KaNsas CREDIT UNION ASSOCIATION

To: Senate Financial Institutions & Insurance Committee

From: Haley DaVee, Vice President of Governmental & Public Affairs
Date: Wednesday, January 16, 2013

Re: Kansas Credit Union Industry Update

The Kansas Credit Union Association appreciates the opportunity to comment today about the
state of the credit union industry in Kansas.

The Credit Union Difference

Credit unions have a long history in Kansas of working to serve the financial needs of their
members. The Kansas Credit Union Act was passed in 1929—five years before Congress
passed the Federal Credit Union Act. The first Kansas credit union was chartered in 1929, on
the eve of the greatest economic depression faced by our country. The number of credit unions
continued to grow throughout the 1930s as consumers pooled their money together to create
opportunities for savings and lending by putting people ahead of profits.

Then, as today, credit unions operate with a not-for-profit cooperative structure and are
governed by a volunteer board of directors elected by and from the membership of the credit
union. Though some of the products and services offered have changed throughout the years,
the cooperative structure remains and credit unions serve as a needed and valued alternative in
the financial services marketplace.

Today there are 99 Kansas credit unions whose purpose is to serve the financial needs of their
626,000+ member/owners. Kansas credit unions make up 7.6% of the marketplace by assets in
Kansas. Though credit unions are only a small portion of the overall marketplace, there is an
ever-greater need today for safe and sound options in the financial services industry.

Kansas Credit Unions Today

Kansas credit unions today are generally healthy and well cap1ta11zed According to the
September 2012 call report data, Kansas credit unions have an average capital ratio of 11.5%
of assets, which is a higher level than credit unions nationwide. Kansas credit unions
continued to outpace national trends in capital growth, loan growth, asset growth, and share
growth. In addition, delinquency rates have continued their downward trend and at .87%
remain well below the national average of 1.18%.

The positive position of credit unions stems in large part from the fact that every decision made
at a credit union is driven by bettering the members and the financial institution they co-own.
The focus at credit unions is on working with members in the interest of maintaining a strong
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and secure financial institution for all. The cooperative structure also lends itself to
conservatism as credit unions must maintain similar capital levels as other financial institutions
for safety and soundness. However, as cooperatives, credit unions cannot raise capital from
outside sources when they face a shortage of capital. The only way for credit unions to
maintain or grow their capital levels is through retained earnings.

Though credit unions are generally healthy and well capitalized, we are growing increasingly
concerned about the growing regulatory burden and the rising costs of compliance with federal
rules and regulations.

Increased Regulatory Scrutiny and Compliance Costs

Credit unions are facing a regulatory environment that is frequently changing and increasing in
complexity. Coming into compliance with new rules and regulations can be costly as credit
unions must read/understand the rules, develop new forms and disclosures, update policies and
procedures, and hire/train staff and boards on the changes. These costs make it increasingly
difficult for small to mid-size institutions to compete in this economy. The average size of
credit unions in Kansas is $51 million.

Many of these regulatory changes stem from the reaction by policymakers and regulators to
prevent the type of abuses in the financial marketplace that led to the economic recession. The
passage of the Dodd-Frank Wall Street Reform and Consumer Protection Act in 2010 and
subsequent creation of the Consumer Financial Protect Bureau has resulted in many new
regulations for credit unions. Attached you will find a spreadsheet outlining the various
regulations that were implemented throughout 2012 and the list of regulations that we
anticipate during 2013.

We are working with Congress and federal regulators to identify and address outdated,
unnecessary, burdensome, and duplicative regulation with an eye toward reducing regulatory
burden on credit unions. There were provisions in the Dodd-Frank Act giving the CFPB
considerable authority to exempt entities from all or parts of its regulations. We and our
national trade association will continue to urge the Bureau to use these provisions to the
greatest extent possible.

While credit unions certainly understand and support efforts to make the financial services
industry more transparent, at the end of the day, every minute and every dollar a credit union
spends complying with regulations is time and money that is not going towards the primary
mission of the credit union—serving their members.

In conclusion, despite the increasing regulatory burden that Kansas credit unions are carrying,
the Kansas credit union industry is doing well and continuing to meet the needs of their
members. Thank you again for the opportunity to give you an update on the credit union
industry.
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