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From: The Staff ' oo

Rea: Naw Proposed Qusbes Securlities Aot

STATUS OF BILL

Recantly Premier Duplessis of Quebsoc announced
that & stronger Securities Act would be passed this mession.
He an§ the Qusbeso sgourlitles officiasles had Been under atrong
atteok from stook exohanges, Better Business Bursaus, the
press and others for laxity in allowing high prasaurs gacur-
ltien uparé.tars %0 gst a foothold in Qusbec, principally
in the Gity of Montreal. | ' |

We do not kpoow the ezect status of thé pending bili.

We are told it 1s to have three readings (wilth opportunity
pruvid;d for the introducticn of amendmente in conmestion -
theraﬁithj and that at least the first reading haﬁ teken
place, A copy of the bill (No. 25) as originally introduced
ia ettached,
GENERAT IUBBER?ATIDIIE

TLa general tenor of the bill im dreatlcally differ-
ent in appreach from the United States saecurities laglalatiocn,
Tha bill providea for three commisselonars haviog diacretion-
ary powsrs fer beyond anything we know ~ practieally tanta-
meunt to "life and death.™ The Commission will be able to




| ReaRamGED AT THE RATIONAL ASCHIES

4

! T DECLASSIFIED
« Authaority _t"l""' 0 24 5“?‘5 .
| By 0" NARA Date 1/

il

-2 -

grant, raruad, gancel or reinstate licengses at its dis-
oretion, and there will be no sppeal from its sotions.
It mey selze property wlthout court action end 1t may
vermit or deny trading in issues. [Seotlons 13, 24, 26,
39 and 50}, We ars of the geoneral impression that in the
bhends of a satrong Commisslon, fraudulesmt or unsethioal
zonduct ecould bs quickly stemped cuts Converesly, in thas
hende of a wealk Commiaslon the act would provide few
sontrola.

Ths problem of whether the ultimete bemafits to
be derlived by us f£from the aot would be greater or lasse
1f thers were mors spaclfic oriterla, standerds, require-
ments and provisioms is not an sasy ona. The bill might
not pass if what sppear to ve vtough,¥ stendards ars in-
sarted or if passed wiih specific stendards might bsoome
a heven for lpaction by & comuissicon choosing to taks the
position thet ecertein dopduct -~ cohjecticnabls to us - is
not epecifically prohibited. With a cooperatlivs commiseion
and lots of elbow room for interpretation, as now ssems
o sxist in the propoBad blll, 1t is prokably that much
bettsr anfaraumant.wnuld result from e "pon=-apeclflon lew,

We ere of the general opiplon that the United
States lnvestors will have a better oppertunity for pro-.

tection if the “sleptieM and diperstionary powsrs remain

in thle proposed acs,
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GENERAT, SUGGEITIONS FOR AMBNDMENT

In ite present form there do appear to bes & few |
improvements whiobh we might work for, directly or indiractly,
Prineipally, we might sesk provisions which would prohibist
iliegal selem into the United States. This might be scoom~
plishad in twe ways, through: (1} s direet or indirect
{(Commiseion disoretiom, ste.) prohiblticn in ths mew met

egeinat salss or orfferinge into another provimos or coumtry

unless all.appliceble laws and registration reguirsmsnts

of such province or country had been met, and (2) a specific
requiremsnt in the pew ast that Quebse stendards and require=~
ments be met in sach offer or sale whather the sale or offer
is made 1nsids or cutside of Quebecg. .Thﬂ latter, while lesa
geffeotive from ocur viewpoint, undoubtedly would be less
likely to offend and easier to sell., 'If, bowswer, some

qul d~-pro-gque could be offsred, ths chences Tor acceptance

of tha former might bHe Ilmproved.

MANNRR OF FRESENTING SUGGESTIONS

Fach of the above routes hes lis drawbacka Tfrom a
protocol stamdpoimt. One must peuss to condlder whether
any direct suggestlon from govefomental offiecials hare might

not ba used by opponemts to stir up resentment ageinst the

bill on the basip of "forelgn interfersnce.” Morecver, we
undergtand that & direct approsch would requirs olearence

" with our Stats Department and its taking the matter up with
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the Canadien Dominion Government. Ths Dominica govern-

mant would then take the matter up with tha Provincs of

' Quebec. Past experlence indicates the Dominion government
iz relustant 4o beoome embroiled in Fruvinﬁial affairs and
doas not and will not advocets the typs of léms the Proc-
vinags éhall have. [(Our Fedsral government follows ths

same practice with respsot %o the states.) Accordingly

any suggesticop via protoecl may ceuse resentment apd fail,
Kevorthaless, the matter ahould bs discussed with our Jtats
Dopartment . and ite vliews and asuggestlons obteined before
abendoning the direct approach.

An eesisr approach, whiok mey bes mors or lsas
if?;= affactive, 13 open to us. The Quehgn authorltiss have
. asked for the vliewa of eesrtain lemding Cenzdiaen lewyers
and securitles officisls as to the form the legislation
should take,. We im turn haws been esked by & Momtreal
lawyer what our suggestions might De with ipdications that
he would guggsst them. Also one exchange officlal may be
willing to do the seme thing. Further, we might make
suggestions dirsctly to the present Co-Reglstrars with
the explanation that we understand they are aeakiqg
asuggestiona, or perbeps we might be ablae, through indlract

mesne, to have the Quebec authorities specifieally raguest

our ocomEents.
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SPRCIPIC SUGGESTIONS : S

_ The fnllﬁwing suggastions, ifiﬁads aﬁdJaéﬁgﬂ upon
would e of bsnefit to us, |
1. Amendmesnts in any of the fnllﬁwing ways would
retard or pogsibly prevent illegal offerings.

(a) Amonéd proposed sect%lon li definimg trading
ip securitiss by =dding %o the ofhnins
sentence now reading “The followlng shall
constltute trading in securities” tha words
twiether carried on entirely within the

o J;.:f_ province or from a point cuteide the pro-
r

vince to a point within the provlnce or

from & polnt within the province to a
- peimb ocuteide the provincs, ineluding any
forelgn country.”

(b} Amend proposed Section 35 by adding to the

thinge defined as "fraudulemt aota™ the
followlng new section (L): .

1) "Any trading of seourities in enocther

province or country unless ell appll-
cable sacurities laws and registration

requlremsnts of such pfavinca or gowatry

heve besn mat or sxempblons therefrom

obtained™ o
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[lj "The proviaions of thls section shall be
&pplicable o sny written or oral seliei-
tation, telephonic or telsgrephle communi-
cation lncluding thosa fram.a plﬁea cutaide
ths provinee to a place within ths provincs
or from & plaece within the province to =

place outpglde the province, includlng any

foraign cauntry.

{al Ansrd aaetion 62(u} to read haginning at the
renultimate line *includimg those from & place
gutalde the provinae to & plaes withip the
province or rraﬁ.a place within the provinoe
%0 a plece outgide the prniinea,inaluding any
forelagn cuuntry.ﬁ

2. While Seqtions 31; 32, 34 requlre ssourity in
the emount of $5,000 or mors, and provide for its forfelt-
ure or use to relmburas & prejudiced parsen etec., the act
d¢oes not generelly provide for civil llebility (Cf. Sectiona
60 and 51). Considerastion should bs given to the inclusien
in the act of provigions comparable to Heotions 11 and 12
Gf_tha 1933 pot. Also provisions comparabls to Ssetion 15
of the 1933 Act for controlling persons.

3. QConaideration ahquld'ha given to the inclusiocn
of a "toubtlng" prohibltion comparekhle to that provided by
Section 17(b) of the 1933 Act.
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4s GConsideration should be glven to atprengthen-
ing the *first timsr' offensa ﬁanﬁlties (8ection 24) and
to investing the court with discretion to impose imprison-
ment - as presently drafted, only in the event of default
in payment of Tine ard costs oan the court imposs any

prison term &t all, irrgapaectlive of the condust consstituting

the offsnsa.

S Consideration should We glven to a peossibvle
limitetion on the blenksst exemptinﬁ now provided for mergers
‘ete, [Baction 20(f)) im instances whers oommi psions or other
donsiﬁaratiﬂnﬂ are pald for soli¢lting censsnta or approvals.

5. Cousideration ahould be giver to the bromdening
of the definition of fraudulent acts (Section 35) to include
mislsedlng atatemarts and also falss atetements made without
reasomable lnqulry. - |

. Te Conalderaetion should bs gifan.to broadening
the confirmation requirsment {Ssction L48) to eover prinovipal
trensentions.

8. Considsratlon should be given to extendlng ths
prohibition in Secticm 56 to cover customsra' fully paild
apceuritiaez, :

The proposed bill lseves disoration with the pro-
posad new commigsion to adopt suck regquirements, forms esmnl
regulationa as it desms necsssary to carry out its functions.

We Go not know what form these will taks. It is posslble
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thet these steps will adequetsly ocowsr many defloienciles
or "holes®™ which a&ppear to exiat in the proposed bill.
Soma of thess uncovered arsas appear to beg:

l., No provision for a walting peried or to

| f _ permit disseminaticn of information during such waiting
c period (Seotiom 50).

i “if;- Z+ HNo raguiremsnt that a statutory prospectus

aocompany or preceds other solioitimg literature or ssll-
ing efforte (Sactioca 53).

3. Ko provision for the filing of anbuel or
current reports with the Quebsc Commilaslones

Le ¥o svecific provision is inecluded in the

derinitlon of treding covering unscllolited buy corders,




