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Attention: JUa.n rost~nblat, '('~so., Chief Coum3~~J. ",..,.~...,
Division of Inv8stment ~ana~ement Re~ulation

He: Lionel n. Edie Canital Funrl ~ Inc,
Request for Internret ive Hulinr.

.~...!i...Q..-!~0_tJ_~.~_c_t.~._?i:i-~...l J_ f:l:.l!..(L..JÇ____....._._...

Gentlemen:

He are counsel to Lionel ;'). !~(Li.e .GaDitctl :':"'.incÌ.,
I . . ( :: n , "'t. -L ,.: ) " . l' .' 'r v, c ~ r.' D r" m' . .~" c. 1" f" '-. nc.. \....öPl8.,., aii open-.ene cU.'.e" ,'.J.J,lC:;"'liana.,ç;."..:.n"
investment company re~istered under the I~vest~~nt
Comp::i.ny Act of 191¡0 (the 'Act:).

OLl1") inq.uil'lY con cern::; Q.uicle 1 j_n(~ 3 ITo s. i ciricl 5

prescribed by the Staff of the Securities and Exchan~e
Commission (the ::Commission::) in its correspondence with
counsel to State Street Bank & Trust. Company, December 27,
1971, an~ May 22 ~ 1972, as such ~uidelines have been
subsequently clarifie~ by the Staff.! s correspondence with
cpunsel to Standard Shares, Inc., July 29, 1974, .and with
counsel to ~rhe Adams Express Corn))any, Ser:iternber 9, 1971+.
Guideline 1 presently provides that an investment company
may accept United States Treasury Bills in lieu of a
negotiated percentage of between 10% and l5~of the 100%
cash collateral which is otherwise required of a borrower
before an investment company may loan its p'ortfol:Lo secur.-.
ities. Guideline:5 provided that no service, placer..ent
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will be equal to at least 102% of the market value of the
loaned securities. 'I'he p:overnment securities I-/ill be v"tlu',,:.'

at the tine of the mal(Ínr~ of the loan arHl .3.tt1ic ti:::e of e:'.ciì
marldnp: to marl:et of the loaned securities, \'I~li.c)ì 'I'iill :')''" :.:one
on a daily bnsis, at the pr~.ce for such secur:i.tif's h-: ti".,,, over
the counter market on such day., 11.11 loans of seciiritir-òs ì~::
Capital will be made to borrowers not affiliated wj.th cn!)it~l
or any affiliate of Capital. Capital does not inte~~ to ut~~ize
the services of placin~ brokers to 10cRt~ borrowers for Carital' s
portfolio securities.

\'Ie understand that t!le othe::!:' .""uidelirir~s set. :'ol"\;'"i::
the State Street Bank S: r::'rust COr'1Da!v.' corres;"o:l'¡r'nCe '::i.~;!l ';;,c:

Staff are met in the arranrrenients CO!ltc::--,:)l;:.te,:: 1:::.' Ca::it:;l.
Lendinp: of portfolio securities also is re~~itted bv 'chs fun-
damental invcst~ent policies of Capital.

'f' "n
\.j~'

,:!'he proposed loan arrJ.n.r-e::-.ent S COI:1l" l:.! ::.n fa:::":, ::::': S '.i!-'.-
stance '.'lith the reriuire":ent of '.o.ule 17r..?(c) t''j''.+; t:1(' l():n:~:
be collateralized to the extent of their .full :'ìi'r::.-;t v;:J.\:C:.
Capital also is .of' the vici'l th8.t the ;icc"~::,t;:nìce of' ':njt:o(:
States f'overnnent securities as colü~.ter8.1 r"l.L-;Sl" tIi'":' l'~'(:" ¡
cash collateral counled wit~ the fact that the torro~e~ ~~n
the opnortun~ty to neGotiate the rate which it will nav to
borrow securities from Capital rather th~n receive. a retur~
over which it ':iill.have little, if an;', effec~;ive control'
\\fill afford an apnronriate economic ïncenti ve to borro':.cl'::

to deal with Capital. The net effect of the arran~e~e~t
contemplated will be to reduce the effective cost to the
borrower of borrowinv portfolio securities while assurinr
Capital a reasonable return on .the loancci securities.

Based upon the foregoinv, descrintion of the circumstqnces
under which Capital proposes to enter into transactions pro-
vidin~ for the loan of its portfolio securities, anri in view
of the aforementioned recent clarification of the Corr.miss.l.on
Staff's guidelines relatinv to the lendin~ of 90rtfolio secur-
ities, 0e would appreciate your advice aR to whether the Staff
would recommend that the Conmission take any action if C8:oital
accepts United States government securities in lieu of cash as
the sole collateral to secure loans of its portfolio securities.

Very truly yours,

SATTERLEE & STSPHE~!S

r.....~..'). ()/¡, \',
By _\..rÙ' ) '(i..~J.?i~ü.s....L--

;.. P":i'Y1t-n~Y'

RESPONSE OF THE OFFICE OF CHIEF COUNSEL
DIVISION OF INVESTMENT MANAGEMENT REGULATION

Ref. No. .75-325
Lionel D. Edie
Capital Fund, Inc.
File No. 811-2405-3

We would not object to the use of securities issued or guaranteed
by the United States Government as collateral for loans of Edie 's
portfolio securities provided that the Qthe.:r:,guidelines con-
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or other fee may be paid in connection .wit~ a loan of an
investment fund's portfol:Lo securities, but sii.bRequent
interpretations have permitted a borrower to sh~re :Ln
the income generated by the inve stment company i s use of
the collateral.

We have been advised that Caoital nronoses from
tine to time to make loans of its Dortfolio securit:Les
.and receive a fee from the borrower, thereby incr¿nBin~
the.total yield on its portfolio. In connection with
such loans of oortfol:Lo securities: Canital nrODoses to
permit the borrower to furnish as security for the lo~n
collateral conslstin~ of United St::i.tes r:overnpip.nt sp.t';uri-.,.
ties in lieu of cash. The value 0 f t~e coll~t era 1 denoB ited
will be equal to not less than 102% of the market value of
the loaned securities.

In connection viitl1 en.terinr:: i:itO a nronose:.~~- ~-ìecu.r'--

ities loan asreement, ~aDitai an0 the borro~0r will nepo-
tiate a rate for the loa~ premium coverin~ sG6h transaction,
and Capital will look solely to such fee as its return for
iendin~ securities rather th~n to inoo~e whj c~ ~i~ht be .
earned on the collateral deposited ,~ith Ca.pj.t;il. The f0e
for such loans of Capita~' s portfolio securities will be
based on the avera~e daily market value of the loaned
securities durin~ the period of the loan (e. r., one-h~lf
of . the prime rate in effe ct du~inr: the period of the loan).
Prior, to enterinf into any siich l6an transaction. t~e Board
of Directors of Ca1jital will :-,18.)-::e ~ cleteriiümitiori t:12.t the
overall compensation payable to Caoital in consideration of
lendinp:; its portfolio securities is reason8.ble nnc1 desir(.~tile
in view of the risks involved in lend:Ln~ portfolio securities
as well as intere st rates then prevailin~.

The borrower will retain all rir:hts in and to the col-
. lateral, except for a securi ty interest in ~avor of Caoi tal
granted pursuant to the loan agreement with Caoital, and
will have the rig~t to substitute new p:;overnment securities
for maturing securities. In the event the market value of
the collateral drops to 100% of the market value of the
loaned securities, the borrower will be required to deliver
to Capital an addit ional amount of cash or United States
government securities, the market value of which, tOITether
with the then market value of all pr¿viously delivered

. '
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cerning collat~ral set forth in my previous interpretations in
this area are satisfied. We would also have no obj ection if the
compensation to Edie took the form of a loan premium so long
'as the intent of Guideline 4 is satisfied. TQ.'satisfy the guide-
line the loan 9remium should give proper weight to.prevailing
interest rates, dividends, interest or other distributions on
the loaned securi ties and any increase in the market value of
stich securities.(J~
Alan Rosenblat, Chief Counsel
Division of Investment Management Regulation

: RG/ds

APR 15 1975
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