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AN ACT relating to financial practices.

Be it enacted by the General Assembly of the Commonwealth of Kentucky:

Section 1.   KRS 517.050 is amended to read as follows:

(1)
A person is guilty of falsifying business records when, with intent to defraud, he: 

(a)
Makes or causes a false entry to be made in the business records of an enterprise; or 

(b)
Alters, erases, obliterates, deletes, removes or destroys a true entry in the business records of an enterprise; or 

(c)
Omits to make a true entry in the business records of an enterprise in violation of a duty to do so which he knows to be imposed upon him by law or by the nature of his position; or 

(d)
Prevents the making of a true entry or causes the omission thereof in the business records of an enterprise. 

(2)
Falsifying business records is a Class A misdemeanor with respect to a business enterprise with assets valued at less than one million dollars ($1,000,000), or a Class D felony with respect to a business enterprise with assets valued at one million dollars ($1,000,000) or more.

Section 2.   KRS 367.175 is amended to read as follows:

(1)
Every contract, combination in the form of trust and otherwise, or conspiracy, in restraint of trade or commerce in this Commonwealth shall be unlawful.

(2)
It shall be unlawful for any person or persons to monopolize, or attempt to monopolize or combine or conspire with any other person or persons to monopolize any part of the trade or commerce in this Commonwealth.

(3)
The sale, delivery, holding, or offering for sale of any self-testing kits designed to tell persons their status concerning human immunodeficiency virus or acquired immunodeficiency syndrome or related disorders, and any advertising of such kits, shall be prohibited.

(4)
It shall be unlawful for any person or persons to knowingly prepare or cause to be prepared a written instrument which purports to describe the financial condition of a business or corporation which is inaccurate in some material respect.
(5)
In addition to any other penalties, violations of this section shall also be a Class C felony.

SECTION 3.   A NEW SECTION OF KRS 42.400 TO 42.420 IS CREATED TO READ AS FOLLOWS:

(1)
Every financial organization that provides investment banking services and is retained or used by the Commonwealth of Kentucky, the Kentucky Employee Retirement System, Kentucky Teachers Retirement System, or any other entity created by the Kentucky Revised Statutes that invests funds, shall adopt the following investment protection principles. The financial organization shall:
(a)
Sever the link between compensation for analysts and investment banking;

(b)
Prohibit investment banking input into analyst compensation;

(c)
Create a review committee to approve all research recommendations;

(d)
Require that upon discontinuation of research coverage of a company, firms will disclose the coverage termination and the rationale for such termination; 

(e)
Disclose in research reports whether the firm has received or is entitled to receive any compensation from a covered company over the past twelve (12) months; and

(f)
Establish a monitoring process to ensure compliance with the principles.

(2)
Every money management firm retained by the Commonwealth of Kentucky, the Kentucky Employee Retirement System, Kentucky Teachers Retirement System, or any other entity created by the Kentucky Revised Statutes that invests funds, shall, as a condition of future retention:
(a)
Disclose periodically any client relationship, including management of corporate 401(k) plans, where the money management firm could invest state or pension fund moneys in the securities of the client;

(b)
Disclose annually the manner in which their portfolio managers and research analysts are compensated, including but not limited to any compensation resulting from the solicitation or acquisition of new clients or the retention of existing clients;

(c)
Report quarterly the amount of commissions paid to broker-dealers, and the percentage of commissions paid to broker-dealers that have publicly announced that they have adopted the investment protection principles set forth in subsection (1) of this section;

(d)
If affiliated with banks, investment banks, insurance companies, or other financial services companies, adopt safeguards to ensure that client relationships of any affiliate company do no influence investment decisions of the money management firm, and shall annually certify that the safeguards are being enforced;

(e)
In making investment decisions, consider the quality and integrity of the subject company's accounting and financial data, including its forms 10-K and 10-Q and other public filings and statements, as well as whether the company's outside auditors also provide consulting or other services to the company; and

(f)
In deciding whether to invest pension fund moneys in a company, consider the corporate governance policies and practices of the subject company.


The principles set forth in paragraphs (e) and (f) of this subsection are intended to assure that in making investment decisions, the money management firms give specific consideration to the subject information and are not intended to preclude or require investment in any particular company.

Section 4.   KRS 66.480 is amended to read as follows:

(1)
The governing body of a city, county, urban-county, charter county, school district (provided that its general procedure for action is approved by the Kentucky Board of Education), or other local governmental unit or political subdivision, may invest and reinvest money subject to its control and jurisdiction in:

(a)
Obligations of the United States and of its agencies and instrumentalities, including obligations subject to repurchase agreements, if delivery of these obligations subject to repurchase agreements is taken either directly or through an authorized custodian. These investments may be accomplished through repurchase agreements reached with sources including, but not limited to, national or state banks chartered in Kentucky;

(b)
Obligations and contracts for future delivery or purchase of obligations backed by the full faith and credit of the United States or a United States government agency, including but not limited to:

1.
United States Treasury;

2.
Export-Import Bank of the United States;

3.
Farmers Home Administration;

4.
Government National Mortgage Corporation; and

5.
Merchant Marine bonds;

(c)
Obligations of any corporation of the United States government, including but not limited to:

1.
Federal Home Loan Mortgage Corporation;

2.
Federal Farm Credit Banks;

3.
Bank for Cooperatives;

4.
Federal Intermediate Credit Banks;

5.
Federal Land Banks;

6.
Federal Home Loan Banks;

7.
Federal National Mortgage Association; and

8.
Tennessee Valley Authority;

(d)
Certificates of deposit issued by or other interest-bearing accounts of any bank or savings and loan institution which are insured by the Federal Deposit Insurance Corporation or similar entity or which are collateralized, to the extent uninsured, by any obligations, including surety bonds, permitted by KRS 41.240(4);

(e)
Uncollateralized certificates of deposit issued by any bank or savings and loan institution rated in one (1) of the three (3) highest categories by a nationally recognized rating agency;

(f)
Bankers' acceptances for banks rated in one (1) of the three (3) highest categories by a nationally recognized rating agency;

(g)
Commercial paper rated in the highest category by a nationally recognized rating agency;

(h)
Bonds or certificates of indebtedness of this state and of its agencies and instrumentalities;

(i)
Securities issued by a state or local government, or any instrumentality of agency thereof, in the United States, and rated in one (1) of the three (3) highest categories by a nationally recognized rating agency; and

(j)
Shares of mutual funds, each of which shall have the following characteristics:

1.
The mutual fund shall be an open-end diversified investment company registered under the Federal Investment Company Act of 1940, as amended;

2.
The management company of the investment company shall have been in operation for at least five (5) years; and

3.
All of the securities in the mutual fund shall be eligible investments pursuant to this section.

(2)
The investment authority provided by subsection (1) of this section shall be subject to the following limitations:

(a)
The amount of money invested at any time by a local government or political subdivision in one (1) or more of the categories of investments authorized by subsections (1)(e), (f), (g), and (i) of this section shall not exceed twenty percent (20%) of the total amount of money invested by the local government; and

(b)
No local government or political subdivision shall purchase any investment authorized by subsection (1) on a margin basis or through the use of any similar leveraging technique.

(3)
The governing body of every local government or political subdivision that invests or reinvests money subject to its control or jurisdiction according to the provisions of subsection (1) of this section shall by January 1, 1995, adopt a written investment policy that shall govern the investment of funds by the local government or political subdivision. The written investment policy shall include, but shall not be limited to the following:

(a)
A designation of the officer or officers of the local government or political subdivision who are authorized to invest and oversee the investment of funds;

(b)
A list of the permitted types of investments;

(c)
Procedures designed to secure the local government's or political subdivision's financial interest in the investments;

(d)
Standards for written agreements pursuant to which investments are to be made;

(e)
Procedures for monitoring, control, deposit, and retention of investments and collateral;

(f)
Standards for the diversification of investments, including diversification with respect to the types of investments and firms with whom the local government or political subdivision transacts business;

(g)
Standards for the qualification of investment agents which transact business with the local government, such as criteria covering creditworthiness, experience, capitalization, size, and any other factors that make a firm capable and qualified to transact business with the local government or political subdivision. These standards shall include compliance with the investment protection principles set forth in Section 3 of this Act; and

(h)
Requirements for periodic reporting to the governing body on the status of invested funds.

(4)
Sheriffs, county clerks, and jailers, who for the purposes of this section shall be known as county officials, may, and at the direction of the fiscal court shall, invest and reinvest money subject to their control and jurisdiction, including tax dollars subject to the provisions of KRS 134.300, 134.320, and 160.510, as permitted by this section.

(5)
The provisions of this section are not intended to impair the power of a county official, city, county, urban-county, charter county, school district, or other local governmental unit or political subdivision to hold funds in deposit accounts with banking institutions as otherwise authorized by law.

(6)
The governing body or county official may delegate the investment authority provided by this section to the treasurer or other financial officer or officers charged with custody of the funds of the local government, and the officer or officers shall thereafter assume full responsibility for all investment transactions until the delegation of authority terminates or is revoked.

(7)
All county officials shall report the earnings of any investments at the time of their annual reports and settlements with the fiscal courts for excess income of their offices.

(8)
The state local debt officer is authorized and directed to assist county officials and local governments (except school districts) in investing funds that are temporarily in excess of operating needs by:

(a)
Explaining investment opportunities to county officials and local governments through publication and other appropriate means; and

(b)
Providing technical assistance in investment of idle funds to county officials and local governments that request that assistance.

(9)
(a)
The state local debt officer may create an investment pool for local governments (except school districts) and county officials; and counties and county officials and cities may associate to create an investment pool. If counties and county officials and cities create a pool, each group may select a manager to administer their pool and invest the assets. Each county and each county official and each city may invest in a pool created pursuant to this subsection. Investments shall be limited to those investment instruments permitted by this section. The funds of each local government and county official shall be properly accounted for, and earnings and charges shall be assigned to each participant in a uniform manner according to the amount invested. Charges to any local government or county official shall not exceed one percent (1%) annually on the principal amount invested, and charges on investments of less than a year's duration shall be prorated. Any investment pool created pursuant to this subsection shall be audited each year by an independent certified public accountant, or by the Auditor of Public Accounts. A copy of the audit report shall be provided to each local government or county official participating in the pool. In the case of an audit by an independent certified public accountant, a copy of the audit report shall be provided to the Auditor of Public Accounts, and to the state local debt officer. The Auditor of Public Accounts may review the report of the independent certified public accountant. After preliminary review, should discrepancies be found, the Auditor of Public Accounts may make his own investigative report or audit to verify the findings of the independent certified public accountant's report.

(b)
If the state local debt officer creates an investment pool, he shall establish an account in the Treasury for the pool. He shall also establish a separate trust and agency account for the purpose of covering management costs, and he shall deposit management charges in this account. The state local debt officer may issue regulations, pursuant to KRS Chapter 13A, governing the operation of the investment pool, including but not limited to provisions on minimum allowable investments and investment periods, and method and timing of investments, withdrawals, payment of earnings, and assignment of charges.

(c)
Before investing in an investment pool created pursuant to this subsection, a local government or county official shall allow any savings and loan association or bank in the county, as described in subsection (1)(d) of this section, to bid for the deposits, but the local government or county official shall not be required to seek bids more often than once in each six (6) month period.

(10)
(a)
With the approval of the Kentucky Board of Education, local boards of education, or any of them that desire to do so, may associate to create an investment pool. Each local school board which associates itself with other local school boards for the purpose of creating the investment pool may invest its funds in the pool so created and so managed. Investments shall be limited to those investment instruments permitted by this section. The funds of each local school board shall be properly accounted for, and earnings and charges shall be assigned to each participant in a uniform manner according to the amount invested. Charges to any local school board shall not exceed one percent (1%) annually on the principal amount invested, and charges on investments of less than a year's duration shall be prorated. Any investment pool created pursuant to this subsection shall be audited each year by an independent certified public accountant, or by the Auditor of Public Accounts. A copy of the audit report shall be provided to each local school board participating in the pool. In the case of an audit by an independent certified public accountant, a copy of the audit report shall be provided to the Auditor of Public Accounts, and to the Kentucky Board of Education. The Auditor of Public Accounts may review the report of the independent certified public accountant. After preliminary review, should discrepancies be found, the Auditor of Public Accounts may make his own investigative report or audit to verify the findings of the independent certified public accountant's report.

(b)
The Kentucky Board of Education may issue administrative regulations governing the operation of the investment pool including, but not limited to, provisions on minimum allowable investments and investment periods, and methods and timing of investments, withdrawals, payment of earnings, and assignment of charges.

Section 5.   KRS 271B.14-300 is amended to read as follows:

The Circuit Court may dissolve a corporation:

(1)
In a proceeding by the Attorney General if it is established that:

(a)
The corporation obtained its articles of incorporation through fraud;[ or]
(b)
The corporation has continued to exceed or abuse the authority conferred upon it by law; or

(c)
The corporation has been convicted of a felony or has had its authority to conduct business revoked in another jurisdiction;
(2)
In a proceeding by a shareholder if it is established that:

(a)
The directors are deadlocked in the management of the corporate affairs, the shareholders are unable to break the deadlock, and irreparable injury to the corporation is threatened or being suffered, or the business and affairs of the corporation can no longer be conducted to the advantage of the shareholders generally, because of the deadlock;

(b)
The directors or those in control of the corporation have acted, are acting, or will act in a manner that is illegal or fraudulent; or

(c)
The shareholders are deadlocked in voting power and have failed, for a period that includes at least two (2) consecutive annual meeting dates, to elect successors to directors whose terms have expired;

(3)
In a proceeding by a creditor if it is established that:

(a)
The creditor's claim has been reduced to judgment, the execution on the judgment returned unsatisfied, and the corporation is insolvent; or

(b)
The corporation has admitted in writing that the creditor's claim is due and owing and the corporation is insolvent; or

(4)
In a proceeding by the corporation to have its voluntary dissolution continued under court supervision.

SECTION 6.   A NEW SECTION OF KRS 434.320 TO 434.340 IS CREATED TO READ AS FOLLOWS:

(1)
Every broker shall provide, on an annual basis, a copy of the "Investor Bill of Rights" set forth in subsection (2) of this section to each client for whom the broker has made an investment in the preceding twelve (12) months. As used in this section, "broker" shall have the same meaning as in KRS 434.320.

(2)
The "Investor Bill of Rights" required in subsection (1) of this section may be provided electronically or in a hard copy, and shall contain the following printed in at least 12-point type:







"Investor Bill of Rights

When you invest, you have the right to:
1.
Ask for and receive information from a firm about the work history and background of the person handling your account, as well as information about the firm itself.
2.
Receive complete information about the risks, obligations, and costs of any investment before investing.

3.
Receive recommendations consistent with your financial needs and investment objectives.

4.
Receive a copy of all completed account forms and agreements.

5.
Receive account statements that are accurate and understandable.

6.
Understand the terms and conditions of transactions you undertake.

7.
Access your funds in a timely manner and receive information about any restrictions or limitations on access.

8.
Discuss account problems with the branch manager or compliance department of the firm and receive prompt attention to and fair consideration of your concerns.

9.
Receive complete information about commissions, sales charges, maintenance or service charges, transaction or redemption fees, and penalties.

10.
Contact your state securities agency in order to verify the employment and disciplinary history of a securities salesperson and the salesperson's firm, find out if the investment is permitted to be sold, or file a complaint."

(3)
The Investor Bill of Rights described in subsection (2) of this section shall include the mailing address, email address, website, and telephone number of the Division of Securities of the Kentucky Department of Financial Institutions.
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