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STATEMENT CF SEGURITIES AND EXCHANGE COMMISSION
REGARDING ILIEGAL SAIES OF CAMNADIAN SECURITIES

The industrisl growth and.davalapmgnt of Cannda heve afforded
nany opportunities for the useful investment of capital from the United
Statesa, According to recant United States Gevernment flgures, the valua
of Cansdlan securitias held by private investors at thﬁ end of 1954
amounted to over 3 and a quarter billdon dellars, of which over $300,000,300
wags acquired in 195&.-f

This preat flow of ecgpital, so important to both natlons, could
hardly have cconrred without the ccoperastion of regulatory aubthoritdes in
beth countries. Since the snactment of tha Securities fch of 1933, =2
total of 221 reglstration statemsnts have become affactive covering offer—
ings of approximately $1,405,000,000 by Canadian corporations, and an addie
tional $97%0,000,000 of Cenadian governmentel secuwrities have been ef fecm
tively registersd., In 1953 the Commission amended its repulations to perw
mit small of ferings from Canada to be mads nnder a conditional exemption
from registration, and a total of B3 filinps under this Rermlation D,
amounting to aprrocimately $21,000,000 were made in filscal 1954 end 1955,
The Commission has alse recently permitted Canadian inveatmént companles
to regizter undar the Tnvestwsnt Company Aet of 1940 and to offar their
gacurities in thils country. Apmroximately $100,000,000 from the United
States waz investsd in securitdes of thase investment companies during

1954 alone,




tnfortunataly, the interest of United Statas investors in
Capadian sscurities has been exploited by & small group of unserupu=—
lous persons, many of them U. S. cltizens, whose illapal and often
fraudulent distributions have for rany years baan a source of grave
concern not ondy te the Securities and Exchanga Commission but also to
provincial and stats securities adwindstrators, other agencies of hoth
governmenuts, ead the sacurities industry itsalf, lhile, &s pointed out
horsafter, it is difficudi to produce exact statlstiecs as to the prrobe
lem, there is no question but that it exists, has porsisted and re-
guires adequate measures for its solutlon.

The problem is created by the efforts of wnscrupulous promo=
tors to take advantage of the intermational border in order to defraud
unsophisticated investors in the United Staﬁesa Generally spealdng,
this 1z done by cireculating alluring and mislieading literature indicate
ing the possibility of obtaining hugh profits and following this uo
with high=rrassuro sglling over the long distancs telaphone.,

The concern of these promoters is not to develop & lagitimate
Canadian mining venture but merely to extract profits from investors.
They operate from Canada in order avold compliance with state and federal
laws deslgned bo proteet investors rather than because they have any
particular interest in the devalopment of Canads,

The Sacurdiles and Exchangs Commisgion and other state and
federal auwthoritivs in the United States are under grave handicaps in
thelr efforts to deal with this problem. Mich of the evidence as well

a3 tha violators are bayond thair jurisdiection. United States authoritiles



eannot examine thess parzons under oath or investigate thair books and
records, or obbtain prool of the falsity of all of thelr repressntatiens
because all of the avidence is normally outside the United Stetss, Evan
where evidence is nbtéinabla, sanctions such a® eriminal or civil prose=
eution or adminlatrative prﬂceedinga cannot be effective unless perscnal
Jurisdiction ovar the defendants 15 obtainsed. Bacause of this the
efforts of authorities in the United States over the yeara have besn
generally unsucesseiul except to the extent that the ecooperation of pro=
vinelal securities administrators 1ln Ganada has been obtained, Tn many
cases the pomer of provincial administrators to desl with illegal sales
into the Inited States is open. to question and these administrators are
also under handicaps in dsaling with violations ocourring cutside their
provinca. Although the seope and magnitude of these illegal promotilons
has waried over the years, depanding in lerpe msasure upon the situation
In various provinces, the problam has accordingly persisted,

By way of background, although the problem has been of concern
to the Commisslon sver sinee 1934 when the Commission was established,
its gravity haz greatly increased since the war. At ths beginning of
that peried and gensrally untll the last thrae years, the difficultdies
appeared to center in Ontario. Immediataly éfter tha war quite & mumber
of illegal promotions from that'provinca developad, In 1949, 1950 and
1951 1llegal activity reached its peak., During those thres ysars an
aggrogate of 1040 orders and prosscutions were commenced by variwms
American states agalnst illagal of ferings from Canada and 13 new cases

were opéned by the Sscurities and Exchange Commission. In 19%0 and 1951



75 fraud orders wers issued by the U. 8, Post (ffice Department, these
boing instances whera proof of fraud sufflelsnt to satiafy the postal
guthorities nould be obtained, In 1951 and 1952 the Commiszsion ro=~
cedved 7367 complaints and inguirdes in its enforcemsnt umit with re-
cpect to offerings from Canada which appeared to be unlawful. During
this period mumerous efforts were mads by authorities in the United
States a}ui Canada to deal with the problem which had thus becoms of the
first magnituds, At first ths Ontaric securities authoritiss sppesred
to balisva that they lacled avthority under their statutes to memet the
gituation but Jater thay took more vigorous action. In 1952 2 Bupple=
manbary Extradition Comvention was entered inte betwesn the United States
and Canada which was intended by both parties to permit the extradition
of perscna guilty of perpetrating securities frauds from one country
into the other. Wigorcus actlon was also taken by Mr, 0. E. Lennox, the
Chairman of tha Cntarlo Securities {ommlssion, who adopted in 1953 a
policy of taking administratiwve action againat any broker or dealer vho
violated the U. S, fedsral ststutes. As a resuli of these efforts the
situation was temporarily brought under control. However, in the middis
of 1953 the probiem cropped up again from Montreal after & temporary lull,
During 1954 Mr. Rane Hebert, Reglstrar In Guebec took vigorous action,
cancalling the registration of 21 firms and individuals. The sltuation
In Quebe¢ was thereby mach improwved. HNevertheless, during the first
aight months of 1955 the Securities and Exchange Commission has learned
of 26 illegal offerings from Canada involving 16 brokers and during 1954

and early 1955 a mamber of postal frawd orders have been issued, Thare
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18 gome reascn ia baliove that certaln of the persons whe wers put cut
of buzinose in Montreal are seeking to resums operatlons in other
provinces; and in at least one instance a dealer while maintalning an
offica in one province was secratly conducking his telephone campaim
from another. A3 indicated abaove, 1% appearsd at first that the problem
might be solved if the situation in Ontario could be deali with. Recant
experience indicates however, that the aglution eannct be found in any
one province, It 1s ldkmly to bresk oub agaln, perhaps after a Indl, in
some other location. ALl the efforts over all the years have not solvad
the problaim,.

It is impossibla for ua to demonstrate the magnitude of the
problem in purely statistical terms, The Securities and Exchange Com
mission and other aunthorlties in the United States learn of illegal
of farings only by complaints and inquiries from investors which often
come too late and ars necassarlly fragmentary. Frobably only the indi-
vidual promoters know how many fraudulent offerings are mada, the magnie
tude of the of ferings or the amount of money teken. Various estimates
have baen made but we do not belisve that azny of these figures are vary
acéurate. Thera are, however, certain records which at least give a
rough guide ag to the obb and flow of the activity and shed light upon
its extant. OSines 1335 the Securities and Exchanpge Cozmission hag
opened an aggregate of 395 ¢ames invelwing appreximately 940 isguea, OF
these cases 140 wore commoncad prior to 1945 and 455 thersaftier, In tha
gams peried States of the Union have taken actieon in 1968 instancas of

mhich 98 wera prior to 1945 and 1922 waras subsequent to that dats. Tha
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uge of U, S. peetal frawd orders commanced in 1950 and since thean B0 auch
ordars have been issued and one 38 now ponding., Sinca 1950 the Zacuri-
ties and Exchange Commission has received an aggregate of 12,627 com
plaints and inguiries with respect to presumptiwely illegal offerings from
Canada, These figures by years sinca 1945 are summariged in the table
attachad hereto, 0Cbviously the number of citizens whe make complaint to
the Commission i3 only a very small minordty of those solicited or even
of those who are induced to invest, JIndean the Commisszion is now row
cativing complaints from persons who invested some years ago and who ars
only now reallzing that what they acquirsd was worthlesse.

In summary, we wish to point cut, first, that fraud is being
perpetrated and has been perpetrated for a number of years, This maat
necessarily be a mattsr of ceoncern to both Governments. In the sscond
placa, existing methods of dealing with the problem have brought no final
golution and offer no assurance that fravdulent operations may not apain
be resumed on & major scale. A recwrence of the situatien on the scale
which axisted a few ysars ago would obvicusly have most unfortunate TaPE-
cussions in both countriss. Not only would innecent investors be de=
frauded for the benafit of wnscrupwlous promoters but Canadian investments
in general could suffer ssricws and perhaps irreparable injury, and mas-
surss more drastle than those heretofors taken might becoms necessary for
thes protectdieon of the inwvesting miblic, '

Ta have suggested certeln steps which might be talken ta meat
the problem. Some of these were dlazcussed Iln ow mamorandum of June 3 to

the U, 8. Department of State where we recommended the enactment of a



Canadian atztute which would at the wvery lesst make elearly 1llegzl ag=
curities fraude perpetrated from (ansda on persocny outside Canada and
would, 1f possible, provide for uniform enforcsmsnt since the problem
cannot be conflned to aqy.una rrovinge, We have alse recommended the
taldng of adequels steps to revitallze the extraditlon convention of
1952, In the recent extraditlon case (U, S. ve Link & Graen) a Canadian
extradition judge held that Securities Aot of fenses wera not encompassed
by Enumeratlon A of the recently énacted Supplemsntary Extradition Con—
vantion with fanada, While the judpe held that such of fenzes ss well

asd mall fraud offenses fall within Emumeration B of the Convention, he
denisd axtradition upon the ground that evidence of telephons conversas
ticns and other fravdulent zetivities in the promotion would be ad-
missible In the prosscution in the United Statas - evidance which he
falt would not be admissible in a similar Canadian prosacuetion, The
snactment of a Canadian statute similer to Section 17(a) of ths
Sacurities Act of 1933 should revitaldze Epvmeration A4 of the Conven—
tion, Appropriats querles have already been made to the Canedlan
Government in an effort to obtain an advisery ruling from the Supreme
Court of Canada which wouwld overcome the other unfavorsbles aspacta of
the sxtradition Judgment,

While wa have auggested certain courses of action we, of course,
do not mean to 1mply that these sre the only means of attacling the ‘
problem. Thess are meroly of fered as pessibla solutions which sosurpad
to us. Wa welcomp any others that may be offered. ¥We bellsve that
with mutual cooperation this chronie sacuritias problem may once and

for all bta solwvad,



STaTISTICS REGARDING ILLEGAL OFFERINGS

FROVM CallAba

56¢ Docketed
Casea

¥
109
52
32
0
42
50
28
23

13
21
2l

1545-1955

Letters of Complaintl

and Ingui:x_ﬂaceived~f

3941
2158
1099
2565
1175

U,5,Poatal
fraud Orders 2/

L3
32

Separate records pertaining to Canadisn offerings were not maintalnad prier

The use of U,S5.Postal Traud Orders in this field commenced in 1950,

Their use was suspended in 1952 and 1953 both because of a decline in
agtivity and because other methods were being tried.

This dncludes cases of prier years,

Year State Actions
1945 208
15h6 135
1947 B3
1544 1hh
19L9 i
1450 327
1951 b6
1952 58
-
19 :
1955 &/ 86
1/
to 1951,
2/
3/
L/ January 1 - August 15, 1955,
5/

i request for an additional fraud order is now pending in the Poat Office

Depar tment.,
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