merrill Iynéh customers may access the value of assets in margin accounts and the
redemption value of certain shares either by check or credit card. Merrill Lynch has also established a state chartered FDIC insured bank in New

Jersey.

51. Merrill Iynch acts as a broker by placing customers' funds in large certificates of deposit offered by insured banks and thrifts. BAs to the
validity of the FDIC and FSLIC regulations attempting to limit this practice see note 32.

52. Merrill Iynch offers a "Cash Management Accomnt (CMA)" in which funds are automatically transferred from a free credit balance to a money market
mutual fund, and are accessible by check or credit card through an arrangement with Banc One.

53. Through Prudential Bank and Trust, Prudentual’s nonbank bank.

54. Under consideration.

K



55. ‘Through Allstate Savings and Ioan subsidiary.
56. Brokered certificates of deposit offered through Dean Witter Reynolds.

-
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By LOLA BUTCHER

In &n unusual transaction for a private
company, Franklin Savings Association
has made its STocK available (6 the public.
Torpany’s goal Is o create a market
for Franklinstock so that employees who
own the stock tan easily sell it if they wish.
Based in Otta¥a, Kan., Franklin is con-
sidered one of thilgsgest. and one of
the fastest-growing — savings and loan
associations in l!?e nation. Ak of March

3, the lh‘ri_fgaplq._ ecilv_:§9r..l_:bil on in assets,
up from just $214

1981.
~pHEcompany is private, with 95 percent
of the company's stock owned by Frank-
lin Savings Corp., a holding company of
which Ernest and Barbara Fleischer are
majority shareholders.

Earlier this year, however, Franklin
executives issued a nine-for-one stock split
to create more shares of the stock and
thereby increase its liquidity. Since that
time, about 3.5 percent — Or about 2.1
million shares — of Franklin stock has
been available for public trading.
Although the company has about 550
shareholders, at least haif of those are
employees of either Franklin Savings or
one of its subsidiaries.

Previously, the stock changed hands
only when a seller happened to find a
buyer in a private transaction.

The purpose of all this, said executive
vice president Jerry Mayne, is to create a
market for the stock so that Franklin
employees who own the stock could sell it
if they want to. Before the split, the only
shares being traded were fetching more
than $100; after the spiit, shares began
trading in the $9.50 to $10.50 range.

“We're interested in there being a mar-
ket for the stock for our employees who
own it,"* Mayne said.

The only market-maker for the stock is
Stern Brothers & Co., a Kansas City bro-
kerage firm that Franklin Savings pur-
chased last year. Mayne said he would like
1o have other market-makers. However,
with such a smali float of the stock, that
might be unlikely.

Market makers maintain an inventory
of a stock, must be prepared to buy or sell
100~ shares at any time, and must
announce bid and ask prices.

Stern Brothers is.Q . of 12 subsidiaries
(haT Fiave et purchased OT-fesagd by

“Fipwklin Savings in_ the fast few yemm
Serstniciude a consulting entity, a real

estate_entity and Three insurance subsid-

jaries ‘\ddiliona“y, TTankIn 15 negoliat-

g to purchase a major invesioas

‘ranklin creates market
or rarely traded stock

banking operation in Houston, a small
bank in Pleasanton, Kan., and a savings
and loan association in Coffeyville, Kan.
In an exhaustive research report, Stern
Brothers’ analysts Scott Stephenson and
John Korschot point out a much-publi-
cized basic about Frankin Savings: “First,
and most importantly, Franklin is not the
‘plain vanilla’ type of savings and loan."”’
Rather, its growth has been propelled
almost entircly by the purchase of mort-
gage-backed government securities such as

Earlier this year,
Franklin executives
issued a nine-for-one
stock split to create
more shares of the stock
and thereby increase its
liquidity. ‘

those issued by Ginnie Mae and Freddie
Mac. Those securities make up about 86
percent of Franklin’s loan portfolio.

The company’s strategy is to acquire
assets with low credit risk — the Freddie
Macs and Ginnie Maes, for example —
and hedge its interest rate risk through
matching the duration of assets to liabili-
ties. The biggest risk associated with this
operating strategy, the analysts say, is that
homeowners may want to refinance their
mortgages during periods when interest
rates are falling — which can upset the
duration matching of Franklin's assets to
liabilities.

Franklin executives, working with
advisers at Smith Breeden Associates and
using prepayment estimates of the govern-
ment agencies that issue the certificates,
predict what they think the prepayment
rates will be. Earlier this year, Franklin
said in a lawsuit that a faster-than-
expected prepayment rate in early 1986
had cost it money, although it declined to
reveal the extent of the cost. The suit
against Federal Mortgage Acceptance
Corp. seeks to have a federal judge order
the agency to reveal how it makes its pre-
payment estimates.

In the fiscal year that ended June 30,
1986, Franklin tallied net income of
$112.3 million, up from $37.4 million a
«ear earlier. For the six months that ended
Pec. 31, 1986, the company reported net
income of $9.5 million, down from $16.5
million for the same period a year ago.

Frankiln Savings
Corporution

Frank!in Savings
Associstion

Eranklin Savings’ growing family of subsidiaries

[ I

l

Frankiin Franklin
lovestment, lac. Repo Corp.

Franklin
Financial
Services, Inc.

Franklin
Securities, §nc.

[ l

l
R

Fraakiln
Froskiin Stern Brothers Capilal
Ensursnce, Ine. & Co. luvesiments,
Ine.

. —

Savers Lile Savers
tnsurance Co. Peaperty &
of Americs Casually

ESA Franklin Fraskiln
Capital. nc. Conceptd Reshy, fne.
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New York, and Tokyo, he said, are
emerging as a single round-the-clock
lobal market, with the same major
anks and securities firms competing
alongside each other in all three

centers.

“The rapid acceleration of this de-
velopment — and the changes taking
place in the institutional structure of
each of these centers — makes it es-

sential that we achieve a meaningful |

degree of convergence in key aspects
of financial, regulatory, and superviso-

ry policies applicable to' these mar-

kets,” Mr. Corrigan stated. The ap-
provals, he said, reflected Fed
expectations . that naming Japanese-
owned firms as primary dealers should
encourage greater access of U.S. finan-
cial institutions in the Japanese market.

While the Fed declines to disclose
which firms have applied for primary
dealer status, it is known that the Nikko
Securities Company International Inc.
and Yamaichi International (America)
Inc. also have applied. But in his letter,

- Mr. Corrigan stated that there are “no

other firms which meet all of our crite-
ria as new primary dealers at this
time.”

The New York Fed said it plannéd no +

further additions to the dealer list for
six months. This is to permit an “‘order-
ly adjustment to this significant expan-
sion and change” in the ranks of prima-
ry dealers. The agency also unveiled
plans to establish an informal “interna-
tional capital markets advisory commit-
tee” composed of U.S. and foreign
banks and securities firms to consult
with the New York Fed on internation-
al capital market matters. -l

.Kansas City, Mo., firm
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By ANDREA BENNETT

.Midwest Bureau - -

CHICAGO — In an unusual transac-
tion, a large savings and loan in Kansas
has purchased an investment banking
firm there.

Franklin Savings Association, Otta-
wa, Kan., completed the acquisition of
Stern Brothers & Co., a privately held
specializing in
municipal finance, said Clay Coburn,
executive vice president of Stern
Brothers. The purchase price was not
made public. ,

- Stern Brothers, which was founded
in 1917, is a .full-service investment
banking firm whose primary business is
municipal bonds. According to Mr. Co-
burn, tﬁe firm is primarily controlled
by two members of the Stern family,
who wanted to liquidate it for tax

purposes.
As part of the liquidation plan, the

investm%ng banking function of Stern
was sold to Fran l_m_ﬁamﬁ The ac- -
involver

uisition primaril the em-
Bloyees, ﬁﬁ'turel and oiﬁcgg of th
existin .
The Eﬁ also had ““substantial assets

not used in the securities business”
that were not bought by the thrift, Mr.
Cobum said. ~

Stern Brothers, which will operate as
a subsidiary of Franklin, is ex ected to
olleran e anded ran € of products in
the €, including collateralize

moﬁiage obligations. Eranﬂin Savings
as

een active in the mortgage-
backed securities market.

*“’All of the products we've been in-
volved with in the past will continue,”
Mr. Coburn said. “Through Franklin,
we will get more involved in mortgage-
backed securities.”

Kansas Thnft ‘Buys Securities Firm

Mr. Coburn said that there is “a lot
of synergism” between the two firms

and that there should also be some syn- -
ergism between Franklin's Insurance
ans real estate sussia;'aries_ and Stern
Brothers————osiciaries and Stern

rothers. .
ranklin Savings had assets of $3.2
billion at the end of 1985. . = .

Citibank . .

> Continued from Page 2 )
cials mingled in their lobby to watch
as a group of eight protesters locked
arms and stood in front of the bank’s
revolving-door entrance. Effective-
ly, the move did nothing to disrupt
business; the “blockade” took place
after the branch office had closed
for the day, while messengers and
employees shuttled in and out of the
, buifding through the bank’s after-
hours doors on 53d Street. .
. William Wipfler, human rights di-
rector for the National Council of
. Churches, said his participation in
the symbolic gesture represented a
message that “Citicorp can’t ¢
on its business as usual.” He added
. that the group hoped to organize a
series of blockades and rallies
against the bank.

“We believe everybody has a
right to demonstrate, but they’re on
the wrong side of the street,” Mr.
Koplewitz said. “We share the con-
cerns of the démonstrators, we
share the concerns of those who dis-
agree with our strategy, and we lis-

ten to their criticism. But we don’t’
| NP EORURE, F * . .
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Thrift association to offer mutual funds;
annuities and life insurance may follow

In what may be the first instance of a bank or
" trade association networking financial

cts, the U.S. League of Savings lnstilutio.ns
has begun 1o market mutual funds through its
member institutj
mﬁgﬁ;sidem of U.S. League Invest-

ment Services. the League’s investment manage-

ment subsidiary. says he expects some 300 institu-
tions to be participating by the begjnning of 1988.
Further, the League mav offer annuities and single
premium insurance in the not-too-distant future,

The program. called Advance America, will in-
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volve two independent financial marketing organi-
zations, PAMCO and Marketing One. which will
manage the distribution of the products, including
sales training. advertising. and back office services.
Maag'’s group will manage the funds.

Already 15-20 percent of savings institutions in

his country are offering some form of investment/
insurance producl. Maag observes, whether it be
single premium life (SPL). deferred annuities. mu-
tual funds. etc. The demand *‘has been increasing
each year,” buoyed by a strong stock market (at
least until recently), the new tax law, and the need
on the part of thrifts to compete with other financial
services companies. Savings institutions have been
losing money to th vnches of the world.
a3g SUEEESIS. (5o huwe Lonts)

Eager to broaden services

Through extensive surveys and discussions. the
League learned that the institutions were eager to
broaden their services still further. In fact. one
survey revealed that among member institutions
that were nor offering some kind of investment/in-
surance product, 3 tw ing so
withi Counting participating institu-
tions and soon-to-be participating institutions,
“That’s one half of the industry.™ Maag notes.

It is expected that 300 institutions
will be participating soon.

The League therefore saw merit in developing
products specifically tailored to the institutions
needs. U.S. League Investment Services. which
has been the League’s broker/dealer subsidiary for
five years now, was the obvious candidate for the
task. Maag says his group spent much of last year
scrutinizing products, sales systems, players. man-
ufacturers. etc.

**Qur research indicated that 90 percent of all se-
curities sold [through savings institutions} repre-
sented fixed income products,'’ observes Maag.

Already 15-20 percent of the nation’s
savings institutions are offering some
Sform of investmentlinsurance product.

U.S. League Investment Services therefore settled
on four fixed-i i e fund: 1) a

government securities fund 2) a Ginnie Mag fund 3)
a high-quality corporate bon 4) a tax-
S for the actual marketing of the program, Maag
observes: “‘Savings institutions and banks have the
same problem: They cay buv product from anvone.
ut how do you sell it?" He says the League de-
¢ided “"not to get into distribution.” They selected

PAMCO and Marketing One from among 20 compa-
nies that offer sales delivery systems.

Fund carries a 4.5 percent load

Maag expects the participating institutions to run
the gamut: From the largest savings institutions in
the country down to the smaller $100 million
(assets) institutions.

Maag says he expects salespeople to come from
both within and outside the institutions. All will
have to be NASD-licensed.

The funds carry a 4.5 percent load. Of that. the
individual institutions will receive 4.25 percent and
Maag’s group 25 basis points. PAMCO and Mar-
keting One will share commissions with the indi-
vidual institutions.

As for annuities and single premium life. **We're
working on those programs right now.™ They chose
to lead with mutual funds simply because *‘that was
our initial expertise,” i.e., in the investment man-
agement area.

Do the institutions fear significant disintermedia-
tion from the program? *‘Disintermediation is a
concern of most chief executive officers. but if the
product is properly positioned, sold and managed,
there will be very little disintermediation.™

He says the League is the *‘first trade association
to do something like this.”
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Kansas Thrift Snaps Up Experts
From Merrill for Merchant Bank

By PHIL ROOSEVELT .
NEW YORK — Franklin Savings As-

. sociation has hired four Merrill Lvnch

finance Erofessiong%s,. ingluding the
ead of its asset-backed securities dg-

artment, to start an unusual merchant
EanEin unit.
The New York unit will invest some

of the Ottawa, Kan.-based thrift’s capi-
tal in leveraged buyouts, venture capi-
tal projects, and corporate restruct-
ings, Franklin officials said. -
- “It’s a small experiment and will re-
main so until we feel completely com-
" fortable with it,” said Franklin chair-
man Ernest Fleischer.
" Franklin already has attracted wide-
spread attention for aggressive invest-
‘ ment in mortgage securities, Its assuis
have ballooned from about $200 mil-
lion in 1981 to $9.4 billion.
While many thrifts invest in publicly

traded stocks, few are known to take
equity positions in small private com-

- panies, said Joseph Stieven, an analyst
at Stifel Nicolaus & Co., St. Louis.
“I would say that if anyone in the
business was going to do it, it would be
Franklin,” he said. ‘‘Franklin is one of

the moast nontraditional thrifts |

anywhere.” _

Gary Lieberman, formerly executive
vice president in charge of asset securi-
tization at Merrill, will head the unit.

}

measured

He will be joined by Merrill colleagues
Barry M. Levine, who becomes senior
vice president, and Polly Morgan Barry
and Jeffrey Moses, who become vice .
presidents, Mr. Lieberman also was
named chairman of Stern Brothers &
Co., Franklin's Kansas Cify, Mo., in-
vestment banking subsidiary. He will
be based in New York. ‘
The four are not the first Merrill em-

ployees Franklin has picked up. Last
“Summer, for example, ioﬂn Scowcroft

left his post as head of mortgage-
backed securities research at Merrill
Lynch Mortgage Capital Inc. to be-
-came vice chairman of Franklin.

Mr. Fleischer said the string-of hiring
from Merrill ““is really the result of
Merrill being Franklin’s primary in-
vestment banker,” which has allowed
Franklin and Merrill professionals to

. become well acquainted. Franklin also_
has attracted em ees from some
*5ther Wall Street houses, he added.

ile Franklin’s growing stable of
Wall Street talent is considered rare
among thrifts, some other thrifts are
beginning to tap investment banking
irms for talent. Miami-based CenTrust
Savings Bank, for example, recently
hired Ronald DiPasquale, a director in
mortgage securities trading at Salomon
Brothers, to head a new capital markets
group. : . '

Mr. Lieberman and the three other
ex-Merrill employees joining Franklin
have backgrounds in asset-backed and
mortgage-backed securities, which
makes them well-suited to Franklin,
Mr. Fleischer said. In addition, he said,
they are eager to branch out into mer-
chant banking. Mr. Leiberman could
not be reached for comment. =~

Mr. Fleischer said the unit will aim

“to serve the smaller business market

that is overlooked or can’t be served”
by larger merchant banking concerns,
The likely size of deals, he said, “‘is best
in $100,000 increments
rather than $100 million increments.”

" Among the few other thrifts known
to have merchant banking units is East
River Saving$ Bank, New York. It’s so-
called corporate merchant banking

- unit invests in a variety of companies

through a combination of loans and eqg-
uity positions, said Nelson Stephenson,
chief financial officer. . n
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CHART 3

Market Shares of Financial Assets

Held by Financial Institutions
1975 - 1986

Commercial Banks,

Percent : (_)Jher"
[}

* Savings and loan assoclatlons, savings banks, and
cradit unions.
** |nsurance companies, pension funds, finance companies,
real estate investment trusts, money market funds,
mutual funds, and security brokers and dealers.

Source: Federal Reserve Board Flow of Funds Accounts.
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CHART 5
Annual Growth Rates of Finanical Institutions
1980 - 1986
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Source: Federal Reserve Bulletin, New York Stock Exchange
Fact Book.



15

1 e D
T S S T
I A et IR A et

11_ .........................................................................................................

6 wfsseyese P T T T I L L L e e e e T T TR YRR RO R LT RO DAL LD RS LI AR AL AR LA REESbA bbb S

EXHIBIT 8
COMMUNITY BANK RETURN ON EQUITY
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STATE AUTHORIZATION OF SELECTED POWERS FOR STATE-CHARIERED BANKS®

Insurance(1}
Undarwr it ing

Participation

Dolaware{2]} Arfirons

North Carolina P Arkanues

South Caroiina Caltfornia
< South Dakota < Colorado

Utsh(2) Cannuct fcut
Flortda
Kuntuchy
Mafno
Brokeraqo(1) Msssachusotts
——————————— < Missort
Hovada
Alabama New Hampeihico
Indiana How Jorsoy
3 lowa Hew York
-» Nebraska Horth Caioltna
Horth Carolins Ohio
Oregon Rby «Juy 1slond

South Carolina P South Dukotas

-2 South Dakota
Wisconsin
W,oming

*Accuracy and coampletuness of dita not dotermined; extent practiced also unknown

O B WA -

Tonnensseo[5)
Utoh
Wishington
Wisconsinfe)

Roal Estotas Equity

Devalopnont

A {zona
Arkansas
California

9 Colorado
Cannect fcut
Florida
Kontucky
Maine
Massaclusutts
Michigan

> Missourd

‘Novada
Now Hampshire
Now Jersey
Now York
North Carolina
Ohio
Rioode Island
% Sauth Dakota
Utah
Washington
Hisconsin(6}

(Soptonbor 1987}

Roal Estate
Brolurago

Flortida

lowa
Massachusotts
North Carolina
Orogon

.’

Socuritios Managorant
Undorwriting(1} Cansulting
Ar{zona Califarnia
California > lowa

lowa ' Matne

Matno Maryland
Maryland <) Nebrasha
Massachusetes{4) Hew Jorsoy
Minnosota[7) Horth Carolina
Nuew Jersoy Ohio

North Carol tna Ricxdo 1sland
Ohto Virginia

Full Service
B1-olkorage/
No underwriting{t]}

Arizona
California
Delaware’
Florida
Georgia
fowa

Mitine
Michigan
Minnesota
New York
North .Carolina

In addittion to crodft-rolated insursnce activities and other oxemptions permitted under tha Bank Holding Carpany Act.
Grandfatherod fnstitutions.
One camorcial bonk has a travel agucy, dating back to 1313. Permitted by tradition.
Moy underwrite mortgage backed socurities.
Banks not allowed to bo active partnoers in real estate development.
Hisconsin - Enactud uxpandod powurs legtslattion 5/86. Now logislation authorizes tha Commissionor of Banking

to promulgate rules under which stats banks may engage in activitios that are authorized for othoer financial
insttitutions doing business in the state.
7 Undarwrite mitual funds and may undorwrite socuritios to extent of tlo state
1eg3s) losn limic.

" **Source: Suporvisory Procedures Committee of the Conforence of State Bank Supervisors

Travel
Agonc tus

Alabara
Caltfournta
Connoct fcut{3)
Indfana

> Towa
Koentuchky

> Nobrauka
How Jursey
How York
North Carolina
Chio
Oreqgaon
Punnsylvenitia
Sauth Carolina

-~y Sauth Dalota
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For further information contact: .
JOSEPH E. JONES, Vice President/Director of MabfA&Rfk-On Recelpt

Tuesday, January 12, 1988

CSBS Supports State Authorized Products And Services; :
Pledges Continui e nd Soundness Vigilance 2
Washington, D.C., Tuesday, January 12--The Board of Directors of
the Conference af State Bank B8Supervisors (CSBS) has adopted a -
redolution on the need for states to authofize bank products and
services of benefit to consumers, The Board resolved that CSBS
", ..vigorously supports the authority of atatea to empower and
regulate the activities of stats-chartered banks, including the
offaring of securitles, insurance and real estate products and.
services as determined by thae states to serve best the interests of
their citizens," ~ The Board further resolveq to oppose efforts by
Congress or the federal bank regulatory agencies to weaken or
preempt state authority. The Board also emphasized CSBS's commitment
“",..to continue to cooperate and work in close concert with the ¢
Federal Deposit Insurance Corporation to ensure that the exercise of
...state authority will not in the future, as it does not today,
present an inordinate risk to the banking system as a whole or to the
FDIC fund." ' )
The Board noted the historical Congressional support for each
state to authorize diverse products and services best suited to its .

needs and emphasized the good records to date of institutions
offering the services and of the state banking departments regulating
and supervising them. Special emphasis was placed on the fact that
the Office of the Comptroller of the Currency and state banking
departments constitute the first and most constructive element in the
banking system safety net. h

The Board also enumerated tha following public interest benefits
from state authorizations of bank producis and services: (1)
Increased cost competition of benefit to consumers; (2) improved
local services tailored to local needs and conveplence; (3) expertise

. (OVER)

Canference of State Bank Supervisors 1015 18th Street, N.W. Washington. D.C. 20036 (202) 296-2840

A Lo TR R A Moo o narn WP
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of the primary regulators in balancing service, profit and risk
considerations in evaluating a particular activity; (4) flexibility
to provide different services in different markets, including the
ability to explore alternative solutions in a responsible manner in
areas of the country that are experiencing economic difficulties; and

(5) maintenance of the states' potential as the primary vehicle for
1nnovatlon in the banking systen.

4 4 4 8 4




H-5 E FDIC WATCH
May 29, 1987

GIUVE US THE TOOLS, BANKS THE POIDERS, REGULATORS AGREE

Banking regulators last week might have provided a glimpse into the
strategy they will adopt at this juncture to convince Congress to allow
banks a broader array of powers: give the agencies sufficient_enforcement

authority to insure safety and “soundness, and the diversity permitted,
bankKs—womn't—Tmatier. T

Indeed, regulators are in general agreement, that banks and bank
holding companies can conduct gsecurities and other non-banking activities
safely through subsidiaries or affiliates, despite the concern of the General
Accounting Office and others that no current banking industry structure
can completely isolate deposits from the dangers of such activities as
operating a discount brokerage or securities underwriting.

"Professional regulators are in agreement that with proper statutory
support, we can allow banks to compete through subsidiaries and affiliates
with proper safety and soundness,” L. William Seidman, chairman of the
Federal Deposit Insurance Corporation, told Congress last week.

The FDIC believes that if the banking system is to remain
"adequately profitable,” it must be allowed to pursue profit opportunities
“throughout the financial services industry," he explains.

"We believe these opportunities can_be pursued in_a manner that is
consistent with safetyv and soundness considerations if appropriate safety
surveillance is provided by regulators,” Seidman says.

Long-range banking industry restructuring is overdue, he adds, "and -
should be undertaken to improve competitiveness, reduce regulatory costs’
and provide increased safety and soundness for the financial system."

And, adds Robert L. Clarke, Comptroller of the Currency, "If we buy
the argument that bank deposits and the .bank can be protected through
adequate safepuards, it doesn't make a whole lot of difference how broad
the activities banks are allowed to participate in."

The regulators believe the industry 'is doing what it should to~
improve its capital position, and a major detriment to the safety and
soundness of the industry are banking laws designed 50 years ago.

2Banking laws are going to have to be modernized and banks are
going to have to be allowed to compete,” Clarke says.

Theé competition,” Clarke says, retailers, brokerages, insurors and .=

mutual funds, "are becoming ingenious in offering services which compete’

‘with banks,” and Congress must respond by providing a "structural system

that allows banks to compete in virtually every area."

Indeed, .Manuel H. Johnson, vice chairman of the Board of Governors
of the Federal Reserve Board, the most conservative banking industry
regulator, also agrees. "Expanded powers are definitely needed for bank.
holding companies," Johnson says, "although the Federal Reserve Board

does have problems with allowing banks themselves to have these
powers."

Johnson explains that the Fed "is hesitant to let banks in particular
use their capital to engage in riskier activities. "A_far safer approach is to
allow_banks to use subsidiaries or affiliates to engage in these activities."

20
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KANSAS AGRICULTURE AND RURAL COMMUNITIES: ' CHANGING AND ADAPTING TO SURVIVE

This report of the Commission on the Future of Kansas Agriculture is

respectfully submitted to the Governor,
state.
jdentifies the 10 key issues facing the

and urban residents of this

means for addressing those issues.

the Kansas Legislature,

and the rural
In the following pages, the Commission

state's agriculture and submits ways and
Submitted on behalf of the Kansas State

Board of Agriculture and the Commission on the Future of Kansas Agriculture.

Sam Brownback, Chairman
Kansas Secretary of Agriculture

Senator Gerald L. Karr ~5¢ ,
Farmer/Stockman '
Emporia, Kansas

Senator Don Montgomery
Farmer/Stockman
Sabetha, Kansas

Representative William M. Bryant
Farmer/Veterinarian CE
Washington, Kansas

Representative Lee Hamm .
Farmer/Dairyman o
Pratt, Kansas

Ernie Mosher
League of Kansas Municipalities
Topeka, Kansas

Tom Kruse
Farm Credit Services
Wichita, Kansas

For more information contact:

Kansas State Board of Agriculture
109 SW 9th Street

Topeka, Kansas 66612-1280

(913) 296-3558 .

Dwayne dJones

Kansas Bankers Association
Oberlin, Kansas '

Edie Dahlsten
Farmer/Stockman
Lindsborg, Kansas

Robert Paris
Farmer/Stockman
Dighton, Kansas

Dean Walter R. Woods
Kansas State University
Manhattan, Kansas

Wilbur Leonard, Legislative Agent
Committee of Kansas Farm Organizations
Topeka, Kansas ‘

Ed Bruske
Kansas Chamber of Commerce & Industry
Topeka, Kansas
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2. Improve business management.

3.

4.

5.
6.

A. Farmers must understand their own business operations and manage them
appropriately to ensure the greatest net profit. Business management
in agriculture can be improved by: ’

1. Supporting and expanding the Kansas Farm Management Association
programs offered through Kansas State University to assist
farmers in further developing their financial information systems
and management skills. Kansas bankers and the Farm Credit System
can assist by strongly urging their borrowers to become involved
in the Farm Management Association.

2. Fostering financial and business management counseling programs
to make management self-improvement opportunities available to
farmers, ranchers and rural business owners.

3. Supporting the wise use of credit and better understanding of the

. problems associated with credit.

Help strengthen the financial institutions which ser
1. _Agric d use it wi . Mapy

of  the basic  financial institutions providing credit to

agriculture have suffered during the recent agricultural
downturn. Use of agricultural credit can be improved by:

a. Creating a secondary loan market for agricultural loans.
The Commission supports the creation of an “Aggie Mae"
{edera] program as a secondary market for agricultural

oans,’

b. Providing early assistance to the Farm Credit System. The
Commission supports assistance to keep the system viable and
keep its stock from being impaired.

(::) Allowing agricultural banks to offer a full range of
financial  products and _ services 1NCIUding insurance,
secur ctions and others. Not only would this
the price of those products to deciine to consumers through

ncreased Tf would also allow loan losses
0 be repaid from sources other than inte n

Toans.

d. Allowing loan losses at agricultural banks to be amortized
over a ten-year-period.

e. Continuing all possible efforts to find and implement ways
to lower interest rates paid by farmers.

Cooperate with the Legislature to examine the role of corporations in
farming and food production, 1in particular the issue of corporate hog
production in Kansas. Al11 the facts of whether this would be good or bad
for the state should be examined.

Facilitate the development of a Blueprint Study for Kansas Agriculture
emphasizing areas of greatest opportunity for value-added agricultural

enterprises and diversifying Kansas agriculture.
Work with existing agribusinesses to improve their operating environments.

Promote the sale of American produced agricultural products through the use
of labeling. '

16



CONCLUSION
Kansas agriculture and rural
agricultural base

assist these transitioning entities.
assuring that our rural

communities are
They are changing and adapting to survive.

24

in a period of transition.
As a rural state with an

it is imperative that Kansas marshall all of its resources to
A1l of us as
economy makes the transition

stake in
in a healthy form. The

Kansans have a

Commission hopes that this report will help to focus the efforts of all Kansans
in assisting agriculture and rural communities to a more prosperous future.

Respectfully Submitted
Agriculture

‘_S”}%WMJW/

by the

Commission

on the Future of Kansas

ﬁ\i)LLZKLET?Q S)J?\Qai/

Sam Brownback, Chairman
Kansas Secretary of Agriculture
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Senator Gerald Karr
Farmer/Stockman

Farmer/Stockman

epresentative Willi
Farmer/Veterinarian

. Bryant
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. - Ca , O
R%pre;éntativé Lee Hamm
Farmer/Dairyman

League of Kansas Municipalities

T
Tom Kruse
Farm Credit Services
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Dwayne Jgnes C;/
Kansas Bankers—Association
) .

je Ua
Farmer/Stockman

Sadx P, |

Robert Paris
Farmer/Stockman

Dr. Walter Wooas, gean o? Agriculture
Kansas State University

WiTbur Leonard, Ledisiative Agent
Committee of Kansas\Earm Organizations

ruske
Kansas Chamber of Commerce and Industry



KANSAS STATE BANK

MEMBER FDIC
P.O. Box 327 / Garnett, KS 66032 / (913) 448-3191
P.O. Box 8 / Westphalla, KS 66093 / (913) 489-2231

House Commercial and Financial Institutions Committee

Mr. Chairman and Members of the Committee:

My name is Jim Cooper. I am President of the Kansas State Bank, Garnett, Kansas,

and chairman of the State Affdirs Committee of the Kansas Bankers Association. I

ask for your support of House Bill 2738, to grant additional powers to state-chartered
banks in the areas of real estate investment and securities services.

Attached are some charts revealing some alarming figures:
1. Over the last six years return on equity for community banks
nation wide has reduced 40%
2. In Kansas, return on assets for all banks has dropped
457
3. Net income for Kansas Banks has dropped from 200 million
in 1983 to 145 million in 1986.

I think we all understand how important strong and viable banks are to communities.
We are seeing our role as the backbone of financial services being steadily
weakened by our inability to provide services that other entities are providing.

Enclosed are copies of advertisements whereby stock brokers are advertising
FSLIC and FDIC insured deposits, however we cannot even offer our customer access
to funds investments. We are losing the ability to retain our customers.

Insurance companies are making consumer loans and home equity loans.

We are not asking that you prohibit our conpetition from these services. We are
asking for fair and equitable treatment. We are merely asking for what many states
have already granted, equal opportunity to serve and compete. Bankers are not
afraid to compete, given a "fair playing field".

Since we are state chartered banks, and since historically states have been able to
best decide what is good for their banks we come to you for support so we may expand
our services to the customers of our communities.

Thank ?:22?7

J1im) Cooper

esident
JWCbb
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V. GRAPHIC INFORMATION: 1 KANSAS BANKS
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Bank Profitability in Tenth District States

The profitability of commercial banks in Tenth District
states declined in the first half of 1987, continuing the
recent trend of deterioration. However, performance of
banks varied by size, type, and location. Profitability
declined in Colorado, Kansas, Missouri, New Mexico, and
--Wyoming, but improved in Nebraska and Oklahoma.

Performance comparisons

Overall, banks’ return on assets (ROA), the ratio of after-
tax profits to average assets, continued to decline in the
first half of 1987. The ratio fell to 0.39 percent down from
0.53 percent in the first half of 1986 and 0.70 percent in
the first half of 1985 (Chart 1).

Chart 1
RETURN ON ASSETS
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Chart 2
RETURN ON ASSETS BY SIZE OF BANK
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{Profits as a percentage of average assets)
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NOTE: Small banks had assets less than $62 million in the first half of
1987, medium-sized banks had assets between $62 and $375 million,
and large banks had assets of more than $375 million.

~—large .-

Although profitability declined overall, the performance
of individual banks varied widely. From the first half of
1986 to the first half of 1987, ROA decreased at 1,590
banks in district states but increased at 1,160 banks. And
while 780 banks showed declines of 50 basis points or
more, 540 banks showed profitability increases of 50 basis
points or more.

The magnitude of the decline in performance also varied
with the size of banks. Chart 2 shows ROA for three size
groups, each holding one-third of the banking assets in
district states. Although ROA was down for all three size
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Testimony on HB 2738
by Larry W. Magill, Jr., Executive Vice President
Independent Insurance Agents of Kansas
Before the House Commercial & Financial Institutions Committee
February 16, 1988

Thank you Mr. Chairman and members of the committee for the
opportunity to appear today in opposition to HB 2738. As we understand
the measure, it would grant broad, expanded real estate and securities
power to Kansas banks.

We view this legislation as an intergral part of the entire debate
over the historical separation of banking and commerce. If you begin to
tear down this critical economic safeguard this vyear, relentless
pressure will mount for new powers next year and the year after that
until banks have been given complete freedom to engage in any form of
commerce.

- The appropriate forum for this debate is the U. S. Congress.
Kansas' banking laws have traditionally followed federal authority
rather than taken the lead. If Congress should decide to grand expanded
bank powers, Kansas would surely follow or state banks would simply
change to federal charters.

Congress currently has a moratorium on expanded bank powers enacted
in 1987 as part of CEBA, the Competitive Equality Banking Act of 1987.
The moratorium is due to expire March 1, 1988, but Congress will not act
by then and may not act on the issue of expanded powers in 1988.
Nevertheless, we feel that is the appropriate forum for this debate.

The Glass-Steagall Act was passed 54 years ago in 1934 following

the tragic stock market crash and resulting bank failures, many of which

were due, at least in part, to investment activities by banks.
In 1987, 184 banks failed, the largest number since 1934. Yet U.

- 1 -
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S. banks emerged from the stock market crash of Black Monday, October
19, 1987, virtually unscathed because of Glass-Steagall. Please refer
to the attached ad run by our national association in a Washington, D.
C. newspaper recently showing the increase since 1977 of bank failures.

The one exception was Continental Illinois National Bank that had
cost the FDIC a huge sum in 1984 to prop them up and avoid a devastating
failure. Continental Illinois was caught exceeding its lending limits
to its securities subsidiary to cover losses incurred by the market
crash according to the attached article titled, "Outlook 88" from
Bottomline magazine.

Likewise, the recent bankruptcy of one of the areas best known real
estate developers, Kroh Brothers, graphically illustrates the risks
associated with real estate development.

We feel that separation of banking and commerce is essential for
the safety and soundness of the banking industry. If they are failing
at this rate in their principal activity, banking, how can letting them
enter even higher risk new fields improve that picture?

Further, we envision a potential regulatory nightmare. Will there
be a clear line between banking, securities and real estate regulation
and control? The securities industry involves extensive regulation at
both the state and federal level. If a question arises over a
particular product or service, who will decide which regulatory body has
control? Will bank examiners know enough about the securities and real
estate fields to adequately regulate solvency?

Banks' ability to tie-in credit with other services and the
resulting potential for <coercion pose a significant threat to
consumers. Bank abuse of credit insurance sales through extraordinary

- 2 -



penetration of their 1lenders on sales and their ﬁse of the highest
commission products regardless of cost to the «consumer are well
documented. Attached to my testimony is an article titled, "Credit
Tie-Ins: The Banks Credibility Gap" which provides detailed examples.
This same ability to tie-in the sales of other services exists, if
only in the mind of the consumer. Even if banks did nothing, many

creditors would feel compelled to buy other services to "improve" their

credit worthiness. No law against tie-ins can prevent this from
happening.
There has been no consumer outcry for expanded bank powers. In

fact, the American Banker's own consumer survey shows that the majority

of Americans do not favor expanded powers. Attached is a copy of their
article.

Finally, we are concerned about the continued concentration of
economic power in our state which will inevitably have a negative
effect, particularly on the small consumer.

For these reasons, we urge the committee to not act favorably on HB

2738.
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Insurers Hit Bill ~
To Give Banks

Securities Powers

By LEAH R. YOUNG
Joumnel of Commerca Staff

WASHINGTON — Both life in-
surers and independent insurance
agents Wednesday criticized com-
promise proposals to give banks
new securities powers, saying they
include underwriting and sale of
some insurance products.

Robert R. Googins, executive
vice president of Connecticut Mutu-
al Life Insurance Co., told the Sen-
ate Banking Committee that the
limited program agreed to by com-
mittee chairman William Prox-
mire, D-Wis,, and Sen. Jake Garn,
R-Utah, will invite interpretation
to include insurance products.

The bill would permit bank af-
{lliates to underwrite or distribute
securities of any type. It would
amend the Glass-Steagall Act to
allow commercial banks to have
securities affiliates,

Mr. Googins, who represented
the American Council of Life Insur-
ance, said the wording would in-
clude all variable annuity and vari-
able life Insurance contracts since
they have a securities component.

The bill would also authorize the
underwriting and sale of guaran-
teed interest contracts such as
group annuities used in the corpo-
rate pension market.

The wording would permit na-
tional banks that do not have secu-
rities affiliates to market variable
annuity and variable life insurance
products, as well, Mr. Googins said.

He characterized the legislation
as establishing “an insurance loop-
hole for many bank holding compa-
nies and national banks through
which they could engage in the
business of insurance. This loophole
scenario’ would undoubtedly be en-
dorsed by banks and their regula-
tors.”

- A. Willlam Baijley -~ vice presi-
dent of the Independent Insurance
Agents_of America_Inc., speaking
 for_a_coalition_of_the five national
‘t_r_a,dg,a,s_s_ociatipns_thgt___rgprgsent
Ainsurance agents — agreed_with
this Interpretation.

He_contradicted testimony by .

large financiai services institutions
that banks need more insurance
_and other powers than contemplat-
éd_[n_t{ie_compromise.
Mr. Bailey argued that in-
creased bank powers will not cre-
ate a level playing fleld as charac-
{erized_by the _Financial Services
Councll — a group of major finan-
cial conglomerates, including John
-1 Hancock Mutual Life Insurance Co

. Sasser said.

Those companies want a much
freer hand to amalgamate f{inan-
clal services under one corporate
roof and are supporting broader
legislation offered by Sens. Alfonse
D'Amato, . R-N.Y.,and Alan Cran-
ston, D-Calif.

“Insurance agents do not stand
on the same economic Jevel as big
bank holding companies,” Mr. Bai-
ley protested.

“Clticorp can buy as many in-
surance agencies as it wishes, But
we've not heard anyone suggest
that insurance agencies will be
able to snap up bank holding com:
panies,” "

“Sen. Garn was harshly critical
of the position of the life insurance
Industry, saying to Mr. Googins
that his testimony was “boring and
self-serving.”

Sen. Phil Gramm, R-Texas, then
defended the testimony, observing

that “if.you don’t all advocate your.

Interests it is unlikely your inter-
ests will be advocated around
here.,” -

Sen. Gramm suggested that it's
up to Congress, not affected groups,
to create legisiation that reflects
perceived public interest.

E. James Morton, chairman and
chief executive officer of John
Hancock, told the committee that
the major financial players that he

represents want passage of the |
Cranston-D’Amato bill and will not

endorse the lesser compromise.
He told Sen. Proxmire that he
could only endorse his bill if it

were “the first step in a program
designed for comprehensive re.’

form,” and not a last step, as he
believes it will be perceived.

Others in the coalition did not
agree. Harry Freeman, executive
vice president of American Ex-
press Co., emphasized: “We don't

want the piecemesl approach. We !

prefer to have nothing.”
A third view was voiced by wil-

llam Fitzpatrick, executive vice

president of Calfed Inc.

“If it were the only choice we
would support it,” he told Sen. Don-
ald Riegle Jr., D-Mich.

The debate in the committee
may not be confined to how many
new powers to extend to bank affil-
lates, Sen. James Sasser, D-Tenn,;
said he is concerned about the

prospects for tie-ins between banks ‘

and other industries.
“I'm-concerned about a concen-
tration of economic power,” Sen.

A
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OUTLOOK ’88

VISIONS OF MOVING FORWARD

GRAY LYLES

HE STAGE FOR BANKING

reform legislation is set for

1988, but this year many
thrifts and other depository institu-
tions will be behind the curtain in-
stead of in the spotlight like they
were in 1987,

The Competitive Equality Bank-
ing Act of 1987, a statute inspired
by the flagging Federal Savings and
Loan Insurance Corporation, placed
a moratorium on regulatory ap-

~ proval of new products and services

federally chartered institutions
could offer. This is set to expire
March 1, 1988.

In light of this impending due
date, Congress has three choices:
(1) legislate; (2) simply let the mora-
torium expire, returning to the
premoratorium environment of let-
ting the regulatory agencies and the
courts decide new products and ser-
vices; or (3) extend the moratorium.

The plot for new legislation in
1988 will thicken around ridding the
industry of Glass-Steagall. Elimina-
tion of this 54-year-old statute
would open up the world of securi-

Putting Glass-Steagall to Pasture Will Be
the Thrust of Congressional Efforts

ties to depository institutions, a
prospect particularly attractive to
big banks. This issue will dominate
the House and Senate banking com-
mittees’ agendas in 1988 and proba-
bly will carry over into 1989.

The money-center banks and the
securities industry will occupy cen-
ter stage. But the insurance groups
stand ready to join the chorus if
banks move too close to gaining se-
curities powers.

Robert A. Rusbuldt, director of
federal affairs of the Independent
Insurance Agents of America, ob-
served that once you let banks into
securities, insurance and real estate
probably will follow.

“We believe there's a good
chance the moratorium will be ex-
tended. Even though Congress said
they will keep the promise and let
the moratorium expire, they also
said they would enact comprehen-
sive banking legislation by March 1
to deal with the issues,” he said.

On a more skeptical note, how-
ever, Donald J. Crawford, senior
vice president and director of gov-
ernment relations of the Securities
Industry Association said, “The only
condition the moratorium would be
extended is if Congress is in the

middle of working on a legislative
solution. But even then they might
let it expire and extract promises
from the regulators that they won’t
do anything drastic.”

The most consistent response
from all sides is that the odds are
against substantive legislation pass-
ing in 1988. Many say, however, if
anybody can pull off such a feat, it
will be Sen. William Proxmire (D-
Wis.), the retiring chairman of the
Senate banking committee. No one
dares to underestimate this legisla-
tor after his show-stopping perfor-
mance with the 1987 banking bill.

ut examining the present
Bsituation leads most to be-

lieve a legislative victory on
securities powers for banks is next
to impossible in 1988.

“I've been in this business for 15
years and I have never seen a Con-
gress in a more hostile mood toward
financial institutions across the
board,” James J. Butera, group vice
president for legislative and regula-
tory policy of the National Council of
Savings Institutions, said.

Take, for instance, the October
19 stock market crash. This evokes
one question: Can banks handle se-

BOTTOMLINE/JANUARY 1988
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curities powers? Even though a bill

~ by Chairman Proxmire and Sen.

Jake Garn (R-Utah) sets up securi-
ties affiliates through subsidiaries of
bank holding companies to promote
safety and soundness, the negative
association between 1933 and banks
is still there, reinforced by the 1987
downturn in the market.

In conjunction with this, Congress
had a case of déja vu when Conti-
nental Illinois National Bank, an in-
stitution that cost the government
big dollars to bail out in 1984, got
caught exceeding its lending limits
to its securities subsidiary to cover
losses incurred by the market crash.

Adding to the problem, it was
reported that a record number of
banks and thrifts failed in 1987. The
press is playing it as the worst year
since 1934,

Butera noted these incidents will
serve only to make Congress, in
general, nervous about new securi-
ties powers for banks.

Phil Corwin, senior federal legis-
lative counsel of the American Bank-
ers Association, believes the crash
may hurt the possibility of new pow-
ers in the short term, but over the
long haul it will not have that much
of an effect.

“The crash brought home just
how integrated the financial mar-
kets are on a global basis and again
just how silly Glass-Steagall is in
preventing commercial banks from
doing here what they're doing ev-
erywhere else in the world.”

One point that bodes well for de-
pository institutions is the tides may
be turning for the securities indus-
try. The insider trading scandal cou-
pled with the overpublicized image
of yuppie investment bankers run-
ning rampant on Wall Street has
tarnished the securities industry’s
halo on Capitol Hill,

In addition, Richard S. Carnell,
Counsel to the Senate banking com-
mittee, noted ‘‘Restructuring
proposals,such as the Proxmire-
Garn bill, seem to have put the se-
curities industry on the defensive.
They're starting to wonder whether
the old tactics and arguments will
still do the trick.”

But that still leaves the insurance
and real estate groups, two major

“I’ve never seen
a Congress in
a more hostile
mood toward
financial
institutions
across the board.”’

grass-roots lobbies, to contend with.
And if they want to halt legislation,
they most likely could do it on at
least one of the avenues in the legis-
lative process.

THE CLock Is TICKING

Another element against legisla-
tion is time. Even if the Senate bank-
ing committee does get a bill rolling
through the process, there is not a
whole lot of time left in the 101st
Congress. For starters, approxi-
mately one legislative month is left
before the moratorium expires. The
Senate banking committee still is
trying to put a bill together that can
get a majority to vote it out of the
committee. So, one thing is fairly
certain, and that is legislation won’t
be on the President’s desk come
March 1, 1988.

Carnell cautioned against using
this as the measuring stick for suc-
cess or failure, and emphasized that
developing affirmative legislation is
the real issue. He did say, however,
proposals to extend the moratorium
are in disrepute as of the commit-
tee’s December hearings.

The next question, then, is what
are the chances of legislation being
enacted by the end of Congress?
One consideration is that 1988 is a
presidential election year. Many be-
lieve this does not play in favor of
major banking legislation being en-
acted because lawmakers may shy
away from such a controversial issue
until after the election.

The 1988 race also will be the
first one since 1968 that does not
involve an incumbent. This will
make the issues extremely partisan,
probably around July, predicted one
observer. But Joe Belew, president

of the Consumer Bankers Associa-
tion, challenges these theories.

“Financial services reform is diffi-
cult in any year. You are trying to
come up with a new public policy to
allow greater competition and at the
same time ensure the safety and
soundness of the system. That’s a
tall order, but it’s a necessary task
regardless of whether it's an elec-
tion year or not. Congress will have
time to work on it if they choose to,”
Belew said.

Another factor is legislation,
which has a good chance of passing
the Senate, will be slowed in the
House. Two committees, the Bank-
ing, Finance and Urban Affairs Com-
mittee and the Energy and Com-
merce Committee, have jurisdiction
over such legislation. Traditionally,
Fernand J. St Germain (D-R.L),
chairman of the banking, committee,
and John D. Dingell (D-Mich.), chair-
man of the commerce committee,
have not been in favor of uniting
banking and securities.

Kenneth A. Guenther, executive
vice president of the Independent
Bankers Association of America,
said, “You have a lukewarm St Ger-
main and a very lukewarm John Din-
gell and that does not bode very well
for the prospects for legislation. In
addition, if past is prologue, I can't
see [House Speaker] Jim Wright [D-
Texas] getting real aggressive be-
hind new securities powers for big
banks. So that statement looks at
the possibility of Jim Wright getting
behind Dingell. ... You wouldn’t
beat that lineup in the House.”

OTHER ISSUES ON THE AGENDA

Even while most Hill observers
agree restructuring legislation will
be in the spotlight, other legislative
issues will surface as well.

For example, the banking bill of
1987 imposed a moratorium on
FSLIC-insured institutions, prohibit-
ing them from exiting to the Federal
Deposit Insurance Corporation.
This is scheduled to expire August
1, 1988. One legislative priority for
many thnifts will be ensuring this
moratorium does not get extended.

Another legislative possibility is a
congressional response to the Fed-
eral Reserve Board's proposal that

28
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allows bank holding cc. anies to
acquire healthy thrifts,

On the consumer front, there are
a few loose ends to be tied up. A
separate credit card disclosure bill
passed both the House and Senate in
1987, and now differences must be
negotiated by a House-Senate con-
ference committee.

Home equity loan disclosure leg-
islation is another big issue for
1988. Reps. David E. Price (D-N.C.)
and Charles E. Schumer (D-N.Y.)
both have proposals on the table.

And finally, a truth-in-savings bill
passed the House in 1987, and now
must be acted on by the Senate.

“All of these issues are basically
disclosure-oriented. Having not only
banks and savings and loans but re-
tailers and other participants give
useful, simple, up-front information
on financial service products—I
think this is going to be a continuing
theme, instead of regulating the

pricing of these products,” L_.cw
said.

A new consumer issue to be dis-
cussed in 1988 will be the cashing of
government checks for anyone who
walks through the door of a thrift or
a bank. That’s under study by the
General Accounting Office. Whether
legislation will be proposed depends
on the outcome of the study.

In the tax arena, technical correc-
tions to the Tax Reform Act of 1986
will be addressed. This bill includes
several provisions that would bene-
fit savings institutions. For example,
one provision would bring in line the
1987 tax rates for both fiscal- and
calendar-year taxpayers. Another
provision would exempt real estate
owned and foreclosed by thrifts
from at-risk rules.

No DEFINITIVE ANSWERS
The issues for 1988 are certain.
The solutions, alas, are less clear.

But the likely areas for banking
legislation in 1988 will be disclosure
legislation covering credit cards,
home equity loans and truth-in-sav-
ings. The emphasis will be on disclo-
sure requirements as opposed to ac-
tual rate or product regulation. Also,
chances are good that a technical
corrections tax bill will pass in this
Congress.

Repeal of Glass-Steagall will be
attempted with a bill perhaps pass-
ing the Senate. The general consen-
sus, however, is that such a contro-
versial bill will be sidetracked in the
House.

Said the National Council's
Butera, “The bottom line is that it
will be a very tough year to accom-
plish anything in the form of sub-
stantial restructuring legislation—
what used to be called deregulation
before that became a four-letter
word in the minds of most members
of Congress.” =

Regulatory Outlook,
Continued from page 26
ary. However, other areas, which
lacked specific deadlines, still need
to be addressed. For instance, the
banking bill allows for the creation of
mutual holding companies. The
FHLBB will have to determine what
institutions will be eligible to file for
such a holding company status. In
addition, issues must be resolved
about diversified S&L holding com-
panies, such as what should be in-
cluded in a list of acceptable diversi-
fied activities. ... . .
Chairman Wall in a recent speech
before top executives of the Na-
tional Council of Savings Institutions
said he’s interested in ruling on
thrift merger-conversions, which in-
volve stock-owned associations that
want to purchase mutual savings in-
stitutions. It's unclear what will be
decided on this issue, but some say
the FHLBB staff does not favor such
conversions. According to Rebécca
H. Laird, partner, Kirkpatrick &
Lockhart, Washington, D.C., the
feeling is that the agency’s staff does
not think merger-conversions are
fair compared to stand-alone con-
versions. The right of account hold-

ers in the mutual savings institution
are not as clearly protected when an
institution is owned by an outside
organization, such as a holding com-
pany or when an institution is ab-
sorbed into another one.

Other issues the agency is most
likely to confront next year, she
says, include corporate governance
regulations and a broader interstate
branching policy. Laird says the
FHLBB may grant broader branch-
ing powers to help make thrift char-
ters more appealing to investors.

Changes proposed in the corpo-
rate governance regulations, which
stipulate how federal thrifts should
be organized, were so extensive the
FHLBB had to break them into four
parts. Parts one and two were pro-
posed in 1985 and the other two
parts in July 1987. Since proposing
the last two parts, the FHLBB has
extended the comment period on
the regulations until February 15. If
other issues arise, many industry
observers expect the board again
will extend the comment period.

Smith of Stroock & Stroock &
Lavan believes regulation should
take a back seat and that the first
priority for the FHLBB should be to

devise a streamlined approach to
marketing troubled thrifts.
“Fighting for more money for
FSLIC is a good objective but unless
the FHLBB deals with the systematic

The first priority:
a streamlined approach
to marketing
troubled thrifts.

problems of investing in thrifts, it
will be going back to recapitalizing
FSLIC every year,”” Smith says.

He argues that the board is send-
ing conflicting signals to investors
about purchasing thrifts. Examples,
he says, are the FHLBB direct in-
vestment and appraisal regulations
and accounting guidelines.

“Who wants to invest in a thrift if
you're not certain what you can do
with the institution and how to ac-
count for its assets and liabilities?”
he says.

Unless the board makes some pol-
icy changes, it “will wake up one day
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ON THE LEGAL SIDE
by David A. Winston

Counsel, Government Affairs

Credit Tie-Ins: The Banks’ Credibility Gap

N FEBRUARY 22, 1984,

the Senate Banking Com-

mittee received testimony

concerning “Competitive
Equity in the Financial Services
Industry.” To no one's surprise
representatives from the major
banking trade associations trans-
lated ‘‘competitive equity” to
mean, among other things, addi-
tional securities, insurance and
real estate powers for banks. The
Chairman of the Association of
Bank Holding Companies (BHC)
proclaimed to the Committee
members that “these powers are
essential for our industry if our in-
stitutions are to remain competi-
tive and continue to meet the
needs of the American consumer.”
The representative of the Ameri-
can Bankers Association (ABA)
echoed this contention and in-
voked the “needs of the public” to
support his association’s position.

The bankers' purported con-
cern for the consumer, however
well intentioned, is undermined
by their own abysmal record on
bank fees which according to a
study by the Consumer Federa-
tion of America have doubled
since 1979. House Banking Com-
mittee Chairman Fernand St Ger-
main was quoted as follows in the
September 23, 1984 edition of the
Washington Post: “The fees have
become a virtual buzz saw. Fees
for deposits, fees for low balance
savings accounts, with the 'low
balance’ arbitrarily defined by the
bank, fees for transfer of funds,
fees for closing accounts. In some
cases the fees virtually wipe out
the interest on small accounts, ne-
gating congressional efforts to
give small savers a break.”

On the specific subject of insur-
ance sales the bankers went to
great lengths to assuage the con-
cerns of the Committee members
regarding the credit tie-in issue.

The ABA representative main-
tained that tie-in sales are not only
precluded by law, but by competi-
tion itself. He stated that, “(p)ro-
hibiting banks from offering new

products and services because of
the possibility that a bank cus-
tomer might assume that the pur-
chase of a product from a bank af-
filiate will somehow improve his
status for credit approval would
unnecessarily deny these con-
sumer benefits.” He cited the “in-
creased convenience of being able
to conduct several types of finan-
cial business in one trip, and the
increased competition among pro-
viders of financial services” as
consumer benefits.

As with fees, the banks’ own re-
cord on the sale of credit life insur-
ance belies their claims of con-
sumer benefits. NALU Secretary
David F. Woods testifying at the
same contentious hearing before
the Senate Banking Committee
cited the numerous congressional
and regulatory studies since the
early 1950's confirming the ramp-
ant consumer exploitation due to
credit tie-ins relating to the sale of
credit insurance in connection
with small loans. (Credit life insur-
ance and credit accident and
health insurance were first intro-
duced in 1917.) Mr. Woods stated,
“no matter how you look at it, the
banks' record on credit tie-ins
paints a clear and unappealing
picture of abuse; higher premi-
ums, exorbitant profits, reverse
competition for higher commis-
sions, massive market penetra-
tion rates, unnaturally low loss ra-
tios, and inadequate disclosure to
consumers of double coverages,
policy expirations, and claims col-
lections.

Tennessee Insurance Commis-
sioner John C. Neff, who also
serves as the Chairman of the
NAIC's Credit Insurance Task
Force, put it this way in com-
ments filed January 9, 1984 to the
Federal Reserve Board: “ ... the
business of credit insurance in the
United States is a national scan-
dal. I know of no other product
where the public is so blatantly
abused by what are supposed to
be responsible financial institu-
tions ... Every insurance com-

missioner in the United States has
struggled valiantly to try to lower
the price of this insurance to a fair
level in the face of tremendous op-
position by banks and other credi-
tors ... If there is a single reason
why the various insurance com-
missioners are opposed to the
banking industry entering the
business of the sale and under-
writing of insurance, it is credit
life insurance. Every bank that 1
know of sells credit insurance at
the maximum price allowed by
law and makes no attempt to sell
it at a price that would produce a
fair return of benefits to con-
sumers.”

Commissioner Neff further indi-
cated that on the basis of prelimi-
nary data gathered on a national
basis for 1982 that “consumers
are being overcharged by approxi-
mately $650,000,000,"” and he
noted that this figure was a sub-
stantial understatement.

Credit life overcharges and tie-
ins were amply demonstrated by
the evidence adduced in the case
of Independent Insurance Agents
of America (IIAA) v. Board of Gov-
ernors of the Federal Reserve
Systern Board 736 F.2d 468 de-
cided June 13, 1984. The Eighth
Circuit Court of Appeals granted
the application of Missouri's two
largest bank holding companies,
Commerce Bancshares, Inc. and
Mercantile Bancorporation, to en-
gage in the sale of credit-related
property and and casualty insur-
ance but noted in the majority
opinion that “IIAA provided con-
vincing evidence which showed
that ... both Commerce and Mer-
cantile may have tied credit to the
purchase of credit life insurance in
the past. Evidence of high pene-
tration rates in the credit life field
was presented on both banks, as
well as evidence that Commerce
rewarded employees who sold
substantial amounts of credit life
with recognition and awards.” 1d
at 474.

According to IIAA’'s appellate
brief, Missouri's two largest bank
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holding companies acting as
agents and as underwriters
{through credit life reinsurance
subsidiaries) had engaged in sys-
tematic campaigns to sell the
highest possible volume of credit
life and credit disability insurance
at the highest commission level
permitted by Missouri law (40 per-
cent) and at rates 40 percent
higher than identical coverages
offered in Missouri by Prudential
Insurance Company.

Despite the availability of the
credit life insurance at more favor-
able rates elsewhere the evidence
disclosed that Mercantile had 16
banking subsidiaries with credit
life penetration rates of more than
60 percent. Ten of those subsidi-
aries had penetration rates in ex-
cess of 80 percent. One subsidiary
had achieved a 98.8 percent pene-
tration rate.

The market penetration rates of
Commerce were even more im-
pressive, Of Commerce’s 38 bank-
ing subsidiaries, 14 had penetra-
tion rates in January 1981 of 80
percent or better. Four of Com-

merce's subsidiary banks
achieved a 100 percent penetra-
tion rate.

On the basis of this evidence the
Administrative Law Judge in this
case concluded that both bank
holding companies had been
guilty of tying sales of credit insur-
ance to extensions of credit.

Eighth Circuit Judge Ross took
issue with the majority opinion to
permit credit property and casu-
alty insurance authority in the
face of such evidence. He criti-
cized the majority for failing to
recognize the evidence and sworn
testimony regarding the record of
credit tie-ins. He stated, “the ma-
jority recognizes that both Mer-
cantile and Commerce are linked
to tying in the past and that both
have enjoyed an unusually high
success rate {penetration) in the
sale of credit life insurance to bor-
rowers. We are confronted then
with the specter of an extremely
successful ‘sales program' ped-
dling overpriced coverage to a
captive market ... Enforcement
of the law against coercive tying

will be very difficuit.”

At the February 22, 1984 hear
ing of the Senate Banking Com-
mittee, the representative of the
Associautui of Bank Holding Com-
panies cou'd "not understand how
the tie-in argument survives.” He
stated that, “"the facts amply de-
monstate that the argument
about banks' power over the ex-
tension of credit is without foun-
dation.

Perhaps the gentleman’'s myo-
pia on the issue of tie-in sales
would be cured were he to glance
at Wall Street Journal dated Feb-
ruary 26, 1985. The lead article
on the front page comprehen-
sively details how the American
consumer has been unconsciona-
bly exploited by lenders who com-
bine extensions of credit and the
sale of credit-related insurance.
Numerous consumers who were
victimized by credit tie-ins are in-
terviewed in the article as are
former employees of ITT con-
sumer loan subsidiaries who dis-
cuss how they packed "optional”
insurance to the amount of the
loan either without the customer’s
knowledge or request,

The Wall Street Journal article
constitutes a powerful indictment
against authorization of further
insurance powers for banks. It
confirms what has almost univer-
sally been acknowledged as fact
for many years. In hearings before
the Senate Banking Committee in
1969 the Federal Reserve Board
recognized the coercive power as-
sociated with credit leverage: "Be-
cause of the inferior bargaining
position of the debtor, he may be
susceptible to the loan officer’s
“suggestions” concerning choice
of coverage, premium rates, in-
surer and agent. As a result, the
debtor easily may receive the im-
pression that his loan application
may be more favorably consid-
ered if he follows such sugges-
tions."”

While Congress did not pass fi-
nal banking legislation in the 98th
Congress, both the Senate and
House Banking Committees
agreed in separate bills that banks
should not be granted further in-
surance authority. In fact, the so-
called "Dodd amendment” in
$.2851 and also contained in
H.R.5916 strengthened the re-
strictions in the Bank Holding
Company Act on insurance
agency activities as amended by
Title VI of PL.97-320in 1982. &
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People Are Unsure About the
Bank Powers Issue

«iw «lw merican consumers
remain split on the issue of whether
banks and nonbanking firms should be
allowed to diversify into each other’s
business, according to the American
Banker's latest consumer opinion
survey.

According to the national poll, 41% of
the public say banks should be permitted
to offer financial services they have been
prohibited from offering in the past, such
as selling insurance and real estate. But
49% say they oppose letting banks ex-
pand into these areas.

On the question of allowing compa-
nies other than banks to get into the
banking business, 40% say yes and 45%
vote against the idea.

Congress is on the verge of another
round of hearings and votes on whether
banks should be permitted to offer more
financial services. A moratorium barring
new securities, real estate, and insurance
powers for commercial banks will expire
March 1, 1988. The freeze is intended to
give lawmakers time to consider re-
vamping the financial services industry.

Meanwhile, the absence of a nation-
wide consensus on the issue of extended
bank powers could mean more tough
times for bankers who want 1o be able to
sell new products and services.

Observers say that without strong pub-
lic demand for new banking powers, law-
makers will continue to be faced with a
turf war among competing industries. To
date, that war has been dominated by the
strong forces of the insurance, securities,
and real estate industries. They oppose
the entry of banks into their fields.

Adding to bankers’ problems is the
finding that while consumers are split on
the issue of banking deregulation, slight-
ly more of them say they oppose letting
banks offer new services.

“In general, when you have this kind
of division, you are more likely 1o stick
with the status quo,” says Sen. William
Proxmire, D-Wis,, chairman of the Sen-
ate Banking Committee. The Wisconsin

senator adds that it will be especially
tough for bankers to get approval from
Congress to expand into real estate and
insurance sales,

“Frankly, the number of insurance
agents, from a political standpoint,
makes it unrealistic to expect banks to
move in [to insurance sales] as a national
policy. Maybe they will be able to do that
in certain states, as they have in Wiscon-
sin but, on a national basis, I think that’s
not realistic,” he says.

Mr. Proxmire has urged his committee
to allow banks greater leeway to sell oth-
er financial services. He says Congress
would be most likely to authorize banks
to underwrite mortgage-backed securi-
ties, municipal bonds, and mutual funds.

Ken McEldowney, executive director
of the San Francisco group Consumer
Action, cautions that the issue of new
banking powers ‘‘is probably not some-
thing consumers have thought that much
about or care much about.”

He adds, “These are the types of issues

The lack of strong public

demand means the banking

industry faces another uphill

battle

BY JAY ROSENSTEIN

w Commerce Separate

Consumers Narrowly Vote to Keep Banking and
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Source: American Banker survey, 1987
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New Services for Banks:

The Deregulators
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The Vote Is Close

The Regulators
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Forty-one percent of the pubilic thinks
banks should be able to sellinsurance,
real.estate, and other new services,
These groups are more willing than
others:

+ Nonwhites 64%

* Those favoring nonbanks 62%
in banking

® People 25-39 earningover  56%
$40,000

¢ Consumers favoring one- 54%
stop financial shopping

¢ Suburbanites 52%

Source: American Banker survey, 1987

Forty-nine percent of the public thinks
banks should be prohibited from
offering new, nonbanking services.
Those most reticent :

* People who oppose 68%
nonbanks in banking

¢ Consumers 55 and older 59%

e Those who like using 59%
more than one financial
institution

¢ People with little or no 58%
confidence in the banking
system

¢ Residents of rural areas 56%

and small towns

that will be fought out by the big, mon-
eyed interests. I can’t imagine any of
those forces being able to mobilize the
populace on these issues like a few years
ago, when bankers were able 10 get peo-
ple to send in zillions of postcards
against withholding of [tax on] interest
income.”

Donald Ogilvie, executive vice presi-
dent of the American Bankers Associa-
tion, adds that while the nation may be
unsure about letting banks sell other fi-
nancial services, there is “a growing
awareness among the legislators on the
House and Senate banking committees
that these laws are badly in need of an
overhaul.”

He adds, “I would think the Congress
would look favorably on the fact that,
from your survey, almost half of the con-
sumers in America are in favor of new
powers for banks. I think that’s a positive
sign and I think it will continue to grow.”

In the American Banker surveys of
1984 and 1985, fewer consumers —
about a third — said it was a good idea to
let banks offer new services. The 1987
survey seems to indicate that there may
have been a slight increase in public sup-
port for this form of deregulation in the
past few years, but the data are nof di-
rectly comparable because the questions
asked in the latest survey differ from ear-
lier ones.

Banking industry officials say they
sense an increase in public support for
expanded powers in recent years. Joe Be-
lew, president of the Consumer Bankers

Association, attributes that change in
part to the recent controversy over regu-
lation of limited-service banks, or non-
bank banks, owned by diversified firms.

After years of debate, Congress passed
the Competitive Equality Banking Act of
1987 this July, permitting more than 160
existing nonbank banks owned by firms
such as Sears, Roebuck and Co. and
American Express Co. to stay in busi-
ness, but with restraints on growth and
activities.

“The fact that there has been a debate
over who gets to sell what in the way of
financial products has raised public
awareness that banks are facing more
and more competition” and is leading
more people to favor giving banks ex-
panded powers, according to Mr. Belew.,

Impressions More Than Analysis

Financial industry officials and con-
sultants generally agree that banking de-
regulation is a complex issue that the

_public has not grasped in its full implica-

tions. They say this means that opinions
may be based more on emotions and su-
perficial impressions about banks or de-
regulation, than on careful analysis.
“People find it difficult to concentrate,
conceptualize, and visualize that with
which they are not familiar,” says Justin
L. Moran, a banking consultant in Ann
Arbor, Mich. “Whether we're talking
about banks as insurance brokers, banks
as real estate brokers, or insurance com-
panies as bankers, a tremendous number

of the respondents are likely, in my judg-
ment, 10 give a gut reaction but not an
informed opinion.”

Paul Equale, vice president for govern-
ment affairs in Washington for the Inde-
pendent Insurance Agents, agrees but
adds that deregulation is out of favor in
the United States. He also says the public
has a distrust of large banks in particular.
“I think the banks have a terribly heavy
burden. They have to change their im-
age,” he says.

Karen Shaw, executive vice president
of the Institute for Strategy Devélop-
ment, a financial industry consulting
firm in Washington, also says consumers
have not focused on banking deregula-
tion. But Ms. Shaw also detects a basic
conservatism in the U.S. that she said
would give people some doubts about
linking banking and commerce too ex-
tensively. "I think it raises a level of fear
and concern in average consumers, even
if they’re not quite sure why.”

According to the American Banker
survey, there is a segment of the popula-
tion that supports deregulation in gener-
al — for both banks and nonbanking
firms. There is also a segment that sup-
ports maintaining the traditional bound-
aries between these industries,

The survey found that of those who
say nonbanking firms should be permit-
ted to get into the banking business, six
out of ten say banks should be able 1o get
into nonbanking activities. And of those
who say that nonbanking firms should be
blocked from expanding into banking,
seven out of ten say banks likewise
should be kept out of nonbanking fields.

Among other findings that indicate
where some Americans stand on the is-
sue of banking deregulation:

® 56% of the consumers 25 to 39 years
old and earning at least $40,000 annually
say they support new bank powers. Also,
54% of the people who say they like to do
business with just one institution say
that banks should be able to offer them
more services, Observers say that busy,
younger, upwardly mobile Americans
are more open to change and more inter-
ested in convenience, thus making them
receptive to letting banks provide vari-
ous services.

® Many people who typically are con-
sidered more conservative or set in their
ways — the elderly and those who live in
small towns — say they oppose new
bank powers. The results show that 59%
of respondents 55 or older and 56% of
those who live in rural areas and small
towns say they are against granting new
powers to banks. People in small towns
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may be the most likely to distrust large
banks, even if they hold their local bank-
er in high regard.

® 64% of the nonwhites say they sup-
port expanded bank powers, One possi-
ble explanation is that many in this
group consider themselves disadvan-
taged and may want the opportunity to
buy a variety of financial services in a
neighborhood bank, where they already
have a relationship.

Opinion ‘Split All over the Map’

But even within these various seg-
ments, there are large enough numbers
on both sides of the issue to highlight the
finding that the nation is unsure about
banking deregulation,

“This means that American opinion is
split all over the map and there are no
consistent trends that might guide mem-
bers of Congress,” says Ms. Shaw, “The
data don’t break along traditional indices
like Republican-Democrat, urban-rural,
that sort of thing.”

Financial industry officials on both
sides of the deregulation issue also warn
that who you ask, and how you phrase
the question, can influence the outcome
of a poll on an issue as foreign to the av-
erage consumer as banking deregulation.

Mr. Equale of the independent insur-
ance agents says there may be a more
negative view of expanded banking pow-
ers from people who were required to
purchase life insurance or some other
form of insurance when they recently
went to a bank for a commercial loan.

“These consumers are more sensitive
to the potential coercive nature of the
ability to tie the extension of the credit to
the purchase of insurance,” he says. “Ask
them if they would have liked the bank
to sell insurance or not. I doubt they
would feel comfortable with that kind of
a transaction.”

Bankers disagree. They say that the
law — both current and proposed — pro-
vides adequate protection for consumers
when insurance purchases are linked in
with loan approvals.

Carter Golembe, chairman of Go-
lembe Associates, a banking research and
consulting firm in Washington, says,
“Banks are not lovable and cuddly. If
you ask if they should expand, people
will say no. I'm surprised they got 41%
who said yes.” But he says that if con-
sumers could be shown the benefits of

bank competition, more would say ves.

He also says, for example, that munici-

| pal finance officers are the real consum-

ers when it comes to municipal bond un-

derwriting, since they want 1o raise
money for roads or other projects at the
lowest cost. He says if they were asked
whether banks should be allowed to
compete with securities firms for their
underwriting business, ‘“‘they would
overwhelmingly favor it.”

Acceptance After the Fact

According to Mr. Moran, once con-
sumers have used a service, they are
more receptive 1o it. “Consumer enthusi-
asm for things that are new and radically
different is always after the fact.,” Mr.
Moran says more positive views of bank
insurance sales, for example, would
come from people in Indiana, who have
used banks to buy insurance, under laws
that are more broadly permissive there
than in many other states.

“In many Indiana counties, the largest
insurance agency is a bank. That tells me
that people in those counties, where they

favor of the new powers and 50%
opposed.

It is difficult to determine why many
bank customers, even those who have
used a bank for investment purposes, say
they oppose new powers for the industry.
Some observers say this may be yet an-
other indication that American consum-
ers are confused about what financial ser-
vices the law allows banks to provide and
the reasons why banks are excluded from
other services,

Another thought comes from Freder-
ick S. Hammer, chairman and chiefexec-
utive officer of Meritor Financial Group
in Philadelphia: “The overall viewpoint
on the part of everybody is, ‘Let’s be sure
the banks are sound.” Even though they
would get greater convenience, it’s stabil-
ity they're looking for. You can’t ask ev-
eryone to have the sophistication 1o rec-
ognize that true safety only comes out of
viability, and viability comes from the
ability to compete.”
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are used to banks selling insurance, like
to buy their insurance from a bank.”

It is difficult to determine from the
American Banker survey how consumers
who have used banks for some nontradi-
tional activities view a broad expansion
of banking powers. But on the surface,
the poll shows no great difference be-
tween these consumers and the public at
large.

Among the 240 consumers surveyed
who say they bought mutual funds,
stock, or insurance from a bank, there is
still a split in opinions on whether banks
should be given new powers. The survey
finds that 43% of the people who have
used banks for these investment services
say banks should be permitted to offer
new services such as insurance and real
estate sales. Another 46% say banks
should not be let into these new areas.
The rest say they are not sure,

The survey also shows that bankers
cannot necessarily depend on customer
loyalty to help them get expanded pow-
ers. The people who say they use a com-
mercial bank as their principal financial
institution also report opinions on ex-
panded powers that are nearly identical
10 those of the public at large — 41% in

Mr. Hammer points to insurance sales
as a low-risk service that banks should be
able to offer. “If there was ever a case of
vested interests making a dubious argu-
ment at the expense of consumer benefit,
this is the perfect example,” he says.

Mr. Ogilvie of the American Bankers
Association says the industry is making
progress in getting editorial boards and
consumer organizations to back addi-
tional competition by banks, “This is a
gradual education process,” he says, add-
ing that if more consumer groups like the
Consumer Federation of America come
to favor expanded bank powers, con-
sumers themselves will become in-
volved.

Mr. McEldowney of Consumer Action
agrees that bankers can successfully use
advertising and other methods 1o win
more public support for new powers. But
he stresses, I think these issues are prob-
ably so low on a person’s list of priorities
that [ can’t imagine individual consum-
ers writing letters to their clected offi-
cials. I don’t think it's a cutting issue.”0)

Jay Rosenstein is an American Banker
reporter in Washington, D.C.
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KANSAS ASSUCIATION OF REALTORS®

Executive Offices:
3644 S. W, Burlingame Road

® . Topeka, Kansas 66611
RIS Telephone 913/267-3610

T2 THE HOUSE COMMERCIAL AND FINANCIAL INSTITUTIONS COMMITTEE
FROM: KAREN MCCLAiN, DIRECTOR, GOVERNMENTAL AFFAIRS
DATE: FEBRUARY 16, 1988

SUBJECT: HB 2738 BANKING POWERS

On behalf of the Kansas Association of REALTORS®, I appear today to oppose
HB 2738.

In the beginning we would 1ike to say that, while this appears to be only a
small expansion of bank powers into the real estate industry, we view it as only
the beginning of a serious threat to small businesses and to the security of the
banking avai1ability for consumers across Kansas.

The NATIONAL ASSOCIATION OF REALTORS® has taken a strong position against
similar legislation in Congress. . The NATIONAL ASSOCIATION OF REALTORS®
Statement of Policy for 1988 states the Association's opposition to the

involvement of financial entities in real estate:

We strongly oppose the authority of all financial entities which benefit
from federal deposit insurance, favorable tax treatment, and special access
to credit (including their parents, subsidiaries, affiliates and divisions)
to participate in the business of real estate brokerage, fee appraising,
leasing, real estate development, real estate syndication, property
management and other real estate services and/or activities not directly
related to their primary function. Such activites may conflict with the
interests of their customers, threaten the safety and financial stability
of the institution, increase the risk of taxpayer liablity and pose a
threat to the competitive structure of the real estate industry.

This statement reflects our own deliberation of this important staté pol-
icy question. One of the primary concerns of the Kansas Association of

REALTORS® s for the health of the state's financial system, upon which both

our state's economy and our industry's survival depend.

REALTOR®-is a registered mark which identifies a professional in
real estate who subscribes to a strict Code of Ethics as a member of
the NATIONAL ASSOCIATION OF REALTORS.



We believe that bank ;titutions hold an important pu. .c trust and that any
legislation or regulation that affects that public trust must not be altered
without very careful consideration. In addition, our policy reflects the prac-
tical business concerns of our membership--that is, the myriad of potential
problems that the restructuring of the financial services industry present to

both the public and to the existing real estate industry.
COMPETITION

Mr. Chairman, as you know, REALTORS® are not afraid of. competition. The
real estate industry is one of the most competitive businesses in America.
Nevertheless, the members of the Kansas Asssociation of REALTORS® are grievously
concerned about the unfair competitive advantages banks could possess if allowed
even a small step into our line of business.

The real estate industry consists of small businesses made up of independent
business people, who, by their own determination and energy earn a living by
performing certain real estate services. The typical real estate agency in
Kansas consists of 5 agents or less. The bulk of our members work on a straight
commission basis with no guaranty of any minimum income. To the extent that a
new person, or company, enters into our industry, the competition that evolves
takes place betweeen equals. The business of real estate brokerage is one of
customer service and the result of competition within our industry is better
service to the home buying public. This is competition among equals. While the
banking industry may be seeking "parity" here, we ask how our members will have
"parity" with banks who become involved in our industry? Our concern is that
banks would not compete as equals in the real estate management or development

industries. The following is a list of some advantages we foresee:



1. Allocation of _.sources Banks enjoy tax benef. ., not to mention capi-

tal resources which would allow them to utilize a greater proportion of their
resources toward competition than existing real estate companies could even
begin to think about. We do not feel that the language 1imiting total invest-
ment to 15% of the banks unimpaired capital stock, surplus and undivided profits
in any one tract of land is any significant restriction. Any one tract of land
can consist of many many acres.

2. State Deposit Insurance The existing state deposit insurance system

provides a "cushion" of safety for banks engaging in high risk activities. We
ask, who bails out our small, five person operations if they fail? The answer:

no one.

3. Economic Discrimination Banks would be able to provide discounted

interest rates, fees, lease agreements, and/or quickened or guaranteed loan
approval processes to it's real estate clients. We believe such abilities actu-
ally rise to the level of conflict of interest which we feel the legislature

should not be legislating.

4. Consumer Access Banks would competitively benefit from access to confi-

dential credit information and which could be utilized for consumer solicitaion
purposes. In addition, banks already enjoy a special relationship with consum-
ers which would provide a distinct advantage if permitted to be used in another
market.

These advantages are not merely speculation. The nearby state of lowa per-
mits banks to operate in the real estate industry. My colleagues there passed
on these incidents:

1. A broker made several visits to a town to assist one of his salespeople
in listing a property. The client wanted to 1ist but informed the salesperson
that a banker in the community was also licensed, and the banker had informed
the prospective client that financing would not be available if the property was

1isted with someone other than the banker.
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2. Another REALT ’ had a house listed for severa .onths. The sellers
were several months behind in payments and could not come up with the money.
While the listing was still in effect, the lender who held the mortgage called
on the sellers and said they were going to foreclose. However, they said that
they would give them an additional three months if they would 1ist the property
for sale with them. ’

While both these examples invcive the sale of real estate, they illustrate
the conflict of interest issue which would also underlie the power of a bank to
"construct, alter and manage improvements of any description on real estate in
which it holds a substantial equity interest."”

This bill would permit banks to start building homes on land which the bank
owns and then sell them, in direct competition with local real estate offices.
Even in a small town, a bank could build one or two houses, in direct competi-
tion with agencies in town who would never have the capital assets to be able to
build new homes. Larger scale housing or commercial development by banks in
large cities is also possible under this bill.

SAFETY AND SOUNDNESS OF FINANCIAL INSTITUTIONS

REALTORS® are concerned that the expansion of the financial services indus-

try into the real estate industry will materially harm the safety and soundness

of the financial system. In particular, we are concerned that individual
institutions would be allowed to incur unnecessary risk, and that the failure or
losses of these institutions would undermine the viability of the entire financial
system. The availability and accessibility of lending funds is dependent upon
a strong, vibrant financial structure and should not be jeopardized by i11-
considered deregulation.

We strongly question whether real estate services of any kind, whether it be
real estate management or development or brokerage, are appropriate businesses
for banks. We additionally believe that bank involvement in real estate invest-
ment activities should be strictly 1imited to those of a "passive" nature in

order to preserve the safety and soundness of banks.
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In today's econon. banks still play a role which = absolutely unique and
unlike that of any private corporation. To meet these challenges, banks insti-
tutions must be assured certain protections and advantages provided by the
government. However, as long as banks continue to receive these to recejve
these benefits, it is essential that limitations be place on their permitted
non-banking activities.

We understand that banks offering traditional services come under competi-
tive pressure from security firms, retailers, and nonbank institutions offering
these same services, and that is why they are seeking new asset powers, such as
direct real estate investment. However, we feel the exercise of these new pow-
ers has the potential to increase the financial risk to individual depository

institutions, and this risk is passed on to and born ultimately by the public

PROFITABLILITY vs. RISK

Last, it is important to note the cyclical nature of the real estate
industry and it's affect on the profitability of real estate firms. The real
estate industry is a cyclical business that prospers during "boom" periods of
Tow interest rates and economic growth, and suffers during "bust" periods of
volatile interest rates, high inflation and economic recession. The potential
for profit is matched by the potential for failure--a reality to which many
REALTORS® can attest as a result of the downturn in the economy during the early
1980's and which many of them are still experiencing.

The point is that REALTORS®, as well as other participants in the real
estate industry, must manage the risks inherent in our business without a gov-
ernment safety net. We do not recommend the real estate industry as an endeavor

which would provide any kind of stability to a portfolio.



CONCLUSION
At a time when recent experience has heightened depositor sensitivity and
the danger of illiquidity of financial institutions, the state should reaffirm
it's commitment to the objectives of a safe and sound banking system; reduce the
potential for conflicts of interest; prevent concentration of economic power in

the hands of a few; and avoid the extension of credit being tied to acceptance

of other services.

Thank you.
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Mr. Chairman and Members of the Committee:

My name is Janet Stubbs, Executive Director of the
Home Builders Association of Kansas, which has a
membership of over 1800 statewide.

We are appearing today in opposition to HB 2738 which
would permit banks to acquire real estate for the
purpose of constructing improvements of any
description on real estate in which it holds a sub-
stantial equity interest,

We understand the proposed legislation is a request
for equity in the financial community and to enable
banks to explore new avenues for revenue.

Lets explore the goal of obtaining more revenue.
There seems to be a misconception about the margin of
profit made by the builders and developers in Kansas.
On several occasions, I have heard builder members
express a desire to make the same profit he pays a
realtor to sell his finished product on which he, the
builder, has taken the risk. I have talked with
former builder members who have abandoned that
business and concentrated on selling only and they
have expressed the relief of letting someone else
take the risk,

Risk. What about the risk involved? There are
examples of individual builders who have failed,
there are examples of S & L's who have ventured out
of state into large land developments and failed and
S & L's, who have built projects in Kansas with
little success, and have ceased this venture. One
school of thought about this piece of legislation is
that most banks will not try it, those who do will
not stay in the business very long and will be much
more understanding of the builder's problems when
dealing with him on construction loans in the future.
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Members of this Association do not object to "fair"
competition and are not opposing HB 2738 on that
basis. HBAK is comprised of strong free enterprise
minded individuals. However, there is concern
regarding the interest rate which would be enjoyed by
banks for the purpose of building construction vs,.
the construction loans made to individual builders.
This would not be "fair" competition in our minds.

If the majority of this Committee believes this leg-
islation is in the best interest of the home buying
public and the banking institutions, HBAK requests
the insertion of language into the statute prohib-
iting this practice and penalizing such actions.

Beginning in line 228, the bill limits the bank's
investment "in any one tract of real estate" to 15%
of the unimpaired capital stock, surplus and
undivided profits. In how many tracts of land is a
bank permitted to invest?

Again, if the Committee recommends this bill for
passage, we believe an amendment is needed to more
effectively limit the total amount of investment in
real estate,

In closing, Mr. Chairman, we oppose passage of

HB 2738, However, if the Committee's decision is to
recommend it favorably, we urge the adoption of the
amendments we have addressed. ‘





