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SB 174: "An Act relating to letters of credit issued by banks."

The department urges passage of SB 174 as it will provide parity between state 
and nationally chartered banks in providing letters of credits. Banks operating 
with national charters have no time restrictions concerning letters of credit, 
SB 174 deletes the time restrictions from Alaska law.

Banks and their customers have been at a disadvantage when their business 
sometimes requires letters of credit for greater periods than one year. This may 
be a common requirement in governmental construction contracts and export 
transactions with long contract periods.

This type of bank function is considered lending and is regulated and examined 
for sound lending practices. Letters of credit do convey elements of risk but are 
generally provided to a bank’s customers with long-term satisfactory credit 
history.
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K e y  B a n k  of A l a s k a
A KeyCorp Bunk

Post 0«ice Box 100420 
Anchorage, Alaska 995100420 
(907) 562-6100

F e b r u a r y  23, 1 9 8 9

Mr. F r a n k  H o m a n  
P r o f e s s i o n a l  A s s i s t a n t  

O f f i c e  o f
S e n a t o r  A r l i s s  S t u r g e l e w s k i  

P.O. B o x  V

J u n e a u ,  A l a s k a  9 9 8 1 1

H e :  S B  174 - L e t t e r s  o f  C r e d i t

D e a r  M r .  H o m a n :

T h i s  l e t t e r  w i l l  d e s c r i b e  b r i e f l y  l e t t e r s  o f  c r e d i t  a n d  
e x p l a i n  w h y  w e  s u p p o r t  SB 174 w h i c h  a m e n d s  A l a s k a  S t a t u t e  
0 6 . 0 5 . 2 7 5 ( a )  t o  r e m o v e  i t s  d u r a t i o n a l  l i m i t  o n  l e t t e r s  o f  c r e d i t  
i s s u e d  b y  s t a t e  b a n k s .

A  l e t t e r  o f  c r e d i t  is t h e  u n d e r t a k i n g  b y  a b a n k  t o  p a y  t h e  
p e r s o n  t o  w h o m  t h e  l e t t e r  o f  c r e d i t  i s  i s s u e d  (t h e  b e n e f i c i a r y )  

v p o n  p r e s e n t a t i o n  o f  a d r a f t  o r  o t h e r  d o c u m e n t a r y  d e m a n d  s p e c i f i e d  
in t h e  c r e d i t .  T h e  b a n k ’s c u s t o m e r  ( t h e  a c c o u n t  p a r t y )  r e q u e s t s  
i s s u a n c e  o f  t h e  l e t t e r  o f ' c r e d i t  a n d  s p e c i f i e s  t h e  t e r m s  o f  t h e  
c r e d i t ,  b a s e d  o n  t h e  b e n e f i c i a r y ' s  r e q u i r e m e n t s .  I f  t h e  l e t t e r  of 
c r e d i t  i s  d r a w n  u p o n ,  t h e  a c c o u n t  p a r t y  ( t h e  b a n k ' s  c u s t o m e r )  h a s  
a n  u n q u a l i f i e d  o b l i g a t i o n  t o  p a y  t h e  b a n k .

L e t t e r s  o f  c r e d i t  f a l l  i n t o  t w o  g e n e r a l  c a t e g o r i e s .  
C o m m e r c i a l  l e t t e r s  o f  c r e d i t  a r e  t h e  t y p e  w h i c h  a r e  f r e q u e n t l y  u s e d  
in f o r e i g n  t r a d e .  T h e r e ,  t h e  b a n k  a g r e e s  t o  p a y  u p o n  r e c e i p t  o f  a 

d r a f t  a n d  a c c o m p a n y i n g  d o c u m e n t s  w h i c h  o f t e n  r e p r e s e n t  t i t l e  t o  
g o o d s  i n  s h i p m e n t .  T h e  b a n k  c o m p a r e s  t h e  d o c u m e n t s  w i t h  t h e  
r e q u i r e m e n t s  o f  t h e  l e t t e r  o f  c r e d i t  a n d ,  i f  t h e y  a r e  in 
c o n f o r m i t y ,  p a y s  t h e  d r a f t .  A  s t a n d b y  l e t t e r  o f  c r e d i t  is u s u a l l y  
i s s u e d  s o  t h a t  t h e  b e n e f i c i a r y  h a s  a s o u r c e  o f  p a y m e n t  i f  t h e  

a c c o u n t  p a r t y  d e f a u l t s  o n  s o m e  o b l i g a t i o n  t o  t h e  b e n e f i c i a r y .  It 
a c t s  as s e c u r i t y  f o r  s o m e  p e r f o r m a n c e  b y  t h e  a c c o u n t  p a r t y .  O n c e  
a g a i n ,  t h e  b a n k  d o e s  n o t  m a k e  a n y  d e c i s i o n  a b o u t  t h e  f a c t s  o f  t h e  
t r a n s a c t i o n ,  b u t  s i m p l y  p a y s  i f  it r e c e i v e s  a d r a f t  a n d  d o c u m e n t s  
( f r e q u e n t l y  a c e r t i f i c a t i o n  b y  t h e  b e n e f i c i a r y )  a s  r e q u i r e d  b y  t h e  
t e r m s  o f  t h e  l e t t e r  o f  c r e d i t .  In e i t h e r  t y p e ,  t h e  d o l l a r  a m o u n t  
o f  t h e  c r e d i t  is l i m i t e d .

waj\poi.3
letters.ere
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T h e r e  e x i s t s  a c o m p e t i t i v e  i n e q u a l i t y  b e t w e e n  n a t i o n a l  a n d  
s t a t e  b a n k s  i n  d u r a t i o n a l  l i m i t a t i o n s  o n  s t a n d b y  a n d  c o m m e r c i a l  
l e t t e r s  o f  c r e d i t  d e t r i m e n t a l  t o  s t a t e - c h a r t e r e d  b a n k s .

T h e r e  i s  n o  d u r a t i o n a l  l i m i t a t i o n  o n  l e t t e r s  o f  c r e d i t  w h i c h  
n a t i o n a l  b a n k s  m a y  i s s u e ,  b u t  A S  0 6 . 0 5 . 2 7 5 ( a )  l i m i t s  s t a t e -  

c h a r t e r e d  b a n k s '  l e t t e r s  o f  c r e d i t  t o  a d u r a t i o n  o f  o n e  y e a r .  I t  
i s  i n t e r e s t i n g  t o  n o t e  t h a t  t h e  o r i g i n a l  l e g i s l a t i v e  p u r p o s e  i n  
a d o p t i n g  t h i s  s t a t u t e  w a s  " t o  i m p r o v e  t h e  c o m p e t i t i v e  b a l a n c e  

b e t w e e n  s t a t e  a n d  n a t i o n a l  b a n k s . "  1 9 7 0  H o u s e  J o u r n a l  1 0 8 5 .

I t  h a s  b e e n  d e m o n s t r a t e d  t h a t  d u r a t i o n a l  l i m i t s  t h w a r t  
c o m p e t i t i v e  e q u a l i t y  b e t w e e n  s t a t e  a n d  n a t i o n a l  b a n k s  i n  t h e  
m a r k e t i n g  a n d  p r o v i d i n g  o f  l e t t e r s  o f  c r e d i t  a c c o r d i n g  t o  c u s t o m e r  
r e q u i r e m e n t s .  T h i s  is p a r t i c u l a r l y  t r u e  w h e r e  t h e  b e n e f i c i a r i e s  
a r e  g o v e r n m e n t  a g e n c i e s ,  m u n i c i p a l i t i e s ,  t h e  A l a s k a  C o u r t  S y s t e m ,  
b o n d i n g ,  s u r e t y ,  a n d  i n s u r a n c e  c o m p a n i e s .  T h e y  a r e  b e n e f i c i a r i e s  
o f  l e t t e r s  o f  c r e d i t  f o r  a v a r i e t y  o f  r e a s o n s  s u c h  a s  t o  s e c u r e  
c o m p l e t i o n  o f  u t i l i t y  i n f r a s t r u c t u r e  c o n s t r u c t i o n  o n  s u b d i v i s i o n s ,  
a p p e a l  b o n d s ,  a n d  a s  s e c u r i t y  f o r  c a s h  f l o w  r e q u i r e m e n t s  f o r  d e b t  
s e r v i c e  o f  terra l o a n s  t o  o p e r a t i n g  b u s i n e s s e s  o r  i n c o m e  p r o p e r t y  
c o n s t r u c t i o n  p r o j e c t s .  T h o s e  b e n e f i c i a r i e s  i n  p a r t i c u l a r  h a v e  n o  
r e a s o n  t o  n e g o t i a t e  w i t h  s t a t e  b a n k s  f o r  l e t t e r s  o f  c r e d i t  as t h e y  
m a y  s i m p l y  g o  t o  n a t i o n a l  b a n k s  w i t h o u t  h a v i n g  t o  a d d r e s s  t h e  i s s u e  
o f  d u r a t i o n a l  l i m i t a t i o n s .  F u r t h e r ,  m o s t  s u c h  b e n e f i c i a r i e s  a r e  
t o t a l l y  i n f l e x i b l e  i n  t h e i r  r e q u i r e m e n t s  a n d  w i l l  n o t  e v e n  c o n s i d e r  
d u r a t i o n a l  r e q u i r e m e n t s .  T h e y  s i m p l y  a v o i d  t h e  i s s u e  b y  o b t a i n i n g  
t h e i r  l e t t e r s  o f  c r e d i t  e l s e w h e r e .  A s  t o  c o m m e r c i a l  l e t t e r s  of  
c r e d i t ,  t h e r e  a r e  s i t u a t i o n s  i n  w h i c h  t h e  o n e - y e a r  l i m i t a t i o n  w o u l d  
e x c l u d e  t h e i r  u s e  i n  c o n n e c t i o n  w i t h  m a n u f a c t u r e d  g o o d s  e n d  
e q u i p m e n t  a n d  i n  c o n n e c t i o n  w i t h  s o m e  e x p o r t  s i t u a t i o n .  
A c c o r d i n g l y ,  s t a t e  b a n k s  c a n n o t  a l w a y s  s e r v i c e  t h e i r  g o o d  c u s t o m e r s  
a s  c a n  n a t i o n a l  b a n k s .

L e t t e r s  o f  c r e d i t  a r e  e x t e n s i o n s  o f  c r e d i t  n o t  b a s i c a l l y  
d i f f e r e n t  t h a n  a n y  l o a n  o r  a l o a n  c o m m i t m e n t  a n d  a r e  a n a l y z e d  a n d  

u n d e r w r i t t e n  l i k e  a l o a n  o r  l o a n  c o m m i t m e n t .  M o s t  a r e  s e c u r e d .  If 
n o t  s e c u r e d  t h e y  a r e  s u p p o r t e d  b y  a d e q u a t e  f i n a n c i a l  s t a n d i n g  o f  
t h e  a c c o u n t  p a r t y  o n  w h o s e  b e h a l f  t h e y  a r e  i s s u e d  i n  t h e  s a m e  
m a n n e r  a s  a n  u n s e c u r e d  l o a n .  A d e q u a t e  i n t e r n a l  l e n d i n g  a n d  
u n d e r w r i t i n g  p o l i c i e s  a n d  p r o c e d u r e s ,  c o m p e t e n t  b a n k  m a n a g e m e n t ,  
i n t e r n a l  f i n a n c i a l  r e v i e w  a n d  r e p o r t i n g  r e q u i r e m e n t s  a n d  
p r o c e d u r e s ,  a n d  b a n k  e x a m i n a t i o n s  b y  r e g u l a t o r s  are, l i k e  l o a n s ,  
t h e  m e a n s  o f  c o n t r o l l i n g  a n d  m a i n t a i n i n g  s o u n d  b a n k i n g  p r a c t i c e s  in 
i s s u i n g  l e t t e r s  o f  c r e d i t .  D u r a t i o n a l  l i m i t a t i o n s ,  h o w e v e r ,  a r e  
i r r e l e v a n t  t o  p r e v e n t i n g  u n s o u n d  b a n k i n g  p r a c t i c e s  o r  t o  e n s u r i n g  
s o u n d  b a n k i n g  p r a c t i c e s  a t  t h e  m o s t  c r i t i c a l  t i m e s  - w h e n  t h e  
l e t t e r s  o f  c r e d i t  a r e  i s s u e d  a n d  d u r i n g  t h e  p e r m i t t e d  p e r i o d .  T h e y  
o n l y  s h u t  t h e  d o o r  a f t e r  t h e  h o r s e  i s  o u t  a t  t h e  e x p e n s e  o f  

p r e v e n t i n g  s t a t e - c h a r t e r e d  b a n k s  f r o m  c o m p e t i n g  e q u a l l y  w i t h  

n a t i o n a l  b a n k s .

wng\p»ti.3
letter*.crt

- 2 -



A c c o r d i n g l y ,  it is r e c o m m e n d e d  a n d  u r g e d  t h a t  S B  174 b e  

a d o p t e d  t o  d e l e t e  t h e  s e c o n d  s e n t e n c e  o f  A S  0 6 . 0 5 . 2 7 5 ( a )  a s  
u n n e c e s s a r y  a n d  a n t i c o m p e t i t i v e .

wog\pm.3
letter*.ere
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Alaska Business News Summaries
* 4 Editod by Shehla A. Bradnor
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• K e y B a n k  P u r c h a s e s  F a i l e d  A l a s k a  S t a t e b a n k  A s s e t s

, Key Bank of Alaska, the state’s fourth largest bank, bought Alaska Statebank after its closure by state banking 
regulators. Statebank had $8.8 million in negative worth, mostly due to*problcin loans. The bank’s $100 million 
in deposits and some loans were transferred to Key Bank, which will oncratc six Statebank branches. 'Hie trans­
action alsoincludesa cash payment to KeyBank from the Federal Deposit Insurance Corporation. Key Bank Alaska 
assets will grow by $100 million to $700 million. Some 15,000 Statcbank’s depositors are protected by FDIC, 
including those with deposits above the federally insured limit of $ 100,(XX). KeyBank will alsopurcha.se about $67 
million of Statebank’s asset? including $2.6 million in small loans, not including problem loans. Statebank 
President H. Derrell Smith said the bank tried to raise sufficient capital, but FDIC chose the more expensive 
alternative o f liquidation. Smiths thinks the bank needed about $25 million to clear up problem loans, and that 
FDIC will pay $35 million or more to liquidate. FDIC has indicated it would advance Key Bank $30 million as

':'V ■ ■ '• v ': '■ • ,! • .. • • 

KEYBANK MAY BEGIN INTERNATIONAL OPERATIONS FROM ALASKA :KevCorn. parent of K>.yR:>nk
^ . Alaska, is examining use of its Alaska operation as a center for international banking in the Pacific North 
^  west. Ivan Jacques, vice president of International Banking at Key Bank of Puget Sound is impressed with the

fr r t/ lil A n n / M 4 n » it « »  < *■» f*  m a  n n r l * * L  n» w f  a a  itn o  rvtn* *-r» 4 1 • • ■ > ■ < » L  D  /> » L  a I* A ImmI.m — f f !  ^1 -  .  .. .L* ̂state’s trade opportunity in fishing and timber. Jacques, met recently with Key Bank of Alaska officials and 
‘J^'.r.wili submit.recommendations this summer to the bank’s corporate headquarters in Albany, N.Y. KeyCorp, 

with assets of $15 billion^ operates banks in Alaska. Oregon, Washington and Idaho. KeyCorp expanded into 
western states because of the potential for a big future in the Pacific Rim countries. The Alaska banks already 

Tfff- provide some international services, including letters of credit for companies doing business overseas. Besides
r- i •• . i . •' . « . . .  . - . . .

U.S POSTAL SERVICE REVENUES INCREASE IN 1988: The U.S. Postal Service has escaped the economic
1988. 
rose

dowptum plaguing most cf Alaska, showing increases in almost every revenue-producing service in I1 
enue from postage and fees was up 8 percent, from $66,250,000 in 1987 to $71,642,394. Express Mail 

" 5 percent from $4,227,734 in 1987 to $4,459,219 in 1988. Volume was up for the oft-used first-class letter, the
^Anchorage Division processed 1 percent more first class mail in 1988. Most mail comes to Alaska by ship or 
plane arid it cost the Postal Service $70,825,969 in 1988 to move that mail within the state, including a $5 
million retroactive rate payment. The cost of shipping mail throughout the state is expected to rise by about 

At $4 million in 1989. The post office also disbursed $84,367,477'in salaries to its 2,100 employees in Alaska.
•-'!s:;: i ' ^ 3 

ALASKA RAILROAD POSTS $5.8 MILLION PROFIT: A 14 percent increase in freight revenues and a marked
&; decline in expenses helped the Alaska Railroad show a profit of $5.8 million in 1988. About 10 percent of the 
^  profits^ or $620,000, was distributed as bonuses to employees. The bonuses, said railroad officials, were 
justified because the employees had taken pay cuts of 10 percent for seven months of 1987 and deserved to share 
1988’sprosperity. The profits will help the corporation reduce borrowing and finance major improvements 
road beds and tracks. Railroad officials expect 1989 results to be as good as 1988. The corporation has cut 

$10 million from its annual budget since its transfer to the state in 1985. 1 a 1 -1̂

TEXAS GROUP WILL BUY LUXURY THEATRES: Act 3, a Sw &)|tonio, Tex^s group, will purchase Luxury
Theatres, Alaska’s largest chain of movie houses. Ticket prices yvjlj/emain the same. But the new owners will 

p i spiff up some of the Anchorage theaters, bring first run movies qtjjcker and perhaps even show controversial 
movies, such as the “Last Temptation of Christ,” banned by the former owner. Act 3 is in the process of
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KeyCorp picks 
Alaska for first

By Imre Nemeth
J ust as Alaska became its first 

entry on the West Coast, Key 
Corp has chosen the state to 

launch its foray into the realm of 
international banking.

T h e  Albany, N.Y. based bank plans 
to use its Alaska locations to spear' 
head a plan officials hope will unlock 
commercial trade opportunities and 
profitable business ties with finan­
cially active Pacific R i m  markets.

Ivan Jock, vice president of inter­
national banking at K e y  B a n k  of 
Puget Sound, says the Alaska is a 
natural site to begin the-efforts 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 com e  to realize 
that Alaska’s ties with the Pacific 
R i m  are so large and important,” 
Jock said from his Seattle office last 
week. “Th e y  are looking n o w  at h o w  
best to approach the market and 
support it.

“It didn’t take too m u c h  to see the 
potential in Alaska with the Pacific 
Rim.” ■

Since the purchase of the Alaska 
contingent (formerly k n o w n  os Alas­
ka Pacific Bank), KeyCorp has m oved 
into five other states in the Pacific' 
Northwest, including Washington, 
Oregon and Idaho.
Jock said Alaska’s importance is 

quite well known. T o  support the

See I N T E R N A T I O N A L ,  P a g e  2
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export market, which iB the b a n k’s 
first interest in this matter, K e y  B n n k  
of A  lanka plans to help facilitate the 
m o v e m e n t  of goodB through financ­
ing promising projects.
This doesn’t mean, however, thnt 

the bnnk will be mov i n g  into terri­
tory nlrcndy populated by the larger 
international financiers. Far from it. 
B a n k  officials will probably start a 
lot smaller and cultivate the market 
over time. T h e  competitive factor will 
c o m e  from other banks m o v i n g  into 
the Alaska territory.

" T h e y  would do well to c o m e  there 
and invest," Jock admitted.

Jock labeled immediate opportuni­
ties in the timber and fisheries sec­
tors. H e  pointed to upcoming breaks 
due to the full utilization of the state’s 
200 mile territorial waters and further 
development in the surimi industry.

But all the focus can’t remain con­
centrated on the United States or 
domestic markets. Jock says the long­
term outlook must include analyza- 
tion of the overseas markets and 
w h a t  products will sell there.
T o  do that U.S. venders mus t  pro­

vide the quality, he suys.
"Success is on secondary process­

ing,” said the vice president. "There

must be m o v e m e n t  beyond just the 
supplying of fresh fish and that’s 
preparing it for the consumer."

H e  cails the Japanese market, for 
instance, quite demanding. T h e  m a r­
ket has rigid standards for quality.

Evontually, KeyCorp plans to ex­
pand the international banking seg­
me n t  into more of its locations.

"I think (the ba n k’s international ‘ 
effort) is going to all locations but 
thero’s no question in m y  m i n d  thnt 
Alaska presents the biggest oppor­
tunity and biggest challenge," ho 
said. “I think the numbers will bear 
out this optimism of mine."

Jock recently traveled to the state 
to oversee the establishing of the n e w  
international division. H e  said what 
ho s a w  just reinforced his impres­
sions of impending success. O n e  rea­
son he cited for this opinion w a s  the 
low dollar and the perception in Japan 
and other Pacific R i m  countries that 
American products are low cost.

Prior to its acquisition by KeyCorp, 
Jock’s particular bank had all the 
international banking facilities in 
place. Witn the lines already estab­
lished, Jock feels his branch will be 
able to easily guide the Alaska banks 
into operation and do it quickly.

"The key is n o w  be able to go ahead 
and provide the service,” he said.

Prompt-Professlonal-Quallty-Service Guaranteed..

a  d  a  m  s

T E M P O R A R I E S

...BECAUSE PERFORMANCE COUNTS

3201 C  Street 

Calais I Suite 402 561-5161

MM
* As evidence, Wescotl suys he has 
been upprnnchorf by one Japanese corn-

iHMiieii an opinion saying such I'nrmli 
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M E E T  A L A S K A ’8 9

6th a n n u a l  opportunities c o n f e r e n c e  for A l a s k a’s 

business executives, featuring key speakers f r o m  the 

e n e r g y  c o m m u n i t y  a n d  g o v e r n m e n t .

P L A N S  • P R O S P E C T S  • P O L I T I C S  

S h e r a t o n  A n c h o r a g e  H o t e l  

H o w a r d  R o c k  B a l l r o o m  

Saturday, J a n u a r y  2 8 , 1 9 8 9  

Registration 9:00 a m - 1 0 : 0 0  a m  

P r o g r a m  10:00 a m - 5 : 0 0  p m  

G o u r m e t  L u n c h e o n

beFor more information, contact:

T H E  A L L I A N C E

( 9 0 7 ) 5 6 3 - 2 2 2 6

Register early, seating is limited



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 

w a s  recalled.

T h e  bill takes effect 90 days after it is signed by  the Governor.

Introduced February 14,1989 and referred to C o m m u n i t y  &  Regional Affairs; State 

Affairs; Finance.

S E N A T E  BILL N O .  174. by  Senators Sturgulewski and Pearce. A m e n d s  A S  06.05.275(a) 

(Alaska Banking Code. Miscellaneous and incidental banking practices) to read: "(a) A  

bank m a y  issue and confirm letters of credit authorizing the principal or beneficiary to 

d r a w  u p o n  the institution or its correspondents." The section currently reads: "(a) A  bank 

m a y  issue and confirm letters of credit authorizing the principal or beneficiary to d r a w  

u p o n  the institution or its correspondents. A  letter of credit shall expire by its terms 

within one year of date of issuance, but m a y  be renewed on written request of the 

principal."

T h e  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

S E N A T E  BILL N O .  175. b y  Senators Binkley, A d a m s ,  Zharoff, Pourchot, Frank and 

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 pregnancy can cause birth defects." 

T h e  signs will have to be displayed ".. .in a m a n n e r  that will m a k e  them conspicuous to a 

person purchasing or consuming alcoholic beverages on  the designated premises..." The 

Alcoholic Beverage Control Board ( A B C  Board) will have to determine h o w  m a n y  signs 

have to be displayed, and whether they are sufficiently conspicuous after they are 

posted.

The A B C  Board will furnish signs, and peace officers a n d  A B C  Board employees can issue 

citations for violations of this law. A  person w h o  is found guilty of a violation can be 

punished b y  a fine of not less than $20 and not m o r e  than $300. Each day a violation 

continues after a citation has been issued, constitutes a separate violation.

T h e  bill takes effect 90 days after it is signed by  the Governor.

Introduced February 15,1989 and referred to Health, Education &  Social Services;

Finance.




