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MEMORANDUM March 16, 1989
TO: Representative Dave Donley, Chairman

House Labor and Commerce Committee
FROM: Senator Arliss Sturgulewski, Chairman/“p

Senate Rules Committee
RE: SB 174 "An Act relating to letters of credit issued by

banks. U
This bill is a straight forward approach that would correct a
disparity between state chartered banks and nationally chartered
banks. Presently there is no time limit on Letters of Credit

issued by nationally chartered banks but state chartered banks
have been limited to one year on letters of credit.

This disparity was brought to us by Key Bank of Alaska and a
letter of explanation from them 1is attached. Senate Bill 174 s
supported by the Director of the Alaska Division of Banking. |t

has a zero fiscal note.

| have attached a packet of background information regarding SB
174 and hope you will be able to schedule it for an early
hearing. Than!: you for your consideration.

Attachments
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SB 174:  "AnActrelating to letters of credit issued by banks."

Th dePart ent urges (ﬁ%sar%(solfSB 17 as it will pr?wde arl!gvb tween state

ona chalte n.providing letters of credi an soqerat Jjg
ave no tlﬁ}e restric or]s concerning letters of credi

C arters
Elé ﬂl eetest e time restrictions trom Alas

Banks and their cu tomers p been at a disadva t e when their _husiness
ometimes requires, etterso credit for rea er periods thian one year. This ma
e a common rﬁg |remen In governm nta construction contracts and export

fransactions with'long contract periods.

his t nk function is considered lending and is requlated apd examined
or S0 ﬁgP ot"i Ogegracttlceg Lketters o?cred{jt conve ﬁgments PHS?( %uta
iesng@ y provided to a bank’s customers WI . lond-term satls actory credi
ffl&erduhtehfCommissioner _
Aar ment o Commerce and Economic
Development .
Date:
L M/WFK/dgl3399D
022389



Key Bank of Alaska ..

Post Office Box 100420
Anchorage, Alaska 995100420
(907)562-6100

February 23, 1989

Mr. Frank Homan
Professional Assistant

O ffice of
Senator Arliss Sturgelewski

P.O. Box V
Juneau, Alaska 99811

Re: SB 174 - Letters of Credit

Dear Mr. Homan:

This letter will describe Dbriefly letters of credit and
explain why we support SB 174 which amends Alaska Statute
06.05.275(a) to remove its durational [limit on letters of credit

issued by state banks.

A letter of credit is the wundertaking by a bank to pay the
person to whom the letter of credit is issued (the beneficiary)
upon presentation of a draft or other documentary demand specified

in the credit. The bank's customer (the account party) requests
issuance of the letter o f'credit and specifies the terms of the
credit, based on the beneficiary’'s requirements. If the letter of

credit is drawn upon, the account party (the bank's customer) has
an unqualified obligation to pay the bank.

Letters of credit fall into two general categories.
Commercial letters of credit are the type which are frequently used
in foreign trade. There, the bank agrees to pay upon receipt of a
draft and accompanying documents which often represent title to
goods in shipment. The bank <compares the documents with the
requirements of the letter of credit and, if they are in
conformity, pays the draft. A standby letter of credit is usually
issued so that the beneficiary has a source of payment if the
account party defaults on some obligation to the beneficiary. |t
acts as security for some performance by the account party. Once
again, the bank does not make any decision about the facts of the
transaction, but simply pays if it receives a draft and documents
(frequently a certification by the beneficiary) as required by the
terms of the letter of credit. In either type, the dollar amount

of tha credit is limited.

was\pm.3
letters.ere
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There exists a competitive inequality between national and
state Dbanks in durational limitations on standby and commercial
letters of credit detrimental to state-chartered banks.

There is no durational limitation on letters of credit which
national Dbanks may issue, but AS 06.05.275(a) [imits state-
chartered banks' letters of credit to a duration of one year. |t
is interesting to note that the original Jlegislative purpose in
adopting this statute was "to improve the competitive balance
between state and national banks." 1970 House Journal 1085.

|t has Dbeen demonstrated that durational [imits thwart

competitive equality between state and national banks in the
marketing and providing of letters of credit according to customer

requirements. This is particularly true where the beneficiaries
are government agencies, municipalities, the Alaska Court System,
bonding, surety, and insurance companies. They are beneficiaries

of letters of credit for a variety of reasons such as to secure
completion of wutility ‘infrastructure construction on subdivisions,
appeal bonds, and as security for cash flow requirements for debt
service of term loans to operating businesses or income property
construction projects. Those beneficiaries in particular have no
reason to negotiate with state banks for letters of credit as they
may simply go to national banks without having to address the issue

of durational Jlimitations. Further, most such beneficiaries are
totally inflexible in their requirements and will not even consider
durational requirements. They simply avec'd the issue by obtaining
their letters of credit elsewhere. As to commercial letters of
credit, there are situations in which the one-year limitation would
exclude their use in connection with manufactured goods and
equipment and in connection with sorol export situation.

Accordingly, state banks cannot always service their good customers
as can national banks.

Letters of credit are extensions of credit not basically
different than any loan or a loan commitment and are analyzed and
underwritten like a loan or loan commitment. Host are secured. | f
not secured they are supported by adequate financial standing of
the account party on whose behalf they are issued in the same

manner as an unsecured loan. Adequate internal lending and
underwriting policies and procedures, competent bank management,
internal financial review and reporting requirements and
procedures, and bank examinations by regulators are, like loans,
the means of controlling and maintaining sound banking practices in
issuing letters of credit. Durational limitations, however, are
irrelevant to preventing unsound banking practices orto ensuring
sound banking practices at the most critical times - when the
letters of credit are issued and during the permitted period. They

only shut the door after the horse is out at the expense of
preventing state-chartered banks from competing equally with

national banks.

wog\pm,3 - 2 -
letters.cr



Accordingly, it is recommended and wurged that SB 174 e
adopted to delete the second sentence of AS 06.05.275(a) as
unnecessary and anticompetitive.

WAG/ag
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INTRODUCTION OF BILLS (Senate)

SB 173 (cont'd)

been recalled cannot be appointed to fill a vacant seat in the office from which the person ;
was recalled.

The bill takes effect 90 days after it is signed by the Governor.

Introduced February 14,1989 and referred to Community & Regional Affairs; State
Affairs; Finance.

Letters of Credit

SENATE BILL NO. 174. by Senators Sturgulewski and Pearce. Amends AS 06.05.275(a)
(Alaska Banking Code. Miscellaneous and incidental banking practices) to read: “(a) A
bank may issue and confirm letters of credit authorizing the principal or beneficiary to
draw upon the institution or its correspondents." The section currently reads: “(a) A bank
may issue and confirm letters of credit authorizing the prmmﬁal or beneficiary to draw
upon the institution or its correspondents. A letter of credit shall expire by its terms
within onle year of date of issuance, but may be renewed on written request of the
principal.

The bill takes effect 90 days after it is signed by the Governor,

Introduced February 14,1989 and referred to Labor & Commerce; Finance.

Consumption of
Alcohol During Pregnancy

SENATE BILL NO. 175. by Senators Binkley, Adams, Zharoff, Pourchot, Frank and C
Pearce. Will require the holder of a license or permit that allows a person to sell or serve
alcohol to post signs warning patrons that".. .Drinking alcoholic beverages such as beer,
wine, wine coolers, and other distilled spirits during ﬁregnancy can cause hirth defects.”
The signs will have to be displayed".. .Ina manner that will make them conspicuous to a
person Purchasmg or consuming alcoholic beverages on the designated premises..  The
Alcoholic Beverage Control Board (ABC Board) will have to determine how many signs
have éo be displayed, and whether they are sufficiently conspicuous after they are
posted.

The ABC Board will furnish signs, and peace officers and ABC Board emi)loyees can issue
citations for violations of this law. A person who is found %uilty of a violation can be
punished by a fine of not less than $20 and not more than $300. Each day a violation
continues after a citation has been issued, constitutes a separate violation.

The bill takes effect 90 days after it is signed by the Governor.

IFr]troduced February 15,1989 and referred to Health, Education & Social Services;
inance.



Alaska Business News Summaries
oW o Edited by Shehla A. Bradner
rys - A
M KeyBank Purchases Failed Alaska Statebank Assets -

|
fesoi |'Xn Key Bank of Alaska, t@estate_’s_four_th largest bank bogghtAIaska Statebank after its closure by tatebankinﬂ
sS&l regulators. Statebank had $8.8 million in neqqatlveworth, os,tlh/due to™oroblem loans. The bank’s $100 millio

Indeposits and some loans were transferredto Key Bank, which will operate six Statebank branches. The trans-

A

President H.Derrell Smith said the. bank tried to,raise sufficient capital, but FDIC chose the more expensive
alternative of liquidation. Smiths thinks the bank needed about $25 million to clear up problem loans, and that

"I'IIgt-wiIi,'submit.recgmmeri_dations this summer to the bank’scorwrat,e headquarters in Albany, N.Y. KeyCorp,
~sH ™ vi: with assets of $15 billiron, operates hanks im Alaska, Qregon, ashmgt?)m and rdalhor Kexf»éi? %xﬁ?(n (Tdi m(E)@
Lri It .The Alaska hanks already

' Overseas. Besides

'U.S POSTAL SERVICE REVENUES INCREASE IN 1988: e U.S. Postri Service has escaped the economic
g e " service In 1988,

Express Mail rose

‘5|jbercentfrom $4,227,734In 1987 to $4,459,219 in 1988. Volume was up for the oft-used first-class letter, the

l'|i|"g"_c jorage Division processed I percent more first class mail in-1988. Most mail comes to Alaska by ship or

. T mall hip
fMiplane and it cost the Postal SerV|%e|$7_(_J_,§2§r969 in 1988 to move that rrﬂeill W|tr1|[1__t_r]g_s_t_atje56mrclls% '9%0%51

""" yees in Alaska.
becent increase in freight revenues ahd a marked

0f $5.8 million In 1988. About 10 %elgfglr;t ovl\‘/ gfr]g

‘ALASKA RAILROAD POSTS $5.8 MILLIQN PROFIT; A 14

.J|M .decline.in expenses hevlged the Alaska Railroad show a rgroﬁ 8. Al
Jprofitsror.$620,000, ployees. The honuses,' said railroad o

aS distributed as bonuses to e

EXAS GROUP WILL BUY LUXURY THEATRES: Act3, aSuiA™ipnio, Texas gﬂroug, will purchase Luxurkf
Tgeatres, Alaska’s largest chain of movie huses. Ticket prices* /em ain the same. But the new owners wil|

piffup some of the Anchorage theaters, bring first run movies qgjlcker and perhaps even show controversia]!
Process o

.|.
A



Price: $1.00 -U.S.. $1.25 =€anada The *1 Newsweekly lor Alaska's Business

Volume 13, Number 3,24 Pages

KeyCorp picks Mmu
Alaska for first

® Byimre Nemeth

] ustas Alaska became its first
entry on the West Coast, Key
Corp has chosen the state to

launch its foray into the realm of
International hanking.

TheAlbany,N.Y. based bank plans
to use its Alagka locations to spear-
head aplan officials hope will unlock
commercial trade opportunities and
profitable business ties with finan-
mallg active Pacific Rim markets.

lvan Jock, vice president of inter-
national banking at Key Bank of
Puget found, %ays tq? Alaska is a
natural site to begin theefrert.-Withv.*
its location and current ties in the
fishing and timber industries, the
state IS considered by bank leaders to
have enormous potential, he adds,

“Certainly they've come to realize
that Alaska's tiés with the Pacific
Rim are so large and important,”
Jock said from Ris Seattle office last
week. “They are ooking now at how
best to approach the ‘market and
support jt.

It didn’t take too much to see the
otential in Alaska with the Pacific
im. |

Since the purchase of the Alaska
contingent (formerly known as Alas-
ka Pacitic Bank), KeyCorp has moved
Into five other states in the Pacific
Northwest, including Washington,
Oregon and Idaho. ,
Jock said Alaska’s importance is
quite well known. To support the

See INTERNATIONAL, Page2 A

Industrial St



Continued from Page 1

export market, which is the bank’s
firstinterestin this matter, Key Bank
ofAlaska plans to help facilitate the

movement of goods through financ-

|n%1 promising projects,
his doesn’t méan, however, that
the bank will
tory already populated by the larger
Intérnatjonal financiers. Far from'it,
Bank officials will probably start a
lot smaller and cultivate thé market
overtime.The competitive factor will
come from other banks moving into
the Alaska territory.

“They would do well to come there

and invest,” Jock admitted.

_Jock labeled immediate opportuni-
ties in the timber and fisheries sec-

tors, He pointed to upcoming breaks
duetothefull utilization ofthe state’s
200-mile territorial waters and further
development in the surimi industry.

But all the focus can'tremain con-

centrated on the United States or

domestic markets. Jock says thelong-

term outlook must include analyza-
tion of the overseas markets ‘and
what products will sell there.

To do that U.S. venders must pro-

vide the quality, he says.

. “Success Is 0n secondary process-

ing," said the vice president. “There

be moving into terri-

must be movement be ondaust the
supplying .of fresh fish and that's
preparmP it for the consumer.”

. Ke calfs the Japanese market, for
instance, quite demanding. The mar-
ket has rigid standards for quality.

Eventually, KeyCorP plans to ex-
pand the infernational banking seg-
ment into more of its locations.”

‘| think (the bank's interpational
effort) 1s going to all locations but
there’s no-question in my mind that
Alaska presents the blgﬁest oppor-
tunity and biggeBt challenge” he
sald, ™ | think the numbers will bear
out this optimism of mine.”

Jock recently traveled to the state
to oversee the establishing ofthe new
international division. He said what
he saw just reinforced his impres-
sionsofimpending success. Onerea-
son he cited for this opinion was the
low dollarand the perceptionin Japan
and other Pacific Rim countries that
American products are low cost.

Pliortoi s_ac%umtlonby KeyCorp,
Jock's P,artlcul r bank fiad all the
international banking facilities in
Place. With the lines already estab-
ished, Jock feels his branch will be
able to easily guide the Alaska banks
Into_operation and do it quickly.

“The key isnow be able to go ahead
and provide the service," he'said.

Prompt-Professlonal-Quality-Service Guaranteed...

adams

TEMPORARIES
..BECAUSE PERFORMANCE COUNTS

3201 C Street
Calais 1 Suite 402

561-56161

*As evidence, Wcscott says he ban
beenapproached by one Japanese com-

IHHiicil im opinionNHaying Midi litrtnii

”"fO,l Inpe3

MEET ALASKA'8

6th annual opportunities.conference for Alaska’s
business executives, featuring key speakers from the
energy community and government.

E G IE

PLANS PROSPECTS * POLITICS
Sheraton Anchoraqe Hotel
Howard Rock Ballroom
Saturday, January 28, 1989

Registration %00am-10:00am
Program 10:00am-5:00 pm

Gourmet Luncheon

For more information, contact:

THE ALL IA3STCE
(0) 563-22%6

Register early, seating is limited
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