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March 11, 1991

The Honorable Ben Grussendorf
Speaker of the House

P.0O. Box V

Juneau, AK 99811

Dear Speaker Grussendorf:

Under the authority of art. 111, sec. 18 of the Alaska
Constitution, 1 am transmitting a bill to amend the Alaska

Securities Act of 1959. The bill addresses three administrative
problems.

First, the bill would change existing statutes to allow the

Department of Commerce and Economic Development (department)
set securities registration-related fees by regulation.
1, 2, 4, and 6. Currently, almost all
are expressly set by statute. Because those statutes have not
been updated for many years, the fees are significantly below
those charged by other jurisdictions and are 1inadequate to pay
for the services provided. The intent of the department is to

set the fees by regulation at an amount consistent with that
charged by other states.

to
Sections
registration-related fees

Second, 1in an effort to reduce the amount of duplicate filings
and unnecessary paperwork handled by the department, the bill
provides that the administrator of securities (the director of
the division of banking, securities and corporations) may arrange
with the National Association of Securities Dealers or the
Securities and Exchange Commission to have coordinated national

filings, and may accept certain uniform registration-related
procedures. Section 3.

Third, the bill provides for new exemptions from the registration
requirement for securities. At present, securities listed under
a number of national stock exchanges are exempt from
registration. AS 45,55.140(a)(10). The bill will add to that
list two other recognized exchanges, the Chicago Board Options
Exchange and the National Association of Securities Dealers
Automated Quotation National Market System (NASDAQ/NMS).
Additionally, the administrator would have the flexibility to add
to that list as conditions dictated. Most jurisdictions have a
similar form of administrator exemption approval.
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The bill updates the Alaska Securities Act to bring it in line
with current practice and to permit coordination with national
enforcement authorities. I urge your support of this measure.



NASI

National Aaaoclatlon of
Securltlei Dollar*, Inc.
' 735 K Street NW
Washington. 0 C. 2C006
March 19, 1991 (202) 723-8000

BY FAX

The Honorable David Finkelstein, Chairman
House Labor & Commerce Committee
,*jaska State Legislature

titate Capitol

P.0. Box V

luneau, AJK 99811

RE: House Bill 210

Dear Chairman Finkelstein:

On behalf of the National Association of Securities Dealers, Inc. (NASD), Iam writing to urge
your support of House Bill 210 t 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 isthe second largest securities market inthe 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 9trongly supports passage of HB 210 since It Includes an important provision
exempt from state registration those seaurities that are listed on the NASDAQ National Market System
(NMS).  This legislation, like the Securities and Exchange Commission and the Federal Reserve,
recognizes the equality cf seaurities listed on NMS with those listed on the New York and American

Stock Exchanges. Fassage of HB 210 also promotes uniformity with other states sine. 41 states, to date,
have provided this exemption for securities listed on NMS.

We urge you and your colleagues to favorably report this bill at the Labor & Commerce

Committee hearing scheduled for March 21, 1991. Ifyou have any questions, please call me at (202)
728-8289.

Sincerely,

Frank J. Formica

Vice President

Office of Congressional and
State Liaison

cc: Mr. Larry Carroll
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National Association wi
Securities Dealers, Inc.
1735 K Street, N.W.
Washington, D.C. 20006
(202) 728-8000

March 26, 1991

The Honorable Dave Donley, Chairman
House Judiciary Committee

Alaska State Legislature

State Capitol

P.0. Box V

Juneau, AK 99811

RE: House Bill 210

Dear Chairman Donley:

On behalf of the National Association of Securities Dealers, Inc. (NASD), Iam 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 isthe 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

systen.

The NASD strongly supports passage of HB 210 since it includes an important provision t
exempt from state registration those securities that are listed on the NASDAQ National Market System
(NMS).  This legislation, like the Securities and Exchange Commission and the Federal Reserve,
recognizes the equality of seaurities listed on NMS with those listed on the New York and American
Stock Exchanges. Passage ofHB 210 also promotes uniformity with other states since 41 states, to date,
have provided this exemption for securities listed on NMS .

We urge you and your colleagues to favorably report thisbill when itis taken up by the Judiciary
Committee. Ifyou have any questions, please cll me at (202) 728-8289.

Sincerely,

Frank J. Formica

Vice President

Office of Congressional and
State Liaison

cc: Mr. Larry Carroll
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Nancy R. Crossman
General Counsel &

dﬂ% — First Vice President

« | ﬁg LaSalle at Van Duren

Exchange Chicago, lllinois 60605 312 786-7502
Fax: 312 766-7407

April 26, 1991

The Honorable Dave Donley
Chairman

House Judiciary Committee
State Capitol

P.O. Box V

Juneau, AK 99811-0101

Re: House BIill 210
Dear Chairman Donley:

On behalf of the Chicago Board Options Exchange, 1Inc.. (CBOE), 1
am writing to request your support for House Bill 210 , amending
the Alaska Securities Act of 1959.

Among other things, the legislation will exempt from state
registration securities listed or approved for listing on the CBOE.
The exemption will put CBOE on equal footing with the New York
Stock Exchange (NYSE), American Stock Exchange (AMEX), Midwest
Stock Exchange (MSE), and Pacific Stock Exchange (PSE), all of
which are currently recognized under Alaska®™s exchange listing
exemption. CBOE®"s criteria for listing securities for trading are
equal or superior to the <criteria of other exchanges already
recognized under the statute.

Since February 1973, the CBOE has been registered as a national
securities exchange under Section 6 of the Exchange Act of 1934,
as amended. Until recently, CBOE has listed and traded only
standardized put and call options. (Such options are exempt from
registration under Alaska®s ™"equal rank™ exemption because the
securities underlying such options are listed and traded on the
NYSE and the AMEX.)

On October 19, 1990, the Securities and Exchange Commission
approved rules allowing the CBOE to list and trade stocks, warrants
and other securities instruments. After reviewing CBOE®"s listing
criteria, regulatory functions, and proposed securities for

listing, an Ad Hoc Marketplace Committee of the North American
Securities Administrators Association (NASAA) issued a report at
its April 1991 conference recommending that the states accord CBOE
a marketplace exemption.



Pursuant to legislative or administrative action, new products
listed on CBOE are currently exempt from registration 1in 22
states. Five states, including Alaska, have legislation or
rules pending to afford such recognition. An additional 16
states have assured CBOE of recognition after the issuance of
a favorable NASAA Report, which as noted above, was released
in April.

It should be noted that recognizing CBOE is not likely to have
an adverse effect on state revenue. IT a security 1is
qualified to list on CBOE and CBOE does not have the necessary
exchange listing exemptions, the security would most likely
be listed on the AMEX or another recognized exchange and.-

therefore, would not be required to register in Alaska.
However, another aspect of the pending bills could positively
impact state revenues - the amendments granting the

department of regulation authority to establish registration
fees, which we wunderstand have not been adjusted since the
1950°s.

ALl in all, HB210 will promote uniformity among the states
in the regulation of securities and will benefit state
revenues by allowing registration fees to be adjusted to
reflect the cost of the state®s regulatory function.

We, therefore, respectfully request that you and you
colleagues favorably act on this bill prior to the May
recess. If you have any questions, please contact me at (312)
786-7502.

Sincerely,

Nancy R. Crossman
First Vice President and
General Counsel

cc: Lawrence P. Carroll
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WALTERJ. HICKEL, GOVERNOR

ey
DEPARTMENT OF COMMERCE &
ECONOMIC DEVELOPMENT RQ BOXD

JUNEAU ALASKA 998110800
OFFICE OF THE COMMISSIONER / PHONE: (907) 4652500

April 26, 1991

The Honorable Dave Donley
Chairman, House Judiciary

Commi ttee
Room 122, Capitol
Pouch V

Juneau, AK 99811
Dear Representative Donley:
Re: HB 210, Amending the Alaska Securities Act

The House Judiciary Committee has before it House Bill 210, amending
the Alaska Securities Act. Please be advised that the department
would very much appreciate the committee®s consideration and hearing
on this bill. The legislation will permit the Division of Banking
and Securities to revise securities fees which have not been modi-
fied since enactment of the Securities Act in 1955. In addition,
the bill grants exemption from registration for certain securities
listed on the National Automatic Quotation System (NASDAQ), as well
as certain securities listed on the Chicago Board Options Exchange.
These new exemptions are allowable in many jurisdictions and are
needed to bring us mainstream with our fellow regulators.

This is a unique opportunity where industry is, in fact, supporting
legislation which will result in increased fees and put us back in
the middle of the road for securities regulation. This is important
for us, and we would.appreciate your consideration.

Sincarejy,

Larry 0. Galloway
Assistant Commissioner

LOG/LPC/jc4667q
042691b
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Nan,cYaL. Nielsen

Assistant Corporato Secretary
The GiayBad
LaSalle at Van Buren
\N\JfChange Chicago, llinois 60605 312 786-7466

May 3, 1991
Federal Express
Dave Donley Representative Max F. Gruenberg, Jr.
Chairman Vice Chairman
House Judiciary Committee House Judiciary Committee
State Capitol State Capitol
P.O. Box V P.O. Box V
Juneau, AK 99811 Juneau, AK 99811

Re: House Bill 210
Gentlemen:

We understand that a hearing on the House Bill 210 is scheduled for Wednesday, May
8, 1991. In connection with the hearing, we thought you might be interested in the
enclosed report of the Ad Hoc Marketplace Committee of the North American
Securities Administrators Association. 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 Crossman's letter of April 26th, the Report, which
recommended that the states accord CBOE a marketplace exemption, was delivered at
the April NASAA Conference.

Sincerely

fa™a-y X -

Nancy L. Nielsen
Assistant Corporate Secretary

cc: Hayden Kaden, Esquire w/enclosure
Lawrence P. Carroll
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TO:  NASAA 8Board of Directors
NASAA

FROM  Ad Hoc Marketplace Committee
DATE: March 8, 1991
RE:  CBCOE Exemption Request
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SUMMARY OF CBOE REGULATORY AND LEGAL FUNCTIONS

The following memoranda provide profiles of the regulatory, legal
and enforcement programs of the Chicago Board Options Exchange
("Exchange*1 or "CBOE"™) , primarily as these programs relate to the
disciplinary process.

REGULATORY STRUCTURE

The Exchange is a self-regulatory organization ("SR0"), subject to
the oversight authority of the Securities and Exchange Commission
(="SEC") . The Exchange is responsible to enforce compliance by its
members with SEC rules, provisions of the Securities Exchange Act
of 1934 (the "Act"), Federal Reserve Board credit requirements, and
the rules of the Exchange. The Regulatory Services Division, which
is separate from the Legal Division, performs the surveillance,
examination and 1investigative functions of the self-regulatory
process. The Division also plays a vital role in the development
of new, and the modification of existing, rules and policies to
ensure reasonable and effective regulation of the options markets.

When it is the Division"s belief that probable cause exists for
determining that a violation of Exchange or other relevant rules
has occurred, the Division presents a written case to the Business
Conduct Committee ("BCC"), along with a recommendation that a
Statement of Charges, or some lesser action, be authorized by the
BCC. Should the BCC authorize Charges, the Division supports the
efforts of the Legal Division®s Office of Enforcement 1in 1its
settlement negotiations, and generally acts as the expert witness
for the Enforcement staff in a hearing.

Both the Regulatory Services Division and the Office of Enforcement
are subject to routine inspections by the SEC"s Division of Market
Regulation, which oversees Exchange effectiveness as an SRO. The
SEC staff review and comment upon the procedures wused in the
regulatory and enforcement process, as well as the results of cases
brought before the BCC.



There are four departments 1in the Regulatory Services Division.
The breakdown of the regulatory areas, by function and personnel 1is
as follows:

REGULATORY SERVICES DIVISION - DEPARTMENT OF FINANCIAL COMPLIANCE

The Department of Financial Compliance is responsible for enforcing
the financial, margin, books and records requirements of the SEC,
Federal Reserve Board and the Exchange, with respect to those
broker-dealers for which CBOE is the designated examining authority
("DEA™). This is accomplished through financial monitoring,
routine examinations and special 1investigations.

The financial monitoring program includes a daily net capital
computation for clearing members, to insure that the net capital 1is
sufficient to meet SEC and Exchange minimum requirements. The
Department also monitors deficit market maker accounts to determine
that appropriate notification has been received or liquidation 1is
proceeding. The Department reviews on a monthly basis, the
financial statements and net capital computations (the FOCUS
Report) submitted by members subject to the SEC net capital rule.
Additionally, the Department reviews the haircut methodologies used
by member firms and monitors the risk analysis procedures of market
maker clearing firms.

The Department conducts routine annual examinations which focus on
the following areas: net capital, status of the books and records,
customer protection, margin, financial reporting, proprietary
trading, risk control and operational efficiency. Additional
inspections are performed if problems arise at a particular firm.
The Department conducts joint examinations with the NYSE and
cooperates with the CME and CBOT in their exam programs. The
Department also conducts exams on a contract basis for other SRO"s
which have no examining authority.

The Department works with staff members of the SEC and Federal
Reserve Board to interpret and develop financial regulations and to
seek relief where appropriate. Interpretive advice is provided to
members and non-members on a regular basis.

The Department provides input to the Exchange®s Clearing Procedures
Committee and provides support for the administration of the
Business Conduct Committee. It also participates in the Securities
Industry Association®"s Net Capital Committee and Credit Division,
and the Intermarket Financial Surveillance Group, which 1includes
all U.S. securities and commodities exchanges.

REGULATORY SERVICES DIVISION - DEPARTMENT OF COMPLIANCE

The Department of Compliance is responsible for monitoring
adherence to sales practice rules by member firms and their
associated persons. The Department®"s main tasks in enforcing the
sales practice rules (set forth in Chapter 9 of the Exchange®s
rules) are as follows:



Ensure sales practice compliance by conducting periodic
examinations of main and branch offices of member firms for whom
CBOE is the Designated Options Examining Authority ("DOEA"™). CBOE
is one of four authorized DOEA's.

Participate in the Options Self-Regulatory Council, to allocate
sales practice regulatory responsibilities among self-regulatory
organizations, and to insure uniform sales practice rules.

Conduct sales practice investigations of member firms and persons
associated with member firms, including investigations initiated by
complaints, matters discovered during examinations, referrals, and

notifications of terminations and claims (i.e., u-5, RE-3
notifications). Major areas of concern are unsuitable
recommendations, inappropriate risk disclosure, unauthorized

trading, improper use of discretion, excessive trading, lack of
supervision.

Ensure compliance with rules relating to options communications,
including sales literature, advertising, and option ™“program"
descriptions. The function includes the review of sales literature
as well as providing informal guidance to member Tfirms and their
associated persons.

Participate in development of appropriate examinations to assure
minimum level of competency of registered representatives,
including development and maintenance of examination Series 4, 5,
7, 8, 15.

Provide informal interpretive advice to member firms on rules
compliance, including assistance in devising appropriate
supervisory structures and compliance with Exchange rules and
provisions of the Act.

REGULATORY SERVICES DIVISION - DEPARTMENT OF MARKET SURVEILLANCE

The purpose of the Department of Market Surveillance is to detect
virtually all types of trading-related violations, both on and off
the floor, including 1improper activity involving related market
places. Major areas of effort are discussed below.

Stock and option activity are compared and evaluated to detect
stock\option manipulation, notably capping, pegging and
manipulation, as well as to detect possible front-running. Trading
of 1index options, index futures and stock program trades are
monitored to detect potential manipulation or misuse of non-public
information.

Trading-floor related abuses which are monitored include, but are
not limited to, pre-arranged trading, abuse of error accounts,
marking, failure to adhere to market-maker obligations, market-
makers entering orders from off-floor, book executions of firm and
market-maker orders, dual representation of orders/market-maker in



crowd while floor broker representing order, joint account
participants trading with the joint accounts, and improper use of
adjustments.

The Department examines significant activity in customer, firm and
market-maker accounts prior to important news announcements in
order to detect possible insider trading. As most such suspicious
activity occurs 1in customer accounts, such activity 1is generally
referred to the SEC for further review.

Most types of potential violations are referred to the Department
of Market Regulation for formal investigation. However, the
Department has complete responsibility for detection and
presentation to the Committee of position limit, exercise limit,
and index exercise advice violations. In addition, the department
spearheaded development, and is responsible for administration, of
a recently adopted summary fine program for Tfailure to record
accurate times of trades or failure to submit trades to price
reporting. The Department will present egregious and recidivist
violations to the Committee.

In addition to 1its violation-detection role, The Department
provides staff support to the Exemption Committee, administers the
customer index hedge -exemption program, and helps administer
registration of joint accounts, including RAES group accounts.
Furthermore, the Department, along with the Systems Division,
continues to develop new computer applications to increase
efficiency and effectiveness.

The Department also provides the Exchange representation to the
Intermarket Surveillance Group.

REGULATORY SERVICES DIVISION - DEPARTMENT OF MARKET REGULATION

The Department of Market Regulation investigates all regulatory
complaints and referrals relating to possible violations of rules
concerning conduct of business on the trading floor including the
following: complaints and/or referrals from individual members,
member firms, customers, the SEC, other self-regulatory
organizations, Exchange employees and floor officials.

Complaints and referrals are investigated by the use, as
appropriate, of document review, interviews of witnesses, and
analysis of data.

The primary areas of concern are noted above in the discussion of
market surveillance functions concerning trading floor related
abuses.

The Department also performs the following functions:

Provides informal rule interpretations to members, the public and
Exchange staff.



Acts as primary support to the Equity Floor Procedure and Floor
Officials Committees.

Prepares educational materials concerning rules which are used to
introduce new rules and interpret existing rules.

Prepares tests and study guide materials for the New Member
Orientation Program.



LEGAL AND MEMBERSHIP DIVISION

Counsel to the Business Conduct Committee is provided by the Legal
and Enforcement Departments. The Legal Division, which 1is headed
by the General Counsel, 1is divided into four departments which
perform the following functions.

1. Corporate

General Provides legal counsel regarding corporate
matters. Includes drafting or reviewing
contracts and agreements. Advising on new
products, procedures and policies with
emphasis on overcoming Jlegal obstacles and
avoiding placing the Exchange at risk of
litigation.

Regulatory - Formulates, drafts and files rule changes with
SEC. Issues regulatory bulletin and oversees
circulars distributed to membership. Monitors
and comments on applications and rule changes
proposed by other exchanges. Advises and
assists other departments regarding
interpretations of rules and other matters.

Committees Provides general support including attendance
at meetings and advising on proposed actions.

Stock List Processes and approves listing applications.
Interprets equity rules. Seeks to obtain
exchange exemptions from state securities
commissioners.

Appeals and

Litigation - Represents Exchange committees or other bodies
at appeals hearings and represents the
Exchange 1in arbitration matters. Engages and
works with outside counsel on litigation
matters.

2. Enforcement

General Prepares statements of charges authorized by
Business Conduct Committee and handles all
such cases to their <conclusion. Includes
negotiating with all respondents, preparing
settlement offers, and representing the

Exchange at hearings and on appeal.

Prepares summaries of completed cases for
dissemination.



3.

4.

Arbitration
andAppeals

Membership
General -

Office of
Secretary

Administers Exchange®s arbitration facility

which 1is available to members, member firms,
associated persons, and public customers.
Determines whether matters qualify for
arbitration, selects arbitration panels, and
prepares written decisions. Performs similar
functions for appeals of Exchange actions by
members or member organizations.

Handles applications for membership, changes
in status, and other matters. Administers the
seat sale market and operates the Members
Library.

Records minutes of board and executive
meetings and carries out other duties of the
Secretary of the Exchange.
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| "USE COMMITTEE REPCHT1
[()76)1te Referred: March 25, 1991 FURTHER REFERRALS: Finance
Date of Committee Action: Fv o - Vv
The JUDICIARY Committee considered: HB 210
HOUSE BILL NO. 210 REGISTRATION OF SECURITIES
"An Act amending the Alaska Securities Act of 1959 to allow fees related to registration to be established by

regulation, to provide for registration, examination, and other procedures that avoid duplication, and to provide
for exemption from registration for certain securities."

RECOMMENDATIONS: [ ] the same title
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[ ] have attached amendments(s)
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[ ] do not pass
[ ] no recommendations
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[ ] additional referral to the Committee

ADOPTS: letter of Intent

ATTACHES NEW FISCAL NOTE(s): (D) APPROVES PREVIOUS: (DeptDe
[ ] fiscal impact [ ] fiscal note(s)

[ ] zero fiscal note £>3 zero fiscal note(s) QorMfl 4
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