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SENATE COMMITTEE ON FINANCIAL INSTITUTIONS AND INSURANCE
| February 16, 2012 ' '

Madame Chair and Members of the Committee,

| am Judi Stork, the Deputy Bank Commissioner with the Office of the State Bank
Commissioner. | am here today to request your support of Senate Bill (SB) 372. This
bill relates to our oversight and supervision of money transmitter companies in Kansas.

BACKGROUND AND HISTORY OF MONEY TRANSMISSION

Our agency has regulated the business of money transmission since 1967. Over the
course of time, the number of money transmitters we have licensed has increased,
which is evidenced on the attached chart. For example, in 1993 we issued licenses to
14 money transmitter companies. We currently license 61 money transmitter companies
which conduct money transmission business through 5,955 agents. Also aftached is a
chart showing all the entities that currently hold money transmitter licenses in Kansas,

_their respective cities and states, as well as the number of agents each one has
designated. As you can see on the chart, we license well recognized companies such
as Google, Paypal, American Express, Western Union, and MoneyGram. Please note
the compariies headquartered in Kansas are highiighted in yeliow on the chart.

Not only has the number of money transmitter companies increased over the course of
time, but the nature of the money services business has also changed. The money
services business has moved away from paper transactions to more online and ACH
transactions. Money transmission today includes not only the issuance of traditional
money orders and travelers’ checks, but also wire transfers, ACH transactions, stored
value cards, prepaid payroll cards, and mobile phone transfers. Only 15 of our current
61 licensees still issue money orders. Aftached is a chart demonstrating the types of
activities conducted by money transmitter companies headquartered in Kansas. A large
portion of our growth in the number of companies we license is due to the consumer

. demand to transfer money out of the country, including Mexico. The increase in the
amount of money that has been transferred out of the country has led to higher scrutiny
for compliance with the Bank Secrecy Act (BSA) and requirements from Financial
Crimes Enforcement Network (FInCEN). There is a need to ensure money transmitter
companies and their agents are not facilitating drug and terrorist transactions.
Compliance with the BSA and anti-money laundering provisions is a part of our standard
examination procedure. Regulation of the money services business is completely
different today than it was prior to the events of 9/11/01. B



Senate Financial Institutions and Insurance Committee

- February 16, 2012

Page two

We continually strive to keep up with industry. changes.. Two years ago in light of the increased number of
licensees, our own experience with a failed money transmitter company, and seeing the failures of money
transmitter companies in other states, we internally reassigned one FTE to oversee, examine, ‘and enforce the
money transmitter act. Since appointing that individual, she has received initial training, shadowed other
states’ examinations, implemented an examination program, and will soon begin her first examlnatlon of a
money transmitter company headquartered in Kansas. One of her assigned duties was to review and assess
the Kansas money transmitter act compared to other states’ laws, the model act issued by the Money
Transmitters Regulatory Association, and the Uniform Money Services Act drafted by the National Conference
of Commissioners on Uniform State Laws. Based on this review we are requesting the changes in SB 372,

PROPOSED CHANGES

We vetted the proposed changes in SB 372 with the Money Services Roundtable which represents Amencan
Express, Western Union, MoneyGram, RIA, SIGUE, and Integrated Payment Systems (all companies licensed
to do business in Kansas). When discussing this issue with the Money Services Roundtable, one of their main
concerns was that Kansas law be no more restrictive than other states’ laws. The Money Services Roundtable
provided comments and suggestions which we took into account in drafting this language. The Money Services
Roundtable was satisfied with our proposed language and has submitted written testimony in support of this
bill. .

To briefly summarize, we are asking for the following changes:

(a) Permissible investments — Money transmitter companies are required to keep an amount of
“permissible investments” equal to the aggregate amount of their issued and ‘outstanding payment
instruments. The purpose of this requirement is to ensure that all outstanding money transmissions are
covered dollar for dollar. It is prudent that we ensure such investments are of a certain quality. Most of-
the changes eliminate outdated investment products that we no longer see. The other change to this
section is to limit the amount of accounts receivable that a company can rely upon in satisfying this
requirement. Since there is a risk that accounts receivables may not be collected in full, we believe -
limiting the amount a prudent action. Beyond this purpose, there is no restrlctlon upon what a money
transmitter can invest in. L

(b) Fee structure -- We are asking that we be allowed to establish our fees annually based on the approved
budgetary cost to run this program for the following year. Currently, the fees are established by rule
and regulation. By allowing the agency to adjust each year the license fees to be charged to money
transmitters, i ensures the regulated entities will be charged only what is necessary to offset the costs
of admlnlstenng and enforcing the Act. The agency’s budget will be approved through the Ieglslatlve
appropriations process. :

(c) Authority to regulate unlicensed activity — Currently, the agency has no power to regulate unlicensed
activity. The only way to address unlicensed activity is by referring the matter to the local prosecutor for
criminal prosecution or to seek an injunction. From a practical standpoint, this becomes a difficult issue
when most companies are not even headquartered in Kansas. If we have the authorlty to take
administrative action and to enjoin unlicensed activity occurring in the state, our licensed companies will
no longer be competitively disadvantaged (e.g. unlicensed companies don't pay license fees and are
not examined for compliance with the law.) :

(d) Enforcement authority — Currently, the only disciplinary tool available to our agency is to revoke a
license. We are requesting additional authority to issue orders less severe than revocation of a license.
The authority would include the ability to issue a cease and desist order, consent order, or an order to
suspend a license. Additionally, we are requesting the commissioner have the authority to fine, order
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(e) restitution, or bar from future application any person who has violated the act, any regulation adopted
thereto, or an order of the Commissioner. e

(i) Prohibited Acts — Currently, the Commissioner can revoke a license for reasons such as a licensee is
no longer financially able to perform or has actually failed to perform its obligations, if a key person has
been convicted of a crime involving fraud, deceit, or dishonesty, if the license has failed to pay.a fee
required by the Act, or if the licensee fails to cooperate with an examination. The proposed language
would expand the reasons for the disciplinary action to include falsifying information on their license
application, civil judgments, deceptive advertising, and fraudulent or deceptive conduct. It would seem
to be prudent regulation to hold the industry to these standards. ' s

In summary these proposed changes are in line with several other states’ laws. Additioné!ly, these same types
of provisions can be found in Kansas laws pertaining to banks, trust companies, mortgage companies, finance

~ companies, payday lenders, title lenders, and debt management companies.

'WHAT PROBLEM IS THIS BILL ADDRESSING?

You may question what problems exist which necessitate this change. It has increasingly come to our
attention that there are unlicensed companies engaging in the business of money transmission in.the State,
and we do not have the enforcement ability to stop the business or require them to be licensed. o

Additionally, as we begin our on-site examination procedures we anticipate that we may find violations of law,
non-compliance with the BSA, and concerns regarding what shouid be considered prudent business practices.
Under the current law, our only recourse to address these concerns will be to revoke the company’s license.
This bill would allow us to address these concerns in a less severe manner. You may question why we need
this authority now. As you well know, this is what our agency does — we regulate financial entities day in.and
day out. We have the experience to establish a defined examination program to deal with financial entities in a
fair and reasonable manner. We know that the ability to enforce compliance with the law is necessary in order
to have effective regulatory oversight. | cannot imagine how ineffective it would be if the only ability to deal
with a problem situation in a bank would be to pull their charter. That is how this law for money transmitter
companies is currently written. Our only ability to deal with concerns is fo revoke -a money transmitter
company's license. : : :

HOW WILL THESE CHANGES AFFECT AGENTS OF LICENSEES?

You will often see money transmitter services offered at Walmart stores, grocery stores, convenience stores,
and other local estabiishments. In almost all cases, these entities are agents of a licensed maney transmitter
company (e.g. Western Union, American Express). Under the current law, the agents are exempt from
licensure. We are not proposing to change this. Under current law we have the authority to conduct agent

visits to ensure compliance with the Money Transmitter Act, BSA, and FINCEN. This bill would not alter this
examination authority. - S

The need to expand our regulatory oversight of money transmitter companies is to protect Kansas conSL‘lme'rs
relying on those companies to transmit funds, whether it is across the state, across the couniry, or
internationally. | would appreciate the favorable support of the committee to allow our agency to perform our

duties in a fair and reasonable manner. Thank you for your time. | am happy to answer questions for the
committee. - - :
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Name
ACE Cash Express, In¢.
ADP Payroll Services, Inc.
Amazon Payments, Inc.

American Express Prepaid Card Management Corporation
American Express Travel Related Services Company,
_Attain Finance, LLC

Bancomer Transfer Services, [nc.
Blackhawk Network California, Inc.
Braz Transfers

Cambridge Mercantile Corp (USA}
CheckFreePay Comoration
CheckSmart Money Order Services, Inc.
Comdata Network, Inc.

Continental Exchange Solutions, Inc.
Custom House Lid.

Dahabshil, Inc.

Enramex, Inc.

Ethos Group Payment Services, inc.
Facebook Payments, Inc.

Food Industry Services, Inc.
GAMDIRECT, LLC

Global Cash Access, Inc.

Global Express Money Orders, Inc.
Google Payment Corp.

Green Dot Corporation

GSC d/b/a Fidelity Express

Hong Lan Services, Inc.

Integrated Payment Systems, Inc.
Intelispend Prepaid Solutions, LLC
Inter-Cambie Express, Inc, o
Intermex Wire Transfer, LLC

ITC Financial Licenses Inc,

JPay, Inc.

KanQkla Telephone Aassociation

Keefe Commissary Netwbrk, e 7

Lucky Monsy, inc. .
Meracord, |LC fka NoteWorld, LLC
Mexico Transfers, ing.

Moneybookers USA, Inc.

MoneyGram Payment Systems, Inc.
NetSpend Corporation

nFinanSe Payments, Inc.

Obopay, Inc.

Official Payments Corporation-

Omnex Group, Inc.

OrderExpress, Inc.

PayPal, Inc.

PreCash, Inc.

Qaran Financial Express, LLC

Servicio UniTeller, Inc.

SGS Corporation dba Coinstar Money Transfer
Sigue LLC

Softgate Systems, Inc.

Tempo Financial US Corp dba I-TRANSFER
Tempus Consulting, Inc.

THE PAY STORE INC

Travelex Currency Services, Inc.
Travelex Global Business Payments, Inc.
Viamericas Corporation

Western Union Financial Services, Inc.
Xoom Corporation

61 Total

“city StateCode
Irving T™>
Roseland NJ
Seaitle WA
New York NY
New York NY
Wichita KS
Houston TX
Pleasanton CA
Saugus MA
Princeton NJ
Wallingford cT
Dublin OH
Brentwood TN
Buena Park CA
Victoria BC
Hilliard OH
Wheat Ridge co
Irving ™
Palo Alle CA.
Shawnee Mission ~ KS
Lynnwood WA
Las Vegas NV
Silver Spring MD
Mountain View CA
Monrovia CA
Sulphur Springs TX
Westminster CA
Greenwood Village co
Fenton ' MO
Elkhart IN
Miami - FL
Columbus GA
Miami FL
Caldwell Ks
St. Louis MO
San Francisco CA
Tacoma WA
Irving - X
New York NY
Minneapolis MN
Austin ™
Tampa FL
Redwood City CA
Norcross . GA
Englewood CIiff NJ
Chicago IL
San Jose CA
Houston TX
Falls Church VA
Rochelle Park NJ
La Mirada CA
Sylmar CA
Fairfield NJ
Greenwood Village co
Washington DC
Trevose PA
New York NY
Washington DC
Bethesda MD
Englewood co
San Francisco CA

#Agents

22
1

0
596
680

455
132

158

121



siajsues| auoyd ||3)/spie) MO ‘S S) ‘llPMpIED . EPOUEN

SIapIO AQuol 1T ‘ OW ‘SN S ‘UOISSIIA 23umeys sanJas Alisnpul pood
spaed anjep palols 8 . AN YM ‘O ‘SN . SY ‘BUYIAM aoueUl{ UleTY
ssauisng Jo adAl  sjualy Jo JoquINN U] Pasudod|] sajels ssaIppy awepN Auedwo) pasuadl]

S12131WisunI | AUCWN Pasualdr] paspg sosunyf




