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STATE OF ALASKA BILL NO. SB 189

1991 LEGISLATIVE SESSION

Revision Date: Department Affected: Commerce & Economic Dpv.
Title: Amend the Alaska Securities BRU: Banking. Securities & Corporations
Act of 1959 Component: Banking & Securities

Sponsor: Rules Committee

Requestor: Governor COMPONENT SERIAL NO. 1 2 3 3
Expenditures/Revenues: (Thousands of Dollars)

OPERATING FY 92 FY 93 FY 94 FY 95 FY 96 FY 97

PERSONAL SERVICES

TRAVEL

CONTRACTUAL

SUPPLIES

EQUIPMENT

LAND & STRUCTURES
GRANTS. CLAIMS
MISCELLANEOUS

TOTAL OPERATING 0 0 0 0 0 0
CAPITAL ., 0. 0 0 o0 1 0 0
REVENUE . 400.0 500.0 500.0 j 550.0 | 550.0 | 550.0

FUNDING: (Thousands of Dollars)

GENERAL FUND

FEDERAL FUNDS

OTHER

TOTAL 0 0 0 0 0 0

POSITIONS:

FULL-TIME 0 0 0 0 0 0

PART-TIME
TEMPORARY

Estimate of current year impact:.

L

Prepared By: Willis F. Kirkpatrick, Director Phone: 465-2521
Division: Banking, Securities & Corporations

Approved by Commissioner: Glenn A. Olds

Agency: Department of Commerce & Economic Development Date:

Distribution (by preparer): Legislative Finance, Legislative Sponsor, Requestor, OMB, & Impacted Agency(ies).
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3 cnsrf) % WALTER J. HICKEL, GOVERNOR
L. /

DEPARTMENT OF COMMERCE &

ECONOMICDEVELOPMENT SINERE hLaska 998110800
OFFICE OF THE COMMISSIONER PHONE:(907) 465-2500

April 26, 1991

The Honorable Drue Pearce

Chairman, Senate Labor
and Commerce Committee

Room 101, Capitol

P.O. Box V

Juneau, Al( 99811

Dear Senator Pearce:
Re: Senate Bill 189, Amending the Alaska Securities Act

The Senate Labor and Commerce Committee has before it Senate

Bill 189, amend g the Alaska Securities Act. Please be advised
that the department would very much appreciate the committee®s con-
sideration and hearing on this bill. The legislation will permit
the Division of Banking and Securities to revise securities fees
which have not been modified 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
jJurisdictions 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 iIs important
for us, and we would appreciate your consideration.

Assistant Commissioner

LOG/LPC/jc4667cC
042691b
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WALTER J. HICKEL

STAX 12 or- A LA SICA
OFFICE OF THE GOVERN Hr?
JDNEAT

March 11, 1991

The Honorable Richard 1. Eliason
President of the Senate
P.0O. Box V

Juneau, AK 99811
Dear President Eliason:

Under the authority of art. 11l, sec. 18 of the Alaska

Constitution, | 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) to

set securities registration-related fees by regulation. Sections
1, 2, 4, and 6. Currently, almost all registration-related fees
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 inadequate 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.

Second, in 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 jJurisdictions have a
similar form of administrator exemption approval.



The Honorable Richard Eliason -2-

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.

Governor
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April 14, 1991

s m P

You asked what these two bills were.
0 0

SB 189 -

Sec 1, 2, 4 & 6 move security registration fee to
regulations and out of statute.

Sec 3 allows conformity and coordination with NASD and SEC
filings.

The bill also recognizes and exempts from registration the
Chicago Board Options Exchange and NASDAQ/NMS.

The one item that makes me a little nervous 1is it gives the
administrator the option of exempting others from registration as
"conditions dictate™.

SB 230 -

Long term employee absence due to Persian Gulf callup
resulted in some employer Ul rates increases. This legislation
allows Dept of Labor to spread that increase over all employers
in the state; lessening its impact. It also allows benefit
calculations on wages earned by the employee just prior to active
dxity.

\es

6/\
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SB 189: "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."

This bill permits the Division of Banking, Securities and Corporations to revise
securities fees which have not been modified since enactment of the Securities
Act of 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 meet listing criteria of present manual exemptions provided by
the Act. The exemptions are allowable in many jurisdictions and will provide

uniformity.

The securities industry is encouraging and supporting this legislation.

GfennA. Olds, Commissioner

Date: NEo

GAO/KP/dgl9549D
050691a
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WALTER J. HICKEL, GOVERNOR

\
DEPARTMENT OF COMMERCE & P.0. BOX 0
. JUNEAU, ALASKA 99801-0800
ECONOM 1C DEVEEOPMELIN"T Banking & Securities 1907) 465-2521
DIVISION OF BANKING, SECURITIES & CORPORATIONS /&Jﬁr Iglbag%ne Eectlon (907) 465-2530

Corporation Information (907) 563-2161

NOTICE OF PROPOSED CHANGES IN THE
REGULATIONS OF THE DEPARTMENT OF COMMERCE AND ECONOMIC DEVELOPMENT

Notice is given that the Department of Commerce and Economic Development,
Division of Banking, Securities and Corporations, under the authority of
AS 45.55.240, proposes to adopt regulations in Title 03 of the Alaska
Administrative Code to implement AS 45.55.040(c) and (d) and

AS 45.55.110(b), as follows:

Chapter 20 Session Laws of Alaska 1991 (HB 210) provides that
the department may now set by regulation certain fees formerly
set by statute. The proposed regulations will revise fees for
securities registration and filing as well as registration fees
for brokers and agents. The new fee structure will approximate
the current costs of administering the Alaska Securities Act.
AS 45.55.195 permits the assessment of examination fees by the
administrator. New regulations are promulgated to set forth
what comprises exam fees and provide that such assessments may
not exceed actual costs to the department.

Notice is also given that any person interested may present oral or
written statements or arguments relevant to the proposed action at
hearings to be held at the Frontier Building, Division of Banking,
Securities and Corporations®™ Conference Room, Suite 778, Anchorage,
Alaska at 10:00 a.m. on June 23, 1991; and at the Department of Commerce
and Economic Development Conference Room, State Office Building,

333 Willoughby Avenue, Juneau, Alaska at 1:00 p.m. on July 1, 1991. In
addition, written statements or arguments may be sent to the Division of
Banking, Securities and Corporations, P.O. Box D, Juneau, Alaska 99811,
to be received no later than July 15, 1991.

This action is not expected to require an increased appropriation.
Copies of the proposed regulations may be obtained by writing to the
Division of Banking, Securities and Corporations, P.0. Box D, Juneau,
Alaska 99811.

The Department of Commerce and Economic Development, Division of Banking,
Securities and Corporations, at the hearing or after it, will either
adopt these or other proposals dealing with the same subject, without

WFK/KP/bkt4509c
061291a



Register , 1991 COMMERCE AND
ECONOMIC DEVELOPMENT

3 AAC 08 1is amended by adding a new section to read:

3 AAC 08.015. REGISTRATION AND EXAMINATION FEES. (a) The
following fees are established for licensing broker-dealers,
agents, and investment advisers:

(D) application for an initial registration,
(A) for a broker-dealer, $200;
(B) for an agent or investment adviser, $75.
(2) application for annual renewal of registration,
(A) for a broker dealer, $200;
(B) for an agent or investment adviser, $75.
3) application for a registered broker-dealer or
investment adviser for registration of a successor, $75.
4) application, for a broker dealer to transfer an
agents unexpired portion of registration, $75.

(b) Whenever an examination is conducted under provisions
of AS 45.55.195, the administrator may assess a fee for the
actual expenses necessarily incurred by the department in
connection with the examination or investigation, whether

initial, annual or special.

¢D) the fee assessed must include the proportionate
part of the actual travel expenses and per diem incurred by each

examiner while away from the examiners duty station.

DRAFT 2 0309R -1- June 13, 1991



Register , 1991 COMMERCE AND
ECONOMIC DEVELOPMENT

(2) the costs in connection with an examination may
not exceed the actual cost to the department of the examination.

3) the assessment shall be made as soon as
feasible after the examination or investigation has been

completed.

4) the assessment must be received by the
department within 30 days after receipt of notice of the

assessment.

(5) An issuer, broker-dealer, agent, or investment
advisor that fails to make the payments required within the time
specified is subject to AS 45.55.195. (EfF. / 7/,

Register )

Authority: AS 45.55.040(c)
AS 45.55.040(d)
AS 45.55.195(b)

AS 45.55.240

3 AAC 08.080 is amended by adding a new subsection to read:

(e) Every person filing a registration statement shall
pay a filing fee of $100 and a registration fee of one-tenth of
one percent of the maximum aggregate offering price at which the
registered securities are to be offered in this state, but the

registration fee shall in no case be less than $100 or more

DRAFT 2 0309R -2- June 13, 1991



Register : 1991 COMMERCE AND
ECONOMIC DEVELOPMENT

than $3,000. (Eff. 2/20/72, Register 41; am [/ [/ s

Register )

Authority: AS 45.55.100(b)
AS 45.55.110(b)

AS 45.55.240

3 AAC 08.503(a) and (b)(2) are amended to read:

3 AAC 08.503. REGISTRATION AND REPORTING. (a)
Registration of Offerings. Under the registration provisions 1in
this section, a registrant is only required to file the
registration statement, those items required by a registration
statement, those items requested by the staff, and a
registration fee as provided in 3 AAC 08.080(e)

[AS 45.55.110(b)]- IT additional documents, including the
offering documents, are filed with the administrator, the filing
will be treated as a request for TfTull merit review.

(b) (2) Up to five salespeople may be registered as
agents of an issuer or sponsor of an issuer to be formed under a
waiver of examination. To register, an issuer or sponsor of an
issuer shall file an application for registration and pay a $75
[50] initial registration fee and a $Q. [10] filing fee for each
subsequent issue. A $75. [31] annual renewal fee 1is charged for

renewals of registration. No salesperson may be registered to

DRAFT 2 0309R -3- June 13, 1991



Register 1991 COMMERCE AND
ECONOMIC DEVELOPMENT

more than one person at a time without compliance with the dual
registration provisions of 3 AAC 08.010(d). (Eff. 5/24/84,

Register 90, am [/ / , Register

Authority:

AS _45_55_110(e)
AS 45.55.110(b)

AS 45.55.240[(b)]

3 AAC 08.640(a) and (b) 1is amended to read:

3 AAC 08.640. REGISTRATION AND REPORTING. (a) The
corporation shall pay a registration and filing fee as provided
in 3 AAC 08.080(e) [AS 45.55.110(b)] for the registration of the
offering under Form U-7.

(b) Up to five salespeople may be registered as agents
the corporation and be exempt from the examination requirement
of 3 AAC 08.010(F). To register, the corporation must file an
application for registration and pay a $75. [50] registration
fee. No salesperson may be registered to more than one
corporation at a time without compliance with the dual

registration provisions of 3 AAC 08.010(d). (EffT. / 7/,

Register )

DRAFT 2 0309R -4_ June 13, 1991

of



Register , 1991 COMMERCE AND
ECONOMIC DEVELOPMENT

Authority: AS 45.55.110(b), ()
AS 45.55.195
AS 45.55.240(a)

AS 45.55.240(b)

3 AAC 08.910(5)(B) and (6) are amended to read:
(5) (B) notification must be accompanied by a $40
[25] exemption application fee and must include
(i) name of lissuer;
(i) description of the security to be
sold;
(iii) the terms of the offering;
(iv) the date sales are to commence;
(6) each application for exemption filed under
AS 45.55.140 must be accompanied by a $4H [25] filing fee.

(Eff. 2/20/72, Register 41; am 3/24/76, Register 57; am 2/9/78,

Register 65; am / / , Register )
Authority: AS 45.55.110(b)

AS 45.55.140(b)

AS 45.55.240

DRAFT 2 0309R -5- June 13, 1991
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MAY  ti 1991

National Association of
Securities Dealers, Inc.
1735 K Street, N.W.
W ashington, D.C. 20006
(202) 728-8000

May 1, 1991

BY FAX

The Honorable Drue Pearce, Chairman
Senate Labor and Commerce Committee
Alaska State Legislature

State Capitol

P.O. Box V

Juneau, AK 99811

RE: Senate Bill 189

Dear Chairman Pearce:

On behalf of the National Association of Securities Dealers, Inc. (NASD), | am writing to urge
your support of Senate Bill 189 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 \  h regulation of virtually every broker/dealer firm
in the country that conducts business with the publ.. *he regulation and operation of the NASDAQ
system.

The NASD strongly supports passage of SB 189 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 SB 189 also promotes uniformity with the 45 states that have already provded this exemption
for securities listed on NMS.

We respectfully request that you schedule a hearing for SB 189 and urge you to favorably report

the bill. If you 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



DEAN W irrER REYNOLDS INC.
3601C Street, Anchorage, AK 99503 Telephone (907) 564-7137

CARIB. ANDREINI
Vice President and Branch Manager
Pacific Region

hay 3, 1991

Office of Drew Pierce, Senator
Attn: Mr, Rod Mourant
Fax number 463-5352

Dear Mr. Moui/"N/t:

Dean Witter Reynolds, Inc., Anchorage and Fairbanks offices
urge your support of senate bill #189 which will helpimprove
investment regulations within the State of Alaska.

The proposed agsnt renewal fee increase from $30.00 to $75.00

is larger than I would have hoped for, but the bill overall is a
good one and should be passed.

GBA/ts



APR 2

Nancy R. Crossman
Gonoral Counsol &

First Vico President
T h e Chicagoboa(d

Optlg;‘ghan e LaSalln at VVan Buron
g Chicago, lllinois 60605 312 766-7502
Fax: 312 786-7407

April 26, 1991

The Honorable Drue Pearce

Chairman

Senate Labor & Commerce Committee
State Capitol

P.O. Box V

Juneau, AK 99811-0101

Re: Senate Bill 189
Dear Chairman Pearce:

On behalf of the Chicago Board Options Exchange, 1Inc.. (CBOE), 1
am writing to request your support for Senate Bill 189 , 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 th*" 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) 1issued a report at
its April 1991 conference recommending that the states accord CBOE
a marketplace exemption.

9 iggt



Pursuant to legislative or administrative action, new products
listed on CBOE are currently exempt from registration in 22 states.
Five states, 1including 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. If 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 1impact state revenues - the
amendments granting the department of regulation authority to
establish registration fees, which we understand have not been
adjusted since the 1950°s.

ALl in all, SB189 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



Nan_(:}/ L. Nielsen

A Assistant Corporate Secretary
e
tholc:ms. LaSalle at Vian Buren
xchange Chicago. lllinois 60005 312 706-74&6
May 3, 1991

Federal Express

Senator Drue Pearce Senator Virginia M. Collins
Chairman Vice Chairman

Labor & Commerce Committee Labor & Commerce Committee
State Capitol State Capitol

P.O.BoxV P.O.BoxV

Juneau, AK 998U-0101 Juneau, AK 99811-0101

Re: Senate Bill 189
Dear Senators Pearce and Collins::

We understand that a hearing on the Senate Bill 189 is scheduled for Monday, May 6,
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 AprilNASAA Conference.

Sincerely,

Nancy L. Nielsen
Assistant Corporate Secretary

cc: Lawrence P. Carroll



TO*  NASAA Board of Directors
NASAA Memoers

FROM Ad Hoc Marketplace Committee
DATEI March 8, 1991
RE*  CBCE Exemption Request

In April, 1990, the Chicago Board Options Exchan?e ("CBOE*) began
contacting state administrators™to request that it be freated as an exempt
marketplace for gur}ﬁ)oses of the “exchange exemption.* Subsequently, the NASAA
Board established the Ad Hoc Marketplacé Exemption Committee and directed it

to review the request for an exemption for CBOE-listed securities, to make
recommendations to the states with respect to that request, and to determine
the "appropriateness of entering .into the_ Memorandum of Understanding Re%ardmg
a Model Marketplace Exemption with the CBOE This document sets foTth the

findings and recommendations of the committee,
CRITERIA FOR MARKETPLACE EXEMPTIONS

.. In dealing with the CBOE request, the cocnittee quickly recognized that
in I|ght of iniflatives in other united States marketplaces and the
lobalization ot the markets, 1t was necessary to consider the matter of

ar etPIace exem?nons from a broader gers ective.  Accardingly, the committee
determined that [ts first task should be to establish. criterig "to a;t)gly to MX
marketplace seeking an exemption from state registration requirements.

Tne committee initially focused on the HOU which NASAA entered Into with
the NASD. That document esSentially contains quantitative and qualitative
listing criterig for Issuers, plus a commitment to cooperate and share
information.  The Committee perceived this to be an excellent starting point,
but has since developed additional minimum standards which deal with other

aspects of a marketplace's operation.

As a result of the Process briefly described above, the committee
[)ormulated tho followin ow-part test which 1t believes a marketplace should
e required to meet to qualify for a marketplace exemption:

Listing criteria. The marketplace should be willing to execute a

1.
Memorandum of Understan mP with NASAA which contains listing criteria at
least as high as those Included In the MU which NASAA execufed with the NASD.



2

2. . Products* Except for prodycts which are subject to listin g
criteria in the MOU, the marketplace should only Include products which are
not of significant regulatory concern from a corporate finance perspective.

3. Customer protection._ The marketplace sho Id provi adequate
level of customer protection. ThIS WOUJ |n%Iude me aans)ms Por ﬂ]an(gli ;

customer complaints, rewewmg sales practlces and impleraentating
disciplinary measures for violations. Rules and Institutiopal mechantsms

should be in place to protect customers from sales and trading abuses.

4, Survetllance The marketplace should rowde for minimum levels
of survetllance This standard will be deemed to have been met 1f Securities

Exchan mISSI overs ht exists, and there is satjsfactor com liance
W|t 9ané:am lttee does hot propose, at ﬁns fime, y |?\IA‘SAA

make an in ependent a SE%SIS of the surveillance systems of a marketplace but
rather that it review concerns and compliance.

EVALUATION OF CBCE

In order to apgly these criteria to CBOE as required by its_ charge, the
committee took a num er of steps. First, Susan Bryan{ and Craig Goettsch
visited the CBCE headquarters on November 29, 1990. In the course of that
visit, they toured the floor of the exchange and met some of its officers, its
legal courisel, _and key members of Its Regulatory Services Division. The
visiting . committee members subsequently delivered a report of their
observations to the full committee. Second, the committee received
considerable written information from CBOE concerning Its o erations and
grocedures as weII as the produycts it intends to I|s eed much of the
Iscussion _in this memorandum of the more techntca asp ects of the CBOE's
operafion is taken from the information provided the exchan e. Third, the
committee reviewed an SEC examination report on O%E proced ures

With respect to the committee's evaluation of CBOE it Is Important to
note the Cownittaa's e nperttse IS in state corporate finance matters.
Monitoring the operation of securities marketplaces is not a traditional state
function,”? fact WhICh the commtttee does not propose to change. Similarly,
state regulators eneralla/ ave |m|ted |nvoIvement with certdin types of
productswhich intends to list. Thus, to some extant, the
recommendatlons set forth In th|s memorandum rest on the existence of SEC
belief that some of the more exotic products to be listed

0 ove S|g ht and on the
are not likely to involve individual investors in general, and.small
/|nvestors in particular.
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. The standardized options currently listed on CBOE liko standardized
options listed on thu four other national securities exchanges that trade
options, are Issued by The Options, Clearing Corporation g-O Ca?) a clearing
agenc re9|stered under:the Securities Exchange Act of 1934. OCC-issued
options afe currently registered. In Alabama, Maryland, Ohio and Virginia. In
the remalnlr}gorjnur|sd_|ct|ons, options are sold in reliance upon one or more

exemptions registration.

In 21 states, CBCE Is an approved exchange and options traded theregn
are accordingly exempt under the exchange exemption, The exchange exemption
IS _also applicable to OCC-issued option$ traded on CBCE In most States where
CBCE is nglI currently a recognized exchan?e, . This is so because the typical
exchange éxemption applies to “any security listed or approved for lisfing

%Q& .|ssuance on [certain approved exchanges, which always include

ony other tocurlty of tho cona Jccuor uhirh 1c of confnr nr
substa,ntiallﬁ aqual rank,9 OCC-issued ogtmn,s listed on CBOE are of equal
rank with other OCC-issued options that are listed on NYSE and AVEX

Accordingly, CBQE-Hsted options are exempt under the "equal rank- provision

of the exemption.

_ The RUSA option exemption or some other form of option exemption is
applicable to 0CC-I1sted OBIIOHS in states havmqD such an exemption; and 0CC-
Issued options listed on - are generally ellgibla for the “blue chip
exemption in states havm(?;jl a "blue ch|g- exemption, Unique exemptions' or
special axamptive ordars are applicable In three states.

LISTING CRITERIA

At the time that CBCE Initiated Its current effort to expand the number
of states in which CBCE Is recognized under the exchangie exemPnon CBCE had
just filed with the SEC prised-rule changes that would permlt CBOE to list
common stocks and other securities in addition to standardized options. The
listing criteria for stocks and other securities were substantially identical
to the corresponding criteria of AVEX CBCE has indicated that it” originally
patterned Its listing criteria after AVEX in part because it was aware” that
AVEX 1s_an approved exchan%e Invirtually every state and therefore thought
that AVEX criteria were.acCeptable to state securities administrators.

Largely in response to subsequent cocraents and concerns expressed b}/
state administrators, CBCE amended Its proposed standards to; ’61 Insure that
CBCE standards would be at -least e%ual 0. those of the NASDAQNMS In every
respect and (gll) make clear that CBOE's listing .criteria are strict minimim
standards and not S|mdo|¥ "guidelines." As orlﬁmal_l filed, CBOES listing
criteria were referred to as "guidelines- which "will be considered in
evaluating listing eligibilit to%ether with all other pertinent data," The
final rulés approved by the SEC state that "the Exchangﬁ has_established
certain numerical and other criteria. ﬁRuIes 31.9 through 31.36), which Issuers
will be required to meet.- CBOES listing criteria for each typo of security
that It proposes to list are attached as Appendix 1 to this report.
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. (BCE his, Informed us that 1t has never waived or made exceptions to Its
criteria for the listing of options and that it has no committee for the

Pur ose of considering such exceptions., CBCE has alsq said that It does not
ntend to make excepfions to Its cntenrx for the Ilstmg{ oé other securities
that, as noted above, Its rules would not permit 1t To do so.

.. CBOE's listing standards also_require delisting 1f the minimym. .
maintenance cr|ter|g are not met. Deﬁstmg procee(ﬂngs woulg‘ be Initiated

promptly and would take about 20 days.

CBOE has ,aqreed to enter into a Memorandum of Understanding CHOU") with
NASAA substantially identical to the KOU between NASAA and the NASD except
that CBOE has agreed to an additional condition, which is described below,
relating to new products. NASAA's purpose would bo to “lock in" minimum
uniform™listing criteria for a marketplace exemption.

CBOE PRODUCTS

. OBCE currently lists only standardized put and call options. It has also
R&%ﬂl\/@TISt%ﬁ trading prlfwteges in 598 skoctk§ listed 03 N\f(SE, Al\/EXh ) alr(1d
or the purpose of trading in "baskets" comprised of such stocks,
although trading |npsu%h baskets asgbeen d|s<:ont|nued.IO CBCE is the Onl\égo
optionS exchange that does not also trade stocks and other securities. TC30E
has accordm_glgl adopted listing standards for equity securities and certain
other securitiés referred to below. CBOE cannot predict what_groportmn of
its trading activity will be represented by any of the specific types of
securities” because that will depend upon its Success in attractmg? ISSUers.
CBCE has stressed that the availability of the exchange exemption Tor [ts«
listed securities 1s an important factor in attracting issuers. Its principal
competitors, NYSE and AMEX, are able to offer exempt Status in nearly every

state.

CBOE's new listing standards, which were aB roved by the SEC in October
of 1990, cover comna)n stock, preferred. stock, ge securities, stock wafrants
and currency and index warrants. Listing standards covering certain unit
investment trusts are pending SECS%(gprovaI. Listing standards covering “other
securities” ware approved by"the SHC'in November, 1990. The “other _
securities" category corresponds to identical rules of NYSE and AVEX and is
intended to cover "hybrid" 'securities having characteristics of sore. than one
of the other categories of securities. The numerical listing criteria for
other securities® are generally higher than for equity securities and are
similar to, and In some’respectS higher than, the standards applicable to
Index warrants. —Although the rule g_lves_ the exchange some flexibility 1n
listing securities with™unique combinations of featlires, the SEC madé clear in
Its approval order that "the listing of securities that raise significant new
regulatory Issues would raquira_a separate filing with the Comniission." At .
thé request of the Committee, CBCE has agreed to furnish to NASAA and/or the
states a cw)% of all Its %C,ﬂhﬂgs seeking to list new products, and this
agreement Will be set fo**th" in the HOU.

an
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_ Coranon Stocks.  The exchange has prepared and printed a listin

aPpllcatl,on ané r&lated m_format?ona?sn{)atgna?s t? bg distributed tog

ospective listed companies. (BCE has sent out four sych packets to date.
anticipates that the most likely source for stock listings would be

Midwestern ‘companies.

. Hybrid.Debt Securities. (BCE currently expects to approve an. .
aP_E)hca (o]} t% I|d9t zero-coupon SEP 500-Linked Notes that meet Its listing
criteria for on s and debentures as well as the stricter criteria for "gther
securities.- The securities are repayable at the option of the holder after 6
months at a repurchase price linked to the &P 500 Index. At maturity* the
Issuer 1s gbligated to redeem the notes at the greater of their par value or
the Index-linkeéd repurchase P_nce. These notes™are Intended to provide the
holder a potential parhcgaa lon In any apa%rematlon of the S&P 500 index_over
a five year Eenod. Thase securities are an example of the hybrid securities

hnten ed to he cove[ed bY CSOE's "other secyrities” categorr In general,
brid securities allow the Investor to obtaijn In a singie transaction risk
and reward characteristics that would otherwise be obtainable only by the

purchase or sale of a combination of traditional securities.

Index Warrants. CBCE anticipates that among the first securities that
It expects to list under jts new listing criteria will be warrants.. The
Exchange is preparing to begin trading ‘in various domestic and foreign stock
Index warrants.  The” Exchange has filed for, or obtained, SEC approval to
trade warrants on the following stock Indexes:

Com a%nte des Agents de Change (CAC 40)
Deutscher Acktien Index (D
Financial Times - Stock Exchange (FT-SE 100)
Standard and Poors 100 (S 4 P 100

Standard and Poors 500 (S&P 500

Index warrﬁnis are securities based on.the movement in a stock market
Index. Warrant holders are entitled to receive an amount of cash determined
by the djfference between the current value of the Index at the time the
warrant |s exercised and.the fixed exercise price of the warrant. There has
been, much recant growth.in the trading of Index warrants. Warrants on several
foreign Indexes are _now listed on and NYSE has also proposed to list
Index” warrants. AMEX-listed warrants are also traded on other exchanges
pursuant to unlisted trading privileges, and CBOE itself has been trading one
such warrant on a OIP basis™ since January in order to test its systems. ~ CBCE
believes that It 1s 1Ip a,good position t0 attract listings of Index warrants
because of their similarity to.standardized options*, (BCE helieves that these
warrants have the charactéristics of options, and will require th?t investors
In Index warrants meet the same suita |Iltz reaulrements aPnﬁ)hcabe to options

customers.  Risk disclosure and suitabjlity requirements similar to thos
applicable to options trading are also being required by the SEC, and approval
to trade warrants on domestic Indexes will hot be granted until the risk

disclosure'procedures haw- “een approved.



CBOE's listing standards for Index warrants are the same as those of the
At\/EX and_are actually higher than the listing standards for issuers of common
%100 00008 heg require” that: (11 the Issyer shall have assets in excess of

otherwise substanttaIY exceed the Exchange's size and
earntngs requnements* (2) the term of he warrants shall be for a period

ranging from one to five years from the date of Issuance; and (3) the minimum
public distribution of such Issues shall be 1,000*000 warrants together with a
minimum_of 400 public holders, and have an aggregate market value of

$4,000,000.

Index warrants have been Issued pr ima |I sovere Olgn governments such

t(e K|n dom ef Denmark and the ReR)N lic o AJ tria [an Inves ment
nkin VI ms such as Salomon, Paine Webber, a Mern nch Other

ent|tIes could Issue index warrants so long as they meet CBOE's listing
standards.

Unit Investment Trusts. (BCE also has proposed listing standards for
unit Investment trusts. OBCE has indicated to the connlftes that these
standards are intended primarily to permtt the listing of “Superjhares”,
product which they have been developtnr% 0r some t|me Super Shares are
secunttes consstn '0T four .compone st at mag/ be fraded separately:

(ﬁ) reciafion S Shares, which provide leverag E)arttmpatton 1n market
ances* Pnort¥ Super Shares, which provide additional ‘Income In flat or
declining markets Protectton Super Shares which provide protection for a
stock portfolio |n a market decline of up to 30 percent* and Income and
Residual Super Shares which provide additional income in flat or rising
markets. Super Shares are Intended to allow _sophisticated Investors t0
separate (and to retain qr dispose of) specific elements of. the risk and
return characteristics of a portfolio” of stocks that replicates the S&P 500.
Applications to register Super Shares have been filed in many states, and they

are still under review at the SEC.

CBCE has emphasized that Its |IStIn% standards for unit |nvestment
trusts are Intended to prow e ony the |st|ng of Super Shares_and

erhaps oéher innovative prod ucts q_enera S|m||ar nature. CBCE has
emphasized that 1t does not |ntend to 11st traditjonal unit investment trusts

of the type that are now registered In large numbers in many jurisdictions.

It should be noted that Innovative products such as Index warrants and,
unit investment trusts are not only subject to the disclosure requirements
under the Secunttes Act of 1933, but they are also sub ect to substantive
rewetq/ y.the under tge Securities xchaneg {Act of 9 < The products are
Intended “for SOB Isticated investors wit cific investment objectives, and
theg will be subject to the same sunahthty requirements that apply to-
trading 1n standardized o t|ons CBOEs |IStIn? .Standards for thesé products
are th e same as thoso of the AMEX and re uire the issuer to meat.financial

requirements that ar enerall qher th an the requnements applicable to
Issuers of common stoc s eteves that, thers 1s demand for innovative

products. and that it 1S a preferred marketplace for such instruments.
also believes, however, that potential issuers of those securities as well as
Issuers of stock and debt securities will likely list on NYSE or AVEX 1f



Irstrn on CBCE involves the expense and potential delay of numerous state
ghstratrons when the securities would be exempt if listed on those
exc

anges
TRADING SYSTEMS AND QUSTOVER PROTECTION

Host option cIasses Irsted at CBCE are traded in an open outcleasystem

where certa|g n]em era the Exchange ey tra e & mar et makers
e liquidity in option tradin

makers provi risking. their own capital
ersonaﬁ) tradrng and are the backbone otg CB>6ES trading system. They take
e

he opposite side of public orders by competing in an open outcry auction
market Floor brokers,- on the other hand, act only as ag ents executrn
IS f?r ofhers. " “Dual traddng Owhrch refers t0 a ng ejr srmu]tan usIX
ra ing his own account and for customers, IS proh
that a market-maker may not also act as a floor, broker in the same or a
related class of option's on the same business day.

, Although In?trtutronal ?artrcr ation has Increased in recentmyears the
Enncrpa users of the securr ies 0 trons markets are retall custo ers

BOE's rules provide specCBCEprotec lons, for the transactions of those
customers, For exampl recently developed the RAES system, which
provides for computerrzed and automa c execution_of smaller customer orders
on a priority basis, RAES acts much like the NASD's SOES system. The Retail
Automatic Execution System (RAES) %utomatrcally executes 10-contracts or less
customer market orders and marketa le limit orders at the prevailing market
guote in the most active series. rovides retail customers with a
guaranteed firm quote, Instantaneous turnaround trme to the or |nat|ng branch
office, and reduces member firms' execution, fill gortrnﬁ trade Mmatch
?ostf.. |t makes CBOE'S price reporting mor trme){ nd efticient while
acilitating an accurate time and saleS audit trafl. RAES executes one In

five customer orders at CBOE

Another development took effect in July, 1S89, when the SEC approved a
CBCE rule filing  which codified the "Firm Quote” program, a policy which had
been in effect since June, 1988. Under this rule, which applies only to non-
broker/dealer orders for options which expire In the two near-term trading
months, vhe trading crowd (made up of eoarket-makers") is required (except
during trading rotations and fast markets) to fill at’least 10 contracts of a
customer order at the posted bid or offer when the order reaches the crowd.
In conjunction with the firm quote rule, CBOE |nst|tuted rule changes that
narrowed the bid/ask spreads that are allowed under normal market Conditions.
AddrtronaIIy public customer lim it orders that are not cIose to the current

market guote are routed to th uplic limit order* boo IJO lic lim it
order book 1s avarable only )uplic customers at CBOE Mar et orders that
arrrve rior to E grenrn and Im it orders are the on% Hy pes orders
accepted in the 00K have priarity over all other similay orders from the

tra |n crowd at a given rrce Excriange-employed order book officials
execute the orders In the book and are prohibitad from trading for their own
account. The book's highest bid, lowest offer and the size or those orders



are displayed to market-makers on the trading floor. Orders on the hook are
executed on a first-in/first~oul basis at each price, regardless of the

order's size,

(BCE has Informed us that during the "mini crash* of October, 1989 (BCE
honored aII orders on the public cust mer order boo at the o enrn prices
even though é g e er of orders rnaced on the boo at the orbenrn couId
not be sorted an fecte at the op enr In an orderly manner. oing

Incurred a oss of over $2.5 mr |on from assigning opening pncesfto

uch orders a ey had b en effected at the opening prices Wwhen in fact
ﬁre orders ha to be execute In the rising market aft rpthe opening. CBCE

has continued to automate its systems by expanding the use of he e?ectronrc
order book in order to avoid another such loss In"the future™

SEC OVERSIGHT

Prior to our visit, the Committee reviewed the most recent SEC
inspection re}Rort of C% surverIIance and the response of CBCE to, that
inspection, The SEC had raised two areas of critical concern. Firstly, they
asked whether the Implementatron of the CBOE's Comprehensive Automate
Surveillance System, termed The Market Surveillance Systems (*MSS'), was on
track. Management of CBCE reported to us that the IS_on track with all
three areas mentioned hy the after their November, 1968 Inspectron being
completed within time lines promised by the CBOE "Front running
completed in December of 1989; “"MIni-aianlpulation” and caplo (Tr and peggrng
were operational in March and May of 1990 resp ectrveY S expecte
that will be operational forindex options surveillance by May of 1991.

The second SEC concern pertarned to audrt trails. CBCE has responded to

this concern by adopting a new rule grovr mg for summary |nes On_page
three of their“response”letter to th re IS a chart of these fines,
There has also been a recidivism rovrsron added to this system to escalate
fines for repeat offenders. A ru e was adopted In December 1989 which
Imposes a fine if fewer than 70 of atr ders re orte times_are_accurate.
Another provision of tha rule Imposes a fewer than 50% ot a
trader's OEX trades are reported Wrth t e re urre de ree of accuracy. More
stringent parameters are bern added f or all cIasses f options.  From
September 21st to October 20th, 69 p eobe were frned pursuant to this rule.
From October 21st to November 20th, gECy 27 people were fined. CBOE has mere
recently received a letter from the Whrch sa s they are doing well, but
couId contrnue to |mprove The latter was not pursuant to an audit but wes
|m|te to a revrew of accuracg rates CBCE has filed rules requiring that
ercentage of mistakes go down from 30 percent to 25 percent, They later

cut P hat figlre to 20 percent.

SURVEILLANCE AVD REGULATION

The Reg uIatoth Services Division of CBCE consists of 89 people. A

current summar¥ e structure and uqnctrons of the Regulatorx ervrces
Division was provided to us by tha exchange and 1s attach&d as Appendix 2



C80£'s Department of Compliance Investigates sales practice violations
and terminations, The most frequent cooplaints Inyolve suna_b|l|tg of
unaythorized use of discretion.” The oxcnange recejves approximatéely 30
notifications of termination per month, of which about 10X Involve tustomer
complaints. Complaints of sales practice abuses are responded to Immediately
in writing. The customer 1s advised that the complaint '1s under review and
that the Iexchange cannof award compensation to customers, although the
exchanges arbitration faciljties are available to customers seeking to
movers losses, Sales practice cases average 7 to 12 months from the
beginning of the Investigation before going™to the Business Conduct Committee.

CBCE 1s an active participant In tho Options Self Regulatory Council.
Qther participants 1n tha Council Include re;fresentatwes_o the American
Stock Exchange, Midwest Stock Exchange, National Association of Securities
Duelers, Naw“York_Stock Exchange, Philadelphia Stock Exchange and Pacific
Stock Exchange. The Council facilitates an equjtable distribution of
regulatory résponsibilities for all aspects or the sales practices of
organizations that are members of more than one exchange or the NASD. The
Council also acts as a furum for the development, reviSion or Interpretation
of rules and regulations_1In an effort to ensure consistent enforcement of such
rules and regulations. The council coordinates yearly examinations and
Investigations of such matters as terminations for cause and customer
complaints. _ For such purposes, each firm 1s assigned to one of four _
Designated Options Examining Authorities (CBOE, AVEX, NASO, or NYSE) and 1t is
reasSigned every two years,” Routine examinations are performed primarily at
the fifrm's main”office, exten_dm(rt; to the branch office level on an "as needed
basis.  Routine examinations include such matters as superyision of branch
office? by the main offlCB, account approvals, and suitability of trading.

~ The exchan%e's Department of Market Regulation mveshgates possible .
violations of exchange and SEC rules overnlng% business conduct on the trading
floor, supports exchange committees which deal with floor policies to insure .
compliance W|(sh th? rules, and educates. the exchange membership and the public
regarding trading floor rules and policies. At February 12, 1991 the total
number 0T open Investigations was 164, The average number of customer
complaints received pér month during 1990 was 10.~ As in the case of sales
practice violatjons, customers are Sent an acknowledgment letter Immediately
%pon receipt of the complaint advising them of the eXchange's procedures.
ustomer complaints in which the staft determines there Is no apparent rule
violation are generally closed within two weeks of receipt. Cases in which
the staff believes that there mag be a rule violation take an average of about
8 months before they are reviewed by the Business_Conduct Committee. The
SEC's August 23, 1989 inspection letter stales: "The 1988 Inspection found
that, overall the OBCE surveillance, investigatory and disciplinary programs
for trading abuses confinue to function effectwel?.

The exchange's Business Conduct Coanlttee is similar to that of the
. This committee determines, based on staff |nvestigations and
recommendations, when probable cause exists to bring charges of rule
violations, authorizes charges against members, and eitheT settles qr holds
hearings with regard to thoSe violations. For sales practice violations it



can take up_to a maximum of two years from initiation to resolution of the
roblems, ' The Business Conduct Committee has used consent procedures very

guccossfuIIY to expedite a resolution. A chart favorably comparing the number
of actions taken and sanctions imposed by CBOE with other SROs was™ provided.

. CBOE alsq participates in the Intemarket Surveillance Group (*ISG"),
which 1s comprised of the major national securities exchanges with the major
commodities exchanges and certain foreign exchanges as affiliated members. The

ISP was created orlgmahll)é to serve as a forum to negotlate routine sharing, of
Information between”exchanges for regulatory purposes. |t also serves as a forum* e
for negotiating uniform ru.es and regulatorg Bolmles when appropriate. The

CFIC and SEC staff also attend these “meetings.

. CBOE has worked actively with Florida* California and Wisconsin, as well
as with NASAA to provide tralnln% for securities department staff. CBCE is
currently assisting the Colorado ‘Securities Department 1n connection with a
Iarge case Involving options trading by an Investment advisor (oyer whom the

had no *urlsdjcnon_z. (BCE has'indicated Its willingness 't0 share

ormation with the states as it 1s authorized under Its rules to do

complaint In
and péherwis to cogp rate with the_r?_%ulatory activities of the states. |t
should also be noted that CBCE disciplinary decisions are reported on the (RO

system on Form U-6.
CONCLUSIONS

The committee developed a four-part test to determine whether to recocroend
that NASAA execute an HOU with CBCE and whether states should accord the
exchange a marketplace exemption. After applying that test, we are satisfied
that an MD should be executed and that the exchange should be granted the

exemption.

_ CBOESs listing criteria match those of NASDAQNMS, and CBCE is more than
willing to enter Into an HXU and to include a noticeé requirement in the event it
takes ‘steps to. 11st new products. Kos.tjQfJihe products*urrently.J4 stacLo)c

lanned ‘for listing  are not subject.jto .State régistration rev.iew, Moreover,
hose products, pafticularly options and IndeSTwarrants, raise market
regulation, rather than traditional corporate finance Issues,

. From a regulatory perspective, CBCE operates ouch like the NASD, with a
business conduct committee and, a separata re_ﬁ]ulatory division. Restrictions on
certain types of trading practices, along with systéms like the SOES, provide
further consumer protection. In addition, the requlatory and surveillance
systems are subject to SEC audit and oversight. Finally, CBOE welcomes visits
by state administrators to examine its operations and it is prepared to |
cooperate with the states in handling Investigations and customer complaints..

Fcr the reasons stated above, the committee recommends that?

1,  NASAA execute an HU with CBOE, and
2. States accord CBOE a marketplace exemption
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LISTING CRITERIA

APPENDIX TWO
REGULATORY SERVICES DIVISION

Booklet* w ill be provided at the Spring Conference.

« -END- OF DOCUMENT T f %"
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. The format for the rest of this memorandum will be as follows. There
will be a brief backthround discussion of CBOE, to be followed by a section
outlining the current status, in taros of state re?|strat|on requirements, of
the exchange and the options which trade there. After that, will be
analyzed against each of the standards set forth above, namely: listing
critéria, products, customer protection, and surveillance. Finally, the
memorandum w ill  summarize the committee's conclusions and set forth Its

recommendations.
(BCE - BACKGROUND

CBCE is _a national securities exchan?e registered as such under the
Securities Exchange Act of 1934 and regulated by the SEC. (BCE was created 1In
1973 by mempers ot the Chicago Board of Trade, but Is has always been an
entity ‘'wholly Independent of“the Board of Trade. Prior to 1973, the only
available stock options were non-standardized, unregistered options guaranteed
by individual _brokera,?e firms and traded eover-the-Counter.” CBCE Introduced
trading In options with standardized terms that are issued and guaranteed by a
registéred ¢ earmgr a encY and registered and regulated under the federal
securities laws. od,ny standardiZed options are“traded on five national
securities exchanges including the New York Stock Exchange and the American

Stock Exchange.

In 1980, CBCE acquired the Midwest Stock Exchange's options business. (BCE
now lists options _on over 200 widely-traded stocks, ~ During 1990. over 6o
percent of all US, listed securitiés options trading took place at CBOE
also developed options on broad-based stock Indexes,” a major innovation In the

securities markets.. The first such Index, now known as the Standard and
Poor's loo Index (ticker symbol OEX), was introduced on March 11, 1983. CEX
has become the most active” Index product on the market tradln? an average of
over 275,000 contracts per dag during fiscal 1930. OBCE also trades options
on the Standard and Poor's 500 Index (SPX), the Index that many U.S. money

managers use as a benchmark for portfolio performance. During 1990, trading
1n these two Indexes at CBCE represented more than 91 percent of the total

U.S. index option market.

Due to Increased volume in the earI}/ 1980s, CBCE outgrew |ts original
trading facjlities and in 1984 moved into its own building which it had
de5|[cmed and built, trading fakes place In a 45,000 square foot space (the
world's largest exchange tradm% floor) with another floor of the same size in
reserve. also appears to be well-capitalized. Tota] members' equity at
%une 30, 1990 stood at $50,070,000, with a working capital of almost

35,000,000.
CURRENT STATUS

CBCE is currently exempt as a marketplace in 21 states pursuant to
statute or rule. Only" a few states would need a statutory amendment to

provide for an exemption for CBOE

A



