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A fine example of co-operation
Six bank-owned dealers promoting CARS and PARS
(Financial Post, March 20, 2003)

By Barry Critchley
In the beginning, the program was known as CARs and PARs and it was promoted by RBC Capital Markets. It allowed for up to $3-billion of securities to be issued over two years.

Fast forward a few months and while the program is still known as CARs and PARs, there have been some substantial changes.

In an example of co-operation among some dealers, the program is now being promoted by six bank-owned dealers and allows for up to $5-billion of securities to be issued. (To get to this stage, an amended short form prospectus had to be filed.)

"It made sense to combine forces because it was in the best interests of the issuers and buyers," said one market participant.

"Most of the firms were at various stages of doing their own structure and the combined structure makes it easy to strip corporate bonds," added the participant who praised the efforts of Stikeman Elliott's Don Belovich for handling all the required legal work.

The six firms have been busy with the new version of the program that aims to satisfy the income wishes of retail investors (In addition to the six, the rest of the Street can also be invited in as selling group members.)

The program swings into action when already issued high coupon debentures are purchased in the market and then repackaged to investors. In the CARs part of the program, the underlying debentures are stripped for sale; in the PARs part of the program, par adjusted rate securities are offered along with stripped coupons.

· Yesterday, RBC Capital Markets priced an offering of $22- million of 10.05% debentures issued by TD Bank. Those debentures mature in August, 2014.

RBC sold the coupons - the piece of paper that grants the holder the right to receive a fixed interest payment - and the residual, which carries the right to receive the return of a fixed amount of principal at maturity.

In all, 22 separate coupons and one set of residuals were placed with retail investors. Each coupon entitles the holder to receive $50.25 on a future set date. Each residual entitles the holder to receive $1,000 at maturity.

All the securities issued were sold at a discount. And the discount was greater the further into the future were the securities being sold. Over time, the value of the security will rise to either the face value of each coupon ($50.25) or the residual ($1,000.)


· Last week, BMO Nesbitt Burns sold $30-million of securities based on 11.80% debentures issued by TransCanada PipeLines. Those debentures mature in November, 2020. On that deal, BMO sold both strip coupons and strip residuals - CARs.

- - -


So far the two deals under the new program have generated $52-million in placements.

Prior to those two transactions, RBC did 11 deals under its own CARs and PARs banner.

Those deals were for a variety of issuers including Bell Canada, Trans-Canada, Enbridge, Canadian Tire and CU Ltd. All the deals featured a short-term maturing: the shortest matures in 2008, the longest in 2015.


The 11 deals ended up in retail hands, except for one: a $39.2- million transaction based on Hydro One bonds. The Hydro One transaction (the underlying bonds mature in June, 2032) was placed institutionally.


The 11 deals have generated almost $380-million in placements.


- - -


The country's most unusual money manager, Toronto-based Integrated Asset Management Corp. (IAM), is set to become a little more unusual.


The publicly listed company, which focuses on alternative assets, plans to purchase the operations of Aero Capital Corporation, a Toronto-based asset manager that specializes in managed futures - a fancy name for commodities.


Aero has been around for about six years, is run by Roland Austrup and offers commodity investments to high net worth individuals and institutions.


Once acquired, IAM plans to ramp up its activities in the area of managed futures.

Those activities will be provided through a new company, known as Integrated Managed Futures Corp.


"Managed futures are an important alternative asset class for us," because the returns are negatively correlated to the stock market," said Victor Koloshuk, IAM's chief executive. "We want to be a big player in what we believe will be a big growth area."

IAMs other alternative assets include private equity, private corporate debt, real estate and hedge funds.


The Aero deal is the second by IAM in the past few months. Earlier, iPerform, a unit of IAM, recently signed a deal with U.K-based Man Investment Products, the world's largest hedge fund manager.


Under that deal, iPerform, which then changed its name to BluMont Capital, will market hedge funds to retail clients that will be managed by Man.


The first product (BluMont Man - IP 220 Series 1 Notes) is in the market and is expected to close soon.

