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MINUTES OF THE Senate Committee on Financial Institutions and Insurance.

The meeting was called to order by Chairperson Don Steffes at 9:00 a.m. on March 10, 1998 in Room 529-S

of the Capitol.
All members were present except:

Committee staff present: Dr. William Wolff, Legislative Research Department
Fred Carman, Revisor of Statutes
Nikki Feuerborn, Committee Secretary

Conferees appearing before the committee: Tom Wilder, Kansas Insurance Department
Charlie Hostetter, First Savings, Manhattan
John Houlihan, Director of Purchases for state
Ted Haggart, Community Bank President, Manhattan
Kathy Olsen, Kansas Bankers Association

Others attending: See attached list

Hearing on HB 2640--Fire lien notification requirements

Tom Wilder, Kansas Insurance Department, informed the Committee that the Department must be notified
when a fire lien ordinance is passed and the Department is required to notify over 800 insurance companies
(Attachment 1). This requirement takes two employees most of one day to send out the ordinance notice
notifications. The Department is requesting to list in its Quarterly newsletter or post on their website those
cities and counties that have passed ordinances. It is similar to the Minnesota and Michigan models. Many
smaller cities and townships are constricted by the current law because they are required to notify the state
within 14 days and part-time clerks find this an unrealistic deadline.

Senator Feleciano moved to amend the bill to include windstorms in the provision and to change the effective
date to publication in the Kansas Register. Motion was seconded by Senator Becker. Motion carried.

Senator Feleciano moved to pass the bill out as amended. Motion was seconded by Senator Becker. Motion
carried.

Hearing on_HB 2904--Contracts by regents institutions for use of debit cards

Charlie Hostetter, First Savings Bank of Manhattan, reported that Kansas State University did not go through
the Secretary of Administration’s state purchasing agency when it bid for a debit card service for its student
union and university (Attachment 2). An outside consultant who had previously worked at Florida State
University was hired to work with the card provider. When the bid was not awarded to First Savings Bank,
they asked to see copies of the other bids. Kansas State University refused to share this information.
Through the Freedom of Information Act, the records were finally released. Mr. Hostetter said they did not
believe the bids were analyzed fairly so suit was filed against KSU. This suit was ultimately dismissed
because of a 30 day filing time limit. The card provider, however, had been notified more than 30 days prior
to that time. First Savings was not notified.

The bill would require that such bids go through the state process versus being bid independently. KSU has
been the only school to bid outside the state process. Bid process statutes would be followed as outlined by
the Department of Purchasing similar to insurance.

John Houlihan, Director of Purchases for the state, said he felt the KSU situation was an anomaly. Since the
KSU Student Union is non-profit, it is not under the state rules. KSU wanted the Union and University to be
under the same standard card so they let the Union lead the process. He voiced support of the bill but does not
know if it is necessary. He also clarified that the best value bid, not the lowest bid, must be accepted. If the
bill is passed, when the KSU contract comes up for renewal, it must be re-bid through the state. No other

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.
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schools would be affected because the other Regents universities bid through the state originally so their
renewal would not have to be re-bid.

Ron Gaches introduced Ted Haggart and commented that Bernard Pitts, KSU Union Director, whom he had
spoken with, said they tried to mirror the state bid process.

Ted Haggart, Community Bank President, Commerce Bank, Manhattan, spoke on behalf of the bank who had
been awarded the bid (Attachment 3). The Committee commented that the terms of the contract with KSU
(seven years with two extension terms) were long considering the upheaval of the banking industry. In
response, Haggart said that it was due to the large investment Commerce had put into the program which
included a full service branch in the KSU Union.

The card’s uses (ATM, library, lunch ticket, official ID, telephone service) were discussed. These “purses”
have information stored in them which allowed varying degrees of access according to individual cardholders
plans. It was conceded that a motive of the bank in providing a debit card is to enter into a long term
relationship with students.

Kathy Olsen, Kansas Bankers Association, said their concern was that the bid process would be cost
prohibitive to small banks (Attachment 4).

The hearing was closed with no action taken.

The meeting was adjourned at 10:02 a.m. The next meeting is scheduled for March 12, 1998.
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Kathleen Sebelius

Commissioner of Insurance

Kansas Insurance Department

MEMORANDUM

To: Senate Financial Institutions
and Insurance Committee

From: Tom Wilder
Re: Substitute House Bill 2640 (Fire Liens)
Date: March 10, 1997

I am appearing today in support of legislation which will change the record
keeping required of the Kansas Insurance Department for “fire lien” ordinances approved
by cities and counties. Current law authorizes cities and counties to pass ordinances or
resolutions which allow them to file liens against property damaged by fires, explosions or
windstorms. The liens can be filed against up to 15% of the proceeds from property and
casualty insurance coverage on the structure. The funds from the policy are used to
salvage or remove the building from the property.

The current law also provides that once a city or county passes a fire lien
ordinance or resolution they shall send a copy to the Department of Insurance. Qur
agency must in turn send copies of the ordinance or resolution to every insurance carrier
authorized to write fire insurance in Kansas. The Insurance Department must mail out
notices to over 800 property and casualty carriers each time a ordinance is sent to us by a
city or county. I have attached a copy of an ordinance notice which our department
mailed out last December together with a list of the 42 ordinances which were mailed out
in 1997. As you can see, the mailing of notices is an expensive and time consuming task
for our agency.

The substitute bill allows the Department, once each calendar quarter, to provide

property and casualty insurers with a list of those cities and counties which have adopted
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fire lien ordinances. The language is similar to the notification procedures used in
Minnesota and Michigan. The Department plans to either mail the list of cities and
counties to the carriers or include the list in our Quarterly Newsletter or on our internet
website.

The statute was also amended by the House Committee at the request of the
Kansas League of Municipalities to remove the requirement that local units of government
have 14 days to notify the Insurance Department after the adoption of a fire lien
ordinance. The League indicated that some of the smaller cities and townships, which
have part-time clerks, may need more than 14 days to process the ordinance and get the
notice out to the Insurance Department.

There is one additional technical amendment which I would ask the Committee to
consider. Last year, K.S.A. 40-3901 and 40-3903 were amended to allow cities and
counties to include windstorms as one of the causes of loss which could be covered by the
ordinances. When this change was made, the new provision should have also been
amended into K.S.A. 40-3902, 40-3903 and 40-3094. I have attached a copy of the
proposed amendments to my testimony for your consideration.

This legislation will make it easier for the Department to handle the paperwork
required by the notice provisions of the statute. I would ask this Committee to approve

Substitute for House Bill 2640 with the proposed amendments.
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Kathleen Sebelius

Commissioner of Insurance

Kansas Insurance Department

Fire and Casualty Division
Fire Lien Bulletin No. 157

TO: All Insurers Issuing Fire, Explosion or Windstorm Insurance in the State
of Kansas

IMPORTANT: FOR DISTRIBUTION TO SUPERVISOR(S) OF KANSAS
OPERATIONS

FROM: Kathleen Sebelius

Commissioner of Insurance

SUBIJECT: Promulgation of Ordinances by Winfield,
Kansas under the Purview of K.S5.A. 40-3901, et.seq.

DATE: December 29, 1997

Pursuant to K.S.A. 40-3905, I am enclosing a copy of an ordinance adopted by Winfield, Kansas,
which creates a lien on certain insurance proceeds. For the purpose of complying with this
ordinance, please refer to K.S.A. 40-3901, et. seq. for necessary procedures and responsibilities
that must be implemented by the insurance company. Failure to comply with statutory
provisions may result in duplicate claim payments. This revised ordinance includes a change
due to a revision in K.S.A. 40-3901 through enactment of House Bill No. 2045 of the 1997
legislative session. This change includes the peril of windstorm in addition to fire and explosion
which affects the proceeds of an insurance policy.

You will note that you have 60 days from the date of this Bulletin to establish the necessary
procedures and advise adjusters, agents or other persons responsible for your operations in
Winfield, Kansas of the steps to be taken to comply with the statutory provision under K.S.A.
40-3901, et. seq.

Please be advised that the Winfield, Kansas ordinance has not been reviewed by the Kansas
Insurance Department for compliance with K.S.A. 40-3901, et. seq. It is the responsibility of all
insurance companies insuring buildings and other structures against loss by fire, explosion, or
windstorm in Winfield, Kansas to comply with the provisions in K.S.A. 40-3901, et. seq.

ACKNOWLEDGMENT OF RECEIPT OF THIS NOTICE IS NOT REQUIRED.

/
Kathleen Sebelius
Commissioner of Insurance / - \j
KS:rs 420 SW 9th Street 785 296-3071 o5 Consumer Assistance Hotline
Topeka, Kansas 66612-1678 Fax 785 296-2283 1 800 432-2484 (Toll Free)
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BILL NO. 3 ORDINANCE NO. 355
AN ORDINANCE
REPEALING Chapter 12, Articke 6 of the Revisod Ordinanocs of the City of Winficid, Cowlcy County,

Kansas, and adopting a new Chapter 12, Artick 6 L Proceeds Fund, p o
K.S.A. 40-390 gt s,

NOW, THEREFORE, BE IT ORDAINED BY THE GOVERNING BODY OF THE CITY OF
WINFIELD, KANSAS:

Section 1. Scope and Application. The city is hereby authorizod to utilize the procedures established
by K.S.A. 40-3901 g{ seq., wherchy no insurance comparny shall pay a claim of & named insured for
huotd;mgchmybuildingwndmslnmnbu!udwiﬂtinlh:ci{y,lmmgnu(ot’anyﬁm,
wummummkhmmumwwmmmm
nmcwmmdcnﬂpdiduishmncnoﬂSpetwﬂofdwhccvdueofﬂwpolicymwﬁngm&
building or other insurcd structurc, unkess there is compliance with the procodurcs st oul in this

Section 2. Lici Created. The goveming body of the city bereby creates a lien i favor of the city on
umdmymmwiqbudupmnmwwddlhnpnmnud:brbmmmm
1 8 building or other structure located within the city, caused by or arising out of any fire, explosion,
utwindstom,wtmhmmmmmhhhraﬂdmbssadamsemdwwﬂdingorubu
structurc under all policies is in excess of 75 pﬂwlofﬂwﬁccvdueofﬂwpoﬁcy(s)mingnmh
Mﬂimuoduiwmdmmw.ﬂtﬁmnmunpmmwﬁux.wmmkvy,u
myu&nrdum:hmodmrulpmpeﬂybywmhdﬂlfofﬂndtywhhhkmmbmmm
um,muumwmmumuw.mw
:ﬁmmmmmmhummwmwMEmmmg

Section 3. Same: Encumbrances, Prior to final seitiement on any claim covered by Section 2, the
insurer or insurers shall contact the county treasurer, Cowley County, Kansas, to determine whether
any such encumbrances arc prescotly iin existence. If the same arc found to exist, the insurer or
insurcrs shall execute and transmit i an amount cqual 10 that owing under the encumbrances & draft
payable to the county treasurer, Cowiley County, Kansas.

Section 4. Same; Pro Rata Basis. Such transfer of procoeds shall be on a pro rata basis by all
i jies insuring the building or other structure.

= X
Section & Procedhure. (s) When final settlement oa a covered claim has been agresi Lo or grytved at
betwoen the named insured or i ds and the company or compank final sfement <
ﬁpﬂw‘o{ﬂwﬁeewlmnfﬂnpdicymkgmyhﬂding«ubq_hﬁmﬂmm:q iadyien
all smounts duc the holder of a first real estate mortgage against the bifiding orother sipucture,
wmmwdwmofdwpdicymmﬂum,d\dlhm%wmmm
mmuwishﬂmuahﬂmﬁ&bhétywhgﬂi&mmywm
dlSpuwluEhmvdchhplmuﬁwdmﬂwdqwofﬂr&iwhaiﬁmdlnuﬁ&nu
bﬁchummmyuwniﬁwﬁcmhuumwdﬂndampdhﬂdhgwm

as well as all : ’MNMMMMMM&”M&:W“&M
socurc. (b) mmdmmumammmwmmmmmmm
oc other structure.  Policy remaining aficr the transfer o the city shall be disbursed in

3 proceeds
mdlnpenihdupo&ym (c) Upon the transfer of the funds as required by subsection (a) of

insurcd or dis, th total i 2g¢ applicabl (0 said building or other structure, and the
amount of the final setticment agreed to or arrived at b the i pany of compani
and the insured oc i ds, whereupon the city s shall contact the named insured or insureds

bymginnodmﬂ.wﬁfyhgﬁm&muﬂimmpmomhhwbmwodwdbyﬂtdtymd
wm«umnhmwm ordinance.

Section 6. Fund Created: Depasit of Maneys. T‘heciymu'hembynuchmimdmddn]lm
2 fund to be known as the Proceeds Fund.” All Y ived by the city as
w&dﬁw&mmhwhﬂmmmhmhum%umgm.

Section 7. City Mansger: fovestigation. Removal of Structure. (1) Upoa receipt of moncys as
ided for by this ondi the city shall immediately notify the city manager of said

mmwdwmmm pany or companics 10 the city
—-ger.(b)\ﬁhia!ﬁﬁrufﬂuneeiplofuid v1, the city shall determine, after
prior investigation, whether the city shall instigate dings wnder the provisions of K.SA. 12-1750

imvestigation, igate p g
ot jeq., as amendod. (€) Pﬁ«hdﬂuq:inﬁmofﬂwiﬂdaﬁmﬂiﬁodbynbsacﬁm(b)af&i:
mheﬁwﬂmﬁfyu&ymmuwﬁwmd:biﬁﬂmm
MHHAIZ—ITﬁmaumdd(ﬂlfudymeMm
-ﬂrﬂAl!—l?ﬁmumMRmkudmwﬁdﬂanP
fsker than 30 days afier receipt of the moncys by the city treasurer. (e} Upon motification to the city

by the city manager that mo procendings shall be initisied wnder K-S.A. 12-1750 ot pcq, 82
Muwmummﬂmmmmmnum
or Insureds as identificd in the communication from the § pany or companics. Such retum
shall be accomplishiod within 30 days of the receipt of the ys from the i pany of
companics.

Section 8. Removal of Structure: Excess Mooeys. I£ the city manager has procooded wader the
pﬂvkiﬂofK.SA. Il-lfﬂm“mﬂmhmﬁumiw
mnwmumhumaum‘«muwm
if any, ehall be paid to the insured.

Section 9. Ehdyw.wﬂmdhlbuﬂdiuoroﬂﬂ

cture damaged by fire, explosion, of wind dotermines that it is y 8o act under KS.A.
12-1756, pary p ds roocived by the city under the suthority of Section 5(x) relating to that
%wﬂmﬂkudbmn&yﬁmmwwudyh
prooecding under KS.A 12-1756. Upon reimt ﬁmﬁu" SI:)uldll:c the city

wmmmum«wmm&u i
qummuwmmﬁmummmmmm,
bedy.—gal-lphﬁdumimusduﬁulbyu..t 12-1756, in an amount equal to such
exoess expenses incurred.
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Section 10. Effccd upon Insurance Policies. This ordinance shall not make the city a par
insurance contract, aoc is the insurer liabls to any party for any amount in excess of the |
otherwisc payable under its insurance policy

Section 11. [nsurcrs: Liability. Insurers complying with this ordinance or attempting i .
nwmmwmmmmﬁmdmuﬂMimwuﬂmﬂgﬁ:ﬂ
not be docmed in violation of K.S.A. 40-2404 and any d thereto, inchudi ohboldi
pamtofmyimewumwﬂmmmrdmh\guimi‘xg ¥
information pursuant to this ordinance. =i

Section 12 Effective Datc, This ordinance shall be in full force and effect from and afier its adoption
and publication once in the official city newspaper

A .ty: Goveming Body of the City of Winficld, Kansas, this 15th day of December, 1997,
S\
=4

) W)

: Phllip R. Yo

Hn,

s

Warren Andreas, City Attorney

APPROVED FOR COMMISSION ACTION: __ | ) G

Warren Porter, City Manager
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Fire Lien Bulletin No. 112 Lincoln Center, KS June 25, 1996

Fire Lien Bulletin No. 113 Lakin, KS§ August 23, 1996

Fire Lien Bulletin No. 114 Hiawatha, KS

October 17, 1996
Revision/Correction to Fire Lien Bulletin 114

November 7, 1996

Fire LIen Bulletin No. 115 St. George, KS December 10, 1996

Fire Lien Bulletin No. 116 Lebo, KS February 11, 1997

Fire LIen Bulletin NO. 117 Glasco, KS March 21,1997

Fire Lien Bulletin No. 118 MArch 21, 1997

Robinson, KS
Fire Lien Bulletin No. 119

Fire Lien Bulletin No.

120

Strong City, KS

Burlington, KS

o
June &, 1997

June 18, 1997

Fire Lien Bulletin No. 121 Goodland, KS June 27, 1997
Fire Lien Bulletin No. 122 Wichita, KS June 30, 1997
Fire Lien Bulletin No. 123 Colby, KS July 11, 1997
Fire Lien Bulletin No. 124 Salina, KS July 11, 1997
Fire Lien Bulletin No 125 Paola, KS July 11, 1997
Fire Lien Bulletin No. 126 Beloit, KS July 17, 1997
Fire Lien Bulletin No. 127 Holton, KS July 17, 1997
Fire Lien Bulletin No. 128 Caldwell, KS July 23, 1997
Fire Lien Bulletin No. 129 Hesston, KS July 23, 1997
Fire Lien Bulletin No. 130 Hutchinson, KS July 23, 1997
Fire Lien Bulletin No. 131 LaCygne, KS July 23, 1997

Fire Lien Bulletin No. 132 LaCrosse, KS August 1. 1997

Fire Lien Bulletin No. 133 Oakley, KS August 1, 1997

Fire Lien Bulletin No. 134 Erie, KS August 1, 1997

Fire Lien Bulletin No. 135 Wakeeney, KS August 1, 1997

Fire Lien Bulletin No. 136 Leavenworth, KS August 1, 1997

Fire LIen Bulletin No. 137 Oswego, KS August 1,1997

Fire Lien bulletin No. 138 Eudora, K8 August 14, 1997

Fire Lien Bulletin No. 139 Robinson, KS August 14, 1997
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Bison, KS
Humboldt, KS

Ozawkie, KS

Stafford, KS
Emporia, KS
Parker, KS
Atchison, KS
Burlingame, KS
Holyrood, KS
Topeka, KS

Hillsboro, KS

Downs, KS
Towanda, KS

Ulysses, KS
Sedan, KS
Miami County, KS

Osawatomie, K3

Winfield, KS

August 26, 1¢

August 26, 1997

August 26, 1997

September 18,
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Session of 1898

Substitute for HOUSE BILL No. 2640

By Committee on Insurance

2-18
9 AN ACT concerning cities and counties; regarding the filing of fire liens;

10 amending K.S.A. 40-3905 and repealing the existing section.

11

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

13 Section 1. K.S.A. 40-3905 is hereby amended to read as follows:

14 40-3905. Every city or county which adopts an ordinance or resolution

15 under the provisions of K.S.A. 40-3901 te through 40-3904, inelusive; and

16  amendments thereto shall notify the commissioner of insurance within 34

17  days after the adeption of sueh ordinanee. Af least once each quarter of

18  each calendar year, the commissioner shall netify prepare and distribute

19 a list of all cities and counties adopting an ordinance or resolution under

20  the provisions of this act during the preceding quarter to all insurance

21 companies which issue policies insuring buildings and other structures

92 against loss by fireer explosion,within 14 days after notifieation from eities
or windStOrms_____————73 or counties edopting an ordinance or fesclution under the provisions of

04 K.S-A 40-3001 to 40-3004; inelusive. Insurance companies shall have 60

95 days after the commissioner notifies them of the adoption of such ordi-

96 nance or resolution to establish procedures within such cities or counties

27 to carry out the provisions of this act.

28 Sec. 2. K.S.A. 40-3905 is hereby repealed.

29 Sec. 3. This act shall take effect and be in force from and after its

30 publication in the statute book.

/-7



40:3902. Same; creating tax lien in pro-
ceeds of fire insurance policies. The governing
body of any city is hereby authorized to create,
by ordinance, a lien in favor of any such city
in the proceeds of any insurance policy based
upon a covered claim payment made for dam-
age or loss to a building or other structure,
caused by or arising out of any fire, e+ explo-

. sion. The lien arises upon any unpaid tax, spe-
or windstorms cial ad valorem levyv, special assessmentpor
other charge imposed upon real property by
or on behalf of the citv which is an encum-
brance on real property, whether or not evi-
denced by written instrument, or such tax,
levy, assessment, expense or other charge that
has remained undischarged for at least one vear
arior to the filing of a proof of loss.
History: L. 1982, ch. 192, § 3; July 1.

40-3904. Same; creating tax lien in pro-
ceeds of fire insurance policies. The governing
body of any county is hereby authorized to
create, by resolution, a lien in favor of any

or windstorms such county in the proceeds of any insurance
\ policy based upon a covered claim payment

made for damage or loss to a building or other
\Zt‘n;t;gigiused by or arising out of any fire 3
X ion, The lien arises upon any unpaid

tax, special ad valorem levy, special assessment

or other charge imposed upon real property

by or on behalf of the county which is an en-
cumbrance on real property, whether or not
evidenced by written instrument, or such tax,

levy, assessment, expense or other charge that
i has remained undischarged for at least one year

prior to the filing of a proof of loss. This res-
olution shall not apply to cities which have
adopted an ordinance under the provisions of
K.S.A. 40-3902.

History: L. 1982, ch. 192, § 5; July 1.
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Telephone 913/537-1600
Fax 913/537-1657
555 Poyntz Avenue, Suite 205, Manhattan, Kansas 66502
PO. Box 1989, Manhattan, Kansas 66505

March 10, 1998

MEMBERS OF THE KANSAS SENATE FINANCIAL INSTITUTIONS AND
INSURANCE COMMITTEE:

My name is Charles Hostetler. I am an independent insurance agent in Manhattan, a
graduate of Kansas State University and the University of Kansas Law School. I am a
former member of the Kansas Board of Regents. My family owns the First Savings Bank
of Manhattan. We have three locations in Manhattan, and branches in Junction City and
Lawrence.

The reason that I am appearing before your committee today in support of House Bill No.
2904 is that I strongly believe that it is in the Kansas taxpayers best interest that all bids
for debit cards to be used at Kansas Board of Regents institutions for the payment of fees,
tuition and other charges be required by law to proceed through a bidding process under
the supervision of the Kansas secretary of administration.

The advantage of requiring that this process be bid through the state of Kansas is to avoid
any appearance of a conflict of interest, and to know that the procedure is done correctly
and intelligently. First Savings Bank of Manhattan had a most unpleasant and unfair
experience attempting to deal with Kansas State University in late 1996 and in 1997 in
submitting a bid for the debit card that the university had declared was open to bids.

Quite briefly, the existing statute created a possibility for the university to take bids and
negotiate this debit card without going through the Kansas secretary of administration’s
office. Other Regents institutions had bid their debit cards through the secretary of
administration’s office, but Kansas State University, for reasons known only to top
administrators at the university, decided to bid directly through an ad hoc committee made
up of university faculty and staff who had little or no experience with such cards.

The procedure was so flawed and poorly handled that First Savings Bank of Manhattan
filed suit over the awarding of this card. It appeared that another financial institution had
quite possibly been pre-selected before bids were even submitted. Then end result of this
flawed process used by Kansas State University was a greater cost to the taxpayers of
Kansas and to KSU students, staff and faculty.

,@%Mf@ ~J ‘*LJ *
? Charles H. Hostetler, C.P.C.U. C#' Independent

Daniel R. Messelt, C.P.C.U. J//O /?y ’An-rgﬂg.ﬁ,}‘ﬂﬂw
Jeffrey J. Kruse, A.A.L. % S



Chstbion amct Hothons 1 Fosinans &é‘%&% s,

Telephone 913/537-1600
Fax 913/537-1657
555 Poyntz Avenue, Suite 205, Manhattan, Kansas 66502
P.O. Box 1989, Manhatian, Kansas 64505

The suit was thrown out of court by a district judge in Manhattan on a technicality. First
Savings Bank did not appeal his decision. Hard feelings exist and the university has
admitted to me, through two of its top administrators, that they handled the procedure
improperly and they are, in fact, embarrassed by the manner in which the debit card
provider was selected. They are so sensitive about the law suit and the unfavorable
publicity in the Manhattan banking community that they turned down a subsequent offer
of a $300,000 gift to the Kansas State University Foundation by the successful bidder.

If House Bill No. 2904 is passed, all Regents institutions would be required to bid debit
cards under the supervision of the Kansas secretary of administration. This is what Kansas
State University should have been required to have done. Had this procedure been
required at the time Kansas State University bid its debit card there would have been no
question about the integrity of the bid and the other financial institutions in Manhattan
would not have questioned the awarding of this contract.

Kansas State University and other Regents institutions should not be allowed to
manipulate an important bid such as this. The taxpayers of Kansas, the students, faculty
and staff of KSU deserve better than the manner in which Kansas State University handled
this matter.

0 <«
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Commerce Bank

727 Poyntz Avenue

Post Office Box 1087
Manhattan, Kansas 66505-1087
(785) 537-1234

March 10, 1998

MEMBERS OF THE SENATE FINANCIAL INSTITUTIONS
AND INSURANCE COMMITTEE

Chairman Steffes and Committee members, thank you for this opportunity to
appear before your committee. | am Ted Haggart, Community Bank President
of Commerce Bank in Manhattan.

This morning I'd like to provide the committee with a more complete description
of the debit card contract process at Kansas State University Student Union.
Then, I'd like to discuss five reasons why we believe this bill should not be
approved by your committee.

The debit cards we are speaking of today are similar to the debit cards that many
of you may have with your hometown banks. They are different in several
important ways. First and foremost, they serve as an official photo identification
card for KSU students. They also have many important campus functions -
library, food services, recreation services, long distance telephone, vending
machines, and dorm access. They can also be used for financial transactions
on-campus and off-campus. The single card program provides great
convenience to students and is more efficient for the university than operating
many separate card systems.

The use of this type of debit card on university campuses was pioneered by
Florida State University in the late 80's. In the past decade, they have spread
to major campuses across the country. In Kansas, four universities currently
make use of student debit/ID cards; Fort Hays State, Wichita State, University of
Kansas, and Kansas State.

Although | am not representing Kansas State University (KSU), | am familiar with
many of the steps leading to our selection as the campus card vendor for the K-
State Student Union (KSSU). The process began with the creation of a university
committee comprised of faculty and staff members who were charged with
determining if a campus card would be desirable at Kansas State University. The
committee included representatives from many areas of the University served by
or supporting such a card: the library, administration, housing, recreation and
information services, to name a few. They were charged with designing the best

card program and selecting the best vendor proposal.
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The university committee made several decisions. First, that a campus card
system would be useful if the right services could be obtained on a cost-effective
basis. Second, that any new card should replace the Wildcat card currently
issued by the K-State Student Union. Third, the card had to pay for itself. The
University was not interested in paying anything extra for the debit card service.
And finally, the transition to the new debit card should be as smooth as possible.

To achieve these goals, the University chose to contract with the K-State Student
Union to select a campus card vendor and to manage the program. The
selection of the Union to provide these services was quite natural and not
unusual. The Union is a separate not for profit entity, that has provided services
to KSU students, faculty and staff since 1956, and has an established track
record of contracting with outside vendors and providing the University with a
broad variety of services. These services include selling textbooks and school
supplies, food service, entertainment, and meeting and communications services.
Recently, the KSSU went through a proposal and selection process of a food
service management company. For many years, the Union also provided the
existing Wildcat card program, which was a limited use debit card designed to
encourage students to make use of Union facilities and services.

Due to the technical nature of the newly available multi-purpose debit cards, the
Union hired a consultant. The consultant selected was the director of the Florida
State University Card Application Technology Center, probably the most
knowledgeable and widely respected professional in this field.

The KSU Union issued its Request For Proposals (RFP) for the K-State campus
card on April 11, 1996. On June 17, 1996, the Union informed vendors that they
had hired the Florida State consultant to evaluate vendor responses to their RFP.
On December 18, 1996, we received a letter from the Union advising that our
proposal was selected by the committee from this competitive process.

It is my understanding that our proposal was not the low cost bid. However, our
proposal included $75,000 for the Union to cover start-up costs; a marketing
budget of $100,000 in the first year, $50,000 in year two, and $25,000 for each
following year; and royalties on ATM transactions and merchant sales. In
addition, we offered the KSSU an earning credit based on student funds on
deposit. Fees charged to the Union for operating the card program are offset by
the Union’s earnings on the card. In fact, the Union expects to receive positive
net income on the program as the card is used more extensively in the years
ahead.

Our contract with the Union is for a duration of seven years, with an option for
three additional years. The length of this contract is important to both parties,
because we are counting on the long-term growth in debit card use to pay back
the front-end costs associated with the start up of the program. If our forecast
is correct, Commerce Bank expects, in the long run, to earn a return on the
considerable investment we are making.
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Now, as to the reasons we believe this legislation should not be approved.

First, Kansas State University, the K-State Student Union, and KSU students got
a great deal. We made a very aggressive debit card proposal. We want to
develop this business in as many of the university towns we serve as possible.
By serving multiple university communities, we can create efficiencies that enable
us to hold down the costs of these services, increase our contributions back to
the universities to cover the costs of their card program, and still make money
in the long run. The Commerce Bank proposal includes a significant investment
of dollars both upfront to start up the program and over the course of the contract
to promote all aspects of the Wildcat Card program, including the debit card
function.

Second, the legislation is simply unnecessary because current laws and
regulations give state agencies very effective procedures to make all kinds of
procurement and contract decisions. In fact, the legislation itself draws on
existing procurement laws. We believe it is not in the best interest of the state
agencies, or the businesses and citizens of Kansas to complicate our statutes
with unnecessary state regulation. It has been my impression that the legislature
does not normally micro-manage state government. We do not see any reason
to address only one type of procurement and only with the Regents institutions.
If there is a perceived problem, then a more detailed look at all contracts
affecting all agencies would be more appropriate.

Third, the process followed and the decision reached by K-State and the K-State
Student Union was entirely reasonable, especially in light of the history of
services provided by the Union. Commerce Bank and two other vendors
submitted proposals, the committee selected by the K-State Student Union
compared the bids, decided which one was best for their program and their
students, and made an objective decision. The committee chose Commerce
Bank’'s proposal.

| certainly cannot speak for KSU or KSSU. However, some knowledge of their
past programs and structure helps understand this process. KSSU previously
operated a Wildcat Card program which was an on-campus debit account.
Students could make a deposit to their Wildcat Card account and then spend
these funds within the K-State Student Union and some other campus locations
using their Wildcat Card. This was a single function card. The K-State
administration, particularly the student services area, and KSSU learned about
campus card programs, the convenience to students, and the positive experience
of other universities, such as Florida State University. They decided to proceed
with a modern multi-function card, which would serve as the official identification
card, library card, dorm access card, recreational services card, long distance
telephone, and other functions. The K-State administration did not want to
allocate administration funds for the campus card program; they wanted it to be
self-financing.

T3



The KSSU is an independent, not-for-profit business which serves K-State
students. It was natural for the K-State administration to contract with KSSU to
design the card program, seek proposals and select the vendors. KSSU has
experience at receiving proposals and selecting vendors, or out-sourcing. This
process would also be conducive to a smooth transition from the existing Wildcat
Account program.

| should add that Mr. Bernard Pitts, Director of the K-State Student Union,
reminded us that the Union has been selecting vendors and entering into contract
since 1956. This is the first time anyone has suggested the Union should be
subject to a purchasing process supervised by the Secretary of Administration.

Fourth, Commerce Bank has participated in three other campus card
competitions in Kansas and been selected for all three of them. Each of the
universities had a process and a committee that was somewhat different and
appropriate to their particular situation. For reasons of their own choosing, these
three schools each worked their proposals through the Secretary of
Administration’s Office. Commerce Bank's was the winning proposal in each
case. That includes competition for the University of Kansas contract with the
Lawrence bank owned by the Hostetler family.

Fifth, procurement contracts must enable state agencies, and especially
universities, to enter into relationships with outside vendors that may be long
term in nature. This is necessary to attract quality proposals that include the
upfront investment and the long term commitment of qualified service providers.
The ability of universities to extend contracts under option and renewal terms
when those programs and vendors are working well is very important to the
effectiveness and continuity of programs for the universities and their students.
It is important in attracting competitive bids from qualified vendors. Attempts
could be made to interpret and use this legislation to disrupt contract extension
options and intervene during the term of a contract.

In closing, Commerce bankers in four university communities - Hays, Wichita,
Lawrence, Manhattan - and our company have made a commitment to Fort Hays
State University, Wichita State University, the University of Kansas, and Kansas
State University to provide a state-of-the-arts campus card. We have substantial
up-front and ongoing investments at each university in this service relationship.
These relationships are important to our community bankers and our company

| encourage you to not pass this bill and permit our current contract to go
forward.

Thank you, Mr. Chairman. | will respond to any questions.



The KANSAS BANKERS ASSOCIATION

A Full Service Banking Association

TO: Senate Committee on Financial Institutions and Insurance
FROM: Kathy Taylor Olsen, Kansas Bankers Association
DATE: March 10, 1998

RE: HB 2904

Mr. Chairman and Members of the Committee:

Thank you for the opportunity to appear before you today to discuss the provisions of HB 2904,
As you have heard, this bill would place under state procedures for bid, contracts for debit cards
entered into by any institution under the supervision and control of the State Board of Regents.

It has come to our attention that implementing such a procedure could prove to be quite costly —
such that it would be prohibitive to many community banks that might otherwise want to compete
for these contracts. We have learned that some of the smaller community banks are very active in
processing merchant transactions for state agencies. If in fact, this legislation would impede or
prevent community banks or any bank from competing for that business, we would not be in
favor of such a measure.

Thank you for your consideration of our concerns.
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