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Canadian Strips and thereafter trade
them separately, combine them to create
strip payment packages, or reconstitute
them into underlying bonds.

8. Upon default or certain other
events, such as a change in tax laws,
CDS would typically have certain rights
as registered owner, including the right
in some instances to declare the
principal of all the underlying bonds
then held by it to be immediately due
and payable. Under the terms of the
underlying bonds, such as those issued
by the Government of Canada and
Canadian provinces, the rights of a
bondholder to act upon a default can be
exercised typically only by a person
recognized as a bondholder on the
records of the bond issuer. Beneficial
owners of the underlying bonds do not
appear to have the legal right under
applicable Canadian law to be
recognized by the bond issuer.
Accordingly, since bonds underlying
Canadian Strips are commonly held in
the name of CDS as bondholder, neither
investors that beneficially own strips
nor CDS participants acting as nominees
for investors would be able to enforce
their rights directly against the issuer of
such underlying bonds upon a default.

9. Under CDS Rules, CDS exercises its
rights as registered owner in accordance
with instructions given by CDS
participants. CDS participants that hold
Strips as nominees for investors will
instruct CDS generally in accordance
with instructions received from such
investors. In the event of an underlying
bond default, CDS will endeavor to
follow instructions from CDS
participants to the extent practicable,
and take such action as it, in good faith
and in light of any legal advice it may
receive, deems reasonable.
Consequently, investors in Canadian
Strips are affected in their right to
enforce the terms of the underlying
bond directly against the issuer because
they may proceed against the issuer
only by giving directions to CDS
through their CDS participants. When
the underlying bonds are in default or
accelerated, the entitlement of each
holder of Canadian Strips will be
transformed into an undivided interest
in the proceeds thereafter received on
the underlying bonds, allocated among
the holders based on the ‘‘proportionate
economic interest’’ of their respective
Canadian strips determined in
accordance with a specified procedure.

10. CDS acts as receiving and
disbursing agent and depository/
recordkeeper for the Canadian Strips
and, if directed to do so by the holders
in accordance with the CDS Rules, to
exercise any rights of a registered holder
of the underlying bonds, including any

right to accelerate payment of principal
thereunder. CDS has no authority to
exercise any investment discretion at
any time with respect either to any
payments received or to any underlying
bonds generally.

11. Any offers and sales of Canadian
Strips to United States investors will be
made in full compliance with applicable
United States securities laws, including
those relating to registration, disclosure,
and investor suitability requirements.

Applicants’ Legal Analysis

1. Section 3(a)(3) of the Act defines an
investment company as any issuer
which is engaged or proposes to engage
in the business of investing, reinvesting,
owning, holding, or trading in
securities, and owns or proposes to
acquire investment securities having a
value exceeding 40 per centum of the
value of such issuer’s total assets
(exclusive of Government securities and
cash items) on an unconsolidated basis.

2. Applicants recognize that the CDS
custody arrangements may be viewed as
creating an investment company within
the meaning of section 3(a)(3) of the Act
by virtue of the procedures governing
the exercise of remedies and the
allocation of any payments
subsequently received. The CDS
custody arrangements may be viewed as
constituting a separate issuer that both
(a) issues the Strips as securities with
enforcement and payment rights that
differ from the enforcement and
payment rights of the underlying bonds
and (b) holds the underlying bonds as
separate securities in the CDS
arrangement. An issuer that issues
securities such as the Strips and holds
other securities such as the underlying
bonds may be an investment company
within the meaning of section 3(a)(3).

3. Applicants request an order under
section 6(c) of the Act exempting the
CDS custody arrangements from all
provisions of the Act. Section 6(c)
provides that the SEC may exempt any
person or transaction from any
provision of the Act or any rule
thereunder to the extent that such
exemption is necessary in the public
interest and consistent with the
protection of investors and the purposes
fairly intended by the policy and
provisions of the Act.

4. Applicants represent that the
nature of the Canadian Strips and the
limited activities of the applicants are
not of a character intended to be
regulated by the Act and do not give rise
to the abuses against which the Act was
directed. CDS is not involved in a
general program of investing, trading or
dealing in securities. CDS does not

exercise any investment discretion, and
performs administrative functions.

5. The investor in Canadian Strips is
aware of the issuer of the bonds
underlying the Canadian Strips at the
time of purchase. Applicants represent
that, since the Canadian Strips are sold
exclusively on the basis of the credit of
the bond issuer, purchasers look
ultimately to the issuer for their
assurance of repayment, rather than to
CDS.

6. Applicants represent that, given the
remoteness of any claims of CDS
creditors, the CDS custody arrangements
do not appear to present any significant
credit risk in addition to that presented
by the investment in the underlying
bonds themselves.

For the Commission, by the Division of
Investment Management, pursuant to
delegated authority.
Margaret M. McFarland,
Deputy Secretary.
[FR Doc. 95–24481 Filed 9–29–95; 8:45 am]
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SMALL BUSINESS ADMINISTRATION

Reporting and Recordkeeping
Requirements Under OMB Review

ACTION: Notice of reporting requirements
submitted for review.

SUMMARY: Under the provisions of the
Paperwork Reduction Act (44 U.S.C.
Chapter 35), agencies are required to
submit proposed reporting and
recordkeeping requirements to OMB for
review and approval, and to publish a
notice in the Federal Register notifying
the public that the agency has made
such a submission.
DATES: Comments should be submitted
on or before November 1, 1995. If you
intend to comment but cannot prepare
comments promptly, please advise the
OMB Reviewer and the Agency
Clearance Officer before the deadline.
COPIES: Request for clearance (OMB 83–
1), supporting statement, and other
documents submitted to OMB for
review may be obtained from the
Agency Clearance Officer. Submit
comments to the Agency Clearance
Officer and the OMB Reviewer.
FOR FURTHER INFORMATION CONTACT:

Agency Clearance Officer: Georgia
Greene, Small Business Administration,
409 3RD Street, SW., 5th Floor,
Washington, DC 20416, Telephone:
(202) 205–6629.

OMB Reviewer: Donald Arbuckle,
Office of Information and Regulatory
Affairs, Office of Management and
Budget, New Executive Office Building,
Washington, DC 20503.


