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fotober T, 1954

HMEMORANDUH

Tﬁ: The Commdssion

. The Blviajoen of Corporation Flnence

FReM: Gm.&dma and J, Sinclair Armstrong, Commlssloners

RE: f“—% Canadia ties &/

Attachments: (1) Ontario Secwritlies Lew - Summary (in part frem

Martindale-Hubbell Law Digest) of

{2} Quebec Securities Law - Surmery (in part from
Martindale-Hubbel)l Lew Digeat) of

(3) Wemo of Frenk Urisll, dated October 1, re Regula-
tion D Filings under Investigeblon

(L) Section L, Ontario Securities fet

(5} News item, Well Street Journal, Cetober 6, 195k

o . A% the session of the Natlonszl Aszoclation of Securities Adminds-
' trators en Tuegdsy, Sepiember 28, devoted te SEC lialson with State and -
' Canadian Provinelsl Securities Administrators, one of the subjects discuszed
was the present operstion of Regulation D and the conditieon of offerings
emeneting from Toronbto and Montreal. :

Mr, Hondgmen of Pennsylvenie, who presidedst the ssszion, atated
that this subject wes of intense interest to the State Adwinigtrators.
Aftar a general atatemsnt by Commlszicrner Adsme, Mr. Woodside discussed
some of the administrative problems in deteil. He wes Followed by Chelr-
men 0, E. Lennox of the Ontaric Securities Commission, who szpressed dis-
gatisfaction and made some of the pdints herefofore presented to this
Commission in conferences with Commissioner Adems and Mr, Woodside in
Toronts, and with Cheirman Desumler, Commuissloner Adaws, Mr. Woodslde snd
other staff members in Washington, and memerialized by Chalrman lennoxtfs
letter to Chairman Demmler, dated September 7, 195kL.

Tt was felt that some good might result frem further discusslons
between the twe of ue on the sne hend and Chelrmen Lemnox on tha other,
-and, accerdingly, a breakfast meeting wes held the morning of September an
from 8:h5 a.m. o 9:45 a,m, We referred to the cbservations made in the
gpeoch which Mr. Demcler had delivered the previcus day on the subject of
settling difficult problems by mutual discussion around the table and ex-
presaed confidence thst the problems posed by Mr. Lemnox eculd be solved,
but stated thet we wonld be helped by a2 clear expression of wxactly what hils
posltion is.

We ateted it was ocur impression that he felt (1) that issues of
comparies lpcorporsted in America with Amsrican directers sod underuwriters
and owning property (heonce “doing business") in Canada should not be per-
mitted to use Regulation I (this problem in gensral i1s deacribed by Mr.
Lennox ag the "Delaware problem'), and {2) theu isauss of compandes in-
corporated in Ontarie, owming property and dolng basiness in Ontario, wlth
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Canadian diractors and Amerisan undsrwriters_ahnuid not be permittad te use
Regulstion T (this problem in general is described by Mr. Lemnox az Wby-
passing our statute®). ;

Mr. Lennox stated that these two statements ascurately reflected
his position., He farther stated, however, that the Ontario Comuission bad
revokad the reglatration of at lesst three tntario breker-dsalers ca the
ground that they bad viclated the American Securities Act, and that he wans
oot propared to continue thia policy unless the Securities and Exchange Com-
mlssion would tele action responsive to his two points sbove and would alsge

endsavor to put & gbtop to the fraudvlent ssle of securities from Quebiec ta
the Unlted States,

- Mr. lennax slso voiced his concern ebout the lack of ccoperaticn he
roceives from the Ststes. The only States copperating with him are
Ponnaylvardae, New Iork and New Jersey,

We inquired of Mr, Lennox whether it might not be appropriate, in
view of the questions he had raised, for the Securities and Exehgnga Com-
mission end the Canadian provinciat authorities to take & gomplete pew losk
at the basie philosophy uvnderlying our afforts to police tha sple of Canadian
securities in the Unlted States. We pointsd out that it was something of an
enonsly for the Ontario Commission, an agency of one Canadian Provinaigl
Government, %o be patiticning the Securities and Exchange Commlasion, an
agency ol the Umlted States Government, to sredicate bad conditions prosantly
élleged to be permitted to exlst by the suthorities of Quebec, anothar
Canadlan province. It would seem mors natural for one Gengdiayn prevince
digsatisfied with the acts of smother to suggest to that other Cangdian
provincs, directly or through the Canadian Doaminlon Govermmant, that the
other Canadian province improve the enforcement of its laws.,

Mr. Lannox atated that this would be imposaible beoause of tha
adifference in the politicai complexion of the Ontarie FProvincisl and
Dopdnien Govermments on the ons hand end the Quabec Provincial Govermment
on the cther. Ws sitated that, notwdthatanding differences in politics,
in a matter involving the ralationship betwaen provinces of another country
and the United Statea, it would seem that there should be seme wmity of
action among those provinees, and the Unlted States showld not be put in
Lhe pomiiion of intermediating their differences. Mr. Lemnox's reaction,
to the extent we could gather it, was surprise and negative,

We then suggested that perhaps the approsch of the Securities and
Exchangs Commiseion should be o shift from the present emghasis on
complianee with Section 5 of the American Sacuritles Act and, where
Section 3(b) permitted, complisncs with Regulaetion D procedurss, and to
thirk more in terms mersly of attempting to detect and stamp owt Fraud,
Mr. LennoX's expressed dissatisfactieon with Regulstion I and the feet
that the extradition treaty dees not mske extraditable & vioieticn of
Sectien 5, sbgent fraud, beth sugeested svch an approach. This would
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leave Ho the Canadian provinces the enforcement of thelr own-broker-
dealer registration, securities qualification and fraud 'pravisiona, wonld
eliminate the awkwardness which Mr. Lemnox found .in the Provinciel Com-
-misglon's revoking a broker-dealer llcense for violeting the American
law, and, in general, would leave each Jurisdiction full autherity and
fresdom to enforce ita oum laws. '

Mr. Lepnox expresasd cbjection to the ldes of abolishing Regula- ;
tion I, szserted that the ntexrio Commission, the broker-degler organizs-
tion there, and the Toronto Stock Exchsnge by muiusl effort hed cleansd
up ‘the "Onteric situetion! and it would be very unfair to tsite away '
Regulation D when the resl trouble with Regulation D waa the "Delaware i
situation® and the fraudulent offerings from Montreal to whiah the :

. Saourities End Fxchangs Commission should put & stop, I am informed I
that up to the present time there have been 68 Regulation D Filings, i
12 of which were of American companies, which hawve besn through the ad- |
mriiatrative processing of owr Hvision of Corporation Financa, !

|
|

We stated to Mr. Lemnox that it came with some surprise to us,
and a good deal of conecern, that after & month's negetiation lu Toronto ,
and Washington, he neverthaless ross in the State Securlties Adminlsira- :
s - tora' meeting and charged that tha Securities and Exchange Commission :
e had permitied frawinlent Regulation I filings, We pointed out to him '
that we haed asked for apscific instances of fraudulent Regulatien D |
N filings to be naned sc that our staff could lock into them, znd that
in this monthts time we had not been mdvized of amy such ceses other
than three which we were already locking into, Mr. Lemnox stated that
of course he did not mean freud in the technical legsl sense; he merely
maant offerings in which the investor had little chance of realiging
any gain because the arrangements betwsen the issusrs and the promoters
were such as to freeze out the imvestor. We called Mr, Lennox's atten-
tion to the provision of the American 3Securities 4ct which forblds the
Securities and Exchangs Commission to pess upon the merits of the
gecuritiss and emphasized thet we adminlstered a dlscloaure statute -
and not a atatute that permittad us to forbid a sele of securliles by
reascn of the disadvantageous position of the public imvestor, Mr.
Lernox stated he realized thet, but neverthelsss we ought to do some-
thing to stamp out fraud. :

The digoretionary authority of the ontario Securities Commission
Lo permit or demy the qualification of securlties is stated in Section bk
of the (mterioc Securities Aot {Revised Statutes of Ontarie, 1350, chap-
ter 351), copy of which is attached.

Attached is a memorandum of Fremk Uriell, dabed October I,
deseribing thrae Regulation D filings which have baan_imastigated by
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this Commigsilen, With raapect t-o one of thom Hnrthwest Lfrahium
Corporation, File No, 27~5, the Commisaion auapandad ‘t.he emptio::
bty order smbered August 16, 1?514 ,

We again emphesized to Mr. Lsnm:-x that a.mr facts indicating
fraud 1n any Regulation D filing should be immaediately trought to the
attention of our Idvision of Corporation Finance, end in the context
of the prasent conversaticns between our Comumissioners and him, we
would assuma that unless such situations were brought to pur attention
when he telked of "fraud" he meant fraud in scmething less than the

legal maending of the word.

Thia memorandum jis writtsn for the information of tha other
nexbers of the Commission andl the ibvision of Corperstion Finanoge so
that the comvereations in New York with Mr, Lennox may form the basie
for the development of the policy of this Commisselien em the Canadisn

problem,




