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PREFATORY NOTE
A. GOALSAND OBJECTIVES

The Uniform Moneyservices Act (JMSA” or “Act”) is a state safety
and soundnesslaw that creakes lcensing provisions for various types of morey-
services businesses (“MSBs”). ke many Sates have laws that deal with the
sale of payment instruments, state regulation of mtraegmission, check
cashers and currency excharmsgsrextremely varied. Furthermore, onlige
States have attempted to create statutory frameworks which ¢ignéoghe
various types of MSBs in a manner that assists regulators and attgemeyal
in terms of law enforcement and the prevention and detection of money
laundering.

The UMSA creates a framework that connects all typ&4SBs and
sets forth clearly the relationship between a licensee and its sales outlets.
Uniformity should create a levelaying field with respect to thentry of MSBs
into various &ates. More gemally, the uniformity of the reporting and record
keeping requaments should enkghindustry tacomply with mitiple state
requirements in a uniform and costeetive manner Uniform licensing,
reporting and enforcement provisions for MSBs will serve agaraeterrent
to money laudering than will d&ost of varing state laws.

In some &tes, this Act will replace existing licensing laws for money
transmitters and possibly check cashers. For the vast majp#igtes, this Act
will provide new provisions for dealing with currency exchasdehich are
virtually urregulated at #nstate level). iferent $ates may decide to adopt
different parts of this Act, which is why this Act has separate licenkaqgers
for the diferent tygs of moneyesvices.

The UMSA provides a unique opportunity fdates to take a consistent
approach to the licensing and regulation of stored value and other forms of
emeqging Internet and electronic pagnt mechanisms. A uniform and
consistent appraa will provide les of a barrier taompetition andrgwth in
these new sectors. For the majority t@t&s, this Act will provide a new
approach to thedatment of storedalue and eleainic currencyat the state
level. A handful of &ates have bem to license andegulate such derse
entities as nonbank stored-value issuers, Internet bill paymeiteseand
Internet money transfer sereg Rather than create a varied and complex
regulatory system fahese emejing paynent service praders, the UMSA
attempts to provide a simple and consistent set of licensing requirements for
these new entitge

B. BACKGROUND

1. What isa money-services business?



MSBs are nonbank entities that do not accept deposits or make loans like
traditional banks or financial institutions. Ratttbey provide alternative
mechanisms for pgons to make payents or to obtainucrency o cash in
exchange for payment instruments. MSBs engagee following types of
financial activiies:

C money transmission (e.g., wire transfers);

C the sale of pagent instruments (@, moneyrders, travelés checks,
and stored-value);

C check cashing; and

C foreign currency exchange.

MSBs have also been referred to as nonbank financial institutions (SNBFI
or nondepository providers of financial services (“NDPs”). Theadled “core”
customers of MSBare “unbankedtonsumers or pgons that do not maaih
formal relationships with banks/depository institutions. MSBs also are
attractive to a growing range of customers becauseofferya wide range of
services under one roof (e.g., consumer financial services, tedateler
services, postal and packaging services, etc).

An MSB might be a laye national company withfafes and salesutliets
nationwide. An MSB might also be small business located in a corner shop in a
local community MSBs are not b&s. They do ot accept whatra typicaly
conceived of as deposits and do not make loans. As of 1996, there were
approximately 158,000 MSB outlets or sales locations that provided financial
services involving approximately $200 billion annually throughout the United
States' As noted belowthe growth of new types of Intet-based payment
services means that new business entities are entering the monessssector

2. Why have varioustypes of M SBs been grouped together in the
UMSA?

MSBs have been grouped together conceptbaitause they: (1) provide an
interrelated group of services (often to the “unbanked” population), and (2) are
not regulated in the same fashion as depository institutions. Mang bfeB
more than one of the services listed above. For example, a customerechay ne
range of seiices. He mayake his pagheck to a ché&ccasher to havie
converted into h; he then mageed to purchasemoney orer to pay his
bills; finally, he may need to send funds to relatives abroad via a wirestransf

Additionally, the services téred by MSBs have been identified as
vulnerable to money laundering in recesars. As depository institutions have
come under increased federal and state oversight with respect to money
laundering, théederal goveament has turneits attention to MSBas a
possible means for transporting illegally obtained maregonverting lage
cash proceedstio more easilportable payent instruments.

! Coopes & Lybrand,“Non Bank Fhancal Ingitutions: A Sudy of Five Sears for the Riancial
Crimes Enércement Netork,” Final Repori{Februaryl990), at 2.



Most MSBs have a primary function or business activagnfwhich they
derive the majority of their revenue (e.g.,@heashing or money transmission)
but also dier secondargr ancillaryservices. Fopently MSBs serve as
authorized vendors or sales agents of another MSB as well (with respect to a
secondary or ancillagctivity). Money transmitters and pagnt instrument
sellers often rely on a distribution network of sales outlets in order to conduct
their business. &fy often beck cashers doreign curracy exchangrs will
serve as salespresentative®r money tansmitters. Consagntly check
cashers or currency exchangei @¥fer moneyransmission senés or sell
money ordes and travelé checkssolely as contractors for money
transmitters.For the sake of consistency, theterm “authorized delegat€’ is
used in this Act when referring to the sales outlets.

3. Expansion of theterm M SB to include I nter net-related payment
mechanisms and “cyber payments’

To date, severalt&es have taken the position that the transfer of money
over the Internet or the use of an electronienEyt instrument is the equivalent
of money transmission or the sale of physicahpayt instruments in the brick
and mortar world. Internet payment seegican be viewed as the equivalent of
traditional money services because thsyalso nondepository providers of
financial services. Furthermore, Internet-relatgdEnt companies accept
customer funds for transmission to third parties in the same way that traditional
money services accept funds either in exchangsalerof a payment instrument
or for transmissio to a third party Such Internet payment mechanisms include
online bill payment services, Internet funds transé&vices as well as stored-
value issuers (which sell stored value that can be used onliniiree)of

4. M SBsand money laundering

There has been concern about the role of MSBs with respect to money
laundering. As banks have come under heightened regulation andsaper
with respect to money laundering, criminals have had to turn to opiess oy
financial institutions in order to transport their money easily and to donve
larger amounts of physical currenicyo smaller more portable payment
instruments. Of course, the majority of MSBs are law-abiding businesses that
have anti-monelaundering comliance progams and who coopae with
regulatory and law enforcementioials to prevent and detect money
laundering.

Customers often ka different relationships with MSBs than customers do
with depository institutions. ypically, a customer hasangoing ret@onship
with a financial institution (i.e., his or her bank). This enables a bank to know
its customer and to identify a pattern or behavior thatsuggest illegal
activity. By contrast, customers who utilize MSBs may do sousecaf the
greater anonymitthe services provide. One does not need to be an existing
“customer” of a MSB as is the casd@th a bank. A cusimer can repéadly use
different MSBs to tmrasact business.

Additionally, MSBs are nbalways subjet to the sane level of Icensing,



regulation and state oversight as are depository institutions. Menages are
provided a bit dferently than financial services in depositorgtitutions.

Many money transmitters and pagnt instrument sellers use networks of
independent sadeoutlets (i.e., dhorized delegas) as the siteshere business

is transacted. These sales outlets are operated under contract with a money
transmitter and hence are not directly supervisetidoynoney transmitterThe
role of the authdzed delegatesith respect to moydaunderig has come

under heightened scrutinf@ate oversightidhese deledas varies gely,
especially with respect to law enforcement. This Act attempts to diagify
relationship of anoney tranwitter licensee uh the various degates with

which it contracts. This Act also provides regulators with greater enforcement
powers with resp to the deledes.

How do MSBs serve as vehicles for money launderimgSoine instances
MSBs may asst clients to evadiederallymandated reponty requiremets
with respect to currency transactions in excess of a certain dolbam& For
example, deleges of moneyransmitters mighaccept illicit funds from a
customer and themansfer the fnds overseas in sitex amounts in ordego
evade fedetaurrencyreporting reguements.

Additionally, MSBs may serve as anothkyér" in a chain of funds
transfer. In other words, a customer mag an MSB in order to mask his or
her identity A currencyexchange houséor example, milgt accept caslidm a
customer, which it will then deposit in its own bank account at a commercial
banking institution. The origin or source of the funds would be "disguised"
because the bank will attribute ownership to the currency exetmrsiness.
Similarly, a wire transfer service magcept funds from a customer and wire
them through its own commercial bank for a small commission. Again the
source of fundsan be masked. These by monelaunderers of mmey ordes,
whether issued by the United States Postal Service onaygpcompanies, and
traveler’s cheks, has also beelocumented. Thease with which #se
payment instruments can be redeemed or negotiatedhaigg/them attractive
tools for money laundering. For example, moorlers are negotiable, may be
made out to "cash,"” and operate as a cash substitute.

While new or emerging paymentssgms may not yet pose a money
laundering threat, such technologies pose potential risks. As the Financial
Action Task Force (FATF) has noted: "[e]lectronic pursgesys would present
a launderingisk in the future itheir upper limits wre to be raisesubstantially
or removed altogethef."FATF has also ried that electrda purse sytems
such as stored-value cards pose increased risks for naamelering when they
are utilized for mss border pugses. Electronicurrencyor cyberpyments
also may @ate risks, if thedo not inclué mechanisms fdeaving an audi
trail when value is changed from one holder to another. Addition®&Iy-has
noted that the new payment technologies have features similar to traditional

2FATF is an “intergovernmental body which develops and promotes policies, both nationally and
internationally to combat money ladering.” <http://

wwwoecd.og/fatf/> (visited June 15, 2001)5ee also
<http://wwwoecd.og/fatf/FATDocs_ermtm#Tends>




systems of electronic funds transfer: rapiditgxecution, dematerialization,
and the potential agnitude of théransactions.

5. Existing regulation of M SBs

In 1994, Congress enacted the Mohayndering Suppression Act of 1994
("MLSA"). The MLSA is Ttle IV of the Riegle Community Development and
Regulatory Improvement Act of 1994 (PubNo. 103-325, 108t&t. 2160,
2243). (The MISA recommended &éih Sates enact urafm laws to regate
MSBs. The MLSA also called upon thee@sury to promulgate a registration
rule for MSBs. The registrain requirement is atsmeant to educate MSBs
about their requiremestunder the federal Bank Secrecy Act ("BSA")

The MLSA uged $ates to enact uniform laws to "license and regulate”
MSBs including "busiresses whictprovide chek cashing, arrency exchage
or money trasmitting or remiince service®yr issue or redee money ordes,
traveler's checks and other similar instrumeh@dhgress spedially
requested that tha&es develop uniform legislation under the auspices of either
NCCUSL or the American Law Institute. Section 407 of theSMlalso called
for the Sates to enact aivor criminal penties for MSBs whodil to comply
with the currency reporting requirements of treefal BSA.

Direct oversight of MSBs occurs at the state level through state licensing
laws. Sate licensingregulation anadversight of MSB vary geatly from $ate
to Sate. Because state legislation focuses on licensing and aadiety
soundness, the UMSA also focuses on these issues. The sale of payment
instruments and money transmission is the most regulated activity with more
than 44 $tes having some form of law that regulates the sale of checks and
other payment instruments and/or money transmissitaiesSvary to the extent
in which they regulate both pagnt instrument sellers and money transmission
— with some &tes regulating money transmission, others the sale oigoay
instruments and stibthers a combirtin of the two actities.

Far fewer $ates regulate the check cashing indusfrgproximately 24
States currently have specific check cashéaggslation. Check cashers are often

3 The federaBank Secrecyct is ashort nme for The FiancialRecordkeepig and Reportig of
Currency and Foreignransactions At of 1970 Title Il of theBSA, Records and Repsron
Monetary Instrumats Transadbns iscodified at 31 U.S.CSection 531 — 532. See alsa31
C.FR. Part 1B.11 et. seq.

4 Congress recommended thaproposed Uniform Act woulahélude:

(1) licensing requirements for BBs;
(2) licensing standards for MSBs that focus on:
(a) the business records and capital adequacy of the MSB; and
(b) he canpetnceand epeience ofthedirecbrs ad oficersof the MSB;
(3) reporting requirerants concerning disclosurd tees for services offered to consumers;
(4) procedures to comply with federal currency transacteporting requirements; and

(5) criminalpenaltiesdr the operation odn MSB business withoatlicense.



licensed but arsubject to less ovaght than chdcsellers. This is &y in part,

to a perception that check selling poses a greater risk to consumers that check
cashing. Check cashers alsteptervices such as wire transfers or the sale of
money ordes as authorized tiyates. Net wth requirementare typicly less
stringent for heck cashers. hEse businessemealso examinedds frequently

(if at all) by the state banking authordy other supervisory bodyCurrency
exchange is the least regulated with approximatela@&Sregulatup this

activity.

The existing state laws vary in terms of detail and the requirements imposed
on MSBs, the tye of enforcenm@ mechanisms andcaords availaklto
regulators, aththe nature of palties for non-empliance with revant state
laws. The Money Transmitters Regulators Association (“MTRA”), an
association of sta regulatorshiat deal with ceain aspects of nmey servies,
has developed a model legislation outline that lists some of the core elements of
a state licensing lawSome of the common elements of existing state law
include:

C licensing and registration of MSBs (with more detailed requirements for
payment instrument sellers and money transmitters thahdokc

cashers or currency exchanggrs)

bonding, collateal, and net wokt requirements;

examination of MSBs;

record keepingequirements;

reporting requements;

enforcement powers; and

civil and/or crimnal penalties.

000000

C. SCOPE OF THE LICENSING PROVISIONSWITHIN THE UM SA

The Act has two separate licensing regimes. The first is for money
transmitters (consisting of money transmitters, paynmstrument sellers, and
certain types of Internet pagnt services). The second is for check cashers and
currency exchangerd.he difference in licensing regimes is due to the fact that
check cashers and currency excleasglo not pose the same type of sadety
soundness conces for state radators as other pes of MSBs. This isdzause
check cashers and currency excleasglo not accept funds from consumers for
obligations that might remain unpaid. Rather, both check cashers and currency
exchangers immediately provide customers with funds. There is no risk that
customers may lose their money (unlike the risk posguitghasing a money
order that might not be redeemed). Therefore, check saaieicurrency
exchangers are subject to different types pbmeng and record-keeping
requirements ahsimilarly ae exempt from bondnd net worth redrements.

1. Money transmission under the UM SA
In order to engage in mon&gnsmission, a person must first obtain a

license under Aicle 2 of this Act. Money transiitters that obtain Bcense
pursuant to Article 2 of this Act are also permitted to engage in check cashing

Vi



and currency exchange without obtaining a sgpdicense for those activities.
The licensing requirements for money transmission a&atgrthan for check
cashing or currency exchange. fiere, it is possible for an Article 2 money
transmitter to engage in check cashing and currexdyange without obtaining
a separate license. This is because the regulator will have obtaifhgdrguf
information under Article 2 to satisfy the requirements for cheskicg and
currency exchange licenses. The regas not true. A licensed check casher or
currency exchangenay not engage in moryetransmissio on its own behalf
without first obtaining an Article 2 license.

Entities that serve as authorized delegates (i.e., sales agents) for money
transmiters are allowed to engage imoney transnssion wihout obtaning a
separate money transmission license so long aslthegt engage in money
transmission outside of the scope of their contract with the principal transmitter
In other words, if the authorized delegate startsfar afioney transmission on
its own behalf, then it needs to obtain its own license.

2. Check cashing under the UM SA

Normally a person who wigls to engageicheck cashingill have to
obtain a license under Article 3 of the Act. There are several exceptions to the
licensing requirement. First, check cashers that are authorizedtdglefya
money transmitters are not required to obtain a separate licerbe ddr
cashing so long as they remain authorized dedsgd a money transmitter
licensed under Article 2. Soméages may dpo amend this reiqpement so
that all check cashers need to be licensed under Artiddei3ons tht engage
in a small amount of check cashing that is incidental to their primary line of
business are also excluded. This is achieved by stating thatesabns that
receive at lest $500 within a 30a) period fom check cashgnactivity, must
obtain a license.

Money tranmnitters who are liensed under Axle 2 are also pmiitted to
engage in check cashing and curremaghange without an additional license.
As noted above, by satisfying theegter licensing requirements imposed by
Article 2, the regulator will have didient information about money
transmitters to allow them to also engage in currency exehamdjcheck
cashing. Simildy, a currencexchanger whodas an Article 4 liense may ab
engage in check cashing. The information required of bothtaieA3 licensee
and an Atrticle 4 licensee is virtually identical. Therefore, @péication under
either Article 3 or 4 will provide the regulator with Bcient information about
the applicant.

3. Currency exchange under the UM SA

Normally a person who wigls to engage icurrencyexchange will heae to
obtain a license under Article 4 of the Act. There are several exceptions to the
licensing requirement. First, currency excleasghat are authorized delegates
of money transmitters are not required to obtain a separate lioercsgrency
exchange so long as they remain authorized delegaa money transmitter
licensed under Article 2. Soméages may dpo amend this regquement so

Vil



that all currency exchangers need to be licensed éatlele 4. Persons that
engage in a safl amount of cuancy exchage, which is inidental to their
primary lineof business, ardsa excluded. This ishieved byequiring only
those persons that receive revenues equal or greater than ieetmdrtotal
revenues from check cashing to obtain an Article 4 license.

Money tranmitters who are liensed under Adle 2 are also pmiitted to
engage in check cashing and curresaghange without an additional license.
As noted above, by satisfying theegter requirements imposed by Article 2, the
regulator will have stitient information about money transmitters to allow
them to also enge in curreng exchangand check casig. Similarly a check
casher who has an Article 3 license may alsagagn currency exchange. The
information requred of both an Arcle 3 licenseerad an Article 4 liensee is
virtually identical. Therefee, one applidgon under eitheArticle 3 or 4 will
provide the regulator with didient informaton about the applant.

4. Specific features of the UM SA licensing requirements

The UMSA does not deal with issues such as consumer rate and fee
regulation for check cashing. The scope of this Act pertains solshfety and
soundness as thatiates to the pvention of moneyaundering. Noetheless,
the UMSA is not meant to replace or supplant existing consumer protection
laws relating to check cashing. Insteidm UM SA is meant to coexist with
existing state consumer protection laws.

Additionally, the licensing provisions for check cashing are separable to the
extent that Gtes have existingws that combinedensing provigins with
consumer protéion provisions. Asaoted above, the MSA requires onlyhose
check casherthat are not authized delegateto become licees. Relatively
few check cashersfef check cashing exclusively withoutering an ancillary
service of money transmission on behalf of another licensed nramsynitter
Thus, the majority of check cashers will be authorized delegatesthisdAct
and subject to certain enforcement measures rather than a full fledgsahiice
scheme.

The UMSA ofers Sates some flexibility with respect to their regulatand a
supervisory practices. For example, the requirements that a lidé@see
annual renewal form have been bracketed. This is because wtaeel3amine
a licensee annually rather than require the fiihgn annual report. Other
States by contrast, prefer to utilize annual reports in lieu of examinations.
Satesthus have a menu of options presented within the uniform
framework of thisAct. Similarly, Sates will retain $cretion with repect to
important issues shas licensing f&s and bondingna net worth requements.

D. INTERNET PAYMENT MECHANISMS AND STORED VALUE
The UM SA takesthe approach that certain cyberpayment mechanisms

pose the same safety and soundness concerns astheir brick and mortar
counterparts. The UMSA incorpaaites certaimkernet pajent mechanisms

viii



into the statute’s licensing framework. Howevke Act does not include new

or different licensing regimes for such payrmmechanisms. The cyberpayrhe
licensing requirements set forth in this Act are not complex and cumbersome.
Rather they areimple and meant tqoaly the existig licensing fameworks to
new technologies. Existing definitions have been expasidgly to take into
account the fddhat (1) Intenet paymet mechanisms andeain many espects
the functional egjvalent of tradibnal moneyransmission, an@] that the sale

of stored value is in many respects analogous to the sale of traditiomamay
instruments suchsanoney ords.

This Act expands upon our traditional concept of “moneyith\tthe advent
of the Internet and new microchip technoldlgg possible to exchange value
that is not “money” in the traditional sense. The UMSA consequemydeas
a new definition of “monetary value”.ike money monetary value can be
transmitted. Similarly issuers need not sell a physical tangibhegrday
instrument in ordeto issue value to cgsumers. It isgssible for consuers to
purchase redeemable value that may erigt in a computerized format.
Hence, this Act contains a definition of stored value that is distinct from the
traditional payment instrument. Listed below are examples of some of the new
types of pajent mechanisms thpotentiallyfall within the scpe of the Act.

1. Sored value

Stored-value prducts are a rent innovation in panent sgtems
technology Sored-value products possess certain basic characteristics.
According to thd-ederal Resee, stored-valuproducts share e attributes:
“(1) [a] card or other device electronically stores or providesss to a
specified amount of funds selected by the holder of the deviceraitabée for
making paynents to others; (2he device is thenty means ofoutine acces®t
the funds; and (3) the issuer does not record the funds associated with the device
as an account in the name of (or credited to) the htlder

Stored-value cards are also known as “smart” cards, prepaid cardijesr va
added cards. These cards record a balance on a computer chip that is debited a
a point-of-sale terminal when a consumer or individual makes a purchase.
Typically, a consumer will pay a bank or other provider manexchange for
a card that is laked with value. Téivalue can evahce the provid&s promise
(typically to paymoney), or can evidence the promise of a trustwahiing
party The consumer uses the card rather than paper cutcepaschase goods
and services. Merchants who accept smart cards giaalty transfer the value
of accumulated credits to their bank accounts. A smart card is not typisadly
for transactions over the Internet, although this beghanging with the advent
of new credit-card products that include a stored-value component. Several new
services, howeveprovide for rerate paymerstto be made bglectronic
currency that is stored on the hard drive of a pessmmhputer

Several &tes have begun to include stored value within their existing
money transmission lawConnecticut, for example, has defined stored value as

5 Electronic Funds Tansfers (Regulation E), 61 Fed. Reg. 19, 696 (1996).



a form of “electronic payment instrumeftThis term would also include
electronic traveler's checks. edf \irginia defines “currency transmission” or
“money transmission” to include “the transmission of funds through the
issuance and sale of stored-value cards which are intended foalgene
acceptance and use in commercial or consumer transactiotiset $ates,
such as @xas, have included stored-value providers by interpretation. The
Texas Banking Department has explained, for example, its rationale for
requiring nonbak issuers of opesystem storevalue cards tobtain a license
under the &xas Sale of Checksct:

Stored-value aals issued byonbanks for us@i‘open” sygtems (i.e., to
purchase goods and servicefedd by vendors other than the issuer of
the card) will generally be subject to uégfion under the Sale of Checks
Act because the nonbank issuer is holding the funds of third parties.
Consumers are relying on the nonbank issuer that the card will be
honored when presented by the purchaseoodig and services at
diverse locatios?®

Oregon is anothert&e that has included a provision for the regulation of stored
value. Section 2 dhe Sale of Check&ct includes a danition of electonic
instrument which “means a card or other tangible object . . . for the storage of
information, that is prefunded and for which the value is decrement upon each
use.” The term excludes “a card or other tangible object that is redeemable by
the issuer in the issuer’'s goods and servitkes.”

2. E-money and Internet payment mechanisms

New types of cyberganents or Internet payent mechanisms have been
referred to byegulators andommentators bg host of dierent names
including electronic cash, digital cash, electronic curresg Internet or on-
line scrip (“E-moey”). Emoney refes to money oa money sulbisute that is
transformed into information stored on a computer chip or a personal computer
so that it can be transferred over information systems such asdireet.
Technology permits the transmission of electronic value over networks that link
personal computers (PCs) and the storage of electronic cash on the hard drives
of personal compars.

The first type is through use of a traditional payt mechanism such as
Automated ClearmpHouse (“ACH) or a credit cal. The Intamet serves as a
mode of communic¢en only The second type of Internet pasnt
mechanisms involves “E-monéyne type of Internet-badd=-money system
has been described as a token or notational system. These cdrapater

5 CoNN. GEN. STAT. ANN. Section 36a-596 (st Supp. R01). Connecticut efines electroit
E)ayment insument as stred value, nothie reverse.

W. VA. CoDE Section 32A-2-1(6) (Wst 1999).
8 See Remarks of Catlerine A. Ghiglieri, Texas Department of Banid to the PULSE EFT Assoc.
Member Conference (€ober 1, 1996) (visiéd June 15, 2001) located at
<http//wwwbanking.state.tx.us/esxc/speecthOa.htme.
jOOR. REvV. STAT. Section 717.200(7) (@&t 1999).
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systems invole a customer punasing electmic tokens, whichesve as cash
substitutes for transactions over the Interneith Wis type of system, “money”

or “value” is purchased from an issuer (who may bar&k or a nonbank). The
value is then stored in a digital form on a consumer's personal computer and the
notational valuesitransferredwer the Intenet.

The “coin” is merely a notational series of numbers or otlrabeis that are
transmitted over the Internet to a merchant. The merchant must then redeem the
“coin” with an isser that will verify that the cm has not been spepreviously
The issuer of the Internet E-money is olikgkto redeem these payments when
received from the merchant. For example, Company A issuetas ¢gpe of
E-money — Internet “cashaods with unique personal identification numbers
(“PINs”). These cash cards are purcllasem vendors who are sales
representatives. A consumer uses his PIN when transacting with amercha
line.

Commentators have noted that state money transmission statutdsy may
implication, include or regulate Internet pagnt systems such as the notational
systems described above. Others have stegjéhat in the future might be a
source of pruddial regulatiorfor nonbank entiéis engaged ithis activity For
example, the Unitedt&es Consumer Elgonic Paynents &sk Force has
noted:

Many commentators have informed thesK Force that they were
concerned that e-money issuers would become insolvent, and that
consumers would not be informed of their rights in the event of such an
insolvency ****

Other nonbank issns may beubject to state grlatory eersight;
however the extent of this supervision is uncle@iarification bystate
regulators and legislatures of the applicability of their lawsrtmeey
could be benefial

In addition to token or notational systems, there are alsotiat-based”
E-money systems. Account-basestegns involve a consumer purchasing
“E-money” by debiting a existing bank account or using a credit card to buy
“coins”. The value is then stored on the issuer’s records and the consumer
might access thecords. The nmehant who acqes the E-moneyltimately
redeems the account-based E-money with a banledit card company

3. Internet scrip

Stored value cards, token or notational systems as well as account-based
systems may all involve exchange of vat@ is not redeemable in money
The term “scrip” has been used to refer to value thatbmaxchanged over the
Internet but which may not be redeemdblemoney Scrip is more analogous
to coupons or bonus points that can be exchanged by a consunwdsiog

% United Sates Consumer Elémnic Payments d@sk Force44 (April 1998)(visited June 152001)
<http//wwwocc.treas.govemoney/ceptfpg.htm>.

Xi



services but havweo cash redemptiovalue. Scrip cabe used by erchants to
sell access to value-added web pages on-agqoeiss basis or a subscription
basis. Thegan also use sprio provide promatinal incentives tasers. Scrip
can represent any form of currenpgints in a freque user progma, access
rights, etc.

At present, there are new micropaymengtesys being developed that
allow customers to either earn reward points on line or to purchase points or
“value” that is redeemable for goods and services rather than for mOney
such example is Company B, which issues its own gift “mbd@ampany B
issues what are essentially online gift certificates. A customas@eaccount
and purchases a certain amount of Company ®arde“dollars.” Then, the
person can send the dollars to anyone with an email address\géloagcard).
The recipient, upon receipt, opens an account and then can spend the gift
“dollars” at any participating store that accepts thalars.” What is not
apparent from #nwebsite is whedr Company B “dollars” ae redeemable in
cash or merelin goods and seices.

Another companyCompany C, dérs online points that are billed as web
“currency” Company C's “points” are units that consumers gy when
visiting various websites, filling out surveys or engagingther online
activities for which merchants seek to reward consumers. The points accrue and
are stored in an online “account” that a customer megsado redeem his or
her “points” for various goods and services. The points are not redeemable for
money and the company states that it may discontinue the setvécg point.
Company C is déring an account-based paymersgtsyn that issues non-
redeemable pais.

4. Internet fundstransfer

New payment servicesfefed by banks and nonbanks will transfer money
over the Internet. One such servicée@d by Company D, will transfemoney
over the Intenet to anyne who has an emhaddress. Consumsewho wish to
send moneyia the Interet must first estaish an online acemt with
Company D. Aaensumer can funkis or her accou with paymats from a
credit card, a debit from his bank account, or by sending in aynooder or
check. Companp holds the consunis moneyntil it receives aequest to
transfer the funds to a recipient. A transfer isatiated byending an emlaio
the recipient. The recipient then has several options for receivingepay
ranging from establishing his or her own online account with Company D
having the funds transferred to an existing bank accoyrit the customer has
no bank account, receiving a check from Comgdany

5. Gold/precious metalstransfer and payment

Somewhat similar to an Internet funds transfer system istansywhereby
customers transfer precious metal via accounts on the Internetxairuple,
with Company E, rather than having an “account” with E-malespominated
in U.S. dollars, a customer sets up an online account and buys gold, silver
platinum, or palladium. The customer then has “X” grams or troy ounces of the
precious metal. One can only send maioeyr purchase items from an existing
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customer of Company E. The advantage, Comparigims, is the stability of
precious metals relative to currendgustomers can utilize their precious metal
accounts to buy goods and services, to receivagatyfrom third parties, and

to pay bills.

6. Internet bill payment services

Banks and nonbank have began ferointernet bill payment servicesora
fee, electronic bill payment services aytain bills for consumers, after
receiving authorization from a consumdihe customer aesses the secd via
the Internet. Bill payments maybsequently be made for the consumer
electronically Typically, the service provider will use an automated
clearinghouse (ACH) transfer tdeftuate payment. Howevdrthe designated
payee does not accept electronicrpant, the bill-payment service will print
and mail a check on behalf of its custom@fhen a nonbank iséce is
involved, the nonbank has no contractual relationship with the consumer's bank.
Instead, the consumer’s bank will transfer motwethe bill-payment service
company The bill-payment service will, in turn, deposit the funds into its own
bank account. The bill-payment service will then issue mpayinstrument
payable on its own account to the designatedgay

The Texas Department of Banking has required at least one bittgraty
service to obtaia license undets Sale of Checks A& Texas made this
decision based on the fact that the bill-payment service was holding the money
of consumers in itsven account and isgng paymat instruments to mehants
payable on the same account. Thgak Sale of Checlksct defines a adck to
include “an instrument for the transmission or payment of mameyding a
draft, traveler's check, or money ard@&he term also includes an instrument for
the transmission or payment of money in which the pserhar remitter of the
instrument appointsr purports to apmat the seller as itagent for theeceipt,
transmission, or handling of moneggardless of who signs the instrume#t.”
California has alo required amternet bill-pagnent service to @hin a license
under its relevant statuteBy implication, Internet bill-paypent services may
already be included within various sale of payt instruments or money
transmission statuge

2 TEx. FIN. CoDE ANN. Section 152.001-152.508 @¥t Supp. 2001).

13 Tex. FIN. CoDE ANN. Section 152.002(1) (&t Supp. 2001).

14 State ofCalifomia, Depatment ofFinancal Insttutions (visted Jure 15, 2001)
<http//wwwsbd.ca.gow.
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UNIFORM MONEY SERVICESACT
ARTICLE 1
GENERAL PROVISIONS

SECTION 101. SHORT TITLE. This [Act] may be cited as the

Uniform MoneyServices Act.

SECTION 102. DEFINITIONS. In this [Act]:
(1) “Applicant” means a person that files an application for a license under
this [Act].
(2) “Authorized delegate” means a person a licensee designates to provide
money services on behalf of the licensee.
(3) “Bank” means an institutionganized under federal or state law
which:
(A) accepts demand deposits or deposits that the depositor may use for
payment to third parties and engages in the business of ntakmyercial
loans; or
(B) engages in credit card operations and maintainsomeyofice that
accepts deposits, does not accept demand deposits or deposits that the depositor
may use fopayments tahird parties, daenot accept a sangs or time depats
less than $100,000, and does not engage in the business of making commercial
loans.
(4) “Check cashing” means receiving compensation for takiyrpgrat
instruments or stored value, other than traveler's checks, in exchange for money
payment instruments, or stored value delivered to the person delivering the

payment instrument or stored value at the time and place of dekithout an



agreement spdying when the personkang the pagnent instrument will
present it for collection.

(5) “Control” meas:

(A) ownership afor the power to \te, directlyor indirectly at least 25
percent of a class of voting securities or voting interests of a licensee or person
in control of a licensee;

(B) power to elect a majority of executivdicérs, managrs, directors,
trustees, or other persons exercising managerial authostjcginsee or person
in control of a licensee; or

(C) the power toxercise directlyr indirectly a controlling influence
over the management or policies of a licensee or person in control of a licensee.

(6) “Currency exchange” meansegt of revenues from the exchange of
money of ongovernment fomoney of aather governmd.

(7) “Executive dicer” means a president, chairperson of the executive
committee, chief financial b€er, responsible individual, or other individual
who performs similafunctions.

(8) “Licensee’means a peon licesed undethis [Act.

(9) “Limited gation” means priate premises whe a check caer is
authorized to engage in check cashing sdt@lyhe employees of the particular
employer ogroup of emplogrs specified ithe check cashe license
application.

(10) “Mobile location” means a vehicle or a movable facility whdreck
cashing occu.

(11) “Monetary value” means a medium of exchange thndreor not
redeemable in money

(12) “Money” means a medium of exchange that is authorized or adopted



by the United &tes or a foreign government. The term includes a monetary
unit of account established by an ig@rernmental @anization or by
agreement lieveen two or morgovernments.

(13) “Money services” means mortegnsmission, check cashing, or
currency exchange.

(14) “Moneytransmission” me® selling or issug paymeninstruments,
stored value, or receiving money or monetayie for transmission. The term
does not include the provision solely of delivengline or telecommunications
services, or netork access.

(15) “Outstanding,” with respect to a payment instrument, means issued or
sold by or for the licensee and reported as sold butetqiayd by or for the
licensee.

(16) “Payment instrument” means a check, draft, mondsy traveler's
check, or other instrument for the transmission or payment of naoney
monetary vime, whether orat negotiable. e term does not ih@e a credit
card voucheretter of cred, or instrument thas redeemableytthe issuein
goods or serves.

(17) “Person” means an individual, corporation, business trust, estate,
trust, partnership, limited liability compargssociation, joint venture,
government; gvernmental subdision, agencwr instrumentalitypublic
corporation; or@y other legl or commercia¢ntity

(18) “Record” means information that is inscribed on a tangible medium
or that is stored inneelectronic or ther medium and igtrievable in
perceivable fom.

(19 “Respongbl e individual” means an individual who is enployed by a

licensee and has principal managerial authority thesprovision of money



services byhe licensee in th Sate.

(20) “Sate” means at8te of the United tates, the District of Columbia,
Puerto Rico, the Unitedt&es \itgin Islands, or any territoryr insular
possession subject to the jurisdiction of the UnitiedeS.

(21) “Sored value” means monetary value that is evidencethby
electronic record.

(22) “[Superintendent]” means the [state superintendent of banks or other
senior stie reguadtor].

(23) “Unsafe or unsound practice” means a practice or condagbéngon
licensed to engage in money transmission or an authorizecGtetdguch a
person which creates the likelihood of material loss, insolyemajissipation
of the license&’ assets, or otheise materiallyprejudices the terests of its
customers.

Comment

1. “Authorized delegate.” The abilityof a state superiendent to ragate
the conduct of authorized delegates is of vital importance to the prevention and
detection of money laundering. It is important, tfares to clearly define the
outlets through which a money-services business (“MSB”), primaripney
transmittey conducts its business. The term “authorized delegate” has been
used rather than “agent” to avoid confusion as to the nature of the legal
relationship beteen a monejransmitter and thsales outlets thugh which it
transacts business. Sales outlets provide money transmission on behalf of a
money transmitter on a contractual basis. Although the detegyaeot
defined as “agents” of a money transmijttieere are circumstances under which
the superintendent may take enforcement actiamaba licensed money
transmitter on thbasis of actions afs delegates. his Act does imposeme
statutory obligations on the licensee with respect to the conduct of its delegate
Additionally, the superintenaé¢ has the authoyitto take atton directlyagainst
the delegateSeeSection 801.

2. “Bank.” The definition of bank is based on the definition of bank
contained in the Federal Reserve Act (12 U.S.C. Section 221 (SUug9j).
It does not include unlicensed firms that engage in msaegces and make
commercial loans, because the payment obligations of the MSBtare
“deposits” in the traditional banking sense of the term. It is intended to include
partnerships gulated as baisk even though tlgeare not tehnically



“organized” under Unitedt&es law The definition also includes nonbank

banks such as credit card banks that do not engage in traditional deposit taking
and commercial teding activity Credit card banks are insured financial
institutions with the primary business of making credit card loans. Credit card
banks are cheered as commeial banks, but theactivities ardimited to credit

card operations by the federal Competitive Equelapking Act of 1987 (Pub.

L. No. 100-86, 101 Stat. 552 ).

3. “Check cashing.” The definition of check cashing builds on traditional
definitions of check cashing to include the exchange of m@alyinstrument
not only for money but also for other forms ofuaincluding stored value or
another payment instrument. In order to beagred in the business of check
cashing, an entity must receive some sort of fee or sechizge as
compensation for the check cashing service provided. The definition of “check
cashing” specifically excludes entities that provide deferrpdsieservices for
a fee. Such services are often referred to agigyapans” whereby eustomer
receives monein exchange foa check that will & submitted for dtection at a
specified time in théuture. The check is often to be presented at the time of
the customer’s next pay period (hence the referentayday”). 1is believed
that such services do not constitute check cashing but are rather a related service
often regulated by separate statute. This Act, filmergls not meant to repeal or
replace otler legislaton that dals with paday lending.

Article 3 of this Act sets forth the licensing requirements for check cashers.
Section 301 excludes businesses that mi@y afsmall amount of check-cashing
services incidental to their primary business from licensing requirements.
Hotels, for examplenvhich cash cleks as a courtedgr their gues, would
likely be excluded from licensing. The exemption reflects aregate level of
fees aver a D-day peiod, rathe thanrelying on a aily level of business. In
order for a busiess to qualifyas an entitgngaged inheck cashingf would
have to cash more than $16,666 worth of checks within a 30-day periodrin orde
to receive revenues of more than $500. This figure was derived using-a thre
percent fee for each check cashed (which is the gevéea chayed within the
check cashingdustry). @ an annual basia,business would [@ble to cash
up to $200,000 worth of checks without having to obtain a license.

4. “Control.” The definition of control is derived from the definition
contained in the federal Bank Holding Company Act, 12 U.SeCtion
1842(a)(2) (Supp. V 1999) and Federal Reserve Regulatiba C.FR.
Section225.2(e)(1) (2001). The definition is flexible and allows for a broader
interpretation of the concept of control. Subpart (c), which refers to the power
to exercise, dily or indiectly, a controlling influence over the management
of policies of a licensee or a person in control of the licensee, is a broader more
flexible category that allows the superintendent to determine whethesom pe
exercises control, albeit not by pure ownership of shares. The notion of
controlling influence is also derived from the Federal Bank Holding Company
Act and Regulation Ycited above.

5. “Currency Exchange’ Section 401 excludes businesses that migyr af
small amount of currency exchange incidental to their prifpasiness, from



licensing requirements. An exemption is providedofensons that receive
revenues less thar equal to five grcent of totalevenues.

6. “Limited station.” This definition refers to sites where check-cashing
services are solelyfefed to employees of one or several emgiey
Specifically employers have arranged with a ¢heasher to provide check
cashing in connection with payroll checkswés necessary to define this type
of location beaase check cashicensees anmequired to list &lof their
locations (incluthg limited statios) on their licensapplications andeir
renewal repas.

7. “Mobilelocation.” Mobile locatiors are movable lations (normally
motor vehcles such asans) from viich check cahing or curency exchange
services are prvided to memberd the public. This ten is defined beawse
check cashema currencyexchange licesees are reqed to report these
locations on theilicense applidéons and subsequerenewal repis.

8. "Money services.” The term money services is used to define a group of
entities that ergge in anyf the followingactivities: moneyransmission, sale
of payment instruments (i.e., money ordersdiex's checks or stored value),
check cashing and currency exchleng@he definition focuses on the activities
engaged in rather than the entity thatagyes in these activities. This Act
incorporates aactivity-baed definition beause diferent money services may
engage in oner more of these omey servies activities. Therm originally
was used by the Financial Crimes Enforcement Network of the UnidegbS
Department of fleasury in its proposed rulemaking concerning meegyices
businessesSee, e.g62Fed. Reg. 27,890 (1997).

9. “Money transmission.” Money transmission subsumes several activities
or functions: the transmission of funds as well as the sale or issuance of
payment instruments and the sale or issuance of stored vatwed @&lue, as
defined in this Actis treated simildy to paynent instrumentsJthough some
kinds of stored value are irredeemable in monEye grouping of funds
transmission and theale or issuanaa paymentnstruments and sed value is
consistent with existing state practice.

Internet payment services that hold customersl$ or monetary value for
their own accourrather than see simply aslearing agets should fall within
the definition of money transmission. By contrast, entities that sitmgvigfer
money between parties as clearingrdag should clearly fall outside the scope of
a safety ad soundness statut8imilarly the definition excludes entities that
solely provide delivery services.(., courier or package delivesgrvices) and
entities that act as mere conduits for the transmission of data such as Internet
service provides.

10. “Monetary value” The definition & “money” has been expandeal t
reflect the fact that certain payment serviaevjgters employ a form of value
that is not directly redeemable in mopleyt neverthelss(1) serves as a
medium of exchange and (2) places the customer at risk of the provider’s
insolvency wile the medium is ostanding. The sae safety rad soundness



issues pertinent tedeemable fons of value applyo these irredeeable forms
of value. Conseauntly, a new definition of “monetary value” has been included
in this Act.

Monetary value is defined as “a medium of exchangetheher not
redeemable in mongyThe term “medium of exchange” connotes that the value
that is being excimged be acgded by a cmmunity larger than the two parties
to the exchange. Hence, bilateral units of account, such as univeysitgrjga
cards, would not constitute “monetary value” for purposes of this Act. A
university payment card that wdsaaccepted by a few local pizzerias could be
at the borderline A universitypayment cal accepted bgnost local merchms
would likely e “monetaryalue.” The defition of monetaryalue, to some
extent, must remain flexible to allow regulators to deal with gmgiforms of
monetary value and Internet fFg on a case-by-case basis.islpossible,
therefore, that a certain type of monetaajue of stored value might not
constitute a medium of exchange when first introduced, but might evolve into a
more commonly accepted form of pagnt and would become a medium of
exchange.

The European Uan has taken a sitar approach tlmugh its electnoic
money directive to the regulation of electronic mon&lye European Union
Directiveon the Taking up, Pursuit of and Prudential Supervision of the
Business of Electronic Money InstitutiafiE-money Directive”) defines
electronic mongas ‘monetary value as representedalfaim on the issuer
which is: (i) stored on an electronic device; (ii) issued on receipt of funds of an
amount not less in value than the monetary value issued; [and] (iii) accepted as
means of payment by undertalsngher than the issueiThe E-money
Directive, therefore, also recognizes the concept of monetarg.

Furthermore, the E-money Directive ties its licensing andysafel
soundness requirements to monetary value that constitutes a medium of
exchange. Atrticle 8 of the E-money Directive allows membégsstd the
European Union to provide a waiver for electronic money institutions where:
“electronic money issted by the institution is acepted aspayment only by a
limited number of udertakings, with can be clebrdistingushed by: (iXheir
location in the sameremises or othdimited local ara; or (ii) their tose
financial or business relationship with the issuing institution, such as a common
marketing or distribution scheme.” In effect, the E-maodliegctive allows
regulators to exclude from regulation electronic monégmses that do not
constitute a medium of exchanggeeDirective 2000/46/EC of the European
Parliament and of the Council of 18 September 2000 on the taking up, pursuit of
and prudential supervision of the business of electronic money institutions
Official Journal of the European Communities L 275, 27/10/2000 p. 0039 —
0043.

The term “monetary value” is defined in such a manner asctode pure
barter or activities where the “value” that is being exchanged is used for
exchange with a single issuer or merchant or within a small geogragiois. ra
Of course, regulators will have discretion with respect to which entities are
engaged in the transmission or issuance of monetary. vélrae &tes, such
as 'Bxas, for example, require the issuer of mall gift certificates that can be



redeemed at multiple issuers to become liceftsed.

With Internet payments, the regulators will also havmake the same type
of determination@to when a ceritatype of moetary vale has become wilje
accepted as tmaostitute a medium @xchange. Fdnternet pgment sgtems
that involve Internet scrip or points (e.g., frequent flier or bonus points),
regulators will need to grapple with how widely circulatsugh points are,
whether they are redeemable, and whetiey can be used to purchase or
acquire a wide range or products and services. Cerfsn tf bonus points are
now donated to charities, for example, who can then sell them or auction them
to individuals for a profit. The wider the use and the greater the circulation of a
certain type of value, the more it replicates a medium of exehang

There has been some question, howeagto whether certain types of local
or community based “currencies” are included within the scofieodhct. One
example of this type of local currencytisdca hours, which are described as
“local currency, a legal form of par money which can only be dse the
Ithaca area.” The IthadHours website notes that “this regional boundary helps
keep local wealth recirculating within the communitg€ee
<http://www.ithacahors.org> (last visited June 15, 2001).

The local currency, IthadHours, was introduced to keep local money
circulating locally, to encourage locatif@ers and businesses, and to provide an
income for local people. One Ithaca “hour” is worth one hour sittabor or
$10. Hours are accepted by a mofjlocal businesses and by financial
institutions. Local currency programg aometimes based on earning the local
“dollars” in exchage for labor pservice. Whethidocal currenies constitute
media of exchange is a question that is left to the regulators. The limited
geographic reach or circulation of the curreisogne reason why regulators
might choose to exapt such schemesom licensing uner this Act. Some
concern has baegaised about thability of suh community bsed schemes to
comply with ertain prudentiaequirements, tpost bonds and maima
permissible investments. State regulators, therefore, might consider whether
certain local arrency pograms shouldédbexempted from thecope of the Act.

11. “Payment instrument.” The definition of payment instrument excludes
any reference to stored value. This Act provideparsée definition of stored
value that is not tied to a tangible instrument. Because stored value is no longer
related to a phgycal instrumenttiis defined sepately

The definition of pyment instrment specifidly excludes medit cards,
vouchers, lettarof credit, or insuments that aneedeemable bthe issuer in
goods and services. These excluded payment mechanisragdagdad under
separate leglative provisions Additionally coupons and gift vouchers are
excluded as they are considered instruments “redeematiie sguer in goods
and services.”

15 Opinion 98-11 (February 19, 1998) oh¢ Texas $ate Bankig Commissiner (viited June 15,
2001) <http//wwwbanking.state.tx.us/legal/opinions/98-ftm>.



12. “Sored value.” The definition & a stored-valuestrument is a
simplified definition of stored value because the instrument in which the stored
value is embedded is not conceptually relevant. definition that conflates
the two ideas may lead to confusion. Multiple issuers of stored value might
provide diferent value on a single instrument. For example, a fast food
restaurant, a gartment store ana bank might alssue diferent forms of
stored value that can be loaded onto a single card but redeemed at several
different issuers. The instrument is unitdoyt the stored value is not.
Alternatively value might not be stored on any identifiablesptel object, but
instead stored byurely crptanalyticmeans.

Because monetary value is defined as “dioma of exchange, whether or
not redeemable in monéynly stored value that consists afnedium of
exchange evidenced in electronic record would qualify as stored \falue
purposes of radation. A medium oéxchange nesdo be somethingahis a
widely acepted. Closed-éesystems, awere bilateral mits of account,
therefore would be excluded from regulation.

13. “Unsafe or unsound practice.” Under this Act, the superintendent
possesses the aathty to takeaction against enoney transitter or its
authorized delegates in the event that the money transmitteresrigam
unsafe or unsound practice. The term unsafe and unsound is a genegl conce
that has been used in state and federal banking and financidlfesafe and
unsound practices are ones that may pose financial risk to a finastiation.
This Act provides definition of unse and unsound thapplies solelyo
money transmitters. Money transmitters that gaga unsafe or unsound
activity may leave consumers with udeemed money orders or uncollected
funds transfers. The superintendent is able to take protective action in the event
that a moneyransmitter ergges in an unsabr unsound acity. This
prevents the digsation of license assets that shaoube used to fulfill
obligations to cusmers.

Unsafe and unsound practices relate solely to the risk of financial loss posed
by this Actions of the money transmitteZurrency exchangers and check
cashers do not gage in an urde or unsound pctice with resgct to their
check cashingr currencyexchange actity becauseéhey provideheir
customers with fushs immediately To the extent that a check casher or
currencyexchanger dissgjpes its assets oedomes insolvenit, will typically
have to cease business. Howetlgs will not directly harm consumers as they
will not be left with unpaid obligations. Furthermore, if a check casher or
currency exchanger erggs in an unsafe activity with respect to money
transmission, this will not have any direct impact on or harm to individual
consumers. This ibause the chlk casher or crency exbanger mapnly
conduct money transmission as an authorized delegate. The traosgyitter
will remain liable to the holders of its money orders, even if an authorized
delegate sells them. Because the money transmittex tdéenate financial
responsibility to customers, check cashers and cure@tangers are not
considered to gage in unsafor unsound préces.



SECTION 103. EXCLUSIONS. This [Act] does not apply to:

(1) the United fates or a department, agenayinstrumentality thereof;

(2) money transmission by the Unitddt&s Postal Service orby a
contractor on behalf of the Unitetb®es Postal Service;

(3) a state, cotw city, or any other governmental agemcygovernmental
subdivision of a fate;

(4) a bank, bank holding companffice of an international banking
corporation, branch of a foreign bank, corporatigganized pursuant to the
Bank Sevice Corpration At [12 U.S.CSection 861-1867 $upp. V 199)],
or corporation gganized under the Edge Act [12 U.S.C. Sectiadhr&33 (1994
& Supp. V 1999)] under the laws of ga& or the Unitedtdtes if it does not
issue, sell, or provide payment instruments or stored value through an
authorized delegate that is not such a person;

(5) electronic funds transfer of governmental benefits for adgdtate,
[county] or governmental agency lycontractor on behalf of the Unitethtes
or a department, agena@y instrumentality thereof, or aa$ or governmental
subdivision, ageng¢yr instrumentality thereof;

(6) a board of trade designated as a contract market undedehea fe
Commodity Exchage Act [7 U.S.C. Stion 1-25 (1994)or a person thatni
the ordinary course of business, provides clearamtsettlement services for a
board of trade to the extent of its operation as or for such a board;

(7) a registered futures commission merchant under the federal
commodities laws tde extent of its opation as such a narant;

(8) a person that provides clearance or settlement services pursuant to a

registration as a clearing agermryan exemption from such registration granted
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under the federal securities laws to the extent of its operation as such a provider;
(9) an operator of a paymens®m to the extent that it provides
processing, clearing, or settlement services, between or ammseg$excluded
by this sectin, in connection wh wire transfes, credit card &msactions, debit
card transaaiins, stored-valugansactions, aomated clearingouse transfers
or similar funds transfers; or
(10) a person registered as a securities biéaler underederal or state
securities laws to the extent of its operation as such a bdekésr
Comment

1. Exemptions are provided liberally to reduce the cost of this Act to a
minimum both in terms addministration anth terms of regation. This list
should be modified to match #&a%'s existing regulatory categasriénd
terminology as appropriate. The entities listed in paragraplisrough (5) are
exclusions normally included in relevant state licensing statutes for money
transmitters.

2. Many of the new exclusions apply tgamnizations that provide clearing
and settlement services (which do involve the transmission of money). Clearing
and settlement often involves the transfer of funds from one participating
financial institution's bank account to another (e.g., the debiting and crediting of
accounts of various participants in a trading system or credicoasortium).
The clearing and settlemenganizations listed in the exemptions are already
subject to supersion by othefederal or stateegulators.

3. The exclusion involving boards of trade excludes regulated entities that
are already subkrt to reguléion by the U.S Securites and Excange
Commission (“SEC”) ad the U.S. Commoditseand Futuresrading
Commission.

4. The proposed exclusion for broldalers arises from the fact that
brokerdealers are already subject to fedl®&ank Secrecy Act reporting
requirements wht respect to cuency repding requirerents and also
suspicious activityeports and areighly regilated by th&SEC.
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ARTICLE 2
MONEY TRANSMISSION LICENSES
SECTION 201. LICENSE REQUIRED.

(&) A person may not engage in the business of yrioaesmission or
advertise, solicit, or hold itself out as providing money transmission unless the
person:

(1) is licensed under this [article]; or
(2) is an athorizeddelegad of a peson licened underttis [artide].
(b) A license under this [article] is not transferable or assignable.
Comment

1. In order to engage in monggnsmission, a person must first obtain a
license under Article 2 of this Act. Money transmitters that obtain a licensing
pursuant to Article 2 of this Act are also permitted to engage in check cashing
and currency exchange without obtaining anothendiee The licensing
requirements for money transmission are greaterftivecheck cashing or
currency exchange. Therefpitais possible for an Article 2 money transmitter
to engage inleeck cashingrad currencyexchange withdwbtaining a sepate
license. This is because the regulator will have obtain&disaf information
under Article 2 to satisfy the requirements for check casimadgcurrency
exchange licenses. The reverse is not true. A licensed check casiregrmryc
exchangemay not engage in moiygransmissio on its own behalf ithout first
obtaining an Article 2 license.

2. Entities that serve as authorized delegates (i.e., sales agents) for money
transmiters are alloved to engage imoney transnssion without obtaning a
separate money transmission license so long aslthegt engage in money
transmission outside of the scope of their contract with the principal transmitter
In other words, if the authorized delegate startsfer aioney transmission on
its own behalf, then it need to obtain its own money transmission license.

3. The licensing requirements refer to money transmission that takes place
within a particular g&te. What constitutes “engaging in the business” within a
particular $ate is typially definal through caseW relating to tht Sate. For
businesses that trsact over thenternet, facta such as whethan entity
targets customers from dafe, receives money for transmission will be relevant
in determining whether an entity is engaged in the bssioemoney
transmission. Diérent courts have developed and applied new criteria for what
constitutes a sfi€ient jurisdictonal nexus for amternet-basedusiness.

Common factors have included whether a websitetara specific jurisdiction
and/or whether a person within a particular jurisdiction transacts with the
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merchant. For a useful overview of Internet jurisdictional isseeAmerican
Bar Association Section of Business Law Global Cgpece Jurisdiction
Project Cyberspace Law Committee, SectioAdlfieving Legal ashBusiness
Order in CyberspaceA Report on Globalurisdiction Issug Created by the
Internet.<http://www.abanet.ay/buslaw/cper/initiatives/juisdiction.htm|>
(visitedJunel5, 2001).

SECTION 202. APPLICATION FOR LICENSE.

(a) In this setion, “materialitigation” meaus litigation that ecording to
generally accepted accountipgnciples is significant to an applicant’s or a
licensee’s financial health and would be required to be disclosed in the
applicant’s or liensee's annbaudited finanal statements, pert to
shareholders rsimilar record.

(b) A person applying for a license under this [article] shall do so in a form
and in a medium pseribed byhe [superintend¢h The applicatiomust state
or contain:

(1) the legal name and residential and business addresses of the
applicant and gnfictitious a trade name uddoy the apjtant in conductig its
business;

(2) a list of any criminal convictions of the applicant and rmayerial
litigation in which he appliant has ben involvel in the [10jyearperiod ngt
preceding the submission of the application;

(3) a description of any moneyrgiees previously provided by the
applicant and theoney sendges that the apgknt seeks to prale in this
State;

(4) a list of the applicant's proposed authorized delegates and the
locations in this tate where thepplicant and its dhorized delegas propose

to engage in meey transngsion or provide o#r money swices;
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(5) a list of other tates in which thepglicant is licens#to engage in
money tranmission or providetber moneyervices and ancense
revocations, suspensions, or other disciplinary action taken against the applicant
in another &ate;

(6) informaion concening [any bankuptcy or receiveship procedings
affectingthe licesee];

(7) a sample form of contract for authorized delegates, if applicable,
and a sample form of payment instrument or instrument upon which stored
value is recorded, if applicable;

(8) the nameand addressf any bank thragh which tle applicans
payment instruments and stored value will be paid;

(9) a description of the source of money and credit to be usibe by
applicant to provide money services; and

(10) any otbr information th¢superintendent] essonably rguires with
respect to the g@ficant.

(c) If an applicant is a corporation, limited liability compgwgrtnership, or
other entitythe applicant shall also provide:

(1) the date of the applicant's incorporation or formation &g Sr
country of incorporation or formation;

(2) if applicable, a certificate of good standing from ttegeSor country
in which the applicant is incorporated or formed;

(3) a brief description of the structure oganization of thepplicant,
including any parent or subsidiasf/the applicant, and whether any parent or
subsidiary is publicly traded;

(4) the legal name, any fictitious or trade name, all business and

residentl addreses, anthe emplognent, in tie [10]-year pewd next
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preceding the submission of the application of each execufigerpanager
director or person that Bacontrol, of the@plicant;

(5) a list of any criminal convictions and material litigation in which any
executive dicer, managerdirector or person in control of, the applicant has
been involved in the [10]-year period next preceding the submission of the
application;

(6) a copyof the applicarg'audited finanai statements fahe most
recent fiscal year and, if available, for the tyear period next preceding the
submission of the application;

(7) a copy of the applicant's unconsolidated financial statemeritsefor
current fiscal yeawhether audited or not, and, if available, for the two-year
period next preceding the submission of the application;

(8) if the applicant is publicly traded, a capiythe most recent report
filed with the United &tes Securities and Exchange Commission under Section
13 of the federal Securities Exchange Act of 1934 [15 U.S.C. Section 78m
(1994 & Spp. V 1999)

(9) if the applicant is a wholly owned subsidiary of

(A) a corporation publicly traded in the Unitet®s, a copy
of audited financial statements for the parent corporation for the most recent
fiscal year or a copgf the parent corporation’s most recent report filed under
Sectionl3 of the federal Securities Exchange Act of 1934 [15 U SeClion
78m (1994 & Supp. V 1999)]; or

(B) a corporation publicly traded outside the Unitéateés, a
copy of similar documentation filed with the regulator of the parent
corporation’s domicile outside the Unitethts;

(10) if the appliant has a registed agent in th Sate, the name and
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address of the gpcant’s regstered agent ithis Sate; and
(12) any other information the [superintendent] reasona&ojyires with
respect to the g@ficant.

(d) A nonrefundable application fee of [$2,000] and a license fee of
[$2,000] must accompany an application for a license under this [article]. The
license fee must be refunded if the application is denied.

(e) The [superintendent] may waive one or more requirements of
subsections (b) and (c) or permit an applicant to submit other information in lieu
of the required information.

Comment

1. This Act contains separate licensing provisions for money transmitters
(which includes ayment insttment sellers anstored-value isgers and selleys
as distinct from check cashers and currency ex@rangheck cashers and
currency exchangers pose less sadaty soundness concerns because customers
who exchange crtency orcash checks aprovided with cgh immediately
There are no unpaid obligations and check cashers and cues@mangers do
not hold a customer’s money but provide an immediate exchange.

As set forth in Articles 2, 3, and 4, separate licensing requirements are
established for money transmitters and for check cashergffa@rency
exchangers. Ehsuperintende's supervisorand enforcenrg powers,
however are the same for all MSBs. The licensing requirement promotes one
of the main goalsef this Act: to crate an appropria regulatoryramework to
deter and eminate tre use of MSBss potentil vehiclesfor money laundring.

2. Only a handful of tates have attempted to create a framework that links
all MSBs togethewithin a statutewhile recognizig the diferences inhent in
the various activities concerned. Florida and Arizona, for example, are two
States that havenacted statutesahhave uniformrm@orcement andgmalty
provisions for all MSBs, while retaining separate licensing and record keeping
provisions for eegh type of moey servie activity SeeArizona Revised
Statutes, Title 6, Banks and Financial Institutions, Chapter 12, Transmitters of
Money (Title 6, Banks and Financiaistitutions; Chapter 12, Transmitters of
Money, [2000]); and Florida Money Transmitters' Cotid€ 16A, Regulation
of Trade, Commerce, Investments, and Solicitations, Chapter 560, Money
Transmitters' Code [2001] located at
<http://lwww.dbf.stat.fl.us/licensingth560.html3. This Act takes this
approach because, for law enforcement purposes, the state superintendent and
the state attorney general needegal enforcement powers with respect to each
of the diferent entities as a means of prevention and detection of money
laundering. Therefore, this Act contains uniform enforcement provisions and

16



different licensing requirements for each tgpenoney service.

3. The license application is the first point at which ttaéeSmay protect
the public by prohibiting entry liyrose persons that would bring discredit on
the industryand the first source of information for investigators and regulators
in the event that there is misconduct by a licensee. The information requested
from money transmitter applicants in Section 202 is the type of information
recommended bBVTRA in SectionV of its Model Lagislation Outlineand also
in the Modd Act Regulating Money Transmitters prepared by the Non-Bank
Funds Tansmitters Group. The information concerning criminal convictions
and employment histories, as well as the identity of executived,
controlling persons, managers, directors, and responsible individuals is designed
to assist the supatendent in detarining whether th license applant is a
reputable business or whether there are anyestigns that the business might
be used for illegl purposes. Adddnally, informaion relating to the apficant's
financial position (including information about net worth) is necessary in order
to determine whether an applicant will be able to make payment on any
outstanding obligations it might have (in connection with the sale of money
payment instruments and stored value).

4. Section 202(apcludes corpotans as well as othéorms of busines
organizations such as limited liability companies and partnerships. The
information required by legal persons that are not puldtielgt corporations
would include the ate of the applant’'s formationds opposed to
incorporation), a certificate of good standing (if applicable), and & brie
description of the structure of the applicant rather than the “corporate” structure
of the applicant. The license application will also require information about
managers of an application in addition to executifiear, directors, and
controlling pesons.

5. In Section 28(c)(8), as anleernative to theaquirement thatyblicly
traded corporations submit all filings made to the SEC, the corporate applicant
is required to submit a copy of its most recent 10-K report filed with the SEC.
This report is required pursuant to the federal Securities and Exchange Act of
1934 for exchange-traded securities and contains financial information and other
details concerning the status of a publicly held comp&mplicants that are
wholly ownel subsidiaries ofyblicly traced corporationsra required to samit
a copy of the parent’s audited financial statement or its most recentelip r
filed with the SEC oif it is a foreigncorporation, ansimilar filings made with
the foreign regulator of the corporatioBeel5 U.S.C.Section78m (1994 &
Supp. V 1999)See alstMTRA Model Legislation Outlin&ectionlV(C)(5).

SECTION 203. SECURITY.
(a) Except as otherwise provided in subsection (b),
(1) a suretyond, letter of @dit, or other simdr securityacceptable to

the [superintendent] in the amount of [$50,000] plus [$10,000] per location, not
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exceeding a total addition of [$250,000], must accompany an application for a
license.

(b) Security must be in a form satisfacttrythe [superintendent] and
payable to thet&te for the benefit of any claimant against the licetssecure
the faithful performance of the obligations of the licensee with respect to money
transmission.

(c) The aggregate liabilign a surety bond may not exceed the principal
sum of the bond. A claimant against a licensee may maintain an action on the
bond, or the [supgrtendent] maynaintain an actioan behalf of thelaimant.

(d) A suretybond must cover dlas for so long ase [superintendé¢h
specifies, but for at least five years after the licersases to provide money
services in thistdte. Howeverthe [superintendent] may permit the amount of
security to be reduced or eliminated before the expiration of that time to the
extent the amount of the licensee's payment instruments or stored-value
obligations outstading in this &te is reduced. The [superintendent] may
permit a licensee to substitute another form of security acceptable to the
[superintendent] for the securityfedtive at the tira the licenseecases to
provide moneervices in thist&te.

(e) In lieu of the security pre#ioed in this section, an applicant for a
license or a licensee may provide secuntg form prescribed by the
[superinéndent].

() The [superintendent] may increase the amount of secagqtyred to a
maximum of [$1,000,000] if the financial condition of a licensee so requires, as

evidenced by reduction of net worth, financial losses, or otheardleriteria.
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Comment

The bond and net worth requirements are safety and soundnessanea
designed to protect the public, but also to deter companies that have
guestionable solvency or business practices from entering tketmahe bond
requirement serves as a barrier to entryif@ricially unstable companies.
Alternatives to the bond requirement, howewaee provided ithe form of cash
or letters of crdit. Licenseg may also bpermitted to depdasspecified liquid
assets in the amount of the bond. This Act, and Section 203, attempt a balance
between the gis of safetyand soundness apdoviding openecess to
businesses that wish to enter the money transmission market, recognizing that
decisions as to the final dollar amounts will need to reflect the particular fiscal
needs and conaes of diferent $ates. Section 203(e) provides the
superintendent with the flexibility to allow for other forms of security that the
superintendent deems acceptable.

The term locationas used in Sectid®03, refers to pfsical locéions within
a Sate. For licensees that provide money services viatbmeét (as opposed
to through physical locations), the superintendent will need to assess the

required amount of security based on other criteria such as the volume of
business with residents of taf, for example. This is permitted by Section 203

(f).
SECTION 204. ISSUANCE OF LICENSE.

(&) When an applidion is filed undethis [article], thdsuperintendent]
shall investigatéhe applicant'nancial condibn and responsility, financial
and business experience, chara@erd generaithess. The [supeariendent]
may conduct an on-site investigation of the applicant, the reasonablaf c
which the applicant must payrhe [superintendent] shall issue a license to an
applicant under this [article] if the [superintendent] finds that all of the
following conditions have been fulfilled:

(1) the applicant has complied with Sections 202[,][and] 203][, and
206]; and

(2) the financibcondition and resonsibility financial and bsiness
experience, competence, chargaed general fitness of the applicant; and the
competence, experience, chargaed general fitness of the executivicets,

managers, dicgors, and perss in control of, thapplicant indice that it is in
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the interest of the public to permit the applicant to engage in money
transmission;

(b) When an applation for an origal license undehis [article] is
complete, the [superintendent] shall promptly notify the applicant in a record of
the date on which the application was determined to be complete and:

(1) the [superintedent] shall appravor deny tb application witim
120 days after that date; or
(2) if the application is not approved or denied within 120 days after
that date:
(A) the application is deemed approved; and
(B) the [superir@ndent] shall issuéé license undehis

[article], to take dEct as of the first business day after expiration of the period.

(c) The [superintendent] may for good cause extend the application period.

(d) An applicant whose application is denied by the [superintendent] under
this [article] may appeal, within [30] days after receipt of the notice of the
denial, fran the denidand requesa hearing.

Comment

1. Many Sates have mandatory time frames in which the superintendent
must respond to license applications. The MTRA Model Legislation Outline
recommends a 120-day time period. The superintendent is required to make a
determination aacerning the @plication withinl® days aftethe license
application is determined to be complete. This provides some finality to the
application process. If the superintendent does not respond within the 120-day
period, the applation is deemed gpoved. At the saentime, regulatrs must
be provided with some flexibility and the ability to extend the application period
for “good cause”.

2. Itis customary for regulators to set examination feesllynistrative

rule. Those fees are often capped or structured in such a manner to provide the
applicant with a clear picture of the potential costs of an investigation.
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SECTION 205. RENEWAL OF LICENSE.

(@) A licensee under this [article] shall pay an annual renewalffe
[$2,000] no later than [30] days before the anniversary of the issoéitioe
license orif the last day is not a business day the next business day

(b) A licensee under this [article] shall submit a renewal report with the
renewal fee, in a form and in a medium prescribed by the [superintendiae
renewal report must state or contain:

(1) a copy of the licensee's most recent auditedal financial
statement qiif the licensee is a wholly owned subsidiary mbther corporation,
the most recent audited consolidated annual financial statement of the parent
corporation or the licensee's most recent audited consolidated annual financial
statement;

(2) the number and monetary amount ofrpagt instruments and
stored-value sdlby the licasee in this tate which have not been included in a
renewal report, and the monetary amount ofrgayt instruments and stored
value curretly outstandng;

(3) a description of each material change in information submitted by
the licensee in its original license application which has not been reported to the
[superintendent] oany requied report;

(4) a list of the licensee's permissible investments and a certification that
the licensee continues to maintain permissible investments according to the
requirements set forth in Sections 701 and 702;

(5) proof that the licensee continues to maintain adequate security as
required by Section 203; and

(6) a list of the loations in this fate where the licensee or an authorized

21



delegate of the licensee engages in mdrasmission or provides other money
services.]

(c) If alicensee does not [file a renewal report or]itsagenewal fee by the
renewal date or any extension of time grantethbysuperintendent], the
superintendent shall send the licensee a notice of suspension. Unless the
licensee fiil es he report and] pays he renewal fee bdore expiration of 10 days
after the notice is sent, the licensee’s license is suspended 10 datfseafter
[superintendent] sends the notice of suspension. The suspension must be lifted
if, within 20 days after its license is suspended, the licensee:

(2) [files the report and] pays the renewal fee; and
(2) pays [$10] for each dagfter suspensiatat the [superintelent]
did not receive [the renewal report and] the renewal fee.

(d) The [superintendent] for good cause may granki@m&on of the
renewal date.

Comment

1. Alicense will expire if not renewed in a timely fashion and the
superintendent is required to send out a notice of license expiration, which
provides for a 30-day cure period. The licensee ghieywwill have 30 day to
cure its failure to renew its license. As part of the renewal process, Article 2
licensees are required to submit additional information to the superintendent as
a means of appsang the safetand soundness ofalbusiness.

2. Subsections (b) and (c) have been bracketed becausetatesec@nduct
annual examinations of a licensee in lieu of requiring an annual report from each
licensee. Conveely some $ates utilize annual reports in lieu of annual
examinations. tates use a combination of supervisory examinations and annual
reports to maintain current information concerning the safetysaundness of a
licensee.

3. The MTRA, in cooperation with industry representatives, has developed
a uniform renewal form that may be usedibgnsees as an alternative to the
myriad foms that have beemeated bylte various tes. A copy of the
uniform renewal form is located on the MTRA website, located at
<http://wwwmtraweb.og/uaf.htm? (visited June 15, 2001). The creation of a

uniform renewal form will allow licensees who engage in mdreaysmission
in multiple jurisdictions, to complete one standard for annually rather than a
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series of dierent forms. This will provide greater convenience afidieficy
for licensees and also for regulators who can more esdwhe information.
Regulators, through the use of such a uniform form may aldoldéoastore
such forms in a centralized computer database.

[SECTION 206. NET WORTH. A licensee undehis [article] shall
maintain a net wah of at least [$25(D] determined ina@ordance with
generallyaccepted actnting principls]

Comment

1. Net worth requirements, in combination with bonding/security and
permissible investment requirements, are a means of ensuring that a money
transmitter has sfi€ient resoures to honor its oblaions to customergOnly
Article 2 licensees are subject to net worth requirements. Check cashers and
currencyexchangers puide funds immedialy to custmers; thereforénere is
no risk of non-payment. Net worth requirements are a meangeehsty an
applicant, at théme of their initihentry into tke money-s&ices businesssao
their abilityto meet their obligtions.

2. Only a minimal net worth requirement has been suggestaddmnet
worth is used as additional requement to make sutbat license apglants
and licensees have some resources for commencing and operatingya
transmission business. Section 206 has been bracketed becausésesness
net worth as part of the safety and soundness mechanisms where&ateker
rely on bonthg/securityand permissible irstment requireemts instead. This
Act gives $ates the option afhoosing betwen a combination afecurity net
worth and permissible investment requirements as prudential measures for
Article 2 licenses.
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ARTICLES
CHECK CASHING LICENSES
SECTION 301. LICENSE REQUIRED.

(a) A person magot engage inheck cashing aadvertise, solit or hold
itself out as providing check cashing for which the person receives at least $500
within a 30-day period unless the person:

(1) is licensed undethis [aricle];
(2) is licensed for money transmission under [Article] 2;
(3) is licensed for currency exchange urideticle] 4; or
(4) is an authorized delegate of a person licensed under [Article] 2.
(b) A license under this [article] is not transferable or assignable.
Comment

1. Normally a person who wigls to engageicheck cashingill have to
obtain a license under Article 3 of this Act. There are several exceptions to the
licensing requirement. First, check cashers that are authorizedteeleya
money transmitters are not required to obtain a separate licemnbe dbr
cashing so long as they remain authorized dedegd a money transmitter
licensed under Article 2. Soméages may veh to amend this ragement so
that all check cashers need to be licensed under Article 3.

2. Money trasmitters who arkcensed under Acle 2 are alspermitted to
engage in check cashing and curresmaghange without additional licenses. As
noted above, by satisfying theegter requirements imposed by Article 2, the
regulator will have stitient information about money transmitters to allow
them to also enga in curreng exchangand check caghg. Similarly a
currency exchanger who has an Article 4rigemay also engage in check
cashing. This is because the information required of both an Article 3 licensee
and an Atrticle 4 licensee is virtually identical. Therefore, @péication under
either Article 3 or 4 will provide the regulator with Bcient information about
the applicant.See als&Comment accompanying Section 201.

3. Section 301 also excludes businesses that rferyaodmall amount of
check-cashing services incidental to their primary busimesslicensing
requirements. Hels, for example, kich cash cheskas a courtedpr their
guests, fall into this excluded categofyjhe exemption rkfcts an agggate
level of fees over a 30-day period, rathenthelying on a daily level of
business. In order for a business to qualify as an emiifgged in check
cashing, it would have to cash more than $16,666 worth of checks within a 30-
day period in order to receive revenues of ntioae $500. This figure was
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derived usng a three- pa&ent fee for eeh check caskd (which isthe average
fee chaged within the cbck cashing ingstry). On a annual basis, aibiness
would be able to ch up to $200,000 wibr of checks withat having to obtain
a license.

SECTION 302. APPLICATION FOR LICENSE.

(&) A person applying for a license under this [article] shall do so in a form
and in a medium pseribed byhe [superintendéh The applicatiomust state
or contain:

(1) the legal name and residential and business addresses of the
applicant, if the applicant is an individual drthe applicant is not an
individual, the name of each partnexecutive dicer, managerand director;

(2) the location of the principal fide of the apptant;

(3) complete adésses of otheotations in this tate where the
applicant proposes to engage in check cashing or cyreobange, including
all limited stationsad mobile locations

(4) a description of the source of money and credit to be usibe by
applicant to engage in check cashing and currerclyange; and

(5) other informaon the [superintedent] reasonablyequires with
respect to the applicant, but not more than the [superintendent] may require
under [Article] 2.

(b) A nonrefundable application fee of [$2,000] and a license fee of
[$2,000] must accompany an application for a license under this [article]. The
license fee must be refunded if the application is denied.

Comment

1. This Act treatsheeck cashers flierently tlan money tnasmitters with

respect to licensing, bonding and, in particut@t worth. Because check

cashers and awncy exchngers provideustomers with fuis immediately
they do not ned the same pe of bond or secity requiements. EXxisting s&
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law makes a distition between clok cashers andaney transitters with
respect to infanation provided touperintendentse(g., auditedsacontrasted to
unaudited finarial statements arrequested arttbnd and net worth
requirements are not imposed).

2. A provision has been included to require that check cashers provide a
superintendent with information about the source of their funtige S
superintendents and law enforcemeffit@ls want to ensure that the cash used
in such a businessm®t derived from mwney laundeng or other illgal activity
The Comment accgmanying Setion 202 discussdle reasons whgertain
types of information are requested from Article 2 applicants dtiig
application proess.

SECTION 303. ISSUANCE OF LICENSE.

(a) When an applation is filed undethis [article], thgsuperintendent]
shall investigatéhe applicant'inancial condibn and responsility, financial
and business experience, chara@ed generaithess. The [superiendent]
may conduct an on-site investigation of the applicant, the reasonablaf c
which the applicant must payhe [superintendent] shall issue a license to an
applicant under this [article] if the [superintendent] finds that all of the
following conditions have been fulfilled:

(1) the applicant has complied with Section 302; and

(2) the financibcondition and rgmonsibility, financial and bsiness
experience, competence, charagaed general fitness of the applicant; and the
competence, experience, chargaed general fitness of the executivicets,
managers, dicgors, and perss in control of, thapplicant indice that it is in
the interes of the pultic to permit the appicant to emgage in check hing.

(b) When an applation for an orignal license undehis [article] is
complete, the [superintendent] shall issue the license under this [article], to take
effect as of the first business day after expiration of the period.

(c) The [superintendent] may for good cause extend the application period.

(d) An applicant whose application is denied by the [superintendent] under
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this [article] may appeal, within [30] days after receipt of the notice of the
denial, fran the denidand requesa hearing.
Comment

SeeComment accompanying Section 203.

SECTION 304. RENEWAL OF LICENSE.

(@) A licensee under this [article] shall pay a biennial renewaiffee
[$2,000] no later than [30] days before each biennial anniveo§#éng issuance
of the license qiif the last day is not a business daty the next business day

[(b) A licensee under this [article] shall submit a renewal report with the
renewal fee, in a form and in a medium prescribed by the [superintendiae
renewal report must state or contain:

(1) a description of each material change in information submitted by
the licensee in its original license application that has not been reported to the
[superintendent] on any required report; and

(2) a list of the loations in this ate where the licensee or an
authorized delegate of the licensee engages in chshkng or currency
exchange, including limited stations and mobile locations.]

(c) If alicensee does not [file a renewal report or]isagenewal fee by the
renewal date or any extension of time grantethbysuperintendent], the
superintendent shall send the licensee a notice of suspension. Unless the
licensee fiil es he report and] pays he renewal fee bdore expiration of 10 days
after the notice is sent, the licensee’s license is suspended 10 datyweafter
superintendent sends the notice of suspension.

(d) The [superintendent] for good cause may granki@msion of the

renewal date. fie suspension must biged if, within 20 days afteits license is
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suspended, the licensee:
(2) [files the report and] pays the renewal fee; and
(2) pay [$100] foreach dawfter sugension tht the [suprinten@nt]
did not receive [the renewal report and] the renewal fee.
Comment

Check cashers and currency exchangee required to renew their licenses
biennially mther than annilg. Because check cashers and currexciangers
pose no safety and soundness concerns, the superintendent does notéave a ne
to examine renewal reports on an annual basis for these businesses. The
superintendent, howevewill have the autbrity to condict an on-site
examination if the check casher or currency exobiaeggages in money
laundering activity or violates a provision of this Act. For a gertBscussion
of the purposes aenewal repas seeComment accompanying Section 205.
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ARTICLE 4
CURRENCY EXCHANGE LICENSES
SECTION 401. LICENSE REQUIRED.

(&) A person may not engage inremcy exchange or advertise, solicit, or
hold itself out as providing currency exchange for whichp#reon receives
revenues equal or greater than [five percent] of total revenues unless the person:

(1) is licensed undethis [aricle];
(2) is licensed for money transmission under [Article] 2;
(3) is licensed for check cashing under [Article] 3; or
(4) is an authorized delegate of a person licensed under [Article] 2.
(b) A license under this [article] is not transferable or assignable.
Comment

1. Normally a person who wishes to engage in currexchange will have
to obtain a license under Article 4 of the UMSA. There are several exceptions
to the licensing requirement. First, currency exchesthat are authorized
delegates of money transmitters are not requited to obtain atselgE@nse for
currency exchange so long as theyain authorized delegates of a money
transmitter licensed under Article 2. Somat&s may dpto amend this
requirement so that all currency exchangers he®e licensed under Article 4.

2. Money trasmitters who arkcensed under Acle 2 are alspermitted to
engage in check cashing and curremaghange without additional licenses. As
noted above, by satisfying theegter requirements imposed by Article 2, the
regulator will have stitient information about money transmitters to allow
them to also enga in curreng exchangend check caghg. Similarly a check
casher who hasdrticle 3 licens may alsorgage in cuancy exchage. This
is because the information required of both an Article 3 and an Article 4
licensee is virtually identical. Therefore, one application under dittiete 3
or 4 will provide the regulator with didient about an applicanSee also
Comment accompanying Section 201.

3. Section 401 also excludes businesses that rfexyaodmall amount of
currency exchange incidental to their primamginess from licensing
requirements. An exemption is provided persons that receive revenues less than
or equal to five peent of total reenues.
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SECTION 402. APPLICATION FOR LICENSE.

(a) A person applying for a license under this [article] shall do so in a form
and in a medium pseribed byhe [superintend¢h The applicatiomust state
or contain:

(1) the legal name and residential and business addresses of the
applicant, if the applicant is an individual drthe applicant is not an
individual, the name of each partnexecutive dfcer, managerand director;

(2) the location of the principal fude of the apptiant;

(3) complete adésses of otheotations in this tate where the
applicant proposes to engage in curregxghange or check cashing, including
all limited stations @d mobile locations

(4) a description of the source of money and credit to be usthe by
applicant to engage in check cashing and currerclyange; and

(5) other informaon the [superintedent] reasonablyequires with
respect to the applicant, but not more than the [superintendent] may require
under [Article] 2.

(b) A nonrefundable application fee of [$2,000] and a license fee of
[$2,000] must accompany an application for a license under this [article]. The
license fee must be refunded if the application is denied.

Comment

1. This Act contains a different Article for the licensing of check cashers
and currency exchangers. Although the provisions cont@ngrticles 3 and 4
are almost identical, this Act provides States with the option to include less than
all of the Articles in an MSB licensipstatute. Thusaeh of the licensg parts
of this Act is sepaible. At presenvery fewStates have liceing requirenmmts
for currency exbangers. Athe same tire, the actiity of currency exbange
(exchanging layer amounts adne currencyor smaller denminations in
another, for example) has been identified by law enforoeoféicials as

vulnerable to money laundering (as contrasted withkcbashing).

2. For a general discussion of the main differences between Article 2 and
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Articles 3 and 4 sEComment to Sectior®2 (which also expias the rationale

for separate licensing requirements for differepesyof MSBs) and Section

302. The Comment to Section 202 also discusses the reasons why cergain type
of information ae requested fro applicants duripthe applicatio process.

SECTION 403. ISSUANCE OF LICENSE.

(@) When an applion under this [&cle], the [superitendent] shall
investigate thapplicant's fiancial condition @d responsibilityfinancial and
business experience, charactard general fitness. The [superintendent] may
conduct an on-site investigation of the applicant, the reasonable cost of which
the applicant must payl'he [superintendent] shall issue a license to an
applicant under this [article] if the [superintendent] finds that all of the
following conditions have been fulfilled:

(1) the applicant has complied with Section 402; and

(2) the financibcondition and rgmonsibility, financial and bsiness
experience, competence, charaaed general fitness of the applicant; and the
competence, experience, charaaed general fitness of the executivioefs,
managers, digtors, and perss in control of, thapplicant indicte that it is in
the interest of the public to permit the applicant to engage in curegnbgnge.

(b) When an applation for an origal license undehis [article] is
complete, the [superintendent] shall promptly notify the applicant in a record of
the date on which the application was determined to be complete and:

(1) the [superintedent] shall appravor deny tb application witim
120 days after that date; or

(2) if the application is not approved or denied within 120 days after
that date:

(A) the application is deemed approved; and

31



(B) the [superirgndent] shall issuée license undehis
[article], to take dBct as of the first business day after expiration of the period.
(c) The [superintendent] may for good cause extend the application period.
(d) An applicant whose application is denied a license by the
[superintendent] under this [article] may appeal, within [30] days after receipt of
the noticeof the deniy from the denial and equest a hearg.
Comment

SeeComment accompanying Section 203.

SECTION 404. RENEWAL OF LICENSE.

(@) A licensee under this [article] shall pay a biennial renewalffee
[$2,000] no later than [30] days before each biennial anniveo§#éng issuance
of the license qiif the last day is not a business day the next business day

[(b) A licensee under this [article] shall submit a renewal report with the
renewal fee, in a form and in a medium prescribed by the [superintendae
renewal report must state or contain:

(1) a description of each material change in information submitted by
the licensee in its original license application that has not been reported to the
[superintendent] on any required report; and

(2) a list of the loations in this ate where the licensee or an
authorized delegate of the licensee engages in cyresmbange or check
cashing, including limited stations and mobile locations.]

(c) If alicensee does not [file a renewal report andjigsagnewal fee by
the renewal date or any extension of time grantetidysuperintendent], the
superintendent shall send the licensee a notice of suspension. Unless the

licensee fiil es he report and] pays he renewal fee bdore expiration of 10 days
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after the notice is sent, the licensee’s license is suspended 10 datyseafter
superintendent sends the notice of suspension.
(d) The [superintendent] for good cause may granki@msion of the
renewal date.
Comment

Check cashers and currency exchamgee required to renew their licenses
biennially mther than annilg. Because check cashers and currexchangers
pose no safety and soundness concerns, the superintendent does notéave a ne
to examine renewal reports on an annual basis for these businesses. The
superintendent, howevewill have the autbrity to condict an on-site
examination if the check casher or currency excbiaeggages in money
laundering activity or violates a provision of this A&eeComment
accompanying Section 204.
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ARTICLES
AUTHORIZED DELEGATES
SECTION 501. RELATIONSHIP BETWEEN LICENSEE AND
AUTHORIZED DELEGATE.

(a) In this section, “remit” means to make directrpagts of money to a
licensee or its @resentative dhorized to recew money or taleposit monein
a bank in an account specified by the licensee.

(b) A contract between a licensee and an authorized delegate must require
the authorized delegate to operate in full compliance with this [Act]. The
licensee shall furnish in a record to each authorized delegate policies and
procedures sfitient for compliaace with his [Act].

(c) An authorizedelegate shatemit all moneywing to the licesee in
accordance with the terms of the contract between the licensee and the
authorized delegate.

(d) If a license is suspended k@voked or a liagsee does not rew its
license, the [superintendent] shall notify all authorized delegates of the licensee
whose names are in a record filed with the [superintendent] of the suspension,
revocation, or non-renewal. After notice is sent or publication is made, an
authorized delege shall immedialg cease t@rovide monegervices as a
delegate of the licensee.

(e) An authorized delegate may not provide ma®yices outside the
scope of activitypermissible undehe contract beteen the authared delegate
and the licensee, except activity in which the authorized delegate is authorized
to engage under [Article] 2, 3, or 4. [An authorized delegate of a licensee holds
in trust for the benefit of the licensee all money net of feesved from money

transmission.]
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Comment
The sections included in Article 5 are meant to further delineate the nature
of the authorized delegate's relationship with the licensee and to further clarify
the delegats’responsibilitiesral obligations. Sinarly, this section also e
forth some of theaneral obligabns that the licer® has with respeto
providing the delegate with a contract and making the delegates of relevant
laws and rules.
SECTION 502. UNAUTHORIZED ACTIVITIES. A person may not
provide money services on behalf of a person not licensed under this [Act]. A
person that engages in that activity provides maeeyices to the same extent
as if the person were a licensee.
Comment
This section provides that an authorized delegate mayberdydelegate for
a licensee. Should the licensee lose its license, the delegate will be considered

to act in its own capacity as if the delegate wdieeasee itself. This section
may trigger potential civil and criminal liabilifgursuant to Sections 805 and
806.
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ARTICLE 6
EXAMINATIONS; REPORTS; RECORDS

SECTION 601. AUTHORITY TO CONDUCT EXAMINATIONS.

(&) The [superintendent] may conduct an annual examination of a licensee
or of any of its authorized delegates upon 45'dagtice in a record to the
licensee.

(b) The [superintendent] may examine a licensee or its authorized delegate,
at any time, without notice, if the [superintendent] has reason to believe that the
licensee or authorized delegate is engaging in an unsafsound practice or
has violated or is violating this [Act] or a rule adopted or an order issued under
this [Act].

(c) If the [sperintendent] carludes that an osite examination is
necessary under subsection (a), the licensee shah@agasonable cost of the
examination.

(d) Information obtained during an examination under this [Act] may be
disclosed only as provided in Section 607.

Comment

1. Section 601 progtes the superimeent with genat authorityto
conduct on-site supervisory exams of licensees and their authorized delegates.
This provision is essential to ensure the safety and soundness of licensees and
enable the superintendent to examine a licensee's books and records in the event
that it is suspecteaf money landering or anyther violation othis Act.

2. Subsection (allows the superiandent to waiveraannual on-site
examination for liensees. Itiges the superintelent flexibilityin dealing with
reputable licensees. For example, if a licensee has been licensed for several
years, has maintained adequate financial resguaioel has been cooperative
with regulators, the superintendent may determine that annual examinations are
not necessaryThe waiver also conserves financial resources of the
superintendent Subsection (b) permits the superintendent to examine a licensee

or its delegates without advance notice if the licensee is engaginginsafe or
unsound practicer has violated ds violating a preision of this Act.
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SECTION 602. JOINT EXAMINATIONS.

(&) The [superintendent] may conduct an on-site examination of records
listed in Section 605 in conjunction with representatives of other state agencies
or agencies of anotheta®e or of the federal government. Instead of an
examination, the [superintendent] may accept the examination report of an
agency bthis Sate or of anothert&te or of the federal government or a report
prepared byn independent knsed or ceridd public accontant.

(b) A joint examination or an acceptance of an examination report does not
preclude the [superintendent] from conducting an examination as provided by
law. A joint report or a report accepted under this subsection idieialof
report of the [sup@tendent] for dlpurposes.

Comment

The use of joint exammations is an impoant feature othis Act that will
reduce some of the increased costs that may be idasra result of licensing
andreguation. Many Sates already engage in joint examinations of major
MSBs or allow the submission of reports generated by anothdategin lieu
of an on-site examination. This is another provision designed to conserve
financial resorces.

SECTION 603. REPORTS.

(@) A licensee shall fil e with the [superintendent] within [15] businessdays
any material changes in information provided in a licens@@kcation as
prescriled by tle [superitendent].

(b) A licensee shall file with the [superintendent] within 45 days after the
end of each fisd quarter a cuent list of all autbrized delegatg responsible
individuals, and loations in this tte where the licensee or an authorized
delegate of the licensee provides money sesyioeluding limited stations and

mobile locations. The licensee shall state the name and street address of each

location and authorized delegate.
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(c) Alicensee shall file a report with the [superintendent] within one
business day after the licensee has reason to know of treerae any of the
following evens:

(1) the filing of a petition by or against the licensee utitetJnited
States BakruptcyCode [1 U.S.C. Section 10110 (1994 & Supp. V1999)]
for bankruptcy or reganization;

(2) the filing of a petition by or against the licensee égeivership, the
commencement @y other jdicial or administtive proceedmfor its
dissolution or regganization, or the making of a general assignment for the
benefit of its crditors;

(3) the commencement of a proceeding to revoke or suspend its license
in a Sate or country in which the licensee erggmm business or is licensed,;

(4) the cancellation or other impairment of the licensee's bond or other
secuity;

(5) a [chage or] conviction of the licensee or of an executiveer
manageror director of, or person in control of, the licensee for a felony

(6) a [chage or] conviction of an authorized delegate for a felony

Comment

1. Reports are essential to the proper regulation of problem delegates or
licensees. Although on-site examinations are authorized, the reporting
requirements provide a cost efficient mechanism for superintendents and
industry members alike. Certain significant events must be reported
immediately including a monglaundeing allegatioragainst a delege. This
Act only calls for quarterlyeporting was only necessamth respect to changes
in authorized delegates. Furthermore, annual audited financial statements are
only required for Article 2 licensees (as this relates ogaado the safety and
soundness of money transmitters and their financial solyedylicensees are
required to file renewal reports pursuant to Articles 2, 3 and 4.

2. Section 603(akquires a liagsee to report omg changs that occur in
information supplied in a license application within 15 days after the change has

occurred. This provision ensures that the superintendent has current and
accurate information in the time between the filling of an initial application and
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the submission of &newal report.

SECTION 604. CHANGE OF CONTROL.

(@) A licenseemall:

(1) give the [superintendent] notice in a record of a proposed change of
control within [15] dgs after larning of the mposed changef control,

(2) request approval of the acquisition; and

(3) submit a nonrefundable fee of [$2,000] with the notice.

(b) After review of a request for approval under subsection (a), the
[superintendent] may require the licensee to provide additional information
concerning the proposed persons in control of the licensee. The additional
information must be limited to the same types required of the licensee or
persons in control of the licensee as part of its original license or renewal
application.

(c) The [superintendent] shall approve a request for change of control under
subsection (a) if, after investigation, the [superintendent] determines that the
person or group of persons requesting approval has the competence, experience
characterand general fithess to operate the licensee or person in control of the
licensee in a lawful and proper manner and that the public interest will not be
jeopardized byhe change ofamtrol.

(d) When an applation for a chargyof control undethis [article] is
complete, the [superintendent] shall notify the licensee in a record of the date on
which the request was determined to be complete and:

(1) the [superintendent] shall approve or deny the request within 120
days after that date; or

(2) if the request is not approved or denied within 120 days after that
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date:

(A) the request is deemed approved; and

(B) the [superirgndent] shall permthe change afontrol under this
section, to take &ct as of the first business day after expiration of the period.

(e) The [superintendent], by rule of ordmay exempt a person from any of
the requirements of subsection (a) (2) and (3) if it is in the public interest to do
SO.

() Subsection (a) does not apply to a publferafig of seciities.

(g) Before filing a request for approval to acquatool of a licensee or
person in control of a licensee, a person may request co re determination
from the [superintendent] as to whether the person would be considered a
persa in control of a licens& uponconsummation of apropcsed tansadion. If
the [superintendent] determines that the person would not be a person in control
of a licensee, the [superintendent] shall enter an order to teeit &hd the
proposed person and transaction is not subject to the requirements of
subsections (a) through (c).

Comment

1. Section 604 requires all persons who wish to acquire a controlling
interest in a licensee (as broadly defined in Section 102) to obtain approval from
the superintendent prior to obtaining control. Prior notification is important for
safety andoundness reasgras well as for thsuperintendemo properly
assess the baakgind of the pemns who wish to acdne control (in oder to
evaluate whether such persons pose any risks in terms of potential illegal
activity). The superintendent retains discretion to request additional information
from an applicant (e.g., personal financial information) that might assist the
superintendent in evaluating the application.

2. Itis not mandatory for applicants to provide personal finhnc
information under Section 604 about persons that have control of a licensee,
such as executive officers of the acquiring company. Maagutive officers at
larger publicly traded companies would object to such a reqgeireas an
unnecessary invasion of privatyecause the financial well-being of the

company would bear no connection to the officer’'s persorathveThe
superintendent retains the discretion to request such information for smaller
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entities where the superintendent needs more information to make an
assessment of net worth and financial capability (i.e., individual proprietors who
wish to acquire control of an MSB).

SECTION 605. RECORDS.
(a) A licenseehall maintain thedllowing recods for determinings
compliance with tis [Act] for at least firee] yeas:
(1) a record of each payment instrument or storduewabligation
sold;
(2) a genelldedger postedtdeast monthlyontaining all sset, liability
capital, incomeand expense aaats;
(3) bank statenmtés and bank reoailiation recods;
(4) records of outstanding payment instruments and stored-value
obligations;
(5) records of each payment instrument and stored-valuatbiig
paid within the [three]-year period;
(6) a list d the last known namesad addresseof all of the licensets
authorized delegates; and
(7) any other records the [superintendent] reasomaflyires by rule.
(b) The items specified in subsection (a) may be maintained iimamyof
record.
(c) Records malge maintained outke this $ate if theyare made acssible
to the [superintendent] on [seven] business-days' notice that is sent in a record.
(d) All records maintained by the licensee as required in subsecfions (a
through (c) are open to inspection by the [superintendent] pursuant to Section

601.
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Comment

1. This section combines the more general reporting provisions of the
Florida Money Transmitter's Code Section 560.310,.FStaT. ANN. Section
560.310 (West Supp0@1), and the morgetailed repong requiremets
contained in Seain 15 of the Model AdRegulating Moay Transmiers. This
Act keeps the statutory prescription for record keefpregminimum.

Additional books and records might be required by rule, if needed. The
reporting requirements contained in Section 605 pertain mainly to money
transmitters (with respect to the sale of payment instruments). Most check
cashing and cuency exchnge laws simplgtate that the licssee must maintain
books and records as required by rule. The theae+gcord retention period
also reflects existing state practice. Subsection (d) clarifies that the records
maintained by the licensee are subject to inspection pursuant to aaggula
examination as set forth in Section 601.

2. State recordkeeping requirements do not go to the identity of thediuy
the instrument. Theecordkeepingequirement is dggned to requér issuers to
maintain records of what has been sold and what remain outstanding. A
licensee must hawecords of itsdutstanding” insuments in ordeot
determine the leal of permissiblenivestments, amoraher things.

3. The data reitaed depends on tiproduct. Data fotraditional prodcts
such as travelsrchecks and sted value calthat are anonyous would only
include items needed to process the payment transaction, such as plate/date
sale, amount purchased, data and place of use or encashment, amount of funds

remaining (if its a stored valueard), but no psonally idefifiable data is
retained.

[SECTION 606. MONEY LAUNDERING REPORTS.

(&) Alicensee and an authorized delegate shall file with the [attorney
general] all reports required by federafrency reporting, record keepjrand
suspicious transaction reporting requirements as set forth in 31 U.S.C. Section
5311 (1994), 31 C.R. Section. 103 (2000) and other federal and state laws
pertainirg to money launering.

(b) The timely filing of a complete and accurapart required under
subsection (a) with the appropriate federal agehcgmpliance with the
requirements of subsection (a), unless the [superintendent] notifies the licensee

that the [attornegeneral] has rified the [superitendent] that repts of this
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type are not being reguladynd comprehensively transmitted by thdefal
agency to the [attornengeral].]
Comment

1. MSBs are redued to file releant reports as mdated bydderal or state
law with respecto suspected monégundering. Sdéion 606 is meant to
achieve two purposes. First, it requires licensees and their authorized delegates
to comply with federal and state anti-moreyndering reporting requirements.
By making this requirement explicit in a state statute, moneices will be put
on notice of theireporting obligtions. Second, treiperintendent Baa basis
for taking enfocement actiongainst non-conl@nt licenseesral delegates.

2. Subsection (b) permits licensees to comply with state reporting
requirements by filing the appropriate federal-anoney laundering reports as
required by the federal BSA, and theralvpid duplicative filing. FINnCEN
provides state V& enforcementwhorities accss to these reparvia its
Gateway computer system. Throu@ateway, state enforcement agesbave
on-line access to records filed under the BSA. Every Stateelhas the
District of Columbiaand Puerto Rico hagcess to the Gavay sgtem.

3. Approximately ten States require that an MSB comply with allééder
and state money laundering and currenagsaction reporting laws. State laws
typically replicate the fedal law and require that cash transactions in excess of
$10,000 be reported to a state authority, as well as to the U.S. Tresastyof
the state reportg law does not ggificallyaddress MSBs (bumtay applyto
MSBs by implication). Several States, including Colorado, Connecticut, Idaho,
Indiana and €lahoma, requirénancial institutbns to file suspiciaiactivity
reports concurrently with federal and state authorities. Arizona has its own
suspicious activity form for financial institutions. Suspected money laundering
activities are reported to Arizona's Attorney Gehenea one-page form.
Georgia provides that each financial institution must keep a record of currency
transactions in excess of $10,000 and that those reports must be filed with the
State within 15 days of the transaction.

SECTION 607. CONFIDENTIALITY.

(a) Except as otherwise provided in subsection (b), all information or
reports obtained by the [superintendent] from an applicant, licensee, or
authorized delegate and all information contained in or related to examination,
investigation, operating, or condition reports preparedmypehalf of, or for
the use of the [superintendent], or financial statements, balance sheets, or

authorized delege information, @ confidentiabnd are not sulgeto
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disclosure unddthis Sate's opn recads law].

(b) The [superintadent] may didose informatiomot otherwise subjéto
disclosure under subsection (a) to representatives of state or federa@sgenc
who promise in a record that they will maintain the confidentialithef
information; or thgsuperintendent] fids that the relea is reasonably
necessary for the protection of the public and in the interests of justice, and the
licensee has beaiven previousotice by thg¢superintendent] ats intent to
release the information.

(c) This sectionaks not prohibit thisuperintendent] ém disclosing to
the public a list of persons licensed under this [Act] or the aggregated financial
data concernmthose licensse

Comment

Section 607 is an important confidentiality provision that protects the
business or progaiary finacial informatiorthat may beubmitted by dicense
applicant or licesee. It is impant to provide liensees and licea applicants
with an appropri@ degree ofnptection for cgain information especially
business and proprietary information, that is contained in applications and
reports filed withstate regulats. In the alnce of such ptections,

information concerning an applicant’s receivables, for example, could be used
to reconstruct the markshare of a particular MSB.
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ARTICLE 7
PERMISSIBLEINVESTMENTS
SECTION 701. MAINTENANCE OF PERMISSIBLE INVESTMENTS.

(@) A licensee shall maintain at all times permissible investments that have
a market value computed in accordance with geneaadlgpted accounting
principles of not less than the aggregate amount of all of its outstanding
payment instruments and stored value obligations issued or sold and money
transmitted byhe licensee ots authorized defmtes.

(b) The [superintendent], with respect to any licensees]imayhe extent
to which a type of investment within a class of permissible investments may be
considered a permissible investment, except for money and certificates of
deposit issued by a bank. The [superintendent] by rulepnesgribe or by
order allow othetypes of inestments that theyperintendent] dermines to
have a safetgubstantiallyequivalent to othrgpermissible inv&ments.

(c) Permissible investments, even if commingled with other assets of the
licensee, are held in trust for the benefit of the purchasers and holders of the
licensee's outstanding payment instruments and stored value obligations in the
event of bankruptcy or receivership of the licensee

Comment

Money tranmnitters are reqeed to maintain aartain level of imestments

that are equal to the value of their outstanding obligations as a means of

protecting indiidual consumers. His is another safy and souness
requirement dégned to safagard funds redeed from consunrs.

SECTION 702. TYPESOFPERMISSIBLE INVESTMENTS.
(a) Except to the extent otherwise limited by the [superintendent] pursuant

to Section 701, the following investments are permissible under Section 701.:
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(1) cash, a certificate of deposit, or senior debt obligation of an insured
depositary institution, as defined in Section 3 of the Federal Depositinsura
Act [12 U.S.C. Section 1813 (1994 & Supp.1@99)];

(2) banker's@eptance orilbof exchange tht is eligible fopurchase
upon endorsemebly a membelpank of the Fedal Reserve $fem and is
eligible for purchase by a FedeReserve Bank;

(3) an investment bearing a rating of one of the three higretggas
defined by a nationally regnized oganization thatates securities;

(4) an investment security that is an obligation of the UnitattSor a
department, agencygr instrumentality thereof; an investment in an obligation
that is guaranteed fully as to principal and interegshbyJnited &tes; or an
investment in an obligation of de®e or a governmental subdivision, agecy
instrumentality thereof;

(5) receivables that are payable to a licerisem its authorized
delegates, in the ordinary course of business, pursuant to tomthach are not
past due or doubtful of collection if the aggregate amount of rédes/ander
this paragrapbdoes not exceed 2@ngent of the tal permissible inv@ments
of a licensee ahthe licensee deaot hold at one timeceivables ured this
paragraph irany one person agegating morehan 10 percetof the licensee's
total permissible investments; and

(6) a share or a certificate issued by an agahmanagement
investment company that is registered with the UnitateS Securities and
Exchange Commisgsiaunder the Mestment Companiesct of 1940 [15 U.S.C.
Section 80a-1-64 (1994 & Supp. V 1999)], and whose portfolio is restricted by
the managemérompany investment policto investments spiied in

paragraphs (1) through (4).
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(b) The followinginvestments aregpmissible underegtion 701, but only
to the extent specified:

(1) an interesbearing bill, nat, bond, or debéure of a person hose
equity shares are traded on a national securities excloammy) a national over
the-counter market, if the aggregate of investments under thiggatnadoes
not exceed 20 percent of the total permissible investments of a licensee and the
licensee does not at one time hold investments under this paragraph in any one
person agggating more tha 10 percent of thlicensee's tal permissible
investments;

(2) a share of a person traded on a national securities exchange or a
national oveithe-counter market or a share or a certificate issuea lopen-
end management investment company that is registered with the Uatiesl S
Securities and Exchange Commission under the Investment Companies Act of
1940 [15 U.S.C. SectidgDa-1-64 (1994 &upp. V 1999)], and hose portfolio
is restricted by the management compmmyestment policy to shares of a
person traded on a national securities exchange or a nationdhe\eaunter
market, if the aggregate of investments under this pgphgtoes not exceed 20
percent of the total permissible investments of a licensee and the licensee does
not at one time hold investments in any one person agoggaore than 10
percent of the diensee's tot@ermissible invaments;

(3) a demand-borrowing agreement made to a corporation or a
subsidiary of a corporation whose securities are tradedhatiaaal securities
exchange if the aggregate of the amount of principal an@sttentstanding
under demand-borrowing agreements under this patagi@es not exceed 20
percent of the total permissible investments of a licensee and the licensee does

not at one time hold principal and interest outstanding under demand-borrowing
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agreements under this paragraph with@mg person aggregating more than 10
percent of the licensee's total permissible investments; and
(4) any other investment the [superintendent] designates, to the extent
specifi@ by the[superinéndent].
(c) The aggregate of investments under subsection (bhotaxceed 50
percent of the tal permissible inestments of a licessee calculatein
accordance with Section 701.
Comment

1. Money transmitters have to maintain investments that are equal to the
aggregate face amount of all their outstanding funds &enahd payment
instrument obligdéons (on a dollardr dollar basis).The list of permisbie
investments contained in Section 702 reflects exiting industry practice — based
in some part on the nature of the money transmission business. Section 702,
howevey places certain limitations on the percentages of holdings in many of
the investment categories. Certain permissible investments are riskier than
others — especially in the absence of lanjtations or caps on percentage of the
licensee's ptiolio invested in ay of thesetems.

Certain investments that may post a greater degnesk include:

C shares in a money market mutual fund, interest-bearing bills or notes or
bonds, debentures or stock traded on any national securities exchange or
on a national ovethe countemarket, or mutddunds primarily
composed of one or more investments as described in this section;

C ademand borrowing agreement made to a corporation or a subsfdiary
a corporation whose capital stock is listed on a national exchange; and

C receivables that are due to a licensee from its authorized delegates
pursuant to a contract that are not past due or doubtful of collection.

2. The current list of permissible investments is an attempt to balance the
concerns of regulators for safetydasoundness and of industry participants who
have concerns about their ability to prope&dyduct business. The categories
of investments listed in Section 702(b) permit the type of investments that had
previously aised concernsThe main dierence between Section 702(b) and
current practice is that the aggregate cap on swestments is set at 20 percent
of the licenses'portfolio. Additimally, the licensee may not invest in more
than 10 percent of any one person with respect to these same investment
categories. This balances the need to allow licensees to have flexible and
diverse options foinvestment, butlso limits the agggate amounhat a
licensee can irest in these riskiecategories.
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3. Receivables, in particulas one category that might pose concern for a
state superintendent. There is, however a practical reason for including
receivables aa categorpf permissible in@ments. For mondyansmitters,
the practice of including receivables as permissible investments had become a
necessity due to the use of automated monggr dispensers.ypically,
money orders are sold at sales outlets through automated dispensers. The
automated dispenser immediately records the sale of the roaeryand
notifies the money transmitteir his real-time riotification” immeliately
triggers the bligation of a moay transmitr to retain penissible investments
for the money order sold on a dollar for dollar basis. Howeurate the
obligation to maintain investments is triggered at the time of sale, there is a lag
of time until the sales outlet actually remits funds to the money transntitier
the time period between sale and remittance of the funds that the sales outlet has
received, the meey transntter needs to tré#hose “receivales” as part ofts
permissible inveatent portfolio. Pnaously authorized delegates had notified
a money trasmitter of the nundy of moneyorders sold at theame time that it
remitted a check for the funds received.
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ARTICLE 8
ENFORCEMENT
SECTION 801. SUSPENSION AND REVOCATION [;
RECEIVERSHIP].

(&) The [superintendent] may suspend or revoke a license [, place a licensee
in receivership,] or order a licensee to revoke the designation of an authorized
delegate if:

(1) the licensee violates this [Act] or a rule adopted or an order issued
under thidAct];

(2) the licensee does not cooperate with an examination or investigation
by the guperintadent];

(3) the licenseengages in &ud, intentional miepresentatiqror gross
negligence;

(4) an authorized delegate is convicted of a violation of a state or
federal anti-money laundering statute, or violates a ddptad or an order
issued under this [Act], as a result of the licensee’s willful misconduct or willful
blindness;

(5) the competence, experience, charaotegeneral fitness of the
licensee, authaed delegate,gvson in control o& licensee, oesponsible
person of the ligesee or authoridedelegate indates that it is not in éhpublic
interest to permitie person to prode money s®ices;

(6) the licensee engages in an unsafe or unsound practice;

(7) the licensee is insolvent, suspends payment of its obligations, or
makes a general assignment for the benefit of its creditors; or

(8) the licensee does not remove an authorized delegate after the

[superinendent] isues and sees upon tie licensee aifal order ncluding a
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finding hat the athorized @legatehas violatd this [Ad].

(b) In determining whether a licensee is eingg@ an unsafe or unsound
practice, the [superintendent] may consider the size and condition of the
licensee’s money transmission, the magnitude of the loss, the grbthity
violation of this [Act], and the previous conduct of the person involved.

Comment

1. Section 801 sets forth the circumstances pursuant to which the
superintendent may take disciplinaryi@es against a licensee. This is an
important mechanism for the prevention of money laundering. The issafance
a cease and dssorder and suspsion and revot@n of a license myaonly
occur after a hearing in accordance with the statéhinistrative procedure act.
Licensee violation of state money laundefimghibitions is specified on the list.
Section 801 also specifics the circumstances under which the superintendent
may take action against the licensee for the authorizedategonduct.
Pursuant to Section 801 (a)(4), the superintendent is authorized to take action
against a licensee for a delegate's violations of mianeglering prohibitions or
any act doe as a result of @ourse of the willl misconduct or Wiful blindness
of the license@he concept of "willful blindness," a legal principle that is often
applied by ourts in construinghe law's "knovedge" requement, is deendeto
be the equivalent of "actual knowledge" of the illicit origin of the funds in the
subject transactions in a laundering case. Willful blindness is defined by the
courts as "deliberate avoidance of knowledge of the f&¢®,' e.gUnited
States v. Antzoulad@62 F.2d 720, 724 (7thCir.), cert. denied, 506 U.S. 919
(1992). A willful miscondud standard has beehosen becausestrict liability
standard may result in consequences disproportionate to the social harm
involved from the dlegate's@ivity.

2. Some gtes provide merdetailed standds for when a @se and desist
order becomes fefctive. Exas’ Currency Exchangeansportation or
Transmission provisions of theXas Finance Code provide that a cease and
desist order takesfett on issuance if the Banking Commissioner finds a threat
of immediate and irreparable harm to the license holder or the public. If no
immediate or irreparable harm is found, the order is fiedtee before 10 days
after the order is receive@&eeTex. Rev. AN. StAT. ANN. Section153.407
(West Supp. 2001). Other state laws enumerate separate and specific grounds
for the denial of a license or for revocation, suspension or restriction of a
previously granted license. Florida, for example, lists a material misstatement
of fact in an initial or renewal application, the loss of license in another
jurisdiction (due to fraud or dishonest dealing) and criminal convictions
involving fraud or dishonest dealing as grounds for license denial, suspension or
non-renewal.SeeFlorida Money Transmitter's Cod&ection560.114(1)(a)-(v),

FLA. STaT. ANN. Section560.114(1)(a)-(v) (Wst Supp. 2001).
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SECTION 802. SUSPENSION AND REVOCATION OF
AUTHORIZED DELEGATES.
(a) The [superintendent] may issue an order suspending or revoking the
designation ofmauthorized delede, if the [supentendent] finds tha

(1) the authorized delegate violated this [Act] or a rule adopted or an
order isged undethis [Act];

(2) the authorized delegate did not cooperate with an examination or
investigtion bythe [supentendef;

(3) the authorized delegate engaged in fraud, intentional
misrepresentation, or gross negligence;

(4) the authorized delegate is convicted of a violation of a state or
federal anti-money laundering statute;

(5) the competence, experience, charaotegeneral fitness of the
authorized delegate or a person in control of the authorized delegate indicates
that it is not in the public interest to permit the authorized delegate to provide
money services; or

(6) the authorized delegate is engaging in an unsafe or unsogtidepra

(b) In determining whether an authorized delegate iagng in an unsafe
or unsound practice, the [superintendent] may consider the size and condition of
the authorized delegate’s provision of money services, theimdg of the
loss, the gravity of the violation of this [Act] or a rule adopted or order issued
under this [Act], and the previous conduct of the authorized delegate.

(c) An authorized delegate may apfay relief from a suspension or
revocation of designation as an authorized delegate according tdyrexce
prescriled by tle [superitendent].

Comment
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1. Section 802 complements Section 801. Section 802 sets forth the
circumstances pursuant to which the superintendent may take diieat ac
against the authorized delegate. This is another important enforcement and
regulatory tool for the prevention of monlayndering. Because authorized
delegates may be potential sites for mdaeydering activity (due to a lesser
degree of supervision and oversight and also the large numbergsdtdsléhat
may exist for @iven licenseg the superintatent needs to hawaithority to
take acton aganst the delegae directly.

2. Section 802(a) focuses solely on the conduct of the authorized delegate
As noted in Section(8, under certa circumstancg a licensee mdgse its
license or be subject to other action by the superintendent if aatietaggages
in violations of this Act or of related money laundering statutes and tiegsla
as a result of thiecensee’s willfil misconduct or wiful blindness.

SECTION 803. ORDERSTO CEASE AND DESIST.

(a) If the [superintendent] determines that a violation of this [Act] or of a
rule adopted or an order issued under this [Act] by a licensee or authorized
delegate is likg to causemmmediate and irgarable harm tde licensee, its
customers, or the public as a result of the violation, or cause insolvency or
significant dissipation of assets of the licensee, the [superintendent] may issue
an order requiring the licensee or authorized delegate to cehdesist from
the violation. The order becomeseetive upon service of it upon the licensee
or authorized delegate.

(b) The [superintendent] may issue an order against a licenseeséoarel
desist from providing money services through an authorizedadeléwat is the
subject ofa sepata order i the [siperinteadent].

(c) An order to cease and desist remaifect¥e and enforceable pending
the completion of an administrative proceeding pursuant to Section 801 or 802.

(d) A licenseeoan authorized diegate that is seed with an ordeto cease
and desist may petition the [appropriate court], for a judicial order setting aside,

limiting, or suspending the enforcement, operation, fecé¥eness of the order
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pending the completion of an administrative proceeding pursuant to Section 801
or 802.

(e) An order toease and desist@ires unless the [supetendent]
commences an adnistrative proeeding pursudno Section 801 or @within
[10] days after it is issued.

Comment

Section 803 provides the superintendent with limited authority to issue
orders to cease and desist without prior notice and hearing procedures. The
superintendent, howevenust have a reasable belief thahe licensee dts
authorizel delegate ingaging in anmsafe or ungund activty or is violating a
provision of this Act, before invoking temporary powers. Subsections (c) and
(e) require thsuperintendent toegin an enf@ement procedug pursuant to

Section 801 or 802 rather than relying sotatythe cease and desist order as an
enforcement tdo

SECTION 804. CONSENT ORDERS. The [superintenad] may entemto
a consent ordeat any time wh a person to retve a matter asing under this
[Act] or a rule adoged or order issaeunder this [Act]. Aansent order must
be signed by the person to whom it is issued or by tls®psrauthorized
representative, and must indicate agreement with the terms contained in the
order A consentorder may provide that it does rot congit ute an adnission by a
person that this [Act] or a rule adopted or an order issued under this [Act] has
been violated.

Comment
Section 804 gives the superintendent the ability to enter into a negotiated

settlement with an MSB with respect to alleged violations of this Act and
potential disciplinary proceedings. The use of consent orders pdhile
superintendent ith a flexible meansf achieving eforcement gals while

minimizing the administrative and fiscal burden of lengthy administrative
proceedingsral hearings.
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SECTION 805. CIVIL PENALTIES. The [superintendd] may assess
civil penalty against a person that violates this [Act] or a rule adopted or an
order issued under this [Act] in an amount not to exceed [$1,000] per day for
each dayhe violation is outstading, plus this ate's costs and expenses for the
investigation and prosecution of the matiecluding reaonable attornéyfees.

Comment
In addition to tk ability to tke disciplinaryaction againstraMSB or its

authorized delegates for violations of this Act, civil penalties provide another
enforcement mechanisms aimed at deterring money langdeCivil penalties

may be the preferred enforcement hatgsm due to the commercial nature of
this Act.

SECTION 806. CRIMINAL PENALTIES.

(a) A person that intentionally makes a false statement, misrepresentation,
or false certitation in a recal filed or requied to be maintaed under this
[Act] or that intentionally makes a false entry or omits a material ensych a
record is guilty of a [reference to state clasdiicg felony

(b) A person thatnowingly eagages in ancéivity for which a license is
required under this [Act] without being licensed under this [Act] and who
receives morehan [$500] in compengan within a 30-dayperiod from this
activity is guilty of a [refererecto state classification] felony

(c) A person thaknowinglyengages in aactivity forwhich a license is
required under this [Act] without being licensed under this [Act] and who
receives no mornan [$500] in compernsion within a 30-daperiod fom this

activity is guilty of a [refererecto state classification] misdemeanor
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Comment
General criminal penalties for all violations are typical ofitapry codes.
False statements and other misrepresentations are at the core of the regulatory
process and therefore are listed separat@lpsections (b) and (c) provide
varying criminal penalties in the form of a felcamyd a misdemeanor. The

inclusion of the misdemeanor provision suggests that the felony provision
should be used onfgr serious violaons of this Act.

SECTION 807. UNLICENSED PERSONS.

(a) If the [superintendent] has reason to believe that a person has violated or
is violating Sectin 201, 301, or 401 tHsuperintendent] nyaissue an aler to
show cause why an order to cease and desist should not issue reljatrthg
person cease and desist from the violation of Section 201, 301, or 401.

(b) In an emayency the [superintena] may petitio the [appropriate
court] for the issuance of a temporary restrainingraggparte pursuant to the
rules of civil procedure.

(c) An order to cease and desist becomfestife upon service of it upon
the person.

(d) An order to cease and desist remaifect¥e and enforceable pending
the completion of an administrative proceeding pursuant to Sections 901 and
902.

(e) A person that is served with an order to cease and desist for violating
Section 201, 301, or 401 may petition the [appropriate court] for a judicial order
setting aside, limiting, or suspending the enforcement, operation, or
effectiveness of the order pending the completion of an administrative
proceeding pursuant to Sections 901 and 902.

() An order to ease and desist@res unless the [supetendent]

commences an administrative proceeding within [10] days after it is issued.
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Comment

This Act provides the superintendent with specific enforcement and
regulatoryauthority wih respect to unlensed personsn addition to
enforcement powers against licensees and delegates, it is eqyalijant that
regulators have the ability potentially to issumase and desist order in the
event that the unlicensed person’s activities pose a serious risk to the public.
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ARTICLE 9
ADMINISTRATIVE PROCEDURES

SECTION 901. ADMINISTRATIVE PROCEEDINGS. All
administrative proceedings under this [Act] must be conducted in accordance
with [the sate admirstrativeprocedug act].
Comment

This Act should generally conform to the Model State Administrative
Procedure Act.

SECTION 902. HEARINGS. Exceptas otherwise provided in Sections
205(c), 304(c), 404(c), 803, and 807, the [superintendent] may not suspend or
revoke a license, [place a licensee in receivership,] issue an order to cease and
desist, suspend aevoke the desition of an authized delegateor assess a
civil penalty without notice and an opportunity to be heard. The
[superintendent] shall also hold a hearing when requested to do so by an

applicant whose application for a license is denied.

Comment

Except for the automatic lapse of licenses that are not renewed and the
issuance of cease and desist orders pursuant to Sections 803 and 807, the
superintendent is required to provide notice and have a hearing before taking
any disciplinary or enforoeent actions against a licensee or its authorized
delegates. Section 802 has been also been extended further to include cease and
desist authorityand the abilityo assess civil patties.
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ARTICLE 10
MISCELLANEOUS PROVISIONS
SECTION 1001. UNIFORMITY OF APPLICATION AND
CONSTRUCTION. In applyng and constrag this Uniform Ag,
consideration maisbe given to theaed to promote urfmity of thelaw with

respect tots subjectmatter amog Sates that enadt i

SECTION 1002. SEVERABILITY CLAUSE. If anyprovision of this
[Act] or its application to any person or circumstance is held invalid, the
invalidity does not déct other provisions or applications of this [Act] which
can be given &ct without the invalid provision or application, and to this end

the provisions of this [Act] are severable.

SECTION 1003. EFFECTIVE DATE. This [Act] takes dect

SECTION 1004. REPEALS. The following Acts and parts of Acts are

repealed:

Comment
Existing state licensing laws that govern payment instrument sellers (check

sellers) money transmitters, curremxchanger and check cashers should be
repealed.
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SECTION 1005. SAVINGS AND TRANSITIONAL PROVISIONS.

(@) Alicense issued under [name of existing money services licensing
statutes repealed under Section 1004] that idéctammediately before
[effective date of this Act] remains in force as a license under [name of existing
money services statutes repealed under Section 1004] until the license’s
expiration date. Thereaftghe licensee is deemed to have applied for and had
received a license under this [Act] and must comply with the renewal
requirenents setdrth in ths [Act].

(b) This [Act] applies to the provision of money services on or after the
effective date of this [Act]. This [Act] does not apply to money transmission
provided by a licensee who was licensed to provide mwasgmission under
[name of existing money transmission statutes repealed under Section 1004] and
whose license naains in force uraf this section. T [Act] does not applio
check cashing provided by a licensee whe li@ensed to provide check
cashing under [name of existing check cashing statutes repealed under Section
1004] and whose license remains in force under this section. This [Act] does
not apply to arrency &change providiby a license who was licesed to
provide currency exchange under [name of existingenayrexchange statutes
repealed unde®ection 1004] and walse license rentss in force undethis
section.

Comment

Existing licenseeshould be graf@thered in undehis Act and havéheir
existing licensesathich are in face prior to the ééctive date othis Act) to
remain in forcainder the previgs money seices statutes. Tis, for some time
the previous statutes will govern existing licensees whereas this Act will govern
newly crated licenses. tAhe time that presusly-ganted licensesxpire, those
licensees will béreated as if thehad applid for and receed a new license

under the this Act and will be required to submit renewal information rather
than a do novo license application.
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