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MINUTES OF THE __HOUSE  COMMITTEE ON ECONOMIC DEVELOPMENT
The meeting was called to order by Elizabeth Baker o — at
3:40  XxX¥a/p.m. on Thursday, March 15 19.90in room _423-S____ of the Capitol.

All members were present except: Representatives Goossen, Heinemann and Foster. Excused.

Committee staff present:
Jim Wilson, Revisor
Lynne Holt, Research
Elaine Johnson, Secretary

Conferees appearing before the committee:

Senator Frank Gaines

Pete McGill, Pete McGill and Associates

Bob Morgan, Director of Marketing, The Farmers State Bank, Circleville, Kansas
Clark P. Young, Executive Vice President, Citizens State Bank, Hugoton, Kansas
Howard Tice, Executive Director, Kansas Association of Wheat Growers

[van W. Wyatt, President, Kansas Farmers Union

The meeting was called to order at 3:40 p.m. by Chairperson Baker.
Representative Baker opened the hearing of SB 532 and recognized Senator Frank Gaines.

Senator Gaines testified in opposition to SB 532. He stated that bankers who favor this bill are
primarily interested in creating a bigger market for selling their own financial institutions. Senator
Gaines said the only constituent who asked him to support interstate banking was a man who owned
stock in Fourth Financial Corporation of Wichita and stood to make a big profit if Fourth Financial,
parent of about a dozen Bank |V banks in Kansas, was purchased by a large out-of-state bank.

Senator Gaines responded to questions frorin the committee.

The next conferee was Pete McGill of Pete McGill and Associates who testified in opposition to
the bill on behalf of the Kansas Independent Bankers Association. Mr. McGill stated that one of
their main objections to this bill, was that the legislature seems to believe it an obligation to create
a better market for the sale of banks for a small minority as opposed to what is in the public interest.
Mr. McGill said that once you approve Interstate Banking, you can’t get rid of it and many states
would like to do just that, but the damage is already done. In concluding his remarks he asked that
the commitee consider the fact that their constituents and the average banker are not asking for
this legislation. The argument that interstate banking is inevitable is only true if you as legislators
approve it. Attachment 1. Mr. McGill also provided the committee with a copy of "15 Years After
The Enactment Of Interstate Banking." Attachment 2.

Mr. Bob Morgan, Director of Marketing for The Farmers State Bank in Circleville, Kansas (population
175) was the next conferee. Mr. Morgan opposes the bill. First as a consumer, and second as a
banker, he said he has both seen and felt the jagged edge of that swift sword called Interstate
Banking. He has seen and/or read about the negative effect on families and communities in local
papers and from those directly affected. Mr. Morgan’s experience with Interstate Banking comes
from the time he lived in the state of Washington. He said that what Interstate Banking brought
to Washington, for those gullible enough to fall for it, is a new toaster or an airplane ticket (to
somewhere nobody goes) for opening an account where the money will go to help another state’s
economy. Mr. Morgan stated that he does not have a dollar amount of the total losses Washington
State has suffered, but he can measure the loss of a job and the feelings people get when they come
to work in the morning eager to work and find out that the eagerness they brought to work was no
longer needed. He believes the economy of the state of Washington could better withstand the loss
of jobs and could more easily replace the revenue than could the rural economies of the state of
Kansas (even the large metropolitan areas can little afford those kinds of losses). Attachment 3.

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 l

editing or corrections. Page 4 Of ._2._
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The next conferee was Clark P. Young, an attorney and the Executive Vice President of the Citizens
State Bank of Hugoton. Mr. Clark stated that SB 532 lies. It calls itself an interstate banking bill
as if banks now are not able to take deposits or make loans in other states. Nothing could be further
from the truth. Kansas banks can freely solicit loans and deposits out-of-state and out-of-state
banks can freely solicit loans and deposits in Kansas. It is happening right now. So what is this bill
about? He feels this bill is about control of Kansas bank deposits and who should have that control.
If an out-of-state bank controls part of the deposit base in Kansas, what will keep it from pulling
funds in Kansas to support a "hot spot" of strong loan demand in another state? Nothing. Our Kansas
economy needs some work, but selling our control of our banks and their deposits to out-of-state
banks is not the answer. Attachment 4.

Howard Tice, Executive Director of the Kansas Association of Wheat Growers also testified in
opposition to SB 532. He stated that the members of the Kansas Association of Wheat Growers
opposed multibank holding companies and unlimited branch banking because of ihe negative effect
they tend to have on agricultural credit. They also oppose interstate ownership of Kansas banks
for the same reason. Control over local loan decisions should remain with people who know the
local economy, who are familiar with the needs of the local community, who have an emotional
as well as a financial commitment to the local community, and who know the local people as well.

We are talking about control of money which belongs to local depositors, not the bank. Attachment
5.

The final conferee was lvan W. Wyatt, President of the Kansas Farmers Union. Mr. Wyatt stated
that Kansas law protected its citizens from the banking fiascos of the past. Now, this issue affects
every taxpayer because of the need for taxpayer dollars to bail out many of these mega-banking
and financial institutions. Attachment 6.

The committee had no questions for the conferees.
Representative Baker closed the hearing on SB 532.

The meeting adjourned at 4:52 p.m.
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Madam Chairperson and Members of the Committee:

My name is Pete McGill of Pete McGill and Associates and we have had the
privilege of representing the Kansas Independent Bankers Association for the past

eleven years. I appear here today on behalf of KIBA in opposition to Senate Bill 532.

The KIBA is composed of a large group of community bankers all across
Kansas, who share a common concern for the people of Kansas, the future of the
State of Kansas, as well as the future and well-being of their respective
communities. Most of our members are also members of the Kansas Bankers
Association, but most of our members disagree with KBA on this bank structure
issue. In fact, an extremely high percentage of banks all across the State disagree
with KBA on the interstate banking issue, because, as you already know, when KBA

surveyed all the banks in Kansas, only a bare majority indicated they favored

interstate banking.

a-1-23

3//\\"/(/ 0



As you were told yesterday, only 54% of those banks that voted were in favor
of Interstate Banking. As you also know, one chain could vote 13 or 14 times, one

for each of their banks. Two or three others could vote similar numbers.

If each of them were confined to the "one owner, one vote" concept, I expect
their survey would have shown most of their own membership was opposed to

interstate banking.

But that is also one of our main objections to this bill,--we seem to be
addressing it as though the legislature has an obligation to create a better market for
the sale of banks for a small minority as opposed to what is in the public interest.
What is best for the people of Kansas, the customers of those banks, the people that
have deposited their money in those institutions, the people that are looking to

those banks to provide the resources to keep investing in those communities.

The first banking statutes were enacted in Kansas in 1930's. Extreme caution
and care was exercised in making absolutely certain that banking institutions were
there to provide the maximum service to the people of Kansas and fully protect

their resources that were placed in the care and custody of those institutions.

For more than four decades, changes in those statutes were very rare and only
came about when the bank commission and the legislature determined any

statutory changes were in the public interest, not the bankers.
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I think it is probably safe to say very few of you, if any, have heard from one
of your constituents outside of those involved with the banking community asking

you to support SB 532.

~In fact, some of our members participated in a test program to sce how their
customers would react if they became aware of the fact a bill was being considered in

the Kansas legislature that would authorize interstate banking in Kansas.

Several of these bankers chose to put information in the bank statements to
their customers to advise them of the existence of such a bill, and to suggest, if they

were opposed, to contact their legislator.

I have no idea how many banks chose to do this because it obviously takes
time and effort and increases the cost of mailing, but I do know one of your
collegues in the Senate, had received between four and five hundred pieces of

correspondence in opposition to interstate banking.

I respectfully suggest that reactions would probably be the same in every
House district, whether it was in a metropolitan area or rural district, if the people

were made aware of the existence of this issue.
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Yesterday, you heard the proponents of interstate banking extol the virtues of
the enactment of such legislation, about moving Kansas banking into the 21st
century, about the number of states that already have such legislation, about
increasing capital availability and a number of other, what we believe to be, rather

fragile arguments.

Yesterday, you heard the argument that interstate banking would increase
capital availability. Each of you know I am not a banker and I do not pretend to
stand before you and tell you I know all there is to know about the banking industry.
But I do respectfully suggest to you that simple logic and sound reasoning would tell
me that if all the banks in Kansas have large sums of money not being loaned out,

there is sufficient capital in Kansas already available to qualified borrowers.

No banker in Kansas is going to turn down a legitimate loan from a qualified

borrower because that is the primary source of income for banks.

In fact, Kansas, Inc's own statistics show there is more capital available for

loans to qualified borrowers than at any time in Kansas history.

Capital availability has always been one of the cornerstones of Mr. Warren's
arguments on this issue, but yesterday, in response to a direct question, Mr. Warren

had to acknowledge there is no shortage of capital in Kansas.
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In response to another question yesterday, you heard Harold Stone's
comment how great Interstate Banking was for the State of Indiana. Let me cite a
quote for you from the Department of Financial Institutions of the State of Indiana,
1989:

"The State of Indiana passed interstate banking on January 1, 1986.

Fourteen out-of-state corporations purchased in excess of $9.8 billion dollars

of Indiana deposits as of June 16, 1989 and removed control of these resources

from Indiana."”
"There have been very few acquisitions made by Indiana Bank Holding

Companies. The few acquisitions that have been made have involved

Indiana Bank Holding Companies located near state lines, acquiring banks in

the near proximity of their Indiana offices.”

To quote from the Arizona State Banking Department, as of 1989, four banks
control 89% of the state's banking business. Three of the four are owned and

controlled by out-of-state organizations.

Arnold Heggestad, Professor of Finance and Banking at the University of
Florida, says:

"We have lost control of our banking industry.”

a-1—¢
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The Chicago Tribune stated on November 6th, last year, just four months ago
and I quote:
"It's irue that the outside ownership of any more of Chicago's major
banks would be a blow to the city and its status in financial circles. Some

three of Chicago's top five banks will have foreign ownership."”

In Maine, the out-of-state banks that have entered the state own its five
largest commercial banking organizations and control 83% of its commercial

banking assets according to the Federal Reserve Bulletin.

The Wall Street Journal stated and I quote:

"In Texas, deposits generated in such places as Lufkin are being used to
refinance shaky real estate and energy loans in Dallas and Houston. And
with the little banks left with little money to lend, local businesses are being

squeezed -- some right out of business. The big banks are choking the entire

state.”

The purpose of mentioning all of this is once you approve Interstate Banking,
you can't get rid of it, and as you can see, many states would like to do just that, but

the damage is already done.
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Kansas is not the silicone valley of the Midwest and never will be. Kansas is
not a large industrialized state and never will be. Do any of you on the committee
really think interstate banking would do anything for Kansas agriculture -- which is

our #1 industry.

We don't permit corporate farming and you can be assured the giants of
banking are not interested in the small loans to individual Kansas farmers. How
could you explain to that Japanese loan officer that "I need to borrow a little money

until I get my wheat crop in this fall"?

Kansas, Inc. cannot provide you the name of one industry that wanted to
come to Kansas that didn't come to Kansas because they couldn't get adequate

financing.

Kansas, Inc. can not provide you the name of a single Kansas business or bank
customer that was a legitimate qualified borrower that couldn't get adequate
financing for whatever reason by doing business with existing financial institutions.
It's a myth, a farce, and in my judgement, a real deception to suggest SB 432 will

increase capital availability.

In fact, quite the reverse is true. If enacted, as you have heard from others, it
would be like a giant vacuum sweeper descending upon Kansas and sucking out all

available capital to be used in other states that have Interstate Banking where there
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is a capital shortage.

The community banker is willing to take the extra time and make a special
effort with customers to assist them in their businesses. Will a banker from New
York or California be so concerned with the welfare of a small business or a farmer
in Kansas? Most likely not, and this has been the experience in other states, the
large bank will rely on a number game to see if the loan should be made, not
whether the customer has a good credit rating, is able to repay the loan, or if they

have banked there for more than 30 years.

By asking for interstate banking, the proponents are doing nothing more than
courting out-of-state organizations to take control of Kansas deposits. Why would
we want someone from New York, Illinois, or perhaps Japan making decisions
about a community they know little about. Yes, the Japanese already have an office

in St. Louis, Missouri.

Yes, I have made references to New York, California and banks from distances
removed from Kansas borders when the bill before you allegedly only pertains to
regional interstate banking. Next year or the year after it would be interstate

banking from coast to coast.

You heard the argument yesterday that interstate banking would increase

competition thereby assuring more and better services to all bank customers. Some

a-1-~9
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of you will recall the sad plight of Citicorp a few years ago when they instituted a
new policy for their smaller customers. Citicorp said you had to have $5000 on
deposit, I believe that figure is correct, before you could even see a bank teller, and
you had to have a certain card and proper identification even to do that. The
smaller customer, those of more modest means, had to use an electronic device to
do their banking. "Good morning, Ms. Machine, I'd like to deposit $2,000 in my
savings account." Of course a large majority of their customers rebelled and they
were forced to abandon that idea really quickly. Make no mistake about it, the larger
the banking institutions, the less the personalized service. Since over 95% of
Kansas' business is considered small, where would this type of banking philosophy

leave those small businesses?

Where would it leave agriculture, our largest business?

We know you have heard the proponents say Kansas is not progressive and
we need to charge into the 21st century. That argument is a little stale when Kansas
ranks 9th in the nation in the rate of unemployment, 9th in the nation as far as
literacy is concerned and above average in per capita income (above most of our
surrounding states), and Kansas has a standard of living that is the envy of most
other states. Yet the proponents of interstate banking contend they have a solution

to make it even better.
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We are the greatest enthusiasts for progress as long as it is for the right

reasons and produces the right results for the people of Kansas.

I was absolutely amazed yesterday to hear Mr. Warren, President of Kansas,
Inc., the organization created for the purpose of promoting, developing and
expanding Kansas industries among other activities, state:
"“Their arguments on interstate banking rest on emotional, outdated

notions of Kansas for Kansans."

That is almost unbelievable. What is emotional and outdated about being a
Kansan for Kansas? That was my philosophy when I was in the Legislature and
continues to be my philosophy today. I prefer to believe it is one shared by most

members of the Kansas Legislature.

Why do we think Kansas will be different than other states who have
suffered at the hands of interstate banking? Texas deposits were used to pay off
corporate debts. Florida watched 12 of its 15 largest banks sell to out of state buyers.
Indiana watched more than $9.8 billion dollars locate elsewhere. Do we really think

this wouldn't happen in Kansas.

In conclusion, Madam Chairperson and members of the committee, I ask that
you please consider the fact that your constituents and the average banker are not

asking for this legislation. The argument that interstate banking is inevitable is only
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true if you as legislators approve it.

Keep in mind one very important factor, if you approve interstate banking in

Kansas, you can never get rid of it.

I think perhaps many of you would agree, the testimony of the proponents

yesterday created many unanswered questions about the need for this legislation.

We respectfully suggest this bill is not in the public interest, it does not
increase capital availability and would in fact result in a net exodus of Kansas

deposits and would ask that you report SB 532 adversely.

One final comment, Madam Chairperson, each of you should have received
in the mail a letter from Sam Forrer. Mr. Forrer could not be here today, but he did
enclose to you a copy of the testimony he gave in the Senate. Mr. Forrer is one of
the most knowledgeable people I know on this issue and his statement is well worth

reading.

Thank you Madam Chairperson

Q-r-17
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community bank has;ned to operate like abig

T e Bostonbank.’ 1
edth - i e Willtamm Becgen,
t&ETB were . :  Ocean Nationad Bank chalrman
£
i . a
business that wouid exude more

warmth_and_fri
weren't happy that bank
gresxaent Wiliard T. Ware

Seemed wiliing to considex
DETgers, .
“There were issues on which

this small community bank has

0

banks. Ocean National Bank in York County attacks
“We think it was exactly the out-of-state ownership inthisad.
right decision to make” says .
chairman of the bank’s  return on average assets of 1.05 office, isn’t bashful about adver-
board of direchors. percent in 1989 was slightly tising the fact that it is an Inde-
i ‘bel the 1.3 p return In bank.

i 1984, and 1984, but still above the I per- Headlines from recent ads in-
g cent Jevel conzidered themark of  clude: "Do you know what state
&feased from 15.6 percent to al- & well run bank. Like other your money is in?” and "R’ bard

quencies beczuse of the soft
Teal estate

run two automated mopey ma- Ocean National, which hes six
chines at the Kernebank branch offices in York County in
The $111 millicn-asset bank’s  addition to its Keanebunk main

to Xeep an eye o0 your mooey
when it’s out-of-town.”
“People want to deal with a
local Maipe bank,” says bank
President David A. Page. "We _
can zive e better e, A
quicker on and

Seaf? photo by Jobn Pxtriquic

Wil]lamBe:gen,chaﬁmandOmnNéﬂomlBankln
Kennebunk, is glad his bank s independent.

we call our own shots even in the

Ocean Nationzl isnt the caly
independent game in town. So is
Kernebunk Savings Bank, which
Ocean National conslders its
toughest competitor.

Statewide, independent
banks have sprouted in recenmt
vears to fill voids left by bigger
banks. In 1989 zlone, Cushnoc
Bank and Trust Co. was organ-
ized in Augusta and the state

Bureau of Banking approved a
plan to establish First Citizens
Bank in Presque Isle.

Have larger banks made any
sericus overtures to buy Ocean
National?

No, says Page. "1 think larger
banks seem to understand we
wanted to remain independent
and have that”

Qusting your president tends
to get that message across.

ABJUEDY FARU]
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Bank of Montreal’s New Head Sees .-
Opportunity for Growth in the U.S. |

YW EAW & 1%k ¥y

By G. Jieune (oan

Staff Reporter of Titre WaLL STHEKT JOURNAL *

MONTREAL — Rank of Montreal s com-
ing off a decade of management shake-ups
and struggles with problem loans in the
Canadlan oil industry and Lalin Amerlea,
but its new chairman is upbeat.

Matthew W, Barret!, who was named 1o
the post this month, hopes o Improve the
bank's petformance g )

‘by beefing up cus-
tomer sarvice and
boosting business in
the U.S., where op-
erations already ae-
count for. 25% -of
Bank of Montreal's
{ncome. Mr, Barvett
wants (o see that fig-
ure increase to 50%
In the next five to 10
years through acqui
sitions and Internal

she says. . .

Mr. Barrett has spent his entire adult
life at the Bank of Montreal. Born In Jre:
Jand, he joined the bank In London just af-
ter his 18th birthday.

] was & very arrogant young kid and
thought 1 was golng (o be a Pulitzer Prize.
winiing writer, So 1 jotned the bank to pay
the rent and went to journallsm night
schoo! in London, 1 discovered after six
monthe that I had zero talent in writlng but
had a black belt In balancing- check-
books."

Mr. Barrett transferred to Canada in
1967 and began his climb to chajriman, He
hasn't forgotten his early experience,
though. As a teller, he says, he made a
point of knowlng the names of his cus
fomers. He is looking to bring some of
that personal service back, ‘“The'pereohal
contact {n the old days was batter,'. he
Bays.

Service, he says, will be an important

‘uE[  [EUINOL 39211 [TBM

s — ™ T 3 3 3

growth. ingredient in Bank of Montreal's iniptove-

The U.S's-grad: MolthewW. Barrel mont. “Our focus will be on doing the nul by
ual move to Interstate banking presents an  lions of mundane things we do with cus- 0
apportunity for Bank of Montreal, Mr, Rar-  tomers every day just a little better ev- —
tetl says. "We have 172 years of experl-  ery thne," he says. . o
ence In running natlonwide branch net- In boosting its U.S. operations, Mr, Bat- ®
works,” lie says. “I think we can brlng  relt says, Bank of Montreal will start look-
that_[experience | to a marketplace thas is  ing for new acquisitions in the Midwest,

‘moving Into more broadly distributed  close to the Chicago base of the company's
brancit banking from unit banking.™ Harrls Bafkeorp subsidiary. Hattls, 2 ’

Bul the bank, Canada’s fourth-largest,, bank holding company with assets of

has a “longterm record of underperfor: ~ USS12.3 billion, was acquired in 1884 lor - 8
mance,” says Roy Palmer, an analyst with 8553 mitifon, : .o
Bunting Warburg Inc, With assets of 78.8 * Bank of Montreal also considers Harrls
billion Canadian dollars ($665 biliion), &b important plus In the corporate and in-
Bank of Montreal ranks about 10th In-  stltutional markets, adding to the bank's -
North America. Mr. Barrett and President  ability to service clients on both sides of
F.A. "Tony" Comper “have what it takes'  the border, About half of Bank of Mon-
to turn the bank around, Mr. Paimer says,  treal's profits in the corporate and-institu- i
bt it will be a long slow process. tonal market come from the U.S,- !

Bank of Montreal has been hurt by In Canada, Bank of Montreal 1§ count- .
Latin American loans. with the Jargest ex-  ing on help from Harrls if the Canadian .
posure of any Canadlan bank in Braziland  gavernment, as expected, allows banks tp ,
Mexlco. But the:major-problem cited by  enter the trust business. Harrls's trust op- !
many analysts 5 the bank's falling market  eration has $16.5 bllllon under active man-
share, Over the past 20 vears, Bank of agement and $61.3 billion under adminis:
Montreal's share of the Canadian loans  tratlve management.
and mortgages market has declined to For the year ended Oct. 31, 1989, Bank
14.2% from over 21%, Mr, Palmer says. of Montreal earned C$646 million before

*Qur performance hasn't becn $pectac-  additions to reserves agalnst losses from
ular, there's no ducking that,” says Mr.  loans to Jess developed countries. Net in-
Barrelt. come was C$51 milllon, or four Canadian

The 4b-year-old chirinan, who Is ve-  cenls a share, Returh on average assets, a
taining his post as chief executive offlcer,  key mcasure of bank performance, was
is tackling the challenge with a teamn of  0.82 before additions to LDC loan-loss re-
young executives. Mr, Comper, president  serves, 0.06 after.
and chief operating officer, Is 44. He foined Mr. Barrett succeeds William D. Mul-
the bank in 1967, Alan G. McNally, also 44,  holland, 63, who retired as chairman Jast
is vice chairman, perschal and commer.  week. He remalns on the board.
¢la) financial services, Joffrey S. Chis: As might be expected from a man who
holin, 4, Is vice chairman, corporate and  joined Bank of Montreal fresh out of high
institutiona) financial setvices. He is the  schiool and is stll) there 27 years later, Mr,
newesl inember of the team, having joined  Barre(t Is devoted to the {nstitution. "My
the bank In J984. ' + friends are all Bank of Monireal people,”

My Palmer says the “new team enjoys  he says. "I met my wife In.the 13ank-of
great respect within' the organization.” Montreal, The Bank of Montreat Is my HHfe

Donna Toth, an anulyst at Levesque  and a very Important part of my family's
Beaublen Geoffrion Inc., agrees, Bank em  Iife, 1t's been my life since 1 was 18, And I "
plovees “can already sense the-change,”  don't-make any apologies-for 1"+~ H
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By JEANNE DUGAN COOPER "~ ~ 7

AVID L. Dorscy has 2 proposition

for 1he fanmers ancd lombermen of

northern Matne who are potting
their moncy in the bands of wsGtutions
with hcadquarters hundreds of miks
avway: Bank with me josscad.

“§'m going 0 star a bank where people
can walk in for a loan 2od walk out with &
Greck. ™ said Mr. Doesey, who has bad his
fill of working for 2n orgamzation outside
his home state of Maine, He recently re-
signesd a vioe chairmanship st Key Baok of
Maine, 2 subsidiary of ATbany. .Y .-based
KeyCorp. ?g__quﬁmbﬁ.mmmiﬂ-
banking™” valucs that he belicves are 2 &3
sualiv of the “mitcrsiaic banking e,

“The big Lanks here process boaos at
central locations where they have (o prnt
up 1be checks and send them out Propic
shouldn™t have 1 wait two days (o et
moncy.” he says, not cvea in sparscly pop-
olated Arcostook Coenty, where 95,000
people live in an area the sixe of Connecti-
cut and Rhode 1sland combined

Ms. Dorscy was born in that nortben
Maine couply 47 vears ago, became bead
of his hometown baok at the ageof 26, met
his wife, and saised bis four childsen. So,
after the baok he Jod got conght up in the
interstate banking shuffle that siripped the
county of its community banks and bim of
his power, Mr. Dorscy decidod it was ime
10 start a bank of his gwa. -

“Community banking is deicrionting.
There is not onc locally owned commer-
cial bagk bl in Aroostook County,™ said
Mr. Dorsey. who worked for Key Bank
and its prodocessors for 20 vears antil be

-~ resigned on Aeg. 11, “These big banks
have really lost their oot

.- COITUINICHT 103X~
Ralk 1ng the area. don’t undearstand the
-EDC peopic % e Mune mac-

1l all gocs os planped, Mr. Dorsey -will
“give the poople of Aroostook County a
community bank™ as carly as February.

Alrcady, 3% investors bave commitiod
10 abowt 33 willion in svock and M. Dox-
Sey €xpects 10 rakse another $1 milbon iz
mpilaiwiminsixmnﬁzs.'i'bcmost:wﬁl
bank to open in Maine, Cashooc Bank in
Augusta got off the ground last year with
$2.25 million, acoording o stuie backing
figures. N

Me. Dorsey is preparing to apply to the
_ State Department of Banking aod the Fod-
ceal Deposit Insurence Corp. 1o chiarter &
bank with branches in Caribon amd i
Presque Iske, whrere he was based with Key
Bank's northern Maince division.

12 BANKING WEEK - figor 28,1989 -~ - =%

New Maine Bank's Leader
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Onc advisory board member fronfihe
Key Baok unit, Lawrence Abyood, is j6in-
ing Mr. Dufsey’s bank as 4 director. Four
odnex Key Bank board members, knowitin
the industry as locally oriented and-isflo-
ential, are expocted 1o follew swit.  £%
Mr. Dotsey tapocts the banlCs comibu-

DIty OriCAIAEON 10 AWAC CUSIOTErS awey .

froem competitors, including soveral bat-
ofstase bank holding companics and dfew
hased in other Maine countics.

+ :’(ﬂ'?ﬁ\

Pecple

“Emphasize Ties to Community

and cannot compete as cfiectivedy in re
‘mote zreas like Arcostaok.
“A igt of big banks have been wplkim

state,” said
vervioe those
stracturcd sysiem

e when vou
1 docsn t allow flexi

Wity

“Ranks are quictly cxiting this arca.™
said Mr. Dorsey. ~They won't almit it
but they are”

Mr. Dorser’s proposal is only onc o
chree in Maine, indicating that small enti-
Ues are starting o emeige. The other two
banks arc planned for centrat amd south-
ern Maire. And several other factors show

Big banks have really
lost their commitment
to servicing his aream
northern Maine, says
David L. Dorsey.

dangerous: Mannc uuils_o{ ouboﬁstat
banks have been dep ved Oic Pexibility {9
oA o e v Sermographics of ther

“Fhere is a sentiment 1bat becawse of
their interstate affiliation, e banks bave
become mose structured in the way ey
opesate with less personal servioe and less
ficxibility particalarty a1 the local lovel™
sa3d Mr. DeMatteis.

“Customers and bankers used 10 know
cach other,™ sadd Mr. Dorsey.
to be the teller whio worked 3t tbebank 50
vears and knew all the custamers by narme.
Thatis what | want 10 bring back (o Aroos-
100k County. That will be the thread that
acaves the successful net™ .

1n Arpostook Ceunty, where *local
banks have beon merged out of exiswence,”
Mr. DeMattess said that be belicves a bank
Iike Mr. Dorsey's will sucoeod. s, Doc-
sex’s goal of penting § 9% of the market is
passible, the regulator suid. but itmay 1ake
2 number of years 1o achicve.

~Hc’s creating a Jocal bank option,” Mr. i

DcMatteis said. “He 1s certainly going to
offer a more local »iew of the marketplsce.
Da>e is a Jocal boy and he's really scos+
five o how peophk do business in that
arca, He is well known and weit iked.”
But some exocutives from the bhokding
C ics in Mainc say 1hat ey are ot

“1 don’t see any reason why I cao’t
15% of tbe masker thtre,” he said, rcier-
dngmasmmimmtosmmﬂimpir._

“Twe been in the banking business for
Bymitmwﬂ:cbvsin&andlhaup}n

armendous following of customers and -,

invesiors.” he said. 1 have people vho
didn't want 1o do busincss with nve beféee
and they hear T'm opening 3 county bank
and they want 1o do busicess aow.” -
Mr. Dorsey’s pitan may be the start dla
wend in Maine, particalarty in morc rded
mgimslikcmoomkammty,Abomuﬂf
of Maincs $13 billion in deposits bes
Tanded in ous-of-state hands sinoe its phtc
neering interstate banking lew took efifct.
io 1982, Bat now, community dacking i
making a comcbeck 4

things to all peoplc. Inscrsiaie banking ks
reatly taken off dudng the last five vems,
tut commaunity banking is going 10 be the
focus for the next fow years”™ . E
Big banks, he said, arc simply realizitg
thai they bave strayed too far from home

that some-big banks are reireating from-

. M

1a November, szCorpoumbinedhs
four Mainc subsidiarics into opc. Al
though the bapk will pot confirm it
sources say the Albany holding cocopany
phmmmtsmﬁ'anddwcbmncb&.

FlocyNorstar Financial Group of Prov-

" jdeace, R.l.,momdymakgzlqoticcina

Maine Dowspaper AnNOCUNKIDE iS5 amten-
Gon lo close three branches, two of them
in Aroosiook. Floct's move comes shortly
aﬁdCasconln:mBank,aunitofBank

Aroostook

100k and other arcas of Mzaine.
Exccutives of the major holding coaipe-
nies are quick 0 point cut that inlerstate
banking bas beer good 1o Mainc, pourog.
in $100 miliom in capital. stimulating
competition, and bringing expertise hat
somse local banks did not have. But, o the
vicw of critics, the stimulus bas also been

moving out znd sha they arc just as local
as the guy next door. -

“Ope of the deep philosophics of our
bank is the opmmumcal Lo CoMIMULL-
ties,” sad Jamics D. Mullen. gresident of
Kcy Bank of Meine, based o Augusta.
“Our employecs at all levels are decply -
vobwed in the commuaitics where we have
branches. We live and work bere oo™

Mr. Mullcnsaid:bcbankmspmpmvd
10 compete with the vank plaooed by its
former cmplowee bat did oot Joubt Mr.
Dorscy’s ability to start 2 suocessful bank.

~Davii fed this bank suocessTully for 20
yws."bcgid.“ﬂchasﬂotdfapaimoe
2nd cxpertise in the paarker.”™

Mr. Dorscy said he was contempiating
starting a bank for 3 Jong time, but Fey
Bank’s decsion 0 consolidaic its Maine
operatons sparked him 10 mOYE ahead

“I bave valucs in piaocs higber than
menctary,” be suid. 3 kit 8 very cushy job
and ook 2 substantial pay cuL- But if you
10 the markct
because of cotpomie oiformity aatioo-
ﬁdc,it‘stimloplt‘shhct_bcmqnm the
grocory who is upapinﬂalnsdxflnofsu
pormarkets; we are Josing tovch [

=3
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15 YEARS AFTER _
THE ENACTMENT OF INTERSTATE BANKING

Maine was the first state to allow interstate banking, enacting a reciprocal form in 1975
as part of sweeping changes in the state's banking laws. After 15 years, its true effects
are just now surfacing.’

DEPUTY BANKING SUPERINTENDENT DONALD GROVES acknowledges that an increasing number of
borrowers are complaining that the treatment they are receiving from interstate
banks are justified "given the condition of their businesses."

REPORTS AND INTERVIEWS WITH REGULATORS, bank executives, borrowers, analysts and other
experts show the following:

o Loan growth has slowed dramatically in Maine.

o Borrowers with longtime relationships with certain banks are being forced to seek
financing elsewhere.

o Out-of-State banks control 43 percent of Maine deposits and 42 percent of total
loans.

o More than 80 percent of the traditional commercial banking market is controlled by
out-of-state ownership.

o Most of the Maine banks that have reported losses are out-of~-state owned.

o Independent banks which resisted merger offers from out-of-state banks, on average
are more profitable and better capitalized than interstate banks.

o Analysts say Maine banks owned by out-of-state parent companies can't help but
feel the problems of their parents.

DAVID DORSEY A VICE CHAIRMAN AT KEY BANK OF MAINE, (a subsidiary of Key Corp based in
Albany, N.Y.) resigned to return to the "community banking" values that he believes
are a casualty of the interstate banking era.

"THESE BIG BANKS HAVE REALLY LOST THEIR COMMITMENT TO SERVICING THE AREA," said Dorsey.
"They don't understand the Maine people and the Maine marketplace. Big Banks, are
simply realizing that they have strayed too far from home and cannot compete as
effectively..."

SEVERAL OTHER FACTORS SHOW THAT SOME BIG BANKS ARE RETREATING FROM MAINE'S RURAL REGIONS
according to reports. Cutting staff and closing branches are incidents that are

occurring nationwide as well as in Maine in states where interstate banking has
taken hold.

*Based on information from the Maine Sunday Telegram article "Interstate banking squeezes Maine,"

March 4, 1990 and Banking Week, August 28, 1989. . ‘
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TO: HOUSE COMMITTEE ON ECONOMIC DEVELOPMENT
RE: SB 532, INTERSTATE BANKING

POSITION: OPPOSED

Madam Chairperson and Members of the Committee:

Please allow my testimony to begin with some of my background and
qualifications. I was born and raised in Tacoma, Washington. I went through high
school and attended Tacoma Community College, taking courses in real estate,
business and law. Isold real estate in Tacoma, Washington from June, 1976, to
February, 1985. At that time I began my career in Mortgage Banking. Iam currently
the Director of Marketing for The Farmers State Bank in Circleville, Kansas. 1
moved to and became a resident of Kansas in July, 1989, and was shocked and
concerned to find out soon thereafter that Kansas was beihg lulled into considering

an Interstate Banking law, much as the state of Washington was years ago.

First as a consumer, and second as a banker, I have both seen and felt the
jagged edge of that swift sword called Interstate Banking. I have seen and/or read
about the negative effect on families and communities in local papers and from

those directly affected.

/<7Zzt,¢ Dl gi .o, AQ&O-O( &mymoﬁu)
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To be honest with you, I did not know (or care) what Interstate Banking was
until 1981 when two of the largest banks in the state of Washington, Pacific Bank
and Fidelity Bank, were purchased and all of a sudden the signs began to change to
First Interstate Bank. I did not bank with them, but I did have friends that began
complaining that their Visa and MasterCard charge payments were getting lost or
were credited days and weeks later than they were sent in because they were being re-

routed to California.

In fact, one of the first things that First Interstate Bank did after promising
new jobs, new loan programs, better services, etc., was to move the credit card
service branch and the real estate loan servicing to El Segundo, California. First

Interstate was not alone in their highly publicized lobbying efforts to help bring new

jobs, to bring in millions of dollars of new investment capital, and to bolster local

economies; when in fact, the true purpose was to move highly profitable services,
such as real estate loan servicing and credit card servicing, out of the state of

Washington. Some branches "consolidated”, which means closed if you worked

there.

Between late 1987 and late 1988, Rainier Bank was sold. Rainier Gold Dome
bought United Bank and was purchased by Security Pacific Bank. Other than the
name changes, and changes in where customers had to send their payments, I am

2)
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not sure how those sales affected their customers between Rainier and United Bank,
but some of my friends lost their jobs or were transferred (demoted), including loss
of seniority and some benefits. However, I do know that when Security Pacific
bought the Rainier United Bank group, they told their employees not to worry,
there would not be any jub changes and they were going to be offering some exciting
new loan programs; when in fact, approximately 75 days later they closed 4 branches
within a 40-mile radius and laid off approximately 90% of those employees without
any notice. The remaining 10% were left to clean up the remaining loans. The real
estate loan servicing was moved to California and I had over 20 professional friends
that were called into a meeting at 8:30 a.m., handed their last check, told to ignore
the phone, clean out their desks and be out of there no later than 11:00 a.m. The

phones were diverted to another office by 9:00 a.m. and that was it.

One of those friends had worked for United Bank for 11 years and was a
Branch Manager. Another friend had worked there for 8 years and was their head
loan underwriter and also a Branch Manager. She had just closed a home loan on
her own home one week earlier for which the servicing was moved to California.
The total loss of jobs in those 4 branch closures was approximately 100 people.
Enclosed in this testimony is a paragraph printed in The Seattle Times newspaper in

August, 1988, that reflects higher numbers laid off by this company.

3)
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In 1988, U.S. Bank bought Peoples Banks and Old National Banks. They
moved their real estate loan servicing, credit Card services, and their personnel to
Portland, Oregon. I know -- I worked for U.S. Bank and my second paycheck, which
was short approximately $600, had to be sent back to Portland, Oregon to have a new
corrected check issued, and it took 3-1/2 weeks to get the replacement. I could have

walked there and got it faster.

In 1989, Western Community Bank was sold to Key Bank. Loan servicing was
moved to California. In 1989, American Savings was sold to SeaFirst Bank. These
bank sales are only the ones that I know any of the information about services
moving out of state -- I'm sure there were more. I am also mostly noting real estate
loan servicing transfer because I was close to this information. It was hard for
Washington real estate communities, mortgage brokers, bankers and other
professional people to understand why banks and bank-owned mortgage companies
were closing on a weekly basis when the real estate economy and new sales were
one of the highest in the country. Literally hundreds of people have become unem-
ployed and millions of Washington State dollars have been taken to fuel other

states' economies due to the Interstate Banking in Washington State.

What Interstate Banking has brought to Washington, for those gullible

enough to fall for it, is a new toaster or an airplane ticket (to somewhere nobody

4)
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goes) for opening an account where the money will go to help another state's

economy.

To put into perspective the effects of Interstate Banking on Seattle,
Washington and the surrounding areas, there are approximately 1.4 million peopie
in those areas. You say, "a bank on every corner, who cares if they close one?". I
agree, but if you live in an outlying area of Seattle (and they do have them there)
like Woodinville, if they close your bank there, you may have to drive to Seattle to

do your banking business which may take you three hours in rush hour.

As a loan officer trying to help people get home loans, I have had to deal with
out-of-state banks to try to clear credit reports for people that have always made their
loan and credit card payments at least one week in advance of the due date. When
we received their credit reports, the banks that reported to the credit reporting
agency (the head office or the out-of-state office of the local branch where they made
their payments), I have seen 36 months of delinquent payments show up. If we
were lucky, we were able to clear up the discrepancies with 36 months of cancelled
checks. Once we receive these checks from the borrower, we have to copy them and
mail or FAX them to the out-of-state bank and wait for the out-of-state bank to call

or mail a written response to the credit reporting agency.
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As you can imagine, this process takes a long time and frustrates both the
people trying to get a home loan, and having to clear their already good credit, and
the lender and reporting agency that have to do additional paperwork to clear these
people's credit. If the banks did not have their records held in another state and
make a credit reporting mistake, the cancelled checks could be hand-delivered and
the problem resolved that day, plus we would be working with a person that would

have to talk with you face-to-face and couldn't just hang up on you.

There are very often adverse effects on the borrower's loans such as an
increase in interest rates or an expired purchase agreement. While this frustrating
process of clearing the credit report is taking place, and in the cases where the
borrower does not keep the cancelled checks long enough (or at all), they just get
turned down for their new loan and lose their home altogether by no fault of their

own.

In Circleville, Kansas where I work (population 175), if the bank closes there
so would the post office, store, Cafe, hardware store, and the heating and air
conditioning company, and that is all there is to close business-wise in Circleville. I

have to ask "would that be good for Kansas?" "Would that be good for Circleville,

Kansas?"

(6)



I have enclosed some reduced printed articles on proposed congressional
changes that are a direct result of Interstate Banking -- the tremendous problems
(and frauds) caused by the sale of real estate loans from state to state, lender to
lender. I have also included a picture originally printed in the Topeka Capital-
journal and used in an informational publication as an opponent of Interstate
Banking, and I couldn't have done better myself to illustrate my views on what

Interstate Banking looks like through my eyes.

In closing, I do not have a dollar amount of the total losses Washington State
has suffered, but I can measure the loss of a job and the feelings people get when
they come to work in the morning eager to work and find out that the eagerness
they brought to work was no longer needed. I've seen the tragedy of idle buildings
where there used to be employment. I understand the frustration of trying to deal
with someone in another state who doesn't even know where Tacoma,

Washington is (a city of 375,000).

I also believe that the economy of the state of Washington could better
withstand the loss of those jobs and could more easily replace the revenue than
could the rural economies of the state of Kansas (even the large metropolitan areas
can little afford those kinds of losses). After hearing the proponents of SB 532 talk, I

am having a flashback of the nightmare that started for me back in

(?)

\,
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Washington State in 1981. Please don't let yourself or your constituents pay to fuel

California's economy . . . they don't need it as much as Kansas does.

Thank you.

Robert A. Morgan
Director of Marketing
The Farmers State Bank

Enclosures
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", .. the commaercial banks have generated the biggest.

‘numbers -- Rainier laying off 175 paople ovor the hexl,

45 days and Seafirst accapting "early retirements".

early this year of nearly 400 people . .. ." ..The Seatile
Times, August 1, 1988.
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The ToEeka Capital-Journal ‘ . ,' .
Congressman plans reform

in home-mortgage servicing

ASHINGTON — In the wake of

a federal probe documenting
widespread consumer problems in
home-mortgage
servicing, a key
congressional
banking law-
maker is -about
to propose re-
forms that
would affect
millions of new
loans each year.

Legislation

. Kenneth

John J. LaFalce,

Harney D-N.Y., would

’ The nation's seek to correct
'housing - each of the ma-

jor home-mort-
gage borrower
abuses identified by the General Ac-
counting Office in its study released
last November. The GAO study fo-
cused on 1,705 complaints filed by
nearly 600 consumers whose mort-
gage servicing had been sold or
transferred from one lender to an-
other. (Servicing of a mortgage
means handling the loan payment
collections and record-keeping.)

The GAO study, the first of ijts
kind by a federal agency, noted that
mortgage servicing is a highly prof-
itable but little-regulated segment of
the nation’s lending industry. Trans-

fers of servicing rights nearly dou-

hled between 1985 and 1988, accord-
ing to the'GAO, up from $80 billion
to $150 billion. ) '
Often the transfers involve abrupt,
long-distance switches. Borrowers
receive a letter telling them to stop
sending their monthly checks to the
local lender who first provided them
their mortgage and to send them
instead to another firm, hundreds or

drafted by Rep.

thousands of miles away. .
The problems documented by the
GAO ranged from escrow account
rip-offs — where the new servicer
demands higher payments per
month to fill alleged escrow account

deficits — to bizarre record-keeping -

snafus. Many borrowers complained
that because of the servicing trans-
fers, their local property taxes and
hazard insurance payments weren't
made, exposing them to foreciosure
or risk of huge uninsured losses. Oth-
ers described repeated late-payment

‘penalties when their servicing was
-switched from one lender to another

without their prior knowledge. -

LaFalce's reform package is de-
signed to piggyback onto banking
committee legisiation moving to the
House floor this session, -

At loan application, the bill would
require your lender to disclose
whether servicing rights on the loan

“may” be sold or iransferred, any

“present intent” to do so, and’ the
percentage of loans originated by
the lender during the past three
years in which servicing rights were
in fact sold or transferred.

The bill also would require timely
advance notice of servicing switches
by lenders. No less than 15 days in
advance of a transfer, the original
lender wouid have to write you and
provide the efiective date of the
change; plus the name, address,
toll-free telephone number and ap-
propriate contact people at the of-
fice of the new servicer.

The lender also would have to:

® Clearly state the date on which
your present servicer will cease tak-
ing your.payments.

® Detail any impacts the servicing
switch could have on the continua-
tion of your mortgage-life or disabil:

ity insurance
loan,

® Explain that despite the change
in servicing, the terms and condi-
tions of your original loan will not
be altered in any way. '
The bill also would eliminate one.
of the biggest bones of contention
over servicing: imposition of:late-
fees in the early months following a
transfer. During a 60:day period be-
ginning on the day of the transfer of
the loan servicing, LaFaice’s legisla-
tion would prohibit late-fees when a
payment was made by a homeowner
on time, but sent to the old lender.

Other key reforms in the bill:

® A new federal requirement that
lenders and servicers respond

payments tied to your

“promptly to consumer inquiries or

complaints on servicing problems.

® New federal rules governing
home-mortgage escrow accounts.
Every lender would be required un-
der the legislation to provide bor-
rowers clear, annual statements de-
tailing all-inflows and outflows from
the escrow. There could be no
charge for preparation of the escrow
statements. .

® Penalties for consumer abuses.
Lenders in violation of the law
would be required to pay all dam-
ages suffered. by borrowers caused
by each violation. They would also
be vulnerable to costly class action

- suits. And they would liable for law-

yers' fees and other costs.

The GAO study based much of its
analysis of mortgage servicing prob-
lems on case histories sent in by
readers of this column in the spring
of 1989. Other readers with com- .
plaints may write to Rep. LaFaice
at 2367 Rayburn House Office Bldg.,
Washington D.C. 20515..

Washington Post Writers Group
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| FNMA May Extend Servicing
Transfer Approval Time

BY JANET REILLEY HEWITT
REFT EDITOR IN CHIEF

ORLANDO—Fannie Mae is considering a

new policy on servicing transfers that would

require seller/servicers to ask for transfer

approval 45 days prior to the intended sale
instead of the current 30 days.

Robert Englestadt, senior vice president

of credit policy, said at the recent National

- Mortgage Servicing Conference in Orlando

that Fannie Mae has been asked by the

Mortgage Bankers Association of America -

to reconsider the proposed new time frame
for approving servicing transfers. He con-
ceded the move toward adopting a longer
lead time for requests for transfer approval
is controversial.

The ‘earlier notification requirement is -

part of a larger package of policy changes
on transfers of Fannie Mae servicing, ac-
cording to Englestadt. He predicted that
lenders would probably see the final ver-
sion of the new policy in place “on or
around March 31.” The other components
of the servicing transfer policy changes
will provide more information to seller/
servicers about what Fannie Mae has to
know before it can approve a transfer of
servicing, Fannie Mae will also be releas-

ing a standardized consent agreement for .

approving servicing transfers, Englestadt'

said. _

The Fannie Mae executive warned that
the industry still has more work to do in
cleaning up the problems borrowers are
experiencing when servicing is transferred.
He noted that Representative John J.
LaFalce (D-NY) has indicated his intent to
reintroduce legislation to regulate servic-
ing transfers although it will be less oner-
ous than earlier versions of his legislation.
Engelstadt noted that the revised
legislation’s emphasis on disclosure re-
quirement, rather than more direct restric-
tions on the transferability of servicing
envisioned in earlier drafts of the LaFalce
bill, constitute a break for the industry. He
said, “I think we’re getting off pretty easy
because, as an industry, we must do a bet-
ter job at solving [the servicing transfer
problem.]”

Englestadt said that action by the indus-
try to clean up the problems on its own is
“important,” because the nature of the prob-
lems created by servicing transfers do not
lend themselves easily to fixes created by
national legisiation., However, he under-
scored that “the servicing transfer process
is still not what it needs to be.” Unfortu-

See FNMA page 10

’
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Continued from page 9
nntely, Engelstadt knows this firsthand, ns
he imdicated,

Engefstndt snid he cniled the new
servicer (o try to fix the problem, He added,
“For me it was relntively ensy. | didn'l
identify who 1 was, but she recognized my
name from all the [Fannie Maej program .
announcements.” His problem was cleared
up very quickly, he told the conference. He
added, “I only hope others get trented os
well.” Englestadt snid his view of how se-
rivus 1 problem servicing transfers can be
changed once he found himself in (he
middle of such a situntion. “N dnes make »
difference when it happens to you.”

Engelstadt told the servicing conference

.that delinquency management and loss

mitigation teciniques that Fannie Mae is
pressing lenders 1o follow are “important
no# and will be more important in 1990
and 1991." Two positive irends in Fannie
Mae’s favor that mamgement would like
to continue to foster by controlling delin-
quencies are the current high caliber of
loans coming in and REO losses that are
trending “sharply downward,” according
to Englestadt.

But the Fannie Mae senior vice presi-
dent noted thnt working agninst those posi-
tive developments is the fact that apprecia-
tion is tapering off in most markets, and
the huge volume of loans that Fannie Mae
purchased in 1986 and 1987 is now enter-
ing the penk risk period for defnults,

Fannie Mae is currenily pulting more
empitasis on the use of preforeciosure sales
than loan modifications to hend off fore-
closure losses, Englestadt snid. Iis view is
that Farmie Mae servicers should be able 1o
avert foreclosure through a preforeciosure
sale in four out of every 10 potential REO
situations, He advised lenders to start work-
ing on a preforeciosure sale at the 90-day

- delinquent point and hopefully get the prop-
erty sold in ihree to four months, e said
that can save up to 10 months time in the
lengthy full-foreclosure process, Engelstadi
said that Fannie Mae will “pay you g $500
processing fee, and you may well pick upa
new loan in the process.”

Fannie Mae is working toward using its
LASER loan-level reporting ‘system to
monitor how individual lenders compare
to other Fannie Mae lenders in lerms of
foreclosure processing time. Fannie Mac
can currently determine how long it takes
to process foreclosures in individual states
end how long it takes nll servicers In all
states. He said the avernge time ail servicers
take to refer a case 1o foreclosure, from the
last paid instaliment, is eight months, Engel.
stadt said that is longer than it should be.
He odded that the time frame is averaging
six months from the point of referral for
foreclosure to the completion of that proc-
ess.

Cnglestadt said Fannie Mae Iy “espe.

cisfly interested in applying these mitiga-
tion efforts to any of those joans [that were
formerly TMIC-insured and now Insured
by the Policyholders Benefit Corporation}
that might be seriously delinquent.” PBC
loans are insured only 1o the extent that the
renewal premiums exceed claims,

Fannie Mae will likely issue a program
announcement in about four 1o six weeks
covering what servicers need 1o do in the
event a propenty is the focus of g drug-
relnted asset seizure, oceording 1o Fngel-
stadt. Fannie Mie hins heen working whh
the acset forfeiture unit ar (he Department

of Justice for several monihs now to de-
velop standards for servicers to follow to
show that the lender did what wes needed
1o protect Fannie Mae's liens In a drug
seizure cnve. Englesindt noted that the up-
coming guidelines wilf be "relntively ensy
1o follow" compared with whnt hnd been
on the drawing board at an earlier phase in
the discussions,

GNMA

Elton Peller, GNMA's corporate secre-
tary, told the servicing conference he had
good news and bad news. Ile offered the
good news first, announcing that (IUD
Seerctary Juck Kemp had anounced that
the maxiimum VA loan amounts for GNMA
ponls find finally been mised to mnich the
higher ioan Himits Congress hind approved
months eariler. He added that 1he bad news
Is the HUD Reform Act. He predicted it
“will become known 0s the Lawyers and
Accountants Welfare Act.” '

Two provisions of the new act, Peller
noted, directly apply to GNMA pools. The
nct institutes fines for the first time in the
history of the GNMA program, and the law
specifies the amount of the fines that ap-
ply, which Peller noted “are steen.” There
are 11 violatlons cited in the law for which
issuers can be fined including Tailure to
make paymenis to investors on a timely
basis and submitting false certifications.

Peller added that there is an administra-
tive law appeais process for contesting fines
but, either way, it will cost lenders money
to cither pay the fines or hire lawyess to
appesl. : A

The sct also requires GNMA to notify
HUD about any issuer who has been sanc.
tioned, which would Include any Issuer who
receives a 30-day notice of default and
those wito failed to comply with GNMA
eligibility requirements.

Peller saic 0 tetsin issuer eligibil.
ity status, GN1.. . isswers must purchase at
lenst one commitment each year. He sdded
that If GNMA cnnnot reach an issuer by
writing them and getting n rexponse, {hen
they will be terminnted from the program.

In terms of the Coopers and Lybrand
Issuer audits, Peller said they will begin in
April and will be repeated, on averuge,
every 18 months,

The GNMA official said that “last year
was a building year™ for Coopers and
Lybrand, since it was the first year that the
fccounting firm took over the issuer sudits
that had been performed on a contrnct ba-
sis by n term from Tannie Moe, Peller
commented, “We think Inst yesr you got
fTioo ensy, We wan to hene n few ouches
this year.” He added that the tesi of records
will be mare substantive this year, mnd the
audit tesms will be asking for more docu-
mentation of follow-up activity.

Peiler said that there will be féwer cus- | .

todlan reviews done this year, but there
will be more frequent reviews done of is-
suers where GNMA suspecis there is a
problem,

On the final certification of pools, Peller
said that issuers with uncertified pool lev-
eis that exceed GNMA's fimits are required
1o post letters of credit that are refunded
when uncertified pools sre remedied. Peller
noted that problems with the recertifica-
tion of transferred GNMA pools sre now
“about as bad as the final certification situ-
ation was when we began our initintive {10
correct that problem.|™ Peller said that the
first step in addressing this problem will be
to send lssuers a delinquency report on
transferred pools that they will probabiy
receive in early Marchu e ndded that o
preliminary review of the situation shows
“significant delinquencies.” If it does not
Improve, GNMA will require the posting

‘of letters of credit, he said.

-
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TESTIMCNY BEFORE TIE IIQUSE COMMITTEE ON

ECONOMIC DEVELOPMENT

5B532; INTERSTATE BANKING
BY: CLARK P. YOUNG

MARCII 15, 1990

~

Chairperson Baker, members of the Committee, it is an honor to appear
before you and express my opposition to the "iaterstate banking" bill. My name
is Clark P. Young. I am a director and the treasurer of the Stevens County
Lconomic Development Board, a licensed attorney in the state of Kamsas, and the
Fxecutive Vice President of the Citizens State BDank of Iugoton, a sixty-million
dollar bank located in southwest Kamsas. DBut don't let our size impress you.
Only about five million dollars is actually the bank's capital. The other
fifty-five million dollars primarily is deposits we receive from the Ilugoton
area. It's the community's moiney and it should be used primarily for the

benefit of the local economy.

Fortunately for our county, we have created an economic development board
to promote economic growth and job diversification. It is becauée people care
and are willing to freely give of their time andvtalents that we are able to
make positive changes in our community and strungthen our economic base. But

*

changes do not take place without local concern and interest, available funds,

’

plenty of education and local comntrol of our future. R o

It becomes more and more apparent each day that our world is geéting

smaller and smaller. Our Kansas communities need to adjust to the reality that

ourr focus needs to be on a broader level. 1If Kansas is'going to compete, every
D Feo. /ﬁ@%@ @0"7'*4/%”‘427@*’
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county and community must work on economic development. Every Kansas county
should have an economic development board and every Kansas citizen should be

familiar with "ECO DLEVO",

Before this committee lies SBS32 and, yes, it does lie. Iﬁ calls itself
an interstéée banking bill as if banks now are not able to take deposits or make
loans in other states. Nothing could be further from the truth. Kansas banks
can freely solicit loans and deposits out-of-state and out-of-state banks can
freely solicit loans and deposits in Kansas, T£ is happening rvight now. So
what is this bill about? Ladies and gentlemen,. this bill is about control of

.

Kansas bank deposits and who should have that control.

Why should a committee on economic development be concerned about that
control? Simple. Because we kinow that adequate and available funds are

necessary in order to facilitate economic development in all Kansas communities.

It comes as no surpiise that a recent survey concerning Kansas concluded
that nobody is more interested in the future and economic development of Kansas
as Kansans. Whether the community is small or large, only those people who live
there have the vested interest‘in what happens to that community. This is one
reason why 1 favor local control and ownership of Kansas banks. Nobody,
especially someone living out-of-state is as EBncerned. as someone who lives
there. That concern turns into action that helps the community grow and

SN~
prosper. It also gives the community direct accesé to an individual or group of

individuals who are responsible for the decisions of the bank.’

In Sunday's March eleventh's issue of the Wichita Eagle, there is an

article concerning the Kansas cconomy. (I am supplying a copy of this article
in its entirety.) Under the graph where the rural Kansas economy is compared to

; A - 42,
; ,_3/ /,5‘/? o




© the otﬁer 49 states, one of our strengths that is cited is our strong rankingvin
bank depoéits. Kansas ranks fifth in the nation in bank deposits (per qapita).
Would out-of-state banks be interested in this large deposit base? Absolutely.
Would they use this deposit base to improve the economic development of the
community from where it came? Not necessarily. Would an out—of-state bank use

the deposit base to fund businesses located cut-of-state? Absolutely.

Last weck, on March 6, 1990, I attended the spring legislative conference
in Topeka sponsored by the Kansas Industrial Development Association. 1 was
particularly interested in hearing a speaker from the Tourth Tinancial

Corporation who was going to talk about this bill and interstate banking.

When I questioned him about multi-bank holding companies, he admitted to

all of us that Fourth Pinancial intentionally withdraws funds from t@e Bank IV
Coffeyville (he actually said Bank IV Independence..there's no such bank) and
uses those funds in Dank IV Lenexa because there is a stronger loan demand in
Lenexa and the Coffeyville economy isn't doing as well, Ilis justification for
doing this was that it was better to invest the Coffeyville funds in Lencxa than
purchase a security in the state of Maryland. Given those choices, I would
agree, but those are not the only choices. 1If the Coffeyville economy needs
improvement, the last thing it needs is for the bank to pull funds from its
deposit base. I ask you: Is this good for economic development in Coffeyville?

The strong grow stronger and the weak grow weaker.

Likewise, if an out-of-state bank controls part of thg‘depoéit base in
Kansas, what will keep it from pulling funds in Kansas to support'a "hot spot"

of strong loan demand in another state? Nothing.
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Our Kansas economy needs some work, but selling our control of our banks

and their deposits to out-of-state banks is not the ‘answer.

Our goal for cconomic development in Kansas should be a statewide goal
that promotes growth in every Kansas county and every Kansas community. DBvery
county should be developing an economic development board and working on an
economic development plan. Allow the local citizens, farmers and businessmen
who are the owners and stockholders of the local bank to play an integral part
of the redevelopment of our economy. Nobody else will care as much or work as
hard.

Through educating our people, including our bankers, we will be better
able to meet the needs of the future. If international finance is necessary for

Kansans to compete in this world, then we accept the challenge.

he hest thing we can do to improve our Kansas economy is become bhetter

\.

educated and work on the problems ourselves. Kansans are the people that have

the most to losc if the economy does not keep improving.

The worst thing we could do is sell part of our deposit base to a
mega-bank in hopes they will be interested in improving the quality of our
economy. They have their own economies to support.

I respectfully urge you to Lkeep Kansas banks strong, to hold them
accountable to the people whowm they receive ‘E?eir deposits and .to ﬁromote
economic growth by keeping control of the funds amoné those &hq work'the.hardest

for Kansas - a Kansan.

Thank you.
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There’s good news, but not much of it

By Steve Painter

. The Wighita Eagle

It's no secret that rural Kansas
has lagged well behind the state's.
urban centers in the past decade
in nearly every measure of eco-

- nomic vitality.

Now comes a report that is not
likely to ease the concerns of
small-town residents: Rural Kan-

sas Is also lagging behind most

other rural areas across the coun-

try.

"Rural Kansas ranks near the
bottom. in employment growth and
employment diversity, -and is los-

‘ing population faster than most

e

sother rural areas, according to a
‘study by the Corporation for En-
‘terprise Development, a non-profit
-economic development - consulting
ang r%earch firm in Washingfon,
D, ‘

 The economic gap between ur-
tban and rural areas also is grow-
-ing faster in Kansas than in most
“other states, the report shows. -

are comparatively well-educated

iand workers well-paid, and com- -

munity needs such as wastewater
treatment are largely met.

But the news is not all doom
‘and gloom. Rural Kansas ranks .
"near the top in a handful of areas: '
‘Housing is affordable, residents

as state gets poor marks for economy

And, ' like other' rural areas'
across the country, the entrepre-.:

neurial spirit thrives, Rural areas

of Kansas outperformed - urban

-"areas in- job growth from new

businesses, ,
“I do think that rural Kansas
has a lot of strengths that we tend’

to take for granted,” said Ron Wil--
. son, director of the Huck Boyd
Institute for Rural Development, a -

joint venture funded with federal, .
state and private monies.
“There's. 'no doubf -about it,

there’s a great deal of entrepre- '
neurial spirit’ in the rural areas.”

Sce KANSAS, Page 8A
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KANSAS
| Urban/ rural gap
- in poverty rate
on the increase,
| From Page 1A

- Researchers reviewed a vanety

of economic data from 1980 through<

the latter part of the decade, a peri-
od that coincided with a broad de-
cline in agriculture and oil, the two
biggest indusiries in rural Kansas.
The farm economy stabilized in the
last couple of years, but there are
no signs it has been strong enough
to spur a rural revitalizafion that
would - invalidate the study’s find-
ings.

" The rural areas in three of Kan-
sas’ neighbors — Colorado, Nebras-
ka and Iowa — ranked poorly in
some of the same sectors, while ru-

- ral Missouri and Oklahoma per-

formed better.
Researchers used the U.S. Depart-
ment of Agriculture’s definition of

non-metropolitan communities, and -

also excluded counties within the

- zone of influence of metropolitan

areas. That process eliminated only
eight of Kansas’ 105 counties — But-
ler, Douglas, Johnson, Leavenworth,
Miami, Sedgwick, Shawnee and Wy-
andotte. The rest are considered ru-
ral. .

~ Among the findings of the study,
which ranked rural areas of all 50
states based on a number of eco-
nomic criteria:

" B Kansas' lowest ranking, 45th,

came in employment diversity. A
region was considered diversified if
no more than 10 percent of the jobs
in a particular labor market area
fell into any one industry classifica-
tion as counted by the federal gov-

\' emment. :
. Most Kansas countm in the w&t—
\ rn half of the state, and across .

‘2; much of north-central and northeast

- 8ATHE WICHITA EAGLE Sunday, March 11 1990

. THE RURAL - .
KANSAS ECONOMY

How Kansas rural area economy
compares with other states

Strengths -
Category Rank
Housing cost _3-

nk deposits 5
Wastewater
treatment - .
capacity B S 5.
~ Weaknesses '
Category Rank
" Employment diversity v 45
~ Employment growth 44
Population loss 41

Definitions

Housing cost: Ratio of
median value of housing to me-
dian income.
Bank deposxts' Dollars per
capita. -
- Wastewater treatment:
Estimated backlog of unmet
needs, in dollars per capita.
Employment diversity:
Based on the Standard Industri-
al Classification categories
used by the govemment to col-
lect job data. An area is con-
sidered diversified if no more
than 10 percent of total jobs
fall in any one category.
Employment growth:
Growth of jobs, 1979-1987.

" Population less: Net
change in population, 1980-
1986. -

Source: The Corporation for Enter-
- prise Development

Kansas, are heavily dependent on
agriculture or agriculturerelated in-

dustries such as meatpacking, said
. David Darling, community develop- -

“The strength of
-attachment to

comniunities that are
rural and have smail job
opportunities is not

| very g‘ea 24

David Darling

-ment specxahst with Kansas State

the 'same reason now, he said.

“When people stay in rural Kan-
sas, they stay because they have a
good job,” he said. “The strength of
attachment to communities that are
rural and have small )ob opportuni--
ties is not very grea

. Among the bright spofs for rural

- Kansas was housing affordability.

The authors of the study found that
the median value of homes was just
over twice the median income,

University. That gives the state a e

low ranking in job d1ver51ty

percent from 1979 through 1987. Ne-
braska, Colorado and Iowa also

. were in the bottom 10.

~ Darling said recent figures nge
‘'some indication that the rural lag in .
employment growth m the 1980s is.
ending.

EOnly nine states had greater
population loss from rural areas
than Kansas, with a 3.6 percent de-
cline from 1980 to 1986. Rural Iowa
led the exodus at 6.1 percent, fol-
lowed by Nebraska at 4.9 percent.

Rural Kansas ranked in the bot-
tom 10 in three measytres of rura-
1/urban disparity, an indication that

the gap between rural and urban
prosperity is grovnng. Researchers
. compared economic activity in each

state’s rural areas with its urban

. areas, and found that rural Kansas

ranked 42nd in employment growth,

41st in poverty rate and 40th in
_earnings growth.

Partially offsetting that growing

 disparity was the fact that rural
. Kansans were well-paid when com-

pared with many other states. Re-

searchers found rural Kansans.

earned 79 percent of their urban
counterparts, which ranked the state

- 17th.

The combination of rural Kansas’

_high migration rate, low unemploy-
"" ment rate and comparatively high

earnings are consistent with the
state’s historic identity, Darling said.

- People came to the state seeking

opportunity, and they’re leaving for

. ranking the state third in that cate--
.. B The state was 44th in rural em- |
ployment growith, with minus 3.3

01Y. :
8 Also in the rural infrastructure
and amenities group, the research-
ers estimated that the backlog of

. unmet wastewater treatment needs

in rural Kansas - communities
amounted to roughly $145 per per-

| son — ranking the state fifth. Ne-

braska had the top spot at just over
$58 per person.
In a measure of entrepreneurshxp,

the authors found that job growth as :
a result of new business enterpns&s
was 3.6 percent higher in rural Kan- -
sas than it was in urban Kansas, -
ranking the state seventh in that .-
category. .

Darling said that figure, however, :
has a down side. Much of the enfre- -
preneurial activity in rural areas is ¢
spurred by people looking for ways -
to relieve the financial stress of «
farming operations, he said. '
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Pratt’s Lettea

>

The Washington Authority on Banking and Finance

Washington, March 9, 1990

Dear Reader:

BANK The FDIC's Quarterly Banking Profile was released this week. ROUTE TO:
PERFOR~ It shows 1989 was a year of more ups and downs than banks have expe- '
MANCE rienced in the past--or would want to experience in the future.

The year began with record first-quarter earnings of $7.3
billion, followed by an equally robust $7{9 billion in the second
quarter. Then industry earnings smashed back to earth with a $740
million loss in the third quarter and what the FDIC calls "disap-
pointing" fourth-quarter earnings of $2.7 billion. ‘

1989's third-quarter loss was directly attributable to the
$7.6 billion banks set aside in foreign loss provisions. But the
fourth-quarter results hit closer to home, as the industry set aside
$8.4 billion in domestic provisions--the highest quarterly domestic
provision ever. , .

Both the quarterly and full-year net charge-off rates were
the highest since banks began reporting the data in 1949. ALl told,
banks set aside $30.3 billion in provisions for loan losses in 1989,
$20.3 billion of which was for domestic losses.

LARGE

The year was particularly tough on large banks in the North-
BANKS/ east. Tive of the ten largest banks reported full-year losses and
SMALL one-quarter of all U.S. banks with assets over $10 billion suffered
BANKS a similar fate.

Net income of banks with assets greater than $10 billion
declined by 88 percent for the year, while the earnings of banks with
under $1 billion in assets increased by almost 18 percent.

The upshot: Industry profitability, as measured by return
on assets, fell to 0.52 percent-—the second lowest level in the eight-
les, ahead of only 1987's dismal 0.12 percent.

REAL Real estate loans continue to be an area of concern. Non-
ESTATE current real estate loans were up sharply in 1989, and more than dou-
LOANS bled at banks in the Northeast.

Even so, real estate loans remained "the main engine of com-
mercial bank asset growth," as the FDIC put it, providing more than
half of the $168 billion net increase in assets in 1989. . s
Despite the much ballyhooed problems in the Northedst, the
Southwest ‘continues to labor under the heaviest burden of real estate
troubles, with a net charge~off rate on real estate loans nearly four
times the national average. Of the 206 banks that failed or .received.-
assistance in 1989, 167 hailed from the Southwest. : :
Chairman Seidman emphasized this week that the real estate
| area is not necessarily bad. But, because it is becoming a greater part
| of bank portfolios, there is a need to pay more attention to it.

THE BANKER'S WEEKLY WASHINGTON LETTER a -4 -9
. . .
. 35 / G ©



SMALL BUSINESS
Small Banks Find an Edge

With Lesser Entrepreneurs

By LAURYN FRANZOR}
Spacial ta the Americah Bankes .

~~ The hundreds of thoussnds of small busincsses Ul make up &
sizable part of the U.S, cconomy ars demanding banking service
reminiscent of the early 1900s.
To meet thoge demands, smalier may be betker, )
In sty Afier study, small-business ownors sy they wani their
mmwwhwwmmdmc:rmmmmyummthmw

be reliable sources of crodit, to give ready acceds 10 & Joan officer,

than cheap money oF extensive product linee, And it
that small ingtitutions are More attuned 1o purturing these relation-
ships than some of their larget competitors,
American Nationa) Bank, Pacma, Ohio, executives plan 1o
boost the Asset base from $26 million 10 $100 millios in the nexl
(gur years without sdding & 10t of fancy prod [
four-offioe network, The bank's target is1he

busiess ‘.
“The businces owner's problems tg.m when the tank fails to
provide the right kind of service,” suid Richard E. Wise, Ametican

Nationa) president and chief ex-
ecutive officer, He i ooe of a

‘All of out growing number of bank presi-
denis who believe the key 10

buginess comes profit in the small-putiness mar-
: ; ket is succesafully cup-

from roferrals. :!om.u relationships, not product
DelDUNCAY 4 The small-business owner

Commerre Exchonge Bank qaady to understand that you are
- num;:hycr-mwhhuwd

CPA and a good Lawyes,” wid | Be

Mr. Wise, Not surprisingly, American Nationn) looks to accounting
firms a3 its top tource of customer reformals. Along with such refer:
rilx, Mr. Wise coury sinall-businoss pcople with anpual dinpers and
educational seminary rather Lhao medin advertisiog.

And he said he will walk away from & loan if the buainess om ,

won't pive his prumary deposit relationship 10 American Nau

Relationahipe Impots a Hoavy Workload g Pankers
wmmnimmmm\egxcamimwudﬂmwmm-
ship management rather than roduct development, its bankers can
end up mppoﬂi-tﬁ: hefty oad, An American Nationn) officer
may bo a fartﬂlhcnead;ofnmxnyulwc\uwmm.

1o a nadio
- same-day mortu;e-t‘g.provnl
Benjamin Frapklin

clarion, Portland, Ore, The com-
mercial borrowed humoroust
froru the famillar tune .
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Winning Ad Is Simple Statemeit ofa T

NEW YORK — In a year
when cven the soundest Whrift
institutions had to face the DEgA-
jve publicity associated with an
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A necessary starting -point for a state  strategy is a
research program to identify why people travel to Kansas and how
such travel can be increased. For example, Kansas historical
sites and recreation areas may be a basis for an enhanced state
effort to encourage travel and tourism. Particular attention
should be devoted to identifying how the state recreation areas

can be enhanced and to discover which major attractions should be .

promoted. A larger marketlng effort would be an important part
of the travel and tourism strategy.

*33, Upgrade the Kansas Department of Economic Development data
and information systems necessary for economic development

KDED requires an enhanced computer capacity to handle the
information and data Dbases necessary to carry out its
responsibilities. Access to larger data bases are necessary for

(1) community profiles,

(2) site profiles,

(3) directories of Kansas manufacturers and products,_
(4) business services, and

(5) technology information.

The community profiles would include 1nformatlon about available

land sites, wages, taxes, population, labor force, and existing

industries.

Oone option is for KDED to develop a personal ‘computer
network system with terminals available for ‘appropriate staff,
Currently only one personal computer is available to KDED for
purposes other than word processing, This is devoted to the
Kansas Directory of Manufacturers.. Other programs such as
targeted marketing efforts, international marketing, existing
industry programs, and travel and tourism would benefit from
1mproved ‘computer resources.

Communlty Development and Small Bu51ness

Firms choose to locate or expand in Kansas based not only on

attributes of the state but also on the attractiveness of a
specific community. If Kansas is viewed positively as a state,
but local communities are not competitive with those in other
states, then economic development will lag. A major part of the

state's economic development effort, therefore, §gggig;_:ff

directed toward helping communities to improve their own economic
development programs. Several Kansas communlities already have
welT=developed programs that are competitive regionally and
nationally. But other communities are just - beginning their
economic development programs and they require assistance. We
recognize that the state's role is limited, and we propose that
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‘?K ansas Association
Of Wheat Growers

"ONE STRONG VOICE FOR WHEAT"

TESTIMONY

HOUSE COMMITTEE ON ECONOMIC DEVELOPMENT
Representative Elizabeth Baker, Chairperson

SB-532
Madam Chairman and members of the committee, my name is Howard Tice, and I am
Executive Director of the Kansas Association of Wheat Growers. On behalf of the
members of our association, I appreciate the opportunity to appear today  in

appasition to Senate Bill B32.

The members of the Kansas Association of Wheat Growers ocpposed multi-bank holding
companies  and unlimited branch banking because of the negative effect they tend to
have on agricultural credit. Our members oppose interstate ownership of Kansas banks
for  the same reason. We feel control over local loan decisions should remain with
people who know the local economy, who are familiar with the needs of the local
community, who have an emotional as well as a financial commitment b0 the local
community, and who know the local people as well., It should also be noted that we're
talking about control of money which belongs to laocal depositors, not the bank.

While most of ouwr members would prefer not to depend so heavily on borrowed
mxney, the cost of land, egquipment and other production inputs makes the use of
credit  a necessity. Once the debt is incurved, it becomes an even more  viscious
circle since the cost of servicing that debt simply adds to the problem. Howevear,
since the loans are necessary for most farmers, keeping local options open  is
extremely important.

Proponents of this bill have stated that agricultural credit availability will
nat  suffer from interstate banking. It was said that if the need is there, Kansas
banks will service that need. Perhaps that is true in some communities, such  as
Garden City, where the feedlots and meat packing industry are thriving. However,
that is not the case in other areas. Following a similar statement before the Senate
Committee on Financial Institutions and Insurance, I made two phone calls. I callad
two  banks that were acquired under the state’s multi-bank haolding company laws. At
cne  of those banks, in a community which is heavily dependent on agriculture, farm
loans have been greatly scaled back from the 70's and early 80's. The other bank had
m farm  loan officer, and participates in farm loans only  through  correspondent
banks.

We have also been told in the past, that we need not fear the loss of local loan

conftrol, We have been told that local facilities will still have loan officers  to
make dectisions on local requests. However, when those loan officers are imported
into an area, With no knowledge of the local people or thelr needs, they obvicusly
must  look to the home office before making decisions. I am aware of one case, in

Salina, where a very successful local businessman with an excellent credit  history,
had to drive to Wichita for loan approval after his bank became a link in the state’s
largest banking chain. Under interstate banking, will our farmers and main street
businessmen have to fly to Chicago or New York to neagotiate their loans®

Page 1 of 3
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Wetre told  that banks must grow bigger and bigger in order to provide needed
services. We've been asked to believe that this will result in more efficient
handling of bank services. Economy of scale usually lowers the the cost of providing
services., However, in my experience, the cost to depositors went up.

When the bank I just mentioned was acquired, and control of banking services was
shifted to Wichita, costs to bank customers increased dramatically. Even though I
was not using that bank, when their costs went up, wmy bank followed suit. My
checking account charges jumped aover 200%. Usually we are told that competition
tends to lower prices, as businesses seek to attract new customers. With big banks;
however, in my esperience, the reverse has been true.

An increase in size doesn’t necessarily mean more efficiency. When my son
entered college, [ needed a parent loan. We were directed to Planter’s Bank, as the
only  bank in S8alina involved in the government program. After a few months, that
lman was transferred to a national processing center, and I was immediately notified
by both the bank and the center. The next year, I took out a second parent loan. By
that time, Planter’s had been acquired by Fourth Financial. This loan was also sold
to a national processing center. The center advised me promptly, and there was no
gap in payments. I finally received official notification from the bank headgquarters
in Wichita, approximately a year later.

We have been told that bankers want a “level playing fisld” with others in  the
financial field. They especially point cut that Savings % Loan institutions are free
to buy facilities across state lines, and increase the pool of deposits with  which
they can work, It is our understanding that the federal government is involved in
“bailing out” a number of Savings & Loan institutions because they used those larger
asset bases to make some extremely poor loans. Many people feel that if they had
stayed «closer to home, and invested in areas where they had aood  knowledge  of
economic  conditions,  they wouldn’t have made those mistakes. Do we now want the
banks to make the same mistakes?

We've also been told that interstate banking is good for economic development in
our state. Howaver, when I asked a banker in Great Bend why he favored interstate
banking, he told me it was because he wanted to make constructions loans in Chicago
and Philadelphia. I have been given to understand that he can do that under existing
law. Either way, his desire to make construction loans in other states is  not
ecxnomic development for Kansas.

A representative of the Kyle Railroad testified last year, that when they came
into the state to  take over some abandoned rail lines and continue service to
northwest Kansas, they were unable to obtain financing from out of state banks. They
warked with Kansas banks in five communities and arranged needed funding. Providing
transportation  for grain and other products is certainly economic development. The
current banking structure provided funding where out of state sources refused.

When we speak of economic development, it is important to note that successful
programs  are built on an area’s strengths. In Kansas, our number one industry is
agriculture. There are more jobs and economic benefits created by agriculture than
any other enterprise. In addition to the raising of food and fibre, this includes
production and sales of machinery, seeds, chemicals and fertilizer as well as
processing, transportation and sales of finished products....not to mention
advertising, packaging and other marketing and value-added operations. If ocur state
is going to pursue other areas of economic development, that is commendable, but not
if it is at the ewpense of our greatest strength.



In conclusion, youw’ve heard proponents argue that interstate cwnership of Kansas

banks is needed, and should be allowed. Basically, they represent big banks and
non-agriculture business interests. You've also heard the concerns exwpressed by
those of wus wha see this issue as dangerous to our  state. Speaking for my

organization, we represent depositors and loan customers.

Banking laws are enacted to protect depositors, not to restrict trade. That is a
form of protectionism we feel is positive.

We don’t need to change the law to allow interstate banking. Out of state banks

can loan money in Kansas, and Kansas banks can loan money in other states. Deposits
can also cross state lines. You have to decide if interstate ownership of Kansas

banks is good for Kansas, or just another way for big banks to become even bigger and
more powerful, and for Kansas deposits to be controlled by bankers from other states.

When the multi-bank holding company law was passed, several knowledgeable people
arcund the statehouse echoed the old analogy, “Once the campel gets its pose under the
tent, 1t usually dossn®t take lonp before the whole animal is inside.” That may be
historically ftrue, but farmers have enough experience with livestock to know  they
don’t belong in the house....or the tent.

On behalf of those members of the state’s number one industry, who produce  the
state’'s number cone crop, I urge you to defeat 8B S32.



STATEMENT
OF
IVAN W. WYATT, PRESIDENT, KANSAS FARMERS UNION
BEFORE
THE HOUSE COMMITTEE ON ECCONOMIC DEVELOPMENT
ON
SENATE BILL NO. 532 o~
(INTERSTATE BANKING)
MARCH 14, 1390
MR. CHAIRMAN, MEMBERS OF THE COMMITTEE:
I AM IVAN WYATT, PRESIDENT OF THE KANSAS FARMERS UNION, AN ISBUES

ORIENTED FARM ORGANIZATION.

KANSAS HAS GONE THROUGH SOME SEVERE FINANCIAL DIFFICULTIES DURING
THE 80'S. HOWEVER, THEY COULD HAVE BEEN WORSE. MWANY BANKS FAILED.
MANY BUSINESSES FAILED. MANY FARMERS FAILED. BUT KANSAS DID NOT
SUFFER THE WRENCHING EXPERIENCE OF A MEGA (INTERSTATE) BANK FAILURE, AS
WE WITNESSED IN STATES LIKE ILLINOIS, OKLAHOMA, CALIFORNIA, TEXAS OR

TENNESSEE WHERE THEY HAVE SUCH BANKING STRUCTURES.

SOME KﬁNSASﬁBANKS FAILED BECAUSE THEY WERE WORKING WITH AND TRYING
TO HELP THAT FARMER, THAT RANCHER, THAT BUSINESSMAN SAVE THEIR
BUSINESS. HOWEVER, BECAUSE OF KANSAS BANKING LAWS, KANSANS DIDN'T HAVE
TO PAY THE COST OF HIGH-FLYING, GO~GO BANKING PRACTICES THAT RAN
RAMPANT THROUGH MANY OF THE MEGA BANKS OF THE LESS REGUP&TED STATES
PURING THE 80'G. THIS WAS THE RESULT, IN A MEASURABLE PART, OF DE-~
REGULATION OF BANKS THROUGHOUT THE 80'S, SO THEY COULD OPERATE MORE

LIKE THE SAVINGS & LOANS ASSOCIATIONS. WE ARE NOW WITNESSING THE
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RESULTS OF THOSE PRACTICES IN THE SAVINGS AND LOAN INDUSTRY .

IN THE PAST, WHEN THE KANSAS LEGISLATURE CONSIDERED DE~REGULATION
OF THE BANKING INDUSTRY, WE WERE LED TO BELIEVE IT WAD NOT AN ISSUE

THAT PEOPLE SHOULD BE CONCERNED ABOUT....IT IS NOW!

KANSAS LAW PROTECTED ITS CITIZENS FROM THE BANKING FIASCO,OF THE
PAST. NOW, THIS ISSUE AFFECTS EVERY TAXPAYER BECAUSE OF THE NEED FOR
TAXPAYER DOLLARS TO BAIL OUT MANY OF THESE HEGA~BANKING AND FINANCIAL

INSTITUTIONS.

ONE OF THE EARLY STATES TO MOVE TOWARDS A MEGA~BANKING SYSTEM NOW FINDS
OVER 25% OF ITS FINANCIAL INSTITUTIONS OWNED BY THE JAPANESE OR OTHER
FOREIGN INVESTORS. IF $B~532 BECOMES LAW, HOW SOON CAN WE EXPECT
JAPANESE OWNED BANKS, OPERATING IN KANSAS, TO CARRY THE PROFITS OUT OF

THE STATE AND THIS NATION.

1 FIND IT VERY DIFFICULT TO RATIONALIZE HOW KANSAS INC., THAT
RECEIVES FUNDING FROM THE KANSAS TAXPAYER, CAN SUPPORT AND LOBBY FOR
THE DENOUNCEMENT OF THE PRESENT KANSAS BANKING SYSTEHM SUPPORT A DE~
REGULATION THAT gETS THE FOUNDATION FOR OUTSIDE OWNERSHIP AND CONTROL
OF OUR BANKING SERVICES TO KANSANS, AND SUPPORT CONTROL BY CORPORATIONS
AND OWNERS WHO HAVE BOASTED THAT THEY WILL SOON BE IN A POSITION TO NOT
ONLY CONTROL INTEREST RATES IN THIS STATE AND NATION, BUT NOULD ALSO
EFFECT THE VALUE OF THE DOLLAR, EMPLOYEES WAGES AND THE;R EMPLOYMERNT

OPPORTUNTTIES.

MEM: (RS OF THIS COMMITTEE; THERE ARE THOSE WHO WILL TELL YOU
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KANSAS BANKING LAWS ARE OUT~DATED, OUT-MODED, EVEN OLD FASHION AND HNEED
TO BE LIBERALIZED. BUT THOSE REGULATIONS HAVE PROTECTED KANSANS FROM
THE EEFECT OF THE FIRE STORMS OF FINANCIAL HIGH-ROLLER HIG-MANAGEMENT
THAT RAVAGED MANY OF THIS NATION'S SO~CALLED MEGA OR SUPER BANKS AND

FINANCIAL INSTITUTIONS.

THANKS -~ BUT NO THANKS! KANSAS DOESN'T NEED THIS SORT OF ~E¥XPOSURE

THAT SOME WOULD CALL OPPORTUNITIES.

I AM AMAZED TO HEAR KANSAS BANKERS CRITICIZED FOR HAKING CAREF UL

LOANS BY THOSE WHO CLAIM BIGGER BANKS CAN MAKE LESS CAREFUL LOANS.

LESS-CAREFUL, BIG LOANS CAN BE VERY DANGEROUS. JUST LOOK AT SOME
OF THOSE BANKS IN ILLINOIS, OKLAHOMA, TEXAS, CALIFORNIA THAT ARE
CONSIDERED BIG AND EFFICIENT. TWO YEARS AGO, WE WERE SEEING, ON THE

HORNING NEWS, TEXAN'S SUFFERING ANOTHER ROUND OF MAJOR BANK FAILURES.

NOW, WE ARE HEARING HOW ONE OF THE LARGE SO-~CALLED EFFICIENT BANKS
IN HWEW ENGLAND IS ON THE VERGE OF COLLAPSE BECAUSE IT MADE A LARGE
AMOUNT OF “LESS CAREFUL" LOANS IN THE 80'S5.

2
THIS MAY APPEAR TO BE A LITTLE OFF THE ISSUE OF BANKING BUT I

THINK NOT. 1 READ WHERE ONE PROPONENT OF THIS BILL SAID THIS IS
"INTERSTATE COMPETITION," NOTING THAT AGRICULTURE, AS AGRICULTURB
BECOMES MORE TNTERNATIONALIZED, WILL NEED BANKS WITH HORE FINANCIAL

MUSCLE IN KANSAS.

RECENT FIGURES FROM THE USDA (STAFF REPORT NO AGESD 89-363 AUG
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'89) INDICATE IF WE ACHIEVE THILS “INTERNATIONALIZED AGRICULTURE" AS
PROPOSED BY THE UNITED STATES TO THE GATT NEGOTIATORS, PRODUCERS WITH
NET INCOMES OF $40,000 TO $939,000 WOULD EXPERIENCE A 103 PERCENT L.OSSH
OF NET FARM INCOME BASED ON THEIR 1986 NET FARM INCOME. FARMERS WITH
NET INCOMES OF $20,000 Tb $40,000 IN 1386 WOULD SUFFER A 163 PERCENT
LOSS OF NET INCOME, WHILE SO~CALLED DEVELOPING NATIONS LIKE BREAZIL AND
ARGENTINA WOULD BE WINANERS. INCIDENTLY, WHEAT ON OCTORBER 21, 1986 AT
MARION COUNTY ELEVATORS WAS $2.16 A BUSHEL. THE REPORT PROJECTS A 44

PERCENT DECLINE FOR WHEAT PRODUCERS.

MY QUESTION TO YOU IS: WHERE DO YOU THINK THESE SUPER

INTERSTATE BANKS WILL PUT THEIR MONEY?

WE OFTEN HEAR MUCH ABOUT ETHICS THESE DAYS. IF THE FOCUE OF
ETHICS WAS ON BIG BUSINESS, THE ETHICS OF ELECTED OFFICIALS WOULD

APPEAR MINUTE,

IT APPEARS WE HAVE A QUESTION OF BUSINESS ETHICS WITH SB-~5327.
JUST A COUPLE OF YEARS AGO, THIS LEGISLATURE PASSED LEGISLATION SETTING
A 9 PERCENT CONTROL LIMIT LEVEL ON KANSAS DEPOSITS TO PROTECT THE
CONSUMER, THE CI?IZENS OF THE STATE OF KANSAS FROM THE DOMINATION OF
THE STATES BANKIWG INDUSTRY BY A LESS THAN HANDFUL OF MEGA BANKS, TO
ASSURE THE STATES BANK CUSTOMERS FAIR AND ADEQUATE BANKING SERVICES FOR

THEIR NEEDS, AND THOSE OF THE COMMUNITY.
[ ASK YOU, WHY NOW ARE WE CONSIDERING RAISING THAT LIMIT TO

12 PERCENT? 19 THERE LESS THREAT TO THE BANKING CITIZENS OF THE STATE

NOW THAN THERE WAS A COUPLE OF YEARS AGO?

¢ “da



THERE 18§ EVERY APPEARANCE 'THAT THE MAJOR PROPONENTS OF 8B~5372
HAVE CHOSEN TO SHOW THE PEOPLE OF KANSAS THEY ARE BIGGER THAN THEIR
GOVERNMENT OR THEIR LAWS. WHEN THE PEOPLES LAWS BECOME RESTRICTIVE,
THEY EYPECT THE PEOPLES GOVERNMENT TO BEND TO THEIR DESIGNS OF APPARENT
OVER EXPANSION AND CONTROGL.

Fa

TO ME THAT SHOWS A LACK OF ETHICS, OR GROSS ARROGANCE.

THE OTHER FINAL QUESTION OF ETHICS, AS IT RELATES TO THIS
BILL, IS THE ISSUE OF TAXPAYER FUNDS BEING FUNNELED INTO A DISTINCT
ORGANIZATION LOBBYING FOR LEGISLATION OF A SPECIAL INTEREST OF A

CERTAIN SEGMENT OF AN INDUSTRY AND FOR CERTAIN PEOPLE'S ADVANTAGE.

I RECALL A FEW YEARS AGO THE HUE AND CRY THAT WENT UP WHEN
A SMALL AMOUNT OF TAXPAYER FUNDS WERE USED TO TRANSPORT A FEW LOW
INCOME, POOR PEOPLE TO WASHINGTON D.C. TO TELL MEMBERS OF CONGREBS OF

THEIR PLIGHT.

I ASK YOU; HOW DO YOU MEASURE ETHICS?

WHAT %S ETHICAL, AND WHAT IS5 NOT?

1 URGE THIS COMMITTEE TO DO WHAT I BELIEVE MOST PEOPLE WOULD
BELIEVE TO BE THE ETHICAL THING TO DO AND VOTE AGAINST SB~
532.

THANK YOU
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