UNITED STATES
SECURITIES AND EXCHANGE COMMISSION
WASHINGTON. DC. 20549

QIVIEION OF
MARKET RECLULATION

August 8, 1986

Briec D, Roiter, Esg.
Debevoise & Plimpton
1777 F Street, H.W.
Washington, D.C. 20006

Re: Sections 3{a)(10), 5, and & of the Securitles
Exchange Act of 1934

Dear Mr, Roiter:

This 18 in response to your letter of May 19, 1986, in-
forming the staff of proposed changes in the struocture of the
Security Pacific Naticonal Bank's {"Security Pacific™) pro-
posed system for trading coptions on U.5. Treasury securities
{"0TC System™) and reguesting that the staff: (1) reaffirm its
no-action position with respect to registration of the OTC System
as an exchange pursuant to Secticon 6 of the Securities Exchange
Act of 1934 {("Exchange Act") and {2} take the position that it
will not recommend enforcement action to the Commissieon if the
guarantee of the opticns traded Iin the O0TC System, which is
provided by the General Blectric Credit Corperation {("GECCY), is
not registered with the Commissicon under. the Exchange Act, pur-
suant to Section 3(a}{10) of the Exchange Act.

Under the terms of the origipal no-acticn letter, 1/ Securi-
ty Pacific was to act as the issuer and guarantor of all opticns
traded in the OTC System, a function comparable to the function
performed by the Options Clearing Ceorporation with respect to
exchange traded opticns, You represent that, doe to certain
cansideraticns relating to the federal banking laws, Securlty
Pacific has restructured@ the 0TC System to withdraw from the rcle
of lssuer and guarantor of the options.

You represent in your letter that the GECC Options Corpo-
ratioen ("GOC") will issue the options pursvant te the provisions
of an agreement (“"Operating Agreement™) among GECC, GOC, Sec¢urity
Pacific Opticns Services Corporation {"SPOSC"™), Security Pacific
Options Trading Corporation [(™SPOT™) 2/ and the Security Pacific

1} See letter to EBric D. Roiter, Debevolse & Plimpton, from

Richard T. Chase, Asscciate Director, SEC dated July 12, 19885
{71985 Letter®}.

2} SPOSC will perform the clearing functicens and SPOT will per-
‘form the brokerige fuhctions for the OTC System.
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Corporaticon ("SPC"). 4/ GOC will register the options under the
Securities Act of 1933 (®"Securities Act"™). GBCC will fully and
unconditionally guarantee the obligations of GOC in respect of
optiong issved in the OTC System. GECC will register the gua-
rantee of the options under the Securities Act. 1In addition,
Security Pacific has agreed to fssue a revolving standby letter
of credit for the account of OTC System Particlpanta. _5/ The
letter of credit is payable to GOC in an amount not to exceed $35
million in the event of certain specified defaults by one or more
Participants. You represent that issuance of the letter of
credit will be specifically approved by management of Security
Pacific with responsibility for credit decigiens.

on the bhasis of the representations in your letter of May
19, 1986, as well as the representations contained in the Original
No-Action Reguest, _6&/ the staff will not recommend enforcement
action under Section 5 of the Exchange Act against Security Paci-
f£ic, lts affiliates or Participants in the 07C Syatem if Security
Pacific operates the OFC System in the manner described without
registering under Section €(a) of the Exchange Act, Furthermore,
the staff will not. recommend enforcement action to the Commission
against GECC or Security Pacific if they do not register the
guarantee of the options, which cannot be traded separate from
the underlying coption, with the Commission under the provisions
of the Exchange Act.

As a condition to this staff position, we reguest that
Security Pacific provide us on a gquarterly basis certain data
on the operation of the System. Sopch data is necessary to review
the operation of the QTC System, as well as the coptinuing
appropriateness of the staff no-acticn position., Specifically,
we request data on: (1) the number and {dentity of (a) Participants
in the system apd (b} applicants who have been denied partici-
pation; {2) the volume of transactions through the system; (1) the
nenber of options positions that are (a) clesed out by offset,
{b} exercised, and {(c) allowed to expire; (4) the number of
defaults on options contracts; {5} the number of, and cost to,
Security Pacific (or its affiliates) of satlsfying such defaults;
and (6) the number of, and estimated cost to, Particlpants of any
defaults not satisfied by Security Pacific, GECC or GOC. We
reguest that Secority Pacific provide the staff with corrent

_4/ sPC is the holding company parent of Security Pacific,
SPOSC, and SPOT,

_5/ Participants will include primary dealers, other dealers in
U.58. Government Securitiea, and instituticnal investors,

6/ See letter from Eric D. Roiter, Debevoise & Plimpton, to
Divisien of Market Regqulatjon, dated July 12, 1985 and reply
letter from Richard P, Chase, Associate Directer, SEC to
Eric D, Roiter, Debevolse & Plimpton, dated July 19, 1985,
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copies of any ruvles, regulations or similar deocuments as well as
copies of any contracts Participants must sign. The staff also
regquests that Security Pacific provide the staff with thirty days
prior notice of any material changes in the operation of the omC
System that are contemplated in order for the staff to re-
evaluate this no-action position In light of such changes.

In addition this staff position is conditioned upon the

agreement of Securlty Pacifile, if Security Pacific should elect

to terminate or suspend its Treasary options program for financial,
operational or other reasens, to continue to operate the program
as leng as any options issved under the program remain cutstanding,

This ne-action pesition is conditioned on the current and
continuing accuracy of the representations noted above and
the information in the Original No-Action Request, Specifically,
the neo-acticn position is based solely on the current method of
operation of the OTC System as described by Security Pacific; any
change in the operation cof the OTC System may lead the staff to
re-evaluate its position., The position is further conditioned on
your providing the Commission with the requested information.
Faiiure to comply with these representations or conditions would be
grounds for withdrawal of the no-action positien, In addition,
this po~action position is based on the current law governing
participants in, and the market for, Treasury securities; any
changes in such law may supersede this no-action position or
reguire the staff to re-evaluate this position.

Finally, the no-action positicn is sublect to modification
or revocation at any time the Commission determines that
modificatien or revocation is consistent with the public in~
terest or the protecticn of investors.

The foregoing is a staff position regarding enforcement
acticon only and should not be understoed to express any legal
conclusions regarding the applicability of statutory or regu-
latory provisions of the federal securities laws. OQur position
iz based sclely on the representations you have made; anay
different facts or conditions might require a different response.

Sincerely,

AN B

Richard G. Ketchum
Director
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