Approved:

MINUTES OF THE HOUSE COMMITTEE ON FINANCIAL INSTITUTIONS AND INSURANCE.
The meeting was called to order by Chairperson William Bryant at 3:30 p.m. on March 22, 1993 in Room

527-S of the Capitol.

All members were present except:

Committee staff present: William Wolff, Legislative Research Department
Bruce Kinzie, Revisor of Statutes
Nikki Feuerborn, Committee Secretary

Conferees appearing before the committee: Dick Brock, Insurance Department
Bud Cornish, Kansas Life Insurance Association

Others attending: See attached list

Hearing on SB 306: Life and health guaranty fund limits

Dick Brock, Insurance Department, reviewed the history of the Life and Health Insurance Guaranty
Association Act and legislation since its inception (Attachment 1). Enactment of this legislation would return
the death benefit and aggregate limits to the amount originally proposed, make Kansas limits conform to the
NAIC model, and bring Kansas into line with almost all other states.

Bud Cornish, Kansas Life Insurance Association, voiced support of the legislation.

Representative King moved for an amendment to SB 104 (Attachment 2). Representative Neufeld seconded
the motion. Comments during discussion included whether Bank IV would become a target for acquisition
and if the bill was in the best interest to Kansas. Representative Neufeld made a substitute motion to table the
bill. The motion was seconded by Representative King. The motion failed.

Representative Wagle made a substitute motion to Representative King's original motion for an amendment to
SB 104 (Attachment 3). Representative Gilbert seconded the motion. This amendment would bring savings

and loans under the cap provisions and reduce the proposed 18% cap to 15%. The amendment was discussed
in two parts: cap provisions for savings and loans and raising the cap to 15% from the original 12%. It was
determined that the savings and loan question was not part of the original bill and not enough information had
been made available to committee members to make a decision. The savings and loan portion of the
amendment failed.

Upon a vote on the portion of the proposed amendment which would provide for a 15% cap, the motion
passed. Representative Heloerson moved that SB 104 be passed as amended. Representative Watson
seconded the motion. Representative King moved for a substitute motion to include his first amendment
(Attachment 2) which would limit out of state ownership of banks only to 12%. The motion was seconded by

Representative Neufeld. The motion carried.

Representative Neufeld moved to amend SB 104 by striking after the word "state" on page 1 line 22 through
line 24 after the word "state." This amendment would change the whole formula and Bank IV would now be
over the 12% cap. Representative Wagle made a substitute motion to strike the above language and add
savings and loans and holding companies as suggested in the first box of Attachment 3. Representative King
seconded the motion. Again committee members spoke against the suggested amendment due to lack of prior
information and study by members. Growth by acquisition rather than actual growth was discussed and its
ramifications on the state banking business. The motion failed.

Representative Allen moved that the bill be passed as amended with technical changes to be made by the

Revisor. Representative Helgerson seconded the motion. The motion carried with Representatives King and
Neufeld asking to be recorded as "no" votes.

Representative Crabb moved to amend SB 179 on Line 27 of page 1 to delete "anywhere" and add "any city

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 1
appearing before the committee for editing or corrections.




CONTINUATION SHEET

MINUTES OF THE HOUSE COMMITTEE ON FINANCIAL INSTITUTIONS AND INSURANCE,
Room 527-S Statehouse, at 3:30 p.m. on March 22, 1993.

with a population of more than 20.000." Representative King seconded the motion . The motion carried.
Representative King moved that the bill be passed as amended. Representative Minor seconded the motion.

The motion carried.

Representative King moved that SB 36 be passed favorably out of committee. Representative Weiland

seconded the motion. The motion carried.

Representative Bruns moved that the minutes of March 16 and 18 be approved. Representative Correll
seconded the motion . The motion carried.

The meeting adjourned at 4:45 p.m. The next meeting is scheduled for March 23, 1993.
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Testimony on
Senate Bill No. 306
by
Dick Brock

Kansas Insurance Department

The Life and Health Insurance Guaranty Association Act creates a
mechanism to protect policyowners, insureds, beneficiaries and others
against losses which might otherwise occur due to an impairment or
insolvency of an insurance company authorized to transact life and/or
health insurance in Kansas. A similar but separate act provides for a

property and casualty guaranty associatiomn.

As originally enacted by the 1972 Kansas legislature, the Life and Health
Insurance Guaranty Association Act provided that, subject to certain
exceptions unrelated to Senate Bill 306, the guaranty association would
be liable for all the contractual insurance obligations of an impaired or
insolvent insurer except the death benefit coverage on a single life was
limited to an aggregate of $300,000. In the early 1980s, the
difficulties of a fimancial services conglomerate known-as Baldwin United
made it quite obvious that the then current guaranty fund statutes were
inadequate to address the complexities produced by emerging interest
sensitive insurance products, leveraged buy-outs and other creative
changes generated by the high interest rates and high yielding financial

instruments that became available in the late 1970s and early 80s.

Consequently, in 1984 and 1985 the National Association of Insurance
Commissioners (NAiC) addressed a number of regulatory issues that were
exposed by the Baldwin United experience. One of these was the need to
redesign the guaranty fund laws including the need to selectively limit
the fund's liability depending on the insurance product involved. As a
result, significant amendments were adopted by the NAIC in December 1985
and were incorporated in a legislative proposal recommended by the
Department to the 1986 Kansas legislature. Among other . significant

changes, this proposal included a separate, specific limit of gua;gpty/
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fund coverage of $300,000 in life insurance death benefits; $100,000 in
cash surrender values; $100,000 in health insurance benefits; $100,000 in
the present value of allocated annuity benefits; and an aggregate limit
of $300,000 with respect to any one life regardless of the number of
contracts or kinds of policies involved. During the legislative process,
the death benefit was reduced from $300,000 to $100,000 and the aggregate
limit was reduced from $300,000 to $200,000. That is the law today. )

The original 1986 proposal included the coverage limits contained in the
NAIC model at that time and are still current. Therefore, enactment of
Senate Bill No. 306 would return the death benefit and aggregate limits
to the amount originally proposed, make Kansas limits conform to the NAIC
model,*and, as indicated on the table attached to my testimony, bring

Kansas into line with almost all of the other states.

The Senate committee amendment which appears .on page 7 of the bill
specifies that the increased limit of liability for death benefits and/or
the aggregate benefit will apply only to the claims of impaired or.
insolvent insurers for which the guaranty association becomes liable

after July 1, 1993.



REats

Basic Provisions of State Life/he
Funds
.\{’ )

alth Guaranty

Unallocaled’ Blue Cross/ Biue

Padge 49

Stale ~ ~ Scopeolcoverage annuilies covered? Shield covered?
NAIC moZzl acl Residenls only Yes No®
Alzbame Al policyholders Sz’ No
Alaska Residents only Yes - : No
Adzona Residenis only Seent® No *
Arkansas Residenls only Yes Yes® .
Californiz® Pesidents only No o
Cotorado Residents only No
Connacticut Residenls only Tes®
Calaweare Pesidents only No
Ficiica Rzsidents only Yzs®
Residents oniy S . Mo
Aasidents only o No
Azsidents only® No No
Iincis Fesidenis only Yes Yes
Ingiznz Residents only® Yes' Yes®
lowz Azsidents only Yes No
Kansz Fesidents only Ne Mo )
KeniuCry Rasidents only N2 Yes© -
Leuisiana Residents only e Na
Maing Residents only Steni® No :
Maryland Residents only® Seenl® Yes ;
Massachusells Residents only No No :
Michigan Residents only Yes No :
Minnzsola Residents only® Yes® Yes
Mississippi Residenls only Yes No
Missouri Residenls only No Yes
Moniana Residenls only Seen® . No
Nebraska Residents only® Szl Yes®
Mevada Residents only No No
Nav: Hampshire Al Policyholders Sezat® No
New Jeisey Residenls only Yes No
New Mexico All Policyholders Sierl®. No
New York Residents only® Yes No
Norih Catolina Residenls only Yes No
" Netih Dakola Residenls only Yes “Nor
Onio. ___ PResidentsonly Yes - Yes®
Oxlzhome Pesidentsonly  ~ No ’ Mo
Orzgon __Aesidemtsonly . mo o
Pernsylvana A Policyholdeis Sitent® T Ho

%

Arraadix IV

Provisions of State Life health Guaranty

Limils of Guaranty Fung Liability

Life benefils

Health benelits

Unallocatied

All znnuities Benelils policy cash value  annuities -
$300.000 $100.000 $102500 $300.00 $100,000 $5.000,000
Not specified Noi specilied No: ssecillzd 300,622 100,060 Mol applicatlz
300.000 100,000 300,09 100,000 5,000,000
Noi specified Not spcilied 300,020 100,000 Nol applicabiz
100,000 100,000 300,003 100,000 1,000,000
250,000 200,000 100,220 250,000 100,000 Mot 2ppiiczdis
300,000 100,000 100 720 300,000 100,000 Nol applicad's
300.000 300,000 100 22 300.002 100,090 5,000,000
300.000 100,000 100,20 300,622 160,000 1000002 —
Not spasifieg ot spacitied 300,05 500,000 ____MNetepplicatls A
Nol specifizd N3t specifisd- 300,003 - 100,000 5,000,005 _
300.000 0.0 300,072 100,000 Not applica
Mol specified - Not specilied 300,020 100,000 Nol applicebiz
300,000 302,000 300,022 100,000 * 5,000,050
Nol spacifisd Noi specilied 300,002 160,000 300.000
Not specitied Ne: specified 300,052 100,000 1,000,009
100,00 102.000 200,050 100,020 Mol apphicediz
300,000 103,000 Not snzciiied 100,030 Nl gpoh =
300000 102,000 100079 300,000 100,000 Molapplicsbiz -
Nol specilied Not spacilied Nol szacifisx 300,030 100,000 Not applicablz
No limit No fimit No limi - No limil No limit
300,000 100,000 300.062 100,000 Noi appliczble
300.000 100,000 100,020 300,000 100.000 5,000,000
Not spzcitied * Not specified Not szcifisd 300,000 ® 100,000 100,000
300,000 " 109,000 100,020 300.000 100.000 5,000,000 }
300,000 100,000 100,020 300,000 100.000 Noiapplicable
300,000 Nol specilied Nol spacilisd Nol spzcilied ot specilied Not applicedlz
300,000 Not specilied - 100,020 300,000 100,000 Nolepplicable
300,000 - 100,000 100,020 300,000 100,000 Not applicable
Nol specilied Nol specified Nol sp=cified 300,000 100,000 Hol epplicable
500,000 No firmil 500,020 500,000 100,000 2,000,000
Not specified Not specified Nol szcilies 300.000 100,000 Not applicable
ol specilied .Not specilied ol sp=cilied 500,000 Not specilied 1,000,000
Not'specilied Noi specilied Not sp=cified 300.000 Nol specilied Nol specitied
300,000 100,000 100,00 300,000 100,000 5,000,000
300600 . 100,000 100,029 300,000 100.000 1,000.000
330.000 300,000 300,00 300,000 100,000 Nol applicadle ____
300,600 - 100.000 100,07 300,000 100,000 ot applir —
Noi specilied Not specilied Not sg<cilie 300,000 100,000 Nol appli o

Pave d1

l\,-.uér’.ued)

Source: March 1992 GAO Report



Appendix IV

Baslic Provisions of State Life/mealth Guaranty

Fands

Unallocated

Blue Cross/ Blue

State Scope of coverage annuilles covered? Shleld covered?
Rhode Island Residenls only* Sitent® No
South Carolina All Policyholders Silent® Yes®
South Dakola Residents only No No
Tennessee Residents only No? % No
Texas Residents only® Yes Yes
Uiah Residents only Yes® Yes
Vermont All Policyholders Silent” No
Virginia Residenls only Yes®
Washinglon Residents only® Mo
\Wasl Virginia Resicanls only® Yes
\Wisconsin Residanis only Silent® Mo
Wyoming Residznis only Silent® No
District of Columbia  NO LIFE AND

HEALTH GUARANTY

FUND
Puzrto Rico Residznis only Silent® Yes

B

Appeadix IV
Basic Provisions of State Lifz health Guaranty
Funds

# . ¥
¥ ’r .

Limits of Guaranty Fund Liability

UnaHof:aled

Life benefits Health benelits Alf annuities Benelits Policy cash value annulne‘s
300,000 100,000 100.000 300.000 100,000 Not appl{cable
Nol specified Not specilied Not spacilied 300,600 Not specilied Not applfcabl‘i
300,000 : -100,000 100.000 300,000 100,000 Nol applicablz
300,000 100,000 100.600 300,000 100,000 Not applicable
300,000 200,000 100,600 300,000 100,000 2000000
300,000 100,000 100,000 300,000 ; 100,000 uOOOOOO
300,000 Nol specified Not spaciliad Nol specified Not specified Not appI!cabze
Nol specified Not specilied Nol sc=cified 300,000 100,600 _ Not applicable
500,000 500,000 500,000 500,000 Not specilied 5,0€0,000

N R o ' iaahio
300,000 Nol specified Not sgecilied - Nol soacifiad Not specilicd Not in’{CGb:- .
Not spacifiad Not specifizd 300,000 Not specitied Not app!ica‘tJ:e
300,000 100,000 100,000 300,000 100,000 Not applicadis
300,000 Not specitied

Not spacified Nol specitied Not specitied Mot applicable

Notes: Not 2ll stetes’ lzws specity ssparale lim s fof life, health, annuities, and cash values.

. cen o:aanizal Blos
“The rrodal acl dozs not previde covarage for raa-grolit medical saivice oiganizations such as Biog
Cross Slue Shield plans. ;

*Guarary fund law pelinar includss ror excluczs unaliocated annuities.

*Several statzs do ot k2l Blue Cross/Elue Sr2id as 2 non-profil organization. butficense il 25 2 mulual
insurarce compary. In 1is siluation, it is coversd unde? the slale’s quaranty {und.

“Calilcrria has Ivo separate lurds: one lor hei1 insurance, and one fof life and annuity policies.
*Guaraniy fund covers sizie fesicznis only, but zoes not conform lo e NAIC model acl.

] . . .
'Guarzriy lund lawis sleal on coverage of una'cated annuities. Guaranty lund caverage vias oidered
by couri decision,

fAccerzing to NAIC, unzilccated annuities are covered only if qualilied under provisions of the Employee
Ratirerr2nl and Incomz Security Al

fAccerzing to NAIC, unaticcated annuitizs ate <1 covered excepl amounts guaranteed o indiiduals by
insurer

Saurce National Associzlion of Insurarca Corm —wssionars and the National Organization ol Lile and
riealth Suaranty Associalions
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Session of 1993

SENATE BILL No. 104

By Committee on Financial Institutions and Insurance

1-27

AN ACT concerning banks and banking; ownership limitations;
amending K.S.A. 9-520 and repealing the existing section.

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

Section 1. K.S.A. 9-520 is hereby amended to read as follows:
9-520. (a) Excluding shares held under the circumstances set out in
paragraph (2) of subsection (a) of K.S.A. 9-519, and amendments
thereto, no bank holding company or any subsidiary thereof shall
directly or indirectly acquire ownership or control of, or power to
vote, any of the voting shares of any bank domiciled in this state
if, after such acquisition, all banks domiciled in this state, in which
the bank holding company or any subsidiary thereof has ownership
or control of, or power to vote, any voting shares, would have, in
the aggregate, more than 12% 18% of the total deposits of all banks
in this state plus the total deposits, savings deposits, shares and
other accounts in savings and loan associations, federal savings banks
and building and loan associations in this state as determined by the
state bank commissioner on the basis of the most recent reports to
supervisory authorities which are available at the time of the
acquisition- &—

(b) This section shall not prohibit a bank holding company or

any subsidiary thereof from acquiring ownership or control of, or
power to vote, any of the voting shares of any bank domiciled in
this state if the state bank commissioner, in the case of a bank
organized under the laws of this state, or the comptroller of the
currency, in the case of a national banking association, determines
that an emergency exists and that the acquisition is appropriate in
order to protect the public interest against the failure or probable
failure of the bank. . A

Sec. 2. K.S.A. 9-520 is hereby repealed.

Sec. 3. This act shall take effect and be in force from and after
its publication in the statute book.

=] Except that no bank holding company located
=" |in a state other than Kansas shall directly or indirectly
| acquire ownership or control of, or power to vote, any
| of the voting shares of any bank domiciled in this state
|in which the bank holding company or any sub-
‘| sidiary thereof has ownership or control of, or power
.| to vote, any voting shares, would have in the aggregate,
“|more than 12% of the total deposits of all banks in
| this state plus the total deposits, savings deposits,

shares and other accounts in savings and loan associa-

| tions in this state as determined by the state bank

commissioner on the basis of the most recent reports
to supervisory authorities which are available at the

- time of the acquisition.
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Session of 1993

SENATE BILL No. 104

By Committee on Financial Institutions and Insurance

1-27

AN ACT concerning banks and banking; ownership limitations;
amending K.S.A. 9-520 and repealing the existing section.

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

Section 1. K.S.A. 9-520 is hereby amended to read as follows:
9-520. (a) Excluding shares held under the circumstances set out in
paragraph (2) of subsection (a) of K.S.A. 9-519, and amendments
thereto, no bank holding company or any subsidiary thereof shall
directly or indirectly acquire ownership or control of, or power to
vote, any of the voting shares of any bank domiciled in this state
if, after such acquisition, all banks domiciled in this state, in which
the bank holding company or any subsidiary thereof has ownership
or control of, or power to vote, any voting shares, would have, in

No holding company which has as a subsidiary

.| a state or federally chartered savings and loan

or a federally chartered savings bank shall directly
- or indirectly acquire ownership or control of, or

‘| power to vote, any of the voting shares of any bank
"1 of federally chartered savings and loan or a

federally chartered savings bank domiciled in this
state if, after such acquisition, all banks or

| federally chartered savings and loan or a feder?lly
‘| chartered savings bank domiciled in this state in

which the holding company or any subsidiary

thereof has ownership or control of, or power to vote,
any voting shares, would have, in the aggregate, more
than 15% of the total deposits of all banks

. lin this state plus the total deposits, savings deposits,' .

1 shares and other accounts in savings and loan associations,
| federal savings banks and building and loan associations
lin this state as determined by the state bank

commissioner on the basis of the most recent reports
to supervisory authorities which are available at the time
of the acquisition..

the aggregate, more than 12% 8% of the total deposits of all banks
in this state plus the total deposits, savings deposits, shares and
other accounts in savings and loan associations, federal savings banks
and building and loan associations in this state as determined by the
state bank commissioner on the basis of the most recent reports to
supervisory authorities which are available at the time of the
acquisition.

(b) This section shall not prohibit a bank holding company or
any subsidiary thereof from acquiring ownership or control of, or
power to vote, any of the voting shares of any bank domiciled in
this state if the state bank commissioner, in the case of a bank
organized under the laws of this state, or the comptroller of the
currency, in the case of a national banking association, determines
that an emergency exists and that the acquisition is appropriate in
order to protect the public interest against the failure or probable
failure of the bank. :

Sec. 2. K.S.A. 9-520 is hereby repealed.

Sec. 3. This act shall take effect and be in force from and after
its publication in the statute book.




