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DATE: 5/16/91 FURTHER:

DATE TURNED 
INTO OFFICE:

The Finance Committee considered CS FOR HOUSE BILL NO. 206 (FINANCE) am-

•̂"An Act revising the loan air hority of the Alaska Industrial Development 
and Export Authority, and ^elating to the authority's loan guarantees 
under its business assistance program; and providing for an effective 
date."

and recommended:

[ ] replace with 
[ ] or adopt ___

CS
CS

[ ] attached amendment(s)
C ] ___ _________________________

[ u^do pass 

[ ] do not pass 

[ ] no recommendation 

[ ] individual recommendations 

[ 3 further referral to ______

letter of intent adopted

[ ] same title 
[ ] new title
[ ] technical 

title change 
(HB only)

ATTACHES NEW FISCAL NOTE(S):
Dept/Date: 

[ 3 fiscal note(s) _____.______

[ 3 zero fiscal note(s)

>ropriation-no fiscal note

APPROVES PREVIOUS: 

[. ] fiscal note(s)
Dept/Date:

[S f zero fiscal note(s) €£>
________________________________ G o#/ / b  /

OTHER RECOMMENDATIONS:
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FISCAL NOTE

C
A p r il 15. 1991

» S T A T E  O F ALASKA
1991 LEG ISLA TIV E SE SSIO N

C- No. 2
Bill Version: CSHB 206(FIN) 
(H) Publish Date: 5/6/91

Revision Date: A p r il i t , 1991_________  Department Affected: Commerce <S Economic Dev.
Title:. ,A? / c t / elfts i ng.,the l ° ^ n a u th o r ity rhu : AK In d u s tr ia l Dev. & Export Au tho rity

Component: _________________________ _ _ _ ____or the T3Tindustrial Dev. 4 Export 
Autliurl ty
Sponsor:
Requestor:

Choquette, Baker
COMPONENT SER IAL NO. 1

Expenditures/Revenues: (Thousands of Dollars)

OPERATING FY 92 FY 93 FY 94 FY  95 FY 90 FY 97

PERSONAL SERVICES

TRAVEL

CONTRACTUAL

SU PP L IE S

EQUIPMENT

LAND A STRUCTURES

GRANTS. CLAIMS

MISCELLANEOUS

TOTAL OPERATING 0 0 0 0
.  0 Q

CAPuAL [ 25 ,000 25,000 | 25,000 25.000 25.000 — 2 L 2  00

REVENUE 25,000 25,000 i 25.000 i 25 .000 2 d f a o _ 25*000

FUNDING: (Thousands of Dollars)

GENERAL FUND

FEDERAL FUNDS

OTHER 25,000 25,000 25,000 25,000 25.000 .25-.QQQ
TOTAL

POSITIONS:

FULL-TIM E ----

PART-TIM E

TEMPORARY

Estimate of current year impact:.

ANALYSIS: (Attach a separate page if necessary.)

SEE ATTACHED
•

Prepared By: Bertram L. Waqnon, Execu tive ^J lrec to r Phone- (907) 561-8050
Division: AK In d u s tr ia l Dev. & Export^Authorlty Date: A p r il 15. 1991

Approved by Commissioner: Glenn A.  ____________________________ _ _ _ _ _

Agency: Department o f Corrmerce & Economic Development Date: H v'^o\c\ \

Distribution (by preparer): Legislative Finance, Legislative Sponsor, Requestor, OMB, & Impacted Agency(ies).

Rev 10/90 rv'ifl,* Pa9® L ° f __
BLW/SS/dgl9489D/Q43091 a w m M lT T E E  C O P Y



FISCAL NOTE - CSSB 206 (LAC)

Raising the loan lim its from $10 to $15 m illion w ill tend to increase 
the amounts loaned and, in conjunction with shorter amortization on 
the originators' (banks) part, increase the number of loans. The new 
language restricting the program to "new business ventures" w ill tend 
to decrease usage of the program. The preparer's best estimate is 
that the net effect w ill result in the $25 m illion range subject, of 
course, to external economic factors which impact lending.

Note: All funds are available for these purposes and require no 
appropriation from the Legislature.

ANALYSIS:

✓

9489D/043091a
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CS FOR HOUSE BILL NO. 206 (FINANCE) am 

IN THE LEGISLATURE OF THE STATE OF ALASKA 

SEVENTEENTH LEGISLATURE - FIRST SESSION 

BY THE HOUSE FINANCE COMMITTEE

Amended: 5/7/91 
Offered: 5/6/91
Referred: Rules

Sponsor(s): REPRESENTATIVES CIIOQUETTE, Baker, Ulmer

A BILL 

FOR AN ACT ENTITLED

1 "An Act revising the loan authority of the Alaska Industrial Development and Export

2 Authority, and relating to the authority’s loan guarantees under its business assistance

3 program ; and providing for an effective date."

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

5 * Section 1. AS 44.88.155(d) is amended to read:

6 (d) A loan purchased in whole or in part by the authority with assets of the enterprise

7 development account or with proceeds of bonds secured by assets of the enterprise development

8 account, other than a loan which is financed with the proceeds of bonds of the authority and

9 secured only by a project applicant or a project,

10 (1) may not exceed $15.000.000 [$10,000,000];

11 (2) may not exceed the cost of the project or 75 percent of the appraised value

12 of the project, whichever is less, unless the amount of the loan in excess of this limit is federally

13 insured or guaranteed or is insured by a qualified mortgage insurance company;

14 (3) may not be for a term longer than three-quarters of the authority’s estimate

HB0206d -1- CSHB 206(FIN) am
New T e x t  U n d e r l in e d  [D ELETED  T E X T  BRACKETED ]
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1 of the life of the project or 25 years from the date the loan is made, whichever is earlier;

2 (4) shall contain [COMPLETE] amortization provisions; the amortization

3 provisions

4 (A) must be complete and satisfactory to the authority and require

5 [REQUIRING] periodic payments by the borrower;

6 (B) may allow the loan originator to amortize the portion of flic loan

7 retained by the loan originator using a shorter amortization schedule than the

8 amortization schedule for the portion of the loan held by the authority if

9 (i) in the au thority’s opinion, the project financed can support

10 the increased debt service; and

11 (ii) the accelerated amortization schedule is required to induce

12 the originator to make the loan;

13 (5) shall be in the form and contain the terms and provisions with respect to

14 insurance, repairs, alterations, payment of taxes and assessments, default reserves, delinquency

15 charges, default remedies, acceleration of maturity, secondary liens, and other matters the

16 authority prescribes;

17 (6) shall be secured as to repayment by a mortgage or other security instrument

18 in the manner the authority determines is feasible to assure timely repayment under a loan

19 agreement entered into with the borrower;

20 (7) may not be made unless

21 (A) the project applicant is not, or. if the applicant is not a single

22 proprietorship, all members of the business enterprise or enterprises constituting the

23 project applicant are not, in default on another loan made by the state or by a

24 public corporation of the state; and

25 (B) with respect to the loan.

26 (i) at least 20 percent of the principal amount of the loan is

27 retained by the Im h  originator [OF THE LOAN AS LONG AS THE LOAN IS

28 OUTSTANDING]; or

29 (ii) [(B)] 100 percent of the principal amount of the loan is

30 guaranteed by the United States or an agency or instrumentality of the United

31 States;

CSHB 206(FIN) am -2-
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2 (A) financed from the proceeds of bonds; or

3 (B) expected by the authority to be financed from the proceeds of bonds.

4 * Sec. 2. AS 44.88.535(a) is amended to read:

5 (a) The authority may guarantee a loan under AS 44.88.500 - 44.88.599 if the

6 (1) loan

7 (A) is commercially reasonable!

8 (B) [,] contains amortization provisions satisfactory to the authority!

9 (C) [,] is secured by adequate collateral: 'rowever, the authority may

10 waive on a case-bv-case basis the requirement of collateral for a loan guarantee of

11 $50.000 or less for which the proposed loan amortization period does not exceed five

12 years, bu t the ability to waive the requirement of this subparagraph o r the g ran t of

13 a waiver does not prevent the financial institution that holds the loan guaranteed bv

14 the authority  from requiring reasonable collateral for the loan:

15 (2) [AND THE] net cash flow from the borrower provides adequate coverage for

16 the debt service on the loan;

17 (3) [(2)] term of the loan does not exceed 20 years;

18 (4) [(3)] loan is originated with and serviced by a state chartered or federally

19 chartered financial institution;

20 (5) [(4)] portion of the loan not guaranteed by the authority is held by the

21 originating financial institution or another financial institution approved by the authority;

22 (6) [(5)] loan is made to a business with a majority interest held by state

23 residents; and

24 £7} [(6)] loan guarantee provides a benefit to the borrower.

25 * Sec. 3. AS 44.88.535(b) is amended to read:

26 (b) The authority may provide a guarantee from the fund

27 (1) of 80 percent of a loan of $50.000 or less that qualifies under

28 AS 44.88.500 - 44.88.599:

29 (2) for up to 80 percent of a loan of more than $50.000 that qualifies under

30 AS 44.88.500 - 44.88.599: the [. THE] ratio of the guarantee to the outstanding principal of the

31 loan may not increase over the term of the loan.

HB0206d -3- CSHB 206(FIN) am
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1 * Sec. 4. Section 4, ch. 162, SLA 1988, is amended to read:

2 Sec. 4. AS 44.88.500 - 44.88.599 are repealed July 1, 1993 [1991].

3 * Sec. 5. LOAN RATIOS NOT TO BE INCREASED. For a loan of $50,000 or less for which a loan

4 guarantee was made from the business assistance fund of the Alaska Industrial Development and Export

5 Authority before the effective date of this Act, the authority may not increase the ratio of the guarantee

6 to the outstanding principal of the loan in effect on the effective date of this Act over the term of the

7 loan.

8 * Sec. 6. This Act takes effect immediately under AS 01.10.070(c).

$
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A l a s k a  ^ > t a t e  I L e g t ^ l a t u r e

$ o u s c  o f  E c p u c S e n t a t t b e s

3111 C Street 
Anchorage. Alaska 99503 

(907) 561-2032

INTERIM

2
T o :

F r o m :

R e :

iA c p i e s e n t a t t b c  B a b e  C l jo q u e t t e

S e n a t o r  P a t  P o u r c h o t  

C h a i r ,  F i n a n c e

R e p r e s e n t a t i v e  D a v e  C h o q u e t t e  I / / f e z ___

P 0. Box V 
Juneau, Alaska 99811 

(907) 465-2995

SESSION

C S H B 2 0 6  ( F i n a n c e )  , a n  a c t  r e l a t i n g  t o  t h e  A u t h o r i t y  o f  

t h e  A l a s k a  I n d u s t r i a l  D e v e l o p m e n t  a n d  E x p o r t  A u t h o r i t y  

p r o v i d i n g  r e q u i r e m e n t s  r e l a t i n g  t o  t h e  a u t h o r i t y ' s  l o a n  

g u a r a n t e e s  u n d e r  t h e  B u s i n e s s  A s s i s t a n c e  P r o g r a m ,  a n d  

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

H B 2 0 6  h a s  r e c e i v e d  c a r e f u l  r e v i e w  s i n c e  i t s  i n t r o d u c t i o n .

Y o u  h a v e  r e q u e s t e d  a  l i s t  o f  c h a n g e s  t h a t  o c c u r r e d  t o  H B 2  0 6  

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

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

A I D E A  p r o v i d e  a  d i f f e r e n t i a l  a m o r t i z a t i o n  r a t e  i n  a l l  c a s e s .  

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

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

w i l l  i n d u c e  t h e  p a r t i c i p a t i o n  o f  t h e  b a n k .

2 .  W e  h a v e  a d d e d  t h e  r e q u i r e m e n t  t h a t  A I D E A  m a y  n o t  f i n a n c e  

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

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

3 .  W e  h a v e  i n c r e a s e d  t h e  s i z e  o f  a  l o a n  t h a t  m a y  b e  f i n a n c e d  

t h r o u g h  A I D E A  f r o m  $ 1 0  m i l l i o n  t o  $ 1 5  m i l l i o n .

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

b e e n  i n c o r p o r a t e d  t o :

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

t w o  y e a r s .  S u n s e t  p r o v i s i o n s  w i t h i n  t h e  o r i g i n a l  

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

J u l y  1 ,  1 9 9 1 ;

b .  a l l o w  A I D E A  t o  w a i v e  a  c o l l a t e r a l  r e t i r e m e n t  f o r  

l o a n s  o f  $ 5 0 , 0 0 0  o r  l e s s  o n  a  c a s e  b y  c a s e  b a s i s ,  a n d  t o  

a l l o w  f o r  b a n k  d e t e r m i n a t i o n  o f  w h a t  a  r e a s o n a b l e *  

c o l l a t e r a l  r e q u i r e m e n t  m a y  b e .  O r i g i n a l  p r o v i s i o n s  i n  

t h e  b i l l  m a n d a t e d  t h e  c o l l a t e r a l  w a i v e r  i n  a l l  c a s e s ;  a n d



c .  r e m o v e  a  p r o v i s i o n  t o  w a i v e  a p p l i c a n t  f e e s  f o r  l o a n s  

o f  $ 2 5 , 0 0 0  o r  l e s s .

T h a n k  y o u .  I f  I  c a n  b e  o f  f u r t h e r  a s s i s t a n c e ,  p l e a s e  l e t  m e  k n o w .
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£ l l a s f c a  ^ > t a t c  l e g i s l a t u r e

$ o u s c  o f  f t e p r e s c n t a t t o c s

INTERIM

3111 C S tre e t 
A nchorage . A laska  995C3 

(907) 561-2032
\M j0 4  . k- u

□

S E SSION

P. 0 . Box V 
Ju n e a u , A laska  99811 

(907) 465-2995

f t c p u c s c n t a t t o c  £ 3 a b c  (C ljo q u c ttc

M a y  1 6 , 1 9 9 1

T o : S e n a t o r  P a t  P o u r c h o t

C h a i r ,  S e n a t e  F i n a n c e  C o m m i t t e e ^

F r o m : R e p r e s e n t a t i v e  D a v e  C h o q u e t t e A ^ ^

R e : C S H B 2 0 6  ( F i n a n c e ) , A n  A c t  r e l a t i n g  c o  t h e  A u t h o r i t y  o f  

t h e  A l a s k a  I n d u s t r i a l  D e v e l o p m e n t  a n d  E x p o r t  A u t h o r i t y  

p r o v i d i n g  r e q u i r e m e n t s  r e l a t i n g  t o  t h e  a u t h o r i t y ' s  l o a n  

g u a r a n t e e s  u n d e r  t h e  B u s i n e s s  A s s i s t a n c e  P r o g r a m ,  a n d  

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

T h a n k  y o u  f o r  h e a r i n g  C S H B 2 0 6  ( F i n a n c e ) .

H B 2 0 6  w a s  i n t r o d u c e d  f o r  t w o  r e a s o n s .  F i r s t ,  t o  i n c r e a s e  b a n k  

p a r t i c i p a t i o n  i n  A I D E A  p r o g r a m s ,  a n d ,  s e c o n d ,  t o  f o s t e r  a  s m a l l  

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

t h i s  s e c t o r  o f  t h e  e c o n o m y .

C S H B  2 0 6  h a s  f o u r  c o m p o n e n t s .

a .  I t  p r o v i d e s  a u t h o r i t y  f o r  A I D E A  t o  a l l o w  a  d i f f e r e n t i a l  

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

i n  t h e  c o m m e r c i a l  l o a n  p r o g r a m .

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

c o m m e r c i a l  l o a n  p r o g r a m  f r o m  $ 1 0  m i l l i o n  t o  $ 1 5  m i l l i o n .

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

f r o m  6 0 %  t o  8 0 %  f o r  l o a n s  o f  $ 5 0 , 0 0 0  o r  l e s s .

d .  I t  p r o v i d e s  t h a t  A I D E A  m a y  w a i v e  o n  a  c a s e  b y  c a s e  b a s i s  

t h e  c o l l a t e r a l  r e q u i r e m e n t  f o r  l o a n  g u a r a n t e e s  o f  $ 5 0 , 0 0 0  o r  

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

T h a n k  y o u  f o r  y o u r  a t t e n t i o n  t o  t h i s  m a t t e r .  C S H B ^ 6  ( F i n a n c e )  

w i l l  g o  a  l o n g  w a y  t o  t o  f u r t h e r  A I D E A ' s  r e s o l v e  t o  a d v a n c e  t h e *  

e c o n o m i c  p r o s p e r i t y  o f  t h i s  s t a t e .

★ ★



A I D E A  B A C K G R O U N D

T h e  A l a s k a  I n d u s t r i a l  D e v e l o p m e n t  a n d  E x p o r t  A u t h o r i t y  

( A I D E A )  i s  a  p u b l i c  c o r p o r a t i o n  o f  t h e  S t a t e  o f  A l a s k a ,  a n d  a  

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

E c o n o m i c  D e v e l o p m e n t  ( D C E D ) . I t  m a i n t a i n s  a  s e p a r a t e  a n d  

i n d e p e n d e n t  l e g a l  e x i s t e n c e  f r o m  D C E D .  A I D E A ' s  o b j e c t i v e  i s  t o  

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

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

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

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

d e v e l o p m e n t  o p p o r t u n i t i e s .

A I D E A  a c t i v i t i e s  a r e  f u n d e d  t h r o u g h  t h e  r e v o l v i n g  f u n d  e s t a b l i s h e d  

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

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

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

a u t h o r i t y .

T h e  a c t i v i t i e s  o f  t h e  A I D E A  r e v o l v i n g  f u n d  a r e  a c c o u n t e d  f o r  i n  t h e  

E n t e r p r i s e  D e v e l o p m e n t  A c c o u n t  a n d  t h e  E c o n o m i c  D e v e l o p m e n t  

A c c o u n t .  B o t h  a c c o u n t s  w e r e  e s t a b l i s h e d  b y  t h e  L e g i s l a t u r e  f o r  

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

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

a n d  b u s i n e s s  e n t e r p r i s e s  n o t  o w n e d  o r  o p e r a t e d  b y  A I D E A .  T h e  

E c o n o m i c  D e v e l o p m e n t  A c c o u n t  i s  u s e d  o n l y  t o  f i n a n c e ,  a c q u i r e ,  

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

o r  o p e r a t e .

A .  T h e  c o m m e r c i a l  l o a n  p r o g r a m

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

1  A c c o r d i n g  t o  A I D E A ' s  1 9 9 0  A n n u a l  R e p o r t ,  s i n c e  J u l y  1 ,  1 9 8 0 ,  

t h i s  a c c o u n t  c o n s i s t s  o f :

a .  $ 3 2 , 2 1 2 , 3 0 0  i n  a p p r o p r i a t i o n s

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

b a l a n c e s  t o t a l l i n g  a p p r o x i m a t e l y  $ 1 6 6 , 0 0 0 , 0 0 0  a t  t h e  d a t e  o f  

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

D e p a r t m e n t  o f  C o m m e r c e  a n d  E c o n o m i c  D e v e l o p m e n t .

c .  a s s e t s  a n d  l i a b i l i t i e s  o f  t h e  A l a s k a  S t a t e  D e v e l o p m e n t  

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

A l a s k a  T o l l  B r i d g e  A u t h o r i t y ,  w i t h  a  f u n d  b a l a n c e  o f  $ 2 , 5 5 4 , 0 5 5 .



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

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

p u r c h a s e  o f  l o a n s  f o r  c o m m e r c i a l  p r o j e c t s .  A t  p r e s e n t ,  a  l o a n  m a y  

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

1 .  d o e s  n o t  e x c e e d ,  $ 1 0 , 0 0 0 , 0 0 0 :

2 .  d o e s  n o t  e x c e e d  t h e  c o s t  o f  t h e  p r o j e c t  o r  7 5 %  o f

t h e  a p p r a i s e d  v a l u e  o f  t h e  p r o j e c t ,  w h i c h e v e r  i s  l e s s ,

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

i n s u r e d  o r  g u a r a n t e e d  o r  i n s u r e d  b y  a  q u a l i f i e d  m o r t g a g e  

i n s u r a n c e  c o m p a n y ;

3 .  i s  n o t  f o r  a  t e r m  l o n g e r  t h a n  3 / 4  o f  t h e  a u t h o r i t y ' s  

e s t i m a t e  o f  t h e  l i f e  o f  t h e  p r o j e c t ,  o r  f o r  2 5  y e a r s  f r o m  

t h e  d a t e  o f  t h e  l o a n ,  w h i c h e v e r  i s  e a r l i e r ;

4 .  c o n t a i n s  c o m p l e t e  a m o r t i z a t i o n  p r o v i s i o n s ,  t h e s e

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

i n s t a l l m e n t  p a y m e n t s ;  a n d

5 .  c o n t a i n s  p r o v i s i o n s  w i t h  r e s p e c t  t o  i n s u r a n c e ,

r e p a i r s ,  a l t e r a t i o n s ,  p a y m e n t  o f  t a x e s  a n d  a s s e s s m e n t s ,  

e t c .

A d d i t i o n a l l y :

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

s e c u r i t y  i n s t r u m e n t ;

a t  l e a s t  2  0 %  o f  t h e  p r i n c i p a l  a m o u n t  o f  t h e  l o a n  i s  

r e q u i r e d  t o  b e  r e t a i n e d  b y  t h e  o r i g i n a t o r  o f  t h e  l o a n ,  

o r  1 0 0 %  o f  t h e  p r i n c i p a l  i s  t o  b e  g u a r a n t e e d  b y  t h e  

U n i t e d  S t a t e s ;

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

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

P r o p o s e d  A m e n d m e n t s  t o  t h e  C o m m e r c i a l  L o a n  P r o g r a m

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

s u c c e s s .  B a n k s  a r e  r e t i c e n t  t o  p a r t i c i p a t e  i n  i t .  A c c o r d i n g  t o  

t h e  A l a s k a  B a n k e r ' s  A s s o c i a t i o n ,  t h e  l o a n  p r o g r a m  c o u l d  b e t t e r  

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

b u s i n e s s e s  b y  a l l o w i n g  b a n k s  p a r t i c i p a t i n g  i n  t h e  A I D E A  p r o g r a m  t o  

b e  p a i d  b a c k  o n  a  f a s t e r  a m o r t i z a t i o n  s c h e d u l e  t h a n  A I D E A .

A s  i t  p r e s e n t l y  s t a n d s ,  t h e  r e q u i r e m e n t  t h a t  a  b a n k  r e t a i n  a t  l e a s t  

2  0 %  o f  t h e  p r i n c i p a l  a m o u n t  o f  t h e  l o a n  f o r  a s  m u c h  a s  2 5  y e a r s  

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

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



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

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

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

s u b j e c t  t h e m  t o  a  h i g h  d e g r e e  o f  s c r u t i n y  b y  b a n k  e x a m i n e r s .  

A I D E A ,  o n  t h e  o t h e r  h a n d ,  i s  a n  i n s t r u m e n t  c a p a b l e  o f  m a i n t a i n i n g  

l o n g  t e r m  l o a n s .

T h e  a m e n d m e n t s  p r o f f e r e d  i n  S e c t i o n  1  o f  t h e  b i l l  a d d r e s s  t h i s  

n e e d e d  c h a n g e .  F i r s t ,  t h e y  a l l o w  t h e  b a n k s  t o  a m o r t i z e  t h e i r  

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

p e r i o d  f o r  t h e  p o r t i o n  o f  t h e  l o a n  h e l d  b y  t h e  a u t h o r i t y ;  o r  f o r  

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

t h a t  a t  l e a s t  2 0 %  o f  t h e  p r i n c i p a l  a m o u n t  o f  t h e  l o a n  b e  r e t a i n e d  

b y  t h e  b a n k  f o r  a s  l o n g  a s  t h e  l o a n  i s  o u t s t a n d i n g .

S e c t i o n  O n e  a l s o  i n c r e a s e s  t h e  s i z e  o f  l o a n s  t h a t  A I D E A  m a y  

p u r c h a s e  o r  f i n a n c e  f r o m  $ 1 0  m i l l i o n  t o  $ 1 5  m i l l i o n .  T h i s  i n c r e a s e  

w i l l  a l l o w  A I D E A  t o  p r o v i d e  a d d i t i o n a l  s u p p o r t  t o  c o m m e r c i a l l y  

s o u n d  p r o j e c t s .  F u n d s  w i t h i n  t h e  E n t e r p r i s e  D e v e l o p m e n t  A c c o u n t  

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

L a s t l y ,  a s  a  s e c u r i t y  t o  p r o t e c t  t h e  f i n a n c i a l  w e l l - b e i n g  o f  t h e  

E n t e r p r i s e  D e v e l o p m e n t  A c c o u n t ,  S e c t i o n  O n e  r e q u i r e s  t h a t  A I D E A  m a y  

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

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

o f  t h e  s t a t e .

B .  B u s i n e s s  A s s i s t a n c e  P r o g r a m

A I D E A  a l s o  o p e r a t e s  a  b u s i n e s s  a s s i s t a n c e  f u n d ,  c o m m o n l y  k n o w n  a s  

a  l o a n  g u a r a n t e e  p r o g r a m .  T h e  p u r p o s e  o f  t h e  l o a n  g u a r a n t e e  

p r o g r a m  i s  t o  f u r n i s h  u p  t o  a n  8 0 %  g u a r a n t e e  o f  t h e  p r i n c i p a l  

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

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

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

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

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

a u t h o r i t y ' s  r e s e r v e s .  B y  s t a t u t e  a s  m u c h  a s  $ 5 0 , 0 0 0 , 0 0 0  m a y  b e  

r e s e r v e d  f o r  t h e  p r o g r a m ,  w i t h  a t  l e a s t  $ 2 5 , 0 0 0 , 0 0 0  o f  t h i s  a m o u n t  

r e s e r v e d  f o r  l o a n s  o f  $ 5 0 0 , 0 0 0  o r  l e s s .  A t  p r e s e n t ,  t h e  a u t h o r i t y  

o n l y  h a s  $ 3 . 6  m i l l i o n  w i t h i n  t h e  f u n d ,  a n d  h a s  o n l y  l e n t  o u t  

$ 5 0 0 , 0 0 0 .  T h e  p r o g r a m  i s  n o t  f i l l i n g  t h e  f i n a n c i n g  v o i d  i t  w a s  

c r e a t e d  t o  a l l e v i a t e .

A m e n d m e n t s  t o  t h e  B u s i n e s s  A s s i s t a n c e  P r o g r a m

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

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

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

e f f e c t i v e  v e h i c l e  f o r  f i n a n c i n g  t h e  p r o g r a m s  a n d  n e e d s  o f  A l a s k a ' s  

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

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

t h e  1 9 8 9  G o v e r n o r ' s  C o n f e r e n c e  o n  S m a l l  B u s i n e s s  o n  t h i s  m a t t e r .



S e c t i o n s  2 t h r o u g h  5 o f  t h e  b i l l  l a y  o u t  t h e  a m e n d m e n t s .

S e c t i o n  2  a d d r e s s e s  t h e  c o n d i t i o n s  b y  w h i c h  t h e  a u t h o r i t y  m a y  

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

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

a  m a j o r i t y  i n t e r e s t  h e l d  b y  s t a t e  r e s i d e n t s  s o  l o n g  a s  t h a t  l o a n  

i s :  c o m m e r c i a l l y  r e a s o n a b l e ;  c o n t a i n s  s a t i s f a c t o r y  a m o r t i z a t i o n

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

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

s e r v i c e ;  a n d  s o  l o n g  a s  t h e  b o r r o w e r ' s  c r e d i t  c h e c k  i s

s a t i s f a c t o r y .

S e c t i o n  2  a m e n d s  t h e  f r a m e w o r k  b y  p r o v i d i n g  t h a t  t h e  a u t h o r i t y  m a y  

g u a r a n t e e  a  c o m m e r c i a l l y  r e a s o n a b l e  l o a n  o f  $ 5 0 , 0 0 0  o r  l e s s  t h a t  

a m o r t i z e s  i n  f i v e  y e a r s  w i t h o u t  r e q u i r i n g  s e c u r i t y .  C u r r e n t l y ,

A I D E A  r e g u l a t i o n s  p l a c e  a  d i f f i c u l t  b u r d e n  o n  A l a s k a n  b u s i n e s s e s

a t t e m p t i n g  t o  g e t  s m a l l  l o a n s .  N a m e l y ,  t h e y  p r o v i d e  t h a t  a  b a n k  

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

c o l l a t e r a l  f o r  u p  t o  7 5 %  o f  t h e  r e q u e s t e d  a m o u n t .  D e s p i t e  t h e  f a c t  

t h a t  t h e  b o r r o w e r ' s  l o a n  r e q u e s t  m a y  b e  c o m m e r c i a l l y  s o u n d ,  t h a t  

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

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

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

R e s u l t i n g l y ,  m a n y  c a n n o t  g e t  a n  A I D E A  g u a r a n t e e d  l o a n  f r o m  t h e  

b a n k .

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

s e c u r i t y  r e q u i r e m e n t  f o r  w o r t h y  l o a n s  o f  $ 5 0 , 0 0 0  o r  l e s s ,  a n d  t o  

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

S e c t i o n  3  a m e n d s  e x i s t e n t  s t a t u t e  a n d  p r o v i d e s  t h a t  t h e  a u t h o r i t y  

m a y  g u a r a n t e e  8 0 %  o f  a  l o a n  o f  $ 5 0 , 0 0 0  o r  l e s s .  B y  r e g u l a t i o n ,  t h e  

a u t h o r i t y  g u a r a n t e e s  o n l y  6 0 %  o f  l o a n s  o f  t h i s  t o t a l - .

O f t e n  b a n k s  f i n d ^  t h a t  a  s m a l l  l o a n  i s  n o t  w o r t h  t h e  t i m e  a n d

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

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

w o r k i n g  c a p i t a l  d o  n o t  e x c e e d  o n e  y e a r  i n  d u r a t i o n .  A  b a n k  

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

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

c o s t s .

I n c r e a s i n g  t h e  g u a r a n t e e  t c  8 0 %  i s  i n t e n d e d  t o  o f f s e t  t h i s

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

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

d i f f i c u l t  t i m e  o b t a i n i n g  c r e d i t .  A  2 0 %  r i s k  f a c t o r  f o r  m o s t  

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

s t a n d a r d s .  T h e  c o l l e c t i o n  o f  e x c e s s  b a d  d e b t s  b y  a  b a n k  i s  a  d r a i n  

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

S e c t i o n  4  p r o v i d e s  t h a t  t h e  a u t h o r i t y  m a y  n o t  i n c r e a s e  i t s

g u a r a n t e e  o f  l o a n  o f  $ 5 0 , 0 0 0  o r  l e s s  f o r  l o a n s  m a d e  b e f o r e  t h e



L a s t l y ,  s e c t i o n  5  p r o v i d e s  a n  i m m e d i a t e  e f f e c t i v e  d a t e .

e f f e c t i v e  d a t e  o f  t h e s e  a m e n d m e n t s .

C .  C o n c l u s i o n

H o u s e  B i l l  2 0 6  i s  a n  a t t e m p t  t o  f u r t h e r  A I D E A ' s  r e s o l v e  t o  a d v a n c e  

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

i n c r e a s i n g  b a n k  p a r t i c i p a t i o n  w i t h i n  t h e  A I D E A  f r a m e w o r k  a n d  b y  

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

l o a n s  o f  $ 5 0 , 0 0 0  o r  l e s s .  W e  l o o k  f o r w a r d  t o  w o r k i n g  w i t h  t h e

c o m m i t t e e  t o  a c h i e v e  t h e s e  e n d s .

T h a n k  y o u .
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* h e  H o n o ra b le  D av e  C h o u q u e t te  
H o u s e  of R e p r e s e n t a t i v e s  
S t a t e  O f A la sk a  
P O  Box V
J u n e a u ,  A la sk a  99811

D e a r  R e p r e s e n t a t i v e  C h o u q u e t te :

I a m  m o s t  g ra te fu l  for y o u r  l e a d e r s h ip  in s p o n s o r in g  H o u s e  Bill 2 0 6  
a s  n o w  a m e n d e d  to  a c c o m m o d a te  o u r  c o n c e r n s  for re n d e r in g  AIDEA 
m o re  r e s p o n s e  to A la s k a 's  n e e d s  for e c o n o m ic  d e v e lo p m e n t .

R a is in g  t h e  c a p  to  $ 1 5 ,0 0 0 ,0 0 0  will p e r m i t  tw o im p o r ta n t  in it ia t ives  in th e  
p ip e l in e  e s s e n t i a l  to  o u r  d e v e lo p m e n t  in th e  e n e r g y  field. P e rm itt in g  
la t i tu d e  in c o l la b o ra t io n  with le n d in g  b a n k s  re : le n d in g  t im e  f r a m e s ,  a n d  
th e i r  im p o r ta n t  ro le  in p r iv a te  in t ia t iv e s  will s t r e n g t h e n  o u r  s u p p o r t  
l e v e i a g e  fo r  l a rg e r  p r iv a te  s e c t o r  in v o lv e m e n t  in d e v e l o p m e n t  lo a n s .

I t r u s t  th is  le g is la t io n  will m o v e  fo rw a rd  s m o o th ly .  I fully e x p e c t  AIDEA to 
p lay  a n  in c re a s in g ly  im p o r ta n t  ro le  in t h e  d e v e l o p m e n t  of A la s k a 's  
d iv e rs if ie d  e c o n o m y .  T h is  effo rt leg is la t iv e ly  s h o u ld  h e lp .  T h a n k s .

C o r d i a l l y ,

^  ,
—^ Cc? y \S

G fenn  A. O ld s  
C o m m i s s i o n e r
D e p a r t m e n t  of E c o n o m ic  D e v e lo p m e n t
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A l a s k a  S t a t e  L e g i s l a t u r e  

H o u s e  F i n a n c e  C o m m i t t e e

R e :  A l a s k a  I n d u s t r i a l  D e v e l o p m e n t  a n d  E x p o r t  A u t h o r i t y

D e a r  H o n o r a b l e  C o - C h a i r m a n :

T h e  A l a s k a  B a n k e r ' s  A s s o c i a t i o n  r e c o m m e n d e d  a  p r o p o s a l  w h i c h  w e  

f e l t  w o u l d  m a k e  A I D E A  a  m o r e  v i a b l e  e n t e r p r i s e  f o r  p r o v i d i n g  

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

A l a s k a .  O u r  p r o p o s a l  w a s  b a s e d  o n  a  r e s o l u t i o n  f r o m  t h e  A l a s k a  

B a n k e r ' s  A s s o c i a t i o n  w h i c h  w o u l d  s u p p o r t  l e g i s l a t i o n  a n d  a n  

a m m e n d m e n t  t o  A I D E A ' s  r e g u l a t i o n s  w h i c h  w o u l d  a l l o w  t h e i r  

r e q u i r e d  p a r t i c i p a t i o n  i n  a n  A I D E A  l o a n  t o  b e  p a i d  b a c k  o n  a  

f a s t e r  a m o r t i z a t i o n  s c h e d u l e  t h a n  f u n d s  a d v a n c e d  b y  A I D E A .

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

I n s t i t u t e  o f  S o c i a l  a n d  E c o n o m i c  R e s e a r c h  o f  t h e  U n i v e r s i t y  o f  

A l a s k a  A n c h o r a g e  w h i c h  i n d i c a t e d  t h a t  c o m m e r c i a l  b a n k s  a n d  

A I D E A  h a v e  d i f f e r e n t  c a p i t a l  s t r u c t u r e s  w h i c h  c a u s e  s o m e  

c o n f l i c t .  T h e y  s t a t e d  t h a t  " s i n c e  b a n k s  a b h o r  l o n g - t e r m  

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

c o u l d  b e  p a i d  b a c k  m o r e  q u i c k l y  a n d  s i n c e  A I D E A ' s  m a i n  i n t e r e s t  

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

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

t h e  s t a r t  a n d  h i g h e r  o n e s  a s  t h e  c a s h  f l o w  w a s  a d e q u a t e . "

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

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

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

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

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

t o  t h e  l a t e  1 9 8 0 s ,  w h i c h  u l t i m a t e l y  r e s u l t e d  i n  t h e  f a i l u r e  o f  

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

S i n c e  t h e  1 9 5 0 s ,  N B A  a c t e d  a s  a  c a t a l y s t  f o r  a t t r a c t i n g  c a p i t a l  

i n t o  t h e  s t a t e  f r o m  v a r i o u s  s o u r c e s .  U n t i l  t h e  i n t r o d u c t i o n  o f  

I n d u s t r i a l  R e v e n u e  B o n d  f i n a n c i n g  i n  t h e  1 9 8 0 s ,  N B A  d i d  n o t

Alaska 's Must Cnnrcn icn t Batik
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P a g e  T w o

g e n e r a t e  f o r  o u r  o w n  p o r t f o l i o  l o n g - t e r m  r e a l  e s t a t e  o r  

d e v e l o p m e n t  l o a n s  t o  a n y  e x t e n t  a s  w e  f e l t  t h e s e  l o a n s  d i d  n o t  

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

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

W e  w e r e  a b l e  t o  a t t r a c t  l a b o r  u n i o n  p e n s i o n  f u n d s ,  s t a t e  

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

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

w i t h  s u c h  p r o g r a m s  a s  t h e  F a r m e r ' s  H o m e  A d m i n i s t r a t i o n  B u s i n e s s  

a n d  I n d u s t r i a l  L o a n  P r o g r a m ,  t h e  S B A  G u a r a n t e e d  L o a n  P r o g r a m ,  

t h e  B u r e a u  o f  I n d i a n  A f f a i r s ,  a n d  v a r i o u s  g o v e r n m e n t  p r o g r a m s .  

I n  r e c e n t  y e a r s ,  a l l  o f  t h e s e  p r o g r a m s  e x c e p t  t h e  F e d e r a l  S B A  

a n d  t h e  B I A  h a v e  d r i e d  u p .  I n  d i s c u s s i o n s  w i t h  o t h e r  

c o m m e r c i a l  b a n k s ,  I  c a n  f i n d  n o  r e c e n t  i n s t a n c e  w h e r e  a  m a j o r  

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

c a p i t a l  i n  t h e  s t a t e .  R o b e r t  G r a y ,  P r e s i d e n t  o f  N B A ,  i n  a  

r e c e n t  t a l k  i n d i c a t e d  t h a t  h e  f e l t ,  d u e  t o  t h e  c r e d i t  c r u n c h  i n  

t h e  U n i t e d  S t a t e s , -  t h a t  A l a s k a  w o u l d  b e  t h e  l a s t  s t a t e  i n  t h e  

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

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

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

s u s t a i n e d  d u r i n g  t h e  8 0 s .

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

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

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

s t a t e  d o e s  h a v e  t h e  A l a s k a  I n d u s t r i a l  D e v e l o p m e n t  a n d  E x p o r t  

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

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

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

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

r e l i e d  o n  2 0  t o  2 5 - y e a r  a m o r t i z a t i o n .  T h e  r e c o m m e n d e d  p r o g r a m  

s h o u l d  p r o v i d e  s o m e w h a t  h i g h e r  p a y m e n t s  t h a n  a  n o r m a l  2 0 - y e a r  

a m o r t i z a t i o n  b u t  n o t  s u b s t a n t i a l l y  h i g h e r  a s  c a n  b e  

d e m o n s t r a t e d  b y  t h e  e x a m p l e s .  W e  a r e  a w a r e  o f  p r o j e c t s  a n d  

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

K o d i a k ,  A n c h o r a g e ,  a n d  F a i r b a n k s .
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P a g e  T h r e e

W h a t  s o r t  o f  e f f e c t  o n  s m a l l  a n d  m e d i u m  s i z e  b u s i n e s s e s  w i l l  

t h e  a v a i l a b i l i t y  o f  l o n g - t e r m  c a p i t a l  h a v e ?  I  h a v e  o v e r  1 5  

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

s t a t e  o f  A l a s k a  p l u s  a n  a d d i t i o n a l  s e v e n  y e a r s  o f  b a n k i n g  

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

d e v e l o p m e n t  e x p e r i e n c e  w e  d i d  n o t  h a v e  l o n g - t e r m  c a p i t a l  t o  

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

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

s u b s t a n t i a l  e m p l o y m e n t  t h a t  w a s  n o t  p r e v i o u s l y  a v a i l a b l e  i n  t h e  

c o m m u n i t y .

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

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

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

c r e a t e d  a  f a c i l i t y  t h a t  i n  i t s e l f  e m p l o y s  i n  e x c e s s  o f  2 0 0  

p e o p l e  i n  s e a s o n .  S u c h  a  p l a n t  a l s o  c r e a t e s  a  s u b s t a n t i a l  

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

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

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

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

c o m m e r c i a l  b a n k s  w h i c h  a r e  p r e d o m i n a t e  i n  A l a s k a  a n d  A I D E A  

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

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

c o n s i d e r  a  l o n g - t e r m  f i n a n c i n g  a s  a m o r t i z i n g  o v e r  1 0  y e a r s .  W e  

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

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

a m e n d  A I D E A ' s  l a w s  a n d  r e g u l a t i o n s  w h i c h  w o u l d  a l l o w  t h e  b a n k s  

r e q u i r e d  p a r t i c i p a t i o n ' s  i n  A I D E A ' s  v a r i o u s  l o a n  p r o g r a m s  t o  b e  

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

A I D E A .  T h e  r i s k  t o  A I D E A  s h o u l d  d e c r e a s e  a s  a c t u a l  e q u i t y  

b u i l d  u p  i n  l o a n s  w o u l d  i n c r e a s e .

D u r i n g  t h e  1 9 9 0  l e g i s l a t u r e ,  A I D E A  o b t a i n e d  c h a n g e s  t o  t h e  l a w  

w h i c h  c h a n g e d  t h e  b a n k  p a r t i c i p a t i o n  r e q u i r e m e n t s  u n d e r  S e c t i o n  

4 4 . 8 8 . 1 5 5 ( 7 ) ( A )  t o  " a t  l e a s t  2 0 %  o f  t h e  p r i n c i p a l  a m o u n t  o f  t h e  

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

l o a n  i s  o u t s t a n d i n g . T h i s  c h a n g e  i n c r e a s e d  t h e  b a n k  

p a r t i c i p a t i o n  f r o m  1 0 %  t o  2 0 %  a n d  r e q u i r e d  t h e  b a n k  t o  r e t a i n  

t h a t  p e r c e n t a g e  a s  l o n g  a s  t h e  l o a n  i s  o u t s t a n d i n g . 11 A I D E A  

a l s o  m a d e  c h a n g e s  i n  t h e i r  r e g u l a t i o n s  u n d e r  S e c t i o n  3 A A C  

9 9 . 3 5 0 ( a )  t o  r e a d  " t h e  o r i g i n a t o r  o f  t h e  l o a n  s h a l l  r e t a i n  a t  

l e a s t  a  2 0 %  s h a r e  o f  t h e  p r i n c i p a l  a m o u n t  o f  t h e  l o a n  a s  l o a n  

a s  t h e  l o a n  i s  o u t s t a n d i n g . "  D u e  t o  t h e s e  c h a n g e s  i n  t h e  l a s t  

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

r e g u l a t i o n s  i s  r e q u i r e d  t o  b r i n g  a b o u t  t h e  c h a n g e s  w e  r e q u e s t .



A l a s k a  S t a t e  L e g i s l a t u r e  

H o u s e  F i n a n c e  C o m m i t t e e  

A p r i l  2 6 ,  1 9 9 1  

P a g e  F o u r

I f  y o u  h a v e  a n y  q u e s t i o n s ,  p l e a s e  f e e l  f r e e  t o  c o n t a c t  m e  a t  

2 6 5 - 2 9 9 1  o r  m y  f a x  n u m b e r  2 6 3 - 2 5 8 2 .

S i n c e r e l y  y o u r s ,

S e n i o r  V i c e  P r e s i d e n t

m l c



vvM
4\ j 

. L n \ U ___i

■\ \

i d r 4\
. ••'.n: / a \  \  LA 

.l; - : r \ \ v v..V Li ‘A ; / u

W ALTER! HICKEL. GOVERNOR

D EPAR TM EN T OF COMMERCE &  
ECONOM IC D EVE LO PM EN T

OFFICE OF THE COMMISSIONER !
RO. BOX D
JUNEAU. ALASKA 3981V0800 
PHONE: 1907) 465-2500

April 15, 1991

Mr. Bruce Kendall 
Legislative Liaison 
Office of the Governor 
P.O. Box A
Juneau, AK 99811-0101 

Dear Bruce,

Regarding our meeting today concerning Hydrocarb, I believe we have 
firmed up everything as follows:

(1) We w ill be supportive of the legislative action to extend the 
cap for AIDEA to $15 m illion.

(2) I t  1s our understanding that the request is  for a loan, not a 
grant, and that all of the funding 1s 1n place for an appro­
priate assessment of a good fa ith  capability on the part of 
AIDEA when the proposal comes before them on whose board I 
serve.

(3) We are agreed that we w ill have consultation before any final 
agreement regarding the possibility of some share 1n whatever 
profits  might come from the technology and the demonstration 
development here in Alaska to the state for Its  early support 
and In itia tiv e .

(4) We are agreed that this should not be conceived narrowly as a 
pure research Indoor demonstration project but should be linked 
to a wider service function even 1n the early stages of its 
development.

I hope very much that this w ill go well, as the prospect of cleaning 
up coal and rendering I t  more comprehensively relevant without 
environmental pollution 1s one of the c ritica l tasks of our world 
and our time.

Cordially,

Commissioner

GA0/sh9232M
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T o :  R e p .  D a v e  C h o q u e t t e  ~

F r o m :  V i r g i n i a  S a m s o n ,  ( F o r m e r )  E x e c u t i v e  D i r e c t o r  

G o v e r n o r ' s  C o n f e r c n c o  o n  S m a l l  D u s i n e s s

D a t e :  M a r c h  1 7 ,  1 9 9 1

Subject: HB 206

T h a n k  y o u  f o r  y o u r  f o l l o w  u p  o n  t h e  R e c o m m e n d a t i o n s  f r o m  t h e  1 9 0 9  

G o v e r n o r ' s  C o n f e r e n c e  o n  S m a l l  D u s i n e s s  a n d  f o r  a s k i n g  m e  t o  c o m m e n t  

o n  H B  2 0 6 .  A l s o ,  t h a n k s  t o  R e p .  B a k e r  f o r  c o - s p o n s o r i n g  t h e  b i l l .

H B  2 0 6  r e s p o n d s  t o  P r o b l e m  4 A :  " S m a l l  b u s i n e s s  r e q u i r e s  b e t t e r  a c c e s s  

t o  l o a n s  f r o m  S 1 0 , 0 0 0  t o  $ 1 0 0 , 0 0 0 " .  W i t h i n  t h a t  p r o b l e m  a r e a ,  t h i s  

b i l l  s e e m s  t o  a d d r e s s  R e c o m m e n d a t i o n s :

1 .  T h e  S t a t e  g u a r a n t e e d  l o a n  p r o g r a m  s h o u l d  b e  s i m p l i f i e d  a n d

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

3 .  T h e  S t a t e  s h o u l d  p r o v i d e  i n c e n t i v e s  t o  b a n k s  t o  m a k e  $ 1 0 , 0 0 0  -  

$ 1 0 0 , 0 0 0  l o a n s  t o  s m a l l  b u s i n e s s e s  i n  r u r a l  c o m m u n i t i e s .

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

A I D & E A ' s  i n v o l v e m e n t  w i t h  l o a n  g u a r a n t e e s  b y  a l l o w i n g  8 0 %  g u a r a n a t e e  

f o r  a  q u a l i f y i n g  l o a n  u n d e r  $ 5 0 , 0 0 0  a n d  a l l o w s  t h e  o p t i o n  o r  n o  

s e c u r i t y  f o r  a n  a m o r i t i z a t i o n  p e r i o d  u n d » R 5  y e a r s .

T o  t h e  e x t e n t  t h a t  A I D & E A  w i l l  w o r k  w i t h  a n d  p r o v i d e  i n c e n t i v e s  t o  

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

b t a t e ,  t h i s  b i l l  w i l l  h e l p .  B u t ,  i f  t h e  b a n k s  c o n t i n u e  t o  t h i n k  t h a t  

" i t ' s  n o t  w o r t h  t h e  t r o u b l e  t o  d o  s m a l l  l o a n s "  ( i e  t h e y  c a n ’ t  m a k e  

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

A d m i n i s t r a t i v e  f o l l o w  u p  i s  s t i l l  n e e d e d  o n  R e c o m m e n d a t i o n  3 :  " T h e

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

t h r o u g h o u t  t h e  s t a t e . "  L a c k  o f  k n o w l e d g e  a b o u t  w h a t  f i n a n c i n g  

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

p r o b l e m .

I n  s u m m a r y ,  I  s u p p o r t  t h e  g e n e r a l  i d e a  o f  H B  2 0 6  a s  a  g r e a t  s t e p  i n  

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

s m a l l  b u s i n e s s e s .
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H O U S E  B I L L  N O .  2 0 6

A L L  A S P E C T S  O F  T H I S  B I L L  A P P E A R .  T O  I M P R O V E  A I D E A *  S
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A U T H O R I T Y  T O  A S S I S T  A L A S K A N  S M A L L  B U S I N E S S E S .

H O W E V E R ,  T O  M Y  K N O W L E D G E  A I D E A  H A S  N O T  B E E N  A N  A C T I V E  

S U P P O R T E R  O F  A L A S K A N  S M A L L  B U S I N E S S  F I R M S .  I T  W O U L D  B E  

I N T E R E S T I N G  T O  K N O W  J U S T  H O W  M A N Y  L O A N S  A I D E A  H A S  M A D E  T O  

A L A S K A  S M A L L  B U S I N E S S  F I R M S  I N  A M O U N T S  O F  / / 1 0 0 , 0 0 0  O R  L E S S  

I N  T H E  P A S T  F I V E  Y E A R S .  I  B E L I E V E  N O N E .

S U G G E S T E D  I M P R O V E M E N T  T O  H B  2 0 6  W O U L D  B E  T O  I N C R E A S E  T H E  

? 5 0 , 0 0 0  t o  $ 1 0 0 , 0 0 0  U N D E R  T H E  8 0 %  L O A N  G U A R A N T E E .



110 W illow S i.. S u ite  106 » Kenai. A lask a  99611 » (907) 283 '3335 FAX (907) 283.3913

KENAI PENINSULA BOROUGH

E C O N O M I C  

D E V E L O P M E N T  

D I S T R I C T .  IN C ,

March 19, 1991

To:

From:

RE:

House Labor and Commerce Committal

Mike Tagliavento, Executive Direc^b'r, Kenai Peninsula 
Borough Economic Development District

HB 206, Act Revising Loan Authority of AIDEA

Our organization is working very closely with local entrepreneurs 
to create employment through the retention, expansion and 
creation of small businesses. I applaud the efforts of this 
bill's sponsors to find creative way;- to overcome the problems 
small businesses are having in accessing capital.

AIDEA has the potential of contributing to the capital needs of 
small businesses to a greater extent than it has in the past. HB 
206 provides new options for AIDEA in this regard, and I would 
urge your support.

MBT/ss
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IN THE LEGISLATURE OF THE STATE OF ALASKA 

SEVENTEENTH LEGISLATURE - FIRST SESSION 

I$ Y  R E P R E S E N T A T I V E  L I N C O L N  

I n t r o d u c e d :  3/11/91
R e f e r r e d :  C o m m u n i t y  &  R e g i o n a l  A d a i r s ,  R e s o u r c e s ,  F i n a n c e

A BILL 

FOR AN ACT ENTITLED

1 "An Act relating to the Village Safe W ater Program."

2 BE IT ENACTED BY T H E  LEGISLATURE OF THE STATE OF ALASKA:

3 * Section I. AS 46.07.080(2) is amended to read:

4 (2) "village" means an unincorporated community tha t [WHICH] has between 25

5 and 600 people residing within a two-mile radius, [OR] a second class city, o r  a first class citv

6 with not more than 600 residents.

H O U SE B IL L  NO. 207

11110207a -I-
N>'w To st. U n d e r l in e d  I DELETED T E X T  BRACKETED ]

HR 207
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A L A S K A  S T A T E  L E G IS L A T U R E  

'Representative Qeorgianna LincoCn

HESS Committee, Co-Chair 
Resources Committee, Vice-Chair

Budget Subcommittees 
Health and Social Services 

Revenue

P.O. Box V 
Ju n eau . Alaska 9981 1

Phone: (907) 465-3732 
FAX: (907) 465-2652

TO:

M E M O R A N D U M

H o u s e  F in a n c e  C o m m itte e  
R e p r e s e n ta t iv e  E ileen  M acL ean , C o -C h a ir  
R e p r e s e n ta t i v e  Mike N a v arre ,  C o -C h a i r

FROM:

RE:
DATE:

R e p r e s e n ta t iv e  G e o r g ia n n a  Lincoln 
H o u s e  District 2 4

H o u s e  Bill 207

M ay 13, 1991

Alatna 
Allakaket 
Aniak 
Anvik
Arctic Village 
Beaver 
Betties 
Birch Creek 
Chalkyitsik 
Chuathbaluk 
Crooked Creek 
Evansville 
Fort Yukon 
Galena 
Grayling 
Holy Cross 
Hi'gh. z 
Huslia 
Kalskag 
Kaltag 
Koyukuk 
Lake Minchumina 
Lime Village 
Lower Kalskag

Ma?shiuHotSprin8SH ° u s e  Bill 2 0 7 ,  a n  a c t  re la ting  to th e  Village S a f e  W a te r  P ro g ra m ,
McGrath 
Minto
Mountain Village 
Nikolai 
Nulato 
Pilot Station 
Pitkas Point 
Rampart 
Red Devil 
Ruby
Russian Mission 
Shageluk 
Sleetmute 
St. Mary's 
Stevens Village 
Stony River 
Takotna 
Tanana 
Telida 
Tuluksak 
Tyonek 
Venetie 
Wiseman

w a s  in t ro d u c e d  a t  th e  r e q u e s t  of o n e  of th e  v i l la g e s  in my d istric t.  
T h is  v il lage  h a s  a  popu la t io n  of 4 9 1 , is lo c a ted  in rural A la sk a ,  a n d  
h a s  id en tif ied  w a te r  s y s te m  re p a i r s / im p r o v e m e n ts  a s  a  to p  
priority  for fu n d in g . H o w ev er ,  b e c a u s e  th is  v illage  h a s  
in c o r p o r a te d  a s  a  F irst C la s s  City, it d o e s  no t qualify  for fun d in g  
u n d e r  th e  Village S a f e  W a te r  P ro g ra m .

H o u s e  Bill 2 0 7  p r o p o s e s  to d o  only o n e  t h i n g - a m e n d  th e  defin ition  
of "village" u n d e r  AS 4 6 .0 7 .0 8 0 (2 ) .  C h a n g in g  th e  defin ition  of 
"village" will a d d  first c l a s s  c it ie s  with a  p o p u la t io n  or n o t  m o re  
th a n  6 0 0  r e s id e n t s  to th e  eligibility list for fu n d in g  u n d e r  th e  
V illage S a f e  W a te r  P ro g ra m .

A c co rd in g  to th e  p o p u la t io n  list b a s e d  on  th e  1 9 9 0  p o p u la t io n  a n d  
c e r t if ied  by th e  D e p a r tm e n t  of C o m m u n ity  a n d  R e g io n a l  Affairs, 
o n ly  six  ad d i t io n a l  v i l lag es  w ou ld  b e c o m e  e lig ib le  for V illage  S a f e  
W a te r  P ro g ra m  funding  u n d e r  p ro v is io n s  of H o u s e  Bill 2 0 7 .  T h e s e

District 24



v illages  a re :  T a n a n a ,  St. M ary 's , P e lican , Y aku ta t ,  H y d ab u rg  a n d  
S e ld o v ia .

T h e r e  is a  z e ro  fiscal n o te  a t t a c h e d  to th is  bill; no ad d i t io n a l  
fun d in g  w o u ld  b e  re q u ire d  to im p le m e n t  its p ro v is io n s .  T h e  six
v i l lag e s  th a t  w ou ld  b e  a d d e d  to  th e  Village S a f e  W a te r  P ro g ra m
eligibility list a r e  s im ilarly  s i tu a te d  to t h o s e  a l r e a d y  o n  th e  list 
a n d  w ould  b e  co m p e t in g  for th e  s a m e  funds .

In rev ie w in g  h is to r ica l  in fo rm ation  p e r ta in in g  to  th e  V illage  S a f e  
W a te r  P ro g ra m ,  th e r e  is no indica tion  a s  to w h y  sm all ,  rural 
v i l la g e s  in c o rp o ra te d  a s  first c l a s s  c i t ie s  w e r e  n o t  in c lu d e d .  
H o w ev e r ,  in te s t im o n y  b e fo re  th e  H o u s e  C o m m u n ity  & R eg io n a l  
Affairs C o m m it te e  April 4, 1 9 9 1 , th e  City M a n a g e r  for S t.  M ary 's  
r e m in d e d  c o m m it te e  m e m b e r s  th a t  a  n u m b e r  of v i l la g e s  o p te d  to 
in c o rp o ra te  a s  first c l a s s  c i t ie s  in o r d e r  to  form  th e ir  ow n  s c h o o l
d is tr ic ts .  T h is  to o k  p la c e  a f te r  th e  Village S a f e  W a te r  P r o g ra m
w a s  e s t a b l i s h e d  by  leg is la t io n .

H o u se  Bill 2 0 7  p a s s e d  o u t  of th e  H o u se  R e s o u r c e s  C o m m it te e  on  
Friday  M ay 10 , with a  u n a n im o u s  "do p a s s "  r e c o m m e n d a t io n .

B e c a u s e  w a te r  a n d  s e w e r  a r e  s u c h  b a s ic  n e c e s s i t i e s  for t h e s e  six 
v i l lag e s ,  I a m  a sk in g  y o u r  f a v o ra b le  c o n s id e ra t io n  of th is  bill to 
a d d  th e m  to th e  eligibility list for th e  V SW  P ro g ra m .
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STEVE  C O W  PER, G O V E R N O R

D E P T . O F C O M M U N IT Y  & R E G IO N A L  A F F A IR S P.O. BOX B
JUNEAU. ALASKA 99811-2100 
PHONE: (907) 465-4700

OFFICE OF THE COMMISSIONER
□ 949 E. 36TH AVENUE. SUITE 400

ANCHORAGE. ALASKA 99508-4302
PHONE: (907) 563-1073

A p r i l  3 ,  1991

POSITION PAPER

RE: House  B i l l  207

SPONSOR: R e p r e s e n t a t i v e  L i n c o l n

P r o g r a m  E f f e c t s  o f  t h e  B i l l

T h i s  b i l l  e x t e n d s  e l i g i b i l i t y  f o r  t h e  v i l l a g e  s a f e  w a t e r
p r o g r a m  t o  f i r s t  c l a s s  c i t i e s  w i t h  p o p u l a t i o n s  l e s s  t h a n  6 0 0 .
P r e s e n t l y  o n l y  u n i n c o r p o r a t e d  c o m m u n i t i e s  w i t h  a p o p u l a t i o n
l e s s  t h a n  600 and s e c o n d  c l a s s  c i t i e s  a r e  e l i g i b l e .

S i x  c i t i e s  w o u ld  be  a f f e c t e d  by  t h i s  l e g i s l a t i o n ,  t h e y  a r e :
H y d a b u r g ,  P e l i c a n ,  S a i n t  M a r y ' s ,  S e l d o v i a ,  T a n a n a ,  and  Y a k u t a t .

The  D e p a r t m e n t  s u p p o r t s  t h i s  b i l l  b e c a u s e  i t  f u r t h e r s  t h e  
c o n c e p t  o f  m a k i n g  s i m i l a r l y  s i t u a t e d  c o m m u n i t i e s  e l i g i b l e  f o r  
t h e  same S t a t e  b e n e f i t s .

Comments

21-P1LH



UN I U r IMIVMIVM
P.O. Box 181 

Tanana, Alaska 99777 
(907) 366-7159

•‘ NUCHAIAW OYYA" • Where the two rivers meet.

A p r i l  5/  1991

R e p .  G e o r j i a n n a  L i n c o l n  
D i s t r i c t  24 
C a p i t a l  B u i l d i n g  
J u n e a u #  A l a s k a  9 9 8 1 1

D e a r  G e o r j i a n n a : •

T h a n k  you  f o r  i n t r o d u c i n g  t h e  a m e n d m e n t  t o  HR 207 a d d i n g  f i r s t  c l a s s  c i t i e s  
u n d e r  600  p o p u l a t i o n .

S m a l l  f i r s t - c l a s s  c i t i e s  a r e  m a n d a t e d  t o  p r o v i d e  mo r e  s e r v i c e s  w i t h  e s s e n t i a l l y  
t h e  same m u n i c i p a l  a s s i s t a n c e  a s  s e c o n d  c l a s s  c i t i e s  a n d  v i l l a g e s /  y e t  a r e  
e x c l u d e d  f r o m  s t a t e - a s s i s t e d  p r o g r a m s  s u c h  a s  VSW. Y o u r  r e c o g n i t i o n  o f  t h i s  
i s  t o  t e  c o mme nd ed .

A l o n g  t h e s e  s ame  l i n e s #  w o u l d  i t  b e  p o s s i b l e  t o  s p o n s e r  a  s i m i l a r  a m en d m en t  
t o  t h e  f u n d i n g  f o r  t h e  VPSO p r o g r a m ?  i f  T a n a n a  was  f o r c e d  t o  d r o p  t h e  D e p t -  
o f  P u b l i c  S a f e t y  p o s i t i o n  d u e  t o  b u d g e t  c o n s i d e r a t i o n s #  I  am s u r e  t h a t  t h e  
S t a t e  t r o o p e r s  w o u l d  b e  u n a b l e  t o  p r o v i d e  t h e  l e v e l  o f  l a w  e n f o r c e m e n t  
n e c e s s a r y .

May I  h e a r  f r o m  y o u  on t h i s ?

S i n c e r e l y #

P e t e r  L.  P l a t t e n #  Mayor

Po*Mt™ brand fax transmittal memo 7671 0o1 p»B»* ► /
To £ u l/J  

ttm 4 r a r r J ^ t / u  -e
C°. p i s Co o f

P,]ont,J ^ ^ T / j r y



\
City o/ Seldovia

P .O . D raw er B  

Se ld o u ia , A la ska  9 9 6 6 3

M a r c h  2 6 ,  1 9 9 1

H o n o r a b l e  G e o r g i a n n a  L i n c o l n  

A l a s k a  S t a t e  L e g i s l a t u r e  

P . O .  B o x  " V "  ( M S  3 1 0 0 )  

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

S U B J E C T :  H o u s e  B i l l  N o .  2 0 7

D e a r  R e p r e s e n t a t i v e  L i n c o l n :

T h a n k  y o u  v e r y  m u c h  f o r  s p o n s o r i n g  H B  2 0 7 .  W e  s u p p o r t  

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

r e f e r r a l  c o m m i t t e e s  i n  t h e  a f f i r m a t i v e .

Y o u r  B i l l  i s  o n e  o f  k e y  s i g n i f i c a n c e  t o  t h e  s m a l l e r ,  

r u r a l  t o w n s .  K e e p  u p  t h e  g o o d  w o r k .

V e r y  t r u l y  y o u r s ,

T H E  C I T Y  O F  S E L D O V I A

V e r n  C  M c C o r k l e  

C i t y  M a n a g e r
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Date Referred: March 25, 1991 FURTHER REFERRALS:

Date of Committee Action: </-/*> ■ #

The FINANCE Committee considered: HB 209

HOUSE BILL NO. 209 FILING OF PERIODIC BANK REPORTS

"An Act relating to time of filing periodic bank reports of condition."

RECOMMENDATIONS:
be replaced w i th ___________ _ _
[ ] have attached amendments(s)
[X] do pass 
[ ] do not pass 
[ ] no recommendations 
[ ] individual recommendations 
[ ] additional referral to t h e ____

A DOPTS:_____________________________ letter of Intent

ATTACHES NEW FISCAL NOTE(s): (Dept)

[ ] fiscal im pact__________________________

[ ] zero fiscal n o te________________________

APPROVES PREVIOUS:

[ ] fiscal note(s)____________

[X] zero fiscal note(s)

[ ] the same title 
.[ ] a new title

Committee

SIGNING DO PASS DP OTHER RECOMMENDATIONS DNP NR AM

K ly
,

v  t o e .  C m - V

T > J s '
S

X s '

/

Ch a ir m an 's s ig n ature
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HOUSE BILL NO. 209

IN THE LEGISLATURE OF THE STATE OF ALASKA 

SEVENTEENTH LEGISLATURE - FIRST SESSION 

I J Y  T H E  H O U S E  R U L E S  C O M M I T T E E  B Y  R E Q U E S T  O F  T H E  G O V E R N O R  

I n t r o d u c e d :  3/11/91
R e f e r r e d :  L a b o r  &  C o m m e r c e ,  F i n a n c e

A BILL 

FOR AN ACT ENTITLED

1 "An Act relating to time of Filing periodic bank reports of condition."

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

3 * Section 1. AS 06.05.045(a) is amended to read:

4 (a) Each state bank shall make at least four reports of condition each year to the

5 department on days designated by [IT], and on forms prescribed by, the department [it]. The

6 report shall be verified by an oath of the president, vice president, or cashier and by at least three

7 directors, certifying and subscribing under oath that they and each of them have personal

8 knowledge of the facts stated in the report and that the facts are true. The reports shall exhibit

9 in detail and under appropriate heads the resources and liabilities of the bank, and must be

10 received bv the department within 30 calendar days after the end of the period covered by

11 the report [AND SHALL BE TRANSMITTED OR MAILED TO THE DEPARTMENT

12 WITHIN 10 DAYS OF THE RECEIPT OF THE REQUEST FROM THE DEPARTMENT].

C
11110209a -1-

New T e x t  U n d e r l in e d  ID ELETED  T E X T  BRACKETED]
HB 209



STATE OF ALASKA
1991 LEGISLATIVE SESSION (H) Publish Date: 3 / 1 1 / 9 1

Revision D a t e : __________________________ Department Affected: Commerce 5 Economic Dev.
Title: An a r t rp la t in g tn timp n f f i l i n g  BRU: Banking, Secu ritie s u Corporations_
pe rio d ic bank reports o f cond itio n . Component: ° a n k 1 n 9 >  Secu ritie s 5 Corporations ,
Sponsor:       __ ^
Requestor: Rnvernnr___________________________  COMPONENT SER IAL NO. _ T ~ " _____

- " * j -  F ISC A L  N O TE

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

tn > JW2;

C V _ i _

Bill Version: HB 209

CAPITAL 0 1 0 r ° 0 0 0

REVENUE 0 . 1 0 . . 1, 0  .
0 0 ....

FUNDING: (Thousands of Dollars)

GENERAL FUND
FEDERAL FUNDS
OTHER
TOTAL 0 0 0 0 0 0

POSITIONS:

FULL-TIME 0 0 0 a 0 0
PART-TIME
TEMPORARY

Estimate of current year impact:. 0

ANALYSIS: (Attach a separate page if necessary.)

. 4 / i f l  J

By: W ill is  F. K irk p a tr ic k , Pi re c to r
Banking, Secu ritie s & Corporations

465-2521Prepared
Division:  — ....=>»   ■-------------- ^ ------- --------------------------------------

Approved by Commissioner: jQr» Glenn.Dlds------------
Agency: Department o f Commerce & Economic Develdpment_________ Date; JL /s *-//*? /

/
Distribution (by preparer): Legislative Finance, Legislative Sponsor, Requestor, OMB, & ' 'acted Agency(ies).
R e v  , 0/90 mmnrseP a g 9  _  0(



W A L T E R  J .  H I C K E L

S t a t e  o f  A l a s k a
O F F I C E  O F  T H E  G O V E R N O R  

• J U N E A U

M a r c h  1 1 ,  1 9 9 1

T h e  H o n o r a b l e  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  

A l a s k a  S t a t e  L e g i s l a t u r e  

P . O .  B o x  V  

J u n e a u ,  A K  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 .  1 8 ,  o f  t h e  A l a s k a  

C o n s t i t u t i o n ,  I a m  t r a n s m i t t i n g  a  b i l l  r e l a t i n g  t o  p e r i o d i c  b a n k  

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

U n d e r  e x i s t i n g  A S  0 6 . 0 5 . 0 4 5 ,  s t a t e  b a n k s  a r e  r e q u i r e d  t o  f i l e  

p e r i o d i c  r e p o r t s  o f  c o n d i t i o n  w i t h  t h e  D e p a r t m e n t  o f  C o m m e r c e  a n d  

E c o n o m i c  D e v e l o p m e n t .  T h a t  s t a t u t e  r e q u i r e s  t h e s e  r e p o r t s  t o  b e  

f i l e d  w i t h i n  1 0  d a y s  a f t e r  r e c e i p t  o f  a  r e q u e s t  f o r  f i l i n g  f r o m

t h e  d e p a r t m e n t .  T h i s  b i l l  e x t e n d s  t h a t  f i l i n g  d e a d l i n e  t o  3 0

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

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

c o n s i s t e d  o f  a  o n e - p a g e  b a l a n c e  s h e e t .  N o w ,  t h e  c a l l  o f  

c o n d i t i o n  f r e q u e n t l y  r e q u i r e s  o v e r  2 0  p a g e s  o f  f i n a n c i a l  

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

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

a c c u r a t e .  T h e  3 0 - d a y  p e r i o d  s e t  b y  t h e  b i l l  c o r r e s p o n d s  w i t h  t h e  

t i m e  p e r m i t t e d  b y  t h e  F e d e r a l  D e p o s i t  I n s u r a n c e  C o r p o r a t i o n  

( F D I C )  t o  f i l e  s i m i l a r  r e p o r t s .

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

I  u r g e  y o u r  s u p p o r t  o f  t h i s  b i l l .

W a l t e r  ^ / H i c k e l  

G o v e r n o r





( I I )
Date Referred: May 9, 1991

S

Date of Committee A ction: ^

f  '  )U S E  C O M M IT T E E  R E P O f  ’

FURTHER REFERRALS:

The FINANCE Committee considered: 

MOUSE BILL NO. 210 REGISTRATION OF SECURITIES

H B  210

"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."

w i  (he same title 
___________________________________________I ] a new title

RECOMMENDATIONS: 
be replaced w ith _______
[ ] have attached amendments(s)
[ v f  do pass 
[ ] do not pass 
[ ] no recommendations 
[ ] individual recommendations 
[ ] additional referral to th e ____ C ommittee

ADOPTS: letter of Intent

ATTACHES NEW FISCAL NOTE(s):

[ ] fiscal im pact___________________

(Dept)

t ] zero fiscal note

APPROVES PREVIOUS:

[J f  fiscal note(s) D C SO  ^ tM qi 

[ ] zero fiscal note(s)_______

(Dept/Dale)

SIGNING DO PASS DP OTHER RECOMMENDATIONS DNP NR AM U
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Revision Date: ____________________
Title: Amend the Alaska Secu rities

S T A T E  OF ALASKA
1991 LEG ISLA TIV E SESSION

Act of 1959

Sponsor:
Requestor:

Rules Committee
Governor

•7.

F IS C A L  N O TE
■ ■.

No. 1
Bill Version: HB 210
(H) Publish Date: 3 /1 1 /9 1

Department Affected: Commerce & Economic Dev.
BRU: Banking, Secu ritie s & Corporations 
Component: Banking & Secu ritie s____________

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 G ~ Q Q

CAPITAL 0 0 1 "  o 1 0 0 0

REVENUE 400.0 500.0 1 500.0 1 550.0 .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:.

Prepared By: 
Division: Banking, S e c u r i t i e s  & C o rp o ra t io n s 2/20/91
Approved by Commissioner: — Glenn A. Olds
Agency: Department o f Comnerce & Economic Developmpnt zmm
Distribution (by preparer): Legislative Finance. Legislative Sponsor, Requestor, OMB, & Impacted Agency(ies).

Page 1 of _1_Rev 10/90
WFK/KP/dg18954D/022091 a O O M " ' T T E e  C 0 P Y
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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-
New Text. U n d e r l in e d  (DELETED T E X T  BRACKETED ]

H B  210

i it .»



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-
Toxt. ’J n d n r l  i n r r l  [D ELETED  TE X T  BRACKETED ]
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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.
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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
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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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(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
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■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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CS FOR HOUSE BILL NO. 213 ( F-|/y/ )

IN THE LEGISLATURE OF THE STATE OF ALASKA 

SEVENTEENTH LEGISLATURE - FIRST SESSION

BY

Offered:
Referred:

Sponsors): REPRESENTATIVES GRUENBERG, Koponen, Moyer, MacLean, Ulmer, Brown, B.Davis, Bruckman, 
Lincoln

A BILL 

FOR AN ACT ENTITLED

1 "An Act providing for legislative review 2nd approval of current and future proposed

2 settlements of the state’s claims against the Exxo,i Corporation and its subsidiaries arising

3 out of the Exxon Valdez oil spill; requiring the governor to notify the legislature about

4 ongoing settlement negotiations; relating to the confidentiality of information relevant to

5 proposed settlements; and providing for an effective date."
%

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

7 * Section 1. FINDINGS. The legislature finds that

8 (1) the possible setdement of the state’s actual and potential claims against the Exxon

9 Corporation and its subsidiaries arising from the Exxon Valdez oil spill would have far-reaching effects

10 on the welfare of the people of the state, the disposition of state funds, and the status of large areas of

11 state land;

12 (2) it is o f paramount importance to the state’s interests that any settlement proposal

13 regarding these claims be submitted to the legislature for review, that the state not bind itself with regard

-1-
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1 to any settlement until the legislature has had an opportunity to review the proposal, and that the

2 legislature be given the opportunity to prevent any settlement that is not in the public interest; and

3 (3) the present administration has submitted a proposed settlement to the legislature for

4 public review and approval.

5 * Sec. 2. The state may not bind itself with regard to the proposed settlement described in sec. 1(3)

6 o f this Act unless the legislature gives its assent to that settlement. The state may bind itself with regard

7 to that setdement if  both houses of the legislature pass a concurrent resolution giving assent.

8 * Sec. 3. The governor or the governor’s designee shall keep the legislature, through the president

9 o f the senate and the speaker o f the house or their designees, informed, on a daily basis if  possible, of

10 any ongoing settlement negotiations o f the actual or potential claims described in sec. 1(1) of this Act,

11 including settlement negotiations that occur while the legislature is reviewing a proposed settlement

12 under this Act.

13 * Sec. 4. (a) Before the state binds itself with regard to any proposed setdement to resolve the actual

14 or potential claims described in sec. 1(1) o f this Act, the governor shall submit the setdement to the

15 president of the senate and the speaker of the house.

16 (b) If a proposed setdement of claims described in (a) o f this section is submitted to the

17 legislature, the state may not bind itself with regard to that setdement unless the legislature by concurrent

18 resolution either waives its right to review the setdement or assents to it.

19 * Sec. 5. (a) Information relevant to any proposed setdement submitted to the legislature under sec. 2

20 or 4 of this Act, including the terms of the setdement, is not confidential, except as required by law.

21 (b) The Department of Law shall maintain for public review full documentation of each proposed

22 setdement submitted to the legislature, as well as the final setdement.

23 * Sec. 6. This Act takes effect immediately under AS 01.10.070(c).

W O R K  D R A F T  W O R K  D R A F T  W O R K  D R A F T
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