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MINUTES OF THE _ HOUSE _ COMMITTEE ON _COMMERCTAL & FINANCIAL INSTITUTIONS

The meeting was called to order by Representative Delbert Gross at
Chairperson
3:30  x#m/p.m. on February 25 1991 in room __227=5 of the Capitol.

All members were present except: Representative Joan Adam, Excused.

Committee staff present: Bill Wolff, Legislative Research Department
Bruce Kinzie, Revisor of Statutes
June Evans, Secretary

Conferees appearing before the committee: Representative J. C. Long

Grant Brooks, Legal Counsel, Kansas Banking
Department

The Chairperson opened the meeting and announced that some bills had been
requested for introduction.

Representative Gross moved and Representative Roy seconded to accept as

a committee bill requested by the Kansas State Treasurer regarding investment
of public moneys; providing for the municipal investment pool fund; invest-
ments; and requirements. The motion carried.

Representative King moved and Representative Johnson seconded to accept

as a committee bill requested by the Securities Commissioner relating to
securities, increasing the fee for an application or filing for any exemption
from securities registration and change ceilings of the filing fee. The
motion carried.

Representative Shallenburger moved and Representative Teagarden seconded
to accept a bill requested to prohibit the imposition and collection
of certain fees for the cashing of certain checks and state warrants.
The motion carried. )

Representative Graeber moved and Representative Long seconded to accept
a committee bill to bar credit doctors; legislation to stop that practice
in this state. The motion carried.

The Chairperson opened the hearing on HB 2250, an Act relating to banks and
banking; concerning examinations, providing for exit review.

Representative J. C. Long was the first conferee, stating this bill amends
the statute on banking examinations to require exit review for all banks

by the examination team that conducts such examinations. This bill allows
for accurate minutes to be kept and providing for, if the board of directors
deems necessary, recording the minutes by a shorthand reporter. (See
Attachment #1).

The next conferee was Grant Brooks, Legal Counsel, Kansas Banking Department,
testified this requirement makes no sense as the banking department's

basic core responsibility is to give the bank a copy of the examinationj

not to do so would render the Commissioner's job useless. This is a
requirement by the federal government to perform an exit review. (See
Attachment #2).

Representative Graeber stated that a mandatory exit review is an excellent
requirement and should be mandated.

The hearing was closed on HB 2250.

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

editing or corrections, Page 1 Of ._2___.




CONTINUATION SHEET

MINUTES OF THE __HOUSE COMMITTEE ON _COMMERCTIAL & FINANCTAL INSTITUTTONS

room > 2 7—SStatehouse, at —3:30 X¥m./p.m. on Februarv 25 1991

The Chairperson opened the hearing on HB 2251.

Representative Long testified in favor of HB 2251, stating this bill would
permit the state bank commissioner to report conditions of the Kansas
economy, the health of Kansas banks by out-of-state banks and other pertinent
information. (See Attachment #3).

Grant Brooks, Legal Counsel, Kansas Banking Department, opposed HB 2251
stating that K.S.A. 9-1704 requires banks and trust companies to publish

at least 3 reports annually that detail the resources and liabilities of the
bank or trust company. The Kansas Banking Department gives this information
without a law. (See Attachments #4 and 4A.

The Chairperson closed the hearing and stated that final action would be
taken on both HB-2250 and 2251 on March 4, 1991.

Representative Shallenburger moved and Representative Dillon seconded to

amend HB 2378 as follows: Page 1, line 22 - Change "or" to "of". On Page

2, line 40 - correct spelling of "conection” to "connection" and on Page 4,
line 25, remove the word "not"” and on line 26 add "additional”. The motion
carried,

Representative Long moved and Representative Graeber seconded on Page 1, line
22, to strike all remaining language after the word "money".

After discussion, Representative Long moved and Representative Graeber
seconded their motion be withdrawn. The motion carried.

Representative Graeber moved and Representative Roper seconded that HB
2378 be moved out favorably as amended. The motion carried unanimously.

The Chairman asked the Committee what their wishes were for final action

on HB 2355.

Representative Shallenburger moved and Representative Cates seconded that
lines 16, 17, 35,and 36 be amended as follows; "All credit unions in the
state of Kansas are eligible for membership" be deleted. The motion carried.

Representative Cates moved and Representative Roy seconded to amend Page 2,
line 5, to "24" from "36. The motion carried.

Representative Roy moved and Representative Roper seconded to amend Page 2,
line 15 to strike everything after "process" down thru line 25. The motion
carried.

Representative Roy moved and Representative Minor seconded to amend Page 1,
to divide sub-section a. insurance and type of insurance and b. convert,
have to merge, consolidate or liquidate; must provide insurance for their
share. The motion carried.

Representative Roy moved and Representative Cates seconded that HB 2355
be passed out as amended. The motion carried.

The Chairperson stated the next meeting would be March 4, 1991.

The meeting adjourned at 4:45 P.M.
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STATE OF K SAS

COMMITTEE ASSIGNMENTS

MEMBER: COMMERCIAL AND FINANCIAL INSTITUTIONS
FEDERAL AND STATE AFFAIRS
TAXATION
LEGISLATIVE JUDICIAL AND
CONGRESSIONAL APPORTIONMENT

J. C. LONG
HoOUSE OF REPRESENTATIVES
ONE HUNDRED FIFTH DISTRICT
Harper, Barber,
Kingman and Sumner Counties

TOPEKA

HOUSE OF
REPRESENTATIVES

TESTIMONY ON HOUSE BILL 2250
AND HOUSE BILL 2251

MR. CHAIRMAN:

House Bill 2250 amends the statute on banking examinations to
require exit review for all banks by the examination team that
conducts such exams, This bill also allows for accurate minutes to be
kept while also providing for, if the board of directors deems
necessary, the keeping of these minutes by a certified short-hand
reporter.

Currently, regulations provide that exit reviews, which is a review
of the banks examination with the banks board of directors, may be
held by the examining agency for all banks, but must be held if the
bank has a C.A.M.EL. RATING of 3 or worse. (Banks are rated on a
scale of 1-5 with a 1 rating being the best and a 5 rating being close
to failure. C.A.M.E.L. is an acronym used by bank regulators for
their review and ratings system. C designates capital, A = assets in
the banks portfolio, M = management of the bank, E= earnings of the
banks assets and L is liquidity.) House Bill 2250 requires that the
a review examination be held with all banks and their boards of
directors.

In my 10 years as a member of a board of directors and my
seven years serving on this committee, I have discovered that
these exit reviews are extremely helpful in guiding and setting
sound bank policy. These meetings allow for interaction between
the bank board and the examination team. It allows the bank board
to understand the banks rating, why a bank is rated in this manner
and provides the bank board to further develop a working and
constructive relationship with the regulatory agency.

STATE CAPITOL

TOPEKA, KANSAS 66612-1591 P.O. BOX 472
(913) 296-7672 HARPER, KANSAS 67058-0472
TOLL FREE: 1-800-432-3924 (316) 896-2890"2_925’_ 7/‘
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Testimony

before

The House Committee on Commercial

and Financial Institutions

by Conferee:

Grant L.C. Brooks, General Counsel

Kansas Banking Department

The State Banking Department has serious concerns on both House Bill
2250 and 2251. House Bill 2250 amends K.S.A. 9-1701 by requiring the
Commissioner provide the bank a copy of their examination report or the
examination report of the federal agency. |

This requirement makes no sense. First, it takes a quantum leap in
logic to assume that the Banking Department would not supply its examination
report to the state bank. How else would the bank know of its condition?
Its a basic core responsibility to give the bank a copy of the examination;
not to do so would render the Commissioner's job useless. More importantly,
if adverse administrative action was to be taken, the U.S. Constitution
requires that any entity be informed of the basis for any adverse action
taken upon them. Second, House Bill 2250 requires the Commissioner to give
the bank a copy of the federal agency's examination report. The disclosure
of such document is prohibited by federal law; specifically, 12 CFR, Section
309.6, which prohibits disclosure of FDIC examination reports. Furthermore,
the bank will already have a copy of this examination report from the FDIC.
To make this amendment law would place the Commissioner under a state mandate
to violate federal law. :

The other provision of House Bill 2250 mandates the Bank Coﬁrmissioner
conduct an exit review meeting. An exit meeting is a courtesy given to the
bank's Board of Directors. It is this department's decision whether to

hold an exit meeting -— not the bank's. An exit meeting is used as an

2-25-9/
e Fel
/-/,)/C/{ =2



educational tool to inform bank management of the tentative findings of an
examination and to suggest ways of improving lbank management skills. I
cannot help dquestion Mr. Iong's personal motives for introducing this
particular requirement into K.S.A. 9-1701. In a particular situation which
Mr. Iong may be familiar with, this department was, and is, involved in a
multi-million dollar litigation with a particular financial institution. At
the conclusion of the examination the bank owner wanted to tape record the
exit review meeting. I directly corresponded with this particular banker and
informed him that this department had no objection to any meeting being
transcribed by a certified shorthand reporter. However, tape recordings and
"accurate minutes" are subject to alteration. House Bill 2250 merely states
accurate minutes shall be kept. Are these minutes to be taken by the state
or by the bank? If it is the intention of this amendment to turn an exit
meeting into an adversary meeting, then the State Banking Department would
request the committee amend House Bill 2250; to mandate all exit meetings be
recorded by a certified shorthand reporter. That is the only way to ensure
an accurate record of those meetings is kept. Otherwise, this amendment
should be deleted.

So, in conclusion, the State Banking Department has serious objection
to the amendments proposed in House Bill 2250. First, the law does not need
to require the Commissioner give a copy of an examination report because this
is a core responsibility of the Commissioner's job and the Constitution
requires, before somebody is deprived of a property right, that they are
given due process and informed of the findings against them. Second, the
proposed amendments require the State Bank Commissioner disclose documents
that are not his to disclose; a prohibition that is created by federal law.
Finally, this bill wants to mandate exit review meetings which are used
merely as an educational tool. The amendment by its implications, shall turn

these educational meetings into adversarial meetings. If this is the intent,

i



then the State Banking Department regquests the bill be changed to require

every exit meeting be recorded by a certified shorthand reporter. Or

alternatively, House Bill 2250 be tabled.



HOUSE BILL 2251

House Bill 2251 requires the state bank commissioner to submit
a comprehensive report to the standing committees of the house and
senate on commercial and financial institutions.

This bill would permit the state bank commissioner to report
conditions of the Kansas economy, the health of Kansas banks, the
purchase of Kansas banks by out of state banks and other pertinent
information. (State averages on loan to deposit ratios, state average
on the capital structure of banks and current economic changes that
may have an adverse or positive effect on the banking climate in
Kansas.)

Currently, no statute speaks to this issue. We have the Kansas
Water Office submitting reports on the status of the Water Plan;
Department of Education on educational issues and other state
agencies that report on their regulatory actions.

I do not want (and state law prohibits disclosure of) confidential
records records that will harm a bank or compromise its

confidentiality.

2-25-9/
’ Q FoaT

7 S~
s FS



Testimon
before
The House Committee on Commercial

and Financial Institutions
by Conferee:

Grant L.C. Brooks, General Counsel

Kansas Banking Department

The State Banking Department has concerns on House Bill 2251. This
bill requires the Commissioner submit a "comprehensive report . . . detail-
ing the financial condition of state banks and trust companies". Our problem
is what exactly is this bill requiring? As the committee members know,
detailed financial information concerning state banks and trust companies is
confidential information. K.S.A. 9-1704 already requires banks and trust
companies to publish at least 3 reports annually that detail the resources
and liabilities of the bank or trust company. Additionally, banks have to
prepare Consolidated Reports of Condition and Income in compliance with
federal law. ‘These reports are public information under the Freedom of
Information Act. Therefore, as the committee can see, there is already a
large amount of financial information available to the public and to the
legislative bodies. The State Banking Department's question is, Does House
Bill 2251 require a mere compilation of this information, or does it require
more than that? Is the comprehensive report going to be a mere statistical
analysis of state banks? The language of 2251 is so broad and encompassing
that the State Banking Department needs more direction concerning the exact
content of this report. The State Banking Department would regquest an
amendment that states information for this report be taken from the
Consolidated Reports of Condition and Income that are required to be
published under K.S.A. 9-1704.

Additionally, this bill contains no deadline requirements concerning

when the report needs to be filed. This should be in the bill to ensure the



legislature's timely reviews of the report. Without these changes, the
department requests this bill be tabled because it does not sufficiently
define the responsibilities it attempts to place on the department.

Thank you for your time and consideration.



“LICATION COPY - COMMERCIAL AND 'GS BANKS

CONSOLI REPORT OF CONDITION (Including Domes Foreign Subsidiaries) STATL 80)
LEGAL TITLE OF BANK ‘ STATE BANK NO. -
FEDERAL RESERVE DISTRICT NO.
CITY COUNTY STATE ZIP CODE CLOSE OF BUSINESS DATE
Dollar Amounts in Thousands | Bil | Mil | Thou
ASSETS X 7
1. Cash and balances due from depository institutions:  a. Noninterest - bearing balances and currency and coin  ...... 1.a.
b. Interest — bearing balances ... 1.b.

D, SEOUIMIES  oeoeoeoevereveoereoeeeseeese e eeoeeeseseeeee oo oo s o8t £ e 2.

3. Federal funds sold & securities purchased under agreements to resell in domestic offices of the bank Z
& of its Edge & Agreement subsidiaries, & in IBFs:  a. Federal funds Sold i 3a.

b. Securities purchased under agreements to resell 3.b.

4. Loans and lease financing receivables: 77 % %

a. Loans and leases, net of unearned income / % // 4.a.
b. LESS: Allowance for loan and lease 10SS€s e, 240 4b.
¢. LESS: Allocated transfer risk reserve . e, % 4c
d. Loans and leases, net of unearned income, allowance, and reserve (item 4.2 minus 4.b and 4.¢) -................. 4.d.

5. Assets held in trading accounts ..., 5.

5. Premises and fixed assets (including capitalized leases) 6.

7. Other real @State OWNEA | ... . . ... . . ... i ittt et e et 7.

3. investments in unconsolidated subsidiaries and associated COMPANIeS ............ceeriniriiiiniiiraaiaanaeaaaaens 8.

3. Customers’ liability to this bank on acceptances outstanding - .........ooirieiii i 9.

0. IMANG DI @SSOt . ... ...ttt 10.

1. 0ther assets e, 11.

2. a. Total assets (sum of items 1 through 11) 12.a.
b. Loans deferred pursuant 10 12 U.S.C. 1828 () - ..unnrimmiiane et 12.b.
¢. Total assets and losses deferred pursuant to 12 U.S.C. 1823(j) (sum of items 12.aand 12.b) ....................... 12.¢.

IABILITIES Z A

3. Deposits: a. In domestic OffiCES ... ... ... .. e 13.a.

(1) NONINErESt — DEAMNG .o s sese s seaeas s mamseseeanas et atares // / / 13.a.(1)
(2) Interest — bearing 7/ /% 13.a.(2)
b. In foreign offices, Edge and Agreement subsidiaries, and IBFs ...l 13.b.
(1) Noninterest —bearing .............. e ettt R / 2413.b.(1)
(2) INterest—DEAMNG ... .. o A A A13b.2)

1. Federal funds purchased and securities sold under agreements to repurchase in domestic offices of the bank // / %

& of its Edge & Agreement subsidiaries; & in IBFs:  a. Federal funds purchased ... .. ... 14.a.
b. Securities sold under agreements to repurchase ..... RPN . 14.b.

5. Demand notes issued 0 the U.S. TIEASUIY .. ... .. ..ttt 15

5. Other BOITOWEM MOMEY - -ttt ettt ettt ettt et e e e e e et 16.

7. Mortgage indebtedness and obligations under capitalized leases  ..........c.ooiiiiiiiii i 1.

8. Bank’s liability on acceptances executed and OUSEANGING .- ..cueveunomnmn oo 18.

9. Subordinated NOES ANd AEDENIUIES  «etutvrne oettee et et e et ettt e e e s 19.

3. OUNEF HIADIHHES <« « <« e e m e e e e e e e et e e et e e et e e e e e e 20.

1. Total liabilites (sum of items 13 through 20) ... ... 21.

2. Limited — life preferred Stock and related SUIPIUS ... ...t s 22.

QUITY CAPITAL Y77

3. Perpetual preferred stock and related surplus (No. of shares outstanding Y e 23.

4. Common stock (No. of shares a. AUthorized e s, %

b. Qutstanding ... Yorrmnerereme e e 24,

. Surplus (exclude all surplus related to preferred SIOCK) -+« - -+ xrorrrrreriree 25.

3. a. Undivided proﬁts and capital FESEIVES - rr s reetr e tras et et 26.a.
b. LESS: Net unrealized loss on marketable equity SECUMHIES et 26.b.

7. Cumulative foreign currency translation adjustments ... oo 7722 /

8. a. Total equity capital (sum of items 23 through 27)  « - orire i r e 28.a.
b. Losses deferred pursuant to 12 U.S.C. 1828 (1) - - orni it 28.b.
¢. Total equity capital and losses deferred pursuant to 12 U.S.C. 1823 (j) (sum of items 28.a. & 28.b)  ..-.......vone 28.c.

9. Total liabilities, limited — life preferred stock, equity capital, and losses deferred pursuant to // - Z
12 U.S.C. 1823 (j) (sum of items 21, 22, @nd 2B.C) -« -tooroomnnnn i ie oo 29.

IEMORANDA: Amounts outstanding as of Report Date: 7 MEMO

ca. Standby letters Of Credit. TOMRI e eeee s essae e e e 1i.a.

. b.Amount of Standby letters of credit in memo 1.a. conveyed to others through participations  ...................... - 1.b.

IOTE: This report must be signed by an authorized officer(s) and attested by not less than three directors other than the officer(s) signing the report.

'We, the undersigned officer(s), do hereby declare that this Report of Condition has been prepared in conformance with official instructions and is true

ind correct to the best of my (our) knowledge and belief.

JIGNATURE OF OFFICER(S) AUTHORIZED TO SIGN REPORT DATE SIGNED

JAME AND TITLE OF OFFICER(S) AUTHORIZED TO SIGN REPORT AREA CODE/PHONE NO.

Ne, the undersigned directors, attest the correctness of this Report of Condition and declare that it has been examined by us and to the best of our

<nowledge and belief and has been prepared in conformance with official instructions and is true and correct.

3IGNATURE OF DIRECTOR SIGNATURE OF DIRECTOR SIGNATURE OF DIRECTOR
AKE MARK FOR State Of COUmyOf19 ............... CEN

JTARY'S SEAL)
and | hereby certify that | am not an officer or director of this bank.

Sworn to and subscribed before me this ... SRR, - VY. SRR

My commission expires ... .............19

Signature Notary Public




