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HOUSE BILL NO, 210

IN THE LEGISLATURE OF THE STATE OF ALASKA

SEVENTEENTH LEGISLATURE - FIRST SESSION

BY THE HOUSl! RULES COMMITTEE BY REQUEST OF THE GOVERNOR 

Introduced: 3/11/91
Referred: Labor & Commerce, Judiciary, Finance

L

A BILL 

FOR AN ACT ENTITLED

1 "An Act amending the Alaska Securities Act of 1959 to allow fees related to registration

2 to be established by regulation, to provide for registration, examination, and other

3 procedures that avoid duplication, and to provide for exemption from registration for

4 certain securities."

5 BE IT ENACTED BY THE LEGISLATURE OF THE STATE OF ALASKA:

6 * Section 1. AS 45.55.040(c) is amended to read:

7 (c) Every broker-dealer* [APPLICANT FOR INITIAL REGISTRATION SHALL PAY

8 A REGISTRATION FEE OF $125. EVERY] agent* [APPLICANT] and investment adviser

9 applicant for initial registration shall pay a registration fee established by the departm ent by

10 regulation [OF $50]. Every broker-dealer* [APPLICANT FOR ANNUAL RENEWAL OF

11 REGISTRATION SHALL PAY AN ANNUAL RENEWAL FEE OF $75. EVERY] agent*

12 [APPLICANT] and investment adviser applicant for annual renewal of registration shall pay an

13 annual renewal fee established by the departm ent by regulation [OF $30].

14 * Sec. 2. AS 45.55.040(d) is amended to read:

1100210a -1-
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1 (d) A registered broker-dealer or investment adviser may file an application for

2 registration of a successor, whether or not the successor is then in existence, for the unexpired

3 portion of the year. A broker-dealer may file a request to transfer from a previous broker-dealer

4 an agent’s unexpired portion of the registration if the provisions of AS 45.55.030(b) have been

5 met. The [THERE IS A] filing fee [OF $10] for filing applications under this subsection shall

6 be established by the departm ent by regulation.

7 * Sec. 3. AS 45.55.040 is amended by adding a new subsection to read:

8 (g) The administrator may permit initial and renewal registration filings required under

9 this chapter to be filed with the Securities and Exchange Commission, the National Association

10 of Securities Dealers or other similar authorities. The administrator may accept uniform

11 securities examinations or other procedures designed to implement a uniform national securities

12 regulatory system or facilitate common practices and procedures among the states.

13 * Sec. 4. AS 45.55.110(b) is amended to read:

14 (b) Every person filing a registration statement shall pay a filing fee [OF $50] and a

15 registration fee in amounts established bv the departm ent bv regulation [OF ONE-TENTH

16 OF ONE PER CENT OF THE MAXIMUM AGGREGATE OFFERING PRICE AT WHICH

17 THE REGISTERED SECURITIES ARE TO BE OFFERED IN THIS STATE, BUT THE (

18 REGISTRATION FEE SHALL IN NO CASE BE LESS THAN $50 OR MORE THAN $1,500].

19 When a registration statement is withdrawn before the effective date or a pre-effective stop order

20 is entered under AS 45.55.120, the administrator shall retain the l$50] filing fee.

21 * Sec. 5. AS 45.55.140(a)( 10) is amended to read:

22 (10) a security listed or approved for listing upon notice of issuance on the New

23 York Stock Exchange, the American Stock Exchange, the Midwest Stock Exchange, [OR] the

24 Pacific Coast Stock Exchange, the Chicago Board Options Exchange, or any o ther securities

25 exchange designated bv order of the administrator, o r any security designated o r  approved

26 for designation upon notice of issuance as a national m arket system security on the National

27 Association of Securities Dealers Automated Quotation National M arket System or on anv

28 other Quotation system designated by order of the adm inistrator, or any other security of the

29 same issuer which is of senior or substantially equal rank; a security called for by subscription

30 rights or warrants so listed or approved; or a warrant or right to purchase or subscribe to any of

31 the foregoing;

IIB 210 -2-
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1 * Sec. 6. AS 45.55.140(f) is amended to read:

2 (I) The administrator shall by regulation prescribe a schedule of fees for the application

3 for or the examination or investigation of a claimed exemption.

IIB0210n -3-
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FROM CBOE EXEC, OFFICE (FRI) 5 ,I0 ’9! 15:09 /NO. 3062037549 P. 2

SMCy L NMMft 
AMtatant Corponrt* S*w*ury

LaSala at Van Buren
Wnot* 00606 312 780-7460

May 10,1991

Representative Mike Navarre 
Co-Chairman 

* House Finance Committee 
State Capitol 
P.O. Box V
Juneau, AK 99811-0101 

Re; House Bill 210 

Dear Representative Navarre:

We understand House Bill 210 was reported out of the Judiciary Committee on May 
8th and that a Finance Committee hearing may be scheduled early next week. In 
connection with the hearing, we thought you might be interested in the enclosed report 
of die Ad Hoc Marketplace Committee of the North American Securities 
Administrators Association (NASAA), The Committee conducted a  due diligence 
study of the Chicago Board Options Exchange, the results of which are summarized in 
the report. As noted in Nancy Grossman's letter of April 26th, the Report, which 
recommended that the states accord CBOE a marketplace exemption, was delivered at 
the April NASAA Conference.

Wc respectfully request that you and your colleagues favorably report this bill. I f  you 
have any questions, please call me at (312) 786-7466.

Sincerely,

Nancy L. Nielsen 
Assistant Corporate Secretary

Enclosure*
cc: Lawrence P. Carroll



J a n u a r y  1991

8U M M A R V  O F  C B O E  R E G U L A T O R Y  A N D  L E G A L  F U N C T I O N S

T h e  f o l l o w i n g  m e m o r a n d a  p r o v i d e  p r o f i l e s  o f  t h e  r e g u l a t o r y ,  l e g a l  

a n d  e n f o r c e m e n t  p r o g r a m s  o f  t h e  C h i c a g o  B o a r d  O p t i o n s  E x c h a n g e  

( " E x c h a n g e "  o r  " C B O E " ) ,  p r i m a r i l y  a s  t h e s e  p r o g r a m s  r e l a t e  t o  t h e  

d i s c i p l i n a r y  p r o c e s s .

R E G U L A T O R Y  S T R U C T U R E

T h e  E x c h a n g e  i s  a  s e l f - r e g u l a t o r y  o r g a n i z a t i o n  ( " S R O " ) , s u b j e c t  t o  

t h e  o v e r s i g h t  a u t h o r i t y  o f  t h e  S e c u r i t i e s  a n d  E x c h a n g e  C o m m i s s i o n  

( " S E C " ) . T h e  E x c h a n g e  i s  r e s p o n s i b l e  t o  e n f o r c e  c o m p l i a n c e  b y  i t s  

m e m b e r s  w i t h  S E C  r u l e s ,  p r o v i s i o n s  o f  t h e  S e c u r i t i e s  E x c h a n g e  A c t  

o f  1 9 3 4  ( t h e  " A c t " ) , F e d e r a l  R e s e r v e  B o a r d  c r e d i t  r e q u i r e m e n t s ,  a n d  

t h e  r u l e s  o f  t h e  E x c h a n g e .  T h e  R e g u l a t o r y  S e r v i c e s  D i v i s i o n ,  w h i c h  

i s  s e p a r a t e  f r o m  t h e  L e g a l  D i v i s i o n ,  p e r f o r m s  t h e  s u r v e i l l a n c e ,  

e x a m i n a t i o n  a n d  i n v e s t i g a t i v e  f u n c t i o n s  o f  t h e  s e l f - r e g u l a t o r y  

p r o c e s s .  T h e  D i v i s i o n  a l s o  p l a y s  a  v i t a l  r o l e  i n  t h e  d e v e l o p m e n t  

o f  n e w ,  a n d  t h e  m o d i f i c a t i o n  o f  e x i s t i n g ,  r u l e s  a n d  p o l i c i e s  t o  

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

W h e n  i t  i s  t h e  D i v i s i o n ' s  b e l i e f  t h a t  p r o b a b l e  c a u s e  e x i s t s  f o r  

d e t e r m i n i n g  t h a t  a  v i o l a t i o n  o f  E x c h a n g e  o r  o t h e r  r e l e v a n t  r u l e s  

h a s  o c c u r r e d ,  t h e  D i v i s i o n  p r e s e n t s  a  w r i t t e n  c a s e  t o  t h e  B u s i n e s s  

C o n d u c t  C o m m i t t e e  ( " B C C " ) ,  a l o n g  w i t h  a  r e c o m m e n d a t i o n  t h a t  a  

S t a t e m e n t  o f  C h a r g e s ,  o r  s o m e  l e s s e r  a c t i o n ,  b e  a u t h o r i z e d  b y  t h e  

B C C .  S h o u l d  t h e  B C C  a u t h o r i z e  C h a r g e s ,  t h e  D i v i s i o n  s u p p o r t s  t h e  

e f f o r t s  o f  t h e  L e g a l  D i v i s i o n ' s  O f f i c e  o f  E n f o r c e m e n t  i n  i t s  

s e t t l e m e n t  n e g o t i a t i o n s ,  a n d  g e n e r a l l y  a c t s  a s  t h e  e x p e r t  w i t n e s s  

f o r  t h e  E n f o r c e m e n t  s t a f f  i n  a  h e a r i n g .

B o t h  t h e  R e g u l a t o r y  S e r v i c e s  D i v i s i o n  a n d  t h e  O f f i c e  o f  E n f o r c e m e n t  

a r e  s u b j e c t  t o  r o u t i n e  i n s p e c t i o n s  b y  t h e  S E C ' s  D i v i s i o n  o f  M a r k e t  

R e g u l a t i o n ,  w h i c h  o v e r s e e s  E x c h a n g e  e f f e c t i v e n e s s  a s  a n  S R O .  T h e  

S E C  s t a f f  r e v i e w  a n d  c o m m e n t  u p o n  t h e  p r o c e d u r e s  u s e d  i n  t h e  

r e g u l a t o r y  a n d  e n f o r c e m e n t  p r o c e s s ,  a s  w e l l  a s  t h e  r e s u l t s  o f  c a s e s  

b r o u g h t  b e f o r e  t h e  B C C .



T h e r e  a r e  f o u r  d e p a r t m e n t s  i n  t h e  R e g u l a t o r y  S e r v i c e s  D i v i s i o n .  

T h e  b r e a k d o w n  o f  t h e  r e g u l a t o r y  a r e a s ,  b y  f u n c t i o n  a n d  p e r s o n n e l  i s  

a s  f o l l o w s :

R E G U L A T O R Y  S E R V I C E S  D I V I S I O N  -  D E P A R T M E N T  O F  F I N A N C I A L  C O M P L I A N C E

T h e  D e p a r t m e n t  o f  F i n a n c i a l  C o m p l i a n c e  i s  r e s p o n s i b l e  f o r  e n f o r c i n g  

t h e  f i n a n c i a l ,  m a r g i n ,  b o o k s  a n d  r e c o r d s  r e q u i r e m e n t s  o f  t h e  S E C ,  

F e d e r a l  R e s e r v e  B o a r d  a n d  t h e  E x c h a n g e ,  w i t h  r e s p e c t  t o  t h o s e  

b r o k e r - d e a l e r s  f o r  w h i c h  C B O E  i s  t h e  d e s i g n a t e d  e x a m i n i n g  a u t h o r i t y  

( " D E A " ) . T h i s  i s  a c c o m p l i s h e d  t h r o u g h  f i n a n c i a l  m o n i t o r i n g ,  

r o u t i n e  e x a m i n a t i o n s  a n d  s p e c i a l  i n v e s t i g a t i o n s .

T h e  f i n a n c i a l  m o n i t o r i n g  p r o g r a m  i n c l u d e s  a  d a i l y  n e t  c a p i t a l  

c o m p u t a t i o n  f o r  c l e a r i n g  m e m b e r s ,  t o  i n s u r e  t h a t  t h e  n e t  c a p i t a l  i s  

s u f f i c i e n t  t o  m e e t  S E C  a n d  E x c h a n g e  m i n i m u m  r e q u i r e m e n t s .  T h e  

D e p a r t m e n t  a l s o  m o n i t o r s  d e f i c i t  m a r k e t  m a k e r  a c c o u n t s  t o  d e t e r m i n e  

t h a t  a p p r o p r i a t e  n o t i f i c a t i o n  h a s  b e e n  r e c e i v e d  o r  l i q u i d a t i o n  i s  

p r o c e e d i n g .  T h e  D e p a r t m e n t  r e v i e w s  o n  a  m o n t h l y  b a s i s ,  t h e  

f i n a n c i a l  s t a t e m e n t s  a n d  n e t  c a p i t a l  c o m p u t a t i o n s  ( t h e  F O C U S  

R e p o r t )  s u b m i t t e d  b y  m e m b e r s  s u b j e c t  t o  t h e  S E C  n e t  c a p i t a l  r u l e .  

A d d i t i o n a l l y ,  t h e  D e p a r t m e n t  r e v i e w s  t h e  h a i r c u t  m e t h o d o l o g i e s  u s e d  

b y  m e m b e r  f i r m s  a n d  m o n i t o r s  t h e  r i s k  a n a l y s i s  p r o c e d u r e s  o f  m a r k e t  

m a k e r  c l e a r i n g  f i r m s .

T h e  D e p a r t m e n t  c o n d u c t s  r o u t i n e  a n n u a l  e x a m i n a t i o n s  w h i c h  f o c u s  o n  

t h e  f o l l o w i n g  a r e a s :  n e t  c a p i t a l ,  s t a t u s  o f  t h e  b o o k s  a n d  r e c o r d s ,  

c u s t o m e r  p r o t e c t i o n ,  m a r g i n ,  f i n a n c i a l  r e p o r t i n g ,  p r o p r i e t a r y  

t r a d i n g ,  r i s k  c o n t r o l  a n d  o p e r a t i o n a l  e f f i c i e n c y .  A d d i t i o n a l  

i n s p e c t i o n s  a r e  p e r f o r m e d  i f  p r o b l e m s  a r i s e  a t  a  p a r t i c u l a r  f i r m .  

T h e  D e p a r t m e n t  c o n d u c t s  j o i n t  e x a m i n a t i o n s  w i t h  t h e  N Y S E  a n d  

c o o p e r a t e s  w i t h  t h e  C M E  a n d  C B O T  i n  t h e i r  e x a m  p r o g r a m s .  T h e  

D e p a r t m e n t  a l s o  c o n d u c t s  e x a m s  o n  a  c o n t r a c t  b a s i s  f o r  o t h e r  S R O ' s  

w h i c h  h a v e  n o  e x a m i n i n g  a u t h o r i t y .

T h e  D e p a r t m e n t  w o r k s  w i t h  s t a f f  m e m b e r s  o f  t h e  S E C  a n d  F e d e r a l  

R e s e r v e  B o a r d  t o  i n t e r p r e t  a n d  d e v e l o p  f i n a n c i a l  r e g u l a t i o n s  a n d  t o  

s e e k  r e l i e f  w h e r e  a p p r o p r i a t e .  I n t e r p r e t i v e  a d v i c e  i s  p r o v i d e d  t o  

m e m b e r s  a n d  n o n - m e m b e r s  o n  a  r e g u l a r  b a s i s .

T h e  D e p a r t m e n t  p r o v i d e s  i n p u t  t o  t h e  E x c h a n g e ' s  C l e a r i n g  P r o c e d u r e s  

C o m m i t t e e  a n d  p r o v i d e s  s u p p o r t  f o r  t h e  a d m i n i s t r a t i o n  o f  t h e  

B u s i n e s s  C o n d u c t  C o m m i t t e e .  I t  a l s o  p a r t i c i p a t e s  i n  t h e  S e c u r i t i e s  

I n d u s t r y  A s s o c i a t i o n ' s  N e t  C a p i t a l  C o m m i t t e e  a n d  C r e d i t  D i v i s i o n ,  

a n d  t h e  I n t e r m a r k e t  F i n a n c i a l  S u r v e i l l a n c e  G r o u p ,  w h i c h  i n c l u d e s  

a l l  U . S .  s e c u r i t i e s  a n d  c o m m o d i t i e s  e x c h a n g e s .

R E G U L A T O R Y  S E R V I C E S  D I V I S I O N  -  D E P A R T M E N T  O F  C O M P L I A N C E

T h e  D e p a r t m e n t  o f  C o m p l i a n c e  i s  r e s p o n s i b l e  f o r  m o n i t o r i n g  

a d h e r e n c e  t o  s a l e s  p r a c t i c e  r u l e s  b y  m e m b e r  f i r m s  a n d  t h e i r  

a s s o c i a t e d  p e r s o n s .  T h e  D e p a r t m e n t ' s  m a i n  t a s k s  i n  e n f o r c i n g  t h e  

s a l e s  p r a c t i c e  r u l e s  ( s e t  f o r t h  i n  C h a p t e r  9  o f  t h e  E x c h a n g e ' s  

r u l e s )  a r e  a s  f o l l o w s :
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E n s u r e  s a l e s  p r a c t i c e  c o m p l i a n c e  b y  c o n d u c t i n g  p e r i o d i c  

e x a m i n a t i o n s  o f  m a i n  a n d  b r a n c h  o f f i c e s  o f  m e m b e r  f i r m s  f o r  w h o m  

C B O E  i s  t h e  D e s i g n a t e d  O p t i o n s  E x a m i n i n g  A u t h o r i t y  ( " D O E A " ) . C B O E  

i s  o n e  o f  f o u r  a u t h o r i z e d  D O E A ' s .

P a r t i c i p a t e  i n  t h e  O p t i o n s  S e l f - R e g u l a t o r y  C o u n c i l ,  t o  a l l o c a t e  

s a l e s  p r a c t i c e  r e g u l a t o r y  r e s p o n s i b i l i t i e s  a m o n g  s e l f - r e g u l a t o r y  

o r g a n i z a t i o n s ,  a n d  t o  i n s u r e  u n i f o r m  s a l e s  p r a c t i c e  r u l e s .

C o n d u c t  s a l e s  p r a c t i c e  i n v e s t i g a t i o n s  o f  m e m b e r  f i r m s  a n d  p e r s o n s  

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

c o m p l a i n t s ,  m a t t e r s  d i s c o v e r e d  d u r i n g  e x a m i n a t i o n s ,  r e f e r r a l s ,  a n d  

n o t i f i c a t i o n s  o f  t e r m i n a t i o n s  a n d  c l a i m s  ( i . e . ,  U - 5 ,  R E - 3

n o t i f i c a t i o n s ) . M a j o r  a r e a s  o f  c o n c e r n  a r e  u n s u i t a b l e

r e c o m m e n d a t i o n s ,  i n a p p r o p r i a t e  r i s k  d i s c l o s u r e ,  u n a u t h o r i z e d  

t r a d i n g ,  i m p r o p e r  u s e  o f  d i s c r e t i o n ,  e x c e s s i v e  t r a d i n g ,  l a c k  o f  

s u p e r v i s i o n .

E n s u r e  c o m p l i a n c e  w i t h  r u l e s  r e l a t i n g  t o  o p t i o n s  c o m m u n i c a t i o n s ,  

i n c l u d i n g  s a l e s  l i t e r a t u r e ,  a d v e r t i s i n g ,  a n d  o p t i o n  " p r o g r a m "  

d e s c r i p t i o n s .  T h e  f u n c t i o n  i n c l u d e s  t h e  r e v i e w  o f  s a l e s  l i t e r a t u r e  

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

a s s o c i a t e d  p e r s o n s .

P a r t i c i p a t e  i n  d e v e l o p m e n t  o f  a p p r o p r i a t e  e x a m i n a t i o n s  t o  a s s u r e  

m i n i m u m  l e v e l  o f  c o m p e t e n c y  o f  r e g i s t e r e d  r e p r e s e n t a t i v e s ,  

i n c l u d i n g  d e v e l o p m e n t  a n d  m a i n t e n a n c e  o f  e x a m i n a t i o n  S e r i e s  4 ,  5 ,  

7 ,  8 ,  1 5 .

P r o v i d e  i n f o r m a l  i n t e r p r e t i v e  a d v i c e  t o  m e m b e r  f i r m s  o n  r u l e s  

c o m p l i a n c e ,  i n c l u d i n g  a s s i s t a n c e  i n  d e v i s i n g  a p p r o p r i a t e  

s u p e r v i s o r y  s t r u c t u r e s  a n d  c o m p l i a n c e  w i t h  E x c h a n g e  r u l e s  a n d  

p r o v i s i o n s  o f  t h e  A c t .

R E G U L A T O R Y  S E R V I C E S  D I V I S I O N  -  D E P A R T M E N T  O F  M A R K E T  S U R V E I L L A N C E

T h e  p u r p o s e  o f  t h e  D e p a r t m e n t  o f  M a r k e t  S u r v e i l l a n c e  i s  t o  d e t e c t  

v i r t u a l l y  a l l  t y p e s  o f  t r a d i n g - r e l a t e d  v i o l a t i o n s ,  b o t h  o n  a n d  o f f  

t h e  f l o o r ,  i n c l u d i n g  i m p r o p e r  a c t i v i t y  i n v o l v i n g  r e l a t e d  m a r k e t  

p l a c e s .  M a j o r  a r e a s  o f  e f f o r t  a r e  d i s c u s s e d  b e l o w .

S t o c k  a n d  o p t i o n  a c t i v i t y  a r e  c o m p a r e d  a n d  e v a l u a t e d  t o  d e t e c t  

s t o c k \ o p t i o n  m a n i p u l a t i o n ,  n o t a b l y  c a p p i n g ,  p e g g i n g  a n d  

m a n i p u l a t i o n ,  a s  w e l l  a s  t o  d e t e c t  p o s s i b l e  f r o n t - r u n n i n g .  T r a d i n g  

o f  i n d e x  o p t i o n s ,  i n d e x  f u t u r e s  a n d  s t o c k  p r o g r a m  t r a d e s  a r e  

m o n i t o r e d  t o  d e t e c t  p o t e n t i a l  m a n i p u l a t i o n  o r  m i s u s e  o f  n o n - p u b l i c  

i n f o r m a t i o n .

T r a d i n g - f l o o r  r e l a t e d  a b u s e s  w h i c h  a r e  m o n i t o r e d  i n c l u d e ,  b u t  a r e  

n o t  l i m i t e d  t o ,  p r e - a r r a n g e d  t r a d i n g ,  a b u s e  o f  e r r o r  a c c o u n t s ,  

m a r k i n g ,  f a i l u r e  t o  a d h e r e  t o  m a r k e t - m a k e r  o b l i g a t i o n s ,  m a r k e t -  

m a k e r s  e n t e r i n g  o r d e r s  f r o m  o f f - f l o o r ,  b o o k  e x e c u t i o n s  o f  f i r m  a n d  

m a r k e t - m a k e r  o r d e r s ,  d u a l  r e p r e s e n t a t i o n  o f  o r d e r s / m a r k e t - m a k e r  i n



c r o w d  w h i l e  f l o o r  b r o k e r  r e p r e s e n t i n g  o r d e r ,  j o i n t  a c c o u n t  

p a r t i c i p a n t s  t r a d i n g  w i t h  t h e  j o i n t  a c c o u n t s ,  a n d  i m p r o p e r  u s e  o f  

a d j u s t m e n t s .

T h e  D e p a r t m e n t  e x a m i n e s  s i g n i f i c a n t  a c t i v i t y  i n  c u s t o m e r ,  f i r m  a n d  

m a r k e t - m a k e r  a c c o u n t s  p r i o r  t o  i m p o r t a n t  n e w s  a n n o u n c e m e n t s  i n  

o r d e r  t o  d e t e c t  p o s s i b l e  i n s i d e r  t r a d i n g .  A s  m o s t  s u c h  s u s p i c i o u s  

a c t i v i t y  o c c u r s  i n  c u s t o m e r  a c c o u n t s ,  s u c h  a c t i v i t y  i s  g e n e r a l l y  

r e f e r r e d  t o  t h e  S E C  f o r  f u r t h e r  r e v i e w .

M o s t  t y p e s  o f  p o t e n t i a l  v i o l a t i o n s  a r e  r e f e r r e d  t o  t h e  D e p a r t m e n t  

o f  M a r k e t  R e g u l a t i o n  f o r  f o r m a l  i n v e s t i g a t i o n .  H o w e v e r ,  t h e  

D e p a r t m e n t  h a s  c o m p l e t e  r e s p o n s i b i l i t y  f o r  d e t e c t i o n  a n d  

p r e s e n t a t i o n  t o  t h e  C o m m i t t e e  o f  p o s i t i o n  l i m i t ,  e x e r c i s e  l i m i t ,  

a n d  i n d e x  e x e r c i s e  a d v i c e  v i o l a t i o n s .  I n  a d d i t i o n ,  t h e  d e p a r t m e n t  

s p e a r h e a d e d  d e v e l o p m e n t ,  a n d  i s  r e s p o n s i b l e  f o r  a d m i n i s t r a t i o n ,  o f  

a  r e c e n t l y  a d o p t e d  s u m m a r y  f i n e  p r o g r a m  f o r  f a i l u r e  t o  r e c o r d  

a c c u r a t e  t i m e s  o f  t r a d e s  o r  f a i l u r e  t o  s u b m i t  t r a d e s  t o  p r i c e  

r e p o r t i n g .  T h e  D e p a r t m e n t  w i l l  p r e s e n t  e g r e g i o u s  a n d  r e c i d i v i s t  

v i o l a t i o n s  t o  t h e  C o m m i t t e e .

I n  a d d i t i o n  t o  i t s  v i o l a t i o n - d e t e c t i o n  r o l e ,  T h e  D e p a r t m e n t  

p r o v i d e s  s t a f f  s u p p o r t  t o  t h e  E x e m p t i o n  C o m m i t t e e ,  a d m i n i s t e r s  t h e  

c u s t o m e r  i n d e x  h e d g e  e x e m p t i o n  p r o g r a m ,  a n d  h e l p s  a d m i n i s t e r  

r e g i s t r a t i o n  o f  j o i n t  a c c o u n t s ,  i n c l u d i n g  R A E S  g r o u p  a c c o u n t s .  

F u r t h e r m o r e ,  t h e  D e p a r t m e n t ,  a l o n g  w i t h  t h e  S y s t e m s  D i v i s i o n ,  

c o n t i n u e s  t o  d e v e l o p  n e w  c o m p u t e r  a p p l i c a t i o n s  t o  i n c r e a s e  

e f f i c i e n c y  a n d  e f f e c t i v e n e s s .

T h e  D e p a r t m e n t  a l s o  p r o v i d e s  t h e  E x c h a n g e  r e p r e s e n t a t i o n  t o  t h e  

I n t e r m a r k e t  S u r v e i l l a n c e  G r o u p .

R E G U L A T O R Y  S E R V I C E S  D I V I S I O N  -  D E P A R T M E N T  O F  M A R K E T  R E G U L A T I O N

T h e  D e p a r t m e n t  o f  M a r k e t  R e g u l a t i o n  i n v e s t i g a t e s  a l l  r e g u l a t o r y  

c o m p l a i n t s  a n d  r e f e r r a l s  r e l a t i n g  t o  p o s s i b l e  v i o l a t i o n s  o f  r u l e s  

c o n c e r n i n g  c o n d u c t  o f  b u s i n e s s  o n  t h e  t r a d i n g  f l o o r  i n c l u d i n g  t h e  

f o l l o w i n g :  c o m p l a i n t s  a n d / o r  r e f e r r a l s  f r o m  i n d i v i d u a l  m e m b e r s ,

m e m b e r  f i r m s ,  c u s t o m e r s ,  t h e  S E C ,  o t h e r  s e l f - r e g u l a t o r y  

o r g a n i z a t i o n s ,  E x c h a n g e  e m p l o y e e s  a n d  f l o o r  o f f i c i a l s .

C o m p l a i n t s  a n d  r e f e r r a l s  a r e  i n v e s t i g a t e d  b y  t h e  u s e ,  a s  

a p p r o p r i a t e ,  o f  d o c u m e n t  r e v i e w ,  i n t e r v i e w s  o f  w i t n e s s e s ,  a n d  

a n a l y s i s  o f  d a t a .

T h e  p r i m a r y  a r e a s  o f  c o n c e r n  a r e  n o t e d  a b o v e  i n  t h e  d i s c u s s i o n  o f  

m a r k e t  s u r v e i l l a n c e  f u n c t i o n s  c o n c e r n i n g  t r a d i n g  f l o o r  r e l a t e d  

a b u s e s .

T h e  D e p a r t m e n t  a l s o  p e r f o r m s  t h e  f o l l o w i n g  f u n c t i o n s :

P r o v i d e s  i n f o r m a l  r u l e  i n t e r p r e t a t i o n s  t o  m e m b e r s ,  t h e  p u b l i c  a n d  

E x c h a n g e  s t a f f .



A c t s  a s  p r i m a r y  s u p p o r t  t o  t h e  E q u i t y  F l o o r  P r o c e d u r e  a n d  F l o o r  

O f f i c i a l s  C o m m i t t e e s .

P r e p a r e s  e d u c a t i o n a l  m a t e r i a l s  c o n c e r n i n g  r u l e s  w h i c h  a r e  u s e d  t o  

i n t r o d u c e  n e w  r u l e s  a n d  i n t e r p r e t  e x i s t i n g  r u l e s .

P r e p a r e s  t e s t s  a n d  s t u d y  g u i d e  m a t e r i a l s  f o r  t h e  N e w  M e m b e r  

O r i e n t a t i o n  P r o g r a m .



L E G A L  A N D  M E M B E R S H I P  D I V I S I O N

C o u n s e l  t o  t h e  B u s i n e s s  C o n d u c t  C o m m i t t e e  i s  p r o v i d e d  b y  t h e  L e g a l  

a n d  E n f o r c e m e n t  D e p a r t m e n t s .  T h e  L e g a l  D i v i s i o n ,  w h i c h  i s  h e a d e d  

b y  t h e  G e n e r a l  C o u n s e l ,  i s  d i v i d e d  i n t o  f o u r  d e p a r t m e n t s  w h i c h  

p e r f o r m  t h e  f o l l o w i n g  f u n c t i o n s .

1 .  C o r p o r a t e  

G e n e r a l

R e g u l a t o r y  -

C o m m i t t e e s  -

S t o c k  L i s t  -

P r o v i d e s  l e g a l  c o u n s e l  r e g a r d i n g  c o r p o r a t e  

m a t t e r s .  I n c l u d e s  d r a f t i n g  o r  r e v i e w i n g  

c o n t r a c t s  a n d  a g r e e m e n t s .  A d v i s i n g  o n  n e w  

p r o d u c t s ,  p r o c e d u r e s  a n d  p o l i c i e s  w i t h  

e m p h a s i s  o n  o v e r c o m i n g  l e g a l  o b s t a c l e s  a n d  

a v o i d i n g  p l a c i n g  t h e  E x c h a n g e  a t  r i s k  o f  

l i t i g a t i o n .

F o r m u l a t e s ,  d r a f t s  a n d  f i l e s  r u l e  c h a n g e s  w i t h  

S E C .  I s s u e s  r e g u l a t o r y  b u l l e t i n  a n d  o v e r s e e s  

c i r c u l a r s  d i s t r i b u t e d  t o  m e m b e r s h i p .  M o n i t o r s  

a n d  c o m m e n t s  o n  a p p l i c a t i o n s  a n d  r u l e  c h a n g e s  

p r o p o s e d  b y  o t h e r  e x c h a n g e s .  A d v i s e s  a n d  

a s s i s t s  o t h e r  d e p a r t m e n t s  r e g a r d i n g  

i n t e r p r e t a t i o n s  o f  r u l e s  a n d  o t h e r  m a t t e r s .

P r o v i d e s  g e n e r a l  s u p p o r t  i n c l u d i n g  a t t e n d a n c e  

a t  m e e t i n g s  a n d  a d v i s i n g  o n  p r o p o s e d  a c t i o n s .

P r o c e s s e s  a n d  a p p r o v e s  l i s t i n g  a p p l i c a t i o n s .  

I n t e r p r e t s  e q u i t y  r u l e s .  S e e k s  t o  o b t a i n  

e x c h a n g e  e x e m p t i o n s  f r o m  s t a t e  s e c u r i t i e s  

c o m m i s s i o n e r s .

A p p e a l s  a n d  

L i t i g a t i o n  - R e p r e s e n t s  E x c h a n g e  c o m m i t t e e s  o r  o t h e r  b o d i e s  

a t  a p p e a l s  h e a r i n g s  a n d  r e p r e s e n t s  t h e  

E x c h a n g e  i n  a r b i t r a t i o n  m a t t e r s .  E n g a g e s  a n d  

w o r k s  w i t h  o u t s i d e  c o u n s e l  o n  l i t i g a t i o n  

m a t t e r s .

2 .  E n f o r c e m e n t  

G e n e r a l P r e p a r e s  s t a t e m e n t s  o f  c h a r g e s  a u t h o r i z e d  b y  

B u s i n e s s  C o n d u c t  C o m m i t t e e  a n d  h a n d l e s  a l l  

s u c h  c a s e s  t o  t h e i r  c o n c l u s i o n .  I n c l u d e s  

n e g o t i a t i n g  w i t h  a l l  r e s p o n d e n t s ,  p r e p a r i n g  

s e t t l e m e n t  o f f e r s ,  a n d  r e p r e s e n t i n g  t h e  

E x c h a n g e  a t  h e a r i n g s  a n d  o n  a p p e a l .

P r e p a r e s  s u m m a r i e s  o f  c o m p l e t e d  c a s e s  f o r  

d i s s e m i n a t i o n .



A r b i t r a t i o n  
a n d  A p p e a ls

M e m b e r s h ip  
G e n e r a l  -

O f f i c e  o f  
S e c r e t a r y  -

A d m i n i s t e r s  E x c h a n g e 's  a r b i t r a t i o n  f a c i l i t y  
w h ic h  i s  a v a i l a b l e  t o  m e m b e r s ,  m e m b e r f i r m s , 
a s s o c i a t e d  p e r s o n s ,  a n d  p u b l i c  c u s t o m e r s . 
D e t e r m in e s  w h e t h e r  m a t t e r s  q u a l i f y  f o r  
a r b i t r a t i o n ,  s e l e c t s  a r b i t r a t i o n  p a n e l s ,  a n d 
p r e p a r e s  w r i t t e n  d e c i s i o n s .  P e r f o r m s  s i m i l a r  
f u n c t i o n s  f o r  a p p e a l s  o f  E x c h a n g e  a c t i o n s  b y 
m e m b e rs  o r  m e m b e r o r g a n i z a t i o n s .

H a n d le s  a p p l i c a t i o n s  f o r  m e m b e r s h ip ,  c h a n g e s  
i n  s t a t u s ,  a n d  o t h e r  m a t t e r s .  A d m i n i s t e r s  t h e  
s e a t  s a l e  m a r k e t  a n d  o p e r a t e s  t h e  M e m b e rs 
L i b r a r y .

R e c o r d s  m in u t e s  o f  b o a r d  a n d  e x e c u t i v e  
m e e t in g s  a n d  c a r r i e s  o u t  o t h e r  d u t i e s  o f  t h e  
S e c r e t a r y  o f  t h e  E x c h a n g e .
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MEMORANDUM

TO: NASAA Board o f  D ire c to rs
NASAA Members

FROM: Ad Hoc M arketp lace  C o n lt te e

DATE: March 8 , 1991

RE: CBOE Exemption Request

In  A p r i l ,  1990, the  Chicago Board O ptions Exchange ("CBOE") began 
c o n ta c tin g  s ta te  a d m in is tra to rs  to  request th a t  1 t  be tre a te d  as an exempt 
m arketp lace  fo r  purposes o f  th e  "exchange exem ption ." Subsequently, the NASAA 
Board e s ta b lis h e d  th e  Ad Hoc M arketp lace Exemption C o m itte e  and d ire c te d  I t  
to  rev iew  th e  reques t f o r  an exemption f o r  CBOE-Hsted s e c u r it ie s ,  to  make 
recommendations to  th e  s ta te s  w ith  respec t to  th a t  re q u e s t, and to  determ ine 
the  app rop ria ten ess  o f  e n te r in g  In to  the  Memorandum o f  Understanding Regarding 
a Model M arketp lace  Exemption w ith  th e  CBOE. T h is  document se ts  fo r th  the 
f in d in g s  and recommendations o f  th e  com m ittee.

CRITERIA FOR MARKETPLACE EXEMPTIONS

In  d e a lin g  w ith  th e  CBOE re q u e s t, th e  committee q u ic k ly  recognized th a t  
1n l i g h t  o f  I n i t i a t i v e s  In  o th e r  u n ite d  S ta tes  m arketp laces and th e  
g lo b a liz a t io n  o f  th e  m arkets, I t  was necessary to  co n s id e r the  m a tte r o f  
m arketp lace  exem ptions from  a broader p e rs p e c tiv e . A c c o rd in g ly , th e  committee 
determ ined th a t  i t s  f i r s t  ta s k  should  be to  e s ta b lis h  c r i t e r ia  to  app ly  to  any 
m arketp lace seeking an exemption from  s ta te  r e g is t r a t io n  requ irem en ts .

The c o w n itte e  I n i t i a l l y  focused on th e  HOU which MASAA entered  in to  w ith  
the  NASD. That document e s s e n t ia l ly  co n ta in s  q u a n t ita t iv e  and q u a l i ta t iv e  
l i s t i n g  c r i t e r ia  f o r  Is s u e rs , p lu s  a commitment to  cooperate  and share 
In fo rm a tio n . The Committee pe rce ived  th is  to  be an e x c e lle n t s ta r t in g  p o in t,  
bu t has s in ce  developed a d d it io n a l minimum standards which deal w ith  o th e r 
aspects o f  a m a rke tp la ce 's  o p e ra tio n .

As a r e s u lt  o f  th e  process b r ie f l y  described  above, the  committee 
fo rm u la ted  th e  fo l lo w in g  fo u r -p a r t  te s t  which 1 t b e lie v e s  a m arketp lace should 
be re q u ire d  to  meet to  q u a l i f y  f o r  a m arketp lace  exem ption:

1 . L is t in g  c r i t e r i a .  The m arketp lace  should  be w i l l in g  to  execute a 
Memorandum o f  Understanding w ith  NASAA, which co n ta in s  l i s t i n g  c r i t e r ia  a t 
le a s t  as h igh  as those  Inc luded  In  th e  KOU which NASAA executed w ith  the  NASD.
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2. P roducts . Except f o r  products which are s u b je c t to  l i s t in g  
c r i t e r ia  1n the  MOll, the  m arketp lace should o n ly  Inc lude  products which are 
no t o f  s ig n i f ic a n t  re g u la to ry  concern from a co rp o ra te  fin a nce  p e rsp e c tive .

3. Customer p ro te c t io n . The m arketp lace should p ro v id e  an adequate 
le v e l o f  customer p ro te c t io n . T h is  would Inc lude  mechanisms fo r  hand ling 
customer co m p la in ts , rev iew ing  sa les  p ra c tic e s , and 1mplam entating 
d is c ip l in a r y  measures f o r  v io la t io n s .  Rules and in s t i t u t io n a l  mechanisms 
should be In  p lace  to  p ro te c t customers from  sa les  and tra d in g  abuses.

4 . S u rv e il la n c e . The m arketp lace should p rov ide  f o r  minimum le v e ls  
o f  s u rv e il la n c e . T h is  standard w i l l  be deemed to  have been mat I f  S e c u r it ie s  
and Exchange Commission o v e rs ig h t e x is ts ,  and th e re  1s s a t is fa c to ry  compliance 
w ith  SEC s tandards . The Committee does n o t propose, a t  t h is  t im e , th a t  NASAA 
make an Independent a n a ly s is  o f  the  s u rv e illa n c e  systems o f  a m arketp lace, but 
ra th e r  th a t  1 t rev iew  SEC concerns and com pliance.

EVALUATION OF C80E

In  o rd e r to  a p p ly  these c r i t e r ia  to  CBOE, as re q u ire d  by I t s  charge, the  
committee to o k  a number o f  s teps . F i r s t ,  Susan B ryant and C ra ig  Soettsch 
v is i t e d  th e  CBOE headquarters on November 29, 1990. In  th e  course o f  th a t 
v i s i t ,  th e y  to u re d  th e  f lo o r  o f  th e  exchange and met some o f  i t s  o f f ic e r s ,  i t s  
le g a l counse l, and key members o f  i t s  R egu lato ry S erv ices D iv is io n .  The 
v i s i t in g  committee members subsequently d e liv e re d  a re p o r t o f  t h e i r  
ob se rva tio n s  to  the  f u l l  com m ittee. Second, the  committee recefv'ed 
co n s id e ra b le  w r it te n  In fo rm a tio n  from  CBOE concern ing I t s  o p e ra tio n s  and 
procedures, as w e ll as th e  products 1 t In tends to  l i s t .  Indeed, much o f  the  
d iscu ss io n  In  th is  memorandum o f  th e  more te c h n ic a l aspects o f  th e  CBOE's 
o p e ra tio n  is  taken from  th e  In fo rm a tio n  p rov ided  by th e  exchange. T h ird , the 
committee reviewed an SEC exam ination re p o r t on CBOE procedures.

W ith re sp e c t to  th e  c o s o lt te e 's  e v a lu a tio n  o f  CBOE, 1 t 1s Im portan t to  
note the  C om m ittee 's e x p e r t is e  Is  1n s ta te  co rp o ra te  fin a n c e  m a tte rs . 
M o n ito rin g  th e  o p e ra tio n  o f  s e c u r it ie s  m arketp laces is  no t a t r a d i t io n a l  s ta te  
fu n c t io n , a fa c t  which the  committee does n o t propose to  change. S im ila r ly ,  
s ta te  re g u la to rs  g e n e ra lly  have l im ite d  Involvem ent w ith  c e r ta in  types o f  
p roducts  which CBOE In tend s  to  l i s t .  Thus, to  some e x te n t, the  
recommendations s e t fo r th  1n th is  memorandum re s t  on the  e x is te n ce  o f  SEC 

o (o v e rs ig h t and on th e  b e l ie f  th a t  some o f  the  more e x o t ic  p roducts  to  be l is te d  
^on CBOE are n o t l i k e l y  to  in v o lv e  in d iv id u a l In ve s to rs  in  g e n e ra l, and-small 
/In v e s to rs  In  p a r t ic u la r .
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The fo rm a t f o r  th e  re s t  o f  th is  memorandum w i l l  be as fo llo w s . There 
w i l l  be a b r ie f  background d iscu ss io n  o f  CBOE, to  be fo llo w e d  by a se c tio n  
o u t l in in g  th e  c u r re n t s ta tu s , in  terms o f  s ta te  r e g is t r a t io n  requ irem ents, o f 
th e  exchange and th e  o p tio n s  which tra d e  th e re . A f te r  th a t ,  CBOE w i l l  be 
analyzed a g a in s t each o f  th e  standards se t fo r th  above, namely: l i s t in g  
c r i t e r ia ,  p ro d u c ts , customer p ro te c t io n , and s u rv e il la n c e . F in a l ly ,  the  
memorandum w i l l  sumnaHze th e  com m ittee 's  conc lu s ions  and s e t fo r th  i t s  
recommendations.

CBOE -  BACKGROUND

CBOE Is  a n a tio n a l s e c u r it ie s  exchange re g is te re d  as such under the  
S e c u r it ie s  Exchange A c t o f  1934 and re g u la te d  bv th e  SEC.. CBOE was created 1n 
1973 by members o f  th e  Chicago Board o f  Trade, bu t 1s has always been an 
e n t i t y  w h o lly  Independent o f  th e  Board o f  Trade. P r io r  to  1973, the  o n ly  
a v a ila b le  s to c k  o p tio n s  were no n -s tanda rd ize d , u n re g is te re d  o p tio n s  guaranteed 
by In d iv id u a l brokerage firm s  and trade d  "o v e r - th e -c o u n te r ."  CBOE Introduced 
tra d in g  1n o p tio n s  w ith  s tanda rd ized  term s th a t  a re  issued and guaranteed by a 
re g is te re d  c le a r in g  agency and re g is te re d  and re g u la te d  under th e  fe d e ra l 
s e c u r it ie s  law s. Today s tanda rd ized  o p tio n s  are tra d e d  on f iv e  n a tio n a l 
s e c u r it ie s  exchanges In c lu d in g  the  New York S tock Exchange and th e  American 
S tock Exchange.

In  1980, CBOE acqu ired  th e  Midwest S tock Exchange's o p tio n s  business. CBOE 
nou l i s t s  o p tio n s  on ove r 200 w id e ly -tra d e d  s to c k s . D uring 1990, over 60 
pe rcen t o f  a l l  U.S. l is t e d  s e c u r it ie s  o p tio n s  tra d in g  to o k  p la ce  a t  CBOE. CBOE 
a lso  developed o p tio n s  on broad-based s to ck  Indexes, a m ajor in n o va tio n  1n the 
s e c u r it ie s  m arkets. The f i r s t  such Index , now known as the  Standard and 
P oo r's  100 Index ( t i c k e r  symbol OEX), was In trod uced  on March 11, 1983. 0EX 
has become th e  most a c t iv e  Index p roduct on the  m arket, t ra d in g  an average o f  
ove r 275,000 c o n tra c ts  pe r day d u r in g  f is c a l  1990. CBOE a lso  tra d e s  op tions  
on th e  Standard and P o o r's  500 Index (SPX), th e  Index th a t  many U.S. money 
managers use as a benchmark f o r  p o r t f o l io  perform ance. D uring 1990, tra d in g  
in  these two Indexes a t  CBOE represen ted  more than 91 p e rcen t o f  th e  to ta l  
U.S. index o p tio n  m arke t.

Due to  Increased volume In  th e  e a r ly  1980s, CBOE outgrew i t s .  o r ig in a l 
tra d in g  f a c i l i t i e s  and 1n 1984 moved In to  I t s  own b u ild in g  which 1 t had 
designed and b u i l t ,  t ra d in g  takes p lace  1n a 45,000 square fo o t  space (the  
w o r ld 's  la rg e s t  exchange tra d in g  f lo o r )  w ith  ano ther f lo o r  o f  the  same s ize  1n 
re se rve . CBOE a ls o  appears to  be w e l l - c a p ita l iz e d .  T o ta l members' e q u ity  a t 
June 30, 1990 stood a t $58,070,000, w ith  a w ork ing  c a p ita l o f  a lm ost 
$35,000,000.

CURRENT STATUS

CBOE 1s c u r re n t ly  exempt as a m arketp lace  In  21 s ta te s  pursuant to  
s ta tu te  o r  r u le .  Only a few s ta te s  would need a s ta tu to ry  amendment to  
p ro v id e  f o r  an exem ption f o r  CBOE.



... . ■. < > V  -N* •: ' Y.

MAR 22 '91  17:42 STATEFILENET IOWA P .5
. - ir.iyrj a / .

4

The s tanda rd ized  op tions  c u r re n t ly  l is t e d  on CBOE, l i k e  s tandard ized  
o p tion s  l is t e d  on the  fo u r  o th e r  n a tio n a l s e c u r it ie s  exchanges th a t  tra d e  
o p tio n s , are issued by The Options C le a rin g  C orpo ra tion  ("OCC"), a c le a r in g  
agency re g is te re d  u n d e r 'th e  S e c u r it ie s  Exchange A ct o f  1934. OCC-lssued 
op tion s  are c u r re n t ly  re g is te re d  1n Alabama, M aryland, Ohio and V ir g in ia .  In 
the  rem ain ing ju r is d ic t io n s ,  o p tio n s  are so ld  1n re lia n c e  upon one o r more 
exemptions from  r e g is t r a t io n .

In  21 s ta te s , CBOE 1s an approved exchange and o p tion s  traded  thereon 
are a c c o rd in g ly  exempt under th e  exchange exem ption. The exchange exemption 
is  a lso  a p p lic a b le  to  0CC>1ssued o p tion s  traded  on CBOE In  most s ta te s  where 
CBOE 1s n g i c u r re n t ly  a recognized exchange. T h is  Is  so because the  ty p ic a l 
exchange exemption a p p lie s  to  "any s e c u r ity  l is t e d  o r  approved f o r  l i s t in g  
upon n o tic e  o f  Issuance on [c e r ta in  approved exchanges, which always Inc lude
N V C E  a n d  A M E X ]  j  nny athcr cocurliy of thm com* Itcuor w hlrh f c  nf c mnlnr nr
s u b s ta n t ia l l y  aqual ra n k .*  OCC-lssued o p tio n s  l is t e d  on CBOE are o f  equal 
rank w ith  o th e r  OCC-Issued o p tio n s  th a t  are l is t e d  on NYSE and AMEX. 
A c c o rd in g ly , CBOE-Hsted op tio n s  are exempt under the  "equal rank" p ro v is io n  
o f  the  exem ption.

The RUSA o p tio n  exemption o r  some o th e r fo ra  o f  o p tio n  exemption Is  
a p p lic a b le  to  G C C -lis ted  o p tio n s  1n s ta te s  having such an exem ption; and OCC- 
lssued o p tio n s  l is t e d  on CBOE are g e n e ra lly  e l ig ib le  f o r  the  "b lu e  c h ip "  
exemption 1n s ta te s  having <1 "b lu e  c h ip "  exem ption. Unique exemptions o r 
sp e c ia l exempt1ve o rde rs  are a p p lic a b le  In  th re e  s ta te s .

LISTIKfi CRITERIA

A t the  tim e  th a t  CBOE In i t ia te d  I t s  c u rre n t e f f o r t  to  expand th e  number 
o f  s ta te s  In  which CBOE 1s recognized under the  exchange exem ption, CBOE had 
ju s t  f i l e d  w ith  th e  SEC proposed ru le  changes th a t  would p e rm it CBOE to  l i s t  
common s tocks  and o th e r  s e c u r it ie s  In  a d d it io n  to  s tandard ized  o p tio n s . The 
l i s t i n g  c r i t e r ia  f o r  s tocks  and o th e r s e c u r it ie s  were s u b s ta n t ia l ly  Id e n t ic a l 
to  th e  co rrespond ing  c r i t e r ia  o f  AMEX. CBOE has In d ic a te d  th a t  1 t o r ig in a l ly  
p a tte rn e d  I t s  l i s t i n g  c r i t e r ia  a f t e r  AMEX in  p a r t because 1 t was aware th a t  
AMEX Is  an approved exchange In  v i r t u a l l y  every s ta te  and th e re fo re  thought 
th a t  AMEX c r i t e r ia  were acceptab le  to  s ta te  s e c u r it ie s  a d m in is tra to rs .

L a rg e ly  In  response to  subsequent consents and concerns expressed by 
s ta te  a d m in is tra to rs , CBOE amended i t s  proposed standards to :  (1 ) Insu re  th a t 
CBOE standards would be a t le a s t  equal to  those o f  th e  NASpAQ/NMS In  every 
re sp ec t and (11) make c le a r  th a t  CBOE's l i s t i n g  c r i t e r ia  are s t r i c t  minimum 
standards and no t s im p ly  "g u id e lin e s ."  As o r ig in a l ly  f i l e d ,  CBOE's l i s t i n g  
c r i t e r ia  were re fe r re d  to  as "g u id e lin e s "  which " w i l l  be considered In  
e v a lu a tin g  l i s t i n g  e l i g i b i l i t y  to g e th e r w ith  a l l  o th e r  p e r t in e n t d a ta ."  The 
f in a l  ru le s  approved by th e  SEC s ta te  th a t  " th e  Exchange has e s ta b lis h e d  
c e r ta in  num erica l and o th e r  c r i t e r ia  (Rules 31 .9  th rough  3 1 .3 6 ), which Issue rs  
w i l l  be re q u ire d  to  m ee t." CBOE's l i s t i n g  c r i t e r ia  f o r  each type  o f  s e c u r ity  
th a t  I t  proposes to  11 s t are a ttached  as Appendix 1 to  th is  re p o r t .
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CBOE has Inform ed us th a t  I t  has never waived o r  wade exceptions to  I t s  
c r i t e r ia  f o r  th e  l i s t i n g  o f  o p tion s  and th a t  I t  has no committee fo r  the 
purpose o f  co n s id e rin g  such e xcep tions . CBOE has a lso  sa id  th a t  1 t does not 
in te nd  to  make exceptions to  I t s  c r i t e r ia  f o r  the  l i s t in g  o f  o th e r s e c u r it ie s  
and th a t ,  as noted above. I t s  ru le s  would no t pe rm it 1 t to  do so.

CBOE/ s l i s t i n g  standards a lso  re q u ire  d e l is t in g  1 f th e  minimum 
maintenance c r i t e r ia  are no t met. D e lis t in g  proceedings would be I n i t ia te d  
p rom p tly  and would take  about 20 days.

CBOE has agreed to  e n te r In to  a Memorandum o f  Understanding ("M0U") w ith  
NASAA s u b s ta n t ia l ly  Id e n t ic a l to  the  MOU between NASAA and the  NASD except 
th a t CBOE has agreed to  an a d d it io n a l c o n d it io n , which Is  described below, 
r e la t in g  to  new p ro du c ts . NASAA's purpose would be to  " lo c k  In "  minimum 
un ifo rm  l i s t i n g  c r i t e r ia  f o r  a m arketp lace exemption.

CBOE PRODUCTS•

CBOE c u r re n t ly  l i s t s  o n ly  s tandard ized  pu t and c a l l  o p tio n s . I t  has a lso  
ob ta ined  u n lis te d  tra d in g  p r iv i le g e s  1n 500 stocks l is t e d  on NYSE, AMEX and 
NASDAQ/NMS fo r  the  purpose o f  tra d in g  1n "baske ts" comprised o f  such s to cks , 
a lthough  tra d in g  In  such baskets has been d isco n tin u e d . CBOE is  the o n ly  
o p tio n s  exchange th a t  does no t a lso  tra d e  stocks and o th e r s e c u r it ie s .  CBOE 
has a c c o rd in g ly  adopted l i s t i n g  standards fo r  e q u ity  s e c u r it ie s  and c e r ta in  
o th e r  s e c u r it ie s  re fe r re d  to  below . CBOE cannot p re d ic t  what p ro p o rtio n  o f  
• its  t ra d in g  a c t i v i t y  w i l l  be represented by any o f  the  s p e c if ic  types o f  
s e c u r it ie s  because th a t  w i l l  depend upon i t s  success 1n a t t r a c t in g  Is su e rs . 
CBOE has s tre sse d  th a t  th e  a v a i la b i l i t y  o f  the  exchange exemption fo r  I t s -  
l is t e d  s e c u r it ie s  1s an Im portan t fa c to r  In  a t t r a c t in g  is s u e rs . I t s  p r in c ip a l 
c o m p e tito rs , NYSE and AMEX, are ab le  to  o f fe r  exempt s ta tu s  In  n e a r ly  every 
s ta te .

CBOE's new l i s t i n g  standards, which were approved by th e  SEC in  October 
o f  1990, cove r common s to ck , p re fe rre d  s to c k , debt s e c u r it ie s ,  s to ck  w arran ts  
and cu rren cy  and index w a rra n ts . L is t in g  standards co ve rin g  c e r ta in  u n it  
Investm ent t r u s ts  are pending SEC approva l. L is t in g  standards cove ring  "o th e r 
s e c u r it ie s "  were approved by th e  SEC 1n November, 1990. The "o th e r  
s e c u r it ie s "  ca te g o ry  corresponds to  Id e n t ic a l ru le s  o f  NYSE and AMEX and 1s 
In tended to  cover "h y b r id "  s e c u r it ie s  having c h a ra c te r is t ic s  o f  more than one 
o f  th e  o th e r  ca te g o rie s  o f  s e c u r it ie s .  The num erical l i s t i n g  c r i t e r ia  fo r  
"o th e r  s e c u r it ie s *  are g e n e ra lly  h ig h e r than f o r  e q u ity  s e c u r it ie s  and are 
s im i la r  to ,  and 1n some respects  h ig h e r than , th e  standards a p p lic a b le  to  
Index w a rra n ts . A lthough th e  r u le  g ive s  th e  exchange some f l e x i b i l i t y  1n 
l i s t i n g  s e c u r it ie s  w ith  unique com binations o f  fe a tu re s , the  SEC made c le a r  1n 
i t s  approva l o rd e r th a t  " th e  l i s t i n g  o f  s e c u r it ie s  th a t  ra is e  s ig n i f ic a n t  new 
re g u la to ry  issues would re q u ire  a separate f i l i n g  w ith  the  Commission." A t 
th e  re q ue s t o f  th e  Committee, CBOE has agreed to  fu rn is h  to  NASAA and /o r the  
s ta te s  a copy o f  a l l  I t s  SEC f i l i n g s  seeking to  l i s t  new p ro du c ts , and th is  
agreement w i l l  be s e t fo r th  in  th e  MOU.
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Cowmen S tocks. The exchange has prepared and p r in te d  a l i s t i n g  
a p p lic a t io n  and re la te d  In fo rm a tio n a l m a te r ia ls  to  be d is t r ib u te d  to  
p ro sp e c tive  l is t e d  companies. CBOE has sent o u t fo u r  such packets to  da te .

' CBOE a n t ic ip a te s  th a t  th e  most l i k e l y  source fo r  s to ck  l i s t in g s  would be 
M idwestern companies.

H ybrid  Debt S e c u r it ie s . CBOE c u r re n t ly  expects to. approve an ■ 
a p p lic a t io n  to  11st zero-coupon SAP 500-Linkad Notes th a t  meet I t s  l i s t in g  
c r i t e r ia  f o r  bonds and debentures as w e ll as the  s t r i c t e r  c r i t e r ia  f o r  "o th e r 
s e c u r i t ie s . "  The s e c u r it ie s  are repayab le  a t th e  o p tio n  o f  th e  h o ld e r a f te r  6 
months a t  a repurchase p r ic e  l in k e d  to  the  SAP 500 index . A t m a tu r ity ,  the  
Is s u e r Is  o b lig a te d  to  redeem the  notes a t  the  g re a te r  o f  t h e i r  par va lue o r 
the  1ndex-lInked  repurchase p r ic e .  These notes are Intended to  p rov ide  the  
h o ld e r a p o te n t ia l p a r t ic ip a t io n  1n any a p p re c ia tio n  o f  th e  SAP 500 Index over 
a f i v e  y e a r p e r io d . These s e c u r it ie s  are an example o f  th e  h y b r id  s e c u r it ie s  
in tended  to  be covered by CBOE's "o th e r  s e c u r it ie s "  ca te g o ry . In  gene ra l, 
h y b r id  s e c u r it ie s  a llo w  th e  In v e s to r  to  o b ta in  In  a s in g le  tra n s a c tio n  r is k  
and reward c h a ra c te r is t ic s  th a t  would o the rw ise  be o b ta in a b le  o n ly  by the 
purchase o r  s a le  o f  a com bina tion  o f  t r a d i t io n a l  s e c u r it ie s .

Index W arran ts . CBOE a n tic ip a te s  th a t  among the  f i r s t  s e c u r it ie s  th a t  
1 t expects to  l i s t  under I t s  new l i s t i n g  c r i t e r ia  w i l l  be w a rra n ts . The 
Exchange 1s p re p a rin g  to  begin tra d in g  in  v a r io u s  dom estic and fo re ig n  s to ck  
Index w a rra n ts . The Exchange has f i l e d  f o r ,  o r  o b ta ined , SEC approval to  
tra d e  w a rra n ts  on th e  fo l lo w in g  s to c k  Indexes:

Compagnle das Agents de Change (CAC 40)
O eutscher A ck tle n  Index (DAX)
F in a n c ia l Times -  S tock Exchange (FT-SE 100)
Standard and Poors 100 ( S A P  100)
Standard and Poors 500 (S A P 500)

Index w a rra n ts  i r e  s e c u r it ie s  based on th e  movement 1n a s to c k  market 
Index. W arrant h o ld e rs  a re  e n t i t le d  to  re ce ive  an amount o f  cash determ ined 
by th e  d if fe re n c e  between th e  c u r re n t va lue  o f  th e  Index a t  the  tim e  the  
w a rra n t 1s exe rc ise d  and th e  f ix e d  e xe rc ise  p r ic e  o f  the  w a rra n t. There has 
bean much re ce n t grow th 1n th e  t ra d in g  o f  index w a rra n ts . W arrants on several 
fo re ig n  Indexes a re  now l is t e d  on AMEX, and NYSE has a lso  proposed to  l i s t  
Index w a rra n ts . A M EX-lis ted w arran ts  are a lso  traded  on o th e r  exchanges 
pu rsuan t to  u n lis te d  t ra d in g  p r iv i le g e s ,  and CBOE I t s e l f  has been tra d in g  one 
such w a rra n t on a UTP b a s is  s in ce  January 1n o rd e r to  te s t  I t s  systems. CBOE 
b e lie v e s  th a t  I t  Is  1n a good p o s it io n  to  a t t r a c t  l is t in g s  o f  Index w arran ts  
because o f  t h e i r  s im i la r i t y  to  s tanda rd ized  o p tio n s . CBOE b e lie ve s  th a t  these 
w a rra n ts  have th e  c h a ra c te r is t ic s  o f  o p tio n s , and w i l l  re q u ire  th a t  in v e s to rs  
in  Index w a rra n ts  meet th e  same s u i t a b i l i t y  requirem ents a p p lic a b le  to  op tions  
custom ers. R isk  d is c lo s u re  and s u i t a b i l i t y  requirem ents s im i la r  to  those 
a p p lic a b le  to  o p tio n s  tra d in g  a re  a ls o  being re q u ire d  by th e  SEC, and approval 
to  tra d e  w a rra n ts  on dom estic  Indexes w i l l  no t be gran ted  u n t i l  th e  r is k  
d is c lo s u re 'p ro c e d u re s  have been approved.
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CBOE'5 l i s t in g  standards f o r  Index w arran ts  are the  saae as those o f  the  
AMEX and are a c tu a lly  h ig h e r than th e  l i s t i n g  standards fo r  Issu e rs  o f  common 
s to ck . They re q u ire  th a t :  (1 ) th e  Is s u e r s h a ll have assets 1n excess o f  
$100,000,000 and o the rw ise  s u b s ta n t ia l ly  exceed the  Exchange's s iz e  and 
earn ings requ irem en ts ; (2 ) the  tana  o f  the  w arran ts  s h a ll be f o r  a p e riod  
rang ing  from  one to  f iv e  years from  th e  date  o f  Issuance; and (3 ) the  minimum 
p u b lic  d is t r ib u t io n  o f  such Issues s h a ll be 1,000,000 w arran ts  to g e th e r w ith  a 
minimum o f  400 p u b lic  h o ld e rs , and have an aggregate m arket va lue  o f  
$4,000,000. ^

Index w arran ts  have been-I ssued p r im a r i ly  by sovere ign  governments such 
as the  Kingdom o f  Denmark and th e  R epublic o f  A u s tr ia ,  and by Investm ent 
banking f irm s  such as Saloman, Paine Webber, and M e r r i l l  Lynch. O ther 
e n t i t le s  cou ld  Issue Index W arrants so long as they  meet CBOE's l i s t i n g  
s tandards.

U n it Investm ent T ru s ts . CBOE a ls o  has proposed l i s t i n g  standards fo r  
u n it  Investm ent t r u s ts .  CBOE has In d ic a te d  to  the  committee th a t  these 
standards are Intended p r im a r i ly  to  p e rm it the  l i s t i n g  o f  • S u p e i^ h a r e s " , ^  
produc t  which they  have been deve lop ing  f o r  some tim e . Super Shares are 
s e c u r it ie s  c o n s is t in g  o f  fo u r  components th a t  may be traded  s e p a ra te ly : 
A p p re c ia tio n  Super Shares, which p ro v id e  leveraged p a r t ic ip a t io n  in  market 
advances; P r io r i t y  Super Shares, which p ro v id e  a d d it io n a l Income 1n f l a t  o r 
d e c lin in g  m arkets; P ro te c tio n  Super Shares, which p ro v id e  p ro te c t io n  f o r  a 
s to ck  p o r t f o l io  1n a market d e c lin e  o f  up to  30 p e rce n t; and Income and 
Residual Super Shares which p ro v id e  a d d it io n a l income 1n f l a t  o r  r is in g  
m arkets. Super Shares are In tended to  a llo w  s o p h is tic a te d  In v e s to rs  to  
separate  (and to  r e ta in  o r  d ispose o f )  s p e c if ic  elements o f  th e  r i s k  and 
re tu rn  c h a ra c te r is t ic s  o f  a p o r t f o l io  o f  s tocks th a t  re p lic a te s  th e  SAP 500. 
A p p lic a tio n s  to  r e g is te r  Super Shares have been f i l e d  In  many s ta te s , and they  
a re  s t i l l  under rev iew  a t th e  SEC.

CBOE has emphasized th a t  i t s  l i s t i n g  standards f o r  u n i t  investm ent 
t r u s ts  are In tended to  p ro v ide  o n ly  f o r  th e  l i s t i n g  o f  Super Shares and 
perhaps o th e r In n o v a tiv e  p roducts  o f  a g e n e ra lly  s im ila r  n a tu re . CBOE has 
emphasized th a t  1 t does no t In te nd  to  l i s t  t r a d i t io n a l  u n i t  Investm ent t r u s ts  
o f  the  typ e  th a t  a re  now re g is te re d  1n la rg e  numbers in  many ju r is d ic t io n s .

I t  should  be noted th a t  In n o v a tiv e  p roducts such as Index w a rran ts  and 
u n it  Investm ent t r u s ts  are no t o n ly  s u b je c t to  the  d is c lo s u re  requirem ents 
under the  S e c u r it ie s  A c t o f  1933, bu t they  are a lso  s u b je c t to  s u b s ta n tive  
rev iew  by the  SEC under the  S e c u r it ie s  Exchange A c t o f  1934. The p roducts are 
In tended f o r  s o p h is t ic a te d  in v e s to rs  w ith  s p e c if ic  investm ent o b je c t iv e s , and 
th e y  w i l l  be s u b je c t to  the  same s u i t a b i l i t y  requirem ents th a t  a pp ly  to  
t ra d in g  In  s tanda rd ized  o p tio n s . CBOE's l i s t i n g  s tandards f o r  these products 
are th e  same as those o f  the  AMEX and re q u ire  the  is s u e r  to  meet f in a n c ia l 
requ irem ents th a t  are g e n e ra lly  h ig h e r than th e  requirem ents a p p lic a b le  to  
Issu e rs  o f  common s to cks . CBOE b e lie v e s  th a t  th e re  1s demand fo r  In n o va tive  
p roducts  and th a t  i t  Is  a p re fe rre d  m arketp lace f o r  such In s tru m e n ts . CBOE 
a lso  b e lie v e s , however, th a t  p o te n t ia l Issue rs  o f  these s e c u r it ie s  as w e ll as 
Issu e rs  o f  s to c k  and debt s e c u r it ie s  w i l l  l i k e l y  11st on NYSE o r  AMEX 1 f



l i s t i n g  on CBOE In vo lve s  the  expense and p o te n tia l d e lay  o f  numerous s ta te  
r e g is t ra t io n s  when the  s e c u r it ie s  would be exempt i f  l is t e d  on those 
exchanges.

TRADING SYSTEMS AND CUSTOMER PROTECTION

Most o p tio n  c lasses  l is t e d  a t CBOE are traded  1n an open o u tc ry  system 
where c e r ta in  members o f  th e  Exchange may tra d e  as m arket-m akers. M arket- 
makers p ro v id e  l i q u id i t y  1n o p tio n  tra d in g  by r is k in g  th e i r  own c a p ita l fo r  
personal t ra d in g ,  and are th e  backbone o f  CBOE's t ra d in g  system. They take 
the  o p p o s ite  s id e  o f  p u b lic  o rders  by competing In  an open o u tc ry  a uc tion  
m arke t. F lo o r b ro k e rs , on the  o th e r hand, a c t o n ly  as agents, executing  
o rd e rs  f o r  o th e rs . ' "Dual t r a d in g , "  which re fe rs  to  a member s im u ltaneous ly  
t ra d in g  f o r  h is  own account and fo r  custom ers, 1s p ro h ib ite d  a t  the  CBOE 1n 
th a t  a m arket-m aker may n o t a lso  a c t as a f lo o r  b roke r 1n th e  same o r a 
re la te d  c la s s  o f  o p tio n s  on th e  same business day.

A lthough  I n s t i t u t io n a l  p a r t ic ip a t io n  has Increased 1n recen t yea rs , the  
p r in c ip a l users o f  th e  s e c u r it ie s  o p tio n s  markets are r e t a i l  custom ers.
CBOE's ru le s  p ro v id e  s p e c ia l p ro te c tio n s  fo r  th e  tra n s a c tio n s  o f  those 
custom ers. For example, CBOE re c e n t ly  developed the  RAES system, which 
p rov id es  f a r  com puterized and au tom atic  execu tion  o f  s m a lle r customer orders 
on a p r io r i t y  b a s is . RAES ac ts  much l i k e  the  NASD's SOES system. The R e ta il 
A utom atic  E xecution  System (RAES) a u to m a tic a lly  executes 1 0 -co n tra c ts  o r le s s  
customer m arket o rd e rs  and m arketab le  l im i t  o rders  a t  the  p re v a il in g  market 
quote In  th e  most a c t iv e  s e r ie s .  RAES prov ides r e t a i l  customers w ith  a 
guaranteed f i r m  quo te , ins tan taneous tu rnaround tim e  to  th e  o r ig in a t in g  branch 
o f f i c e ,  and reduces member f i r m s ' e xe cu tio n , f i l l  re p o r t in g  and tra d e  match 
c o s ts . I t  makes CBOE's p r ic e  re p o r t in g  more t im e ly  and e f f i c ie n t  w h ile  
f a c i l i t a t i n g  an accu ra to  tim e  and sa les  a u d it t r a i l .  RAES executes one 1n 
f iv e  custom er o rd e rs  a t CBOE.

A nother development to o k  e f fe c t  1n J u ly ,  1989, when th e  SEC approved a 
CBOE ru le  f i l i n g  which c o d if ie d  th e  "F irm  Quote" program, a p o lic y  which had 
been in  e f fe c t  s in c e  June, 1988. Under th is  r u le ,  which a p p lie s  o n ly  to  non­
b ro k e r /d e a le r  o rd e rs  f o r  o p tio n s  which e x p ire  1n th o  two near-te rm  tra d in g  
months, th e  tra d in g  crowd (made up o f  "m arket-m akers") Is  re q u ire d  (except 
d u rin g  t ra d in g  ro ta t io n s  and fa s t  m arkets) to  f i l l  a t  le a s t 10 c o n tra c ts  o f  a 
customer o rd e r a t th e  posted b id  o r o f fe r  when th e  o rd e r reaches th e  crowd.
In  c o n ju n c tio n  w ith  th e  f i r m  quote r u le ,  CBOE in s t i t u te d  r u le  changes th a t 
narrowed th e  b1d/ask spreads th a t  are a llow ed under normal m arket c o n d it io n s . 
A d d it io n a l ly ,  p u b lic  custom er l i m i t  o rders  th a t  are no t c lo se  to  th e  c u rre n t 
m arket quote are  ro u te d  to  th e  "p u b lic  l l o i l t  o rd e r"  book. The p u b lic  l im i t  
o rd e r book 1s a v a ila b le  o n ly  to  p u b lic  customers a t CBOE. Market o rde rs  th a t  
a r r iv e  p r io r  to  th e  opening and l im i t  o rders  are th e  o n ly  types o f  o rders  
accepted 1n th e  book and have p r io r i t y  ovur a l l  o th e r s im ila r  o rde rs  from  the 
t ra d in g  crowd a t a g ive n  p r ic e .  Exchange-employed o rd e r book o f f i c i a l s  
execute th e  o rd e rs  in  ts.o book and are p ro h ib ite d  from  tra d in g  f o r  t h e i r  own 
account. The book 's  h ig h e s t b id ,  low est o f fe r  and th e  s iz e  o f  those  o rders



9

are d isp la ye d  to  m arket-m akers on the  tra d in g  f l o o r .  Orders on th e  book are 
executed on a f i r s t - 1 n / f 1 r s t - o u t  bas is  a t each p r ic e ,  re g a rd le ss  o f  the  
o rd e r 's  s iz e .

CBOE has in form ed us th a t  d u rin g  the  "m in i c ra sh " o f  O ctober, 1989 CBOE 
honored a l l  o rde rs  on th e  p u b lic  customer o rd e r book a t  the  opening p r ic e s  
even though th e  la rg e  number o f  o rders placed on th e  book a t th e  opening could 
no t be so rte d  and e ffe c te d  a t  th e  opening In  an o rd e r ly  Banner. In  so do ing , 
CBOE In c u rre d  a lo s s  o f  over $2.S B i l l i o n  fro a  a ss ig n in g  opening p r ic e s  to  
such o rd e rs  as 1 f  th e y  had been a ffe c te d  a t  th e  opening p r ic e s  when 1n fa c t  
the  o rde rs  had to  be executed In  the  r is in g  m arket a f t e r  the  opening. CBOE 
has con tinu ed  to  automate i t s  systess by expanding th e  use o f  th e  e le c tro n ic  
o rd e r book 1n o rd e r to  avo id  another such lo s s  In  th e  fu tu re .

SEC OVERSIfiHT f

P r io r  to  o u r v i s i t ,  th e  C o ita ltte e  reviewed th e  a o s t re ce n t SEC 
In s p e c tio n  re p o r t  o f  CBOE s u rv e il la n c e  and th e  response o f  CBOE to  th a t 
In s p e c tio n . The SEC had ra is e d  two areas o f  c r i t i c a l  concern. F i r s t l y ,  they 
asked w hether th e  Im plem enta tion o f  the  CBOE's Comprehensive Automated 
S u rv e illa n c e  Systea, termed The Market S u rv e illa n c e  Systems ("M SS"), was on 
t ra c k .  Management o f  C80E re p o rted  to  us th a t  th e  MSS Is  on t r a c k  w ith  a l l  
th re e  areas mentioned by th e  SEC a f te r  t h e i r  November, 1988 In s p e c tio n  being 
completed w ith in  tim e  l in e s  promised by the  CBOE. "F ro n t ru n n in g " was 
completed In  Oecember o f  1989; "M in i-m a n ip u la tio n "  and "capp ing  and pegging" 
were o p e ra tio n a l 1n March and Mey o f  1990 re s p e c t iv e ly ,  and i t  is  expected 
th a t  MSS w i l l  be o p e ra tio n a l f o r  Index o p tio n s  s u rv e il la n c e  by May o f  1991.

The second SEC concern p e rta in e d  to  a u d it  t r a i l s .  CBOE has responded to  
th is  concern by adop ting  a new ru le  p ro v id in g  f o r  s u v a r y  f in e s .  On page 
th re e  o f  t h e i r  response l e t t e r  to  th e  SEC th e re  1s a c h a r t o f  these f in e s .  
There has a lso  been a re c id iv is m  p ro v is io n  added to  t h is  system to  e sca la te  
f in e s  f o r  repea t o ffe n d e rs . A r u le  was adopted In  Oecember, 1989 which 
Imposes a f in e  1 f  few er than  70% o f  a t r a d e r 's  re p o rte d  tim es a re  a ccu ra te . 
Another p ro v is io n  o f  th e  r u le  Imposes a $1000 f in e  I f  few er than  50% o f  a 
t r a d e r 's  OEX tra d e s  a re  re p o rte d  w ith  th e  re q u ire d  degree o f  accuracy. More 
s t r in g e n t  param eters are be ing added f o r  a l l  c lasse s  o f  o p tio n s . Froa 
September 21st to  O ctober 2 0 th , 69 people were f in e d  pu rsuan t to  th is  r u le .  
From O ctober 2 1s t to  November 2 0 th , o n ly  27 people were f in e d .  CBOE has more 
re c e n t ly  re ce ive d  a l e t t e r  from  th e  SEC which says th e y  a re  do ing  w a l l ,  bu t 
cou ld  co n tin u e  to  Im prove. The l e t t e r  was no t pu rsuan t to  an a u d it  bu t was 
H a lte d  to  a rev iew  o f  accuracy ra te s . CBOE has f i l e d  ru le s  re q u ir in g  th a t 
the  percentage o f  m istakes go down from  30 p e rcen t to  25 p e rc e n t. They la t e r  
c u t th a t  f ig u re  to  20 p e rce n t.

SURVEILLANCE AW RE8ULATIOM

The R egu la to ry  S e rv ices  D iv is io n  o f  CBOE c o n s is ts  o f  89 peop le . A 
c u r re n t summary o f  th e  s tru c tu re  and fu n c tio n s  o f  th e  R egu la to ry  S erv ices 
D iv is io n  was p ro v ided  to  us by th e  exchange and Is  a ttached  as Appendix 2.



CBOE's Department o f  Compliance in v e s tig a te s  sa les  p ra c t ic e  v io la t io n s  
and te rm in a t io n s . The most fre q u e n t com pla in ts In v o lv e  s u i t a b i l i t y  o r 
unau thorized  use o f  d is c re t io n .  The exchange re ce ives  approx im ate ly  30 
n o t i f ic a t io n s  o f  te rm in a tio n  per month, o f  which about 10% in v o lv e  customer 
co m p la in ts . Com plaints o f  sa les p ra c tic e  abuses a r t  responded to  Immediately 
In  w r i t in g .  The customer Is  advised th a t  th e  com p la in t 1s under rev iew  and 
th a t  th e  exchange cannot award compensation to  custom ers, a lthough  the 
exchange's a r b i t r a t io n  f a c i l i t i e s  are a v a ila b le  to  customers seeking to  
recove r lo s s e s . Sales p ra c tic e  cases average 7 to  12 months from  the 
beg inn ing  o f  th e  In v e s t ig a t io n  be fo re  go ing to  th e  Business Conduct Committee.

CBOE 1s an a c t iv e  p a r t ic ip a n t  In  the  O ptions S e lf  R egu la to ry  C ounc il. 
O ther p a r t ic ip a n ts  in  th e  Council In c lude  re p re s e n ta tiv e s  o f  th e  American 
S tock Exchange, M idwest Stock Exchange, N a tio na l A s so c ia tio n  o f  S e c u r it ie s  
D ea le rs , New York S tock Exchange, P h ila d e lp h ia  S tock Exchange and P a c if ic  
S tock Exchange. The C ouncil f a c i l i t a t e s  an e q u ita b le  d is t r ib u t io n  o f  
re g u la to ry  r e s p o n s ib i l i t ie s  f o r  a l l  aspects o f  th e  sa les  p ra c tic e s  o f  
o rg a n iz a tio n s  th a t  a re  members o f  more than one exchange o r  th e  NASD. The 
C ouncil a ls o  a c ts  as a forum fo r  th e  development, re v is io n  o r  In te rp re ta t io n  
o f  ru le s  and re g u la tio n s  in  an e f f o r t  to  ensure c o n s is te n t enforcement o f  such 
ru le s  and re g u la t io n s . The co u n c il co o rd ina tes  y e a r ly  exam inations and 
In v e s t ig a t io n s  o f  such m a tte rs  as te rm in a tio n s  f o r  cause and customer 
co m p la in ts . For such purposes, each f i rm  1s assigned to  one o f  fo u r  
Designated O ptions Examining A u th o r it ie s  (CBOE, AMEX, NASD, o r  NYSE) and I t  1s 
reassigned eve ry  two ye a rs . Routine exam inations are performed p r im a r i ly  a t 
th e  f i r m 's  main o f f ic e ,  extend ing  to  the  branch o f f ic e  le v e l on an "as needed" 
b a s is . R outine exam inations in c lu d e  such m a tte rs  as su p e rv is io n  o f  branch 
o f f ic e s  by th e  main o f f ic e ,  account app rova ls , and s u i t a b i l i t y  o f  tra d in g .

The exchange's Department o f  Market R egu la tion  in v e s t ig a te s  p o ss ib le  
v io la t io n s  o f  exchange and SEC ru le s  govern ing business conduct on the  tra d in g  
f lo o r ,  suppo rts  exchange committees which deal w ith  f lo o r  p o l ic ie s  to  Insure  
com pliance w ith  th e  ru le s ,  and educates th e  exchange membership and the  p u b lic  
re g a rd ing  t ra d in g  f l o o r  ru le s  and p o l ic ie s .  A t February 12, 1991 th e  to ta l  
number o f  open In v e s t ig a t io n s  was 164. The average number o f  customer 
com p la in ts  re ce ive d  pe r month d u rin g  1990 was 10. As 1n th e  case o f  sa les 
p ra c t ic e  v io la t io n s ,  customers are sent an acknowledgment l e t t e r  Im m ediately 
upon re c e ip t  o f  th e  com p la in t a d v ls ln q  them o f  th e  exchange's procedures. 
Customer com p la in ts  In  which th e  s t a f f  determ ines th e re  Is  no apparent ru le  
v io la t io n  a re  g e n e ra lly  c losed w ith in  two weeks o f  r e c e ip t .  Cases In  which 
th e  s t a f f  b e lie v e s  th a t  th e re  may be a ru le  v io la t io n  take  an average o f  about 
8 months b e fo re  th e y  a re  reviewed by the  Business Conduct Committee. The 
SEC's August 23, 1989 In s p e c tio n  l e t t e r  s ta te s : "The 1988 In s p e c tio n  found 
th a t ,  o v e r a l l ,  th e  CBOE s u rv e il la n c e , In v e s t ig a to ry  and d is c ip l in a r y  programs 
f o r  t ra d in g  abuses co n tin u e  to  fu n c tio n  e f f e c t iv e ly . ”

The exchange's Business Conduct Committee 1s s im ila r  to  th a t  o f  th e  
NASD. T h is  com m ittee de te rm ines, based on s t a f f  In v e s t ig a t io n s  and 
recommendations, whan probable  cause e x is ts  to  b r in g  charges o f  r u le  
v io la t io n s ,  a u th o riz e s  charges a g a in s t members, arid c i th e r  s e t t le s  o r  ho lds 
hearings w ith  regard  to  those v io la t io n s .  For sa les  p ra c t ic e  v io la t io n s  1 t



can ta ke  up to  a maximum o f  two yea rs  from  I n i t i a t io n  to  re s o lu t io n  o f  the  
problem s. The Business Conduct Committee has used consent procedures ve ry 
s u c c e s s fu lly  to  e xp e d ite  a re s o lu t io n .  A c h a r t fa v o ra b ly  comparing the  number 
o f  a c tio n s  taken and sa n c tion s  Imposed by CBOE w ith  o th e r SROs was p rov ided .

CBOE a lso  p a r t ic ip a te s  1n th e  In te rm a rke t S u rv e illa n c e  Group ("ISG ” ) ,  
which 1s comprised o f  th e  m a jo r n a tio n a l s e c u r it ie s  exchanges w ith  the  m ajor 
commodities exchanges and c e r ta in  fo re ig n  exchanges as a f f i l i a t e d  members. The 
ISG was c re a te d  o r ig in a l ly  to  se rve  as a forum  to  n e g o tia te  ro u t in e  sha ring  o f  
in fo rm a tio n  between exchanges f o r  re g u la to ry  purposes. I t  a lso  serves as a fo rum 1 
fo r  n e g o t ia t in g  un ifo rm  ru le s  and re g u la to ry  p o lic ie s  when a p p ro p r ia te . The 
CFTC and SEC s t a f f  a lso  a tte n d  these  m eetings.

CBOE has worked a c t iv e ly  w ith  F lo r id a ,  C a l i fo rn ia  and W isconsin, as w e ll 
as w ith  NASAA, to  p ro v id e  t r a in in g  f o r  s e c u r it ie s  department s t a f f .  CBOE Is  
c u r re n t ly  a s s is t in g  th e  Colorado S e c u r it ie s  Department 1n connection w ith  a 
la rg e  case In v o lv in g  o p tio n s  tra d in g  by an Investm ent a d v iso r (oye r whom the  
CBOE had no ju r i s d ic t io n ) .  CBOE has In d ic a te d  I t s  w ill in g n e s s  to  share 
co m p la in t in fo rm a tio n  w ith  th e  s ta te s  as i t  Is  a u th o rize d  under I t s  ru le s  to  do 
and o th e rw ise  to  cooperate  w ith  th e  re g u la to ry  a c t i v i t ie s  o f  th e  s ta te s . I t  
should a lso  be noted th a t  CBOE d is c ip l in a r y  d e c is io n s  are re p o rte d  on th e  CRD 
system on Fora U-6.

CONCLUSIONS

The com m ittee developed a fo u r - p a r t  t e s t  to  daterm tne whether to  recommend 
th a t  NASAA execute an KOU w ith  CBOE and w hether s ta te s  should accord the  
exchange a m arketp lace  exem ption . A f te r  a p p ly in g  th a t  te s t ,  we are s a t is f ie d  
th a t  an KOU should  be executed and th a t  th e  exchange should be granted  the  
exem ption.

CBOE's l i s t i n g  c r i t e r i a  match those o f  NASOAQ-NHS, and CBOE Is  more than 
w i l l in g  to  e n te r  In to  an MOU and to  In c lu d e  a n o tic e  requ irem ent 1n the  event 1 t 
takes  s teps to  l i s t  new p ro d u c ts . M Q s.t_flf__the_p.roducts.j:urjfent]y_U sted_or 
planned f o r  l i s t i n g  are n o t s u b je c t . j t o .s ta te j r e g ls t r a t io n  re v ie w , Moreover,
those  p ro d u c ts , p a r t ic u la r ly  o p tio n s  and Index w a rra n ts , ra is e  market 
r e g u la t io n ,  ra th e r  than t r a d i t io n a l  c o rp o ra te  fin a n c e  issu e s .

From a re g u la to ry -p e rs p e c t iv e , CBOE opera tes much l i k e  th e  NASO, w ith  a 
business conduct committee and a separa te  re g u la to ry  d iv is io n .  R e s tr ic t io n s  on 
c e r ta in  typ e s  o f  t ra d in g  p ra c t ic e s ,  a long w ith  systems l i k e  th e  SOES, p ro v id e  
fu r th e r  consumer p ro te c t io n .  In  a d d it io n ,  th e  re g u la to ry  and s u rv e il la n c e  
systems a re  s u b je c t to  SEC a u d it  and o v e rs ig h t.  F in a l ly ,  >JB0E welcomes v is i t s  
by s ta te  a d m in is tra to rs  to  examine i t s  o p e ra tio n s  and 1 t 1$ prepared to  
coopera te  w ith  the  s ta te s  1n h a n d lin g  In v e s t ig a t io n s  and customer co m p la in ts .

For th e  reasons s ta te d  above, the  c o n n ltte e  recommends th a t :

1 . NASAA execute an MOU w ith  CBOE; and
2 . S ta te s  accord CBOE a m arke tp lace  exemption
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B o o k le t* w i l l  be p ro v id e d  a t th e  S p r in g  C on fe re n ce .
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May 9, 1991 W a s h i r g t o n ,  D . C .  2 0 0 0 6  

(2 0 2 )  7 2 8 - 8 C C 0

BY,FAX

The Honorable Mike Navarre, Co-Chair 
House Finance Committee 
Alaska State Legislature 
State Capitol 
Box V
Juneau, Alaska 99811

RE: House Bill 210

Dear Representative Navarre:

On behalf of the National Association of Securities Dealers, Inc. (NASD), I am writing to urge 
your support of House Bill 210 to amend the Alaska Securities Act. The NASD is charged with the 
responsibility of regulating both the National Association of Securities Dealers Automated Quotation 
System (NASDAQ), which is the second largest securities market in the United States, and the over-the- 
counter securities markets. This task encompasses both regulation of virtually every broker/dealer firm 
in the country that conducts business with the public and the regulation and operation of the NASDAQ 
system.

The NASD strongly supports passage of HB 210 since it includes an important provision to 
exempt from state registration those securities that are listed on the NASDAQ National Market System 
(NMS). This legislation recognizes the equality of securities listed on NMS, like National Bancorp of 
Alaska, MCI and Apple Computer, with those listed on the New York and American Stock Exchanges. 
Passage of HB 210 is o  promotes uniformity with the 45 states that have already provided this exemption 
for securities listed on NMS.

We respectfully request that you schedule a hearing on HB 210 and urge you to favorably report 
the bill. If you have any questions, please feel free to call me at (202) 728-8289.

Sincerely,

Frank J. Formica
Vice President
Office of Congressional and

State Liaison

cc: Mr. Larry Carroll

3 0 d



14-6 oUO

■WALTER J. HICKEL
iCVERNOR

S t a t e  o f  A l a s k a
zrnce: C" the governor 

• J UNEAU

LMarch 1 1 , 1991

T h e  H o n o r a b le  B e n  G r u s s e n d o r f 
S p e a k e r  o f  t h e  H o u s e 
P .O .  B o x  V 
J u n e a u ,  AK 9 9 8 1 1

D e a r  S p e a k e r  G r u s s e n d o r f :

U n d e r  t h e  a u t h o r i t y  o f  a r t .  I l l ,  s e c .  18  o f  t h e  A l a s k a  
C o n s t i t u t i o n ,  I  am t r a n s m i t t i n g  a  b i l l  t o  a m e n d  t h e  A la s k a  
S e c u r i t i e s  A c t  o f  1 9 5 9 .  T h e  b i l l  a d d r e s s e s  t h r e e  a d m i n i s t r a t i v e  
p r o b l e m s .

F i r s t ,  t h e  b i l l  w o u ld  c h a n g e  e x i s t i n g  s t a t u t e s  t o  a l l o w  t h e  
D e p a r t m e n t  o f  C o m m e rc e  a n d  E c o n o m ic  D e v e lo p m e n t  ( d e p a r t m e n t )  t o  
s e t  s e c u r i t i e s  r e g i s t r a t i o n - r e l a t e d  f e e s  b y  r e g u l a t i o n .  S e c t i o n s  
1 ,  2 ,  4 ,  a n d  6 .  C u r r e n t l y ,  a l m o s t  a l l  r e g i s t r a t i o n - r e l a t e d  f e e s  
a r e  e x p r e s s l y  s e t  b y  s t a t u t e .  B e c a u s e  t h o s e  s t a t u t e s  h a v e  n o t 
b e e n  u p d a t e d  f o r  m a n y  y e a r s ,  t h e  f e e s  a r e  s i g n i f i c a n t l y  b e lo w  
t h o s e  c h a r g e d  b y  o t h e r  j u r i s d i c t i o n s  a n d  a r e  i n a d e q u a t e  t o  p a y  
f o r  t h e  s e r v i c e s  p r o v i d e d .  T h e  i n t e n t  o f  t h e  d e p a r t m e n t  i s  t o  
s e t  t h e  f e e s  b y  r e g u l a t i o n  a t  a n  a m o u n t  c o n s i s t e n t  w i t h  t h a t  
c h a r g e d  b y  o t h e r  s t a t e s .

S e c o n d ,  i n  a n  e f f o r t  t o  r e d u c e  t h e  a m o u n t  o f  d u p l i c a t e  f i l i n g s  
a n d  u n n e c e s s a r y  p a p e r w o r k  h a n d le d  b y  t h e  d e p a r t m e n t ,  t h e  b i l l  
p r o v i d e s  t h a t  t h e  a d m i n i s t r a t o r  o f  s e c u r i t i e s  ( t h e  d i r e c t o r  o f 
t h e  d i v i s i o n  o f  b a n k i n g ,  s e c u r i t i e s  a n d  c o r p o r a t i o n s )  m ay  a r r a n g e  
w i t h  t h e  N a t i o n a l  A s s o c i a t i o n  o f  S e c u r i t i e s  D e a l e r s  o r  t h e  
S e c u r i t i e s  a n d  E x c h a n g e  C o m m is s io n  t o  h a v e  c o o r d i n a t e d  n a t i o n a l 
f i l i n g s ,  a n d  m a y  a c c e p t  c e r t a i n  u n i f o r m  r e g i s t r a t i o n - r e l a t e d  
p r o c e d u r e s .  S e c t i o n  3 .

T h i r d ,  t h e  b i l l  p r o v i d e s  f o r  n ew  e x e m p t io n s  f r o m  t h e  r e g i s t r a t i o n  
r e q u i r e m e n t  f o r  s e c u r i t i e s .  A t  p r e s e n t ,  s e c u r i t i e s  l i s t e d  u n d e r 
a n u m b e r  o f  n a t i o n a l  s t o c k  e x c h a n g e s  a r e  e x e m p t  f r o m  
r e g i s t r a t i o n .  AS 4 5 . 5 5 . 1 4 0 ( a ) ( 1 0 ) .  T h e  b i l l  w i l l  a d d  t o  t h a t  
l i s t  tw o  o t h e r  r e c o g n i z e d  e x c h a n g e s ,  t h e  C h ic a g o  B o a r d  O p t io n s  
E x c h a n g e  a n d  t h e  N a t i o n a l  A s s o c i a t i o n  o f  S e c u r i t i e s  D e a le r s  
A u t o m a te d  Q u o t a t i o n  N a t i o n a l  M a r k e t  S y s te m  (N A S D A Q /N M S ). 
A d d i t i o n a l l y ,  t h e  a d m i n i s t r a t o r  w o u ld  h a v e  t h e  f l e x i b i l i t y  t o  a d d 
t o  t h a t  l i s t  a s  c o n d i t i o n s  d i c t a t e d .  M o s t  j u r i s d i c t i o n s  h a v e  a 
s i m i l a r  f o r m  o f  a d m i n i s t r a t o r  e x e m p t io n  a p p r o v a l .



T h e  H o n o r a b le  B e n  G r u s s e n d o r f

* ? ! h b i , 1 1  u P ^ a t e s  t h e  A l a s k a  S e c u r i t i e s  A c t  t o  b r i n g  i t  i n  l i n e  
h  c u r r e n t  p r a c t i c e  a n d  t o  p e r m i t  c o o r d i n a t i o n  w i t h  n a t i o n a l 

e n f o r c e m e n t  a u t h o r i t i e s .  I  u r g e  y o u r  s u p p o r t  o t  S i s  m e asS H e !
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