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MINUTES OF THE SENATE FINANCIAL INSTITUTIONS AND INSURANCE COMMITTEE

The meeting was called to order by Chairman Ruth Teichman at 9:30 A.M. on February 9, 2006 in Room
234-N of the Capitol.

All members were present except:
Senator Jim Barone - excused

Committee staff present:
Melissa Calderwood, Kansas Legislative Research Department
Terri Weber, Kansas Legislative Research Department
Ken Wilke, Office of Revisor of Statutes
Bev Beam, Committee Secretary

Conferees appearing before the committee:
Dr. John Wong, Wichita State University
Doug Wareham, KBA

Others attending:
See attached list.

The Chair called the meeting to order and welcomed all those in attendance.

The Chair opened the hearing on (SB 264) concerning municipalities; relating to depositories for public
funds.

Doug Wareham, Kansas Bankers’ Association, introduced Dr. John Wong. Mr. Wareham said in 1995, Dr.
Wong served on the Kansas Governor’s Tax Equity Task Force as a consultant on the distributional impact
of tax reform and the effect of taxation on economic development. Mr. Wareham said Dr. Wong is presently
the principal author of the annual Governor’s Economic and Demographic Report.

The Chair welcomed Dr. Wong.

Dr. Wong said the chief advantage to placing the deposits in the Kansas financial institutions is that the funds
are more likely to be placed with Kansas borrowers, providing financing for investment projects or education.

Dr. Wong said the bottom line is that Kansas borrowers will add to the state’s capital stock and therefore to
economic activity and income. By increasing the tax base, it is possible that switching local government funds
from out-of-state investments to Kansas financial institutions can result in an increase in economic activity,
income and tax revenues.

The key to understanding the issue of removing public deposits from local financial institutions is not the
precise value of the impact, but the significance of the loss of financial resources from the community as a
whole, he said. He continued that allowing local governments to move their funds to out-of-state investments
will generally result in fewer local economic development opportunities, reduced income, and lower tax
revenues for local governments and the state as a whole. He said an increase in economic activity and/or tax
revenues could occur despite the fact that the out-of-state investments offer a higher yield on local government
funds than Kansas Deposits.

If Kansas financial institutions offer too low an interest rate on local government funds, that is, if the interest-
rate differential is too large, then local governments would maximize their general fund revenues by placing
funds in the out-of-state investments. He added if the interest rate differential is small, the gains from higher
tax receipts would more than offset the foregone interest income and the local government’s general fund
revenues would be higher if they deposited their funds into Kansas financial institutions. It should be
remembered that deposits into Kansas financial institutions result in an increase in the state’s capital stock,
translating into increased economic activity and incomes.

Unless specifically noted, the individual remarks recorded herein have not been transcribed verbatim. Individual remarks as reported herein have not been submitted to
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It should also be kept in mind that although permitting local governments to place deposits outside of the
county, but within the state, would only have a nominal effect on the state as a whole, the impact on the
county itself would be much more significant. For the individual county, it is immaterial whether the funds
are lost to another location in Kansas or out of state, he said. The significance of the loss of financial
resources on the community would be essentially the same. The impact of the loss in rural areas would be
magnified by the fact that it would be much more difficult for borrowers in these areas to secure alternative
resources, especially for agricultural and small business purposes, because of the lack of interest or expertise
of lenders outside of the local market.

Dr. Wong said he does not purport to recommend appropriate policies for the Kansas Bankers” Association
nor the Community Bankers’ Association of Kansas. The purpose of the report, he said, is to provide
background, data, and analysis that may provide a basis for discussion in the development of policies for the

state as a whole. (Attachment 1)

The Chair brought (SB 264) before the committee. She said there was a group who worked during the
summer on a compromise. The Chair said it was her intention to gut (SB 264) and put in the language that
has been agreed to by banks and municipalities. She called on Doug Wareham, Kansas Bankers Association,
to testify on the proposed language to put into (SB 264).

Doug Wareham said bankers realize this is an issue that has been around for a long time and we pledged at
the end of last year’s session when (SB 264) was sitting in this committee that we would try to identify a
solution to address the concerns of the Association of Counties, League of Municipalities and other lobbyists
who represent local governments. am happy to report to you that we believe we have accomplished that task.
We did have a meeting, a stakeholders’ forum is what we called it, with everyone we could identify from the
local government lobby and those of us on the financial institutions side, so we do appreciate the fact that
there are other factors in play, including service, competition, and population demographics. After that
stakeholders forum, our state affairs committee developed a compromise proposal that was subsequently
unanimously approved by our Board of Directors and our governing board. The new language we are
proposing as an alternative to (SB 264) would allow out of state financial institutions to bid on local funds
wherever they have a branch location in the taxing district that has the funds to bid. It was not easy to change
aposition we have had for 60 years, but we understand that times do change and there are different needs for
urban or rural areas of our state, Mr. Wareham said.

The Chair asked for comments from Judy Moler, KAC. She said she just wanted to thank the Bankers’
Association for their work in bringing us together last summer and for the results of that work.

Don Mohler said we also would like to thank KBA for the work they have done. The League supports the
proposed new version of (SB 264) and will be testifying in support of it at the appropriate time.

Jim Edwards, School Board Association. We have reviewed it and appreciate KBA’s work on (SB 264).
The Chair asked Ken Wilke for an overview of amended (SB 264)

Mr. Wilke pointed out to the Committee and those in attendance the changes made to (SB 264).
(Attachment 2)

Senator Brownlee moved to make this a substitute bill. Senator Barnett seconded the motion. Motion passed.

The Chair said the hearing was closed on (SB 264).

The meeting adjourned at 10:30 a.m. The next meeting of this Committee is scheduled for February 13,
2006.

Unless specifically noted, the individual remarks recorded herein have not been transcribed verbatim. Individual remarks as reported herein have not been submitted to
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For the Senate Financial Institutions and Insurance Committee
Kansas Statehouse, Room 234-N
Topeka, Kansas
By John D. Wong, JD, PhD
Thursday, February 9, 2006

ftcclo;;.{ing to the Advisory Commission on Intergovernmental Relations

ACIR):

- The second service performed by banks is more elusive to determine but
nevertheless must be kept in mind. It relates to the economic functions
performed by the banking element. The efficacy with which this function is
performed may affect the economic wellbeing of the municipality. For
example, undoubtedly the municipality can benefit from loan activities of a
bank. Where loans are made for construction of commercial enterprises or
residential properties, the city directly benefits from an increase in taxable
values so added. The extent to which the economy is maintained through
approximate full employment of the labor force in a local town or city is also a
factor since this is reflected, in some degree, in the ability of taxpayers to
Tge&‘)taxes imposed by the municipality (Investment of Idle Cash Balances,

The purpose of this report is to assess the impact of local government

Eubhc fund investment decisions on local government economies and

udgets and the economy and budget of the State of Kansas’ as a whole.

Much of this report is based on the previous research including:
— Darwin W. Daicoff's (1966) study on “Surplus Funds of Kansas Local
Government,”
- carl C. Nielsen’s (1985) study on “The Investment of Surplus Funds of Local
Governments in the State of Kansas,” and
- Joseph H. Haslag’s (2004) studg prepared for the Missouri Bankers Association
and the Missouri Independent Bankers Association.




Over the last quarter of a century, the structure of the U.S. banking industry has indeed
undergone an almost unprecedented transformation—one marked by a substantial decline in the
number of commercial banks and savings institutions and a growing concentration of industry
assets among a few dozen extremely large financial institutions.

- At the year-end 1984, there were 15,084 and thrift org ns.

- Byy d 2003, that ber had fallen to 7,842—a decline of almost 48 p t.

- Distributed by size, nearly all the decline occurred in the community bank sector, and especially among the

smallest size group.

—  Yet community banks and thrifts still t for 94 p t of ing organizations.
The bulk of the decline in the number of organizations from year-end 1984 through 2003 was due
to unassisted mergers and acquisitions.

- Eulrdir}g that period, 8,1__22 individual bank and thrift or izati [} d through

d mergers and

pany pur

- In fact, mergers and acquisitions were the single largest contributor to the net decline in banking
organizations in every year through 2003, even the years when the savings and loan (S&L) and banking crises
were at their peak.

- fEe_ln'.vre 1993, though, another significant contributor to the in the ber of ing or izati was
ailures.

At the same time that the number of banking organizations was decreasing, industry assets were
increasing.

- Over the 1984-2003 period, they more than doubled (in nominal terms) to $9.1 trillion.

-  Existing assets and asset growth, however, were not evenly distributed across the industry but, instead, were
becoming more and more concentrated among the nation's largest financial institutions.

- The asset share of the largest size group—organizations with more than $10 billion in assets—increased
dramatically, rising from 42 percent in 1984 o 73 percent in 2003.

- In contrast, the share of industry assets held by community banks dropped from 28 percent in 1984 to only 14
percent; and the smallest banks, those organizations with less than sf;ﬂ million in assets, accounted as a
group for only 2 percent of industry assets in 2003 p with 8 p t in 1984.

In terms of deposits, industry concentration has been equally dramatic: a quarter of the nation’s
domestic deposits are now controlled by just 3 organizations, whereas in 1984 that proportion of
deposits was held by 42 companies.
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« Over the past 20 years the structure of the U.S. banking
system has changed enormously in response to changes
in the legal, regulatory, and financial landscape.

The passage of the Riegle-Neal Interstate Banking and
Branching Efficiency Act of 1994 undoubtedly helped spur
large banks to spread across state lines and to grow.

This development helped create large, geographically
diversified branch networks that stretch across large regions
and even coast-to-coast.

The Gramm-Leach-Bliley Financial Services and
Modernization Act of 1999 (GLB) allowed the largest banking
organizations to engage in a wide variety of financial
services, acquiring new sources of noninterest income and
further diversifying their earnings.

Contributing to these developments were advances in
information technology that facilitated control of far-distant
operations and fostered new products, services, and risk-
management techniques.

*  During the rast decade, there has
been a decli

ne in the number and

market share of one-office institutions s
and an increase in the importance of :

(Riegle-Neal) removed many
remaining individual state law
restrictions on interstate branch

multi-branch banks. _ i L
*  The Riegle-Neal Interstate Bankin salsEae B ‘
| |

! | | i

banking. ui WUl R

and Branching Efficiency Act of 1994 | g

As might be expected, subsequent to
the enactment of Riegle-Neal,
interstate branching increased rapidly
as banks sought to simplify their
structure by consolidating multi-state
and multi-bank operations into . C
branches and then began to expand -
their branch networks under the new,

relaxed rules.

Riegle-Neal began a ten-year period

that saw a strong upward trend in the

number of offices and deposits held in

interstate banking organizations.

Source: FDIC, 2005
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Source: FDIC, 2005.

The pace of bank branch
rowth in Kansas was lower
or the four quarters ending
June 2005 compared to the
previous year.

Most of the bank branch
growth has been at smaller
organizations—those with
combined assets of $10
billion or less.

- Larger bank control has
steadily declined in the
state’s urban areas.

- Some large banks have
slowly shed branch locations
many of which were acquired,
by smaller organizations,
while smaller organizations
and new bank organizations
have been adding bank
branches.

Chart 5 Branch Control by Large Banking

FDIC Kansas Profile, 2005,




Annual Summary Deposits data as of
June 30, 2005, show that deposit
grnwth among community bank
ranches in Kansas metropolitan
areas has outpaced the rest of the
state over the past five years.
Primarily, this is indicative of the
growing polarity in Kansas population
growth.
Seeking better growth opportunities,
an increasing number of non-
metropolitan-based institutions in
Kansas are opening branches in
metropolitan areas.

- In 1995, 5 percent of banks
headquartered in non-metropolitan
Kansas had branches in metro areas.

-~ That proportion has steadily increased,
registering 10 percent in 2000 and 12
percent in 2005.

Although branching into metro areas
might provide increased deposit
growth opportunities for some
institutions, it might also subject
them to greater direct competition
with significantly larger institutions.
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According to the 2004 Estimates
of County Population released by
the Census Bureau in April 2005,
the Kansas population increased
by nearly 11,000 people
compared with the previous year.
The metropolitan areas of
Kansas City, Lawrence, Topeka,
and Wichita showed most of the
increase, accounting for more
than 85 percent of the added
population.

However, rural counties in
Kansas continued their trend of
depopulation as 79 of the state’s
105 counties lost population from
2000 to 2004. Because of rural
depopulation, population in
Kansas grew only 1.8 percent
(42nd among all states) during
the period.

Map 1: fural Gounties Continued 10 Lose Popuintion
Through 2004

FDIC Kansas Profile, 2005.

Based on 2000 Census data, 63
of the 105 counties in Kansas
rank in the top quarter of the
nation’s counties in terms of
population older than 65. All but
one of these counties are rural.

Large concentrations of the
elderly tend to be associated
with rural depopulation, as 59 of
the older counties lost
population between 1970 and
2000.

These counties typically
experience the out-migration of
younger people seeking
educational or employment
opportunities.
The Census Bureau projects that
I':(y 2030, 20.2 percent of the
ansas population will be older
than 65, compared with 19.7
percent for the United States.

Mopt: Konsas' Rural Courties Have Significant
Gonconiritions of Elderly Peophe

FDIC Kansas Profile, 2005.
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Insured institutions operating in rural areas face
funding challenges, especially in areas with
large elderly populations.

Commonly, when elderly depositors pass away,
their deposits quickly move to their heirs’
institutions, often located in far-away
metropolitan areas.

Partly resulting from the aging population in
Kansas’s rural areas, the state’s rural core
deposit base has grown just 34.1 percent over
the past decade, compared with 52.0 percent for
the nation.

As the state’s rural areas continue to grow older
over the next few decades, funding may become
increasingly difficult to maintain.

FDIC Kansas Profile, 2005,

While institution
deposit-to-asset
ratios stabilized from
2000 to 2003,

coinciding with s Dapmaie 2 he Siock Mkt Rebaund
declining desirability l" |

of alternatives to i /WA bl
deposits such as &7\
stock investments, “1 [

the resurgence of
equities is again
causing deposit levels
to lag

FDIC Kansas Profile, 2005.
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s The general investment statutes do not restrict
investment of proceeds of bond issues, sinking
funds, building funds, local pension or
retirement funds, or other funds or moneys the
investments of which are specifically authorized
by other statutes.

« The general investment statutes apply to
counties, cities, townships, school districts,
area vocational-technical schools, community
colleges, firefighters' relief associations,
community mental health and retardation
centers, and any other governmental entity
having authority to receive and expend public
moneys.

"Guidehnes,” 1997,

« Under K.S.A. 12-1675, as amended, local units of government may first
invest moneys which are not immediately required for the purposes
which they were collected or received as follows:

- Time depositiopen accounts (TD/OAs) or certificates of deposits (CDs), or time
certificates of deposits

+ Banks, S&L associations, or savings banks which have a main or branch office in the
investing unit and which will make deposits available to the investin unit at interest
rates equal to or greater than the investment rate, or at a rate agreed upon by the
parties; or

« If there is no main or branch office of an eligible financial institution in the investing
unit, or no eligible financial Institution will pay the investment rate or greater, then the
investing unit may invest in banks, S&L associations, or savings banks which have a
main or branch office in the county or counties in which all or part of the unit is located
and which will pay the investment rate or a rate agreeable to the parties.

* Maturities may not exceed two years.

- Repurchase agreements (repos) for direct or insured obligations of the federal
government or any agency thereof.

« Such investments may be made at any time and they must be with a Kansas bank, S&L
association, or federally chartered savings bank having an office in the investing local
unit, except:

_ if there is no office in the unit or If an eligible financial institution in the unit will not enter into an
agreement at an interest rate equal to or higher than the “investment rate,” then a repo may be
made with a bank, S&L association, or federally chartered savings bank having an office in the
county or counties in which all or part of the investing unit is located;

- or, as a |last resort, if no bank, S&L association, or federally chartered savings bank in such county
or counties will enter info an agreement at a rate at [east equal to the "investment rate,” then a
repo may be made with any such Kansas financial institution.

- Temporary notes or no-fund warrants issued by the investing governmental
unit.

"Gurdelines.” 1997




If no eligible financial institutions, whether in the investing unit or within the county or counties
of the inv_estmg unit, will accept the local unit funds at a rate at least equal to the investment
rate, the investing unit may then invest in any of the following:
- U.S. treasury bills or notes with maturities not exceeding two years.
- The Municipal Investment Fool Fund
« Any depoasit in the pool musat be for the same torm as the deposit that was offerod and refused locally.
+  Upon maturity, doposits in the paol must be offernd to cligiblo fi ial for and rofused
before they may be reinvested in the paol.
+  Local units may invest the proceeds of bonds or tem) orar% notes not currently needed without having first to offer
tho i t to eligible ial institutions |K_8.x. 10-131, as amended).
* The Director of In ents of the state Pooled Money Investment Board (FMIB)} may invest money in the pool fund in
accordance with policies of the Board.
= A fee, applied as a fixed percentage of maneys in the portfolio, shall be charged (i.e., deducted from earnings). The
fae is apportioned at the rate of 0.10 percent on the state money in the po folio and a 0.25 percent on money in the
Municipal Investment Pool within the portfolio.
Direct investments authorized for cities and counties
ities and counties that have written i [ i p d by their g ing bodies and by the PMIB
irectly the investments authorized in that statute.

< If a city or county violates K.8.A. 12-1675(c) or (d}, as amended, or the rules and regulations of the PMIB, it forfeits
its direct investment authority for two years and can be reinstated only after a complete review of its investment
polic¥ by the PMIB. Motice and an opportunity to be heard on the matter of forfeiture must be given in accordance
with the Kansas Administrative Procedure Act.

+  [nvestments Ih securities shall be transacted only with banks, S&L associations, and savings banks incorporated
ander the laws of this state, or organized under the laws of the United States and which have a main office in this
state; or primary government se. es dealers which report to the Federal Reserve Bank of New York; or broker-
dealers registered in compliance with S ion 15C of the ities Exchange Act of 1934 and registered pursuant to
K.5.A. 17-1254 and amendments thereto.

- Multiple client investmant pools managed by trust departments of commercial banks

+  Trust departments must be of banks which have main or branch eoffices in the county or counties where the investing
unit. is locatad.

+  Investments by such departments are subject to the same terms, conditions, and limitations that are applicable to
the Municipal Investment Pool.

+ Investments may be made with frust :um_r.-nln incarporated under the laws of this state which have contracted to
provide trust services under K.S.A, 3-2107, and amendments thereto, and have offices located in the county or
counties in which the investing unit is located.

All security purchases and repurchase agreements shall occur on a delivery versus payment
basis, and they must be perfected in the name of the investing unit, and shall be delivered to the
purchaser or a third party custodian who may be the State Treasurer.

"Guidehnes," 1997,

Objectives of investment of government funds

— Maximization of revenues

— Relationship with the banking community: “The efficacy with which this
function is performed may affect the economic well-being of the municipality.
For example, undoubtedly the municipality can benefit from loan activities of a
bank. Where loans are made for construction of commercial enterprises or
residential properties, the city directly benefits from an increase in taxable
values so added. The extent to which the economy is maintained through
approximate full employment of the labor force in a local town or city is also a
factor since this is reflected, in some degree, in the ability of taxpayers to
meet taxes imposed by the municipality.”

- Principles and types of investment

+ Safety
s Liquidity
« Yield

Objectives of the Kansas law

- The law is designed to insure that there be adequate security for public
deposits and that public moneys be deposited in local financial institutions.

- The law encourages investment in Kansas state, local government, and certain
not-for-profit corporation securities.

"Tnvestment.” 1961,




Pulicy Description Stutus

Current Law “Active Funds: Allows Tocal inits of to | Mosl recent ing o change in
Active Funds: K.S.A, 9-1401 et, sey. st thir uetve funds in Kansoachartered banks | policy to sy were adopted by the Kansas
i i Legislutiire in 1997.

Idle Funds: K.8.A. 12-1675 et, sey

povemment

Idle Funds: Allows local units of govemment 1o
invest their idle funds in Kansos-chortered banks or
sovings and louns, o notional bunks or savings and
{oans having the office in Kanvx il they
huve o branch ing district ol the
government unit investing those funds.

Senale Bill 264 5.1, 264 would allow local wnits of W | S.B. 264 way i I during the 2005 Staic
(Introduced by Kunsas jinvest their etive und idle fands with any bank or i ion by
Associntion of Colinties) savings und laan having al least one branch

the honders of Katisiy.

Iocation anywhere

Nn ntion was tuken on the bill in
ovniluble for consideration in

tive propowal has been presented o
ors ot the eenter of the debate on
st
will be oflered dusing 1
Session as on altemative o Lil\lll&l:ﬂ pmpo-m in
Senate Bill 264

KBA Legistative Proposal Allows local units of govemment o invest their
netive and idle funds in branches of
bank or savings und o ol

KBA.

*  Assumptions
- Kansas deposit rate: 4%
-~ Out-of-state investment rate: 5%
-  Growth rate: 5%
-~  State & local taxes: 9% of total income

® Impact
- State economy: The state as a whole would Aonnconom
expenen:a a gam in economlc activity and tax

local government
depns“:s In Kansas financial institutions as long 230000
as at least 1.0 percent of these deposits are
loaned out to support activities in the state.

- State & local government revenues: State and
local government revenues would increase
from maintaining local government deposits in ‘oo -
Kansas financial institutions as long as at least
10.6 percent of these deposits are loaned out
to support activities in the state. " voomaom |-

- Local Local ies will
experience a gam in economic activity and tax

fro g local government
its in Kansas | institutions as Iong
as at least 1.0 percent of these deposits ai
loaned out to support activities In the stalu.

- Local government r Local
revenues wlll mcreasa from mamta ning Iucal - SREE
?nvemmen in Kansas Lom Besi Ratlo

stitutions as rong as at least 45.4 percent of TR T P T
these deposits are loaned out to support
activities in the state.

2000 0m 000

10
J-10



= Assumptions
- Wik Rxardapal] radlee 3005
- DBrowih rebe: 9%
- Seaca K ool tmama: 8% al tonsd iscama
. Impact
- unn lclmmr T*- winke ns m whole wllml
Ll

g L
nmmn Frmm mlllltlhl Ioced paw wmrrema FRAEAC
dwgowits in Kensm Fnencisl insboations e luln il
ay thare in baas a 11.5 parceaba g pod t
ditfurarmtisl Mw - H'.IMI and wl-uﬂ-lllbl

CTITTTREGE T BT g
nacal nlwmnm wd blid Free ra s
drpeny mualsesind hr—ll mmun umllu in bl
Hmnane Laanclal lascmstioan m Ahvarm in
nasn than a 1.0 plmlMTnglll‘ d nnlul
T AR Manaan Bnd EEEE WYESa AL j
EL oL L -
u-ur wer e l,ﬁltt il , wa ihaaal

!,m.l - mu B L A A

vertva |

.mm Prurre kbl 1 4 | Agg 10 et
Fl

mewrki sl ra
- Lozsd paveremand revanues lcoel goesmment

sy would Increesa feem malstaleing focal i [ —

govarvmest depasiis in Kamsies Nrascial e s

mylitalions ae long oy 1bmre ix Iezs thas w 0T -~ OweGuwaTus o+ CiselielToal  Locsl Grms Tolal  Loc Nt Tatal

perCmLLE g pont it bebwean Karmins

wred aud stnle avewsdmamt raben.

. Model
B G OeT A DR R GG B T T BT Ry G A G G 0 AR TR IR TATTD o 108 R R T Bl
Adponan.
o Wik Uiyl B kbl o i TNAL P TN TR el drik Lok DR, 1V indi ol & prtea iy (B igand T ]
parhags an h-d“M cunhing ol romtel, ’ I
s e ar ki ondle b s w@®ord Do sssaoe T uhn; -nl v .u;--l-.
1 .nm o BT BB BRA KL B B AT e L P LN e ok e L
AN IR (R M sl Al pral IR nadany Snd fgebaliy ol Vhe Bk Aeial o ol ] i 1 T
al i Piefisis | Gy BgENEIsL
- YIHpiny YRk m s ped ran I3, hissvar, ieliviad el ks fas banbealy debeimine feal hew s ned up® (hep wrad (s
am

- tnredireg b Isl impact o8 he stabw o3 p whale, ® & etss Imporbars to sxeming “at dak o™ In
ndividusd co| [t

- AmEumkE EASA Rha manapameacs of menicual Barks wauid neL wilh 1 L their indvsdual Imumlpnm (L]
incransdd nigeiicancy, the prisstial *lasnn ac rise® in asch county would ba the Ksma ax the lecal i funds
1r cacal depaeits percsniagan acted pravisusiy.

= Results

- W &hm locod e Pundy depoams ware foak end lcars were nat reduced, 1ha lasn'depasit ratic for sl Snencisl

mubitations s Kozsas wauld 3.7 pnclm.

v Alml pass innrusnn in ihe H M’I LL] !Ill!" [t LU
fana i bt -‘Hl!lihiil ia Passbi il ..T:.-.r-.... iy Bk u.punnu n\r" "ft 1 v
reagi b <l rink™

* Hercw, maery 12
] Pinanvinl vl ulinne, seeekd he ieissimms

. Pear Kane e coawibnr, loans m-ld

ik IRV PR P e D PEL I L

sty 1 hen wd idle wawl brws |
q-d Inul e L ln Nn"u in !lll"ﬁ

wvwe 10 p wel o 1
ity e o S L S Al oiallemrpos iy
- W chm publc Sandy ivvowalmaee Taws in Kames were chsnge bo geem it IHIIIL e rnmev bal unibs b2 wwad
degonits suri-=l-atate, med if sll locml ide furds ware ac Irscanted, thara wa ba m patarcisl drop Ie boied
dmgoany 2 LE plp:ml: or “S 1. ¥ billlan.
1 Habwat l--;m' Hhar patweinl lpoct an dea nhane s w whals, B fs sl lmpaciend (s snsrvine “a rivd™ sy 9
(S PR e

1 I e Kl!\lil-lllmtl Ixx el biie bnnon. III l|~ ln:nl M 10 paresT of ivt dapowesy,
- ol vl el imalilutinnn e l el i A e Vs ¢ il ol
[L11] lvifnl:lu l-:ui.nd ll-yq-ﬂnllh', rtl .nillﬂll “Ygmrs wl ik Iy wneh coanty weshi bs the serva s the
bl Tumdn fa Nerl sk T L T
; '_\-.idﬂllil;hlﬂw 2L.E nqn_w_nl [HABAT Wl
- Badguick Gowrty: 114 gercest (RIET milfioa)]
- Lynn County: 10.T percoat (57.3 milkonf
—  Shaanss Cawnry 108 parcans d8IERE milliang

F

11
/11



Model
- In examining impact on the Kansas economy of deposits in Kansas banks it is
necessary to understand the operation of the income multiplier', which reflects

the well known fact that income arising from a given amount of spending will
be in part saved and in part re-spent.

- As concerns the Kansas economy, we must make allowances for the fact only
a part of the spending by Kansas consumers and businesses will result in
income to other Kansans; part of the spending will be for goods and. services
outside Kansas.

- First, the state gains on the corporation income tax on the earnings which the
banks receive through the lending of these funds.

- Secondly, the deposit of state funds within the banking system of the state
increases the lend-able funds available.

- This in turn has its impact on investment, consumption, economic growth, and
employment within the state.

- Thus added economic activity in turn generates further tax revenues to be paid
into the coffers of the state.

Results
- The estimated bank balances for Kansas local governments are $2.9 billion
- Based on this the present deposits of idle local funds account for:
= $4.6 billion of the total bank deposits in Kansas,
= $3.7 billion of the personal income received in Kansas, and
*= $436.6 million in state and local taxes in Kansas.

v The chief advantage to placing the deposits In the Kansas financial institutions is that the funds are more likely to
placed with Kansas borrowers, providing financing for investment projects or education.

- The bottom Hne is that Kansss borrowers will add 1o the atate’s capital stock and therefore to economic activity and
income.

- By incroasing the tax base, it is possible that switching lecal government funds from out-of-state investmonts to Kansas
financial institutions can result in an incrense in economic activity, income, and tax revenues.

-~ Thus, the key to understanding the ixxue of remaving public deponits from local financial institutions iz nat the procize

|

from the ity as a whole.

value of the impact, but the significance of the loss of fi
. Allowing local governments to move their funds to out-of-state investments will generally result in fower local
economic development cppertunities, reduced income, and lower tax revenues for local gavernments and the state
as a whole.

- Anincrease in economic Activity and/or tax revenues could occur despite the fact that the out-of-state investments ofier a
higher yield on local government funds than Kansas deposits,

- If Kansas financial inatitutions offor too low an Interest rate on local government funds, that is, i the interestrate
differential is too large, thon local govemmonts would maximize their general fund revenuos by placing funds in the out-of-
state investments.

- However, if the interest rate differential is =mall, the gains fram higher tax reccipts would more than affsot the foregone

| fund wauld be higher if they depasited their funds into Kansas

interust income and the local g =g
financial institutions,
- Moreaver, it should be remembered that depoaita into Kansas financial inatitutions result in an increase in the state'a
capital stock, tranalating into ic activity and
. It should also be kept in mind that although permitting local governments to piace deposits outside of the county,
but within the state, would only have a nominal effect on the state as a whole, the impact on the county itself would
be much more significant.
- For the individual county, it is immaterial whathor the funds are lost to another location in Kansas or out of stato.
~  The significance of the loss of financial resources on the community would be essentially the same.
- The impact of the loss in rural areas would be magnified by the fact that it would be much mare difficult to for borrawers in
these areas to socure alternative resources, especially for agricultural and small buzsiness purposes, hecausa of the lack of
interest or expertise of lenders outside of the local market.
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Session of 2005
SENATE BILL No. 264
By Committee on Federal and State Affairs
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AN ACT concerning municipalities; relating to depositories for public
funds; amending K.S.A. 9-1401, 9-1408, 12-1675 and 12-1675a and
repealing the existing sections.

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

Section 1. K.S.A. 9-1401 is hereby amended to read as follows: 9-
1401. (a) The governing body of any municipal corporation or quasi-mu-
nicipal corporation shall designate by official action recorded upon its
minutes the banks, savings and loan associations and savings banks which
shall serve as depositories of its funds and the officer and official having
the custody of such funds shall not deposit such funds other than at such
designated banks, savings and loan associations and savings banks.EFhe

pe

e&rd*me&wﬁh—w-bﬂﬁfﬁeﬂ—ée—)—]

(h) [-Every officer or person depositing public funds shall deposit all
such public funds coming into such otficer or person’s possession in their
name and official title as such officer. If the governing body of the mu-
nicipal corporation or quasi-municipal corporation fails to designate an
oftficial depository or depositories, the officer thereof having custody of
its funds shall deposit such funds with one or more hanks, savings and

loan associations or ';(ngs hdﬂi\‘? thﬁh—hﬂﬂ*ﬁ—lﬂ‘ﬁ—ﬁr-bf‘!ﬂﬁﬁ—ﬂﬂ—tﬁeﬁﬂﬁ

T

The banks, savings and loan associations and savings banks
which have main or branch offices in the county or counties in
which all or part of such municipal corporation or
quasi-municipal corporation is located shall be designated as
such official depositories if the municipal or quasi-municipal
corporation can obtain satisfactory security therefor.
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a5t teips 5 ated if satisfactory security can be
obtained therefor e ing. Upon
depositing such funds the officer shall serve notice in writing on the gov-
erning body showing the names and locations of such banks, savings and
loan associations and savings banks where such funds are deposited;and
totng. Upon deposit of funds as provided in this section the

officer having custody of such funds shall not be liable for the loss of any
portion thereof except for official misconduct or for the misappropriation
of such funds by such officer.

(b) Every officer or person depositing public funds shall
deposit all such public funds coming into such officer or
person's possession in their name and official title as such
officer. If the governing body of the municipal corporation or
quasi-municipal corporation fails to designate an official
depository or depositories, the officer thereof having custody
of its funds shall deposit such funds with one or more banks,
savings and loan associations or savings banks which have
main or branch offices in the county or counties in which all or
part of such municipal corporation or quasi-municipal
corporation is located if satisfactory security can be obtained
therefor and if not then elsewhere, but upon so doing shall
serve notice in writing on the governing body showing the
names and locations of such banks, savings and loan
associations and savings banks where such funds are
deposited, and upon so doing the officer having custody of
such funds shall not be liable for the loss of any portion thereof
except for official misconduct or for the misappropriation of
such funds by such officer.

“(c) Ifeligible banks, savings and loan associations or
savings banks under subsections (a) or (b) cannot or will not
provide an acceptable bid, which shall include services, for the
depositing of public funds under this section, then banks,
savings and loan associations or savings bankJorganized under
the laws of the United States or another state which do not

have a main office in this statj,’may receive deposits of such
municipal corporation or quasi-municipal corporation, if such
banks, savings and loan associations or savings banks have
been designated as official depositories under subsection (a),

1
[bave branch offices in the county or counties in which all or

part of such municipal corporation or quasi-municipal
corporation is locatecﬂand the municipal corporation or
quasi-municipal corporation can obtain satisfactory security
therefor.

H-2

which have main or branch offices in an adjoining county to
the county in which all or part of such municipal or quasi-
municipal corporation is located
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Sec. 2. K.S.A. 9-1408 is hereby amended to read as tollows: 9-1408.
As used in article 14 of chapter 9 of the Kansas Statutes Annotated:

(2) [“Bank” means any a bank incorporated under the laws of this
state, or organized under the laws of the United States or any other state
and which has a main or branch office in this state and which maintains
a community reinvestment act rating of satisfactory or above;

(b) “savings and loan association” means any a savings and loan as-
sociation incorporated under the laws of this state, or organized under
the laws of the United States or another state, insured by the federal
deposit insurance corporation or its successor and which has a main or
branch office in this state and which maintains a community reinvestment
act rating of satisfactory or above;

(c) “savings bank” means any a savings bank organized under the laws
of the United States or another state, insured by the federal deposit in-
surance corporation or its successor and which has a main or branch office

in this state and which maintains a community reinvestment act rating of

mttsfacrory or abmij
(d) “centralized securities depository” means a clearing agency reg-
istered with the securities and exchange commission which provides safe-
l\eepmw and book-entry settlement servmes to its participants;
(e) “municipal corporation” or “quasi-municipal corporation” in-
cludes each investing governmental unit under K.S.A. 12-1675, and

"Bank" means any bank incorporated under the laws
of this state/ or organized under the laws of the United States
and which has a main,office in this state;

(b) "savings and loan association" means any savings and
loan association incorporated under the laws of this statg, or
organized under the laws of the United States and which has a
main,office in this state;

(c) "savings bank" means any savings bank organize i )
under the laws of the United States and which has a mama-\{ or branch

office in this state

[ or any other state

1 or branch

or any other state

or branch
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amendments thereto;

() “main office” means the place of business specified in the articles
of association, certificate of authority or similar document, where the
business of the institution is carried on and which is not a branch;

(g) “branch” means any ofﬁce[ agency or other place of businesg] J
within this state, other than the main office, jat which deposits are re-
ceived, checks paid or money lentJwith appr oval of the appropriate reg-
ulatory authoritie§. Branch does not include an automated teller machine,
remote service unit or similar devicel
10 (h) “securities,” “security entitlements,” “financial assets,” “securities
11 account,” “security agreement,” “security interest,” "perfection” and
12 “control” shall have the meanings given such terms under the Kansas
13 uniform commercial code.
14 Sec. 3. K.S.A. 12-1675 is hereby amended to read as follows: 12-
15 1675. (a) The governing body of any county, city, township, school district,
16  area vocational-technical school, community college, firemen’s relief as-
I7  sociation, community mental health center, community facility for the
18 mentally retarded or any other governmental entity, unit or sibdivision
19  in the state of Kansas having authority to receive, hold and expend public
20 moneys or funds may invest any moneys which are not immediately re-
21 quired for the purposes for which the moneys were collected or received,
22  and the investment of which is not subject to or regulated by any other
23  statute.
24 (b) Such moneys shall be invested only:

that is approved as a branch by a federal
or state supervisory agency,

o ~1 O Uk W

w0

e

l or a loan production office

25 (1) In temporary notes or no-fund warrants issued by such investing
26  governmental unit;
27 (2) [_in time deposit, open accounts, certificates of deposit or time cer-

28 tificates of deposit with maturities of not more than two years—} in
29  banks, savings and loan associations and savings banks;whieh-have-muain
31
32
33
34
35
36 (3) in repurchase agreements with—~3 banks, savings and loan as-

37 sociations and savings banks-whieh-have-mainorbranch-offices loeated
38 tﬁ—Sﬂeh—mV&?fﬁtg—tﬁe‘#ei—ﬁﬂwﬁf‘rl—ﬁﬂﬁ“ for direct obligations of, or obliga-

39  tons that are insured as to principal and interest by, the United States
40 govemment or ;uly agencv therPOf—ﬁf—ﬁB‘)—ﬁ')_l{;ﬂﬁ—m‘ﬂﬂ'ﬂi—thﬁfh—ﬁ‘Fﬂee
41
49,
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SB 264 (2) in time deposit, open accounts, certificates of deposit

. or time certificates of deposit with maturities of not more than
two years: (A) In banks, savings and loan associations and
savings banks, which have main or branch offices located in
such investing governmental unit; or (B) if no main or branch
office of a bank, savings and loan association or savings bank
is located in such investing governmental unit, then in banks,
savings and loan associations and savings banks, which have
main or branch offices in the county or counties in which all or
part of such investing governmental unit is located,;

(3) in repurchase agreements with: (A) Banks, savings
and loan associations and savings banks, which have main or
branch offices located in such investing governmental unit, for
direct obligations of, or obligations that are insured as to
principal and interest by, the United States government or any
agency thereof; or (B) (i) if no main or branch office of a bank,
savings and loan association or savings bank, is located in such
investing governmental unit; or (ii) if no such bank, savings
and loan association or savings bank having a main or branch

office located in such investing governmental unit is willing to
enter into such an agreement with the investing governmental
unit at an interest rate equal to or greater than the investment
rate, as defined in subsection (g) of K.S.A. 12-1675a, then
such repurchase agreements may be entered into with banks,
savings and loan associations or savings banks which have
main or branch offices in the county or counties in which all or
part of such investing governmental unit is located; or (C) if no
bank, savings and loan association or savings bank, having a
main or branch office in such county or counties is willing to
enter into such an agreement with the investing governmental
unit at an interest rate equal to or greater than the investment
rate, as defined in subsection (g) of K.S.A. 12-1675a, then
such repurchase agreements may be entered into with banks,
savings and loan associations or savings banks;

[

b

j located within this state
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(4) in United States treasury bills or notes with maturities as the gov-
erning body shall determine, but not exceeding two years. Such invest-
ment transactions shall only be conducted with banks, savings and loan
associations and savings banks; the federal reserve bank of Kansas City,
Missouri; or with primary government securities dealers which report to
the market report division of the federal reserve bank of New York, or
any broker-dealer engaged in the business of selling government securi-
ties which is registered in compliance with the requirements of section
15 or 15C of the securities exchange act of 1934 and registered pursuant
to K.S.A. 17-1254, and amendments thereto:

(5) in the municipal investment pool fund established in K.S.A. 12-
1677a, and amendments thereto;

(6) in the investments authorized and in accordance with the condi-
tions prescribed in K.S.A. 12-1677b, and amendments thereto; or

(7) Tin mult1p1e mummpal client investment pools m(mclged by the

trust departments of banks Wlﬁeh—hwe—mﬂtﬁ—t%bf'me}%e%ee&-}eeﬁed—m

meﬁ%a-l—tﬂﬁt—iﬁﬂiﬁeﬁked_]i;nblic moneys invested under this paragraph shall
be secured in the same manner as provided for under K.S.A. 9-1402, and
amendments thereto. Pooled investments of public moneys made by trust
departments under this paragraph shall be subject to the same terms,
conditions and limitations as are applicable to the municipal investment
pool established by K.S.A. 12-1677a, and amendments thereto.

in multiple municipal client investment pools managed by
the trust departments of banks which have main or branch
offices located in the county or counties where such investing
governmental unit is located or with trust companies
incorporated under the laws of this state which have contracted
to provide trust services under the provisions of K.S.A.
9-2107, and amendments thereto, with banks which have main
or branch offices located in the county or counties in which
such investing governmental unit is located.
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—te} iﬁ) All secﬁrity purchases and repurchase agreements shall occur
on a delivery versus payment basis.

(2)  All securities, including those acquired by repurchase agreements,
shall be perfected in the name of the investing governmental unit and
shall be delivered to the purchaser or a third-party custodian which may
be the state treasurer.

Sec. 4. K.S.A. 12-1675a is hereby amended to read as follows: 12-
1675a. As used in K.S.A. 12-1675, 12-1676, 12-1677, 12-1677a and 12-
1677h, and amendments thereto:

(a) ["Bank" means any a bank incorporated under the laws of this
state, or organized under the laws of the United States or another state
which has a main or branch office in this state and which maintains a
community reinvestment act rating of satisfactory or above;

(b) “savings and loan association” means sy a savings and loan as-
sociation incorporated under the laws of this state, or organized under
the laws of the United States or another state, insured by the federal
deposit insurance corporation or its successor and which has a main or
hranch office in this state and which maintains a community reinvestment
act rating of satisfactory or above;

(c) “savings bank” means sy a savings bank organized under the laws
of the United States or another state, insured by the federal deposit in-
surance corporation or its sicccessor and which has a main or branch office

L

(c) The investments authorized in paragraphs (4), (5), (6) or
(7) of subsection (b) shall be utilized only if the banks, savings
and loan associations and savings banks eligible for investments
authorized in paragraph (2) of subsection (b), cannot or will not
make the investments authorized in paragraph (2) of subsection
(b) available to the investing governmental unit at interest rates
equal to or greater than the investment rate, as defined in
subsection (g) of K.S.A. 12-1675a.

(d) Inselecting a depository pursuant to paragraph (2) of
subsection (b), if a bank, savings and loan association or
savings bank eligible for an investment deposit thereunder has
an office located in the investing governmental unit and such
financial institution will make such deposits available to the
investing governmental unit at interest rates equal to or greater
than the investment rate, as defined in subsection (g) of K.S.A.
12-1675a, and such financial institution otherwise qualifies for
such deposit, the investing governmental unit shall select one or
more of such eligible financial institutions for deposit of funds
pursuant to this section. If no such financial institution qualifies
for such deposits, the investing governmental unit shall select
for such deposits one or more eligible banks, savings and loan
associations or savings banks which have offices in the county
or counties in which all or a part of such investing

governmental unit is located which will make such deposits
available to the investing governmental unit at interest rates
equal to or greater than the investment rate, as defined in

subsection (g) of K.S.A. 12-1675a, and which otherwise qualify
for such deposits.

(©)
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in this state and which maintains a community reinvestment act rating of

"Bank" means any bank incorporated under the laws

of this state; or organized under the laws of the United States

satisfactory or abouﬁ;’
(d) “municipality” includes each investing governmental unit under
K.S.A. 12-1675, and amendments thereto:
(e) “main office” means the place of business specified in the articles
of association, certificate of authority or similar document, where the
business of the institution is carried on and which is not a branch;

() “branch” means any ofﬁc{ agency or other place of businegﬂ

within this state, other than the main office, at which deposits are re-

ceived, checks paid or money lentﬁa_rith approval of the appropriate reg-
ulatory authoritie Branch does not include an automated teller machine,
remote service unit or similar devicel; and

(g) “investment rate” means a rate which is the equivalent yield for
United States government securities having a maturity date as published
in the Wall Street Journal, nearest the maturity date for equivalent ma-
turities. The 0-90 day rate shall be computed on the average effective
federal funds rate as published by the federal reserve system for the
previous week.

New Sec. 5. At the time that investments of public moneys described
in K.S5.A. 12-1675, and amendments thereto, mature, the governing body
of the governmental subdivision having the authority to receive, hold and
expend such public moneys shall reoffer such moneys for deposit to eli-
gible banks, savings and loan associations or savings banks defined in
K.S.A. 12-1675a, and amendments thereto.

Sec. 6. K.S.A. 9-1401, 9-1408, 12-1675 and 12-1675a are hereby
repealed.

Sec. 7. This act shall take effect and be in force from and after its
publication in the statute book.

and which has a mainyoffice in this state;

[or any other state

(b) "savings and loan association" means any savings and
loan association incorporated under the laws of this state, or
organized under the laws of the United States and which has a
mainyoffice in this state;

L or branch

or any other state

(c) "savings bank" means any savings bank organized
under the laws of the United States and which has a main
office in this state;

L
—{ that is approved by a federal or state supervisory agency

or a loan production office

[ or branch

or branch
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