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Thank you for this opportunity to express my opposition to SB 23 – Section 11 which would empower the
Insurance Commissioner to appoint the state securities regulator.
As for my background: I am an attorney and for the first twelve years of my career I worked with cities and
counties in issuing municipal bonds and I held both a Series 7 and a municipal principal license. I then served
as the Securities Commissioner for seven years from April 1996 through June 2003. For the past thirteen years,
I’ve been with Central National Bank which is a community bank based in Junction City. In my thirty year
career, I’ve learned plenty about securities and banking regulation and I’ve had a good exposure to insurance
regulation which I’ll explain further.
A year ago, I met with and expressed my concerns to both the Securities and Insurance Commissioners, Josh
Ney and Ken Selzer. I am adamantly opposed to Section 11 of this bill because of the potential risks of
weakening consumer protection. It appears this proposal is a holdover from Aaron Jack who resigned as the
Securities Commissioner in 2013 while he was raising campaign funds and preparing to run for Insurance
Commissioner.

Government efficiency: Consolidation will result in modest savings.
I fully support efficiency in government when it is good public policy. I know firsthand as I helped with the
merger of Consumer Credit with the Banking department in 1999. Among other benefits, that merger helped
Kansas to combat unscrupulous out-of-state mortgage brokers. Let us be realistic and honest… there are some
efficiencies to be gained by merging the Securities office with another agency, but the amount of cost savings
will be modest. Also, please remember that Securities is a fee-funded (not General Fund) agency.
Consolidation of the state’s regulatory agencies has been studied numerous times by Legislative Post Audit and
I worked with an interim committee in the late 90’s which studied consolidation. In a number of states,
securities regulation is part of a larger agency. But listen carefully… it is the exception, and not a growing
trend, for the elected Insurance Commissioner to control securities regulation. In my tenure, there were two
states with Insurance controlling, Iowa and Montana, and I met with both of those Insurance regulators.
Historically, if you look at statistics on securities enforcement actions, Iowa and Montana were not leaders.
Whereas, Kansas has long had a national reputation for being tough in securities enforcement and criminal
prosecution.

Regulatory coordination: Strong Functional Regulators best protect consumers.
Kansas consumers are best protected and the financial firms are best served by functional regulation with
banking services overseen by bank regulators; investments subject to securities regulation; and insurance subject
to insurance regulation. Among the functional regulators, the goals should be consumer protection through
“reasonable” (not burdensome or duplicative) regulation.
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Each functional regulator has a primary purpose and a unique “culture”: bank regulators examine the “safety
and soundness” of a bank to protect depositors; insurance regulators examine the “solvency” of insurance
companies and they investigate “insurance fraud” (fraud against insurance companies); and securities regulators
combat “securities fraud” (investment fraud against consumers).
I’m not sure that everyone understands that the role of the Securities Commissioner is not regulatory busywork.
Just more than a hundred years ago, the state of Kansas enacted the first “blue sky” law. As history records…
some Kansans were losing their life’s savings as they were sold worthless stocks in fictitious companies.
Unfortunately, even today, still too many Kansans become victims due to fraud, breach of fiduciary duty, an
unsuitable investment, misrepresentations, and abusive sales practices. The Securities Commissioner is the
“local cop on the beat” to handle complaints, to impose enforcement actions, and to bring criminal prosecution.
Here are two cases from my tenure which were heart-breaking: the first case was an 85-year-old Navy veteran
who was duped into investing $54,000 in an oil and gas scheme when he needed investment income to care for
his bed-ridden wife who was suffering from Alzheimer’s disease. Eventually, the promoter was convicted of
securities fraud and went to jail. In another case… a broker was convicted for selling bogus investments to his
clients including an elderly couple from Herington who lost $295,000. Please understand these cases did not
involve collecting on an insurance policy. These were cases where the victims lost their retirement savings due
to securities fraud. The state of Kansas was successful in helping these victims because we had strong
securities laws, investigators with law enforcement experience, and attorneys with criminal prosecution
authority.

Securities and Insurance regulators should coordinate and work together as needed.
During my tenure… there were cases of mutual concern to Securities and Insurance. In the late 90’s, we
handled numerous complaints about investments in viatical settlements in life insurance policies taken out on
patients with HIV/AIDS who were expected to die. Most of these cases involved fraud and misrepresentations
and salesmen were getting paid high commissions to sell these high-risk unregistered investments.
In addition, complaints about variable annuities increased after the “dotcom stock bubble of 2000”. I still have
copies of letters from victims. Some retirees had cashed out bank CDs or taken their pensions to buy variable
annuities (“VA”) with high-commissions… and they didn’t realize that the variable products put their retirement
savings at risk by investing in high-risk Internet stocks. That is… they didn’t realize the risk until they lost 35%
or more of their savings when the Internet bubble burst. One agent tried to console a victim’s wife by assuring
her that the VA guarantee would make up the loss if and when her husband would die.
I chaired a national committee of state securities regulators to study the problem… and we reached out to the
National Association of Insurance Commissioners (NAIC) which also formed a committee. For over two
years… we worked on trying to close the gap in state regulation over the sales practices of variable annuities
and I attended NAIC conventions and met with state insurance regulators from across the country.

Insurance industry influence could weaken securities consumer protections.
The insurance industry has a powerful influence over state insurance regulation. The insurance industry and
their agents can exercise influence most directly through campaign donations.
In a 2011 report to the recently-created Federal Insurance Office, the Consumer Federation of America wrote:
“There are four main reasons why state insurance commissioners rarely succeed in adequately
protecting consumers: lack of authority, lack of will, lack of resources and lack of sufficient power to
balance the overwhelming influence of the insurance industry at the state level.”
The most glaring example of insurance industry influence over state securities regulation is in regard to the sale
of variable annuities. Variable annuities are “securities” under federal law… but the insurance industry has
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succeeded in keeping variable annuities defined as “insurance” under state law. This contradiction does not
benefit consumers. Kansans who invest in variable products and in mutual funds both deserve the same quality
of state protection in the regulation of agents selling these virtually identical forms of investments – not a
disjointed regulatory structure devised through the exercise of insurance industry influence. And the irony now
is that some Insurance Commissioners, such as Kansas, have added some suitability guidelines (which are
duplicative of securities regulations) over VA sales to seniors in an effort to appear as if insurance regulators
have taken action. However the important question should be “what’s best for consumer protection?” And the
answer is functional regulation.

Kansans don’t want their securities regulator to become a puppet of the insurance industry.
I ask the Legislature to consider the victims of securities fraud and to do what’s best for Kansas consumers.
Please be cautious in regard to efficiency or consolidation for the sake of modest cost savings… as Section 11 in
Senate Bill 23 could result in weaker securities regulation.
Thank you for your consideration.

David Brant
800 SE Quincy Street
Topeka, Kansas 66612
dbrant@centralnational.com
785.231.1408 office
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