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MINUTES OF EVIDENCE

Tuespay, 19th February, 1929.

The Standing Committee on Banking and Commerce to whom was referred
the Bill (C) intituled “An Act to amend the Companies Act,” met this day at
3.50 p.m.

In the absence of the Honourable Mr. Black, Chairman, the Honourable
Mr. L’Espérance was elected Acting Chairman.

Honourable Mr. Daxpuraxp: We have a fairly important Bill to consider.
Mr. Mulvey, Under-Secretary of State, is here to answer any inquiries that
may be made in regard to the Bill. I would like now to ask Mr. Mulvey to give
us a summary of the principal changes in the Bill without going into minute
details at this stage.

Mr. Taomas Murvey, K.C.: Mr. Chairman and gentlemen, the comments
which I have to make will not go into any details of the various sections, but
state generally the necessity for them, the departmental practice which renders
them necessary, and generally give a rough outline of the sections. I should
like to make a preliminary remark referring to our amendments to the Com-
panies Act. The criticism has been made that amendments come in from time
to time, and that there should be a general overhauling of the Act so as to leave
it definite. The Act as it stands has many crudities in it, and it would be to
advantage if a general recasting were made; but that does not clear the diffi-
culty, because business is changing, and has been changing more rapidly during
the last twenty years than perhaps at any time in history, therefore it is
necessary that the Companies Act should be an instrument to enable the
advancement in business to be carried on in the way that corporations desire.
It is for that reason that some amendments now suggested are inserted. The
first section with which I will deal in section 3, which makes certain limitations
upon the classes of companies which may be incorporated under Part I of the
Act. This section was first introduced in the year 1869, and has stood as it is
with the exception that in 1914, when the Trust Companies Act and Loan
Companies Act were incorporated, these classes of companies were also with-
drawn from this portion. The section as it stands is indefinite and ambiguous;
for instance it says:

for any of the purposes or objects to which the legislative authority of
the Parliament of Canada extends, except the construction and working
of railways or of telegraph or telephone lines.

Now it would have been quite clear if we added to that the words, “within
the meaning of the Railway Act,” because, as it is, we are frequently called
upon to authorize companies to construct and operate, say, mining companies,
lumber companies, and classes of that kind, and we have been incorporating,
for years past, with the restriction that the companies must construct and
operate on their own lands. That, however, did not raise any particular diffi-
culty, because it has been the practice now for fifty years to incorporate com-
panies in this way. I will not take them in the order in which they are here,
but we are also restricted to the business of a loan company, and it is added,
“within the meaning of the Loan Companies Act.” That is necessitated by
the change in modern business. Not many years ago the business of loan
companies was the lending of money on real estate, and the Loan Companies

[Mr. Thomas Mulvey, K.C.]
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Act deals with companies of that class of loans. In recent years there is a
new class of loan companies which has come into existence, that loan money
on sale agreements and on various classes of securities. There are also a
number of companies recently which are lending money practically on the
character of the person who borrows. It is just a question whether we have
authority to incorporate such a company under this part of the Act, and that
ambiguity should be removed. There is also a limitation respecting the
Insurance Act which it is not necessary to press; but the most important one
of all is the limitation to the Act about the trust companies, and we have added
the words “ within the meaning of the Trust Companies Act.” Now there is a
new class of companies which have recently come into vogue, and it is advis-
able that there should be no doubt whatever about our authority under the Act
to create them. I have reference to Investment Trusts. These concerns are
not really trust companies at all, but there is an ambiguity in the section, and
it might be contended in some place or at some time that there was no authority
in the Act to incorporate them. This class of company and this business is
comparatively new in Canada and also in the United States. It has been in
existence for many years in the United Kingdom. I am prepared to describe
the nature of their business, the extent of the business, and how it is carried on,
if you gentlemen desire me to do so, and I think it would be advisable that I
did, because when we come to consider the section which provides for the
incorporation of those companies it may be advisable to know the exact class
of business which they carry on. Shall I proceed with that?

Hon. Mr. WitroveHBy: They are operating now, of course?

Mr. Murvey: A few, but very few.

Hon. Mr. WiLLouvcgusy: Under the Companies Act?

Mr. Murvey: Under the Companies Act.

Hon. Mr. Bfique: There should be a special Act passed to govern those
companies, because they are making a great deal of extension. They have just
come into this country, but we will have hundreds of them before five or six
years.

Mr. Murvey: Down to the present time there are not more than ten or
twelve of them. However, they are very extensive in the United States, but
from communications we have had with the office of the Attorney General of
the State of New York I believe that the regulations which we provide are far
in advance of anything that is provided in the United States.

If the Committee desires it T should like to read from a report of Leland
Rex Robinson, Ph.D., formerly of the Department of Commerce of the United
States, who investigated this class of company very extensively in the United
Kingdom and has made a report upon the subject. This is from his preface:

Since the war, and especially during the last two vyears, there has
arisen in the United States a keen interest in investment trusts. In the
process of liquidating for pre-war indebtedness to European nations, and
especially to Great Britain, America, since 1916, has visualized, as never
before, the profound influence exerted upon the development of her indus-
tries and natural resources by those British investment trusts through
which foreign capital was mobilized for productive employment in the
new world. The terrific strain withstood by British natural markets
during the war, and the later return of sterling to parity have inevitably
directed public attention to these co-operative agencies of domestic, as
well as foreign, investment which contributed so materially to London’s
financial leadership. In view of the recent vast expansion in the ranks of
American investors, and the increasing complexity and variety of over-
seas and home investments offered at the present time, it is not strange

[Mr. Thomas Mulvey, K.C.]



BANKING AND COMMERCE 3

that investment trusts of ome kind or another are being so rapidly
organized in the United States, and that many of the recently created
financing companies having extensive international interests are in more
than one way adopting investment trust organization or method.

In the introduction which is prepared by Mr. Paul D. Cravath, a leading
lawyer of New York, and counsel for Kuhn, Loeb & Company, and an honourary
‘bencher of Lincoln’s Inn, he says: .

The important part played by British investment trusts in making
London the financial capital of the world is now generally recognized.
The investment trust was admirably adapted to meet the needs of that
large class of British investors, especially those of the leisure class, who,
in chosing their investments, preferred to follow trained leaders rather
than to depend upon their own judgment. In time the judgment of the
great leaders in the investment trust field, like Robert Flemming, came
to be regarded as almost infallible. There is no magic in the successful
investment of capital. It calls for honesty, prudence and intelligence.
Given those qualities in reasonable degree, an investment trust cannot
fail, while the measure of its success will depend, partly on chance, but
chiefly, on the wisdom and foresight of its managers. Before the war the
investment trust idea made little progress in America. There were several
reasons for this, In the first place, the American people had not
developed the investing habit. New issues of securities were placed chiefly
with insurance companies and other institutions, and with men of large
wealth. As a rule investors of this class felt that they were in a position
to form their own opinions regarding their investments. In the second
place, the self-reliant American temperament did not lend itself to the
development of a disposition among investors to follow financial leaders.
The average investor preferred to form his own opinion regarding the
enterprises in which he invested, which were usually domestic enterprises,
comparatively few foreign investments having been offered in America.

Mr. Murvey: The book then goes on:

The development of modern corporate enterprize has so standardized
the forms of investment as to permit the concentration of scattered savings
for industrial and commercial ends on a scale undreamt of in former
centuries. The evolution of the capitalist system, however, has so com-
plicated the problems of investment that a great majority of people are
bewildered by the variety of securities offered them, and unable to
interpret intelligently the intricacies of the financial statement, the
\'aglaries of the stock exchange, or the changing phases of the credit
cycle.

Hon. Mr. Daxpuranp: It is suggested that you give those references, and
do not, read them,

Hon. Mr. Tessier: Those are the opinions of a writer?
Hon. Mr. Danpuranp: Yes, the comments,

Mr. Murvey: I have also here a very interesting statement on the recent
development of investment trusts, taken from The Economist of January 5,
1929.

Hon. Mr. Danpuranp:  You will take care not to make those citations too

long, because it will make the report very bulky, and diminish the chance of it
being read thoroughly.

1 Mr. Murvey: Quite so; T will co-operate with the reporter in respect to
that.

[Mr. Thomas Mulvey, K.C.]
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The Economist, January 5, 1929.
BRITISH INVESTMENT TRUSTS

One of the most significant features of last year’s activity in the new issue
market was the number of invitations made to shareholders and the public to
subscribe new capital for investment trust companies. Our records reveal
that offers coming under this category reached the considerable total of
£31,450,000, an amount equal to 8% per cent of all the money publicly raised
during the year, and twice the total of London borrowings of either foreign
Governments or British corporations. Another significant fact has been the
development of the investment trust company in the United States and Canada,
in which English capital has to some extent participated. For example, the
London Canadian Investment Corporation was formed last year under the
auspices of leading Canadian financiers to provide a channel for British invest-
ment, under expert guidance, in Canadian enterprises. The following tabie
shows the investment trust company issues on the London Stock Exchange
since 1923:

INVESTMENT TRUST CAPITAL ISSUES

(£000)
— 1923 1924 1925 1926 1927 1928
Ofdingry 3las5: . St . e S o Yerag 3,651 8,294 7,808 14,237 12,142 23,276
Preforenoe . . . su: s 4y Dt 24 17 20 1,669 771 1,014 2,284
Debentures: .. 15, 4L | MRS R 1 ok eSS I LA 1,322 302 1,793 5,890
4,630 8,314 10,799 15,310 14,949 31,450

Two good reasons may be adduced for the popularity of the investment
trust in a period of general “ liveliness” on the Stock Exchange. On the one
hand the mixed experiences of large numbers of non-professional investors at
such a time are the best possible advertisement of the advantages of a policy
of pooling and spreading investment risks under skilled management; and,
on the other hand, the element of public “ trustfulness,” which is so marked
a feature of every boom, helps to obviate the reluctance of many people to
give what is, in fact, a blank cheque to the directors of these companies for
the investment of their resources.

A new investment trust company must, of course, stand or fall by its
board of directors. Good management is everything, and the “ connections”
of the directors are the guarantee that the new company will get its share of
first-class underwriting business. There is much to be said for, as it were,
backing the horses out of the well-known “ stables "—that is, investing in the
companies only of the well-known “ groups ” in the investment trust company
world. From time to time these “ groups” will form new companies and give
the investor the opportunity of acquiring stock at or near par. For e:;ample
companies with the following managements are deservedly popular in the
market—Robert Fleming, Hon. A. O. Crichton, A. H. Wynn, W. S. Poole; and,
among the newer companies, those of E. de Stein, Thomson McLintock, and the
“Lake View” group. Among the best known Scottish groups-are Shepherd
and Wedderburn, Martin Currie and Co., Grahams, Rintoul, Hay, Bell and Co.,
Wallace and Guthrie, and Moores, Carson and Watson, while the Alliance
(Dundee), and British Assets, under Mr. Ivory’s management, stand out as

[Mr. Thomas Mulvey, K.C.]
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among the most successful of individual companies. There are others about
which the investor could be informed by any responsible firm of brokers, Com-
panies coming from such “stables” can, at any rate, be said to possess good
connections and management.

Security and earning capacity are very properly the first consideration
of trust company directors. Profits made by the sale of appreciated shares are
invariably used to strengthen the capital position. Hence depreciation in the
market value of securities is only regarded with serious concern if it is held
to be due to curtailed earning power rather than to a general depressed tone
on the stock exchanges or to market manipulations. The wide distribution of
a trust company’s capital among different securities—in general practice not
more than 1 per cent of the capital being invested in any one security—makes
for the elimination of market risks. The strongest companies pride themselves
on the spreading of their investments among different industries, types of
security, and parts of the world. One peculiar feature of trust company invest-
ments is the cross-holding between trust and trust. In 1928 out of a nominal
investment holding of 25 companies of all sizes, which totalled £43-8 millions,
£2.8 millions, or 5-2 per cent, represented nominal holding of shares and stock
of other investment trusts.

It is interesting to compare the respective capital and revenue positions of
some of the trusts connected with the groups we have mentioned. The follow-
ing figures are taken from 1928 reports:

CAPITAL POSITION

Total Gross
Year Paid-up Including Reserves Pevenue
Company formed Group Capital Ordinary | and Carry less
and Stock Forward Income
Debentures Tax
£ £ % -2
American Tnvest. and General....... 1879 3,000,000 750,000 479,532 172,843
An_g!o-Celtm ........................ 1925 1,500,000 400, 000 33,032 78,309
Brgt!sh Assets........ 1808 4,091,155 350,000 913,874 232, 966
British Investment 1889 4,500,000 600,000 | 1,607,587 340, 890
Edinburgh Investment.............. 1889 ”1%390,000 540,000 247,364 101,503
Gl'ange._ ............................ 1926 500, 000 250, 000 14,203 33,260
Industrial and General 1889 6,000,000 | 1,750,000 | 1,470,747 498,409
Mercantile Invest. and General 1884 6,000,000 | 1,500,000 686,319 408, 565
Seottish United Investors..... 1924 2,000,000 400, 000 22,489 117,531
Stockholders Investment. ... 1925 1,198,992 240,000 85,320 54,147
EARNING POSITION
Net Yield Yield
Per cent | Revenue | Per cent | Per cent on on
Company *Expenses on Available | Earned, Paid, Dividends ' Earnings
Capital |for Ordinary| Gross Gross
{ Stock At latest Prices

£ £ £8. d. £.8: d.
American Invest. and General ... ..... 8, 866 -30 84,555 14-1 12 41615 5933
Anigl.o-Celtlc .......................... 6,601 -44 33,537 8-4 6 3. 18 2 5 910
Br!t}sh ARRRRE U ) 17,632 -43 86,239 | 30-8 20 2°%5' 11 3 10 0
Bn‘tlsh Investment............ 16,569 -37 193,708 26-9 21 4 710 5 12 6
Edinburg Investment......... 4,975 -36 7,528 15-2 12 O A o). 1.8
Grange Trust 3,032 -61 12,534 63 51 3 1810 4 10 0
Industrial and General 42,787 71 315, 863 224 17 . 5 16 8
Mercq.nulg Invest. and General. . 15,541 -26 234,024 19-5( 15 4 810 5 15 5
Scottish United Investors. . n 9,103 -46 35,979 112 7 3¢ 11919 4 19 7
Stockholders Investment. ... ... " 5,165 43 15,536 82 Z 4 16 9 5 5 9

. *Including 1ents, salaries, fees of directors, auditors and trustees, etc.

[Mr. Thomas Mulvey, K.C.]
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It must be realized that the “ visible reserves ” shown here are no measure
of a trust company’s financial strength. “ Hidden reserves ” created by writing
down the cost of investments out of capital profits are often very considerable.
For instance, British Assets reported that a valuation of the assets showed a
large surplus over the capital, reserve funds and carry-forward, which had been
increased in the last {ull year by £6,000,000. This trust has also made the
distribution of capital bonuses a feature of its policy, a fact which goes to explain
the relatively low yield on its stock. The tables set out the case for a purchase
of investment trust securities, since with a continuance of progress dividends
should eventually rise to the level of current earnings. The fact that the mere
size of the company has no necessary connection with managing expenses is
borne out by these figures, which show that the two largest companies had
respectively the highest and lowest proportionate expenses.

It is instructive to compare the above companies with the so-called Co-
operative Investment Trusts, which have been much criticised for paying high
dividends too early in their career, a policy which precludes the building up of
large reserves. In its last report, for instance, the largest of them, the First-Co-
operative, noted a depreciation of its investments below book value of £34,210,
which must be set against total reserves amounting to £65,214 on a paid-up
capital of £1,408,720. It will be seen from the following table that the “ co-
operative ”’ arrangement, whereby the remuneration of the directors is main-
tained at a fixed percentage of the distributed profits, does not on the whole
reduce the cost of management. The six directors, who are the same for all
three companies, received between them £14,254 in the course of the year, while
£14,436 for other expenses raised the expense ratio to over 1.2 per cent of the
average paid-up capital.

FIRST, SECOND AND THIRD CO-OPERATIVE INVESTMENT TRUSTS

Total Dividends ROther
- Manage- | Directors’ | Fxpenses on . eserves
—_— g:uglt- "]p ment Remunera- as Ordinary Iﬁ:i&?;m and
AP Ixpenses tion Percentage | Shares - . Carry
of Capital % p-a. Forward
A {5 £ £ P
First Co-operative—
‘To Jan., 31, P28 7.1, 8 S 1,262,845 3,184 4,303 -59 7 35,000 34,008
To July 31,1628, , L 1,408,720 4,682 4,569 -67 7 35,000 40,214
Second Co-operative —
To March 31, 1928........... 907,111 2,190 1,623 -42 TP P 21,063
To Sept. 30, 1928 ... ... %% 990,679 3,675 3,280 -80 7 {PuHinyirR 25,136
Third Co-operative—
To April 30, 1928.......... : 84,125 397 152 -65 7 2,865
To:Oct, 81,1928, .5l sk 106,925 308 327 -59 7 4,400

We cannot do more than note in passing that the rapid initial success of
these Co-operative Trusts stimulated the efforts of many imitators, and a
number of new Trusts have been started on similar lines, and with a sim}lar
appeal to the small investor, who would be wise to realize that in the vital
respect of the capabilities of the management the merits of these new concerns
vary immensely. «

Investment trusts are perhaps the most important achievements of in-
surance against strictly commercial and financial risks. Economie theorists
have been wont to regard such risks as uninsurable, in contrast to the more
fortuitous and personal risks of accident, fire, ship-wreck and the rest. But
this proposition forgets two things: that risk as an economic magnitude has no
meaning out of relation to the person bearing it, and that all practicable in-
surance takes the form cither of division of a big risk or of the merging of a
number of small risks. The chances of fire are no less because an insurance
company bears the loss; the chance of depreciation in a block of shares is no

[Mr. Thomas Mulvey, K.C.]
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less because they are held by a trust company. But even if they result in a net
loss, the fluctuations in a mass of shares cause much less misfortune if they are
held in common by a large number of persons than if held by the same persons
individually in separate blocks, and, of course, a good trust sees to it that such
losses do not oceur. Hence the managing expenses of the conservative invest-
ment trusts must be regarded as a very cheap kind of insurance premium against
loss.

Mr. Murvey: I have also a statement which I will place in the hands of
every member of the Committee—a scheme under which these investment trusts
are incorporated. They are limited; they are not allowed to invest in securities
as they will. Here is one; it is in fact the first investment trust that was in-
corporated.

FOUNDERS INVESTMENT TRUST LIMITED
(Issued 4th February, 1927)

1. The Company shall within six (6) months after its resources aggregate
One Million ($1,000,000) Dollars and thereafter, own at all times at least One
Hundred (100) different marketable securities;

2. The Company shall, within six (6) months after its resources aggregate
Two Million ($2,000,000) Dollars and thereafter, own at all times at least
Two Hundred (200) different marketable securities;

3. The Company shall, within six (6) months after its resources aggregate
Three Million, Five Hundred Thousand ($3,500,000) Dollars and thereafter,
own at all times at least Three Hundred (300) different marketable securities;

4. The Company shall, within six (6) months after its resources aggregate
Five Million ($5,000,000) Dollars and thereafter, own at all times at least
Four Hundred (400) different marketable securities;

5. Not more than Fifty (50%) Per Cent. of the total resources of
the Company shall be invested in securities originating in the United States of
America; .

6. Not more than Thirty-Five (35%) Per Cent. of the total resources of
the Company may be invested in securities originating in any other country
other than the Dominion of Canada and the United States of America;

7. Not more than Three (3%) Per Cent. of the total resources of the
Company may be invested in any one security except Government, Provincial,
State or Municipal obligations or securities of Investment Trust organizations.

8. Information concerning the history, assets and earning record for a
period of at least three (3) years shall be obtained concerning each issuer
before authorization of purchase; Except that the maximum of not more than
Twenty (20%) Per Cent. of the resources of the Company may be invested
in securities of more recently organized companies, corporations, associations
or trusts; :

9. Not more than Twenty-Five (25%) Per Cent. of the resources of the
Company may be invested in securities of any one of the following classes:—

1. Banking Institutions,
2. Insurance Companies,
3. Investment Organizations,
4. Railroad Companies, and
5. Public Utility Companies.

10. Not more than Twelve and One-Half (124%) Per Cent. of the resources

of the Company may be invested in security of any other distinct class of
business or industry;

[Mr. Thomas Mulvey, K.C.]



8 STANDING COMMITTEE

11. At least Eighty (80%) Per Cent. of the investments of the Company
in securities issued by Railroad, Public Utility and Industrial Companies shall
at the time of purchase have the following book value as compared with
purchase price:—

(a) Bonds One Hundred and Fifty (150%) Per Cent. or more,

(b) Preference Shares One Hundred and Twenty-Five (125%) Per Cent.
or more,

(¢) Common Shares One Hundred (100%) Per Cent. or more.

12. Securities owned when ascertained to be no longer eligible shall be
sold within one year from such date;

13. The Company may underwrite issues of securities eligible for purchase
to an amount not exceeding in any case twice the amount of such securities
which could be purchased for investment, but in no case to an amount in excess
of Six (6%) Per Cent. of the total resources of the Company. The total liabili-
ties incurred in underwriting shall not at any time exceed Twenty (20%) Per
Cent. of the resources of the Company.

14. Notwithstanding anything hereinbefore contained the Company may
invest the whole or any part of its resources in any Investment Trust Organi-
zation having the same or more stringent restrictions upon its power to invest its
resources as has this Company.

UPPER CANADA INVESTMENT TRUST LIMITED
(Issued 29th November, 1928)

And it is further ordained and declared that:

1. The funds of the company shall be invested so far as possible in such
manner as to provide unusual distribution of risk combined with opportunity
for appreciation of-capital by means of broad diversification in seasonal and
marketable securities to be selected by experts after careful and studied analysis
of economic and business conditions;

2. All securities shall be fully paid for and purchased outright;

3. The resources of the company shall not be employed in any country which
in the opinion of the directors has not stable government;

4. All purchases of Corporation securities shall be based on examination of
surplus and undivided profits, earnings, past records, field of operation, poten-
tialities and book value;

5. The company shall at all times keep fifty (50%) per cent of its entire
resources invested in such investments as are authorized for the investment of
the funds of a Life Insurance Company under the Insurance Act of Canada, 1917,
as amended 1926;

6. The amount which may be invested in any one security with the
exception of securities of or guaranteed by the British Government or any
Dominion, Colonial or Provincial Government within the British Empire, or
the United States Government shall be limited to ten (10%) per cent of the
outstanding share, bond, and debenture capital of the company; provided that
the funds of the company may from time to time be loaned on call or short
term loans on bonds, debentures, stocks or other immediately saleable securities
of a sufficient realizable value to cover, either when the company has surplus
funds uninvested or when it is deemed inexpedient to invest such funds in long
term securities;
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7. Not more than fifty (50%) per cent of the resources of the company
shall be invested in securities of any one general class of business or industry
and not more than ten (10%) per cent in securities of any specific business or
industry;

8. No investment in any class of stock of any issue shall exceed ten (10%)
per cent of the total of such class;

9. Securities owned and ascertained to be no longer eligible under the
provisions hereof, shall be sold within one (1) year from such date;

10. At least seventy-five (75%) per cent of the investments of the company
in securities issued by railroads, public utilities and industrial companies shall
at the time of purchase have the following book value as compared with the
purchase price: (a) Bonds—150 per cent or more; (b) Preferred Shares—125 per
cent or more;

11. The company may underwrite issues of securities eligible for purchase
to an amount not exceeding in any case twice the amount of such securities
which may be purchased for investment, but in no case to an amount exceeding
ten (10%) per cent of its total, and the total liabilities incurred in underwriting
commitments shall not at any one time exceed twenty-five (25%) per cent of
the total resources of the company;

12. The company shall not purchase partly paid shares involving a call
extending over a period of more than two (2) years after the date of purchase
except in the case of shares of insurance companies, and shall only purchase
partly paid shares of insurance companies that have been in business five (5)
years or more, where the capital is unimpaired in accordance with the latest
information from the Department of Insurance of Canada with respect to
companies incorporated or operating under the supervision of the Insurance
Department of Canada, or from the best obtainable information with respect
to insurance companies incorporated elsewhere;

13. The company shall not purchase or hold a controlling or a managerial
interest in any other company or lend its funds to any person owning or con-
trolling a majority of the stock of such company;

14. Subject to the foregoing the company shall never act as guarantor or

engage in any promotion or financing and its business shall be confined to the
investment and re-investment of its funds.

ECONOMIC INVESTMENT TRUST LIMITED
(Issued 28th Janwary,1927)

AND IT IS FURTHER ordained and declared that:—

1. The Company shall at all times keep fifty (50%) per cent of its entire
resources invested in such investments as are authorized for the investment
of the funds of a Life Insurance Company under the Insurance Act of Canada

1917, as amended 1924, and in bonds, stock or other obligations of Foreign
Governments.

2. Not more than five (5%) per cent of the subscribed capital of the
Company for the time being (including as well borrowed capital as share
capital) shall be invested in or loaned upon any one security or investment
(other than British and/or Dominion of Canada Government stocks and bonds)
but securities or investments of different titles or denominations shall not be
deemed to be one security or investment by reason only of their possessing or
being entitled to a guarantee from or by the same State, Government, Muni-
cipality, Corporation or other body.
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3. The Company shall not make any investments in, and/or loan upon
the security of more than ten (10%) per cent of the total amount of the capital
stock and/or bonds and/or obligations of any one Company, Corporation, and/or
Government, and/or public authority, except stocks, bonds, and/or obligations
of the Dominion of Canada and/or Great Britain, but securities or investments
or different titles or denominations shall not be deemed to be one security or
investment by reason only of their possessing or being entitled to a guarantee
{)I")Czim or by the same State, Government, Municipality, Corporation or other

y.
4. Not more than twenty-five (25%) per cent of the resources of the com-
pany may be invested in securities of any one of the following classes: (a)
Banks, (b) Insurance Companies, (c¢) Investment Companies, (d) Public
Utility Companies, and not more than twelve and a half (123%) per cent of
the resources of the Company may be invested in the securities of any other
distinct class of business or industry.

5. Securities owned and ascertained to be no longer eligible under the
provisions hereof, shall be sold within one year from the date of their becoming
ineligible but the restrictions upon investments and lands by the Company
herein contained shall not apply with regard to investments or lands which at
the time of making the same were within the limits prescribed as aforesaid but
by reason of amalgamation, consolidation, reduction of capital or otherwise
shall have subsequently exceeded the said prescribed limits.

6. The Company may underwrite issues of securities eligible for purchase
to an amount not exceeding in any case twice the amount of such securities
which may be purchased for investment, but in no case to an amount exceeding
ten (10%) per cent of its total resources, and the total liabilities incurred in
underwriting commitments shall not at any time exceed twenty-five (25%) per
cent, of the total resources of the company.

Hon. Smeaton WHiTe: Would this last printed statement have any refer-
ence to this particular Bill?

Hon. Mr. Bfique: The Bill deals with these companies.

Hon. Mr. Bercourt: My impression is that every gentleman around this
table has a general idea of the difference between an investment company and
a trust company, and it is not necessary that we should go into an elaborate
study of each one respectively. What I think would be very desirable, speaking
for myself, would be that Mr. Mulvey should tell us in what respect he pro-
poses to amend the Companies Act so as to meet the different cases—his own
idea, his own experience, not that of Mr, Cravath or anybody else.

Hon. Mr. Lamp: We know what these investment trusts are. I would
like Mr. Mulvey to deal with the restrictions that are introduced into the
charters of the investment trusts.

Mr. MuLvey: There are no two companies that desire to be restricted in
the same way, and it would be impossible to lay down general restrictions to
which every company should conform; but there are main principles which must
be observed, and one is that 50 per cent of the total capital of those companies
should be invested in securities approved of under the Insurance Aect.

Hon. Mr. Tessier: That is good; that is all right.

Mr. MuLvey: That is the main provision; there are other provisions.
That is all T have to say about investment trusts.

There are a number of sections of the Act which merely make verbal
alteration, to which I shall not refer. Sections 4 and 5 are of that class. Section
6, however, is somewhat more extensive. The modern method calls for incor-
poration of companies with shares having no par value. That was first intro-
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duced in the legislation of 1917, which copied the New York legislation of 1912,
Sinee that time there have been tremendous changes in the development of com-
panies that are issuing shares of this class. Originally there was no provision
that the preferred shares could be issued without par value. The purpose of
this Aect is merely to allow that. They may have them with or without par
value so far as preferred shares are concerned, and of course the common shares
are usually without par value. This is merely to allow of growing conditions
which are practically demanded by the public.

Sections 7 and 8 are merely verbal alterations to make those sections of the
Act workable. They provide that a company incorporated by a special Act
of Parliament, or by letters patent under some form or Act which does not
bring the company’ within this Act, may obtain letters patent under this Aet.
It has happened in many cases that where a company is incorporated by a
private Bill it could not be brought under this Act because it perhaps was
authorized to take money on deposit. This enables a company to abandon
things that do not come within this section of the Act and thereby conform with
the principles of this Act.

Section 9 is merely for the purpose of repealing three sections with which
we have had a great deal of trouble. They purport to enable companies ‘o
be reincorporated by this Act. This is found, in practice, to be quite illusory,
and in order to relieve the Department of showing in each case that this is
s0, it is advisable to have the sections eliminated.

Section 10 merely makes a verbal change. In considering a name that has
been given to the company the Secretary of State may, if he finds the name
conflicts with that of another company, or has any other ground of objection,
make changes and gives a new name. In section 23 it provides for a change
of name, but he appears to be restricted, and the only change of name is made
when it confliets with another. It frequently happens that trade marks and
trade names should form a good reason why the Secretary of State should have
authority to change the name on other grounds, in the same way as it was
granted in the first place.

Mr. MuLvey: Section 11 is merely a verbal change; also section 12. This
is a lengthy section, and it merely includes a number of objects which are prac-
tically provided for in every case, and this section obviates the necessity of copy-
ing it five times.

Section 14 is only a verbal change.

Seotion 15 is to cover departmental necessity. It very frequently happens
that a prospectus is dated and mailed from British Columbia. It takes effect
only from the date of filing, and this section enables the department to accept
it if evidence is given that no shares have been offered to the public in the
meantime.

Hon. Mr. Daxpuranp: You passed rapidly from section 12. Will you
explain the changes on page 7 of the Bill?

Mr. MuLvey: They are merely the addition of other clauses which we find
applied for time after time, and by inserting them here we obviate the neces-
sity of copying them five times in the department. They are in addition to
those which have been in the Act since 1924.

Hon. Mr. BeLcourr: Powers which are applicable to all companies?

Mr. Murvey: Yes, quite so.

Hon. Mr. BerLcourr: You are wanting to make them statutory powers?

Mr. MuLvey: Yes, quite so. Then section 16 is also inserted for the purpose
of enabling companies to overcome difficulties created for them by mistakes or
misapprehensions in preparing of prospectuses. Of course the prospectus is
the basis on which the issue of shares takes place, and if there is something
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wrong in the prospectus there is always a question whether the shares have
been properly issued. If something has gone on and it is clearly an omission,
and causes nobody any harm, this enables the company to go before the
judge and have the prospectus rectified.

Hon. Mr. Bercourr: Have you a provision there that requires registra-
tion of a prospectus in all companies, whether issued by the company or by
the promotor?

Mr. MuLvey: That is a point I am coming to in a minute. The next
section, 50-B, practically provides for that point you raised, Senator Belcourt.
There has been a growing practice in companies, of alloting their shares to
underwriters, and not filing a prospectus at all; the underwriters then selling
the shares to the public as their own. The company then merely files a notice
in lieu of prospectus, which may not give all the information which the
investors should have. This subject has been under discussion in England
for the past two or three years, being investigated by a Committee of experts,
a departmental Committee to which was associated a number of leading
lawyers -and financiers.

Hon. Mr. BerLcourr: What section deals with that?

Mr. MuLvey: Section 50-B, page 9 of the Bill. This section provides that
where a company allots its shares to an underwriter who offers them to the publie,
under certain circumstances the company must itself file a prospectus, neverthe-
less. Under ordinary circumstances it files only a notice in lieu of prospectus,
and this section calls upon them to file a prospectus. The circumstances are
several; the principal one which it is intended to meet is where this method
of the company offering its shares to the public is adopted for the purpose of
evading the provisions of the Act in regard to the prospectus. I may say that
this section is not acceptable to a considerable section of the financial public,
and it will be opposed. Already several have suggested that they desire to
appear before you to object to this section. The ground upon which they object,
so far as I can learn, is this, that the financial methods followed in England are
quite different from the methods which are followed here, and that while this
amendment may be suitable for the situation in England it would create
difficulties here, and practically stop business in many respects. That is a
matter which I have no doubt will be thoroughly explained to you by the
gentlemen who take this position. So far as the department is concerned, the
attitude is this: we have been pressed from time to time to approve or sug-
gest what is called Blue-sky Law. I have studied that subject for some years
past, and in my opinion Blue-sky Law is useless. It does not accomplish what
it is intended to effect. It has been disastrous in many places. It is not based
on good principles. I could give you very many reasons why, so far as I
am personally concerned, I have always opposed it. The methods which have
been adopted in the Province of Ontario, and I believe in the Province of
Manitoba, are the methods which will give results, but notwithstanding this,
pressure has been brought to bear on the department to approve of Blue-sky
Law. Now, in that situation, when we find that legislation which is enacted
for that purpose in England is following the line of legislation which we have
had here for the past twelve years, I think that I should bring it before you
for consideration, at any rate, and it will be for yourselves to say whether
in the present circumstances it is proper legislation here.

Hon. Mr. Danpuranxp: So you will have to justify this modification?

~ Mr. Murvey: Well, I would rather put it the other way. My justification
is this: the prospectus clauses here follow those which have developed in Eng-
land since 1900—for the years 1900, 1902, 1908—and this is considered to
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be an improvement on those methods. Now I say, if they think so—and we
have followed their methods heretofore—that we would be justified in fol-
lowing the methods which they are adopting now. That is my justification.

Hon. Mr. Danpuranp: For the protection of the public?

Hon. Mr. Tessier: For the protection of the investor; that is important.

Mr. Murvey: Those who oppose that say that it is going to obstruct
business, and that it is unnecessary. That is how they justify their opposition
to it.

Hon. Mr. Cascrain: You say you want them to issue a new prospectus?

Mr. MuLvey: A prospectus; not a new one. Under the circumstances
they do not issue a prospectus at all, because they sell all their shares.

Hon. Mr. CaseraiN: How can they issue one prospectus when there has
been one out before?

Mr. Murvey: They issue a notice in lieu of a prospectus now, and the
allotment to the underwriters is merely to avoid the prospectus; then they must
provide one.

Hon. Mr. CascraiN: But only one?

Mr. Muwvey: Yes, to be sure.

Hon. Mr. BerLcourt: Do you leave the obligation to file a prospectus on
both the company and the promoter, or is it the company alone?

Mr. MuLvey: At present I would rather not answer that question, because
I not only want to study this a little more carefully, but I want to study the
report of the English Committee on which this is based. When we get into
detail I hope to be able to answer that question.

As to section 17, I have nothing to add to what I have already said
respecting the prospectus clauses of the English Act. This merely adopts
the changes that have been made there, which necessitate further information
being given than was required before. I have no doubt the same objection will
be raised to this section as to the former.

Section 18 is merely showing how the prospectus or statement is to be
filed.

Section 19 is merely for departmental purposes.

Section 20 contains four clauses which are of importance. It has been
a growing practice with companies to issue shares which confer no right to
vote.

Hon. Mr. Casgrain: That is wrong.

Mr. MuLvey: Now, investors frequently take shares of this character with-
out knowing where they stand, and this merely provides that if any class of
shares has no right to vote at a meeting of shareholders, that shall be dis-
closed on the certificate.

Hon. Mr. CascraiN: Do you believe it is right that shareholders should
not have any right to vote?

Mr. Murvey: It is a matter of business.

Hon. Mr. Cascrain: Why? People who put their money in should have
the right to vote.

Mr. Murvey: If they put their money in, knowing that they have no right
to vote, it is for them to say. I would not undertake to pass an opinion upon
t(:ihat; but as a matter of fact there are very many companies in which that is

one.

Hon. Mr. Danpuranp: All you say is that when a shareholder has no
right to vote he should know it.

Mr. Murvey: That is it.
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The Acting CHARMAN: Do you suggest that you give a special name to
those shares?

Mr. MuLvey: They are usually preferred shares. There is another reason
for this. Some years ago the usual method of financing was by the issue of
common shares and debentures. In many cases that was very disastrous.
Perhaps at the outset the company had difficulty in earning enough money to
pay interest on their debentures, but that is an obligation which they had to
meet. Instead of doing that, they issued preferred shares, on which dividends
are not required to be paid until they are earned, and those shares are usually
made redeemable. Those are the classes of shares which usually have no right
to vote, because they replace the debentures, which were the former kind of
issue. These next four sections are for the purpose of controlling the redemp-
tion of preferred shares. That is the usual, and what I might call the up-to-
date, method of financing. The structure of the Act really provides that the
capital situation should be always shown on the records of the Department.
Those are the only proper public records that there are. The by-laws of the
company are not public, under the system of organization of the companies.
Now, where shares are being redeemed from time to time we must have on the
files of the Department something to show to what extent they have been
redeemed. Formerly we required them to apply for supplementary letters
gatent every time they were redeemed, but that was found in many places to

e unreasonable, as it subjected the company to a great deal of expense and
trouble. This clause as it stands now is merely for the purpose of making it
more simple, so that when preferred shares are redeemed the companies shall
simply file a statement with the Department showing the class of shares and
the extent of the shares that have been redeemed.

Hon. Mr. Bercourr: I see you provide, in section 56-C that there shall
be no redemption except out of profits.

Mr. Munvey: I should say again that that section is copied verbatim from
the English Act. I believe it should be amended when it comes before the
Committee.

Hon. Mr. BeLcourt: It is a pretty drastic provision.

Mr. Murvey: It is clearly limited to the extent you say, except that I
think there is provision that they may be redeemed from further issue. I believe
that it should be put in this way, that they may be redeemed from:profits if
so required by the letters patent. They may be redeemed by the issue of
debentures, because frequently a company at the outset is not aware whether
it will make sufficient profit to pay its dividends, and it adopts the preferred
shares as its prineipal issue. Later on, when it finds that it is making a profit,
then it can issue debentures, and redeem its preferred shares, and the section
should go to that extent.

Hon. Mr. BeLcourt: The section definitely states that the shares are not
to be redeemed except out of profits.

Hon. Mr. DanpuraxDp: But there is a further clause.

Mr. MuLvey: Even if it is as you say, Senator Belcourt, my attention has
been drawn to that difficulty since the drafting of the Bill, and I propose making
an amendment as it goes through the Committee.

Hon. Mr. BerLcourt: All right; I am satisfied.

Mr. MuLvey: Section 56-A appears to me to be a reasonable one. It is
also copied in full from the English Act. It has been found very necessary
there, and I believe it is here. Loan companies and many other concerns pur-
chase other companies’ assets, and this requires some regulation.

Section 21 is merely a verbal change.
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Sections 22, 23 and 24 relate to mortgages, and those merely continue the
improvements that were made in the English Act. The Bill introduces two ad-
ditions—a mortgage on calls which have not been paid—top of page 18 of the
Bill—and a mortgage or charge upon the good-will. The object here is to pro-
vide a method of registering mortgages where they are not required to be regis-
tered under provincial law. That is the main purpose, and this section has been
working quite satisfactorily since the year 1917 when it was introduced.

In regard to section 26, two changes are necessary. The first one is merely
to correct what I think was a mistake in the Act as it stands. If a person was
named as a director in the prospectus and he had not taken shares, or had not
consented to act as a director, he was forever prohibited from being a director.
That appears to be unreasonable, and this change is merely for the purpose of
curing that situation.

Hon. Mr. Danpuranp: As to executors of estates?

Mr. Murvey: It is the first change that is more important. I was
referring to the second one.
Hon. Mr. BeLcourr: What section is that?

Mr. MuLvey: Section 26. It has always been provided by this Act that
only a shareholder in his own right may be elected a director. When the Act
was originally passed that may have been a very good provision, because our
finances at that time were very limited; but at the present time it creates a good
deal of inconvenience. As I stated in the notes here, suppose a person who
controls a company dies and his estate is being administered by a trust com-
pany. The shares are transferred to a trust company. They are not owners
in their own right; they cannot be a director or an elected director. There may
be some companies that desire to continue the old method, requiring every
director to be a shareholder in his own right. This merely provides that they
may choose to continue having directors shareholders in their own right, or that
they may not do so. It is not necessary to be an actual shareholder to be a
director. As a matter of fact, in a great many concerns, particularly in the
United States, the directors may not be shareholders at all; they may be
employed as any other employees, to look after the management of the com-
pany.

Section 27 provides for an Executive Committee. Modern methods make
this almost imperative in large concerns that require a board of directors to
represent various interests but it is often difficult to get directors together
sufficiently often to ecarry on the minor affairs of the company. This merely
provides that an executive committee may be appointed to supervise continu-
ously the business of the company.

Hon. Mr. BeLcourr: Is not there a provision now under the Companies

Act?
Mr. Munvey: No.

Hon. Mr. Bercourr: Do you mean that an executive committee cannot be
appointed?

Mr. Murvey: No, not under the Companies Act as it is to-day.

The Depury Cuatraian: It has been done.

Mr. Munvey: I know that it has been done, but there is no legislative
authority for it.

Hon. Mr. Beique: The committee reports its proceedings to the board,
and they are ratified.

Hon. Mr. Danoursaxn: The executives must have their decision con-
firmed by the board.
Mr, Muonvey: Yes.
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L 'IIHOIIL Mr. BeLcourt: We are told by Mr. Mulvey that their appointment
is illegal.

Hon. Mr. Tessier: They would have to make the by-laws in conformity
with the Act.

Hon. Mr. BeLcourr: This will not have a retroactive effect, will it?
Mr. Murvey: I do not see how it could.

Hon. Mr. BeLcourT: I am trying to see how it could not, because the law
is there. In future, executive committees will be legal, but it will make illegal
all executive committees previously appointed.

Mr. Murvey: Not any more illegal than they were. You know the
prineiple of law, delegatus non potest delegare,—a person to whom a trust is
delegated cannot in turn delegate that trust.

Hon. Mr. BeLcourr: I am not prepared to accept that doctrine in this case.
Mr. Murvey: T do not think there is any question about that.
Mr. BeLcourt: I am not prepared to accept that.

Mr. Murvey: Section 28 is copied from the English Act, and requires
very little comment. It merely provides that companies holding shares in
another may be adequately represented at meetings of the shareholders. It is
quite innocuous.

Section 29 merely authorizes the establishment of branch registers under
the supervision of the Secretary of State. In its present form the section is
tentative. There have been a number of suggestions made regarding this sec-
tion, and they will be placed, I am sure, before you in the discussion on the
Bill, The section is drawn in this way merely to enable the discussion to go
on. While it is quite sufficient for departmental purposes, it is very likely this
section will come out of this Committee very different from the way it reads
at the present time.

Hon. Mr. Bercourr: It is practically the same as the provision in the
Banking Act, is it not, with regard to bank shares?

Mr. Murvey: No, it is quite different. The provision in the Banking
Act has been suggested here, but I think it goes farther than is necessary. I
believe there will be considerable discussion on that section later on.

Section 30 merely provides for the keeping of books of accounts. It is
a curious thing that the Act has stood for so many years without this require-
ment. This section is also copied verbatim from the English Act.

Section 31 provides for the investigation of investment trust companies.

// This is rather a hazardous thing to do. I know that at least one prominent

/' lawyer said, “If you investigate investment trust companies, why do you
not investigate all companies?” That seems to be a pertinent objection, but
I do not agree with it. The kind of investigation proposed is merely one to
ascertain whether the company has complied with the limitations of its Charter.
If it has, that ends the investigation. But if the company has gone beyond
the limitations of its charter, there should be some authority to go further, and
the section is drawn in that way to accomplish that purpose.

Hon. Mr. Bercourr: Have you considered the advisability of changing
the term “investment trust”, by taking out the word “trust” and calling
it merely an investment company, or by taking out the word “investment ”
and calling it a trust company?

Mr. MuLvey: We thrashed that out when the first application came in
to the Department. The term “investment trust” is well known in Great
Britain. I know that the mere having of the words “investment trust” in the
name of the concern that is known as the Founders Investment Trust Limited

[Mr. Thomas Mulvey, K.C_]
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enabled them to get £50,000 in Great Britain, because those words indicated a
class of business that is carried on and which has made a large appeal to the
British investors. That is why I think the words should be continued.

Hon. Mr. BeLcourr: They do not mean the same thing. They are not
synonymous terms; they are,’in fact, contradictory. ‘ : :

Mr. Murvey: It does not make any difference what they may mean; it
is what people take them to mean.

Hon. Mr. BerLcourr: If you would use the proper words, they would be
better. '

Mr. Murvey: No. It is a curious thing about the English language, that
words often fail to indicate anything of what they really mean. You will
find that time and time again. I will give you one instance that comes to my
mind, namely, the great English public school which is not a public school in
any sense of the word. But the Englishman takes a certain word and he always
gives it the same meaning. Now, neither in Canada nor in the United States
do we do that, but in England they do. I have noticed that they may take a
word which to you or to me means something entirely different from what it
means to them, but they always use it in the same way. It is really because
they are called investment trusts that they are able to get British money. @

Hon. Mr. BeLcouvrr: I am not worrying so much about the facilities for
enabling them to get the funds of investors as 1 am about the necessity for
protecting the public. :

Mr. Murvey: This is a new kind of business, which if properly manéged
will be of great advantage to the Canadian investing public. If we can get
English money here as well, it will be to our advantage, because we need as
much as we can get. ;

Hon. Mr. WiLLoveaBY: I suppose these investment trusts put a very large
percentage of their funds, 30, 40 or 50 per cent, in public securities.

Mr. Murvey: Yes. That is why it appeals to the investors, and that is
why they carry on their business. ‘

Hon. Mr. Lamp: I notice you take power to call for details of investments.
Does that imply that you propose to exercise any supervision over them?

Mr. Murvey: No. That means that when the Secretary of State thinks it
advisable he can send somebody in to the company to find out whether the
provisions of its charter are being complied with. If the investigator finds that
they are not doing so, he may want to go further. It is so long ago since I
read this section, that I had better look at it again. T now notice two provisions
there which escaped me for the moment. The Secretary of State may ask for
statements merely for the purpose of seeing whether the company is complying
with its charter; and it may be that when those statements are filed, or if there
is something suspicious about them, he may want to go further and have an
investigation of the security register of the company itself, or to find out whether
the securities that are shown on the register are actually on hand. If there is an
indication of something wrong, then he may want to investigate the whole
business.

Hon. Mr. Lamp: Right at this point I would like to ask the leader of
the Government—I do not know whether he is prepared to answer or not—
whether it is contemplated to introduce legislation with a view to controlling
the investments of these investment trust companies along the lines that invest-
ments of insurance companies, bank and loan companies are approved. I think
that is a question which naturally arises in consideration of this clause.

Hon. Mr. Daxpuraxp: I have been handed this Bill with the idea of
submitting it to the Senate, and, through the Senate, to the publie, in order to

[Mr. Thomas Mulvey, K.C.]
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invite criticism. In answer to my honourable friend I may say that we have
an Inspection Act for loan companies; we have a very stringent superintendence
and inspection of insurance companies, and of trust companies also. 1 wonder
if we are going beyond the principles already laid down in those various Aects
by enacting this special legislation.

Hon. Mr, Lamp: I do not want to argue the question, but it strikes me
that at this point,-when this clause is being considered, it might not be a bad
idea for the Government to consider the question of what they are going to do
with these investment trust companies, because they are getting to be on a very
large scale, and a number of them have started to operate. It is a question
whether some special act should not be passed regulating the nature of the
securities in which they shall invest the moneys they get from the publie, and
calling for the same inspection to which insurance companies are subject. In
considering that, the question would arise whether the matter should come
under the Department of Finance, which already has an inspection system with
a very high priced man in charge of it, or under the Secretary of State, who
is administering this portion of the Act and who is entitled, under this clause,
to call for details regarding the manner in which the companies are carrying
on their business.

Hon. Mr. Biique: 1 propose tq suggest that the honourable leader of the
Government have somebody prepare a draft of an act governing investment
trust companies. 1 quite agree with the statements that have been made.

.Hon. Mr. BeLcourT: A special act?

Hon. Mr. Bfique: Yes. Within two or three years we will have hundreds
of these companies. They have developed rapidly in England and in the United
States, and within the last twelve months, to my knowledge, a couple of dozen
or more of these companies have been formed. They will be very useful com-
panies, especially with the inclination of the public to speculate just now.
These companies will be a great help to investors, because the boards will be
composed of men of experience who will be able to decide, better than individuals
are, how their savings should be invested.

Hon. Mr. WiLroucuBy: Better than a broker’s tip, you think?

Hon. Mr. Béique: Yes. As has been suggested, the Government, through
the Department of Finance, already has complete machinery to regulate and to
supervise loan companies, trust companies and insurance companies. These
investment trust companies are of the same nature, and they should be governed
in a similar way. I think if the honourable leader of the Government will
instruct someone to prepare a form of bill, we could take it up after the adjourn-
ment, when we start on this matter and decide whether we should not strike out
all reference to investment trust companies in this Bill and pass a general act
that would govern these companies.

The Acting CralrMAaN: That is a first-class suggestion.

Mr. Murvey: Section 32 provides for a slight amendment in a section
which has been standing since 1924. It provides that where an arrangement or
compromise is made between the shareholders or debenture holders of a com-
pany, they may apply to a judge for an appointment for a meeting of each
class. Then the compromise arrangement is submitted, and if it is approved
of by three-fourths of those of each eclass, it may be approved of by a judge.
Now, we find that judges have been approving of arrangements which are
not according to the provisions of the Act, and it is necessary that the Secretary
of State should have some control. The control here suggested is that if the
Secretary of State finds that the arrangement is not within the provisions of
the Act, he.shall send it back to the company.

[Mr. Thomas Mulvey, K.C.]
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Hon. Mr. Daxpuraxp: With a view to a compliance with the provisions
of the Act?

Mr. Murvey: Yes, exactly. It has also been suggested that before the
arrangement has been approved of by the judge, it should be submitted to the
Department, and that a certificate from the Department that it is in accordance
with the provisions of the Act should be before the judge before he approves.
It is immaterial from a departmental standpoint which method is adopted, but
there should be some provision by which the Secretary of State would be pro-
tected. There was one company to which the Secretary of State was obliged to
issue, because the Act said so, although the arrangement was not in compliance
with the Act.

Hon. Mr. WiLroveHBY: Did you treat that as ultra vires?

Mr. Murvey: If that company gets into trouble, we may find out. I do
not see how it can be found out otherwise.

Section 33 is adopted from the English Act. It defines the word “arrange-
ment.” Apparently some doubt has been raised regarding it in .Emglish
litigation.

Section 34 is completely copied from the English Act, and provides for a
director being relieved by a Court on account of breach of trust or negligence.
If it be found that he was acting honestly, he may be relieved by a Court.

Section 35 is quite innocuous. It merely corects an error in the Act as it
now stands.

The purpose of section 36 is merely to conserve the forms of the Depart-
ment so that we can continue to call this Act, as amended, “The Companies
Act,” without calling it “ The Companies Act, as amended.” Thereby we can
avoid the necessity of changing forms in the Department.

Section 38 makes the Act, as amended, applicable to all companies which
have been heretofore incorporated under the Act.

Section 39 merely states the time when the Act comes into force. There are
some clauses in respect to prospectuses which are delayed. The other elauses
come into force upon the Act being adopted.

Hon. Mr. Daxpuranp: If any members of the Committee desire further
information, Mr. Mulvey is here to answer any questions.

Hon. Mr. BEique: I have a number of inquiries to make. I have perused
the Bill, and I think it contains a good many things of value but there are
cthers that I question seriously. The best way will be to deal with the Bill
clause by clause.

There is a section which provides for the distribution of the capital of the
company. Well, I doubt very much if this principle should be adopted by way
of dividends. It may lead to a great deal of danger. That is one of the clauses
to which I shall call attention. Then, there is a clause dealing with the issuing
of stock. Heretofore the stock which was issued had to be paid for. "Well, this
provision is amended, and I am afraid that it goes too far. If a company has
a lot of watered stock, I think the publie should know of it, and there should be
provision in that respect. Twenty to twenty-five years ago I suggested a pro-
vision which was incorporated in the Joint Stock Companies Act of the Province
of Quebec, whereby a company is permitted to issue stock, rather than pay in
cash, in payment for property or for contracts, provided it is in virtue of a
contract, a copy of which is lodged with the Secretary of State, so that the public
dealing with that company may know to what extent its stock may have’been
watered or may represent no value, or hardly any value, at all. When 'we come

to the provisions dealing with that matter, I propose to suggest some amend-
ments in that direction.

The Acting CHARMAN:  Any other questions, honourable gentlemen?
[Mr. Thomas Mulvey,  K.C.]
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. Hon. Mr. Biique: I would suggest now that the honourable leader of the
Government should instruct the proper parties to prepare a bill containing all
the machinery necessary for governing investment trust companies, and then
when the Committee is dealing with this bill we can have the form of the other
Bill before us and decide whether we should deal with these companies under the
Companies Act or pass a special act to govern them.

Hon. Mr. Danpuraxp: The honourable gentleman is not moving that, is
he? I understand it is merely a suggestion that he is making?

Hon. Mr. Bfique: Yes, a suggestion. :

‘Hon. Mr. Danpuranp: I will bring the matter before the Minister of
Finance, who will present it, in some form, to his colleagues of the Cabinet. If
it is to become a Government measure, it will have to be drafted and adopted
as such. Of course, any member in either House can always propose a public
bill; but since we are seized with this Bill and dealing with investment trusts,
I will convey to my colleagues the information that there is a desire expressed
that a special act be framed to deal with this new form of company.

Hon. Mr. WinroveHBY: If you do you will eliminate the investment trusts?

Hon. Mr. DanpuranD: It would be of a different character, because those
companies were always incorporated by the Secretary of State.

Mr. Muwvey: I would like to correct you there. They are not all incor-
porated by the Secretary of State. Any company that is under the Insurance
Act, the Trust Companies Act, or several other Acts, must be incorporated by
special Act of Parliament.

Hon. Mr. DanpuranDp: Oh, yes, that I know. For instance, banks must
come before Parliament.

The Depury CuHARMAN: That is by a special Act by Parliament.

Hon. Mr. Brique: That is a detgil. I would see no objection. To my
mind we have the form of charter governing trust companies or loan com- -
panies or investment trust companies, whether they are incorporated by special
Act of Parliament or by letters patent. I would not see any objection to
giving to the Secretary of State the power to incorporate investment trust
companies, but the working of the companies would be according to special
Act, which would be an Act like the Insurance Act, or the Loan Companjes
Act or the general Act governing all those companies.

Hon. Mr. DANDURAND: Mr. Mulvey might tell us if this draft Bill has
been circulated outside of Parliament.

Mr. Murvey: It was circulated, immediately on being drafted, to a num-
ber of prominent lawyers who were dealing with companies, and many of
their suggestions are incorporated into that Bill. As a matter of fact the
knowledge of the lawyers who deal with companies is frequently much better
than is obtainable in the Department, and we asked their advice and assistance.
That is the only distribution that has been made. .

Hon. Mr. Daxpuranp: What is the opinion of the Committee in regard
to the distribution of this Bill with the statement we have heard this after-
noon? To whom should it go?

Hon. Mr. Tressier: Boards of Trade and trust companies and loan com-
panies.

Hon. Mr. Lamrp: The commercial interests of the country should be ad-
vised on an important Bill like this. )

Hon. Mr. Daxpuranp: I want the opinion of the Committee as to whom
it should be sent—Boards of Trade, banks, trust companies, loan companies—

Hon. Mr. Lamp: Investment trust companies, ete.

Hon. Mr. DaxpuranD: Is that agreed, gentlemen? Then I move that the
Committee rise, subject to meeting again at the call of the Chairman.

[Mr. Thomas Mulvey, K.C.]
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MINUTES OF EVIDENCE

THE SENATE, :
WebpNESDAY, April 17, 1929.

The Standing Committee on Banking and Commerce to whom was referred
Bill C, intituled “ An Act to amend The Compa,mes Act,” met this day at 10.30
am., Honourable Mr. Black in the Chair.

The CuamMmaN: Gentlemen, we are ready to proceed with Bill C.

Mr. Murvey (Under-Secretary of State): The gentlemen who are here to
make representations on the Bill will do so generally, and it will be very difficult
to have them make comments on the clauses one after another. Their comments
will be directed to the underlying principles of the Bill, vwhlch will cover many
clauses.

Hon. Mr. WessTer: You might confine the matter to those sections to which
there is objection.

The CuarMAN: Those who arg appearing in this matter are:—

Pierre F. Casgrain, Esq., M.P., Montreal, P.Q.

E. G. Long, Esq.,, K.C.,, on behalf of the Investment Bankers’ Association
of Canada.
: G. 8. Stairs, Esq., K.C,, of the firm of Messrs. MeGibbon, Mitchell & Stairs,
Barristers, Montreal, P.Q.

Frank B. Common, Esq., K.C.,, of Messrs. Brown, Montgomery &
McMichael, Barristers, Montreal, P.Q.

Hon. Adrien K. Hugessen, KC of Messrs. Lafleur, Macdougald & Barklay,
Barristers, Montreal, P.Q.

Gordon Hyde, Esq., K.C., of Smith, Markey, Hyde, Skinner & Abern,
Barristers, Montreal, P.Q.

- Mr. P. F. CaseraiN, M.P.: Mr. Chairman and honourable gentlemen, these
gentlemen have asked me to represent them and to introduce them to your
committee. They are all gentlemen who are well versed in The Companies Act
and in finaneial institutions, and they have representations to make in regard to
certain proposed amendments to The Companies Act.

Mr. Joun ArprLEroN: Representing the Dominion Mortgage and Investments
Association, I would like to say a word.

Hon. Mr. DANDURAND: Some of the parties who are here are to speak of the
clauses covering investment trust companies. A Bill respecting 1nvestment com-
panies has been prepared, but it has to come from the Department of Justice,
and unfortunately it has not reached the Senate in time to be placed before
you. It is my intention to suggest, after we have heard the argument of the
companies to-day, that we adjourn to another day, perhaps next week, when
we shall have the Bill which I intend to introduce this afternoon or to-morrow
in the Senate.

Mr. AppLETON: Mr. Chairman, the Bill may cover the points I would like
to bring to the attention of the committee.

Mr. P. F. Caserain, M.P.: Mr. Long, of Toronto, is here.
The CuARMAN: Very well; we will hear Mr. Long.
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Mr. E. G. Long, K.C.: Mr. Chairman and honourable gentlemen; I am |
speaking on behalf of the Investment Bankers’ Association of Canada, an
association which comprises among its members practically all of the houses
that are engaged in the investment and banking business of selling to the public
bonds and shares in securities of companies in Canada, and on their behalf I
wish to draw to your attention certain matters and to register certain objections
that we have to three or four main principles in the Bill. :

The first item is in regard to what I have termed the prospectus sections,
grouped under sections 15 to 18 of the Bill.

At the present time in the present Act we have prospectus sections which
require the filing of a prospectus, or of a statement in lieu of prospectus, in
connection with companies. The actual practice is that a statement in lieu
of prospectus is filed with the Secretary of State, and the prospectus in the
lengthy form required by the Act, with all the information under various sub- -
heads, has not gone out to the public for the obvious reason that it is praec-
tically impossible to do so. The present amendment requires not only the
company who is marketing its securities, but any banking house or any under-
writer who buys part or all of the securities with the intention of offering them
to the public, to furnish this prospectus with the statutory information.

We take it that the object of the prospectus is for the information and
protection of the investor so that the information which the wisdom of Parlia-
ment has crystallized into these various sub-heads will come before him and
by a wild stretch of imagination, if I may humbly suggest, give him sufficient
information to make up his mind as to whether the security is good or bad.
We feel that this type of prospectus given to the investor is not sound protec-
tion. Experience in the last decade or so has shown that that is not really
the case. And the objection we are taking under this heading is that first of
all you cannot by a crystallized form of half a dozen or so sub-headings give
sufficient information in every single class of business which comes under
Dominion incorporation to let the investor make an independent decision on
that stereotyped information as to the soundness of a security.

The second point is that a similar type of protection found in what are
known as Blue Sky laws was originated vears ago in the United States. The
principle was that a company to float its securities had to give infermation
to a government official. The government official said whether the security was
good or bad, and if he thought it was gnod he gave his approval and allowed
it to be sold to the public. Experience in the last ten or fifteen years in the
United States has shown that this system has not operated as a protection to
the investor. Still less, we think, has the information this Bill requires to be
sent out to the investor in the form of a prospectus, any real basis on which
they can reach a real conclusion. And I have received from the council of the
Investment Bankers’ Association of America, which comprises ninety per cent
of the investment banking houses of the States—after communication with them
regarding their experience in regard to this information which is given under
the Blue Sky law and which has been made free to the public—their ~opinion
that these types of law requiring this information have not been found satis-
factory; that they have not prevented investment in unsound securities; and
that the investor is not getting the protection which was anticipated.

That was the early step to try to give information to the investor via a
government official. Practical experience has developed in the United States
and in a number of our provinces the theory that the way to proteet the
investor is to have some sort of control over the individual who goes out and
tries to sell securities; and that the government should be satisfied that-that
man is reputable, and, having control over him, if he over-steps the bounds
of proper business and honesty that he be immediately punished. Then you
have, according to the experience of the last five, six or seven years in the

[Mr. E. G. Long, K.C]
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‘United States, and for a year in Ontario, the best protection which you can give,

so far as practical experience goes, to the investor when he is buying securities.
The prospectus sections require filing in Ottawa; and there are other juris-
dictions in which prospectuses must be filed; so that you have in Canada a
multiplicity of jurisdictions all of which may require a prospectus in their own
particular form.

Recently, the control by the provinces has been very marked in legislation
such as was brought down in Ontario a year ago called the Security Frauds
Prevention Act, which, in effect, requires all people engaged in the selling of

_ securities to become registered with the Provineial department under the control

of the Attorney General. Nobody can sell securities in Ontario unless he has
a registration license; and that has given the province the control over the
human element that meets the investor. This has shown very satisfactory
results, and the Attorney General’s department was so good as to write me a
letter stating that they have found the Security Frauds Prevention Act, with its
licensing powers, “ a satisfactory protection to investors and a reasonable curb
of the activities of fraudulent promoters.” i
Accompanying that Act giving control over the salesmen is the Companies
Information Act which requires the companies on the sale of their securities
to put on file in' the Attorney General’s department, or the company’s branch,
a certain amount of information, somewhat more lengthy than what you have
in the draft bill here. That gives the Attorney General’s department informa-
tion in regard to the company, so that there is a double check in their control
over the salesman and information in regard to the company. If the informa-
tion is found not satisfactory it acts immediately through his control over the

~ salesman who is selling those securities.

Hon. Mr. McMeaxs: That applies to Ontario only?

Mr. Loxg: This plan in Ontario has been adopted almost verbatim—the
statute has been copied almost verbatim in Saskatchewan and Alberta this
year, and the principle has been adopted in Manitoba. So that in Alberta,
Saskatchewan, Manitoba and Ontario you have this control; that is the double
control over the salesman plus the information which goes in as a government
record; and in Quebec they have the necessity for filing a very lengthy return
—the most complete information of any of the provinces. Our information is
that the provineial control over these matters is so complete now that the neces-
sity for burdening companies with information which we consider unnecessary,
or which I submit is unnecessary, no longer exists; that to make of value to the
public what this Acet would require does not need the amendment which we
have got in the Act before us. The contrcl by the provinces gives the investor
throughout Canada the best protection he can get. That is the general prin-
ciple that we submit in regard to the protection of the investor.

Assuming from a practical point of view that the banking houses will have
to comply and that the requirements of the Act are lived up to by the reputable
people in the business; the people we want to cateh are the fraudulent pro-
moters, who are committing, knowingly, frauds; who are selling, knowingly,
unsound securities; and who would be taking the chance of paying practically
no more attention to the Statute than they do to the Criminal Code. If we are
bound as legitimate dealers to comply with this, see what the practical burden
is. You have information in your prospectus running from subhead (a) to sub-
head (p) in section 51, and one only needs to take up two of these sections to
emphasize the amount of information. ,

Subsection (a) “ the main purposes or objects of the company :
You gentlemen know, and Mr. Mulvey knows, that the objects in a Dominion
company run to pages and pages of typewriting.

»
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Another reference is to subsection “f” which reqmres the names and

addresses of the vendors of any property and the consideration they get. You
will find in flotations of any particular size, particularly where one company

may be taking over the shares from individuals or another company, that

you may have a list of hundreds of names.

Hon. Mr. Daxpuranp: That is not brought in by this bill. .

Mr. Lona: No, sir; but the point is that in the Act as it has been adminis-
tered up to date there has been a sufficient compliance with it, to file your state-
ment in lieu of prospectus which no one objects to.. It gives Mr. Mulvey his

record of the position of the company. But this new clause is a case where

every time you give a notice offering securities for sale, every time you adver-
tise, every time you write a letter, if you telegraph, you are within the definition
of the prospectus sections; because; under the Aect, a prospectus is described as
any notice calling or suggesting that shares are fer sale. If you write a circular
letter to prospective customers then you have to give the information required
by the sixteen subsections.

Another item: Under subsection “n,” for instance, where you have to give
the particulars as to the different classes of stock, as Mr. Mulvey will bear me
out, preference stock conditions are run to enormous typewriting length. There
are preferences as to dividends and assets, provisions for redemption, for con-
version, voting and non-voting rights, conditions against mortgages or other issue
of securities; and you will have pages of typewriting in any corporation issue of
any size to comply with that one item; and our contention is that if this section
is maintained, and if its requirements are lived up to, namely, that every time a
company, or every time an underwriting house that buys the shares makes a
suggestion to any customer tliat such customer should invest his money in such
securities, then a volume has to be given to -him if the section is honestly lived
up to. ;

Speaking for our association, we feel that there is sufficient honest desire
to comply with any statutory requirements that it will be done if it has to be
done; and, if so, you are forcing on the financial community a burden which will
be almost impossible of fulfilment; and I submit that legislation which is prac-
tically impossible of practical fulfilment is not the kind of law which this Par-
liament usually enacts. It simply brings the law into disregard or contempt
simply through the imposgsibility of an honest man living up to it.

The second burden is that the Act requires not only companies but every
underwriter to give this prospectus information; and, in addition to that, there
is a clause that a prospectus must accompany all applications for purchase of
securities. That raises two practical questions. Securities 'are sold very
largely in Canada through personal contact and other personal conditions. That
brings in the element of the salesman, and it is obvious that all salesmen do
not always live up to all the instructions which are properly given to them. A
salesman goes out to sell securities and infringes a provision of the Act. When
he gets an application from a customer he does not give him the prospectus.
There is a disregard of the mandatory provision:of the statutes of Canada.
What may happen? There is liability on the company for non-compliance with

the Act. And there is, undoubtedly, the question as to whether such appli-

cation is binding on the customer. It may not be valid through non-compliance
with this regulation. The customer can at any time come back to the issuing
house or to the company itself and say: “The arrangement we entered into is a
nullity; T want my money back.” And it is a very serious question in the mind
of the companies and underwriters as to whether the subseriptions they have
received in good faith could, at a future time, be cancelled or set aside on account
of failure to comply with this mandatory provision. The clauses in the Act
[Mr. E. G. Long, K.C.] A g
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‘relaﬁng to underwriters and companies furnishing the prospectus to their

customers is really a copy of the English Act of 1928, and the English practice
of doing business is quite different from the practice in Canada. You gentle-

 men know that probably better than I do. A very striking example is this:

In England it is a erime for a person selling securities to go to the individual at

‘'his home and try to sell him any security.

Hon. Mr. Tessier: It is a crime?

Mr. Long: By Act of Parliament brought into force in 1928. In the
United States and Canada a very substantial portion of the distribution of
securities is done in a way which, if done in England, would render the seller
liable to go to jail. So that there is that difference in the two principles under-
lying financial matters as between Canada and this continent, and England;
and for that reason, while one bows to the wisdom of the English Parliament
and to the English financial world, we must recognize that there are distinctions,
and this is one distinction in which we think the English practice is not appro-
priate for the financial business of Canada. S :

In England, also, there is this marked difference, that there is no control
over the individual broker or dealer who sells securities. It is all done, in a
dignified way through a public issue by a banking house, through newspapers,
and subscriptions made to that banking house, or else handled through the
customer going to his firm of brokers. :

Hon. Mr. Trssier: There is no convassing from door to door?

Mr. Loxa: No, sir. Here we cannot do away with that personal canvas.
It would be an unthinkable thing, but we do meet 1t by a control which I have
mentioned. That control has never been thought of in England and is not in

existence there. =

That is as short a summary as I can make here of our suggestions that
these prospectus sections be eliminated. I would urge the committee to elimi-
nate these prospectus sections entirely, leaving, if you thought fit, the require-
ment that the company should file with the department a statement in lieu of
prospectus which will give Mr. Mulvey and the public, through access to public
documents, information in regard to each company that he incorporates and
which carries on business here. But don’t burden the companies and the under-
writers with the absolutely impossible situation of including in every letter, in
every advertisement which goes to a newspaper, the prospectus information in
these different sub-heads, and which would run to many, many pages. This
cannot reasonably and honestly be lived up to.

A repercussion of the prospectus sections is found in Section 18 which
provides that no allotment of shares and no allotment of debentures can be
made until a prospectus or statement in lieu of prospectus has been filed with
the Secretary of State. That, in theory, is doubtless to protect the investor
80 there will be put on public record this information before stock can be allotted.
They would have the same protection in Section 28 of the Companies Act, which
requires that the company shall have ten per cent of its capital subscribed
before it can commence business. This is apart from the bill, except where I tie
it into Section 18. But the effect of these requirements in practical business is
this: They give little, if any—no pretection, to the investor, and they create a
condition precedent. A company must comply with the condition of filing a
prospectus or statement in lieu. It must comply with the condition that ten

_per cent of its capital is subseribed before it can legally exercise its corporate

powers. What you find is this: many companies from neglect, from careless-
ness, from oversight fail to live up to these conditions precedent, and then what
happens? All future business of the company, all future allotments of stocks,

- all acts, are subject to question. So that, instead of protecting the public there

[Mr. E. G. Long, K.C.]
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the reverse effect—and this is something that any lawyer who does much of this
company business will tell you—often they meet most embarrassing questions.
For example a company issues debentures, or sells shares, and the public buys
them, and on liquidation or some question of company powers, the whole thing
is in effect a nullity. Instead of protecting the public you will find the publie
injured in many cases, and there are decisions in our courts of debenture issues
being invalidated where there has been no prospectus filed. The investor has
invested money in good faith, and it is through non-compliance, with this statu-
tory condition precedent, which, I submit, has no practical value, that his
securities are practically useless.

That is, shortly, the objections which we submit from the practical and
from the legal point of view to this general prineipal in sections 15 to 18 dealing
with prospectuses. 3 ,

Another item I submit to the attention of the committee is section 20 of
the Bill which enacts sections 56A to 56D. We are particularly interested in

,section 56C. It, in effect, provides that a company may issue preference shares
/;'which are at the option of the company liable to be redeemed provided no
| { shares shall be redeemed except out of profits otherwise available for dividends
) | or out of proceeds of a fresh issue. This is practically a verbatim copy of the
') Act of 1928 passed in England, and the reason for passing the Act in England

was that up to 1928 there had been no such thing as a redeemable preference
stock where the stock could be redeemed at the option of the company. If
vou wished to redeem any of your shares ‘you had to go through a rather
lengthy or cumbersome procedure of reducing your capital. It was felt, appar-
ently, by the committee who had charge of making the recommendation to
Parliament in England for an amendment of the Companies Act that redeem-
able 'preference stock, redeemable at the option of the company, was a desir-
able power to insert in their statute.

I will read a few sentences frem a pamphlet that was prepared by a very
eminent English lawyer who was a member of the committee. He is referring
to its counterpart in the English Act of section 56C:—

“ By section 18 companies are given the right to issue redeemable
sreference shares, but this right is so hedged around with restrictions that
- it may not prove to be of much use in practice.” :

. In other words, that member of the committee, who is a lawyer who has
probably as wide an experience as anyone else in London in corporation matters,
indicates that he feels this section will be of little practical use in England. In -
Canada we have redeemable preference shares not only under the Dominion Act
but under the Provincial Acts. In England, the reason for the lack of redeem-
able preference stock was their preference for financing through debentures and
debentures stock. We haven’t followed that so much here, because debentures
and debenture stocks carry a fixed charge for interest. Preference stock, earry-
ing fixed dividends, does not impose a burden on the company unless thgre
are profits to pay dividends. So that Canada, again, has a practice which
is different from that in England; and we have always felt that we have
the power to pay off preference stock out of any available funds which the
company may have for such purposes, but it would be a very serious thing in
practical business if this right to redeem were limited as mentioned in this
section. Investment bankers tell me, and I have a member of A. E. Ames
& Company here to confirm this, that you will very frequently find a company
with a surplus of liquid funds which it does not need in carrying on its business.
They may arise through a thousand different causes. A company may have
old a capital asset; it may have three or four businesses and may have disposed
of one; it may have lost a piece of property through fire and does not wish
to rebuild. Here is free cash not required to run the business, and properlv

[Mr. E. G. Long, XK.C.] 3
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~ used for redeeming a preference stock on which a heavy dividend rate is pay-
~ able. If you adopt this English practice of saying a company can only pay

" out of earnings which they have accumulated, then you hamper the freedom

~ of the company’s management in doing its best for itself and its shareholders
and everybody else interested in it; and we earnestly submit that instead of
adopting this new and questionable departure in England, as admitted by this

~ member of the committee, you allow us to remain as we are under an Aet

‘which, speaking from the point of view of the people I represent and the legal
standpoint, has workd out satisfactorily. I have never heard that Mr. Mulvey
had had any criticism of the way it has worked out, or objection taken by

L ~ shareholders or creditors to the practical redemption of capital stock preference

shares under the existing provisions of the statute. But to tie it down in the
way this is proposed to do would simply be to throw out of alignment and to
put obstacles in the way of a very common and satisfactory form of financing
which has obtained in Canada for years. We earnestly suggest that it be not
adopted.

~ There are some other special clauses in the section that I will not attempt
to take any time with. I might mention as a matter of record subsection (c)
of 56C which provides that where shares are redeemed out of profits there shall
be a transfer of a like amount to what they call a capital redemption reserve
fund which must be kept as a capital asset. In effect, what the company has
to do is this: You have your accumulated surplus profits and you use them
to redeem your preference stock. You reduce your liability on capital, say,
by a million dollars by taking a million dollars off surplus profits, and you have
to put back and crystallize into capital reserve fund another million dollars.
It would seem, if you want to act under this statute, you have got to practically
tie up two dollars for each one you get rid of—a perfectly impractical situation,
_and a very obvious example after the comment I have read concerning England,
that they do not think this section will be of much practical use.

Another item that we would question is the provision in section 30 of the
bill which enacts a new section 119A dealing with the accounts which a company
is required to keep. The point of interest is subsection 4 on page 24 of the bill,
where the directors are required to make out and lay before the company a,
balance sheet with the report by the directors. There is no objection that far.
But the next point is the report by the directors with respect, to the state of the
company’s finances; the amount, if any, which they recommend should be paid
by way of dividend, and the amount, if any, they think shculd be carried to
the reserve. That would seem to indicate that shareholders should have some
control, if it means anything, over the finances of the company in relation to
dividends and in relation to reserves. The two are practically complimentary.
At the present time under our Act, it is specifically provided that thé affairs
of the company, being under the control of the directors, they are allowed to
deal with matters of dividends. Dividends, as you know, in a great many
companies are declared half-yearly or quarterly. Whether they should or
should not be declared is a matter for the directors, and they make up from
the accounts how much accumulated profits they want to give to the share-
holders, and the responsibility rests entirely on them. The shareholders have
never, up to date, had anything to say with dividends or the distribution of
the company’s funds in that way. But, here, this section makes the directors
say what they recommend as dividends. Inferentially' one would think that
that would require some act by the shareholders. There is no object in having
the shareholders comment on them. If they think the directcrs have not been
wise, it is a simple matter to have a new board of directors elected. The same
applies to the general reserve account. This is another case where you have a
similar statutory provision in England; but I am told that in England the
dividend system is rather different in practice from ours—the directors follow
- - [Mr. E. G. Long, K.C]
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the practice of declaring what they term an interim dividend, if they want to
declare one during the course of the fiscal year, they come before the share-
holders at the annual meeting and say that they have'paid so' much in interim
dividends and propose a final dividend, and the shareholders are consulted in
that way. We do not have any such thing as that. This requirement that the
shareholders have something to say about it would be quite at variance with the
practice that the regular preference dividends, if there is something to be paid,
almost automatically must go to the shareholders.

These are the matters of principle which we respectfully submit to the
committee. The matter of drafting is not an item which 1 would attempt to
suggest to this committee. It would not be possible to draft anything until we
know what their views are on the suggestions made. These are matters of
vital importance, and I cannot stress them too much. Canada has become more
and more an investing country by herself, and the business of selling sound
securities in Canada should not be fettered. Perhaps I might refer to one or two
clauses. :
Hon. Mr. WeBstEr: What was the practice in England in regard to the
last clause you were dealing with, and why does that obtain in England now?—

Mr. Lo~g: I don’t know, sir. It is one of those things that has probably run
for years and years; but they have a different system.

Hon. Mr. WesBsTER: I refer to the point of calling a meeting of the share-
holders for the purposes of deeclaring dividends.

Mr. Loxa: I don’t know that that meeting actually declares dividends.
What happens is that the directors say, “ Here is our statement. We may have
declared some dividendg, but we think that if you shareholders are satisfied, we
will declare a dividend of, say, eight per cent for the past fiscal year.”

Now, that is the responsibility placed by statute upon the directors. There
is no control by shareholders over dividends hinted at anywhere except inferen-
tially in this one clause of the bill, and that inference should not-remain. If
the statute does remain, I do not know what the effect would be. If the
directors say, “ We have declared a dividend and we recommend you to approve
of it,” and if the shareholders do not approve of it no result can acerue because
on the declaration of the dividend there is an immediate legal obligation on the
company to pay to each shareholder the amount declared. I fancy, also, in
England, you will find more interest among the shareholders in the matter of
attending meetings than is found in Canada. The average annual meeting of the
average company in Canada is usually very lightly atlended; it is made a purely
formal matter. The only time they have a good attendance is when there is
likely to be a fight. ;

Just apropos of this peint I would like to stress as much as pessible that
legitimate financing—which represents—I do not know whether it would be out
of the way to say over 90 per cent of the money that is put into seenrities in
Canada—should not be hampered. I would point out two items in the repcrt -
of the Company Law Amendment Committee in England. This was a very out-
standing committee of financial men and lawyers in England whoze report
vesulted-in the 1928 amendment:—-

“The evidence satisfies us that the great majority of limited com-
panies, both public and private, are honestly and conscientiously man-

aged.” 3
I do not think that we need feel that that would not apply as much to Canada
as to Great Britain.
“ Many of the suggestions made to us show that the idea that fraud
and lesser malpractices can be stopped by the simple expedient of a nro-
- hibition in an Aect of Parliament dies hard.”
[Mr. E. G. Long, K.C.]
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~ Prohibition by Act of Parliament does not accomplish either in financing or other
. things the effect which modern and energetic promoters hope.
"Hon. Mr. Lap: What prohibition do you refer to?

Mr. Long: It is a matter of opinion:—

“Tt appears to us as a matter of general principle, most undesirable,
in order to defeat an occasional wrongdoer to impose restrictions which
would seriously hamper the activities of honest men and would inevitably
react upon the commerce and prosperity of the country.”

Hon. Mr. McMEeans: Is that an English matter?

Mr. Loxg: This is the Companies Law Amendment report of 1925-26. It
is from a memorandum addressed to the President of the Board of Trade, and
I have taken these two items as showing the English feeling. What I am trying
to submit here is that we must recognize the burden contained in the prospectus
and the preference stock—particularly the prospectus; and that in order to
cateh the occasional wrongdoer they have made the burden a matter of extremely
serious consequence to the legitimate financial business of the country.

Hon. Mr. Brique: Are we to understand that the objections are restricted
to the amendments, or are they extending to the provisions of the Act as it
stands? '

Mr. Loxg: I might say I would like to extend them to the circumstances as
they now exist in toto; and my reason is that the investors are protected by
all the provincial laws, and the prospectus sections are an additional burden on
I the companies, that add nothing to the provinces, and their control is in reeard

~ to civil rights, which the provinces have already protected.

Hon. Mr. Beique: I am inclined to think from your argument that you
think the public interest would be better safeguarded by having an official in
the department of the Seeretary of State who would be the guardian, so to
speak, of the interest 'of the public, and would have the power to demand such
information as he would desire, and who could make regulations from time to
time governing the companies, which would be flexible and could be amended
as required, instead of embodying these matters in statutes? What [ have in
mind is an officer in that department who would act as Mr. Finlayson acts in
the Insurance Department—the Finance Department. He is the advisor of the
department on the rules that are in force.

Mr. Long: That is, I take it, very similar to what we find in Ontario, as
the typical case. In Ontario, when a company wishes to sell its securities it
files with the Provincial Secretary a form containing a lot of information. Every-
body who sells—and I think this is the only way that you could satisfactorily
work out the control—must be licensed and registered by the Attorney General’s
department. The same thing applies to insurance agents. Ontario put through
another bill at the session which recently closed, making the same act apply to
real estate agents, feeling that control over these persons is for the protecticn
of the public. Now, the combined result is that the Attorney General can lock
at this information in time and he can say, “ You had better not sell until I am
satisfied that what you are selling is all right.” He can demand further infor-
mation. If he feels that it is fraudulent he can say, “ No, you must not seli
this. If you do your license will be revoked, and there is a very heavy
penalty.” Now, it would seem an unnecessary duplication almost to try to have
anything similar to that in Ottawa, because the enforcement of it really depends
on provincial procedure.

Hon. Mr. Beique: But can the authority in the provinee of Ontario deal
with investors in Quebec, for instance? Would that apply?

[Mr. E. G. Long, K.C.]
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Mr. LonG: No. Their jurisdiction would only apply to the individual who, &
in- Ontario, was selhng securities; and, of course, the weakness which can be

and there may be circulars going through the mails.

Hon. Mr. Beique: My last question is: You take exception to the provision
of the Act prohibiting-a company commencing business before ten per cen‘b has
been paid up?

Mr. Long: I would say “yes,” Senator.

Hon. Mr. Beique: I am rather surprised. I apprec1ate your objection,
but it can easily be met in this way: that the provision would have the effect
merely of making the officers of the company liable to a fine; but it could be .
recommended that it would not nullify the operations of parties.

Mr. LonG: I am absolutely in accord with you. The matter which I may
describe as a terror to lawyers is where we find an Act of Parhament where
non-compliance with it creates a nullity. ;

Hon. Mr. Brique: Your objection is sound. It can be removed, keeping
the safeguard in the fact that the company should not be allowed to commence '
business without a certain amount for the protection of the public. : 1

Hon. Mr. Wesster: Do you feel that the public is sufficiently protected %
at the present time without the addition of these amendments?”

Mr. Lona: Absolutely. Experience has shown it, and evidence could be
piled up to demonstrate it. I am quite positive.

Hon. Mr. Tesster: You do not want this bill at all; you are satisfied?

Mr. Loxg: There are a lot of very excellent provisions in this bill indeed.

Hon. Mr. WessteEr: You refer to the amendments?

Mr. Loxg: I am referring to the sections other than the propectus sections.

Hon. Mr. McMeans: I understand you to say you object to the old pro-
visions of the Act? 2 ‘

Mr. Long: The old provisions in the "Act were not lived up to. For
instance, to give them their full and strict meaning, I think the old Act was
capable of the construction that where a company itself sold its shares, every
offering it made had to contain a prospectus, and had to contain all the infor-
mation. Now, very few companies go direct to the publie, and their securities
are usually sold in public matters by banking houses. The section did not apply
to them.

Hon. Mr. McMeans: Your answer is that you do object to the old pro-
visions?

Mr. Long: Yes.

Hon. Mr. McMgans: So, there would be no provision at all in the Act
where there w ould be either a prospectus or a statement filed?

Mr. Lonag: Quite. Now, may I say there that I see no objection. One
would be mlhng and quite glad to put on record with Mr. Mulvey certain
information concerning each company that he incorporates to show that the
company has commenced business. That is a public document, and it may be
that the Secretary of State likes to know what his children have developed into;
in Ontario- they simply cut out of their Companies Act completely everything
that dealt with prospectuses, and their prospectus sections, up to the time of
the amendment last year, were practically the same as in the existing Dominion
Act. They have subctltuted this control over salesmen and the filing with the
department of certain information, and they have found that it has worked out
excellently; and I can speak for the members of the Investment Bankers’ Asso-
ciation, who have co- operated with the Attorney General’s department, and

various other public bodies such ag the Board of Trade and business bureaux.
[Mr. E. G. Long, K.C]
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- They have co-operated with the Attorney General’s department, and they have
cleaned up ‘a lot of very unsatisfactory types of individuals, and they have
taken very active steps in this direction, and the year’s experience has shown
good results. , ;

Hon. Mr. McMgeans: What protection would the public have? I under-
stand from what you have said that you are opposing the Act incorporating
companies. If there is no provision made for filing a statement or a prospectus,
does the public have any security at all? . ;

Mr. Loxg: Do you mean when that company’s shares are offered to you
as an investor?

Hon. Mr. McMEgans: No; the formation of the company all the way
through.

Mr. Long: The prospectus has nothing to do with the formation of the
company except that it is necessary to file a statement in lieu with the Secretary
of State, and I am not quarrelling with that, although I do not think it is of
very much value. Leave it in if you want to, but don’t require us to supply
this enormous amount of information every time a man invests his money.

From the point of view of the association I represent, we are not subject
to that under the existing Act, because the exisfing Act applies to the companies
selling their own securities, and not to dealers selling securities they cwn, as you
have seen in advertisements, “ We own and offer.” '

Hon. Mr. DaxpuraxD: If it is good to ask the company to file a statement,
and the company runs away from that obligation by having a substitute or an
agent who declares, “ We own and offer,” should not the party which owns and
offers make a similar statement inasmuch as all the securities would go into the
hands of the public? j

Mr. Lonag: That is a conclusion that might be drawn if you start off with
the premise that it is necessary to have a statutory form given to a prospective
investor. If you simply fils that statement you have the information on public
record. You have a standard prospectus form for every company—a pulp and
paper company, a boot and ‘shoe company, or any other company—but it
requires almost superhuman skill to prepare a standard form that will give a
man independent information on every one of these different businesses upon
which he can pass judgment as to whether the securities are sound or not.

Hon. Mr. Tessicr: The investor wants to know what he is buying. Some-
times he does not know what he is buying.

Mr. Long: Now the investor in Ontario, in Manitoba, in Alberta and in
Saskatchewan and in Quebec is protected fully under these provincial laws.

Hon. Mr. Beausien: But in Quebec they have to file a prospectus.

Mr. LonG: Yes.

Hon. Mr. BeauBieN: Do I understand that they haven’t got that obliga-
tion in Ontario at all now?

Mr. LonGg: Yes; they have an obligation, like Quebee, to file the informa-
tion; not quite as elaborate as Quebec.

Hon. Mr. McMgeans: Only applying to provincial companies?

Mr. Loxg: Noj; to every company.

Hon. Mr. Beavsien: Every company selling in Ontario.

Mr. Lone: Every company whose securities are sold in Ontario or who
establishes a business there, thereby putting them under Ontario jurisdiction.

Hon. Mr. McM=eaxs: We would have very grave doubts about whether ‘a
dominion company complying with the Dominion Act—whether the provincial
government would have the right to impose conditions.

[Mr. E. G. Long, K.C.]
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Hon. Mr. WﬁBSTFp ¥t has been enforced. - The pwwnce of Quebec has ‘

had to investigate Dominion companies.

Mr. LonG: The provinces have got around that, and have control over

Dominion companies now through the control over the individual who sells
dominion securities.

Hon. Mr. Beausex: Now what do you think of the suggestion of foreing
the companies who incorporate here practlcally to fulfil the same obligations
as In the provinces. You have to file a statement in Quebec if you want to sell.
That document, standardized, so to speak, would have to be registered here?
I understand you object to burdemome obligations so you want to sn'nphfy
them as much as you ran?

Mr. LoNGg: Yes. As far as filing goes, Senator Beaubien, one would have
no objection to filing, if you could get a standardized return. Now, Quebec has
got an enormous amount of information required. Ontario has something dif-

ferent. Manitoba and Saskatchewan have their own forms. We are different

from Great Britain; there is the question of jurisdiction. We have a number
of jurisdictions. We do not mind that question of filing information with the
government, department. That is not what we are quarrelling about; it is the
impossible obligation of giving that volume of information in the form of a
prospectus in every adverlisement, every circular, every letter, even every tele-
gram which contained an offer to sell shares or secumtles How would you like
to give all the material that you file in Quebec every time you approach a man
and ask him to buy shares of stock or put an advertisement in the paper or
write a potential investor an offering letter?

Hon. Mr. Wesster: It is not the method of filing this prospeetus you
object to?

Mr. Loxg: No. It iz the condition requiring financial houses to give that
prospectus every time anybody is invited by personal canvas or by a letter or
telegram to buy shares or securities. .

Hon. Mr. McLex~an: I think I have seen a short prospectus in an Eng-

lish paper. :

Mr. Long: The English Act has not yet been brought into force; what they
call an abridged prospectus can still be used.

Hon. Mr. Beque: As far as I am concerned, I should like very much to
have your suggestion as to the prospectus which should be required.

Mr. LONu Do you mean for me to say right now, sir? That is a little
difficult. I should like to submit it -

Hon. 7\Ir Brique: Put it in writing.

Hon. Mr. Beausien: Mr. Long, I did not quite catch your objection to
section 56. You say that according to section (a) preferred shares cannot be
redeemed except out of profits or out of the proceeds of & new issue.

Mr. Long: That is 56 (¢), sir.

Hon. Mr. BeauBien: You give the example of some bit of property forming
part of the assets of the company being sold. The directors do not know what

to do with the money, and they say it would be a good thing to buy back a

portion of the preferred issue.
A Mr. Lonag: Yes.
; Hon. Mr. Beausien: That would be a reduction of capital.
Mr. Lona: Yes. 2.4
Hon. Mr. Beausien: Surely the company would have the right to avall
themselves of the provisions of the law and reduce their capital?

/ Mr. Long: Yes, sir.
[Mr. E. G, Long, K.C.]
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- Hon Mr. BEAUBIEN Therefore this section only applies when through —
- a process of that kind the capital is not reduced. And don’t you think, if that
e 18 t.he case, it is quite right that the law should say—
 Mr. Lo~a: No.

’ Hon. Mr. BreauvBieN: —that you shall not reduce your capital—because
- that is what it means—you shall not buy back part of your preferred issue
execept out of profits or out a new issue.

Mr. Long: No, I would submit not, sir, because, as you know, a very
common form of ﬁnancmg now is the npreferred stock; for instance, with a
sinking fund, where each year the company buys back some of its stock. That
need not be done out of accumulated profit. We have always been able to
redeem stock that way, and if you did not want to do that, every time you
wanted to redeem a few shares you would have to go through this rather
difficult procedure which mean an application to the Secretary of State, a
meeting of the shareholders, and supplementary letters. Is there any objection
to following what is already the law, that your letters patent say the stock can
be redeemed under certain conditions?

Hon. Mr. WeBsTER: In whole or in part.
Mr. Lonag: Yes.

Hon. Mr. BeausBien: But you cannot do that out of your own capital
without reducing your capital.

Mr. Long: Your capital is reduced, of course, but you have that antici-
patory reduction in the instrument that creates the company.

Hon. Mr. WeBSTER: Some companies have the right to reduce their pre-
ferred stock without calling a meeting of the shareholders.

Mr. Long: Practically all. It is a very common form.

G. 8. Stairs, K.C., apeared before the Committee.

He said: Mr. Chairman and gentlemen, I am not here representing anybody
in particular, I am simply here as a lawyer practicing a good deal under this
Act, in the hope that I may be of assistance in improving it.

I want to say first of all, that taking the Bill generally and throughout,
in my humble opinion it contains a great many very valuable and useful
improvements to the Act. I do not propose to go over the ground that has
been covered by my learned friend Mr. Long, but I should like to associate
myself generally with what he has said about the principle of the prospectus
amendments, and the principle of the amendments in regard to the redemption
of preferred stock. I might say, just by way of emphasis, without labouring it,
that the line we wish to draw is the line between the sale of securities—shares
or bonds—by owners of them, and the offering for sale of shares or bonds by
the company for its own account

The sale of shares and bonds by owners is a matter of ordinary commercial|
business, and I agree with Mr. Long that it can very well be left to be regulatedk
by the provincial laws, the ordinary laws regulating property and civil rights|
and commerce generally. I do not think it necessary that this Parliament !
should attempt to make the provisions of the Act follow the shares right through:
to their destination, except as it is necessary in the constitution and so on of
the shares themselves. But with regard to the offering by a company of its own
shares or its own debentures to the public, that, in my experience, is a very
unusual thing in Canadian practice. I have been in practice for some years
and I have never had but one case under the Dominion Act of a prospectus, a
real prospectus, that had to be published by a company publicly offering its
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own shares; and it was such an unusual thing in my practice and in the experi-
ence of the people dealing with it that it gave a great deal of trouble. We
eventually got something that we thought and hoped would conform to the very

rigorous requirements of the Act, and which at the same time was practicable,

and we had it signed and filed, and the people that were offering the stock used
it as a basis of their offers. That has happened only once in my experience, so
I think you may take it, gentlemen, that the situation you have to deal with
in this country is the sale of shares and other securities of companies by people
who have taken them firm, as we say, i.e. who have bought them and are
selling for their own account.

I also might offer this suggestion. It seems to me that if you examine the
prospectus requirements, it is a mistake to think that they are framed with the
idea of enabling a man to say whether a security is sound or not by reading the
prospectus. I think the real intention to be gathered from the prospectus sections
and the jurisprudence, the English jurisprudence, is that they are intended simply
to disclose promoters, interests and profits and things of that kind. In practice
in this country, as Mr. Long has pointed out, it is practically impossible in the
way in which we do business that there should be a strict compliance with the

requirements, for that would necessitate embodying all the information in every

circular or letter given to anybody. I do not object so much to the necessity of
filing information. Those of us who are interested in the Act, particularly those
who practise a good deal in advising the investment banking houses, might say
that our main objection is to these provisions of the Bill. I think that the pros-
pectus provisions of the Act as it stands could, from the point of view of the
companies, be improved, and I would suggest a slight revision,—probably Mr.
Long will look after this when he is preparing the amendment which he has been
asked to submit—so as to show clearly that they do not apply to persons offering
for their own account and not for the account of the company.

I agree too with Mr. Long on the redemption of preferred stock. For a good
many years companies have been free to redeem preferred stock in accordance
with whatever conditions they put in it when it was issued, though that operated
from time to time as a reduction of capital not carried out under the other sections
of the Act. It is a reduction of capital which is contemplated in the conditions
of the stock when issued, and any person who extended credit to a company simply
because he knew it had an authorized amount of stock would be a very imprudent
person. I think this idea of prohibiting reduction of capital in the interest of
creditors and so on is rather a shibboleth. Nobody ought to extend credit to a
company without looking at its balance sheet and examining into the condition
of the company, and nobody can get any such information on the-actual condi-
tion of a company in any possible way from what is at present on file in public
departments, or anything that might be required to be filed there.

I would like the indulgence of the Committee just for a few moments. I
have one or two points that I should like to make. There is nothing that involves
any very serious principle such as we have already heard, but there are one or
two little points that I should like to mention. The simplest way is to take the
sections of the Bill as they come. Section 3 of the Bill repeals and re-enacts
section 5 of the Act, which defines the power of the Secretary of State, and the
limitation of that power in regard to what companies may be incorporated.
The Act has been improved, or will be improved, if the suggestion is adopted that
these words “within the meaning of the Insurance Act,” and “within the meaning
of the Loan Companies Act” are added. T would like to suggest that the exception
in regard to the construction and working of railways or telegraph or telephone
lines be restricted by the insertion of the words “within Canada,’ after the words
“telephone lines” in the 10th line of subsection one. There is a great deal of
Canadian capital invested abroad, especially in South American and Central
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American countries, and particularly in public utilities enterprises, and as a rule
it is found that the best vehicle for that is a British company. Naturally Cana-
dians would incorporate a Canadian company. If you are going into one of
those Latin countries it is well to have the protection of the British flag, and it
is embarrassing, sometimes, if you want to take over an enterprise which may
include a tramway or telephone line, not to be able to get a charter from the
Secretary of State. Personally I can see no reason why Parliament should not
permit companies to be incorporated to operate outside of Canada, where the
Railway Act does not apply, only subject to whatever local laws may be in force
in the place where they are to carry on business.

Section 6 of the Bill deals with the form of capitalization through no-par-
value shares, and the Bill embodies a number of changes. I would like to submit
another change which involves the substitution of another form for subsection 4.
Subsection 4 of section 9, as included in section 6 of the Bill, defines the method
by which the consideration for the no-par-value shares to be issued is to be fixed.
Consistently with the principle upon which the consideration for the issue of par
value shares is fixed—subject to the limitation of the shares themselves, that they
cannot be issued at a discount or under par-—I submit that no-par-value shares
should in normal cases be issued for consideration as fixed by the directors, and
the section should be turned around and be made to read:

In the absence of other pi‘ovisions in that behalf in the letters patent,
supplementary letters patent or by-laws of the company, the issue and
allotment of shares without nominal or par value authorized by this see-

fixed by the Board of Directors of the company.

With your permission I will hand to the Clerk a memorandum of the form of
that amendment.

There is another slight change in the phraseology, just to correct what I
think is probably an accidental change in sub-section 6 of the same section.

regarding the declaration of the dividends, so as to establish what capital a
company may have in order to fix the correct amount of its operating capital.
It begins on page 2, referring to section 9 of the principal Act. The Bill would
provide that the amount of capital should be the amount received for the no-
par-value shares issued and the amount received in consideration for all
other shares. The par-value shares might conceivably be issued at a
premium. If this is allowed to stand it would have the effect of capital-
izing the premium, and would establish a different rule when both par-value
shares and no-par-value shares are issued from the rule that applies when
there are only par-value shares. I think it would be a mistake to have that
different rule in the Act. I have got an amendment to correct that:—

For subsection (6) of section 9 of the principal Act, as repealed
and substituted by section 6 of the Bill, substitute the following:—

(6) The amount of capital with which the company shall carry on
business shall not be less than the aggregate amount of the consideration
for the issue and allotment of the shares without nominal or par value
from time to time outstanding, and in addition thereto an amount equal
to the total nominal amount of all other issued and outstanding shares
of the capital stock of the company issued as fully paid and the total
amount for the time being paid up on such other shares of the capital
Stqfik of the company as are issued and outstanding otherwise than fully
paid.

With reference to those sections generally, it has been suggested to the
department, to Mr. Mulvey, by a number of people interested in the Act, that
841702} [Mr. G. 8. Stairs, K.C.]
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no-par-value stock to be fixed in such a way as would enable a company,
particularly a reorganized company, to carry forward a profit and loss surplus,
if such existed in the-original company. I have not an amendment ready;
perhaps some of my friends may have. That is very desirable for business
reasons, and I think the Act would be very much improved if something of
that kind could be provided. B

Hon. Mr. Beique: Could you give us the amendment?
Mr. Stairs: Yes, sir, I think we could undertake to do that.

Hon. Mr. Wesster: Would there not be a confliet with the provineial legis-
lation? In Quebec par-value stock is issued at $5 a share. You suggest a
different methed, if I understand you. ' ?

Mr. Stairs: No, the province of Quebec simply says that you must state
the amount of capital with which you will earry on business, which shall be $5
a share or a multiple of $5 a share. That is the old provision that used to be
in the Dominion Act. Now, that does not fix the consideration for which you
may issue your shares. You may have 100,000 shares of no-par-value and issue
them to a man in consideration of the transfer of a company worth $10,000,000.
But under the Quebec Act you may have a statement in your letters patent that
you would carry on business with $500,000 capital. I do not hold up the
Quebec Act as a scientific and good model in regard to the provisions as to

. no-par-value shares.

Hon. Mr. Wesster: It has been very sa‘tisfactory so far.

Mr. Stairs: It may have been, but I think if you will examine them you
will find they are not very scientifie. Perhaps this would be a convenient place
to mention a verbal correction in seetion 27 of the Bill so that it will not escape
notice. It inserts new clause 108A, and in the fourth line I think the word
“passed” is a typographical error for the word “cast”, and it reads “sanctioned
by at least two-thirds of the votes passed at a special general meeting.” It is a
mere matter of words. Everywhere throughout the Act the word “cast ” is used,
and I think this section should read “cast” uniformly with the other provisions
of the principal Act. Then I think in subsection 2 there is a similar improve-
ment necessary. Here it talks of the votes of two-thirds of the shareholders
being “cast”, and I think it should refer to two-thirds of the votes.

My only other suggestion is for an amendment in clauses 29 and 30 of the
Bill. Clause 29 provides for the insertion of a new section enabling a company
to establish branch registers at such times and subject to such conditions as the
Secretary of State may decide. That was probably intended to mean at such
places, but I do not know. However, I think there should be a more radical
amendment. I think it would be not wise that this matter of transfers should
be left to be dealt with in the department. I think it would be an embarrass-
ment rather than a help. My suggestions are embodied in a draft suggestion -
for the amendment of clauses 29 and 30. This involves the transfer of what is
now in section 119, describing how books shall be open for inspection, to a
position as subsection 2 of seetion 117, immediately after the books to which it
really refers; then repealing sections 118 and 119, and really consolidating the
old section 118 and the new section 117A (section 29 of the Bill) into a new
section 118 of the Act dealing comprehensively both with that principal register
and with branch share registers.

Then T suggest that 119A as in the Bill have a new number, as I have set _
free the old number of the Bill by my suggestion, and it enables 119A to be
called 119. That is the whole suggestion. '

[Mr. G. 8. Stairs, K.C.]
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29. The principal Act is hereby amended by adding to Section 117
the following subsection:— 2

(2) Such books shall, during reasonable business hours of every day,
except Sundays and holidays, be kept open, at the chief place of business
of the company, for the inspection of shareholders and creditors of the
company, and their personal representatives, and of any judgment
creditor of a shareholder, any of whom may make extracts therefrom.

30. Sections 118 and 119 of the principal Act are hereby repealed
and the following substituted therefor:— .

118.« A register of transfers shall be provided in which shall be
entered the particulars of every transfer of shares in the capital of the
company. ;

(2) The register of transfers shall be kept by the secretary or hy

such other officer or officers as may be specially charged with that duty
or by such other agent or agents as may from time to time be appointed
for the purpose by the company.
: (3) Unless otherwise provided in the letters patent or by-laws of
the company, the register of transfers may be kept at the chief place of
business of the company or at such other. office or place as may from
time to time be appointed by the directors, and one or more branch regis-
ters of transfers may be kept at such office or offices of the company or
other place or places as may from time to time be appointed by tha
directors.

(4) Unless the register of transfers is kept at the chief place of busi-
ness of the company a book or books shall be kept at such chief place
of business of the company in which shall be entered a copy of the par-
ticulars of every transfer of shares in the capital of the company, but
entry of the particulars of the transfer of shares in the capital of the—
company in a register or branch register of transfers kept elsewhere than
at such chief place of business of the company shall for all purposes of
this Part be*a complete and valid transfer.

(5) Such books during reasonable business hours of every day
except Sundays and holidays shall, at the places where they are respce-
tively authorized by this section to be kept, be open for the inspection
of shareholders and creditors of the company and their personal repre-
sentatives and of any judgment creditor of a shareholder, any of whom
may make extracts therefrom.

119. Every company shall cause to be kept proper books of account
with respect to—

(a) all sums of money received and expended by the company and
the matters in respect of which the receipt and expenditure take
place;

(b) all sales and purchases of goods by the company;

(c) the assets and liabilities of the company.

(2) The books of account shall be kept at the chief place of business
of the company or at such other place as the directors think fit, and shall
at all times be open to inspection by the directors.

(3) The directors of every company shall at some date not later
than eighteén months after the incorporation of the company and subse-
quently once at least in every calendar year lay before the company in
general meeting a profit and loss account or, in the case of a company
not trading for profit, an income and expenditure account, for the pericd,
in the case of the first account, since the incorporation of the company,

(Mr. G. §. Stairs, K.C.]
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and, in any other case, since the preceding account, made up to a date
not earlier than the date of the meeting by more than nine months, or,
in the case of a company carrying on business or having interests abroad

by more than twelve months. (Continue with balance of Seection 119A
as in Bill.)

I might just outline the gist of the suggestion. It is simply made on account
of the almost universal practice, particularly in large companies, and always in
the case of companies whose issues are listed, to have their shares transferred
by transfer agents, and to have registrars. It is very desirable that that prac-
tice should be legalized. At present our law requires all share registers to be
kept at the head office of the company, and I doubt very much whether there is
one of the large companies operating in conformity with the Act.

Another thing is, it is absolutely necessary to have power to have more than
one register, because the stock exchanges invariably require that it shall be
possible to transfer shares in the same place at which the stock exchange is
situated. In other words, if you have shares listed on the Montreal Exchange,
you must have shares transferred in Montreal. Your company may have its
head office in British Columbia, but it does not matter; you must have a transfer
register in Montreal. The same thing applies to Toronto and New York, and
probably London, too, although I am not sure that there is an absolute recuire-
ment, in that regard.

Hon. Mr. McMeans: Does it not go further than that? If you have branch
transfer offices in the different provinces, and you happen to own seme of the
stock in the head office in Toronto, and there is no office in Winnipeg, you would
have to pay double death duties.

Mr. Stairs: Possibly so; you cannot absolutely prevent that; but so far
as the situation of the stock is concerned, apart from the domicile of the owner,
I think this will enable shares to be localized at one place. Some of the prov-
inces apply the rule, mobilia sequuntur personam. In other words, they tax
the property of a deceased person no matter where it may be; and in that case,
if a man resides in British Columbia, and has shares in a Quebec company regis-
tered in Quebec, he will have to argue it with Quebec, and possibly there will
be double taxation.

Hon. Mr. McMeans: There would be a taxation in British Columbia, and
another in Quebec.

Mr. Stars: We cannot prevent that.

Hon. Mr. McMeans: If you had a transfer office in Brltlbh Columbia
he would only pay one death duty.

Mr. Stars: I think it is impossible to legislate in such a way as to imi-
tate a bank. You can go this far, that you can provide means to enable a com-
pany to establish what registers the company must have, under all the exigen-
cies of its business, and stock exchange requirements, and things like that. But
I think it would be impracticable to provide that a Dominion company would
have to maintain a share register in each province.

Hon. Mr. McMEgans: 1 quite agree.

Mr. Stars: I have considered the thing fairly carefully, and I did not want
to trouble the Committee with much detail or argument about it, particularly
with going into this succession duty question, which is a very complicated and
troublesome one.

The Cuamrman: Have you these last amendments ready?

Mr. Srars: Yes, I have them ready, and that is all T want to develop.
If any of you gentlemen want to ask me any questions I would be glad to

answer them; otherwise I am through.
[Mr. G. S. Stairs, K.C.] ~
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" Hon. Mr. McMgeaxs: I would like to ask you on one little matter. I
understand you to say that it would be better to practically eliminate from the
Act the prospectus and statement, and depend on the legislation of the different
provinces for protection.

Mr. Stars: Perhaps I did not make myself clear. I think it would be
best to eliminate from the Act the requirements of the New Bill in so far as they
require persons who sell shares commercially, for their own account, to offer
prospectus and give all this information to prospective clients. But that is a
very different thing from the situation where a company itself is offering its
shares to the public as they do in England. There may be a case for leaving
the prospectus requirement applicable, though I think there should be some
amendment and slight improvements made in the sections themselves. That,
again, is a different question from the filing question. There are three cases.
One is the investment banker, who sells for his own account. He should not be
asked to comply with those prospectus requirements at all; he should be left

to be dealt with by the province.
Hon. Mr. Trssier: He should not be asked.

Mr. Stams: He should not be asked; he should be left to be dealt with
like a butecher or a baker. —

Hon. Mr. Beausiex: He has paid out his own money.

Mr. Stamrs: He has paid out his own money for his securities, and he sells
them just as a man sells cheese, and I should leave the province to deal with him.
The next case is the case of the company offering its own securities. Then we
have another question—whether it is sufficient that they should file information,
or whether they must also be required to deliver copies of the information filed
to everybody to whom they offer the stock by public advertisement, incorpor-
ate it in full in the advertisement, or send a copy of this information filed with
every letter, if they send a letter, or with every telegram they send.

Hon. Mr. McMeans: This applies to all companies?

Mr. Stairs: If the amendments are adopted it will require that every com-
pany which offers its own shares shall give everybody, or give the publie, notice,
with all the information that the prospectus section required.

Hon. Mr. Tessier: That is what they do generally.

Mr. Stamrs: They never in this country do it.

Hon. Mr. Tessier: They announce their shares?

Mr. Stairs: But they never do it.

Hon. Mr. McLENNAN: Every morning there are announcements.

Mr. Srairs: - Yes, but they do not give you a copy of their charter powers.

Hon. Mr. McLexxaN: But reputable houses will give it to you. As a
protection for the investing public, particularly, you have the reputability of the
security company.
~_Mr. Stams: I think the respectability of the investment banking houses
in Canada is the protection that the public now has. These prospectus require-
ments will not give you any protection against the unscrupulous fellow, and
substantially I should say that the investment bankers’ circular now contains
really all the information that anybody can reasonably require, and a good
deal more than the Act requires; but they omit some specific items that the Act-
does require.

Hon. Mr. McMgans: That is, what they pay for the property, and what
they are offering it at?
. I\:I‘r. Stams: That is not made public, but no doubt if you or anyone else
said, I_w111 not buy these shares unless you tell me what you did pay,” they
i [Mr. G. 8. Stairs, K.C.]




40 : STANDING COMMITTEE

will say, “ Come down to our oﬁiéé, and we will show you.” You can get
the information if you take the trouble to go to Mr. Mulvey’s office and look
at the Company’s statement in lieu of prospectus. There are two things; if you

do not issue a prospectus which contains all the matter that the Aect requires

you must file with the Department similar information so that anybody who
knows the Companies Act, and knows that this is required, can get the infor-
mation by going to the Department, seeing the names and dates and particulars

of every material contract, seeing the statement of the interest of directors, and

all that sort of thing, and then simply going to the place where they are open
for inspection, if he takes enough interest in it. If you are sitting at your desk
and a man asks you to buy a bond or 15 or 20 bonds, you are not going to do
that, but you may write to your agent at Ottawa, or come up to Ottawa if you
are willing to take that trouble to get it; but it is all there if you want it.

Hon. Mr. McMgeans: You do not propose to alter that?

Mr. Sramgs: No, I would not advise dispensing with the filing requirements

—with the requirement for filing information—but I would advise dispensing
with information to be given to everybody broadcast, whether they want it or
not.

Hon. Mr. Brausien: I understand, then, that when a company sends its
shares to a banking house, you would-pass that company over to the jurisdiction
of the province? :

Mr. Stairs: That is practically what I said, subject to this provision, that
I would still require that the information still be filed at Ottawa; that the sort
of information that they now have to give would still require to be filed, to be
available for reference if anybody needs it or wants it, or for the future, or
something of that kind. I think it is far more useful to be able to look it up
five years afterwards, though you will not get people looking it up as the
basis of a purchase. You do ocecasionally want to look it up afterwards, however.

Hon. Mr. Tessier: When you have lost your money?

Mr. Stamrs: When you have lost your money.

Hon. Mr. BeauBiex: Then the other ecompany, selling directly to the publie,
would remain under Federal control? -

Mr. Srairs: Yes.

Hon. Mr. Brausien: What would you exact from them, then?

Mr. Stamrs: Simply to file it. '

Hon. Mr. BeauBien: They would do nothing else?

Mr. Stairs: Nothing else. 3

Hon. Mr. Brausien: They could offer their shares without any further
information than the banking house would give; is that right? -

Mr. Stams: Yes, so I suggest possibly revising the thing a little bit, and
making it simpler, and easier to comply with.

Hon. Mr. Tessier: There ought to be some way whereby the public would
know that they could get information through the Secretary of State.

Hon. Mr. McMeans: What I want to get at is that the legislation in effect
in the different provinces is no protection to the public. This is a Dominion
Act. Now, all they can do is to pass legislation to the effect that anybody
selling these shares shall take out a license.

Mr. Stamss: I would like to submit that, in practice, the provincial legis-
lation such as was deseribed by Mr, Long as in force in Ontario and the western
provinces, and such as was introduced by Premier Taschereau in Quebec last
session, but not passed—though I think it very soon will be—is a protection,
for the simple reason that in the commercial companies organized under the

[Mr. G. 8. Stairs, K.C.]
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D&minidh Act it is so unusual to have a public offering by the company that I
think we can really afford to disregard it. Of course that is not true in the
case of insurance companies, banks, and other institutions, but in all my experi-
ence I have only known one case of a public offering by a company on a
prospectus.

Hon. Mr. BeauBien: Would not your suggestion make those companies that
would remain under the Federal control really freer than those that would be
passed over to the provincial control?

Mr. Stamrs: Well, as I say, practically I think they would.

Hon. Mr. Beausien: It is the reverse operation to-day, so much so that no
company sells its own shares; it is not practical.

Mr. Staigs: It is not practical. Of course I do not think they ever will sell
their own shares. Under our method of doing business no company can afford
to establish a sales department for shares. It is a different thing with the
underwriting system in England, where all you have to do is to go to an under-
writing company and say, “ We want to offer so much; you underwrite it,”
and they do it by advertising, and the money comes in practically to the com-
pany’s banker, and the underwriter gets an overriding commission of two, three,
four or five points, and the company gets its money. It is a very different thing
from attempting to peddle. :

Hon. Mr. Tessier: How about new shares?

Mr, Stams: That is the way they do it. It is a very different thing to
peddle $5,000,000 of shares all over this country. We cannot do it, and we
go to specialists such as our friend Ames & Co. or anybody at all, and say, “ Here,
you have an organization; you buy these shares, and pay for them.” They
arrange a bank credit, and do pay for them, and then they sell them.

Hon. Mr. McMeaxs: Is the practice that they are always sold to the invest-
ment houses?

Mr. Stames: Almost always. In the big commercial companies, certainly.
With some of those newer companies they sell them to the public or take them.
on an agency basis.

The CuamrMan: Will you please file your proposed amendments with the
clerk.

Mr. Frank B. Common, K.C,, appeared before the Committee, and said:—

_ T'represent the eastern division of the Canadian Investment Bankers’ Asso-
ciation, and I am also putting forward the views of my firm, Messrs. Brown,
Montgomery & MeMichael, Montreal, as suggested by our experience in dealing
with the incorporation of companies as to what we think the effect of these
amendments would be. I wish, in the first place, to concur generally in what
has been said by my confreres, Mr. Long and Mr. Stairs. I am not going to
traverse this ground again and repeat what has already been said. I wish,
however, to emphasize one point dealt with briefly by Mr. Stairs, and would
suggest that we insert an amendment authorizing the issue of mo-par-value
shares at a premium; with two objects—one, of which was mentioned by Mr.
Stairs. When an old company has been operating for many years with a long-
continued dividend payment policy, it may, for varying circumstances, find 1t
necessary to obtain a new charter and go under a new legal entity, as it were.}
But it is the same institution, and it is the same earnings and the same funds]
that are going to be available for the payment of dividends, and it is very
undesirable that that dividend policy should have to be interrupted. It might
be that that reorganization might be completed within ten days before the next
quarterly dividend might become due. In that case the new company might
[Mr. G, 8. Stairs, K.C.]
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not have been able in that ten days to earn sufficient profit to pay the dividend
for the whole quarter. This is one of the reasons why I think there should be
inserted a clause permitting a premium on no-par-value shares, which premium
would be available for continuing the dividend payment policy.

Another reason is that under present practice, where so-called investment
trusts—I would prefer to call them investment companies—are being formed,
the investment bankers who offer those securities desire that these companies
should be able validly to declare a dividend on the preferred stock at the end of
the first quarter should there be available sufficient moneys to do so. They in
many cases ask whether it is legal under Canadian law to pay a premium on
account of no-par-value shares, in order that that premium may be available to
pay the first dividend on the preferred. We have been compelled to advise them
that it is doubtful. In some cases they have resorted to subterfuge, which
is undesirable, in order to do this, and I think that it is our duty to make the
law specific on that point.

Hon. Mr. Beique: 1 fail to see anything in the Aet which would prevent
any company from issuing stock of no par value.

Mr. Common: There is a provision that the amount of capital with which
a company shall carry on business shall not be less than the aggregate amount
of the consideration for the issue and allotment of shares without par value,
plus an amount equal to the total par value of all other issued and outstanding
shares of the capital stock of the company.

Hon. Mr. Brique: By the amendment?

Mr. Common: Exactly. My second suggestion would be that there be a
specific authorization under the Act to permit of the declaration of stock divi-
dends. Stock dividends are a recognized feature of corporate operation and
capital readjustment. Our Act at the present time makes no reference to stock
dividends. It has been the practice of the Department to permit of the insertion

| in letters patent of express permission to pay stock dividends. However, if we
| apply the principle that the Department may not insert in the letters patent
anything that is not permitted by the Act, there remains the legal question as to
i whether the Act as drafted legally authorizes that insert. In order to clear up
doubt on this question, I would suggest that there be express authority granted
by the Act to pay stock dividends. When we are dealing with large sums of
money and large industrial units, as we are at the present time, we cannot
afford to have questions of thig rind in an uncertain condition.

I may say that in conferring—this is going to bring me into another point
in conferring with international counsel, in the realm of international finance,
counsel in London, in New York, and in various European countries, we find
that on inquiring where they will incorporate certain companies they inquire as
to what is necessary to be done in various countries to bring them under the
law. On this point we have to give an opinion supported by reasoning. If,
however, we could definitely quote to them the Act, it would be advantageous
in attracting capital to Canada. So I would suggest the insertion of express
permission to declare stock dividends. .

I am not going to add anything to the discussion of the different points
mentioned by Mr. Long and Mr. Stairs in respect of progpectuses, but I would
like to bring out another phase of that question; and that phase is that com-
panies are the instruments by which Canadians are able to attract money to
Canada, and to invest their own savings in the development of Canadian indus-
try. It is therefore to the interest of Canada that there shall not be unneces-
sary restrictions which will impede the getting of this money. When our invest-
ment bankers get the money they do not get it all in Canada; they go in part

[Mr. Frank B. Common, K.C.]
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to London and New York. Canadian securities have been coming back into
popularity in England, we are very glad to say. But in England the invest-
ment banking system is conducted on different lines from our own. Over there
they put a circular in the paper and sit down and wait for subscriptions to come
in; but in our country we have to have well trained salesmen of a high class
to go out and offer the securities, and in some cases these salesmen have to travel
hundreds of miles in order to see one client. It is an expensive method, and if
we were to publish in the London papers a statement disclosing the discount which
fairly and reasonably is paid Canadian investment bankers, and alongside that
if there were published a circular of an English company, with its much smaller
expenses, can you imagine the comparison that would be made in the mind of the
English investor? He does not know of the circumstances under which we work
here. As we are doing our financing under different circumstances to those
which exist in England, the requirements that suit England do not suit Canada.
We must take these differences into consideration. Our investment bankers are
drawing this money now from all the financial centres of the world, and we must
help them to get it from all those places, and to present the case of Canada, the
need for investment here and the opportunities for sound investment
in Canada. In getting investors from those countries they should not be sub-
jected to unnecessary impediments; we must let them have all the advantages
and freedom that those other countries offer.

Now, why should our investment bankers selling securities in New York—
which is not only an American centre of investment, but is the centre of large
amounts .of money from all parts of the investing world—why should we in
going to New York for American money and foreign money, be obliged to use
circulars and things of that character that include restrictions to which American
investment bankers are not subject? These are some of the things which appeal
to me as matters which we should keep before us in considering this question.

As to the whole question of prospectuses, I submit to you, gentlemen, that
this legislation is not going to protect the investor, because you cannot protect
a man who will not be protected. In the practice of my firm I have never heard
of a Blue Sky return being referred to by a prospective purchaser of securities.
These gentlemen who are here are here because they have a large practice in
the realm of corporation finance, and they have been doing that work for many
years. I have asked them how many cases they could remember in their
experience where their firms have been called upon to defend an action for mis-
representation in a circular, or improper concealment in a circular, and there was
not one c¢ase of this kind which they could recall in regard to a public issue.
There'if}'aé one case that one of these firms had had, but not one in regard to a
public issue, the realm that we are now considering, in the experience of all
those gentlemen. I submit that that indicates that the people who are doing
the constructive financing in Canada, are not people against whom such restric-
tions are required. Such restrictions are required only with people who do not
carry on business on proper principles. I repeat what was said by one of the
former gentlemen, that I think it would be a very conservative estimate to say
that 90 per cent of the financing is done by first rate houses. It seems to me
to be very inadvisable to subject these people, who are doing the constructive
work, to restrictions which are designed to prevent criminal practice by some
irresponsible promoters whose contribution to the development of Canada is
probably absolutely negligible in amount. I say, therefore, let us not put on
restrictions that are going to impede financing that has as its purpose the
development of Canada, in order to get at some people who are carrying on
business in an improper way and who are so small that they cannot affect the

2. [Mr. Frank B. Common, K.C.]
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larger operations. I say that these people are subject, in the first place, to the
Blue Sky laws of the different provinces; and in the second place, if they are
Dominion companies, they must by a statement in lieu of prospectus put the
information on record with the Secretary of State where it is available to any-
body who wishes to refer to it. Further, in ease of misrepresentation they are
subject t6 action for recovery through the civil courts, and in addition they are
subject to criminal law for any moneys fraudulently obtained. With all this
protection, if a man has not sufficient judgment to invest his money, and if that
protection is not enough for him, I submit that he can never be protected by any
law which can be enacted, and that in endeavouring to protect him we should
not go so far as to restrict constructive development of the country.

The Cuamrvan: Have you an amendment that you want to submit?

Mr. Common: I would be pleased to prepare it. I have not drafted it yet,
but when I have it ready I will leave it with the Secretary.

The CaARMAN: I think Mr. Hugessen has something to say to the Com-
mittee.

Hon. A. K. HueeszeN, K.C.: I won't detain the Committee for any con-
siderable time. I represent the firm of Lafleur, MacDougall, Macfarlane &
Barclay, which acts for a number of clients in connection with corporate
financing. T ;

I wish in the first place to associate myself with what the gentlemen pre-
ceding me have said in regard to proposed amendments of the Act as to pros- 4
pectuses. As they have dealt amply with the subject, there is nothing further
that remains for me to say about it.

I also wish to support the suggestion made by Mr. Common, that a specific z
section should be inserted in the Act permitting companies to -declare stock
dividends, and for the same reasons which Mr. Common has already advanced.
In that connection I may say that we in Quebec are not so slow, as we have a
most adequate section in our provincial Act permitting companies incorporated
under that Aect to declare stoek dividends. If we could have inserted in the
Dominion Act something similar to the corresponding seetion of the Quebee
Act, the improvement would be very considerable.

In relation to section 18 of the Bill, this repeats practically word for word
the provisions presently contained in seetion 52 of the Act, which states that
a company shall not allot any of its shares or debentures unless a prospectus
or a statement in lieu of prospectus has been filed with the Department at
Ottawa. As the Act new stunds there is no provision for remedying any defect,
if a company through inadvertence or negligence has failed to file a prospectus
or statement in lieu of prospectus. As the Act stands at present it is d@bsolutely
prohibitive, and 1t means that everything done by the company after the omis-
sion to file the prospectus or statement, is illegal. T see that in section 16 of
the Bill an attempt is made to remedy that, in the case of failure to file a pros-
pectus, by providing that a Judge of the Superior Court of the province in
which the company has its head office may, if the company applies and shows
that it failed by inadvertente to file a prospectus and that nobody has been
injured thereby, make an order that the time for filing be extended, and rectify
the situation in any other way he thinks advisable. But I would point out to _
the Committee that the proposed section 50A does not remedy the situation
where the company has failed to file a statement in lieu of a prospectus, instead
of a prospectus. I think that section should be enlarged to take care of the
case where a compauny has failed to file a statement in lieu of a prospectus. I
feel that an amendment is in order, and, if the Committee permits, I will file
with the Clerk the amendment I suggest. '

[Mr. Frank B. Common, K.C.]
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One other matter to which I wish to refer is section 20 of the Bill, page 15,
section 56C, by which it is proposed to have redeemable preference stocks. That
question has been dealt with to some extent by Mr. Long, but I do wish to
impress upon the Committee that the opinion of the counsel with whom I am

. associated is that we already have in the Act as it now stands all the powers

that we require for the redemption of preferred stock. This proposed new sec-
tion is taken from the English Act of 1928, which imports a new procedure in
- England, where it slightly widens the powers of companies. But if you bring
it into our Act it restricts the powers that we now have. It is inappiicable, I
submit, to our practice. In the first place it only permits preferred shares to
be redeemed out of profits or out of the proceeds of a fresh issue of shares. As
Mr. Long has pointed out, a company may wish to redeem preferred stock with
the proceeds of the sale of a capital asset. It might quite conceivably wish to F
redeem preferred stock with an issue of bonds bearing a lower rate of interest.
Both these things would be prohibited if this section were passed. I therefore !
submit that this section unnecessarily restricts the powers which companies|
already have and have had for many years under our Companies Act. -
If there is any question that any member of the Committee would like to ask
me, 1 shall be very pleased to answer to the best of my ability.

The CHAIRMAN: You will submit a memorandum of your proposed amend-
ment?

Mr. HUuGesSSEN: Yes.

Mr. P. F. CasgraiN, M.P.: In respect to the section which authorizes a
Judge of the Superior Court in the Province where a Company has it head office
to rectify the omission to file a prospectus, in certain cases, I do not know what
might be the view of the Committee in regard to this and it might be well if
Mr. Long would explain his opinion on this matter. It seems to be a departure
from a long established practice. In the past all such matters have been left
to the officials of the Department of the Secretary of State.

The CuamrMAN: Do you desire to hear this matter explained now, or shall
we postpone it until we take up the Bill dection by section?

Mr. P. F. Casgrain, M.P.: I am just drawing the attention of the Com-
mittee to this matter, and when the Committee is going to take up the Bill
later on we might have it discussed then.

The CuammaN: I think that is the better way.

: Mr, P. F. Casgraiy, M.P.: I thank you very much, Mr. Chairman and
honourahfe members of the Committee, for listening to the financial repre-
sentatives and Counsel.

rnons

Hon. Mr. Daxpuranp: I would suggest that the proceedings of this Com-
mittee be printed and distributed, and that the amendments which have been
brought to the table and those that have been promised be incorporated in the
report. I feel that we should have another meeting, and at that time we shall
have the new Bill before us governing investment trust companies. Unfortu-
nately that Bill may not be ready for distribution until early next week, so that
I suggest we adjourn tentatively to the 1st or 2nd of May. I say tentatively,
because the Chairman may fix another date if it does not suit the convenience
of the Senate.

I would ask all who are here to give their names to the Clerk so that copies
of the discussion of to-day may be sent to them, as well as the Bill which will be
submitted to the Senate shortly, so that they may be able to consider the new
Bill before the next meeting. '

[Hon. Adrian K. Hugessen, K.C.]
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Hon. Mr. Belque: Reference has been made to the requirements of several
provinces as to prospectuses. Would it not be advisable to have drawn up for
members of the Committee a statement showing the requirements of the respective
provinces, so that we shall have to go into the various provincial laws. Of
course, the Counsel can get this information for themselves.

The CuaAmrMmAN: I think Mr. Mulvey is prepared to have such a state-

ment drawn up, and circulated to the members of the Committee before the
next, meeting.

Mr. MuLvey: Yes. $ g

The Committee adjourned at the call of the Chair.




PROPOSED AMENDMENTS TO BILL (C), AN ACT TO AMEND THE
COMPANIES ACT.

)

No. 1.
SUBMITTED BY MR.lE. G. Lovng, K.C.

Suggested Amendments to Remove Conditions Precedent on Commencing
Business.

Strike out sub-section 8 of Section 9 as embodied in Section 6 of Bill “C”.
Insert in clause 9 of the Bill after the words “twenty-one” the words “and
twenty-eight”.

No. 2.

SesmiTrep BY Mr. E. G. Loxg, K.C.

Suggested amendments regarding Prospectuses for the purpose of eliminating the
provisions relating to a public Prospectus and limiting the same to filing
what is now designated “A Statement in Lieu of Prospectus”, but which f
the Prospectus Sections are climinated, could itself be termed a “Pros-
pectus”.

5 Eliminate from Bill “C” Sections 15, 16, 17 and 18, and substitute in lieu
'f thereof the following:—
A “Sections 49, 50 and 51 of the principal Act are hereby repealed.”

“Section 52 of the prineipal Act is hereby repealed and the following
is substituted therefor:—

“52. (1) A Company upon the issue and allotment or sale of any
shares or debentures other than an issue and allotment or sale in respect
of which a Prospectus has already been filed, shall forthwith file with the
Secretary of State a Prospectus in the form and containing the particulars
set out in Form F in the schedule to this Act, signed by every person who
is named therein as a Director or a proposed Director of the Company or
by his agent authorized in writing.

“(2) This section shall not apply to a private company or to a com-
pany which has allotted any shares or debentures before the 1st day of
January, 1929.

“(3) This section shall not apply to the issue and allotment or sale of
shares or debentures to existing Shareholders or Debentureholders of a
Company whether with or without the right to renounce in favour of other
persons, but, subject as aforesaid, shall apply to every other issue and
allotment or sale of shares or debentures. _

“(4) Upon default in the filing of any such Prospectus for a period
of more than ten days, each Director and every person acting as a repre-
sentative in Canada of the Company in relation to any such issue and
allotment or sale of shares or debentures, shall be liable upon summary
conviction to a penalty of $20 for each day of such default, and in default
of payment thereof to imprisonment for a term not exceeding three
months.”

“Section 40 of the principal Act is hereby amended by striking out
the words ‘Statement in Lieu of’ in the 6th line of the said Section.”
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The first clause of sub-section (2) of Secticn 103 as embodied in A'S’eéticim'

26 of the Bill should read as follows:—

“2) A Per_-son shall not be named as & Director or proposed Director
of a Company in any Prospectus filed by the Company unless before the
filing of the Prospectus he has by himself or his agent authorized in
writing”’. !

In new form F to Bill “C” strike cut the words “Statement in Lieu of” in

the first line of the heading, and strike out the note at the end of the form on

page 29 of the Bill.

Nore—It may be necessary to correct the references to Section numbers in

sub-section 6 of Section 8 and sub-section-1 of Section 153 of the principal Act
and Section 39 of the Bill to harmonize any new numbering of the Sections
occasioned through the amendments in the Bill.

i No. 3.
SusmitTED BY MR. E. G. Lone, K.C.

Re Redemption of Preference Shares

Eliminate from Section 56 (c), embodied in Section 20 of the Bill, subsec-
tion (1), and in lieu of subsection (3) of Section 56 (c) insert the following:—

“ The redemption of Preference Shares may be effected on such terms
and in such manner as may be provided by the By-laws of the Company
or if the Preference Shares were created by Letters Patent or Supple-
mentary Letters Patent, subject to the provisions of such Letters Patent
or Supplementary Letters Patent; and subsection 6 of Section 56 shall
not apply to any By-law which creates or attempts to create redeemable
or convertible Preference Shares.” :

Nore:—The foregoing clause is intended to make clear that where redeem-
able or convertible Preference Shares are lawfully created, either by By-law or
Letters Patent, redemption or conversion may take place without the necessity
of taking proceedings by way of reduction of capital.

No. 4

SusmritTep BY MR. E. G. Long, K.C.

Re Accounts

Eliminate from subsection .(4) of Section 119 (a) as embodied in Section
30 of the Bill, all of such subsection following the words “the Company’s
affairs ” in the 7th line of such subsection 4. ;

No. 5

SusmitTED BY MR. E. G. Loxg, K.C.
Re Information as to Mortgages, Charges, etc.
Strike out subsection 8 of Section 85 as embodied in Section 24 of the Act,
and substitute the following:—
“The Company shall cause to be endorsed on every debenture or

certificate of debenture stoeck which is issued by the Company and the
payment of which is secured by the mortgage or charge so registered, a

o~
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memorandum or statement that such mortgage or charge has been regis-
tered pursuant to this Act, but nothing in this subsection shall be con-
strued as requiring a Company to cause such memorandum of registra-
tion of any mortgage or charge so given to be endorsed or any debenture
~or certificate of debenture stock which has been issued by the Company
before the mortgage or charge was created.”
“Qubsection 3 of Section 91 of the principal Act is hereby amended
by striking out the words ‘a copy of the Certificate’ in the 5th line of
said subsection and substituting in lieu thereof the words ‘ a memoran-

dum or statement’”.
= LoNoT 6
(See also Revised Amendment No. 8)
SumITTED BY MR. G. S. STAIRS, K.C.
Amendment to Section 6 of Bill, Subsection (4) of Section 9 of Principal Act

For subsection (4) of Section 9 of the principal Act, as repealed and sub-
stituted by Section 6 of the Bill, substitute the following:— :

% “(4) In the absence of other provisions in that behalf in the Letters
Patent, Supplementary Letters Patent or By-laws of the Company, the
issue and allotment of shares without nominal or par value authorized by
this section may be made from time to time for such consideration as
may be fized by the Board of Directors of the Company.”

No. 7

(See also Revised Amendment No. 9)
SusmITTED BY MR. G. S. Statrs, K.C.
Amendment to Section 6 of Bill, Subsection (6) of Section 9 of Principal Act

“(6) The amount of capital with which the company shall carry
on business shall not be less than the aggregate amount of the tonsidera-
tion for the issue and allotment of the shares without nominal or par

~ value from time to time outstanding, and in addition thereto an amount
equal to the total nominal amount of all other issued and outstanding
shares of the capital stock of the company issued as fully paid and the
total amount for the time being paid up on such other shares of the capital
stock of the company as are issued and outstanding otherwise than fully

paid.”
No. 8
(Revised Amendment No. 6)

SvBMmiTTED BY MR. G. S. STAIRS, K.C.
Amendment to Subsection 5 of Section/6 of Bill
(Subsection (5) of section 9 of Principal Act)

Including Suggestion for Method or Permitting Establishment of Surplus
on Issue of No Par Stock

For subsection five of section nine of the principal Act as repealed and
substituted by section five of the Bill substitute the following:—

“(5) Any and all shares issued as permitted by this section shall
be deemed fully paid and non-assessable on receipt by the company of
the consideration for the issue and allotment of such shares fized in
accordance with the provisions of subsection (/) of this section, and the
holder of such shares shall not be liable to the company or to its
creditors in respect thereof.”

84170—3

B



v . STANDING 7cqui}i'mz
N0 D S
(Revising Am(_enfdmeht No. 7)
SusmrrteEp By Mg. G. S. Stamrs, K.C.
Amendment to Subsection 6 of Section 6 of Bill v
(Subsection (6) of section 9 of Principal Act) ;

Including suggestion for method or permitting establishment of surplus on

1ssue of no par stock

For subsection (6) of section nine of the principal Act as repealed and
substituted by section six of the Bill substitute the following:—

“(6) The amount of capital with which the company shall carry
on business shall be not less than the aggregate amount of the par
value of outstanding fully paid par value shares, if any, or of any less
amount paid up on par value shares, together with the amount of the
consideration received upon the issue and allotment of the shares with-

out nominal or par value from time to time outstanding, or such portion

of such consideration as shall on or befere the issue and allotment of
any such shares without nominal or par value from time to time be
! declared to be capital in accordance with any provisions in that behalf
in the letters patent, supplementary letters patent, or by-laws of the
company, or, in the absence of any such provisions, as shall be so
declared by the directors, and any balance of the consideration so
received over and above the portion thereof declared to be eapital in

e e S RS SRR

! accordance with the provisions of this subsection shall be distributable

| surplus.”
No. 10

SusmiTTED By M=z, G. S. Stamms, K.C.
Amendments to Sections 29 and 30

29. The principal Act is hereby amended by adding to section 117 the
following subsection:— 3
“(2) Such books shall, during reasonable business hours of every
day, except Sundays and holidays, be kept open, at the chief place of
business of the company, for the inspection of shareholders and creditors
of the company, and their personal representatives, and of any judgment
creditor of a sharcholder, any of whom may make extracts therefrom.”

30. Sections 118 and 119 of the principal Act are hereby repealed and the
following substituted therefor:—

“118. A register of transfers shall be provided in which shall be
entered the particulars of every transfer of shares in the capital of the
company.

“(2) The register of transfers shall be kept by the secretary or by
such other officer or officers as may be specially charged with that duty or
by such other agent or agents as may from time to time be appointed for
the purpose by the Company. _

“(3) Unless otherwise provided in the letters patent or by-laws of
the company the register of transfers may be kept at the chief place of
business of the company or at such other office or place as may from
time to time be appointed by the directors, and one or more branch regis-
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~ ters of transiers may be kept at such office or offices of the company or
- other place or places as may from time to time be appointed by the

directors. & i

, “(4) Unless the 1egister of transfers is kept at the chief place of

- business of the company a book or books shall be kept at such chief
place of business of the company in which shall be entered a copy of the
particulars of every transfer of shares in the capital of the company,
but entry of the particulars of the transfer of shares in the capital of
the company in a register or branch register of transfers kept elsewhere
than at such chief place of business of the company shall for all pur-
poses of this Part be a complete and valid transfer.

“(5) Such books during reasonable business hours of every day
except Sundays and holidays shall, at the ‘places where they are respec-
tively authorized by this section to be kept, be-open for-the 1nspection
of shareholders and creditors of the company and their personal repre-
sentatives and of any judgment creditor of a shareholder, any of whom
may make extracts therefrom.”

“119. Every company shall cause to be kept proper books of
account with respect to— ‘

“(a) all sums of money received and expended by the company and
the matters in respect of which the receipt and expenditure take
place; =

“(b) all sales and purchases of goods by the éompany :

“(c) the assets and liabilities of the company.

- “(2) The books of account shall be kept at the chief place of busi-
ness of the company or at such other place as the directors think fit, and
shall at all times be open to ingpection by the directors. ;

“(3) The directors of every company shall at some date not later
than eighteen months after the ineorporation of the company and sub-
sequently once at least in every calendar year lay before the company
in general meeting a profit and loss account or, in the case of a company
not trading for profit, an income and expenditure account for the period,
in the case of the first account, since the incorporation of the company,
and, in any other caze, since the preceding account, made up to a date
not earlier than the date of the meeting by more than nine months, or,
in the case of a company carrying on business or having interests abroad,
by more than twelve months; -

(Continue as in 119A of the Bill)

No. 11

SuBMITTED BY HoN. A. K. HUGESSEN
Amendment lo Section 16 of the Bill
For Section 50A, as enacted by Section 16 of the Bill, substitute the fol-

lowing: —

“50A. The Secretary of State, on being satisfied that the omission
to file either a prospectus or a statement in lieu of prospectus as required
by this Act, or that the omission or mis-statement of any particular pre-
seribed to be contained in such prospectus or statement in lieu of pros-
pectus, was accidental, or due to inadvertence, or some other sufficient



issue of shares or securltles/refem‘e& to in suah
lieu of prospectus, or that on other it7is.
grant relief, may, on the application of the ¢ pany or o any
interested, and on such terms and conditions as may seem to him just
‘ expedient, order that the time for filing be extended, or as 'the case n
o _ be, so that the omission or mis-statement may be rectlﬁed R o

i S NO'. 12
SuBMITTED BY MR. FRANK B. Common, K.C. ooy

Proposed Amendment to Confer Statutory Autho,'nty for Payment of :Stock
Dividends =

“The directors may provide for the amount of any dmdensd that
they may lawfully declare shall be paid, in whole or in part, in capltal
stock of the company and for that purpose they may authorize the issue
of shares of the company as fully paid or partly paid, or may credit. the
amount of such dividend on the shares of the company already issued
but not fully paid, and, in the latter case, the liability of the holders of
such shares shall be reduced by the amount of such dividend.”



el

THE SENATE OF CANADA

PROCEEDINGS OF

THE STANDING COMMITTEE

ON

BANKING AND COMMERCE

ON

BILL (C), AN ACT TO AMEND
THE COMPANIES ACT

AND

BILL (V3), AN ACT RESPECTING INVESTMENT
COMPANIES

No. 3

The Hon. F. B. BLACK, Chairman

WITNESSES:

Mr. F. W. Wegenast, Toronto, Ontario.
Mr. E. G. Long, K.C., Toronto, Ontario.

" Mr. Britton Osler, K.C., Toronto, Ontario.

Rt. Hon. Arthur Meighen, P.C., K.C., Toronto, Ontario.
Mr. G. S. Stairs, K.C., Montreal, P.Q.

Hon. Adrian K. Hugessen, K.C., Montreal, P.Q.

Mr. A. W. Roebuck, Toronto, Ontario.

Mr. Frank B. Common, K.C., Montreal, P.Q.

Mr. John Appleton, Secretary, Dominion Mortgage & Investments
Association, Toronto, Ontario.
Mr. G. G. Hyde, K.C., Montreal, P.Q.
Mr. G. D. Finlayson, Superintendent of Insurance, Ottawa, Ontario.
OTTAWA
F. A. ACLAND

PRINTER T0 THE KING’S MOST EXCELLENT MAJESTY
1929






e

THE SENATE

STANDING COMMITTEE

ON

Banking and Commerce

1929

Tur How. F. B. Brack, Chairman

Hon. Sir Allen Aylesworth, K.C.M.G., Hon. D. O. I’Esperance

PO K. Hon. W. H. McGuire
Hon. C. P. Beaubien, K.C. Hon. J. S. McLennan
Hon. F. L. Beique, P.C., K.C. Hon. L. McMeans, K.C.
Hon. N. A. Belcourt, P.C. Hon. C. Murphy, P.C., K.C.
Hon. F. B. Black Hon. A. E. Planta
Hon. J. A. Calder, P.C. Hon. J. D. Reid, M.D., P.C.
Hon. J. P. B. Casgram ' Hon. J. H. Ross
Hon. N. Cur Hon. F. L. Schaffner, M.D.
Hon. R. Dandurand, P KO Hon. E. D. Smith
Hon. J. W. Daniel, M.D. Hon. C. E. Tanner, K.C
Hon. J. H. Fisher Hon. J. D. Taylor
Right Hon. Sir George Foster, Hon. J. Tessier

G.CM.G, PC. Hon. I. R. Todd
Hon. G. G. Foster, K.C. Hon. J. G. Turiff
Hon. A. Haydon Hon. L. C. Webster
Hon. J. J. Hughes Hon. R. S. White
Hon. H. W. Laird Hon. W. B. Willoughby, K.C.

84907—1%



ORDERS OF REFERENCE

ExtrACT from the Minutes of Proceedings of The Senate of Canada, 15th
February, 1929 : i

Pursuant to the Order of the Day, the Bill (C), intituled: “ An Act to
amend the Companies Act,” was read the second time, and—

Referred to the Standing Committee on Banking and Commerce.
ExtrACT from the Minutes of Proceedings of The Senate of Canada, 30th April,
1929

Pursuant to the Order of the Day, the Bill (V3), intituled: “An Act respect-
ing Investment Companies,” was read the second time, and—

Referred to the Standing Committee on Banking and Commerce.




MINUTES OF EVIDENCE

THE SENATE,
THUuRsDAY, May 2, 1929.

The Standing Committee on Banking and Commerce to whom was referred
Bill C, intituled “ An Aect to amend The Companies- Act,” met this day at
10.30 a.m., Honourable Mr. Black in the Chair.

The CHAIRMAN: Gentlemen, we are ready to proceed

Hon. Mr. Danpuranp: I had supposed that all the parties outside had
been heard, but I understand they would like to make further representations
on the Companies Act amendments.

The CaAmRMAN: There was one gentleman who said this morning he would
like to give his opinion. Is he here?

Mr. FrankuiN W. WeeENAsT, Toronto: If the Committee should be curious
as to why I should appear before ‘them to make any representations, I am quite
prepared to explain, but until the Committee expresses a desire I waive the
explanation. There are three points that I would like to refer to. One is the
proposal, 1 think made by Mr. Long, supported by Mr. Stairs, that the pro-
visions respecting prospectus should be modified, and some relief given; that
instead of having a prospectus printed in connection with offers of flotations,
that the filing of a notice, in lieu of prospectus, with the Under-Secretary of
State should be considered sufficient. In connection with that I might call the
attention of the Committee to this situation, which I think was not mentioned.
It was suggested that the bulk of the stock issues—90 per cent, I think, was
said, and I think it is fully that—are made through underwriters or brokers. The
reason for that has been that the companies desired to get away from the
prospectus provision. Until 1917, when the present prospectus provisions were
introduced, the requirements of the prospectus provisions in the Dominion Act
were very light, and the practice then was for the company to do its own
floating, to sell its own shares. As soon as the prospectus provisions were
brought in as in the Ontario Act, as we have them now, that practice changed,
and began to follow the practice that had been adopted in Ontario, of evading
the prospectus section, by the company, in many cases, simply incorporating a
subsidiary company, at a cost of only a few hundred dollars, and this subsidiary
company did the floating, acted as a broker or underwriter; or the flotation
was farmed out to underwriters or brokers. In that way the prospectus sections
were gotten over.

Now, the provinecial Acts in Ontario and Saskatchewan and Manitoba have
tightened the thing up so that the broker is now amenable to provincial law
and to the control of the Attorney General in most of the provinces, under the
Security Frauds Provincial Acts. The broker must now take out a license, and
satisfy the provincial department that the security he is offering is one that will
give the investor a fair run for his money. The proposal now is that the 4
prospectus provisions in the Dominion Act should be drorpped

First I ought to perhaps put my main point, which is this, that the pro-
visions in the provincial Acts, in so far as they purport to control the issue
of stock in a Dominion company, are, if I may venture to give my opinion
to this Committee, invalid. That is to say, I think the provincial legislature
has nothing to do with the conditions and terms, the arrangements under which
a Dominion company issues its stock; and I venture to give my opinion—though

/
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it has not been asked—that the provincial attorney general has no power
through these provincial Acts to say that the agent, the person whom the
Dominion company has selected for the purpose of selling its stock, shall not
go ahead and sell it as he is authorized to do by the Dominion company. In

other words, if I may say so, I think that the whole matter is a matter for the

Dominion; that is, the first issue of the stock. Once the stock has been issued
I grant that it beccmes personal property and comes under the terms of the Act
of the province, which has a right to see how that stock thereafter shall be sold.
It then becomes personal property and is a matter of control and dealing with
property under the head of property and civil rights, an item of provineial
jurisdiction. But my point is that on the original issue of the stock the provin-
cial legislatures have no control, have nothing to say; and that point will very
soon be taken if the suggestion is adopted o¢f modifying these prospectus
provisions in the way suggested. The point will very soon be taken by pro-
moters, or investment bankers, or whatever you call them, and that they will
in that way escape the salutary control whick the prospectus sections are
intended to impose.

The CramrkmaNn: I think your comments have particular reference to the
amendments suggested by Mr. Long, K.C.?

Mr. WecENAsT: Yes; I have no criticism at all to make of what Mr. Long
said about the desirability of revising or modifying the requirements. It is a
ridiculous thing to spread out, the full objects of the\company, as some lawyers
draft them, on the prospectus; and in other ways the requirements might be
modified so as to make them more reasonable. I would fully concur in the
suggestion that the abbreviated form of prospectus such as is used in England
might be authorized here for certain purposes; but the prospectus provisions
are the charter of the man who puts his money in the company; the man who
cannot match his brains against the promoter and the high-pressure salesman.
The prospectus provisions are his charter, and 1 entirely dissent from the
suggestion that those provisions should be so medified that the investor, the
man who has put his money into the stock, will no longer be able to say: “ You
took my money on false representations, and I do not need to pay for the stock;
give me my money back.” The suggestion was that it might be in order to
substitute penalties of some kind for the infraction of a prospectus provision.
I would say, to that, respectfully, no. I say that the principal sanction for those
provisions should be that if the man who sells the stock, the promoter, does not
live up to those provisions, he knows that the man who has subscribed to the
stock can get out of the taking and paying for the stock. So much as to the
prospectus provisions.

Now, to comment on the proposal of Mr. Stairs in the proceedings of the
Committee for the last day, near the end, page iv. There is a draft section
there, the object of which is to allow a surplus to be set up in the case of com-
panies with no-par-value shares. I have no very definite suggestion to make
to the Committee, if you will allow me to come before you in that way, but I
do suggest that there is enough anomaly and difficulty about the no-par-value
sections and their administration to give the Committee pause before adding
this one, which is a very serious one.

As I take it, the no-par-value scheme means that instead of the shares
having a par value of fixed amount—fixed at the incorporation of the company
—the value of the shares is to be elastie, and may vary from year to year, from
one balance-sheet to another. The idea is that the investor shall not get the
notion that this thing which he buys is $100 or $10, as the case may be, but
represents the aliquot part of the assets, the capital, whatever it may be. This
is one theory—it is not only a theory, but I mention it because it is perhaps the
most popular theory—that the value of the assets is elastic and varies from
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| year to year with the balance-sheet. In other words, there is not any surplus. 51
 The surplus is absorbed every year in the capital. The capital is elastic, and |
| the share is simply an aliquot part of the aggregate amount of capital. Under |
| those conditions I ask, how could there be a surplus, and how could you have |
any such thing as no-par-value shares issued at a premium? The share is {
always an aliquot part of that flexible thing which is the capital of the com- :
‘pany.

N : yI gant you there are difficulties in working out that theory, but there is less

. difficulty in that than in any theory you could adopt. I wanted to quote a
| passage on the difficulty as to the accounting features from what I think is the
only standard text-book on the subject, Robbins on “ No-par-value Stock ”,
but I found it was not in the library. It was to this effect, that accountants

| throughout America are at sea as to the way to put no-par-value stock in the
balance-sheet. Some accountants put down a nominal value of a dollar, or $5,
for the no-par-value stock; others put it—and I think the only logical way—as
the amount of the consideration for which the no-par-value shares were issued,
plus the amount represented by the preferred stock of the company. Now, the
Act says that the company shall carry on business with the amount of capital
which the company has as representing the amount of the consideration paid
for the no-par-value shares, plus, of course, amount represented by the pre-
ferred stock. You start with that; but at the end of the first year’s operation
the capital of the company has changed, and under the no-par-value system

. you always pay your dividends out of capital; there is no surplus. What you
would have to do, if you adopted this provision, I respectfully suggest, is to
strike out the provision altogether which says that the capital with which the
company is to carry on business is the amount of the consideration for which
the no-par-value stock was issued. Have I made myself clear as to that? You
cannot have the two things.

The CuamMAN: There is a request by members of the Committee that you
should state what interest you represent.

Mr. WeeeNasT: Well, it is something like this. It fell to my lot some years
ago to have a number of cases in the higher courts which resulted in a very
large increase in the turnover of Mr. Mulvey’s business here—a large increase
in the number of charters taken out by Dominion companies. Since that time

. I have taken a personal—and you might say almost a fatherly—interest in the
- Dominion Companies Act. I may say further that I am just completing the
manuseript of a book—I am waiting for this Committee to complete its work
|  before putting the finishing touches on the manuscript—and which I propose to
[F"; dedicate to the memory of the original draughtsman of this:Companies Act, which
. I consider a very extraordinary instrument. The idea of incerporating com-
_ panies by letters patent—harnessing;, so to speak, the royal prerogative, and
1 making a creature which corresponds to the old chartered companies like the
§{ Hudson Bay Company and the East Indian Company and the British South
| #Africa Company—was a stroke of genius. I have taken considerable pains to
{ try to find out who the draftsman was, and I was interested in this thing for
~  its own sake, and for the moment I have no axe to grind; sometimes I have.
So far as the interest of the investor is concerned perhaps my views are coloured
by a rather tragic experience I have gone through in the last two years, trying
to straighten out the affairs of a company which was promoted by a resourceful
gentleman from the state of Maine, who came up to this country and took some-
where near $4,000,000 out of the pockets of some 14,000 people in this country,
and the only protection we had was under these prospectus sections which it is
now proposed to weaken, and perhaps to wipe out. That is taking too long, per-
haps, but roughly explains by interest.
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The only other point is this. It is serious, and I mention it at the risk of
being considered impertinent, but my views are rather strong on the subject,
and you will pardon me if I put them strongly. In brief they are these: that if
you pass the Bill respecting investment companies as it stands, as you have it
here—— :

The Cuamrman: That is not before us just now.

Mr. WeGENAsT: But the corresponding provisions, or the original provisions

in the Companies Act are before us.

The CuArMAN: Just speak to the Companies Act. We will take up the
Investment Companies Act later.

Mr. WegenasT: What I submit, then, is this; that if you will pass the
sections in the amendments to the Companies Act,.or something of that kind, or
something from that standpoint—from the standpoint of company law—you
will b((ia on safe ground; but if you pass them in the other form they will be
invalid.

Hon. Mr. McMeans: I do not understand that. Will you be a little more

explicit?
Mr. WeeeENasT: The Parliament of Canada has jurisdiction over the
incorporation of companies with objects other than provincial. The incor-
poration of companies with provincial objects is a matter for the provinces.
/The incorporation of all other companies is a matter for the Dominion. There
' is nowhere in the Dominion—now I am getting into the other Bill, I am afraid,
. but they dovetail into one another—there is nothing in the enumeration of
. powers under the British North American Act that I know to justify the Parlia-
‘ment of Canada in undertaking to regulate the business of investment com-
panies. You can regulate the company qua company—as a company—the
number of directors, method of election, meetings of directors, stock structure,
and all that sort of thing; you may regulate the amount of dividend, the way
in which the dividend shall be calculated. In the case of investment com-
panies the problem is how much capital you allow them to dig into to pay the
dividend. You might regulate that if you did it from the standpoint of com-
pany law. If you start at the other standpoint, my submission is that the
labour of this Committee is wasted. In other words, the Bill to regulate invest-
ment companies would be invalid; and I venture to say, with a full realization
of what I am saying, that if you will call as a witness, let us say, Mr. Edwards,
of the Department of Justice, he will support the views that I am laying before
the Committee. Last year, before the Committee of the House of Commons,
Mr. Edwards expressed corresponding views as to the Insurance Act; and my
suggestion would be—I have nothing more to say on it—that if there is any
doubt, and there will be, as to what I am submitting, you might call M.
Edwards to confirm, or otherwise, what I am saying. I thank you.

The CuamrMAN: Does any person wish to ask any question?

Mr. E. G. Loxg, K.C., Toronto:—After experience in financing I might
say that what Mr. Wegenast has said in regard to companies selling securities
through underwriting houses was caused by restrictions in the prospectus sec-
tion, but sound financing suggested that as the only way by which companies
having funds they required to sell could realize on their securities. Secondly,
regarding the information given by the prospectus, experience has shown—and
I have tried to mention it at the last meeting of the Committee—that the
information through the prospectus would be no protection whatever against
high-pressure salesmen. It is not a matter of information that allows an
investor to exercise sound judgment, and the experience over the last five or ten
years here and in the United States has shown that the control over the human
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individual who gets money from the investors is the way to get people pro-
* tected, and that is in vogue now in many of our provinces. The abbreviated
prospectus is not allowed in Great Britain at present under their Companies
Act; it is done away with. The question of no-par-value is the basis of
objections made by Mr. Weganast. There was some statement made, I think,
that went on record, that might be taken as an admission on our part. No-par-
value stock is a matter that is growing, and as Mr. Wegenast said, there has
been a certain amount of uncertainty to it, about the way it works legally and
from an accounting point of view. There has been uncertainty as to what
capital accountants would put against no-par-value stock. The suggested
amendments here make it quite clear that the amount that is capital is decided
by the directors. Everything above capital, after you have taken care of your
liabilities, is a surplus. You must have the capital retained, and you must have
that defined; then over and above your earnings accumulated from year to
year are the distributable profits of a company. If you capitalize every dollar
you get in except that which is referable to share capital you never could pay
a dividend, and it is clear by those difficulties that he has suggested—which were
: really stated by Mr. Stairs, and perhaps I am entrenching on his field in
. mentioning this, but it is with the intention to clear that up—that those sections
were put in. The effect is this, that no-par-value shares are issued. The
directors say “what number of dollars we get in from those shares will be
E capital.” That is permanently frozen, as it were, into the company’s structure.
~ So much above that settled rate is surplus. It is distributable if we wish to
i make it so. That surplus grows from year to year as the company prospers,
and can be used to distribute to the shareholders, the proprietors. Now, the
value of the share and the interest represented by a share, whether it is par
value or no-par-value, is represented by the capital and accumulated surplus
of the company; and the amendment which we have made there is simply for
the purpose of clarifying what has been to a certain extent uncertain up to the
present time, and also, as Mr. Stairs mentioned, without my repeating, to
enable a company taking over assets which represented capital, to carry for-
| ward the same surplus into the new company. The one experience that Mr.
' Wegenast mentioned is the gentleman from Maine who took the money that he
mentioned; but that gentleman would never have been able to take anything like
that from Ontario, where he operated, if the Security Frauds Prevention Act
had been in force. The legality and constitutionality of that, as dealing with
individuals in the province and as dealing with property and civil rights there,
, I think are equally unquestionable, so far as legality goes, and it is the
¥ unanimous opinion of the law officers of the Crown in the various provinces.

The CuamrMaN: Mr. Osler, K.C., of Toronto, wishes to address the Com-
mittee.

Mr. Brirron Osper, K.C.: Mr. Chairman and gentlemen, I wish to make
two or three suggestions. I am entirely in accord with what Mr. Long has said
‘ with regard to no-par value stock, but I would suggest that it be carried a little
i further. The section as proposed is quite ample for the future, but during the
J last few years it has been a very difficult thing for directors of the company
acquiring assets in consideration of no-par value stock to determine what the
actual value or consideration is. For instance, they issue their stock against a
share of some other company. Are you going to take the market value or the
book value, or what? What the directors decide there fixes the capital. I
have one or two instances in mind of one or two companies where the directors
are in quite a quandary at the present time. 1 would suggest there that that
section be broadened so that by supplementary letters patent after passing a |
by-law of the directors the Secretary of State may in such supplementary
letters patent fix the capital stock where it has been already issued, as well as ||
fix it where it will be issued in the future.

. v_.f-%:?g;.;—_‘._sv:.:
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The other point is a question of amendment to provide that signatures on
stock certificates may be lithographed or engraved, or at least one of them may.
Under the New York Stock Exchange rules they will not, as the Act now stands,
accept, lithographed signatures. To take an illustration, in the case of the
International Nickel Company, it is going to cost that company about $25,000
a year, probably, to put an additional signature by longhand on the certificate.
The Exchange rules will not permit such a signature, unless the Act specifically
gives power. I do not think that there is any doubt that under the present Act
the directors can pass a by-law giving that power, but that is not sufficient
under their rules; and in view of the international character of a good deal of
the financing, and the necessity of listing on the New York Stock Exchange, I
would suggest that a provision be made so that one signature, at least, may be
an engraved or lithographed signature. '

The only other matter 1 wish to speak to is the question of the section
with regard to transfer agents. That provides that the company must keep a
list of the shareholders at the Head Office. The practice, I think is pretty
general that where a large company has a transfer agent and registrar, they do
not actually keep their list of shareholders, but they get that from time to
time from the transfer agent when it is required. For instance, to refer again
to the International Nickel Company, that company has 25,000 to 28,000 share-
holders, and the list varies from day to day. The transfer agent keeps the list;
and the Head Office of the company is at Copper Cliff, Ontario. Obviously, a
list of shareholders kept at Copper Cliff would be of no use to any one; but if
it is kept by one of the transfer agents in Canada, the list would be much more
convenient. I would also suggest that it be made clear that a transfer agency,
a branch transfer agency, could be kept not only in Canada but without Canada,
because, there again, where you get a large corporation, the only ground upon
which they could be brought to Canada would be that there was a transfer
agency in New York where the American holders of stock could make their
transfers. It seems to me that it should be arranged so there could be no doubt
cast on the legality of the establishment of an agency there, or in London,
England, as the case may be, provided always that there was a transfer agency
in Canada. I have no further suggestion to make, Mr. Chairman and gentle-
men. ;

Hon. Mr. Daxpuranp: I have a motion to make—I do not know whether
it may meet with favour—but I see that there are features in this Bill which are
highly technical, and I move that a Sub-committee be appointed to examine
into the suggestions made and report later to this Committee. I suggest tenta-
tively that the Committee consist of Hon. Messrs. Beique, Beaubien, McMeans,
Willoughby, Murphy, Black, and the mover.

The motion was carried.

The Committee then proceeded to the consideration of Bill V-3, An Act
respecting Investment Companies.

Hon. Mr. Danpuranp: Members of the Committee have heard the memo.
I read in the Senate, which came from the Findnce Department, on the Bill
which is now before us. If any further explanations are desired, I think they
may be available now. Mr. Finlayson has had very much to do with the Bill,
and I feel sure he would be only too glad to answer questions concerning it.
The Bill covers considerable ground, and I understand there are representatives
of financial houses who desire to be heard. I do not intend to press this Bill for-
ward quickly; it should run on parallel lines with the Companies Act Amend-
ment, because they have similar clauses in some respects. We would like to
have as much light as possible upon the Bill.

The CHAamrMAN: The first name on the list is Mr. Arthur Meighen, K.C.
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Right Hon. Arraur MEecHEN, P.C., K.C, Toronto: Mr. Chairman. and
gentlemen, my authority is to represent four investment trusts, vitally affected
by this Bill, and to oppose the Bill in its present terms very definitely and very
firmly. I cannot assume that the Bill as drafted has been very carefully studied
by other than the draftsman himself. Perhaps it would be well to put the feel-
ing we have as to the effect of the Bill in one sentence as I begin. If this Bill
is to pass, or even if its main features pass, investment trust business in Canada,
so far as Dominion charters are concerned, is at an end. The Bill in effect
restricts investments to only such as are authorized by the Insurance Act. An
investment trust can serve no function whatever, if it is restricted to such invest-
ments.

The purpose of investment trusts is to afford the average investor an oppor-
tunity of participating in a diversified and widely spread list of securities, hoping
to attain by such participation a share in the general advance; and secondly,
hoping to attain more than that share because of the employment of experience
and management, armed with the information necessary for such investment and
the statistics that bear thereon. The assumption, at all events, upon which an
investment trust rests is that the average investor requires some assistance for
that character of investment. He does not require it at all for the character of
investment, to which we would be limited by this Act. Anybody can make this
class of investment; he does not need the services of experts, or the advantages of
statistics. The average investor need not pay commission to investment trust
companies, because he can buy such securities himself. Anybody can buy Gov-
ernment Bonds.

The Bill as drafted virtually says to the public: “ If you are going to invest
in Government Bonds, municipal bonds, companies that have long paid divi-
dends on their preferred stock, in these securities, and these only up to a certain
amount, we are quite willing that you employ the services of an investment
trust and pay them; but if you are going to invest in other securities, where

~more skill is necessary, you will have to do it yourself; we won’t let you employ

assistance in buying more involved securities.” The logic of that situation is
apparent immediately you state it.

Investment trusts, while they use the word “ trust ”—at least a number of
them in Canada do—do not use the word in the sense of a trustee relationship
between themselves and their shareholders. The word “ trust ” has that mean-
ing, I know, but that is not its only meaning. The two words * investment trust ”
used together have a distinet connotation in all other English-speaking coun-
tries, and they are getting to have the same connotation here. They do not mean
a trust in the sense of a trustee relationship, but a trust in the sense of a pool-
ing and a gathering together as would be in an amalgamation of several institu-
tions, a gathering together under one institution. In England almost without
exception these institutions are known as investment trusts, and with one prefix
or another, they are all called that. The same is true in the United States. In
Canada there has been considerable resistance to giving our investment trusts
here a like advantage, that is the use of the term “trust.” The resistance, I
think, has been mainly on the part of the regular trust companies, a resistance
that one can understand but which, if given effect to in law, would very seriously
impair the investment trust business of Canadian companies as against that of
American and British companies.

The people of Canada are getting to understand this distinet connotation of
the term “ investment trust.” In fact, I have never run across any confusion
anywhere. As time goes on they will more and more understand it. I see no
sign of confusion gs between investment trusts and regular trust companies.

Upon these arguments and for these reasons, the name “ investment trust”
was given to all our companies. It has been given to others. If it should not have
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been given—and that I very distinctly dispute—the time to refuse was at the‘

beginning. It is not fair to come along now and say, “ Because you have that
name, we are going to put a hoop around your legs; we are going to virtually
blindfold you and direct your operations; we are going to strangle you, because
vou have taken that name, by restricting you to only trust investments.” Surely
such a course as that will not be taken?

It seems to me that the only right thing to do is to pursue the policy that
has been followed where investment trusts have flourished, largely in England.
The public do not take very long to understand the nature of an investment
trust. There is no trustee relationship involved in the word “trust,” and there-
fore there is no particular reason for putting us in charge of an officer of the
Civil Service, or a Minister of the Crown, any more than there is for putting any
other enterprise in the country in a like charge. If it is the intention to take
responsibility for all investments the people make in the country, then the Depart-
ment should go at it consistently and take it all. Manufacturing concerns sell
their bonds to the public, and they sell their stock. Why should they be
allowed to do that without the supervision of the Department of Finance?
They are just as much trustees for their shareholders as we—exactly the same
relationship exists. So that if the Civil Service is to be glorified into a colossal
bureau of business control, at least put all businesses in the same position. If
we assumed the relation of trusteeship the case would be different, but we do
not assume it and we do not pretend to.

The main purposes of this Bill are to place a degree of supervision and
licensing—as it is called—upon this class of enterprise alone; to confine the
operations of investment trust companies within limits not provided by their
charters, and the result would be the curtailment and destruction of their char-
ter rights. To that we most strenuously object. We come to this House to
secure an act of incorporation; we voluntarily impose certain restrictions in our
own charter; we ask that these restrictions, which are severe in themselves, be
there embodied, and we do so because we believe they are sound restrictions
applicable to our business. We lay these restrictions before our prospective pur-
chasers; we tell them what we have done, and that the Parliament of Canada
has given us a charter to operate within these restrictions. We sell our stock]
millions of dollars of it. Xvery stockholder has a certificate based upon those
restrictions and upon the charter of the company given by this Parliament.
But after our shareholders have the certificates in their hands, this Bill comes
along, and if it is passed it will cut those charter rights in two—far more than
cut them in half—and destroy the value of the certificates to the extent, that the
Bill curtails unnecessarily the power of the company. The purchaser did not
buy in order that the powers that his company were to exercise would,;be later
curtailed; he bought because the powers were stated definitely and he knew
what they were. ‘

I do not say that we would object—I do not think we would, or that any
company would object—to supervision that would be involved in seeing to it
that we lived within the charter obligations imposed when we obtained our
license. Nor do I think any company should object to any supervision that
would be involved in seeing to it that every shareholder has full information as
to the company in which he invests. Nor would there be any objection to Gov-
ernment supervision with a view to making certain of honesty of management,
or that facts concerning the management are clearly made known from time to
time. These measures of supervision are not imposed on other companies. For
that reason, and for that reason alone, could we object. We do not object.
But we do object to Parliament coming in and destroying a charter which it
has already granted; and we do object to being made mere office boys of the
Civil Service. We won't require any capacity in our organization any more;

|
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if we have it we had better get rid of it, if this Bill passes. Anybody could
manage an investment trust, if this Bill should become law, for an investment
trust would fulfill necessary no function at all.

We would like to fulfil the obligations we have assumed to our shareholders,
but we would be forbidden to do so if this Bill passes. :

Where is the demand for the restrictions proposed in this Bill? If there
is a demand, I have not heard of it. However indistinctly or indirectly any
public demand has been made, where is the precedent for it? The home of
investment trusts is in England. I would like some honourable member of the
Committee to suggest to me where any procedure of this kind has been fol-
lowed there. In England there have been investment trusts for 70 years, and
they have been of tremendous advantage to the average investor in that coun-
try. I have not heard of any movement of this character over there; and there
is certainly no similar prcposal in the United States. Where would we be in
competition with the investment trusts of those countries, if our hands and feet
are to be tied with legislation of this kind? The immediate result would inevi-
tably be that we would wind up and transfer our assets to some company that
can do business, procuring a charter from some authority where charter rights
can not only be obtained but ean be held intact after they are obtained.

I know, of course, that the Committee will wish to go over the Bill in detail,
and when it comes to that I can express our objection to various clauses. But
I have outlined the essence of the measure, and I have certainly painted rightly
and correctly the result that would follow the passing of the Bill. That, I
think, is the only function I can perform at present.

Hon. Mr. Danpuranp: I understand that your main argument is directed
against any retroactivity in the Bill?

Right Hon. Mr. MeicaeEN: Not at all. My argument is directed to the
very essence and principle of the Bill. ;

Hon. Mr. Danpuranp: Does it not apply more especially to companies tha
have already obtained a charter,—

Right Hon. Mr. MelcueN: It does that; but—

Hon. Mr. DANDURAND: —whose rights go beyond this Bill and are invaded
by this Bill.

Right Hon. Mr. MercHEN: It does that; but the Bill not only affects the
holdings we now have, but it completely restrains us in respect to future com-
panies, and I strongly object to that. We purpose incorporating investment,
trusts, but we do not intend to do so if we are to be mere automatons of the Civil
Service. In a word, the passing of this measure would put the entire field of
investment trusts under other authorities than the Parliament of Canada.

Hon. Mr. MurpaY: Are all the investment trusts to which you refer
incorporated by special Acts of Parliament?

Right Hon. Mr. MrrcaeN: No. They are incorporated under the Com-
panies Act in so far as those that have Dominion charters; but there are
quite a number incorporated under provincial charters, and I fancy that they feel
very happy to-day that they are so incorporated.

Mr. E. G. Long, K.C., of Toronto: Mr. Chairman and gentlemen, I just
want to say a word or two on behalf of the Investment Bankers’ Association
of Canada, which I represent, in connection with the Companies Act. I
have no desire to speak to the details of the Bill, excepting on one point, and
that is the definition of the investment trusts or the companies which come under
this Act, found in section 2. We submit that that is far broader in its language
than presumably the framers of the Bill intended. In other words, it will
include a great many more companies than are commonly known as invest-
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Tt e, I would foiuds e orsuney etk ind il it
! € g ) y companies that did not go
to the public—security companies that were not engaged in the generally
accepted function of the investment trust. If the Bill proceeds further, the
matter of definition is one of great importance, in order to make it quite ,clear
that the corporations affected are what Mr. Meighen has described as being
well recognized investment trust concerns,

The second point that the Association wishes to lay before the Committee
is the matter of general principle which has been very largely covered by Mr.
Meighen. Presumably, the purpose of the Bill was to protect the investor who
puts his money into what are now known as investment trusts. We consider
that the investor is protected in investing his money in investment trusts
the same as he is protected when he puts his money into any form of corpor-
ate venture, by—and I am repeating what I have said before—the protection
which is given through the control of the sale of securities in the various pro-
vinces. In England there is no control over investment trusts and the type
of securities in which they can invest. T understand that in practically every case
in England there has been a voluntary restriction or definition in their charter
as to the type of securities in which they will invest, and certain regulations
as to the form their investments will take. The same situation has obtained
in the United States, where there has been a rapid growth of this type of busi-
ness. In the United States there have been investigations made and a lengthy
report was made by the Attorney General of New York and by Government
authorities in some of the other States, and in none of these States has there
been any definite requirement limiting or restricting the investments in any way.
That is left to the decision of the incorporators of the company as to what.
restrictions they will put in, or if they put in no restrictions at all. It is a mat-
ter of judgment.

Investment trusts in Canada are vehicles through which undoubtedly we
will attract—because we already have attracted—capital and not only from our
own people. The public are given an opportunity to put their savings, their
surplus funds, into companies where they can get a reasonable return from
diversified investments, and where they will have the benefit of skilled manage-
ment. These investment trusts have attracted and will continue to attract
capital for industrial development in greater volume than ever before, and this
capital will come not only from our own country, but from the Continent and
probably even from the United States. A

When you are dealing with investors in foreign countries there is undoub-
tedly a cachet in a Dominion charter; it is recognized usually as of a more
satisfactory standard—with all due respect—than a charter from a Pprovince;
and it would be, we submit, a catastrophe if you prevented investment trusts
organized along the lines which they have in England, organized along the
lines that we and a number of other companies, including those Mr. Meighen
represents, have followed, having an opportunity of attracting capital to Canada,
where we certainly need it and can use it. A Bill such as this would absolutely
prevent the formation and operation of investment trusts not only in Canada
but abroad. There has been no bad experience in England—there have been
some sad experiences in almost every type of business—and there have been no
bad experiences in Canada since these companies have been incorporated under
the Dominion Companies Act, and this Bill seems to be an effort to exercise a
paternalistic control over this type of business, far in advance of any necessity
for it. If some unhappy instances could be pointed to, showing a loss to the
investors, or mismanagement or misappropriation of funds, there might be some
grounds for the Government stepping in. :

Hon. Mr. Danxpuraxp: Would you rather wait for that experience.
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Mr. Loxg: I do not think you will ever meet it, and I do not think one
should imagine it and kill a legitimate business on the assumption that some-
one in the future may go wrong or may make a mistake which will result in loss
to the investors. So on the general question of principle, the Association sub-
mits, through me, that the Bill is one which should not be adopted; that invest-
ment trusts should carry on as they have, under letters patent, and that the
conditions embodied in this Bill, which are really taken almost completely
from the Loan Companies Act—a type of incorporation very ghfferent in its
object and operation from investment trusts—should not come into force and,
so far as Dominion incorporations are concerned, put an end to typical invest-
ment trusts. : _

Hon. Mr. McMgeaxs: What control do you think the Department should
have over these companies?

Mr. Long: Just the same control that it has over pulp and paper com-
panies, or any other manufacturing companies or concerns in which the public
invest their money on the faith of the information given them, faith in the
directorate, or the business the company is going to do.

Hon. Mr. McMeaxs: There is no control at the present, time.

Mr. Loxg: No.

Hon. Mr. Smraton WHITE: In England isn’t there a trustee in one of the
Departments of the Government that controls these companies?

Mr. Long: I don’t think so, sir.

Hon. Mr. SmeatoN WaITE: I thought there was.

Mr. Loxg: Not to my knowledge. I am subject to correction. I under-
stand they are incorporated under the Companies Act, and are just as free in
their operations as a company incorporated to run any other mercantile business-
Is not that so, Mr. Meighen?

Right Hon. Mr. MureHEN: There is a public trustee in reference to trustee
matters, but he has nothing to do with investment trusts. There is no trustee-
ship.

Hon. Mr. Lairp: Would not you think there is some distinction between
a pulp and paper company and an investment trust, which carries the impli-
cation that it is something in the nature of a trust company?

Mr. Long: I do not believe the use of the word “trust” carries the impli-
cation that it is a trust company carrying on a trustee business. There are a
great many investment trust companies in which the word “trust” is no part
of the name. These are details with which I am not as familiar as people
who have been more particularly interested in investment trusts. I do not
believe “trust” is a necessary feature of the incorporation of these companies.

Hon. Mr. Topp: Leaving out the word “trust”, don’t you think the people
who invest in these investment trusts are of a different class from those who
invest in paper mills, and the like?

Mr. Lona: I think they are probably more intelligent investors.

Hon. Mr. Beausien: If I understand you, in the investment trusts incor-

porated up to now, there are in the acts of incorporation some restrictions as to
the investments to be made.

Mr. Lo~xa: That, I understand, has been the practice—a voluntary restric-
tion fixing limits which the incorporators felt were sound; that would give some
assurance to the investor; that would recommend it to him; and yet that would
give them a reasonably free hand to diversify investments and to obtain a

return which would be more than could be obtained from buying tax free
Government bonds.
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Hon. Mr. Brausien: I suppose you commend that practice?
Mr. Lona: Yes.

Hon. Mr. Beausien: That practically means that the amount of money
confided to the investment trusts will surely be invested in a diversified way.

Mr. Lona: Yes, sir.

Hon. Mr. BeauBien: Now, if it is a good practice for the investment
trusts that exist up to date, don’t you think it would be a good thing, perhaps,
to assure by legislation that the same precaution will be taken by the invest-
ment trusts created hereafter?

Mr. Loxg: In the charter?

Hon. Mr. BeauBien: Yes. .

Mr. Loneg: Depending on how restrictive or how elastic you make this;
but there is no sign of elastic in the provisions of this Act.

Hon. Mr. BeauBien: But leaving aside the provisions of this draft, which
may be too drastic.

Mr. LoNag: Yes. ‘

Hon. Mr. Brausien: I refer purely and simply to the principle of the
matter. I understand that both the Right Hon. Mr. Meighen and yourself
state that the investment trusts created up to now have found it of advantage
to bind themselves voluntarily to a diversified investment for their clients.

Mr. LonG: One of the common restrictions is the one which goes to ensure
a diversification. In many of those charters you will find that after the com-
pany’s funds reach a certain figure it must have securities in say fifty different
types of industry, or securities of fifty different types. That is to force them
to spread their securities over a certain area and to get the benefit of diversi-
fication. Speaking from what I know of the United States—and I think to a
certain extent it is true of England—the tendency has been rather towards a
loosening of these restrictions. In some of the earlier incorporations they
mention not only diversification, but certain percentages in each class of indus-
try; but they have got away from that, feeling that it hampered the sound
business judgment of the Board, and the restriction now goes more towards
securing diversification. 'On the other hand, you will find in England and in
the United States many trusts that deal with only one industry—one the oil
industry, another bank shares, another insurance shares—so the shareholder will
know that he is getting expert management in a special industry, which has
been very successful. So you have two points of view on that: one a variety
of diversification, and the other, diversification within one industry.

But I still think on the question of principle, that where you have a sound,
satisfactory board of management, it is unwise to hamper their judgment. It
has been found unwise in all corporate business to try to hog-tie the directors,
as it were, in the management of the business they control.

Hon. Mr. WessTer: These investment companies could not invest, for
instance, in the Montreal Light, Heat and Power stock, for it has not paid the
4 per cent for the past seven years.

Mr. Long: No.

Hon. Mr. WesstER: Therefore what I would regard as a very valuable and
safe stock, they could not invest in.

Hon. Mr. Daxpuranp: Perhaps it is that too much water has gone into
the stock.

Hon. Mr. Wesster: The water has all been squeezed out, sir.

Hon. Mr. Danpuranp: For the information of the representatives of out-
side interests, I desire to say that this Bill is the outcome of a decision of this
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. Committee that a Bill should be prepared for consideration. It is true that
the Bill has come here through myself from the Finance Department, but it is
- the outcome of the deliberations of this Committee. It has been duly drafted,
and now it is for us to consider it and say whether or not it goes beyond what
we are ready to accept. I want to emphasize, however, that this Bill is before
us in obedience to the action of this Committee.

Hon. Mr. Wesster: May I ask at whose request the Bill was prepared?

Hon. Mr. DaxpuranD: At the request of the Committee.

Mr. G. S. Srairs, K.C., Montreal: Mr. Chairman and gentlemen, I have
taken a very great deal of interest in this Bill since I first saw it, and I am sure
that you will all realize that in coming here o speak I do so with all respect
to the Committee. I think we all realize the circumstances under which the
Bill was suggested: that it came out of the discussion on the amendment to the
Companies Act, and I have regarded it, perhaps wrongly, as simply an experi-

| ment, a draft prepared and put before the Committee to enable the whole subject

. to receive proper consideration. I think that those who are given opportunity
to do so would like to discuss it from that point of view. Though we mayv not
approve either of the principle of the Bill or of its details, it may be a very
useful thing to have had the subject ventilated in this Committee.

I do not want to take up the time of the Committee at any great length.
I do not want to repeat what the Right Hon. Mr. Meighen has said, or what
my friend Mr. Long has said, but perhaps I could touch one or two other points
and emphasize one or two of the points they made. First of all, a great deal
of trouble has arisen in this eountry—I think perhaps the principal trouble—
from the designation of these incorporations as investment trusts. It is natur-
ally suggested by people not familiar with such incorporations that there is
something of a fiduciary character about them; that they may in some way
resemble trust companies or something of that kind. I remember, and Mr.
Mulvey will remember, that when petitions began to flow into his department
for the incorporation of these companies, representations were made by the
trust companies—i i _ n clients—complaining of the use of
the word “ trust ” in connection with these companies. That opposition was not
successful, and it was explained that the conjunction of the two words ¢ invest-
ment ” and “ trust” indicated that these companies were something apart from
the ordinary trust companies, and that there was no reason to yield to the
complaints of the trust companies.

You gentlemen, no doubt, will have heard of the use of the word  trust”
in many other connections. A measure which received a great deal of publicity
in the United States was the Sherman Anti-Trust Law. In that case the word

“trust” was used in the sense of a combine or something of that nature; it may
~ be through some sort of loose 01gan1zat10n pooling properties of two or more;
but the real sense of the word in that connection iz combination in restraint
of trade. There is no idea of trust company there, and very little, if anything,
of a fiduciary character except the fact that sometimes a trust organization is
used for pooling things together. Another form of association is one used very
much in New England. I think they now speak of it as a “ common law
trust.” They used to call them “ Massachusetts trusts.” These are simply
unincorporated companies. People who want to form these associations vest
their property in the name of one or more trustees, and they have a long instru-
ment regulating the richts of the trustee and the beneficiaries, and to all intents
and purposes they have a company. Technically they have the form of trust
used in common law, but it is merely an instrument for holding the property,
the trustees holding it for the people having its certificates. There are many
different ways in which the werd “trust” is used in relation to companies

and business generally, and it has got to be distinguished from the ordinary
84907—2
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sense of fiduciary relationships established by deed and will and the sort of
trusts that trust companies administer. These investment trusts are simply
investment companies. You could drop the werd “trust” and not affect the
character or nature of the thing at all. They are simply organized to raise
capital either privately or from the public to be invested in securities—bonds
and shares—rather than in any definite single business. v

With regard to the question of whether there is any necessity or demand
for the regulation of these companies, it seeéms to me that the general principle
ought to be considered. We have in this country statutes under which certain
classes of corporations are organized and made subject to restrictions and
regulations of various kinds. The chief example of that is the Banking Aect.
In addition we have the Insurance Acts of the Dominion and of the provineces,
and the Loan Companies Acts. The Railway Act is a statute of the same
general type. If you think for & moment you will see, I believe, in every one
of these cases, that there is a general principle which suggests that the public
is interested and that it should take more or less of a hand in regulating these
companies. They have special powers in the exercise of what we call a public
calling, like common carriers, or they come directly into the life of the nation
and are essentially of it. The banks must be regulated because they have a
monopoly of the currency and the note issue, and what is practically currency,
the use of cheques. But coming down to detail, I do not think the intimaey of
the banks’ business is regulated to such an extent as it is suggested to regulate
the affairs of these investment corporations by this Act. I need not mention
the Railway Act. The railways are in touch with the public and are infringing
private rights, and must be regulated. Loan ccmpanies are probably on the
border line, but perhaps there is a case for the regulation of loan companies,
for to some extent they are agrarian banks. But I cannot see anything in
principle for the regulation of investment corporations. They are simply
private organizations taking advantage of the general statutes which permit
companies to be organized. They operate under the general laws of the coun-
try; they seek no powers; they have no privileges. There is no difference
between a company organized to buy securities in order to make a profit or
derive a revenue from them, pessibly by resale and reinvestment, and a company
dealing in any other commodity.

When my friend Mr. Long was speaking I anticipated the leader’s question
as to whether, perhaps, he was arguing that he did not want any precautions
taken until the horse had been stolen. But I do not think that is the proper
point of view at all. I do not see that in principle there is any necessity for
that regulation of investment corporations when they do not ask for any special
powers. When I say special powers, of course I mean powers that are not
theirs for the asking under the ordinary rules of law and the rules of the statute
which they operate under. If, unfortunately, it ever should become necessary
to criticize this Bill in detail I should like to have an opportunity to speak
again; but I should prefer not to address myself to that question this morning,
and I merely want to say on behalf of some clients interested in this matter—
investment trusts, and also investment corporations generally, because the Bill
would touch everything, even a one-man company organized to buy securities—
that from my experience generally in the legal profession dealing with things
of this kind, it seems to me there is no necessity for the Bill and that the Bill
is framed on a principle that is basically unsound. Of course, in passing, I
remark what Mr. Meighen and Mr. Long have said—+that it is practically pro-
hibitory legislation. So far as having any beneficial effect, it will not have
anything to operate on. In the first place, nobody can go to Parliament for a
charter every time he wants to incorporate an investment company, and people
will go to other jurisdictions. They are at liberty to do that. The banks, of
course, cannot escape Parliament, but these companies could be incorporated
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 anywhere they wished, and thousands of investment companies that would be
~ incorporated in Canada by foreigners and by our fellow subjects from other
parts of the Empire simply would not come here at all. People who do not
want to come to the jurisdiction of the Dominion would go to other jurisdictions.
Hon. Mr. Daxpuranp: As I view it, this kind of company can be very
successful; and it is not against the orthodox company, those that are well man-
aged by high class people, that Parliament must guard, but against the abuse
which is possible under the powers that are given to other companies that may
 be mismanaged. With that idea in mind, it strikes me that these companies
. can become very highly speculative in risking their capital in stocks of very
questionable character. Here is a certain capital invested in very doubtful
~ security; yet upon the investment of that capital, borrowed from the public,
" debentures may be issued, based upon a statement that the capital so far has
been applied in very promising security, and in that way the ball will be kept
rolling. Then one day the bottom will fall out of everything. Since you speak
of loan companies being on the extreme border, of what has been allowed so
far by Parliament in controlling public utilities and banks, is there not a case
for a law stating to that extent these new ventures about to be launched seem
to be a good moral risk? Otherwise will not a howl be raised in the country,
and will not the question be asked: What has Parliament been doing in allow- /
ing these people to fool the public and not exercising any control?
Mr. Statrs: Well, I think that the only answer to that is that the same argu-
ment might apply practically to everybody in any sort of business. I cannot
see any real difference between going out in the streets and saying that I want
capital to invest in an oil company, or to drill a well somewhere at the edge of
the North Pole, and saying that I want capital to buy shares of, say, ten com-
panies that are going to drill one at the North Pole, one at Labrador, one in the
Turner Valley, and so on. There is no real difference. The principle that I tried
to lay down, which it seems to me is a real principle with some basis of theory
and some relation to fact, is that Parliament should regulate, and we can reason-
ably say ought to regulate companies where they are enjoying special rights that
- involve a monopoly, or some right that affects the public or private rights of
citizens, or something of that kind. But where it is merely a question between
man and man—my going to a chap and saying, “ Do you want to go into a deal
with me to buy stocks in oil wells, or gold mines, or milling companies, or any-
thing at all?” that fellow can say, ¢ No, thanks, Mr. Stairs, I don’t want to buy
your shares or buy your debentures.” Then I have got to go to somebody else.
But it is a very different thing when I want to put my money into a bank. T do
not like to trust the stocking, or the hole under the oak-tree in the back lawn;
I have got to go to a bank. The bank is established by Parliament, and regu-
lated by Parliament. They are the people that are given the right to take care
of my money for me, and they have to live up to certain rules and regulations.
I cannot choose any more than I could choose if I wanted to take a trip by rail-
way to go to Victoria; I have got to take either the people’s railway or some-
body else’s railway; but otherwise it is a matter of private contract, and it seems
to me that the less Parliament can interfere with those matters which are merely
of private contract, the better.

Hon. Mr. WesstER: Do you know of any desire for this Bill from the regu-
lar trust companies that you may be associated with?

Mr. Stamrs: No, I have not heard the subject mentioned, and I may say I
am competent to speak for my firm and for one of the large trust companies.

Hon. Mr. WeBsTER: So it is not from them?

Mr. Starrs: I cannot speak for others, but certainly not from the Royal
Trust Company.
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" ?Hon. Mr. Beique: In your opinion the trust companies would have no objec-
ion _ S

Mr. Sratrs: I mentioned at the beginning of what I said that the trust com-
panies did at one time object.

Hon. Mr. Beique: But they would be reconciled now?

Mr. Stams: Well, they bowed to a decision that was made at the time, and
dropped their protests. That is merely incidental, of course, to this whole sub-
ject. 1 mean that could easily be aroused by saying that you could not use the
word “ trust.” 1 cannot speak for my right honourable friend over there (Rt.
Hon. Mr. Meighen), but I do not know that he pinned his entire case to the
word “trust” in “ investment trust.” The principle is much wider than that.
I am really not authorized to say whether the trust companies would object or
not. I told Senator Webster I had not even discussed the subject with them,
but I do not think they could make any sound objection to it. '

Hon. Mr. Wesster: They never asked you about it?

Mr. Stairs: They never asked me about it, and I do not think they would
have any objection to it, but I think they will have to make clear in the Bill
the distinction between a trust company and an investment trust, so that people
will know that they are two different things.

Hon. Mr. BeauBien: You have probably incorporated investment trusts
many times?

Mr. Stairs: Yes, and I have another that wants to incorporate, but there is
an embargo on them at present.

Hon. Mr. Beausiex: I wanted to find out from you, who have incorporated
those companies, did those companies ask to be limited in their investments?

Mr. Statrs: They did, Senator, for this reason; they advertise it; they want
to select their investments.

Hon. Mr. BeauBien: When they select their investment, what is the reason?
Is it because they want to protect themselves against improvident investments
of money confided to them, or is it because they want to address themselves to
a certain class of the public that are more apt to give them the money for invest-
ment? What is the purpose of the limitation?

Mr. Statrs: It might be either of those purposes. Some of them restrict
themselves, for instance, to investments in some single sort of industries, like
oil company stock. They probably do that with the idea of encouraging people
from the view of hoping to gain large profits because of the speculative nature
of oil companies generally, but to deal in shares on a broad basis, a safer basis
than buying a single oil company stock. On the other hand, where you have a
general investment trust, that is to say, that does not intend to operate in any
particular line of investment, and they adopt a standard, say they are more or
less standardized—everybody likes to vary them a little bit—in that case they
want to advertise the fact that they have other securities by reason of not put-
ting all their eggs in one basket. That is, there is the diversification idea.

Hon. Mr. Beausien: And that helps them to get capital?

Mr. Statrs: Probably they think it does.

The CrAlRMAN: Thank you, Mr. Stairs. The next speaker is Mr. Hugessen.

Hon. Aprian K. Hucessen, K.C., Montreal: Gentlemen, I will not detain
the Committee for very long. I wish to support what has been said by the
gentlemen who have preceded me, but I wish to view the matter from a slightly
different angle. They have dealt with this Bill from the point of view of invest-
ment trust companies, properly so-called. Now, the Bill as it is drafted applies
not only to properly called investment trust companies, but to every company
having as its principal object the investment of its funds in shares and securities.
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Now, I doubt whether the Committee realizes the extent to which com-
panies are incorporated with that principal object of investing in securities
under the present Companies Act. I took the trouble yesterday to go through the
official Gazette, which gives the incorporations of all the companies, for the
past two months—the months of March and April—and I found that during
those two months alone 47 companies had been incorporated with the principal
object of investing in securities. That is an average of something like 250 com-
panies & year. Now, of those companies incorporated for that purpose, I doubt
whether 5 per cent of them have offered to the public for capital, or ever
intend to offer to the public—of this country at any rate,—for capital. There
are a number of so-called private investment companies, and moreover, there are
a great number of persons in the United States and in Europe who wish to
take advantage of the very excellent provisions of the Dominion Companies
Act, and to incorporate companies here to take advantage of our Act, who
would be deterred, who could not come here, if this Bill was passed.

This Bill provides that every investment company must be incorporated in
the future by Act of Parliament, and it prescribes very serious limitations
on the class of investment which each company may engage in. I take it that
the object of this Committee is to protect the public against wildeat investment
schemes; but I wish to point out that if the Bill passes in its present form it will
take in a very much larger class of companies than the Committee intends
to deal with.

Hon. Mr. MurpaYy: In other words, it would affect companies whose
primary object was not to ask investments?

Mr. Hucessen: Precisely. I wish the Committee would allow me to give
one or two examples from my own practice in the last few months, showing what
the effect of this Bill would be.on certain particular clients. A few months ago
I incorporated a company for some French clients, with a very laudable
object of permitting a number of French capitalists to interest themselves in
Canadian mining companies of the better sort, such as Noranda, International
Nickel, Consolidated Smelters, ete. That company made no public issue at
all in this country, and has no intention of making any such issue.’ By its
charter it is provided that it must invest in the shares of mining companies
principally. That company would come under this Act. The result would be, if
section 64 of the Act applies to this company, that after the 1st of July next
that company would only be able to invest 50 per cent of its assets in the securi-
ties of mining companies, for the very purpose of which it was incorporated,
and the remainder of its assets it would have to invest, 10 per cent in banks and
insurance companies and investment companies and public utility companies
and railway companies. The Commitee will see that that is absolutely inapplic-
able to a company of that kind.

Then there is another company which I incorporated some months ago for
clients in New York. The reason why they wished to come under the Dominion
Companies Act was that the previous company was incorporated in New Jersey,
and they had the idea of amalgamating with another incorporation, and under
the laws of New Jersey they could not go through those amalgamation pro-
ceedings so conveniently as if they incorporated in Canada, under a Canadian
company. That company is & private company, with only 30 or 40 shareholders,
and its investments are largely confined to public utilities. Now, if this Bill
passes that company will have to diversify its investments. Of course that
won't happen; the company will go away, and what will happen will be that
no such company as that will come to Canada for that purpose in the future,
and this country will lose considerable revenue from incorporation fees pay-
able to the Department of the Secretary of State, amounting to a very consider-
able sum from those companies, and the annual fee payable upon the filing of
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the annual return to the Secretary of State; and then the province of Québec

receives a considerable revenue from these companies by the way of annual tax

on capital.

It is impossible to conceive that those gentlemen, who have the option of
coming here or going to Bermuda or going to Mexico or Cuba, if they have under
this Act to get a special Act of Parliament and go to the expense thereby
involved, and then, after they have done that, if they have to diversify their
investments and submit to the Superintendent of Insurance—those Americans
who have nothing to do with Canada, whose investments are all in the United
States, who have never made a public offering in Canada—if they have to sub-
mit themselves under this Bill to a Department of the Treasury, why, they will
not come here, that is all, and the Committee can well understand why.

There is another company I am in course of organizing for some American
and European interests, with the idea of investing principally, almost entirely,
in the shares of European insurance companies and banks. The reason why
those people come here is because, as 1 say, English capital and American
capital are both involved, and Canada is a very convenient sort of half-way
house between the two. If those people have to go to the trouble of having
a special Bill put through Parliament they will not go. Furthermore, the very
name of the company implies that it is going to confine itself to investment in
insurance shares, which makes it nugatory to attempt to apply the provisions
of this Bill to it and to make it confine its investments to such and such a class
of interest, and 10 per cent to such another, and so on.

There are numerous other classes of private investment companies which
never make public offerings in this country, and never have and never will make
public offerings to which this Bill would apply if it were passed. There is one
class of company that 1 might mention, and that is an investment company
incorporated by an individual here, a wealthy Canadian who is perhaps owner
of a great number of shares and securities in the United States and various
countries. Upon his death, if his name appears personally as the owner of those
shares and securities, his estate will be liable to pay succession duties perhaps
in half the States of the Union as well as in Canada. Well, it is a very common
practice, and I do not think it is at all one that should be discouraged, for that
Canadian individual to incorporate an investment company here, to whom he
turns over those securities. He continues to pay succession duties in the prov-
ince in Canada in which he resided, because that is not affected in any way,
but the effect is that his estate avoids paying succession duties in all those other
countries. That would be impossible if this Bill passed.

I just wished to go into a little more detail than the gentleman who pre-
ceded me, and give to the Committee a few examples of the way this Bill would
work in practice if it is passed.

The CHAIRMAN: Any questions, gentlemen? I think you, Mr. Hugessen.

The Cuamrman: The next speaker is Mr. A. W. Roebuck, President of the
Diversified Investment Trust, Limited, of Toronto.

Mr. A. W. RoeBuck: Mr. Chairman, I do not know, representing the par-
ticular institution it is my duty to appear before you to-day to represent, that
I will say quite so many or so severe things against this Bill as those who have
preceded me, because I think that the institution I represent is the type of insti-
tution which the drafter of this Bill had in mind when it was drawn. It is an
investment trust, under that name, incorporated about one and a half years
ago, and which diversifies along the lines, evidently, of the drafter of this Bill.

I say I would not attack it quite so strenuously as the others from the
standpoint of the company that I represent, but I think I would attack it equally
strongly from the standpoint of the industry at large. The company that I
represent has restricted its investments, as has been suggested by a number
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- of other speakers, but it has been on a different principle from that evidently
[ aimed at in this Bill. The restrictions have been for the purpose of diversifying,
" not with the idea of substituting some stereotyped rule of investment for the
| wisdom of the directors and investment officials.

1 Let me point out that our company requires that there shall be $150

2 behind each $100 of bond investment, because bonded investment rests prim-

arily upon physical assets. But it makes no such provision with regard to com-
mon stock, because naturally it is the earning power of the company that is

b considered in that case. Now, those are the only restrictions so far as the quality
. of the investment is concerned. The balance of the problem of quality is left
| to the wisdom of the investor, and I submit that it is utterly impossible to sub-

stitute the wisdom of lawmakers and the drawers of Bills for those who are
" doing the active work of investing.

This'Bill proposes to say to us, “ You shall invest in a company that has
paid dividends for the last seven years at the rate of 4 per cent.” Now, I think
we can go on operating, and comply with that regulation. We can in the par-
ticular institution that I represent. But I say that it will hamper our opera-
tions. The investments that we have made and that we hope to make are along
the lines contemplated by the person who drew that paragraph, but the para-
graph is arbitrary, not based on good principles, and the result would be that
many good companies in which we might invest would be excluded from our
field. Our portfolio manager is here and can give a number of illustrations to
show how we would be prevented from investing in the securities of many good
companies which are not paying dividends, while we would be able to invest in
the securities of other companies that are not as good but that have paid divi-
dends for seven years. The payment of dividends is not a criterion as to the
soundness of a company’s securities.

Hon. Mr. WesstER: Is it a fact that many companies have impaired their
assets by paying dividends?

Mr. RoeBuck: Quite so, sir. As a matter of fact, any company is poorer
to the extent to which it pays dividends. The criterion as to the soundmess of a
company is its earning power, how much it writes off for depreciation, and—

Hon. Mr. Lamp: Is it poorer if its earning powers justify the dividends?

Mr. RoeBuck: Yes, it is poorer dollar for dollar that it pays out in dividends
than it would be if it used the money to improve its assets.

I wish to commend the Committee, not to criticize it, for the efforts which
it has put into this Bill. But the Bill looks to me to be somewhat immature,
and a worse feature than its immaturity is the apparent attempt to lay burdens
upon those who are carrying on the business.

As T say, this company can continue its operations with this Bill in force,
but this company has undertaken the organization of a very considerable and
very extensive analytical system. It costs money, it is true, but we think the
time is rapidly approaching when our investment service can be used by other
companies as well as the one which now uses it. Like Mr. Meighen, we hope to
organize other companies, but this Bill says that we cannot organize a company
unless we have $250,000 capital subseribed and $100,000 paid in over and above
all liabilities. Now, it may be, and I think it is likely, that we shall desire to
organize some small companies for special purposes in limited fields, companies
specially adapted to some particular field in question, and to give to such
companies the general services of investment. A large concern is able to afford
it, but it is out of the question for smaller companies if that regulation passes.

Under the Bill a burden is laid on the directors who make mistakes and in
some way invest in securities not authorized by the Bill or, I presume, by their
charter—that is, if they make a mistake as to a question of fact—in that they
shall be personally liable for any losses that are incurred. In criticizing this, I
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am not speaking particularly for the directors, although I am one and would be
liable to such burden, in the event of such a mistake by my company; but I think
that thought is immature, and that just a little of that kind of thing will make
it about as dangerous to take care of public money as it is to carry dynamite in
one’s clothes. The most that can be asked of any director is that he shall not
be negligent in his work. If he is blameless in that respect, he should not be put
in the dangerous position that the Bill stipulates. ; '

The restrictions in our charter were satisfactory to our shareholders, and
they signified it by paying their money into our hands. The added restrictions
in this Bill would cut directly across what they have approved, and would impose
unnecessary impediments without any resulting beneficial effect.

As 1 have said, our portfolio manager would like to give you some illustra-
tions of how good companies would be excluded and poor companies would be
included, under the proposed regulations. You should not attempt to cramp the
genius of those engaged in this business, for there is just as much scope and field
required for this class of company in speculative investment as there is in trust
company investment. I think you can disabuse your minds of any impending
disaster in connection with these companies. :

If T went out, as Mr. Stairs has pointed out, and asked some people to
subscribe to a mining venture, I would put all the funds that they put into my
hands into a hole, and if that hole did not have metal at the bottom of it they
would lose every cent they entrusted to me. If I went into a trading institution,
with every dollar that they put into my hands I would probably buy goods that
could be sold for $2, but if T could not sell the goods, or if I could not sell them
at a profit, the money would be lost,—or at least a portion of it would. But this
could not be the case where people invest in the shares of an investment trust,
because with any reasonable diversification no grand disaster can overtake us.
We may lose on one or two investments, and in a wild crash of some kind our
securities may go down, but the earning power is still there, -and the very worst
that could happen is that we may have to suspend our dividends till we have
made up some of our depreciation. But it is impossible to go into bankruptey
so long as ordinarily reasonable care is used. On the other hand, the generxl
advance in business in Canada during the last generation or more, and the pros-
pect that business and industry not only in Canada but all over America will
continue to advance, are such that investment companies have only to be honest,
reasonably intelligent in the selection of their investments, and reasonably eon-
servative—but you cannot impose the conservatism—in the choice of their invest-
ments, and the growth of the companies, with resultant profits, is certain. There
is no need to fear disaster for these investment companies any more than for
commercial or manufacturing organizations. :

Hon. Mr. McLex~aN: Didn’t the British investment trusts, after having
had a great deal of success, suffer a slump and go through a very bad period?

Mr. RoeBuck: 1 suppose, sir, they have had a number of slumps, and so
will we; but the point T would like to make to you, sir, is that notwithstanding
the slumps through which the British investment trusts have gone from time to
time, they have remained in business and have proven popular with investors,
have retained their popularity. :

Hon. Mr. McLENNAN: Did not some of them go out of business?

Mr. Roeuck: I am afraid the subjeet is a little bigger than I can handle,
as far as that question is concerned. As I say, we have been actively engaged
in investing funds in this way for about one vear, and in that time we have got
a good deal of business. But the industry is new in Canada. We have been
watching the British methods and following them as closely as we can, but I
have no information that some of the British companies went out of business;
there was no reference to that in any of the literature I have read about them.




BANKING AND COMMERCE 67

: Hon. Mr. McLesNAN: It was some thirty years ago—I did not mean
lately. '

, Mr. RoeBuck: Perhaps thirty years ago, but for the last twenty-five or
thirty years I do not think there has been any trouble in that regard.

Mr. Fraxk B. Commox, K.C., Montreal: Mr. Chairman and gentle-
men, this meeting has been devoted to inquiry in respect to this subject. The
business has grown to such proportions that it is proper that we should conduct
investigation as to what action, if any, should be taken. I feel that this inquiry
has been quite comprehensive, and that the more important points have been
very clearly brought out; and I do not consider it necessary to review or
emphasize them.

I would particularly mention that we should not lose sight of the fact that
this is an inquiry with respect to investment trusts, as different people under-
stand them in different ways, and that therefore any action that is taken should
be confined to investment trusts, and that the very wide variety and large

‘pumber of other companies doing investment business, but who do not come
under the classification of investment trusts, should be excluded. They are not
excluded at the present time under the Bill.

I would like to bring out this thought: The investment trust is an institu-
tion that is the result of evolution. It started with the idea of pooling the
investments of different investors, placing their money in the hands of people
“who, perhaps, had greater experience and judgment in the selection of invest-
ments than the larger number of shareholders of the company. When the idea
was first introduced diversification was established by the companies them-
selves as a policy that would give the maximum of protection. But they were
feeling their way, and as they get more experience in the matter of pooling
investments and became more expert judges of the soundness of securities, cer-
tain restrictions came to be recognized by many people as not necessary, and,
in fact, as very seriously impeding progress. Therefore, the idea of diversifica-
tion among many industries has by a large number of companies been aban-
doned, and this policy has been followed by one of specialization in some indus-
try, such as tea, rubber, public utilities, and any other big branch of industry.
I might cite, as a rather interesting example, a company which I have just
incorporated, a whaling industry investment trust, a company under control in
Norway, carrying on whaling operations exclusively in the Antarctic regions,
financed in London, and incorporated in Canada. If we applied the principle
of diversification and required that the people running this company should
invest in bank shares and railway shares and insurance shares and Government
bonds, and so forth, I venture to say that nobody would place their money in
the hands of an expert whaler for the purpose of investment in other fields.

Not only has there been a specialization in certain lines of industry, but
now we have investment companies specializing in geographical areas, and the
people controlling these companies have special knowledge of the areas. And
we have certain companies that are coming out now which are formed for the
purpose of securing profits on capital appreciation.

As a result of evolution during the last twenty or thirty years, the term
*“ investment, trust ” now includes a wide variety of institutions. And none of
us know what it may include in two, three, or ten years from now. Therefore
it would appear that whatever policy is adopted in regard to new regulations
for these companies, should permit of sufficient discretion being used so that
there should be included under the classification of investment trusts whatever
according to sound business is aeccepted as such; and that our Canadian Com-
panies Act, or any other Act that we may adopt, should provide for the facility
of operation of these institutions without undue restraint.
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The question has been asked as to what may be suggested as a degree of
regulation or proper supervision. In our discussion a few days ago of the proposed
amendment to the Companies Act, certain features of that Act were emphasized.
I do not recall that there was any special consideration of the section which
it was proposed to embody applying to companies which would use the words
“investment trust,” and I would suggest for consideration that we examine that
section at the proper time with a view to seeing whether or not, it does properly
cover the situation. At the present time no one can incorporate under the
Companies Act with the word “investment trust” in the name, unless the Secre-
tary of State should consider than company properly comes under such a classi-
fication.

Furthermore, the Secretary of State, having it in his discretion to grant or
withhold permission to use the name, is entitled to see that such restrictions as
are appropriate to the particular company are in its charter. Three or four
years ago the Secretary of State may have required a certain type of restriction
which he would not deem necessary to-day, and as time goes on other restrictions
will be required. If the amendment is adopted, and as the Act will give the
Secretary of State, if the amendment goes through, power to investigate these
companies and see that the restrictions are being complied with, he will have
the right to have the company wound up if they are not complying with the
restrictions. It would appear to me, gentlemen, that a regulation of that kind
which is under consideration in our amendment to the Companies Act would
adequately govern the situation here, and much more suitably. That would
leave the matter to the discretion of the Secretary of State. It is properly a
company matter. Investment trust companies are not so distinct from other
companies that thev require special legislation. The Secretary of State keeps
fully informed as to what kind of corporate organizations are required, and I
feel that we are safe if we leave to him the discretion as to when it is proper
to grant or to withhold the right to use the term ‘“investment trust” and as to
what restrictions are appropriate for insertion, according to the particular cir-
cumstances put before him and according to the practice with respect to invest-
ment trusts from time to time.

Hon. Mr. WessTer: Do you think this Bill would keep fresh capital out of
the country?

Mr. Common: If this Bill becomes law, before the first annual meeting
of that company is held, steps will have to be taken to wind it up, and at the
first annual meeting the directors will have to go to their shareholders in Eng-
land and on'the continent, and say, “We are sorry, but owing to a radical change
in the Company laws of Canada we find we cannot carry on there.”

Hon. Mr. Wesster: What is the reputatlou of Canada to-day in'Belgium,

say, in regard to investments?

Mr. Common: I may say, gentlemen, it is only those who carry on business
exclusively in the incorporation of companies, and who contact with those
foreign interests, who are aware of the way in which Canada is regarded by
forelgn investors, and of the splendld adwertlsmv Canada is gettmg Business
is now international. People in Belgium are doing business in South America,
people in Norway are doing business in the Antarctic regions, and so forth and
so on, and holding oompanies are coming more and more into vogue. It is
therefore necessary that those foreign investments should be centralized in some
country which has stable laws and whose financial condition and governmental
policy is sound. I have been present at meetings on the continent, in Belgium,
where there were between 2,000 and 3,500 people present, and have heard
addresses delivered to those people by members of the stock exchange, along
thin line: “Gentlemen, what we are particularly considering to-day is a holding
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~ company doing business in different parts of the world, and the question is
. where the holding company should be located. Owing to unstable financial
. conditions affecting some of the governments of Europe, it would seem desirable
that this capital asset which is distributed over distant sections of the world
should be located in a country with a reasonable taxation policy, whose govern-
‘ment only collects such money as is necessary to the carrying on of government
of the country, and is reasonably free from any growing radical spirit that may
suggest capital taxes.” And I have heard Canada strongly recommended for

s that purpose, as a country offering the protection of the British flag with all the

. guarantees of private rights that is supposed to carry; a country with up-to-date

~ company laws; a country which is free from that radical spirit which all sound
investors necessarily feel called upon to take into consideration. I speak of
that as one instance, but I can tell you that my confréeres and myself are in
touch with lawyers and bankers in all the large financial centres of the world,
and this consideration—protecting the foreign investors— is an inducement to
locate companies in Canada.

While we may say these companies do not bring a tremendous advantage
to Canada immediately, one thing is certain, and that is that Canada is becom-
ing known to foreign capital. What Canada needs now is capital and immi-
gration. As to the capital situation, there is abundant capital in the different
countries of the world, most of which is not acquainted with Canada. If we
can make it acquainted with Canada by proper means it seem inevitable, through
this foreign capital becoming familiar with Canada, that we will receive a
benefit. Some of it will eventually find its way into the development of Canadian
industry, and for that reason as well as for others which have been mentioned,
it would seem very important that we should carefully watch any change of our
company or taxation laws in order that the movement that is now under way,
and that is substantial, should not be discouraged but if anything should be en-
couraged. I thank you, gentlemen.

The Committee adjourned to meet after the sitting of the Senate.

The Committee resumed at 5 p.m.

The CuamrMaN: When we adjourned we were dealing with Bill V-3,
respecting Investment Companies. Are there any other gentlemen who would
like to be heard on this Bill?

Mr: Jounx Appreron: I represent the Dominion Mortgage and Invest-
ments Association. That association includes the preponderance of the trust
companies doing business in Canada. ;

Hon. Mr. Daxpuranp: You mean the old line trust companies.

Mr. AppLETON: Yes. The speakers who addressed you this morning used,
quite frequently, the term “trust” when they were referring to what is known
as the investment trust company. I merelv want to refer to that to illustrate
the confusion which arises from the use of the term “investment trust” when
applied to companies who do not do a trustee business, but who do merely an
investment business. Mr. Stairs, this morning, referred to the Royal Trust
Company as having protested against the use of the term “trust” in the titles
of investment trust companies, and left the impression that that particular
company was not now concerned with respect to the use of that word on the
titles of investment trust companies. I might point out, Mr. Chairman, that
Mr. Jellett, the general manager of the Royal Trust company, is president of
the Dominion Mortgage Investments association.

The CrHAIRMAN: I do not think there is anything in this Bill under discussion
regarding changing the name.
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Mr. AppLeToN: What I want to do is this, to impress upon the committee
what we regard as being very important; that is, the elimination of the word
“trust” from the title of investment companies. We think that the word
“trust ” should be reserved for the use of those comflanies which exercise trustee
powers.

The first trust companies were organized in Canada about fifty years ago,
and they have done a great work in building up their companies and accentuat-
ing the idea that a trust company was one which exercised trustee powers—acted
as administrator and executor; and, as a result, the public in Canada have come
to realize that any company with the word “ trust ” in it is a trustee company.
We want to preserve that status for trust companies. We are not interested in
other portions of the bill. I have no instruetions from the association to discuss
with the committee the other sections of the bill—just that part with respeet to
the use of the word “ trust ” and “ trusts™. If the Companies Act is amended,
or if a new bill goes through, the trust companies would like the committee to
provide that the word “ trust ” shall be applied only to those companies which
exercise trustee powers. If the word ‘ trust” is used, then the company using
the word “ trust ” in its title should be subjected to inspection, and subjected to
the regulations required in reports identical with the reports which trust com-
panies have to make at the present time.

Hon. Mr. WiLLouvesBY: Might I ask if they have any trouble in England
in connection with this matter?

Mr. Avereron: In England I do not know of a company that uses the
word “ trust ” company that exercises trustee powers. We have had confusion
arising in Canada since the first investment trust company was incorporated, I
think in the latter part of 1926. Our clientelle in Canada is very large. As the
assets of the company aggregate two million dollars, our clients come to us, and
usually say they have invested in another trust company; and that misappre-
hension and misconception was very, very general. In consequence of that, a
deputation headed by Mr. Jellett, of the Royal Trust Company, waited upon
Hon. Mr. Rinfret, Secretary of State, and the Minister of Finance, and asked
that the Secretary of State issue no more charters to so-called investment trusts
with the word “ trust ” in them; and we left with the impression that no mere
charters would be issued with that word in them. Our action was taken merely
to remove the confusion which existed in the public mind.

Hon. Mr. WirLovcuBy: Do they use the words  investment trust ” in the
old country?

Mr. AppreToN: No. There is no regulation providing as to titles that I
know of in England. : '

Hon. Mr. MurpHY: Do they use the term?

Mr. AppLeToN: They use the words “ investment trust” in England, but
there are a large number of companies which do precisely the same business
which do not use the words “ investment trusts ”. i

Hon. Mr. WiLrougHBY: It is used?

Mr. ApPLETON: Yes.

Hon. Mr.-Haypon: What do the others use?

Mr. ApprLETON: Stocks and Shares—Rubber Shares Limited.

Hon. Mr. Haypon: Share companies.

Mr. AppreroN: Share companies. In the United States, the great majority
of investment trusts do not use the word “trust” or “investment”, and, in
Ontario, a large number of investment trusts have been incorporated, but the
Ontario statute forbids the use of the word “ trust ” in the titles. Nevertheless,
they are being incorporated, and without the use of the word “ trust .
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i S50 U Qﬁebec, there is a similar regulation; and our attention, in 1927, Was
~ calied by the department to the fact that charters were issued by the Dominion

 Government with the word “trust” in them, and a good many of the applicants

o

themselves made application to use the words “investment trust” and they

were accommodated by the Secretary of State.
Hon. Mr. MurpHY: I was going to ask you whether, in the case of people
who said they had invested in investment trusts, and when they were informed

.- by your company in the matter—whether they withdrew their investments?

Mr. AppreToN: I cannot answer that specifically; but we have to explain
to them the difference.

. Hon. Mr. MurpHY: That is what I want to get at. To what extent does
~ the confusion and misapprehension apply?

Mr. ArrLETON: Very genererally. Our clientelle—

Hon. Mr. MurrHY: After they found out the difference hetween the two
companies, did they then withdraw from the company. From your statement it
- would appear they had invested under a misapprehension.

Mr. AprLETON: They had invested in the investment trust company under
a misapprehension. They had invested in the investment trust company under
the belief that it was a trust company; and I think it was a very natural mis-
take they were making.

Hon. Mr. MurpHY: They did not do anything further as far as yvou know,
after the explanation was given? :

Mr. ApprLeToN: No. Trust companies are very particular in instructing,
because, naturally, they are consulted by a very large number of investers in
the Dominion. That explanation was necessary, although it should not be
necessary. That is the only question we desire to bring to the attention of the
committee—the desirability of eliminating the word ¢ trust” from the title
of so-called investment trust companies or investment companies.

Hon. Mr. McGuire: Are there companies in England which act solely as
executors, known as trust companies?

Mr. AppreETON: I do not know of one. There is the public trustee; that
is all. I might add that in the United States the trust company powers of the
banks are ‘'very very minutely defined by state legislation. ;

The CuamrMan: If there are any other gentlemen who wish to speak
before the committee, I would ask them to confine themselves to the subject.

Mr. G. G. Hype, K.C., Montreal: I am against the principle of the Bill,
because I see no reason for any special legislation against these investment
companies. They are purely investment companies, as I understand the com-
panies that are attacked. Now, practically every company that gets a charter
or letters patent at Ottawa is given that power. It is the power under the
provisions of section 32 of the Companies Act.

My special objection is in connection with the diversified standard securi-
ties of, let me say, a company that got letters patent out in 1927. This
company is authorized as a trust company expressly by its charter to purchase
and generally deal in various Standard Oil cempanies and their subsidiaries
(provided that at no time shall more than ten per cent of the company’s invest-
ments be placed in the securities of any one such company or subsidiary). I
submit that if that power is taken away from them, that the people that they
sell their shares to will be put in a false position. The people really have a
contract that is made with them. This contract will be broken, I submit, by
the action of Parliament, if this investment bill should go through.

. Some reference has been made to the fact that inspection should take
place by some government official. Under the terms of the provisions of the
Companies Act, section 120 and following, an inspection can be made by the
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Secretary of State at any time. I submit they can go ahead and examine and
Investigate or inspect the affairs of these companies. The auditors are required
to under the Companies Act. They can make their report. 1 submit something
could be added to the provisions concerning the duties of auditors which would
require them to state that a company had interfered with any such require-
ments of its charter. I see no reason why the investment companies should be
especially picked out for investigation or special legislation.

Hon. Mr. Danpuranp: The committee may desire to hear Mr. Finlayson,
and put a few questions to him. He has had considerable to do with the draft-
ing of this bill at the request of the committee. It may be that he has no
special statement to make, but probably he would be willing to answer questions.

The CuairmaN: Mr. Finlayson is here, and he is able to answer any ques-
tions that may be asked in connection with this bill. ,

Hon. Mr. MurrHY: Before examining Mr. Finlayson, may I say that one
of the gentlemen who addressed the committee this morning gave it as his
considered opinion that this bill was invalid, and he added that if the Deputy
Minister of Justice was brought before the committee he would sustain that
opinion. Now, if that is the fact, would we not be proceeding to no purpose.
I bring that point forward now to get your opinion whether Mr. Edwards
should be our next witness; and, if that is agreed to, then why should we
proceed?

Hon. Mr. Daxpuranp: Mr. Finlayson may be in a position to give some
data on this question.

Hon. Mr. MurpaY: I have no doubt; but Mr. Finlayson is not a lawyer.

Hon. Mr. DaxpuraND: I think he knows fairly well.

Hon. Mr. MurpHy: Well, let us not lose sight of what this other gentle-
man said.

Hon. Mr. Daxpuranp: We could have Mr. Edwards here at our next
meeting.

Mr. G. D. FINLAYSON, Superintendent of Insurance: Honourable gentlemen,
I may say I do not want to make any note of discord to the disapproval that
is accorded thig bill. I do not want to apologize for the bill or defend it. I
have been asked to draw up a bill of this character, and I have done so to:
meet, so far as I could, what I conceived to be the wish of the committee;
that is, to have a separate bill dealing with this class of company for the
consideration of the committee and to provide the centre of discussion on this
subject. I was not present at the meeting of the committee at which that
suggestion was made, and so I had to act largely on the printed report of the
proceedings. It was suggested that the bill should follow somewhat'the same
lines as the Loan Companies Act, the Trust Companies Act, and the Insurance
Act; and, in putting together this hill, as you will see, I followed very largely
the Loan Companies Act. S

Two questions arise. One is apart from the principle as to whether it is
desirable to deal in this way with this class of company. Assuming that that
is admitted, two questions arise: Should anything of a regulatory character
apply only to companies incorporated after this date, or should an attempt be:
made to extend its application, in whole or in part, to companies already incor-
porated? That very same question arose at the time the Loan Companies Act
of 1914 and the Trust Companies Act of 1914 were enacted by parliament.
Then, for the first time, the loan companies and the trust companies were brought
under fairly detailed supervision, and the policy was adopted then of largely
exempting existing companies from the application of those Acts. There was a
clause inserted similar to what is now in the Companies Act, providing that the
Minister of Finance might, in exceptional cases, order an inspection of a par-
ticular company.
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: Those Acts remained unamended for approximately ten years. During that
- period it was well known to ministers of Finance, and they have so stated, that
there were companies that required investigation among the loan companies
and the trust companies, but that, by reason of the invidious nature of the choice
left to them, they were unable to order the inspection of a particular company,
because it was felt that if the company were bad, the publicity given to this
single inspection would probably hasten its downfall, and, if it were good, then
an injustice was done that company by singling it out.

Hon. Mr. MurpHY: When you say “ trust,” do you mean investment trust
companies? -

Mr. Fixpayson: No, sir; the real trust company, the fiduciary institution.
So much was that so, that in 1920 both those Acts were amended by parliament,
providing for a systematic detailed inspection of all loan and trust companies
by the government department.

Now, I think -it was the general opinion then that it would have been a
very good thing if the substance of the amendment of 1920 had been incorporated
in the original Acts of 1914. There are many people in this country, and some
in others, who would have been saved considerable money if that had been done.
So that, in considering this question now, it occurred to me whether it might
not be well to be guided by our experience in those cases, and to provide for the
very much larger application of this Act to existing companies if, and only if
they are operating under the names which include the word “ trust,” and if they
issue their debentures to the public.

The intention of this bill—it may not be carried out—is that the invest-
ment company which is not operating under the names including the name
“trust company,” and which is financing itself wholly by capital stock and not
by debentures issued to the public, shall remain in possession of practically the
same investment powers which it enjoys now under the Companies Act, and
under the clause inserted.

Now, I do not say that is completely true; there are exceptions; but I think
it is very generally true; and so far as their larger powers are concerned—the
powers which they may exercise apart from investment—they remain in pos-
gession of those in their entirety. ;

Now, so far as criticism of the details of the measure went this morning,
I am sure that those can all be very readily adjusted. Take, for instance, the
question of the private company. Mr. Long was good enough to write me a few
days ago about that, and I advised him that it was not the intention that this
Act should apply to incorporated individuals or incorporated partners in issuing
their securities to the public. I have also had some communications from the
Investment Bankers’ Association, and I have replied to them in the same way.
I am sure that the question of the investment sections, which were criticized
this morning, can also be adjusted. The limitation on investments permitted
even to the companies operating under the word * trust” is not so very narrow
as we might have supposed this morning. It does not exclude the Montreal
Light, Heat and Power stock. Insurance companies are investing to-day—at
least they did last year—in Montreal Light, Heat and Power stock. It is per-
mitted under this bill. There is the limitation of four per cent, and there is the
proviso which says that any company which pays a half million dollars in
dividends in any way, qualifies the stock in that way. Most of the exceptions
that have been taken can be explained in that way.

1 am sure it is not necessary for me to deal with the constitutional aspect
in the.presen‘ce of constitutiopal lawyers. The same question was argued before
committees of parliament in 1927 in connection with the amendment to the
Loan Companies Act. I think the very same question arose then that would
arise now. At that time I presented to the committee the written opinion of
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the Deputy Minister of Justice who said, “It has not been a serious question in
view of the decisions of the Judicial Committee, that the enactment of the
provisions of 49 is strictly within the legislative competence of the Parliament
of Canada.” '

As I say, I, perhaps, am more conscious of the imperfections of this bill
than anyone else. I think the discussion this morning was very enlightening
and very instructive. I am quite sure that further discussion will help in ironing
out a lot of the objections.

Hon. Mr. Murnay: I understand the Right Honourable Mr. Meighen
would like the attention of the Committee for a moment.

Hon. Mr. Brique: I would like to say a word before Mr. Meighen speaks.
One of the parties suggested that this matter be dealt with by a special bill, and,
although I appreciate the force of the criticism we have heard this morning and
heard the other day, I haven't heard anything to change my opinion.

I was glad to hear the criticism this morning, and I am sure it will be the
desire of every member of this'Committee to see that, as far as possible, we do
justice to those criticisms by amending the draft bill which has been prepared.

I rose especially to read, with the permission of the Committee, the opinion
which expresses very clearly, and more clearly than I could, the opinion which
I entertain on the question. It is an opinion which was published a few days ago
in the Montreal Star. It must have been seen by a good many people. It is
the opinion of Mr. Babson who is an American statistician of very great reputa-
tion. Here is what he says in connection with these companies:—

“The investment trust principle is fundamentally sound,” says Roger W.
Babson. “It is the same principle that underlies the insurance business. The
insurance company spreads out its risks over a large group of people and
depends on the law of averages to balance the gains against the losses. The
investment trust spreads out its risk over a large number of securities and
depends upon the same law.

“However, the soundest life insurance companies are those which most
carefully select their risks, and similarly the soundest investment trusts are
those which most carefully select the stocks or bonds that they buy. It is only
logical that the insurance company insuring only the healthiest people will be
in the long run, the most successful. It ought to be just as hard for sick securi-
ties to get into the portfolios of the investment trusts as it is for sick people
to get life insurance with the best people. ‘

SOME DANGERS

“For the most part the investment trusts seem to be capably managed and
conservatively conducted. However, there are unquestionably a number of
so-called ‘investment trusts’ that are not more than speculative pools. The
primary purpose of the investment trust should be investment and not specula-
tion. This does not mean that a trust must confine itself to the purchase of
bonds alone, although a good back-log of bonds is a fine thing to have, whether
held by an investment trust or by an individual. There are good, sound divi-
dend paying common stocks which have prospects of a growth in value over a
term of years. When, however, an ‘investment’ trust engages solely in the
business of trying to make a quick profit in the market and disregards dividend
vield on the securities bought it becomes a ‘speculation’ trust, or, in other words,
merely an incorporated stock pool. There are examples of just this thing to-day.

“One striking illustration is an investment trust formed last year to hold
only securities in one of our newer industries. Its.income statement shows six
months’ profit of fifty thousand dollars. Three-fifths of this amount came from
interest on call loans, one-fifth from interest on bank loans, and one-fifth from
stock market profits on securities bought and sold during the year. None of the
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; * income came from the industry itself. Trusts of this nature may be perfectly
. legitimate, but the public should know that it is buying shares of a speculative
enterprise and not an investment.

“ Publicity Desirable.

“nless investment trust popularity is to receive a distinet set-back, and
its growth retarded by coming into public disfavour, there must be full and
truthful details published regarding their financial arrangements. One case
has been recently cited where the promoters of the trust put in only sixteen per
cent of the capital represented by preferred shares, and for that sixteen per
cent received five per cent of the common stock in the form of a bonus. The
public put in eighty-four per cent of the money by buying the first preferred
stock and received a bonus of only twenty-five per cent of the common. In
other words, the promoters risked one dollar to the public’s five dollars, but the
promoters got three-fourths of the equity and the public got one-fourth.. Such
abuses may be eliminated if the investment trust idea is to continue popular
with the people and enjoy the growth which it deserves on a properly conducted
basis.

“ Many Advantages.

“The well-managed investment trust with thoroughly reliable sponsorship
offers certain distinct advantages. In the first place it affords diversification
for many small investors who are unable to purchase a widely enough diversified
list of securities, but who can achieve the same purpose through purchase of
trust shares. Second, it provides expert investment knowledge and management
not ordinarily available to the small investor. From the standpoint of the
financial situation as a whole the investment trusts can and do act as stabilizing
influences during times of violent market fluctuations.

“Of course, the real test of the investment trust idea will come when we
have a long continued decline in the security markets. Their ability to with-
stand temporary reaction of considerable violence has already been shown

. during the past month. It was a noticeable fact that the investment trust shares
as a group acted extremely well in the recent market break. This, however, is
not regarded as sufficient test to be conclusive.

“ How to choose.

“The number of investment trusts has grown so rapidly in the past year
that the average investor is bewildered by them. He cannot tell which ones
merit his confidence. Three-quarters of them originate in New York state, and
at present that state has not regulatory laws governing investment trusts. The
best the average investor can do therefore, is to follow certain general rules.

“1. He should be assured that the personnel of the management has a good
business reputation and consists of men with investment experience.

“2. He should ascertain whether the officers and promoters have put enough
money of their own into the trust so that they have a real interest in seeing that
it is properly econducted.

“3. He should know exactly what privileges have been accorded to the pro-
moters, managers and officers, which are not enjoyed by the outside investor.
If these are unreasonable he sheuld avoid the shares.

“4, He should select only those trusts where periodic statements of financial
condition, income and expenses, and balance sheet are made in detail.

“5. He should assure himself that the cost of the management is not
excessive, and that the expense of raising capital has not been out of proportion
to the average cost of financing sound trusts of this kind.

“6. He should bear in mind that the primary purpose of a real investment
trust is ‘investment’ and not ‘speculation’ Those trusts which make extravagant
claims about huge profits in a short time are to be avoided.”

84907—3
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Those investment trusts, I think, are insterested in this country; but the
good opinion which this country enjoys has to be preserved, and I think it is
our duty to put our heads together and try to find the means, not of embarrassing
trust investment companies in their operations or of preventing companies which
have been formed having free aetion in their legitimite operation, but I think it
is our duty to try to find a means to prevent foreign capital or Canadian capital
being jeopardized by people who cannot properly manage, or have not the
temperament of character to properly manage a number of these investment, com-
panies which may be formed. I think the necessity also arises from the fact that
there is a great tendency on the part of almost everybody to speculate, and, as
stated in the opinion I have read, I think that those investment trust com-
panies are not companies for speculation. They should be companies to invest
the funds that are entrusted to them. -

I hope that the members of the committee will give all the attention
deserved, not only to the draft bill, but to the representations which are made,
in order to fully discharge the duties which are incumbent upon it.

Rt. Hon. Mr. MeiGHEN: Honourable gentlemen, I am very grateful for
the opportuunity to impose upon you again in the few words I have to speak.
I spoke briefly in the first instance, and I will try to reward your kindness by
being very brief in this instance.

It was with extreme pleasure that I listened to the words of Senator Beique.
I will respect his opinion on all occasions, but especially when it is endorsed by
so eminent an authority as Roger Babson. Mr. Babson is a student of invest-
ments of high eminence in the world and has given a great deal of study to the '
whole subject of investment trusts. In the article read by Senator Beique he
gave evidence of that study. !

It will be observed that he made a series of recommendations after his
exhaustive study—recommendations every one of which I endorse. But one
recommendation he did not make was that there be any government interfer-
ence, or attempt to regulate and supervise industrial trusts.

Hon. Mr. DANDURAND: But, he complained that in New York state there
is no regulation.
Rt. Hon. Mr. MEicHEN: Complained that there is no regulation?

Hon. Mr. DANDURAND: Yes.

Rt. Hon. Mr. MEIGHEN: Yes, but in his recommendations he does not say
there should be. Furthermore, what must have been in his mind in regard to
that complaint would be this: regulations to the extent of seeing to it that the
objectives that he sets out in the article are met. Now what are they? The
objectives, first of all, are fidelity of management and proper presentation to
the buyer of what he is buying. When I spoke first I made very clear that
although we did not like to be singled out for special treatment, so far as the
companies I represent, are concerned we have not the slightest objection to any
regulation of that kind; but when regulation amounts to direction as to what
we must invest in and what we must not, then we enter our firm, definite pro-
test on principle on every ground that can be conceived. I have listened to
Mr. Finlayson. I cannot help but note that in as far as the prineiple of this
bill is concerned, in all that has been presented to-day there has been no one
who has even brought evidence or attempted to state that there has been publie
demand for it. Naturally, I know that the public is not organized and does
not send a representative as readily as does a specific concern; but if there
were public demand, at least the newspapers are read, and we would see in our
press indications of public uneasiness. We have not seen any. What I would
like to answer chiefly is this: the aparent feeling that the investment trusts are
in a special field close to the loan companies and close to trust companies, or
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- something akin to, and, therefore, that there should be special legislation regard-

ing them in order that our reputation be protected through the financial and

investing world. ,

I am not going to argue the point over again; but when the question of
regulating loan companies, and singling them out so often came before par-

}I ~ liament, being then a member, I took the ground that there was no cause for

such regulation, that it was perilous to enter upon it, and that it involved par-

. liament in a responsibility which parliament should not assume—that is, regu-

lation to the extent of specifying what they should do with their funds. They

l ; »do not occupy the post of trustees. It is true they are under contractual obli-

gations as are insurance companies. Parliament may have felt that the loan
companies are in a position to comply with these contractual obligations. They
are not under the same kind of contractual obligations as insurance companies
or trust companies. But I do not even go so far as to admit they are on the
border line. I think they are clearly in a class of companies along with others.
1 do not know that there is particular objection on the part of honest loan com-
panies to the Act. I fancy it has succeeded pretty well in eliminating additional
competition, and, to that extent, they would be very pleased. But here is a

| . company that has nothing akin to any of them at all. 'There is nothing in the

world to distinguish investment trust companies from any other concern that
borrows money. Nothing at all. For example, here f& an oil company that
starts up, quite legitimately we will say. It says, “ We have a prospect in
Turner valley. We have no oil. We are selling our shares. We are selling our
debentures.” This parliament says, alright. But if another company starts up
which gives the additional protection, which says, “We will not ask our deben-
ture holders or our shareholders to depend on the prospect of a single area or a
single company, but we will surround them with a fortification and protection
of a diversified mass of selling securities,” then this parliament comes along and
says, “ No; get thee behind me; we will protect the investor from that kind of
investment.” Is that logical?

Now, just where the investor needs the assistance of parliament it is refused,
but where he has the advantage of diversification parliament comes along and
offers to help him. If any feature of this bill passes, that is just what is done;
the investor is left to his own resources where most he needs help, and he is
offered assistance by parliament where he does not need it, or, to put it more
fairly, where he needs it far less. If there is to be any Blue Sky law—while I am
not a lover of that kind of legislation and doubt very much the efficacy of
attempts heretofore in force along that line—if there is to be any Blue Sky law,
we will come under it the same as anybody else. We have no special right to
exemption. But why should we, in the absence of any such legislation of a
general character, be singled out—a class of business which is essentially the
safest, granted average management, and that is all we can grant? Why should
we be singled out, a class of business essentially the safest, safer than any other
single industry in Canada? ]

But, I promised to be brief. I wanted to refer to the remarks of Mr. Apple-
ton on the question of names. I am quite anxious to avoid confusion in the
mind of the public on that point. Our investment trusts all have the name
investment trusts. The question which Mr. Appleton presented was argued out
at the time the name was granted. I am addressing myself to the wisdom of

granting; but I do not want anybody to think that this question is involved in

this bill. I think it is well, though, that the dominion should not get a pre-
judice against the action of the department in granting that. We might, of
course, in Canada have refused the name “ trust ” to any company except that
doing a purely trustee or fiduciary business. If we did, and denied the term

“ investment, .trust ” to Canadian companies, we cannot deny it to British eom-
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panies; we cannot deny it to American companies if they are seeking investment
in Canada, if they are competing with us. Their long-standing, their wide-
spread activities have given the name a definite meaning in the investing mind.
They would have a sweeping advantage over us. That would only force us, in a
kind of negative position, to adopt some other name, less significant, a new name.
Surely we can depend on the Canadian people to distinguish an investment
trust from a trust company the same as in England. There are businesses and
companies called investment trusts there and in the United States. Surely we
can expect the Canadian people to be as intelligent as they. I have seen no
evidence of confusion. We have not had a letter indicating confusion in two and«
a half years of operation. So that I do not think any criticism can come from
the name having been used. £

But is not that question closed so far as this bill is concerned? We have
appealed; we have met objections; we have been granted the name, and because
we have, are we now to be taken by the throat and strangled in our operations?
It must be only as an indirect means of compelling us to change our name and
thereby, I submit, place us under a handicap, and possibly—especially as we
have it—it would be exceedingly serious indeed. :

Therefore, the question of name does not come 1up; it is not involved in the
bill at all: All those enjoying that name are to enjoy it and should be placed
in the same category as any investment corporation. That, fundamentally, is
what they are and what they intend to be. Now, it might be, as far as our com-
panies are concerned, that the committee will say, “ You are existing; we will
not take away your powers; having granted you a charter that condition is fixed;
we are not going to take them away and make it a serap of paper; but, as to the
future, we will do differently.”  That might help us; and it might help invest-
ment trust companies and all those companies that are fortunate enough to
exist. Certainly, it would be of advantage to us. But it would not be right, and
it certainly would not be in the public interest. I am not here arguing the publie
interest, now especially; but I do not believe the committee will deny the com-
panies that are to exist the rights that are enjoyed by companies now existing,
unless those rights are shown to be fundamentally wrong.

Now, I think I am through with all T have to say. I would add this thought.
We ask for no privileges; we have no special rights; we are an investing and
trading company; we have nothing in the way of special charter rights given us
like the banks have, or like trust companies have—nothing at all. We ask for
nothing. Therefore, let us not be disabled. It is true regulations are put in our
charter. Surely it is not argued that is a foundation for the right of parliament
to do it. It is done, and why? When we are appealing to certain classes of
investors we put that formula in in order to reach that class of investor, and L
submit we have just as good a right to say to our subscribers, “ This is a com-
mon stock company, nothing more; it is not going to invest in anything but com-
mon stocks; you know it; if you are putting your money there, do so.” What
is this Parliament to say—that that class of investment trust must be excluded
from Canada? For example, if a special oil investment trust must be excluded
from Canada, Canadian money will go into the big oil investment trusts in New
York. There are three or four of them now. {

Some say there is a fever of speculation. So there is. But the investment
trust is an avenue to satisfy that field, and if it is stopped and only one rigid
loan ecompany allowed, then investments will go into single things here, there
and everywhere without the securities of an investment trust. Instead of reach-
ing your goal, you are simply abolishing your goal and leaving the public to the
mercy of very precarious companies.

The CuairmaN: I think that is all the evidence that is put before us to-day.
What is the pleasure of the committee with regard to this bill?

3




BANKING AND COMMERCE 79

Hon Mr. DANDURAND: We could, perhaps, suspend consideration of the bill.
I am not suggestmg at this moment that we should refer it to some special com-
‘mittee. If there is any sentiment to that effect around this table, it might be
expressed I thought we could, perhaps, suspend consideration and think over
it until next week. The sub-committee will study the Companies Act and we
‘ will have this present bill before the committee. Perhaps the committee might,
. at the same time, be thinking of the bill itself when examining the clauses, or
- the amendments, to the Companies Act.
The CuamrMAN: This evidence will be in the hands of the committee.

; Hon. Mr. DanpuranD: The evidence will be distributed. I am not propos-
~ ing anything just now—either that it be sent to a special committee or to the
sub-committee we have just appointed to study the amendments to the Com-
panies Act. I suggest that we leave the bill before the committee to be taken
up a little later on.
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THE COMPANIES INFORMATION ACT, 1928
1928, CHAPTER 33

An Act Respecting Information Concerning Companies
Assented to 3rd April, 1928

His Majesty, by and with the advice and consent of the Legis-
lative Assembly of the Province of Ontario, enacts as follows:—

1. This Act may be cited as The Companies Information Act, Short title.
1928, c. 33, s. 1.

2. In this Act,— Inter-

pretation.

(a) “Company” or “corporation” shall include any public “Company.”
association, corporation, company, or other incorporated
organization, whether acting as a trustee or not;

(b) “Syndicate” shall include any association, partnership, “syndicate.”
syndicate, or unincorporated organization, whether acting
as a trustee or not;

(¢) “Security” shall mean security as defined in The Security “Security.”
Frauds Prevention Act, and regulations made thereunder.

1928, c. 33, s. 2.

3. (1) A prospectus containing such information as may from Prospectus
time to time be required by the Lieutenant-Governor in Council, oPe filed by
verified as the Provinecial Secretary may direct, together with the oo
fee prescribed in the order in council, shall be filed with the Pro- cates.
vinelal Secretary by every cempany other than a private company
and syndicate,

(a) upon the establishment in Ontario of a head or other office, Ontario

and office.

(b) upon commencing any business in Ontario, or upon the sale Doing
. . e s A business,—
in Ontario of any of its securities, and sale of

(c) upon any material change in any fact set forth in the last “Ce;“”““’s'
prospectus filed, and in facte.

(d) upon the sale in Ontario of any issue of securities or any New issue.
part thereof other than that in respect of which a prospectus
has been filed.

(2) Upon default in the filing of any such prospectus for a Penalty.
period of more than ten days after it should have been filed under
subsection 1, each director and officer of the company and each pro-
moter of the syndicate, and any person acting as a representative in
Ontario of an extra-provincial company or syndicate shall be liable
upon summary conviction to a penalty of $20 for each day of such
default, and in default of payment thereof to imprisonment for a
term not éxceeding three months.
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(3) This section shall not apply to corporations liable to pay-
ment of tax under section 3 of The Corporations Tax Act or to an
insurer licensed under The Insurance Act, except where such corpora-
tion or insurer is selling its treasury steck in Ontario either directly
or through any person or company. 1928, ¢. 33, s. 3.

4. (1) On or before the 1st day of February in each and every
year without notice or demand to that effect, every corporation in-
corporated under the laws of Ontario, and every other corporation
having its head or other office or doing business or any part thereof,
in the Province of Ontario, shall unless a corporation liable to pay-
ment of taxes under section 3 of The Corporations Tax Act, or unless
an insurer licensed under The Insurance Act, make out, verify and
deliver to the Provincial Secretary as hereinafter required, a detailed
return containing as of the 3lst day of December next preceding,
correctly stated the following information and particulars: i,

(a) The name of the corporation;

(b) The jurisdiction under the laws of which the. corporation
was incorporated; .

(¢) The manner in which the corporation is incorporated whether
by special Act, or by letters:patent or otherwise, and the
date thereof; 4

(d) Whether the existence of the corporation is limited, by
statute or otherwise, and, if so, the period of its existence
vet to elapse, and whether its existence may be lawfully

. extended; ‘

(¢) Whether the corporation is a valid and subsisting corpora-
tion;

(f) A concise and general statement of the nature of the business
or objects of the corporation;

(9) The names, residences and post office addresses of the presi-
dent, secretary, treasurer, director, and manager of the cor-
poration:

(k) The name and post office address of the chief officer or
manager in this Province;

() The location of the head office of the corporation, giving the
street and number when possible;

(j) The location of the principal office in Ontario where the head
office is situated outside of Ontario;

(k) The date upon which the last annual meeting of the corpora-
tion was held;

(1) The amount of the bond or debenture debt of the corpora-
tion;

(m) A detailed statement of the real estate owned by it situated

" within the Province, where situate and the value thereof;

And in the case of a corporation having share capital, in addition:

(n) The amount of the capital stock of the corporation, and the
number of shares into which it is divided;

(o) The number of shares issued and allotted and the amount
paid thereon; ;

(p) The par value and if without par value, then the market
value, or if there be no market value, the actual value of its
shares of stock; ™

(q) The total amount of shares issued as preference shares;
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(r) The total amount paid on such shares;
(s) The total number and amount of share warrants and the
" names, residences and post office addresses of the persons to
whom the same were issued;

(t) The number of shares, if any, issued as consideration for any
transfer of assets, goodwill, or otherwise, and the extent to
which same are paid; if none are so issued, this fact to be
stated;

(u) Such other information as may be required by order-in-
council, a copy of which order-in-council shall be published
in the Ontario Gazette.

If the corporation is a mining company to which Part XI of The If a mining
Companies Act is made applicable: s s

. . Rev. Stat.
(v) The number of shares sold or otherwise disposed of at a c.2s. s

discount or premium;

(w) The rate at which such shares were sold or disposed of;

() Whether a verified copy of the by-laws, if any, providing for
the sale of shares at a discount or otherwise was sent to the
Provincial Secretary;

(y) The date or dates upon which such by-laws, if any, were
passed and confirmed.

(2) A duplicate of such return with the affidavit of verification posting
shall be posted up in a conspicuous position in the head or principal ‘::hfr’;“”"'
office in Ontario of the corporation on or before the 2nd day of }
February in each year, and may be inspected by any shareholder or
creditor of the corporation; and the corporation shall keep the same

so posted until another return is posted up under the provisions of
this Act.

(3) The return of every corporation shall be verified by the verification
affidavit of any two of the directors of the corporation. thamat,

- (4) The return so verified shall, on or before the 10th day of Trans-
February next after the time hereinbefore prescribed for making the poson '
return, be transmitted to the Provincial Secretary, together with the Secretary.
fee prescribed by order-in-council.

(5) If a corporation makes default in complying with the pro- penaity
visions of this section, every director and officer of the corporation, of default.
and any person acting as a representative of an extra-provincial
corporation shall be liable upon summary convietion to a penalty of
$20 for each day of such default and in default of payment thereof
to imprisonment for a term not exceeding three months.

(6) Corporations incorporated before the 1st day of July, 1907, Corporations
under any Act repealed by The Ontario Companies Act, 1907, except jpr2ore

before Jul
chapter 191 of the Revised Statutes of Ontario, 1897, and Acts con- Ist, 1907, i
solidated therewith for which that Act was substituted, shall make ?“'

s v & . Edw. VII,
such returns under this section as are required from corporations . 34

without share capital.

(7) The Provinecial Secretary may at his discretion and for good Brovincial

. S . % Secretary may
cause enlarge the time for making and delivering any such return. enlarge “time.

(8) No registrar of deeds or land titles officer shall register any e

instrument made by or in favour of, or purporting to confer any poration in
interest in land, whether by way of caution, certificate or otherwise, #rmears not

? to be regis-

upon any corporation regarding which he shall have received notice tered.
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in writing from the Provineial Secretary that such corporation is in
arrears in respect to any such return or any tax or fee payable with
such return. 1928, ¢. 33, s. 4.

5. The Provincial Secretary may at any time by notice require
any company to make a return upon any subject connected with its
affairs within the time specified in the notice, and upon default in
making such return the directors of the company and any person
acting as a representative of such company in Ontario shall be liable
upon summary conviction to a penalty of $20 for each day of such
default, and in default of payment thereof to imprisonment for a
term not exceeding three months. 1928, ¢. 33, s. 5.

6. This Act shall come into force on a day to be named by the
Lieutenant-Governor in his proclamation. 1928, ¢. 33, s. 6.

18 Gro. V. (Ox~T.), c. 34

AN ACT FOR THE PREVENTION OF FRAUD IN CONNECTION
WITH THE SALE OF SECURITIES

His Majesty, by and with the advice and consent of the Legis-
lative Assembly of the Province of Ontario, enacts as follows:—

1. This Act may be cited as The Security Frauds Prevention Act,
1928.

2. In this Aet—

(a) “Broker” shall mean every person other than a salesman
who engages either for the whole or part of his time directly
or through an agent in the business of trading in ‘securities
and shall include such officials of a company or partnership
which trades in securities as may be designated by the
Regulations.

(b) “Company” shall include any association, corporation, com-
pany or other incorporated organization, whether acting as
a trustee or not.

(¢) “Fraud,” “fraudulent” and “fraudulent act” shall, in addition
to thelr ordinary meaning, include:

(i) any intentional misrepresentation by word, conduct or
in any manner of any material fact either present or
past, and any intentional omission to disclose any such
fact;

(ii) any promise or representation as to the future which is
beyvond reasonable expectation and not made in good
faith;

(iii) any fictitious or pretended trade in any security;

(iv) the gaining or attempt to gain, directly or indirectly,
through a trade in any security, a commission, fee or
profit so large and exorbitant as to be unconscionable
and unreasonable;




(d)

(e)
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(v) generally any course of conduct or business which is
calculated or put forward with intent to deceive the
public or the purchaser of any security as to the nature
of any transaction or as to the value of such security;

(vi) the making of any material false statement in any
application, information, material or evidence submitted
or given to the Attorney General, his representative or
the Registrar under the provisions of this Act or the
Regulations; or in any prospectus or return filed with
the Provincial Secretary;

(vii) the violation of any provision of this Act or of the
Regulations relating to the manner in which brokers or
salesmen shall trade in securities and anything specific-
ally designated in the Regulations as coming within the
meaning of this definition;

(viii) any artifice, agreement, device or scheme to obtain
money, profit or property by any of the means herem-
before set forth or otherwise contrary to law.

“Person” shall mean an individual, partnership, association,

syndicate and any unincorporated organization whether act-

ing as a trustee or not.

“Registrar” shall mean the person appointed by the Lieu- °

tenant-Governor in Council to act as Registrar under the

provisions of this Act and the Regulations.

(f) “Regulations” shall mean the regulations made from time

(9)

(h)

to time by the Lieutenant-Governor in Council under the
provisions of this Act.

“Salesman” shall mean every person employed, appointed or “

authorized by any broker or company to trade in securities
whether directly or through sub-agents.

“Security” shall, subject to the provisions of subsection 3
of section 3, include any document or instrument commonly
known as a security, every documentary evidence of in-
debtedness or evidence representing or secured by some
title to or interest in the capital, assets, property, profits,
earnings or royalties of any person or company, evidence of
membership in an association of heirs or evidence of any
option upon a security and anything designated as a security
by the Regulations.

(7) “Trade” or “Trading” shall, subject to the provisions of sub-

()

section 3 of section 3, include any disposition of, transaction
in, or attempt to deal in, sell or dispose of a security or
interest in or option upon a security for any wvaluable con-
sideration whether the terms of payment be upon margin,
instalment or otherwise, and any underwriting of any issue
or part of an issue of a security, and any act, advertisement,
conduct or negotiation directly or indirectly in furtherance
of any of the foregoing or specifically designated as ‘“trade”
or “trading” in the Regulations.

“Trustee” shall mean a person, or a company, as the case «

may be, executing a trust expressly created by or declared
in an instrument in writing other than a will or court order
or judgment, where such trust is to carry on any business
or to secure the payment or repayment of money.

“Person."”

‘Registrar.”

“Regu-
lations.”

“Security."

“Trade.”

Trustee.”

1
Salesman.”
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Parr 1.
REGISTRATION OF BROKERS AND SALESMEN.

3. (1) No person shall,—

(a) trade in any security unless he is registered as a broker or
salesman, or

(b) act as an official of or on behalf of any partnership or com-
pany in connection with any trade in any security by the
partnershlp or company, unless he or the pa,rtnershlp or
company is registered as a broker.

(¢) act as a salesman of or on behalf of any partnership or
company in connection with any trade in any security by
the partnership or company, unless he is registered as a
salesman,

and such reglstratlons have been made in accordance with the pro-
visions of this Act and the Regulations, and any violation of this
section shall constitute an offence.

(2) With the approval of the Attorney-General, any partnership
or company may be registered as a broker, whereupon the partner-
ship or company may trade in securities, and the members and
officials of the partnership, and the officials of the company other
than branch managers or salesmen of the partnership or company,
may act as such without separate registration, and the provisions
of this Act, and of the Regulations relating to registered persons or
companies, shall be deemed to apply to such partnership or com-
pany.

(3) Subsections 1 and 2 -shall not apply to any person in
respect of any of the following classes of trades or securities,—

(a) A trade in a security taking place at a judicial, executor’s,
administrator’s, guardian’s or committee’s sale; or at a sale
by an authorized trustee or assignee, an interim or official
receiver or a custodian under The Bankruptcy Act, a re-
ceiver under The Judicature Act, or a liquidator under The
Companies Act or The Winding l/p Act.

(b) An isolated trade in a specific security by or on behalf of
the owner, for the owner’s account, where such trade is not
made in the course of continued and successive transactions
of a like character.

(¢) A trade where one of the parties is a bank, loan company,
trust company or insurance company, or is an official or
employee, in the performance of his duties as such, of His
Majesty in right of the Dominion or any province or terri-
tory of Canada or of any municipal corporation, or public
board or commission in Canada or is registered as a broker
under the provisions of this Act.

(d) A trade by or for the account of a pledgee or mortgagee for
the purpose of liquidating a bona fide debt by selling or
offering for sale or delivery in good faith in the ordinary
course of business a security pledged in good faith as
security for such debt.

(e) The distribution, issuance or sale by a company exclusively
to the holders of its securities of capital stock, bonds or
other securities as a stock dividend or other distribution out
of earnings or surplus, or in the process of a bona fide re-
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organization of the company, or of additional capital stock
where no commission or other remuneration is paid or given
in connection therewith.

(f) The exchange by or on account of one company with an- Exchange
other company of its own securities in connection with a °" ™"

- consolidation, amalgamation or merger of either company.

(g) A trade in good faith by an actual prospector of security Pf‘r’zggg‘;‘zs
issued by him for the purpose of financing a prospecting Py
expedition, or for the purpose of disposing of any of his claim.
interest in a mining claim or property staked by or wholly
or partly owned by him.

(h) Securities in which trust funds may lawfully be invested Trust.

. in Ontario.

(7) Bonds or notes secured by mortgage upon :eal estate or secured
tangible personal property where the entire mortgage, to- onds
gether with all of the bonds or notes secured thereby are
sold at the one time.

(j) Negotiable promissory notes or commercial paper maturing Nesotiable
not more than a year from the date of issue. g

(k) Securities evidencing indebtedness due under contract made Sccurities
pursuant to the provisions of any statute of any province of Zijﬁ‘}t:j)‘j;';
Canada providing for the acquisition of personal property sales.
under conditional sales contracts.

(I) Securities issued by a person or company organized ex- Sharesof
clusively for educational, benevolent, fraternal, charitable, ':;]’:r'ig;"“'
or recreational purposes and not for pecuniary profit, where companies.
no part of the net earnings thereof enure to the benefit of
any security holder.

(m) Any class of trade or security specifically exempted from Tradesor

securities

the application of subsections 1 and 2 of this section bY exempted
the Regulations. by Regu-

lations.

4. (1) Unless the Attorney-General otherwise directs the Regis- Registration
trar may within ten days after the receipt by him of any application ‘(‘l;;hs”“,,:f;s
for registration cause to be entered in a book kept for such purpose Attorney-
and open to public inspection, hereinafter called the “ Register,” the Gener!
name and address for service of such applicant, whereupon such ap- *""
plicant shall be deemed to be registered as a broker or salesman as the
case may be.

(2) The Registrar may upon the direction of the Attorney- Temporary
General or his representative authorized in writing cause a temporary registration.
entry to be made, designated as such, in the register, subject to
cancellation at any time upon the order of the Attorney-General.

(3) Registrations shall expire, and may be changed or renewed Expiration,
as the Regulations shall provide. e

renewal of

registration.

5. (1) Every application under this Act or the Regulations Application
shall be made in writing upon the forms provided by the Registrar, |°°"Po%

and shall be accompanied by the fee prescribed by the Regulations proper fees
and such bond as may be required. nad: boni

(2) Every applicant, whether domiciled in Ontario or not, shall Address
state in every application an address for service in Ontario, and all " %
notices under this Act or the Regulations and all legal process issued
by or on behalf of any person or company shall be sufficiently served
for all purposes if posted by registered mail to the applicant at the
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latest address for service so stated, and in the case of a non-registered
company where the officials are registered to the latest address of the
person registered as the senior official of such company in Ontario.

(3) The Registrar may from time to time and shall when so.
directed by the Attorney-General require any further information
or material to be submitted by any applicant or any registered per-
son or company within a specified time limit and may require veri-
fication by affidavit or otherwise of any matter then or previously
submitted.

6. (1) Every applicant for registration as a broker shall before
registration submit a bond by the applicant or the person or com-
pany he represents as the Registrar may require, such bond to be
in the sum of $500 and in such form and upon such condition as the
Regulations shall prescribe.

(2) The Registrar may and when so directed by the Attorney-
General shall require any applicant or any registered person or
company within a specified time limit to deliver a bond by a surety
company approved by the Attorney-General in such form and upon
such condition as the Regulations shall prescribe, and in such amount
as the Regulations or the Attorney-General shall require.

(3) The Registrar may and when so directed by the Attorney-
General shall require a new bond of the kind mentioned in subsec-
tions 1 or 2 to be filed within a specified time limit.

7. (1) Any bond mentioned in section 6 shall be forfeit and
the sum named therein shall become due and owing by the person
or company bound thereby as a debt to His Majesty in right of the
Province of Ontario when there has been filed with the Registrar
the Attorney-General's certificate that the person or company in
respect of whose conduct the bond is conditioned, or any official,
employee or salesman of such company has, in connection with a
trade in a security, been,—

(a) in the case of the bond mentioned in subsection 1 of sec-

tion 6,

(i) charged with any eriminal offence, or,

(i) found upon investigation by the Attorney-General or
his representative to have committed a fraudulent

act, or
(b) in the case of the bond mentioned in subsection 2 of sec-
tion 6,

(i) convicted of a eriminal offence, or

(ii) convieted of an offence against any provision of this
Act or the Regulations, or

(iii) enjoined by the Supreme Court or a Judge thereof
otherwise than by an interim injunction.

(2) The Attorney-General may assign any bond forfeited under
the provisions of subsection 1, or may pay over any moneys required
thereunder to any person, or to the accountant of the Supreme Court
in trust for such persons and companies as may become judgment
creditors of the person or company bonded, or to any trustee, cus-
todian, interim receiver, receiver or liquidator of such person or
company as the case may be, such assignment or payment over to
be in accordance with and upon conditions set forth in the Regula-
tions or in any special order of the Lieutenant-Governor in Council.
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8. (1) The Attorney-General may order that,—

(a) any application for registration, renewal or change of regis-
tration shall or shall not be granted for any reason which
he may deem sufficient, or that

(b) the application of any person for registration shall not be
granted where it, appears that such person proposes to use
or is using a trading name other than his own, or that of his
partner, where such trading name is apt to lead the public
to believe it is that of a business firm of longer established
standing in Ontario, or is calculated to conceal from the
public the identity of the applicant, or is for any reason
objectionable, or that

{(¢) any temporary entry in the register shall be made, suspended
or cancelled for any reason which he may deem sufficient,
or that

(d) the registration of any person or company shall be sus-
pended for any period or cancelled by reason of default in
filing a bond when required under the provisions of sub-
sections 2 and 3 of section 6, or that

(e) the registration of any person or company shall be sus-
pended as provided in section 10,

and no order of the Attorney-General shall be subject to review
in any way in any court.

(2) The Registrar upon receiving any order of the Attorney-
General suspending or cancelling any registration shall cause immed-
iate entry thereof to be made in the register whereupon the suspension
or cancellation shall become effective forthwith, but notice thereof
and of the refusal of any application shall be sent to the person or
company concerned.

(3) Notwithstanding any order of the Attorney-General a
further application may be made upon new or other material or
where it is clear that material circumstances have changed.

Part IT

INVESTIGATION AND ACTION BY THE ATTORNEY-GENERAL

9. (1) The Attorney-General, or any person to whom as his
representative he may . in writing delegate such authority, may ex-
amine any person or thing whatsoever at any time in order to ascer-
tain whether any fraudulent act, or any offence against this Act or
of the Regulations has been, is being, or is about to be committed,
and for such purpose shall have the same power to summon and
enforce the attendance of witnesses and compel them to give evidence
on oath and to produce documents, records and things as is vested in
the Supreme Court or a Judge thereof for the trial of civil cases,
save that no person shall be entitled to claim any privilege in respect
of any evidence or document, record or thing, sought to be given or
produced, on the ground that he might be incriminated or exposed to
a penalty thereby.

(2) The failure without reasonable excuse of any person. or
company to furnish information required by the Registrar under
Part 1 within the time limited, or the failure without reasonable
excuse of any person summoned for examination under subsection 1 to

11
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appear or his refusal to give evidence, or to answer any question, or
the failure without reasonable excuse or refusal of any person or
company to produce anything where the evidence, answer or pro-
duction would be required in an action shall constitute an offence
and shall also be prima facie evidence upon which,—

(a) the Attorney-General, or his representative, may base an
affirmative finding concerning any fraudulent act to which
he may deem it revelant, or

(b) the Supreme Court, or a Judge thereof, may grant an interim
or permanent injunetion, or

(¢) a police magistrate may base a conviction for an offence
against this Act or the Regulations.

(3) Disclosure by any person other than the Attorney-General,
his representative or the Registrar, without the consent of any one
of them, of any information or evidence obtained or the name of
any witness examined or sought to be examined under subsection 1
shall constitute an offence.

10. If the Attorney-General or his representative upon investi-
gation finds that any fraudulent act, or that any offence against this
Act or the Regulations, has been, is being, or is about to be com-
mitted, the Attorney-General -

(a) may where a registered broker, company or salesman is in
his opinion concerned therein, order that the broker, com-
pany or salesman and any other registered broker, com-
pany or salesman connected with the same organization, be
suspended  from registration for any period not exceeding
ten days, or :

(b) may where he considers a suspension for ten days inade-
quate, or where any unregistered person or company is in
his opinion concerned in such fraudulent act or in such

- offence, proceed under the provisions of section 11, or, other-
wise under this Act or the Regulations, or

(¢) may give notice of the fraudulent act to the public by adver-
tisement or otherwise or to any individual by letter or
otherwise, whenever he deems it advisable.

11. (1) The Supreme Court or any Judge thereof is hereby
empowered upon the application of the Attorney-General, where it
is made to appear upon the material filed or evidence adduced that
any fraudulent act, or any offence against this Act or the Regulations
has been, is being or is about to be committed may by order enjoin,—

(a) any registered broker, company or salesman or any person
of company implicated with any of them in the same
matter from trading in any security whatever absolutely or
for such period of time as shall seem just, and any such
injunction shall ipso facto suspend the registration of any
registered person or company named in the order during the
same period, or

(b) any person or company from trading in any security what-
ever, or in any specific security, or from committing any
specific fraudulent act or series of fraudulent acts absolutely
or for such period of time as shall seem just.
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- (2) The application of the Attorney-General under subsection
l may be made without any action being instituted, either,—

" (a) by an ex parte motion for an interim injunction which shall,
if granted, remain in full force for ten days from the date
thereof unless the time is extended or the originating motion

" mentioned in clause b hereof is sooner heard and determined,
or

(b) by an orginating notice of motion, which, if an interim in-
junction has been granted, shall be served within five and
returnable within ten days from the date of such interim
injunction.

(3) Any information, evidence, exhibit or thing obtained by the
Attorney-General or his representative or the Registrar under the
provisions of this Act or the Regulations, or copies thereof, certified
by the Attorney-Gieneral or the Registrar shall, so far as relevant,
be receivable in evidence for all purposes in any action, proceedmg
or prosecution and, in proceedings under this section only, the evidence
of a witness may be used against him notwithstanding r1nvrthmg in
The Evidence Act contained.

12. (1) The Attorney-General may,—

(a) when he is about to examine or during or after the examin-
‘ation of any person or company under the provisions of
section 9, or

(b) when he is about to apply for or has applied for or has
obtained an injunction interim or otherwise against any

" person or company under the provisions of section 11, or

(¢) where criminal proceedings which in his opinion are connected
with or arise out of any security or any trade therein, or out
of any business conducted by the accused are about to be
or have been instituted against any person,

in writing or by telegram direct any person or company having in
Ontario on deposit or under control or for safe keeping any funds or
securities of the person or company so to be or actually examined,
enjoined or charged, to hold such funds or securities in trust for any
interim receiver, custodian, trustee, receiver or liquidator appointed
under the provisions of The Bankruptcy Act, The Judicature Act.
The Companies Act or The Winding Up Act, or until the Attorney-
General in writing revokes such direction or consents to release any
particular fund or security from such direction, and failure without
reasonable excuse by any person or company to comply with any
such direction shall constitute an offence, provided that no such
direction shall apply to funds or securities in a stock exchange clear-
ing house nor to securities in process of transfer by a transfer agent
unless such direction expressly so states, and in the case of a bank,
loan or trust company the direction shall only apply to the offices,
branches or agencies thereof named in the direction.

(2) Any person or company in receipt of a direction given under
subsection 1, if in doubt as to the application of such direction to any
funds or security, or in case of a claim being made thereto by any
person or company not named in such direction, may apply to the
Supreme Court or a judge thereof who may direct the disposition of
such fund or security and may make such order as to costs as may
seem just,

Apphcatlon
y be

ex parte

or by
originating
notice.

Evidence.

Rev. Stat.
e. 107.

Attorney-
General
may order
funds, ete.,
to be held.

Proviso.

Application

for direction.

13



14

May take
bankruptey
proceédings,
ete.

R.8.C,, cc.
11, 213.
(Dom.),
Rev. Stat.
ce. 88, 218,

Judge
not persona
designata

nor
Attorney-
General.

Judicature
Act and
Rules apply
Rev. Stat.,
c. 88.

No action
ete., against
persons ad -
ministering
this Act.

Regulations,
general
powers,

Penalties.

- STANDING COMMITTEE

(3) The Attorney-General, whenever His Majesty becomes a
creditor of any person or company in respect of a debt to the Crown
arising from the provisions of sections 6 and 7, may take such pro-
ceedings as he shall see fit under The Bankruptcy Act, The Judicature
Act, The Companies Act or The Winding Up Act for the appointment
of an interim receiver, custodian, trustee, receiver or liquidator as the
case may be.

Part IIT
GENERAL PROVISIONS

13. (1) A judge of the Supreme Court in exercising any of the
powers conferred upon such judge by this Act shall be deemed so
to act as a judge of such court and not as Persona designata.

(2) The Attorney-General shall in all proceedings under this
Act or the Regulations be deemed to be acting as the representative
of His Majesty in the right of the Province of Ontario, and not as
persona designata.

(3) The provisions of The Judicature Act and the Consolidated
Rules of Practice and Procedure made thereunder so far as they are
applicable to proceedings of a like nature, including those relating to
appeals and to the enforcement of judgments and orders, shall apply
to every proceeding before the Superme Court or a judge thereof
under the provisions of this Act, save that service of notices and other
legal process shall be in accordance with subsection 2 of section 5 and
save tliat costs may be awarded to but not against the Attorney--
General.

14. No action whatever, and no proceedings by way of injunction,
mandamus, prohibition or other extraordinary remedy shall lie or be
instituted against any person whether in his public or private
capacity or against any company in respect of any act or omission
in connection with the administration or carrying out of the pro-
visions of this Act or the Regulations where such person is the
Attorney-General or his representative, or the Registrar or where
such person or company was proceeding under the written or verbal
direction or consent of any one of them, or under an order of the
Supreme Court or a judge thereof made under the provisions of this
Act.

15. The Lieutenant-Governor in Council may make and from
time to time amend, alter or repeal regulations not inconsistent with
this Act for the better carrying out of the provisions of this Act, for
the more efficient administration thereof and for the prevention of
fraud in trading in securities whether upon any stock exchange or
elsewhere in Ontario, for the creation of offences, and for any other
purpose elsewhere indicated in this Act, and all such regulations and
any amendment, alteration or repeal thereof shall become effective
in all respects as if enacted in this Act upon the publication thereof
in the Ontario Gazette.

16.—(1) Every person who violates any provision of this Act or
the Regulations designated as an offence, or who does any fraudulent
act not punishable under the provisions of the Criminal Code of
Canada, shall be liable upon- conviction thereof under The Summary
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Convictions Act to a penalty of not more than $1,000 for a first offence, fev' Stat.
nor $2,000 for a second or subsequent offence, and in case of either =

a first or a subsequent offence either in default of payment of any
penalty imposed, or in addition to such penalty, to imprisonment for

a term not exceeding six months.

(2) The provisions of subsection 1 shall be deemed to apply Companies.
mutatis mutandis, to any company save that the money penalties
may be increased in the discretion of the magistrate to a sum not
exceeding $25,000.

(3) No proceedings under this section shall be instituted except i
with the consent or under the direction of the Attorney-General. i e v
General
17. Section 17 of The Audit Act shall apply in respect of any reauired.
legislative appropriation for the administration of this Act. g
= c. 25.
18. This Act shall come into force on a day to be named by the Commence-
Lieutenant-Governor by his proclamation. ; of

REGULATIONS MADE UNDER THE SECURITY FRAUDS
PREVENTION ACT, 1928

Part 1

DEFINITIONS

1. The interpretation provisions of the Aect, as extended or Inter-

amended from time to time by regulation, shall apply to these s

sections of
regulations. Act apply.

2. “ Act ” shall mean The Security Frauds Prevention Act, 1928. The Act.

3. “ Non-brokerage ” as applied to a company or unincorporated Non-
organization means that registration is sought to authorize trading in brokerage.

securities of its own issue and not general trading with the public in
other securities.

4. “ Official ” wherever used in the Act and regulations shall Official.
include the president, vice-president, secretary, treasurer, general
manager, department and branch office managers, and all other officers
acting in a similar capacity whether so designated or not.

5. “Security ” in addition to the definition contained in clause security.

(h) of section 2 of the Act shall, without in any way restricting the
generality of such definition, include any bond, debenture, share,
stock, note, wunit, unit -certificate, any participation certificate,
certificate of share or interest, preorganization certificate or
subscription, certificate of share or interest in a trust estate or associa-
tion, profit-sharing agreement or certificate, certificate of interest in
an oil, gas or mining lease, claim or royalty voting trust certificate,
collateral trust certificate, income or annuity contraet not issued by
an insurance company, bankers’ share, trustees’ share, investment
contract, investment participating bond, or investment trust deben-
ture, bond, debenture, share, stock note, unit or certificate bond upon
any security whether any of the foregoing relate to a person, proposed
company or company as the case may be,
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6. “ Trade ” or “ Trading ” in addition to the definition contained
in clause (z) of section 2 of the Act, shall without in any way restrict-
ing the generality of such definition, include participation as a floor
trader in any transaction in a security upon the floor of any stock
exchange, and also any receipt by broker or salesman of an order to
buy or sell a security, whether the order is received over the telephone
or in person and whether the recipient receives such order as a broker
or salesman or on behalf of a broker.

Part II

EXEMPTIONS

11. Subsections 1 and 2 of section 3 of the Act shall not apply
to any person in respect to any of the following classes of trades or

. securities:

(1) Securities secured by mortgage upon real estate or tangible
personal property where all of the securities secured there-
by are sold at the one time.

(2) Trades in securities which may occasionally be transacted
by employees of a registered broker (whether individual,
partnership ~or company) where such employees do not
usually sell securities to the public and have been tem-
porarily designated by the Registrar as “ non-trading ” em-
ployees, either individually or as a class.

Parr IIT

REGISTRATION, ETC.

12. The forms of application shall be as preseribed from time
to time by the Registrar, and shall be printed in triplicate, each set
being numbered, the various classes of forms being printed on paper
of different colours as indicated below:

Broker (Brokerage), Triplicate Blue. Form A
(Individual, partner- j
ship or company or
official thereof).
Broker  (Non-broker- Triplicate Brown Form B
age) (Company, un-
incorporated organi-
zation or official of
either).
Salesman.. .. .. .. .. Triplicate Salmon Form C

13. The bonds mentioned in subsection 1 of section 6 of the
Act, hereinafter called “$500 bonds,” and the bonds mentioned in sub-
section 2 of the said section, hereinafter called “surety bonds,” shall
be in Forms D and E respectively attached to these regulations,
and shall be conditioned as therein set forth and printed in the sets
and colours of paper indicated below:

$500 Bond.. .. .. .. Duplicate Gray Form.D
Surety Bond.. .. .. .. Triplicate Green Form E
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14. Every request for registration shall be made by letter to
the Registrar, enclosing a certified cheque, money order or postal
note, made payable to the Provincial Treasurer of Ontario, for the
fee, which shall be $5.00 in the case of a salesman whose employer is
or is to be registered, and $25.00 in all other cases, and shall state
whether registration is sought for brokerage trading as an individual,
partnership, company or official thereof, or for non-brokerage trading,
as a company, unincorporated organization, or official thereof, or
for trading as a salesman, and the salesman shall also state the
name and address of his employer and whether the employer has
applied or will apply for registration.

15. The Registrar shall cause a receipt, together with proper
forms, to be sent to every applicant forthwith, including in the case
of every applicant other than a salesman, the $500 bond forms, and
in the case of a salesman whose employer has not applied for regis-
tration or is in the opinion of the Registrar unlikely to do so, the
surety bond forms, and the applicant shall when the application
forms are completed and the bonds executed return to the Registrar
the application in duplicate and an original bond.

16. Applicants for registration whose officials or employees must
also be registered as brokers or salesmen may in the letter mentioned
in Regulation 14 make application on behalf of such officials or
employees, naming them, and may enclose a single cheque to cover
all fees setting forth in the letter the amount paid by each, but the
forms shall be completed by each official or employee.

17. Application forms completed for registration shall be deemed
to have been first received by the Registrar on the date of receipt
stamped thereon in his office, and he shall forthwith send one of the
duplicate applications to the Attorney-General, and satisfy himself

that all questions have been properly answered and that any bond
has been properly executed.

18. (a) The Register shall consist of an alphabetically indexed
book in which sheets may readily be inserted comprising four separ-
ate parts and indices, Part I and Part IT being for brokers, Part 111
for salesmen and Part TV for suspensions and cancellations.

(b) In Parts I and II shall be entered the names of brokers or
such officials as must be registered separately, together with the
application number, the latest address for service and other matters,
and where the person registered is an official, the name of the or-
ganization, partnership or company he represents and the name and
address of the senior official in Ontario.

(¢) In Part IIT shall be entered the name of each salesman, his
application number, the name of his employer, the salesman’s latest
address for service, and other matters.

(d) In Part IV shall be entered the name of the broker or
salesman whose registration is suspended or cancelled, the applica-
tion number, the date of the order of suspension or cancellation, by
whom it was made, and the termination of the suspension and the
fact of such suspension or cancellation, shall also be indicated by
writing the word “suspended ” or “ cancelled,” as the case may be,
in red ink opposite the name in the brokers’ or salesmen’s part of the
Register, and upon the termination of such suspension all entries in

the Register relating thereto shall be ruled out in green ink.
$3936—2
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. 19. Where a temporary entry is authorized the proper particulars
shall be entered in the Register, followed by a capital “T,” which
shall be ruled out in green ink when the entry is made a full regis-
tration. ' /

20. Where officials or salesmen of any registered bfoker 4also
registered a complete list of such officials or salesmen with their

- application numbers shall be kept with the file of such registered

bﬁoker and such list shall be kept up to date by the brokers employing
them. i

' 21. The application and other papers of each applicant shali
be filed in accordance with the application number, and the name
of every applicant, with the application number and of every part-
nership or company, non-brokerage or brokerage, of which an official
is separately registered, with cross-references to the name of such
official, shall be entered alphabetically in a general index book.

22. The Registrar shall cause all cheques, money orders and
postal notes to be deposited with the Provincial Treasurer daily to
the credit of the Consolidated Revenue Fund.

23. The Registrar shall where any application is refused make
a refund to the applicant of the amount of the fee which accompanied
the application, but no refund shall be made where there has been a
temporary registration.

24. Registration under the Act shall lapse on the 31st day of
October.

25. Every registered person or company shall apply by letter

to the Registrar for,—

(a) change in registration whenever any change takes place in
the members of the partnership or directors or officials of
the company set forth in the latest application form on
record, giving full particulars of the change, and enclosing
an alteration fee of $1 by certified cheque, money order or
postal note, or for

(b) renewal of registration on or before the 21st day of October,
giving full particulars of any change which there will be
on the 31st day of October, in the facts set forth in the
latest application form on record, and enclosing the proper
fee as upon a first application,

and the Registrar shall cause such change in or renewal of registration
to be made unless in his opinion such changes have or will have
occurred as have altered or will alter the circumstances in respect of
which registration was previously granted so materially that an
entirely new application is required, in which case the Registrar shall
so notify the applicant who shall thereupon proceed as if upon a new
application, and a salesman who has changed his employer, shall
always be required to make a new application.

26. No registered person or company shall hold himself or itself
out as registered, either directly or indirectly, nor exhibit to any of
the public any letter, receipt or copy thereof received from the
Registrar, nor advertise the registration in any way, save to state
to inquirers the name in which such registration stands and the
number of the application form sent to the Registrar, and any vio-
lation of this regulation shall constitute an offence.

L 1T [T S
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27. The Registrar may, with the approval of the  Attorney-
General or his representative, designate as ‘“non-trading” any em-
ployee or class of employees of a registered broker (whether an
individual, partnership or company) not usually selling securities to
the public, but such designation shall be temporary only and shall
be cancelled at any time as to any employee or class of employees
whenever the Registrar or the Attorney-General or his representa-
tive is satisfied that any such employee or member of any such class
of employees should be required to apply for registration as a sales-
man, whereupon notice thereof with proper application forms shall
be sent to the employer.

$500 BOND UNDER THE SECURITY FRAUDS PREVENTION
ACT, 1928

Kxow AL MeN By THese Presents, that I/we.. .. .
(insert the name of individual, partners)
(or company, as the case may be)

TR IR G T ERDEE S RERRT) Soa RN
e eu we we oo v .., Obligor, am/are/is held and firmly bound unto
His Majesty the King in the right of the Province of Ontario,
Obligee, in the penal sum of Five Hundred Dollars ($500) to be
paid to the said Obligee or to his heirs, successors or assigns, for
which payment well and truly to be made, I/we/the said Company
bind my/our/its sel , my/our heirs, executors and administrators
[its successors and assigns| firmly by these presents.

SEALED with my our seal , and dated this.. .. .. .. ..day 6f
Nelg o

SeaLEp with the corporate seal of the Obligor, attested by the
hands of its proper officers in that behalf, and dated this.. ..day of

e 2 BTELA

WITNESS:

Now raE ConpIiTiON of the above written obligation is such
that if the said Obligor shall at all times hereafter well and truly
comply with the provisions of the criminal law in force in the Prov-
ince of Ontario and with the provisions of The Security Frauds Pre-
vention Act, 1928, and the regulations made thereunder, and if the
Obligor be not charged at any time hereafter with any criminal
offence, nor be found by the Attorney-General of Ontario or his
representative upon investigation under the said Aect to have com-

mitted any fraudulent act, then the above written obligation shall
83936—2}
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be void, but otherwise shall be and remain in full force and virtue,
and shall be forfeit in the manner provided by the provisions of sec-
tion 7 of the said Act.

N

SIGNED, SEALED AND DELIVERED
in the presence of

SURETY BOND UNDER THE SECURITY FRAUDS PREVEN-
TION ACT, 1928

K~now AiL MeN By TrHESE PrRESENTS, that.. .. ..
(full corporation name)

of e, TN ORI O eV Ie (St mthe D¢ . MiEL, GRY Q6
e e dEEId and firmly bound unto His MaJesty the
ng in the rlght of the Province of Ontario, in the penal sum of..
aE s , to be paid to His sald
MaJesty or to hls helrs SUCCEssors or as~1gns for which payment well
and truly to be made, the said Company binds itself, its successors and
assigns firmly by these presents.

SeaLED with the corporate seal of the said Company attested by
the hands of its proper officers in that behalf, and dated this. .

AR D Tns doar s ains. Pt
WITNESS:

Now THE ConbITION 0f the above written obligation is such that
1 e ca e emgiees e Tenoe s e o s UpON@Nd affer registrafion as.a

.. ..under The Security Frauds
Preventzon Act 1928 and Regulatlon made thereunder, shall at all
times hereafter well and truly comply with the provisions of the
criminal law in force in the Provinee of Ontario and with the pro-
visions of the said Act and Regulations, and if the said.. . :

be not convicted at any time .};er'e'aft‘er' .of. any cnmlnal (')i;fe.n.ce‘ .ar.u.i
if the said. . K ..be not con-

victed at any tlme hereafter of an) offence agamst any provision of
the said Act or the Regulations, and if the said . sna oSt a7

.be not en)omed
under the sald Act by the. Supreme Court or a Judge thereof, other-




@)

(3)

(4)

(5)

(6)

(7)

BANKING AND COMMERCE

(b) “Exchange Auditor” shall ieah b Wbaiistant other

than a brokers’ auditor and not in any way connected
~with a brokers’ auditor and who is employed upon full
time by an executive committee.

(¢) “Executive Committee” shall include the board of
directors, managing committee or other governing com-
mittee of a stock exchange in Ontario.'

Any executive committee may from time to time select a
panel of accountants each of whom shall have practised as
such in Ontario for not less than five years, and shall be

‘known as a brokers’ auditor, and may also employ an

exchange auditor.

The executive committee shall allot to each brokers’ auditor
the persons or companies, whether members of or represented
upon the exchange, which are to be audited by him, and all
of the expenses of every audit are to be paid to the brokers’
auditor by the executive committee, subject to full repay-
ment forthwith by the person or company audited, and until
such repayment is made the executive committee shall have
a lien upon the seat belonging to or controlled by the person
or company so indebted to the executive committee.

Every brokers’ auditor shall at least twice in each year make
a complete audit of the business and affairs of each person
or company allotted to him, such audit to be made at
irregular intervals, supplemented by such partial audits as
the auditor may deem advisable or the executive committee
may direct, but no warning or notice shall in any way be
given of any such whole or partial audit. .

The executive committee of a stock exchange may at any
time require any brokers’ auditor upon the panel of account-
ants of the exchange to make any general or special audit
or report upon the whole or any aspect of the business or
affairs of any person or company who is or has been a
member of or in any way represented upon the exchange.

Every brokers’ auditor, for the purpose of any audit under
the provisions of this section shall be entitled to free access
to all books of account, securities, cash, documents, bank
accounts, vouchers, correspondence and records of every
description of the person or company being audited, and any
person or company withholding, destroying, concealing or
refusing to give any information or thing reasonably required
by the auditor for the purpose of his audit, shall be guilty
of an offence.

Every brokers’ auditor during or upon the completion of
every audit under the provisions of this section shall send
a copy of every report whether interim or final to the
exchange auditor and shall in addition specially report to
such auditor any particular information which may be
required under the by-laws, rules or regulations of the
exchange and any further information which the brokers’
auditor deems it to be in the public interest so to report,
and the exchange auditor shall summarize all information
so received, and report thereon to the executive committee for
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(ii) suspension from any stock exchange of anyv registered
person or the representative upon any stock exchange
of any registered company.

5. Section 12 of the said Act is amended by adding thereto the
following subsection:

(2a) In any of the circumstances mentioned in clauses (a), (b)
or (c) of subsection 1, the Attorney-General may in writing
or by telegram notify any Registrar of Deeds or Master of
Titles or any Local Master of Titles or any Mining Recorder
that proceedings are being or are about to be taken which
may affect land or mining claims belonging to the person or
company referred to in the said notice which notice shall be
registered against the lands or claims mentioned therein
and shall have the same effect as the registration of a
certificate of lis pendens, save that the Attorney-General
may in writing revoke or modify such notice.

6. Section 16 of the said Act is amended by adding thereto the

following subsection:

(2a) Where any company is convicted under this Act the magis-
trate may direct that, in default of payment of the penalty
imposed, proportionate parts thereof shall be paid by such
officers, directors, officials or employees of the company, and
in such amounts as he shall designate, and in default of
payment by any person so designated the magistrate may
impose a penalty of imprisonment for a term not exceeding
six months,

7. The said Act is further amended by adding thereto the follow-
ing section:
16a. Where in consequence of an investigation under Part II
of this Act, any person or company has been,—
(a) convicted of a criminal offence; or
(b) convicted of an offence against any provision of this
Act or the Regulations; or
(c) enjoined by the Supreme Court or a judge thereof other-
wise than by an interim injunction,
the Attorney-General may certify in writing as to the costs
of the investigation and shall be entitled to take such pro-
ceedings as are available to a judgment creditor for the
collection from such person or company of the sum set forth
in such certificate, which sum shall be a debt to His Majesty
in right of the Province of Ontario,

8. The said Act is further amended by adding thereto the follow-
ing sections which shall constitute Part IV of the said Act.

Part IV.
AUDIT, ACCOUNTS, INFORMATION,

19. (1) In this Part:
(a) “Brokers’ Auditor” shall mean an accountant whose
name is on the panel of accountants approved by an
executive committee.
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wise than by an interim injunetion, then the above written obligation
shall be void, but otherwise shall be and remain in full force and
virtue and shall be forfeit in the manner provided by the provisions
of Section 7 of the said Act.

S1eNED, SEALED AND DELIVERED
in the presence of:

AN ACT TO AMEND THE SECURITY FRAUDS PREVENTION
ACT, 1928

' His Masesty, by and with the advice and consent of the Legis-
b lative Assembly of the Province of Ontario, enacts as follows:—

1. This Act may be cited as The Security Frauds Prevention Shor tite
Act, 1929.

2. Subsection 2 of section 6 of The Security Frauds Prevention 1y,
Act, 1928, is amended by inserting after the word “ Attorney-Gen- ;% %

eral ” in the fourth line the words “ or any other bond.” amended,

3. (1) Section 7 of the said Aect is amended by adding thereto 1928,
the following subsection: .

(1a) Any bond mentioned in section 6 shall be forfeit and the Forfeiture
sum named therein shall become due and owing by the per- !bon bank-
son or company bound thereby as a debt to His Majesty winding up
in right of the Province of Ontario when there has been Proceedines.
filed with the Registrar a certificate signed by the Attorney-
General that proceedings by or in respect of the person
or company in respect of whose conduct the bond is con-
ditioned have been taken,—
(a) under the Bankruptcy Act, or
(b) in the case of a company, by way of winding up.
(2) Subsection 2 of the said section is amended by deleting the 1928, c. 34,
words “subsection 1” in the second line and substituting therefor the %752
words “ subsection 1 and la.” e

4. Subsection 1 of section 8 of the said Act is amended by add- 1928, e. 34,

ing thereto the following clause: — sl
amended.

(bb) any permanent entry in the register shall be cancelled Permanent
upon,— entries,

(1) any proceedings being taken by or in respect of the
registered person or company under the Bankruptcy Act
or in the ease of a registered company, by way of wind-
Ing up, or
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scrutiny, identifying the person or company affected thereby
by number only until the executive committee decides to take
action in respect of any such person or company.

Power _ (8) Any person designated in writing by an executive committee

S a—" may examine under oath any member of the exchange or
any officer of any company represented thereon, or any
associate or employee of any such person or company upon
any matter arising out of any report of a brokers’ auditor
and for the purposes of such inquiry the person so designated
shall have all the powers which may be conferred upon a
commissioner under The Public Inquiries Act.

Chago of (9) Any executive committee may in writing, require any person
oo or company whose affairs have been audited or are being

audited to alter, supplement or replace any system of book
or record keeping in any manner.

Agarial (10) Failure by any person or company, a member of or repre-
P —— sented upon any stock exchange, to comply with any require-
ment of the executive committee of the exchange, or any
person designated by it under subsection 8 hereof, shall
constitute an offence and shall entitle the executive commit-
tee to suspend such person or member representing such
company for such period as the said committee shall
determine,
No action (11) No action shall lie against any executive committee or any
vt member thereof, or any person designated by it under sub-
s section 8 hereof, or against any brokers’ or exchange auditor
in respect of any act or proceeding, under the provisions of
this section.

Commence- 9. This Act shall come into force on the day upon which it
— receives the Royal Assent except clause b of subsection 1 of section 19

as enacted by section 8 hereof, which clause shall come into force on
a day to be named by the Lieutenant-Governor by his proclamation.

-
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(b) “Exchange Auditor” shall mean an accountant other “Exchange
than a brokers’ auditor and not in any way connected Auditer”
_with a brokers’ auditor and who is employed upon full
time by an executive committee. i

(¢) “Executive Committee” shall include  the board of '(;ngecl!:ive :
directors, managing committee or other governing com- ~
mittee of a stock exchange in Ontario.'

(2) Any executive committee may from time to time select a pana
panel of accountants each of whom shall have practised as of brokers’
such in Ontario for not less than five years, and shall be “***™
‘known as a brokers” auditor, and may also employ an gxchange
exchange auditor. ‘ auditor.

(3) The executive committee shall allot to each brokers’ auditor uotment
the persons or companies, whether members of or represented of audits.
upon the exchange, which are to bé audited by him, and all ;
of the expenses of every audit are to be paid to the brokers’
auditor by the executive committee, subject to full repay-
ment forthwith by the person or company audited, and until
such repayment is made the executive committee shall have
a lien upon the seat belonging to or controlled by the person
or company so indebted to the executive committee.

(4)" Every brokers’ auditor shall at least twice in each year make puties of
a complete audit of the business and affairs of each person auditor.
or company allotted to him, such audit to be made at
irregular intervals, supplemented by such partial audits as
the auditor may deem advisable or the executive committee
may direct, but no warning or notice shall in any way be
given of any such whole or partial audit. ;

(5) The executive committee of a stock exchange may at any special
time require any brokers’ auditor upon the panel of account- audit.
ants of the exchange to make any general or special audit
or report upon the whole or any aspect of the business or
affairs of any person or company who is or has been a
member of or in any way represented upon the exchange.

(6) Every brokers’ auditor, for the purpose of any audit under Powers
the provisions of this section shall be entitled to free access °of auditors.
to all books of account, securities, cash, documents, bank
accounts, vouchers, correspondence and records of every
description of the person or company being audited, and any
person or company withholding, destroying, concealing or
refusing to give any information or thing reasonably required
by the auditor for the purpose of his audit, shall be guilty
of an offence.

(7) Every brokers’ auditor during or upon the completion of Auditors’
every audit under the provisions of this section shall send rererts:
a copy of every report whether interim or final to the
exchange auditor and shall in addition specially report to
such auditor any particular information which may be
required under the by-laws, rules or regulations of the
exchange and any further information which the brokers’
auditor deems it to be in the public interest so to report,
and the exchange auditor shall summarize all information
so received, and report thereon to the executive committee for
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(c) any isolated sale of any security by the owner thereof or
his representative, for the owner’s account, such sale not
being made in the course of repeated and successive tran-
sactions of a like character by such owner or on his account
by such representative, and such owner or representative not
being the underwriter of such securities. R.S. 6119f; 14
Geo. V, c. 64, 8. 1; 15 Geo. V, c. 67, s. 1.

Division 1T
ISSUE AND SALE OF BONDS

3. No company may issue, sell, offer for sale or otherwise dispose
of, in any manner, directly or indirectly, through an officer, an agent
or any person, its bonds in this Province, unless it has previously
transmitted, to the Provincial Secretary, the following documents:

(1) A copy of its charter, of its articles of association or of any
other act or document incorporating it, as well as of all supple-
mentary letters patent, if any, certified to be true copies by the officer
having the custody of the originals of such documents;

(2) A copy of the by-law of the directors of the company,
ordering the issue and sale of such bonds, showing the date of the
passing of the by-law by the directors, the date of the shareholders’
meeting at which the by-law was approved, the number of shares
held or represented by the shareholders present at such meeting and
by the shareholders who have voted in favour of the by-law, the
aggregate amount of the proposed issue of bonds, the number and
par value of such bonds, the rate of the interest they shall bear, the
date of their maturity and the description of the moveable and im-
moveable property to be given m security, if any, with a statement
of the value of such properties. Such copy of the by-law must be
certified to be a true copy by the president or vice-president and the
secretary of the company, and bear the company’s seal;

(3) A copy of every estimate and prospectus and of every other
representation in writing made by the company or upon its instruc-
tions, containing a statement of the profits likely to be realized;

(4) A statement certified by the auditor of the company and
sworn to by two of the directors, showing:—

(a) The number of shares, if any, fixed by the by-laws, to
qualify as a director, and the conditions determined by the
by-laws of the company for the remuneration of the directors;

(b) The names, callings and addresses of the directors, and their
salaries, if any;

(¢) The cash on hand; g

(d) The aggregate amount of the claims of the company, show-
ing the aggregate amount of those doubtful of realization;

() The claims of the company against the directors, officers
and shareholders, respectively, as well as their claims against
the company, showing the amount and nature of such claims
—the balance due by the shareholders upon the shares not
fully paid up may be indicated by a lump sum;

(f) Merchandise on hand and its value; .

(g) Disbursements made for future operations; e

(h) The moveable and immoveable property, and the value
thereof; L8010 g LSeI g0l siloxsDd
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(i) The goodwill, grants, patents and copyrights, trade-marks,
leases, contracts and permits; :

() The debts of the eompany, secured by hypothees or other
charges on the property of the company, setting forth such
securities and the names of the ecreditors;

(k) The aggregate amount of the unsecured debts of the com-
pany; the name of the creditor and the nature of each debt
to be indicated when the debt is the result of any operation
outside of the ordinary course of the company’s business;

(1) The amount of common shares, subscribed for and allotted,
and the amount paid upon such shares, indicating in what
proportion such shares were issued for services rendered,
commissions or purchase of assets, since the organization of
the company;

(m) The amount of preferred shares, if any, subscribed for and
allotted, and the amount paid on such shares, indicating in
what proportion such shares were allotted for services
rendered, commissions or purchase of assets, since the forma-
tion of the company;

(n) The indirect and conditional obligations, and their value;

(o) The previous issues and sales of bonds, if any, with all
details of such issues and sales;-

(p) The amount to be deducted for depreciation of the stock-
in-trade and of any property of the company;

(q) The total amount of share warrants issued;

(r) The names and addresses of the auditors of the company’s
accounts. R.S. (1909), 6119g; 14 Geo. V, c. 64, s. 1.

Division IIT
ISSUE AND SALE OF SHARES

4. No company shall issue, sell, offer for sale or otherwise dis- obligation
pose of in any manner, directly or indirectly, through an officer, to transmit
agent or any person, any share of its capital stock, unless it has ‘"™
previously transmitted to the Provincial Secretary, the following
documents:—

(1), A copy of its charter, of its articles of association or of any Copy of
other act or document incorporating it, as well as of all supple- herten te.
mentary letters patent, if any, certified to be true copies by the officer
in charge of the originals of such documents;

(2) A copy of the by-law of the directors of the company Copy of
ordering the issue and sale of such shares, indicating the date of the Py-law order-
passing of the by-law by the directors, the total amount of the pro- ;’:,%':;T:
posed issue, the number and complete description of such shares, contentsand
including the privileges affecting any such shares. Such copy of the Jertifieation
by-law shall be certified to be a true copy by the president or vice- i
president and the secretary of the company, and shall bear the
company’s seal;

(3) A copy of every estimate and prospectus and of every other Copy of
representation in writing made by the company or upon its instrue- &=

tions, containing a statement of the profits likely to be realized; o

. (4) A statement certified by the auditor of the company, and Certified
sworn to by two of the directors, setting forth: . Swinn

statement.
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The names, callings, and addresses of the persons who
applied for the incorporation, the number of shares sub-
seribed for by each of them, and the nature and extent of
the interest of each of the subscribers in the property and
profits of the company;

The number of shares, if any, fixed by the by-laws, to
qualify as a director, and the conditions fixed by the by-laws
of the company for the remuneration of directors;

The names, callings, and addresses of the directors or pro-
posed directors, stating their salaries, if any;

The minimum subseription required before the directors may
proceed to allot shares, and the sum to be paid upon sub-
seribing and that upon allotment; and, in the event of a
second issue or a subsequent issue of shares, the amount
offered for subseription at each previous allotment in the
two preceding years, as well as the amount actually alloted
and the instalments, if any, paid on the price of the shares
so alloted;

The number and amount of shares and bonds which within
the two preceding years have been issued or agreed to be
issued, as fully or partly paid up otherwise than in cash;
and, in the latter case, the statement must show to what
extent these shares or bonds were so paid up, and in both
instances, the consideration for which the issue of the shares
or bonds was made or proposed;

The names and addresses of the vendors of any property,
acquired by the company or which it intends to acquire,
which is to be paid for, wholly or partly, out of the pro-
ceeds of the proposed issue, or whose acquisition was not
completed at the date of the proposed issue, but which is
proposed to be paid for out of such proceeds, and the sum
payable to the vendor in cash, shares or bonds, and, if there
be more than one vendor, or if the company be a sub-pur-
chaser, the sum payable to each vendor; provided that if
the vendors are a firm they shall not be treated as separate
vendors;

The amount, if any, paid or payable as the purchase price
in cash, shares or bonds, for the purchase of any property,
as above mentioned, specifying the amount, if any, ‘allowed
for goodwill;

The amount, if any, paid during the two preceding years
or payable, as commission, for the placing or subseription
of shares or bonds of the company, and the rate of such com-
mission; but it shall not be necessary to mention the com-
missions payable to those who have dealt with sub-under-
writers;

The amount or estimated amount of preliminary expenses;
The amount paid within the two preceding years or to be
paid to any promoter, and the consideration for any such
payment;

The date of every material contract, with the names of the
contracting parties, and & reasonable time and place at
which each such contract or a copy may be inspected; this
provision shall not apply to a contract relating to matters
dealt with or to be dealt with in the ordinary course of the
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company’s business, or to a contract made more than two
years before the date of the proposed issue or sale;

(1) The names and addresses of the auditors, if any, of the
company’s accounts; J

(m) Full particulars of the nature and extent of the interest,
if any, of each director in the promotion of the company or
in the properties which the company proposes to acquire,
or, if t{;e interest of such a director consists in being a
partner in a firm, the nature and extent of the interest of
the firm, with a statement of all sums paid or to be paid to
such director or the firm in cash, shares or otherwise, by
any person, either to induce him to become, or to qualify
him as, a director, or for other services rendered by him or
by the firm, in the promotion or formation of the company;

(n) If the company has shares of more than one class, the voting
rights respectively conferred by each class of shares, at the
meetings of the company. R.S. (1909), 6119h, ss 1, 2, 3, 4;
14 Geo. V, c. 64, 5. 1.

5. For the purposes of this division, every person who has been Party
a party to a contract for the sale or purchase, or option for the deeg“d
purchase of a property, bought or to be bought by the company, s
shall be deemed to be the vendor in the following instances:—

(1) If the purchase price has not been fully paid at the date
of the proposed issue or sale;

(2) If the purchase price is to be wholly or partly paid out of
the proceeds of the proposed issue or sale;

(3) If the contract depends for its validity or fulfilment on the
result of such proposed issue or sale. R.S. (1909), 6119h, s. 5; 14
Geo. V, c. 64, s. 1.

6. When a property is to be leased by the company, this division Application
shall apply as if the word “vendor” also meant lessor, and the ex- yhee dleasfe
pression ‘purchase price” included also rent, and the expression 5 ©

“sub-purchaser” included sub-lessee. R.S. (1909), 6119h, s. 6; 14%1&
Geo. V, c. 64, s. 1.

7. Every stipulation shall be null which induces or compels Nulity of
a subscriber for shares or bonds to waive compliance with any re- stipulation
quirement of this division, or purports to affect him with notice of "0"®
any contract, document or matter not specifically mentioned in the
statement. R.S. (1909), 6119h, s. 7; Geo. V, c. 64, s. 1.

8. This division shall not apply to sales of shares made by a Application
company to persons who have signed the application or documents of division.
necessary for the incorporation of the company, nor shall it apply to

companies whose letters patent of incorporation or supplementary
letters patent,— .

(1) limit the number of shareholders to twenty, exclusive of
the present and past employees who are shareholders of the company
and who have continued so to be after leaving its employ; or

(2) forbid any appeal to the public to subscribe for shares.
R.S. (1909), 6119h, s. 8; 14 Geo. V, c. 64, s. 1.

9. Nothing in this division shall limit or diminish any liability Effects as
arising from any other provision of law. R.S. (1909), 6119h, s. 9; 14 to_other
Geo. V, c. 64, 5. 1. So—

waiver, ete.

29



30

Prohibition
as to mention
in share-
certificate,
ete.

Exception,

Loss of civil
recourse for
non-com-
pliance with
formalities.

Liability
of directors.

Rights of
Sharehold-
ers, ete.

Penalties
for certain
infringements.

"STANDING COMMITTEE

10. It is forbidden for any company, association or person, issuing
or offering for sale the shares or bonds of any company, to mention,
in the share-certificate or on the bond or in any written or printed
document intended for publication, that the formalities required under
the preceding sections for the issue and sale of such shares or bonds
have been complied with other than by the declaration that the
formalities required under the Securities Sale Act have been com-
plied with. R.S. (1909), 6119i, 14 Geo. V, c. 64, s. 1.

11. Any company which does or allows to be done one or more
of the transactions contemplated by sections 3 and 4 without the
formalities required by such two sections having been accomplished,
shall lose its civil recourse against the purchasers of such shares or
bonds for the purchase price or balance of purchase price thereof;
and the directors of such company, who may have participated by
their vote in the commission of such infringement, shall be jointly
and severally liable for the repayment of the shares or bonds sold
contrary to the provisions of division II or III of this act, to the
extent of the price paid by the purchasers for such shares or bonds.

Nothing in Division II or III shall be interpreted as depriving
the shareholders or bondholders of the rights and recourses they may
have against the company or any other person. R.S. (1909), 6119j;
14 Geo. V, c. 64, s. 1.

Division IV

PENALTIES FOR THE ISSUE AND SALE, IN CERTAIN CASES, OF SHARES,
BONDS AND OTHER SECURITIES

12. Every company or corporation, incorporated after the 23rd of
May, 1924 (the date of the coming into force of the act 14 George V,
chapter 64), whatever be the manner or place of its incorporation
and whatever be the authority incorporating it, whether within or
without the Province, which carries on for itself or for any other such
company or corporation, and every person who carries on for such
a company or corporation, one or more of the operations contem-
plated by sections 3 and 4 and which are not included in subsection 3
of section 2, without the information mentioned in sections 3 and 4
having been transmitted in the manner therein indicated to the Pro-
vincial Secretary, shall be liable, for each infringement, to a fine of
not more than one thousand dollars; and, failing payment of the
said fine, such person, or, in the case of a company or corporation,
the officers or directors thereof who may have participated, by their
vote, in the commission of such infringement by the said company
or corporation shall be liable to imprisonment for not more than
three months. R.S. (1909), 6119k, 14 Geo. V, c. 65, s. 1.
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REVISED STATUTES OF QUEBEC, 1925, CHAPTER 25,
QUEBEC LICENSE ACT

Division IX

BROKERS

92. (1) Every broker, firm of brokers, or person, whose residence (IfO’;-P;*i-k
or chief place of business is outside the Province, desiring to do busi- “™" "
ness therein through an agent or representative by dealing or taking
orders to deal in shares, bonds, debentures or debenture stock from
within the Province, with any broker or firm of brokers or person
outside the Province, shall take out, for such agent or such repre-
sentative in a fixed office or place of business, an annual license, upon
payment of a duty of two thousand dollars.

(2) The taking out of a license under this section shall not Proviso.
exempt the holder of such license from any of the provisions of the
Security Transfer Tax Act (Chap. 27). R.S. (1909), 992, 11 Geo. V,
0..20..8. 1

93. Every person coming within the purview of subsection 1 of Penalty for
section 92, who carries on the business therein described, without o>r2tne
being the holder of a license for that purpose, then in force, as well jicense.
as his agent and representative in the Province, shall incur a penalty
of two thousand dollars for each offence; and every one who deals
with such person in the business described in the said subsection 1 of
section 92, shall be liable to the Crown for twice the amount exigible
upon each such transaction under the Security Transfer Tax Act
(Chap. 27). R.S. (1909), 993; 11 Geo. V, c. 26, s. 1.

94. (1) Every person not residing within the Province, who Semi-annual
temporarily comes therein for the purpose of dealing in shares, bonds, license.
debentures, or debenture stock, either in his own name or in the name
of any firm or company, having its head office outside of the Province,
or of any broker or other person not residing in the Province, shall
first obtain a semi-annual license, upon payment of a duty of five
hundred dollars.

(2) Every person residing in the Province and doing a brokerage registration
business of any kind therein, shall, at such times and in such manner of resident
as may be determined by the Provincial Treasurer, register with the "™
stock tax collector, if in the district of Montreal, and with the proper
collector of provincial revenue in any other revenue district. The
registration fee shall be three dollars, of which two dollars shall belong
to the consolidated revenue fund and one dollar to the collector.

(3) The taking out of a license under this section shall not Proviso.
exempt the holder of such license from any of the provisions of the

Security Transfer Tax Act (Chap. 27). R.S. (1909), 994; 11 Geo. V,
¢, 20, 8:'1.

95. Every person coming within the purview of subsection 1 of Penaity
section 94, who carries on the business therein described without being for operating
the holder of a license for that purpose, then in force, shall incur a o
fine of not more than one thousand dollars and not less than five '
hundred dollars, for each offence; and every one who deals with such
person in the business described in the said subsection 1 of section 94
shall be liable to the Crown for twice the amount exigible upon each
such transaction under the Security Transfer Tax Act (Chap. 27).

R.S. (1909), 995; 11 Geo. V, c. 26, s. 1.
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QUEBEC
(18 Georee V, CHAPTER 14).
CHAPTER 14
An Act to amend the Quebec License Act
(Assented to, the 22nd of »M arch, 1928).

His Majesty, with the advice and consent of the Legislative

Council and of the Legislative Assembly of Quebee, enacts as
follows:—

1. Section 94 of the Quebec License Act (Revised Statutes,
1925, chapter 25) is amended:—

(a) By replacing subsection 2 thereof, by the following sub-
sections:—

“ 2. Every person residing in the Province, with a place of
business therein and doing a brokerage business therein in shares,
bonds, debentures or debenture-stock, must first obtain an annual
license for the purpose, upon payment of a duty of three hundred
dollars. If such person has more than one place of business in
the Province, such duty shall be increased by the sum of one hun-
dred and fifty dollars for each place of business over and above
the first one.

“3. Every person residing in the Province, without any place
of business therein and doing a brokerage business therein in shares,
bonds, debentures or debenture-stock, must first obtain an annual
license for the purpose, upon payment of a duty of ten dollars.”;

(b) By replacing therein the figure: “3,” preceding the third
subsection thereof, by the figure: “4.”

2. Section 95 of the said act is replaced by the following:—

“95. 1. Every person coming within the purview of subsection
1 of section 94, who carries on the business therein deseribed without
being the holder of a license for that purpose, then in force, commits
an offence against this Division and shall be liable, in addition to
the payment of the license duty and costs, to a fine equal to twice
the amount of the duties exigible under the said subseetion, and,
failing payment, to imprisonment for one month in the common gaol.

“2. Every person coming within the purview of subsection 2 of
section 94, who carries on the business therein described without being
the holder of a license for that purpose, then in force, commits an
offence against this Division and shall be liable, in addition to the
payment of the license duty and costs, to a fine equal to twice the
amount of the duties exigible under the said subsection, and, failing
payment, to imprisonment for one month in the common gaol.

“3. Every person coming within the purview of subsection 3
of section 94, who acts as broker without being the holder of a license
for that purpose, then in force, commits an offence against this Divi-
sion and shall be liable, in addition to the payment of the license
duty and costs, to a fine equal to twice the amount of the duties
exigible under the said subsection, and, failing payment, to impris-
onment for one month in the common gaol.”
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3. The said act is amended by inserting therein, after sec-
tion 95 thereof, the following sections:—

“95q. For the purposes of this Division, the word “broker”

~means any person dealing commercially in shares, bonds, deben-

tures, debenture-stock or other securities, and includes any person
who offers to sell or buy or who sells or buys such securities on
behalf of another person; but it does not include the notary who is
not regularly appointed agent for a person, firm or corporation doing
a brokerage business, and who acts as intermediary between his
clients and such broker.

“95b. A broker shall not offer for sale or sell shares, bonds,

" debentures, debenture-stock or other securities of a company which

is subject to the provisions of the Securities Sale Act (Chap. 228) and
which has not complied therewith.

“95¢. A broker’s license shall be wvalid throughout the Prov-
ince and shall be issued by the Comptroller of Provincial Revenue.
He may refuse to issue such license to any person who is not suffi-
ciently recommended, and the Provincial Treasurer may suspend
or revoke it, if, after investigation, he concludes that such broker
has infringed any of the provisions of this act or of the Securities
Sale Act (Chap. 228) or of the Security Transfer Tax Act (Chap.
2f7f) or of the regulations made thereunder, or is accused of a criminal
offence.

“A license issued to a firm or corporation under subsection 2
of section 94 does not include that required of its officers and direct-
ors under the authority of subsection 3 of the same section.

“95d. Every licensed broker who collects the tax imposed by
the Security Transfer Tax Act (Chap. 27) acts, in such case, as
agent for the Revenue Branch, and shall remit such tax in money to
the Revenue Branch, at the times and with the reports and infor-
mation which the Provincial Treasurer may exact.

“95¢. The Attorney-General of the Province of Quebec or the
Provincial Treasurer may, at any time, authorize, in writing, one
or more officers of his department, to examine the books and docu-
ments relating to the business of any broker dealing in shares, deben-
tures, debenture-stock, bonds or other securities, in order to ascer-
tain whether the transactions of such broker are in conformity with
this act or with the Security Transfer Tax Act (Chap. 27) or with the
Securities Sale Act (Chap. 228).

“ Every broker, who neglects or refuses to show his books and
documents relating to his business to such officer or officers, commits
an offence against this act, and shall incur for each offence a fine not
exceeding one thousand dollars and, failing payment of the fine, the
person, or, in the case of a company or corporation, the officers or
directors of the company or corporation who, by their vote, may have
contributed to the commission of the offence by the company or

corporation, shall be liable to imprisonment not exceeding three
months.”

4. This act shall come into force on the day of its sanction.

83936—3
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NOVA SCOTIA

EXTRACT FROM CHAPTER 174, REVISED STATUTES OF
NOVA SCOTIA, 1923

ProspecTUS

79. (1) Every prospectus issued by or on behalf of a company
or in relation to any intended company shall be dated, and that date
shall, unless the contrary be proved, be taken as the date of publica-
tion of the prospectus.

(2) A copy of every such prospectus, signed by every person who
is named therein as a director or proposed director of the company,
or by his agent authorized in writing, shall be filed for registration
with the registrar on or before the date of its publication, and no
such prospectus shall be issued until a copy thereof has been so filed
for registration.

(3) The registrar shall not register any prospectus unless it 1s
dated, and the copy thereof signed, in manner required by this section.

(4) Every prospectus shall state on the face of it that a copy
has been filed for registration as required by this section.

(5) If a prospectus is issued without a copy thereof being so
filed, the company, and every person who is knowingly a party to the
issue of the prospectus, shall be liable to a penalty not exceeding
twenty-five dollars for every day from the date of the issue of the
prospectus a copy thereof is so filed. 1921, c. 19, s. 79.

80. (1) Every prospectus issued by or on behalf of a company,
or by or on behalf of any person who is or has been engaged or inter-
ested in the formation of the company, must state—

(a) the number of shares, if any, fixed, by the articles as the
qualification of a director, and any provision in the articles
as to the remuneration of the directors; and

(b) the names, descriptions, and addresses of the directors; and

(¢) the number and amount of shares and debentures which
within the two preceding years have been issued, or agreed
to be issued, as fully or partly paid up otherwise than in
cash, and in the latter case the extent to which they are so
paid up, and in either case the consideration for which those
shares or debentures have been issued or are proposed or
intended to be issued; and

(d) the names and addresses of the vendors of any property pur-
chased or acquired within the two preceding years by the
company ; provided that this requirement shall not apply to
property purchased or acquired by the company in the ordin-
ary course of the business carried on or intended to be car-
ried on by the company; and

(e) the names and addresses of the vendors of any property pro-
posed to be purchased or acquired by the company, which is
to be paid for wholly or partly out of the proceeds of the
issue offered for subscription by the prospectus; provided
that' this requirement shall not apply to property proposed
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to be purchased or acquired by the company in the ordinary
course of the business carried on or intended to be carried
on by the company and proposed to be purchased or acquired
from any person who is not a director of the company or
engaged or interested in the formation of the company; ar}d

(f) the amount (if any) paid or payable as purchase money in
cash, shares, or debentures, for any such property as afore-
said, specifying the amount (if any) payable for goodwill;
and

(g) the dates of and parties to every material contract relating
to the purchase or proposed purchase of property by the
company as aforesaid, and a reasonable time and place
at which any material contract or a copy thereof may be
inspected; and

(k) the amount or estimated amount of preliminary expenses;
and

(¢) the names and addresses of the auditors (if any) of the com-
pany; and

(j) where the company is a company having shares of more
than one class, the right of voting at meetings of the com-
pany conferred by the several classes of shares respectively.

(2) Where any of the property to be acquired by the company where pro-
is to be taken on lease, this section shall apply as if the expression ;’g;gmdﬂud

“vendor” ‘included the lessor, and the expression “purchase money” taken on
included the consideration for the lease. lease.

(3) Any condition requiring or binding any applicant for shares Conditions
or debentures to waive compliance with any requirement of this Eﬁ,XSILfim
section, or purporting to affect him with notice of any contract, void.
documents or matter not specifically referred to in the prospectus,
shall be void.

(4) In the event of non-compliance with any of the require- Prospectus
ments of this section, every prospectus shall, with respect to any ﬁiﬂ’ﬁm
person who takes shares in the company on the faith of such pros- in case ot
pectus, be deemed fraudulent on the part of the company, and the s AL 4%
promoters, directors, and officers of the company who knowingly “™"
issue or authorize the issue of such prospectus, provided that a
director or other person responsible for the prospectus shall not incur
any liability by reason of the non-compliance, if he proves that—

(a) as regards any matter not disclosed, he was not cognizant

thereof; or

(b) the non-compliance arose from an honest mistake of fact

on his part.

(8) This section shall not apply to a circular or notice inviting Section not
existing members or debenture holders of a company to subscribe 2Priceble to
either for shares or for debentures of the company, whether with or members.
without the right to renounce in favour of other persons, but sub-
ject as aforesaid this section shall apply to any prospectus whether
issued on or with reference to the formation of a company or sub-
sequently.

35

(6) The requirements of this section as to the qualification, and oo

remuneration of directors, the names, descriptions and addresses of direstors not
directors or proposed directors, and the amount or estimated amount #pplicable

of preliminary expenses, shall not apply in the case of a prospectus after one year.

issued more than one year after the date at which the company has
commenced business.
830363}
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(7) Nothing in this section shall limit or diminish any liability
which any person incurg under the general law or this Chapter apart
from this section. 1921, ¢. 19, s. 80.

81. (1) Where a prospectus invites persons to subscribe for
shares in or debentures of a company every person who is a director
of a company at the time of the issue of the prospectus, and every
person who has authorized the naming of him and is named in the
prospectus as a director or as having agreed to become a director
either immediately or after an interval of time, and every promoter
of the company, and every person who has authorized the issue
of the prospectus shall be liable to pay compensation to all
persons who subscribe for any shares or debentures on the faith
of the prospectus for the loss or damage they may have sustained by
reason of any untrue statement therein, or in any report or memo-
randum appearing on the face thereof, or by reference incorporated
therein or issued therewith, unless it is proved—

(a) with respect to every untrue statement not purporting to
be made on the authority of an expert, or of a public official
document or statement, that he had reasonable ground to
believe, and did up to the time of the allotment of the shares
or debentures, as the case may be, believe that the state-
ment was true; and

(b) with respect to every untrue statement purporting to be a
statement by or contained in what purports to be a copy of
or extract from a report or valuation of an expert, that it
fairly represented the statement, or was a correct and fair
copy of or extract from the report or valuation; provided
that the director, person named as director, promoter, or
person who authorized the issue of the prospectus, shall be
liable to pay compensation as aforesaid if it is proved that
he had no reasonable ground to believe that the person
making the statement, report, or valuation was competent
to make it; and

(¢) with respect to every untrue statement purporting to be a
statement made by an official person or contained in what
purports to be a copy of or extract from a public document,
that it was a correct and fair representation of the state-
ment or copy of or extract from the document:

or unless it is proved—

(i) that having consented to become a director of the company
he withdrew his consent before the issue of the prospectus,
and that it was issued without his authority or consent; or

(ii) that the prospectus was issued without his knowledge or
consent, and that on becoming aware of its issue he forth-
with gave reasonable public notice that it was issued without
his knowledge or consent; or

(ii1) that after the issue of the prospectus and before allotment
thereunder, he, on becoming aware of any untrue statement
therein, withdrew his consent thereto, and gave reasonable
public notice of his withdrawal, and of the reason therefor.

(2) Where the prospectus contains the name of a person as a
director of the company, or as having agreed to become a director
thereof, and he has not consented to become a director, or has with-
drawn his consent before the issue of the prospectus, and has not
authorized or consented to the issue thereof, the directors of the
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company, except any without whose knowledge or consent the pros-
pectus was issued, and any other person who authorized the issue
thereof, shall be liable to indemnify the person named as aforesaid -
against all damages, costs, and expenses to which he may be made
liable by reason of his name having been inserted in the prospectus,
or in defending himself against any action or legal proceedings
against him in respect thereof.

(3) Every person who by reason of his being a director, or Director may
named as a director or as having agreed to become a director, or ;o .
of his having authorized the issue of the prospectus, becomes liable to in certain
make any payment under this section, may recover contribution, as ®***
in cases of contract, from any other person who, if sued separately,
would have been liable to make the same payment, unless the person
who has become so liable was, and that other person was not guilty
of fraudulent misrepresentation.

(4) For the purpose of this section—

the expression “promoter” means a promoter who was a Promoter and

party to the preparation of the prospectus, or of the portion §P

thereof containing the untrue statement, but does not include

any person by reason of his acting in a professional capacity

for persons engaged in procuring the formation of the company;

The expression “expert” includes engineer, valuer, accountant,
and any other person whose profession gives authority to a statement
made by him. 1921, c. 19, s. 81.

CHAPTER 11

An Act Respecting the Sale of Shares, Stocks, Bonds and other
: Securities

(Passed the 9th day of May, A.D. 192})

.~ Be it enacted by the Governor, Council, and Assembly, as fol-
lows:—

1. This Act may be cited as “ The Sale of Securities’ Act.” Title.

2. (a) The expression “ Company ” means a company, COrpora- Company.
tion, syndicate or association of persons incorporated or
unincorporated other than a body corporate incorporated by
or under the authority of an Act of the Parliament of
Canada;

(b) the expression “Security ” or “ Securities” shall include Seeurity.
any share, share warrant, stock, bond, or debenture, deben-
ture stock, investment contract, certificate or other evidence
of an interest in the property or undertaking of any com-

pany.
3. This Act shall not apply to any shares, stocks, bonds or other Act not
securities— applicable to

certain shares
(a) of the Dominion of Canada or of any Province thereof; or and 'l.
(b) guaranteed by the Dominion of Canada or any Province '
thereof; or
(¢) of the United Kingdom of Great Britain and Ireland or of
any foreign country; or
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(d) of any county, city, town, municipality, or school distriet
of any Province of Canada; or

(e) issued by a company whose bonds or shares are listed upon
any incorporated stock exchange in Canada; or upon stock
exchanges of London, Paris or New York.

(f) which are authorized for the investment of trust funds in any
Province of Canada;

(g9) of any company incorporated prior to the coming into force
of this Act;

(h) issued by any company in favour of its shareholders or
bondholders as dividends or as division of profits or upon
a re-organization;

() sold judically. or by an executor, administrator, sequestrator
or receiver, appointed by a court of competent jurisdiction,
and official receiver, a guardian, trustee, liquidator, custodian
of the estate of a bankrupt or authorized assignors, or sheriffs
and other officials of any Court of the Province of Nova
Scotia while acting in their representative capacities;

(j) of any society organized under an Act of the Legislature of
Nova Scotia, entitled “An Act for the Regulation of Benefit
Building Societies ” and being Chapter 42, 12 Victoria;

(k) the issue whereof has been authorized or approved by the
Nova Scotia Board of Commissioners of Public Utilities, or
the Board or body analogous thereto, which exercises similar
functions in any Province of Canada;

(I) secured by rates or taxes levied under the authority of any
Province of Canada on property situate in such Province
and collectable by the Municipality or Municipalities in
which such property is situate, or to an isolated sale thereof,
such sale not being made in the course of repeated and suc-
cessive transactions.

— 4. No person shall in Nova Scotia sell or offer or attempt to sell
. any security of any company unless and until there has been filed

grovincial with the Provincial Secretary with respect to any such company the
Hoping  following documents,

s, (a) a copy of the charter, letters patent, memorandum of associa-
tion, or other Act or document incorporating such company,
together with all additions, supplements, or amendments
thereto, certified to be true copies by the officer having the
custody of the originals thereof;

(b) a copy of the by-law, article of association, or resolution,
if any, authorizing the issuance of any security, the date on
which the same was passed and confirmed, with the total
amount par value, number, and complete description of issue
of such gecurities;

(¢) a copy of every estimate and prospectus and of every other
representation in writing containing a statement of the
profits likely to be realized by the company;

(d) a statement showing:— i
(i) the names, addresses and occupations of the directors,

their salaries, and the number of shares, if any, required
as qualification for a director;
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(i) the authorized capital, the issued capital, the paid-up
capital, indicating the shares thereof issued for promot-
ing the company, services rendered, commissions, or pur-
chase of assets, and the total amount of all securities
which are a charge on the assets and undertaking of the
company;

(iii) the number and classes of securities into which the
capital of the company is divided, the voting powers,
preferences, rights to dividends, profits, or capital of
each class;

(iv) the amount of the issue of any such securities, and the
minimum subscription on which the company may pro-
ceed to allotment;

(v) the number and amount of securities which within the
two preceding years have been issued or agreed to be
issued as fully or partly paid-up, otherwise than in cash,

-~ and the consideration therefor; in the latter case in addi-
tion thereto the extent to which such securities are so
paid up;

(vi) the names and addresses of the vendors of any property
acquired by the company or which it intends to acquire,
which is to be paid for, wholly or in part, out of the
proposed issue, or the purchase or acquisition of which
has not been completed at the date of the statement,
but which is proposed to be paid for out of such pro-
ceeds, the sum payable to the vendor in cash or securi-
ties or otherwise, and, where there is more than one
vendor, or if the company is a sub-purchaser, the sum
payable to each vendor; provided that if the vendors
are a firm they shall not be treated as separate vendors;

(vii) the amount, if any, paid or payable as the purchase
price in cash or securities for the purchase of any prop-
erty, as above mentioned, specifying the amount, if any,
allowed for good-will;

(viii) the amount or estimated amount of preliminary ex-
penses;

(ix) the dates of every material contract, with the names
of the contracting parties and a reasonable time and
place at which the same may be inspected; provided
that this section shall not apply to a contract entered
into in the ordinary course of business, or entered into
more than three years before the date of the statement;

(x) the names, occupations, and addresses of the persons
who applied for incorporation, the number of shares sub-
scribed for by each, and the nature and extent of the
interest of each in the property of and profits of the
company;

(xi) the names and addresses of the auditors, if any, of the
company; :

(xii) the nature and extent of the interest if any, of each
director in the promotion of the company or in the
properties which the company proposes to acquire, or,
if the interest of such director consists in being a mem-
ber of a firm, the nature and extent of the interests of

39
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the firm, with a statement of all moneys paid or to be
paid to such director or the firm in cash or securities by
- any person either to induce him to become or qualify
him to become a director, or for other services rendered
by him or the firm in the promotion or formation of the

company;

(e) a statement of the assets and liabilities of the company show-

ing the aggregate amount of each of the following:—

(i) claims due the company, the aggregate amount of doubt-
ful claims being segregated; :

(ii) the cash and merchandise on hand and the value of such
merchandise; '

(iii) claims of the company against each director;

(iv) disbursements made for future operations;

(v) debts of the company secured by mortgage;

(vi) amount of unsecured debts of the company;

(vii) indirect and conditional obligations of the company;

(viii) amount to be deducted for depreciation of stock in
trade and any property of the company;

(ix) goodwill, grants, patents, copyrights, trademarks, leases,
contracts and permits;

(x) it shall be sufficient compliance with this subsection if

- the statements required to be filed hereunder relate or

refer to the last preceding annual acecounting period of
the company, or if the company has not been in busi-
ness for one year, to a date within three months of the
filing of such statement;

(f) for the purpose of this section the word “vendor” shall

(g)

(R)

include a person who has entered into a contract, absolute
or conditional, for the sale or purchase or for an option of
purchase of any property to be acquired by the company
where— 3

(i) the purchase money is not fully paid at the date of the
statement; or

(i1) the purchase money is to be paid wholly or in part out
of the proceeds of the issue offered sale; or

(iii) the contract depends for its validity or fulfilment on
the result of such issue;

where any of the property to be acquired by the company
is to be taken on lease this section shall apply as if the
expression “vendor” included the lessor and the expression
“purchase money” included the consideration for the lease
and the expression “sub-purchaser” included a sub-leasee;

the statement required to be filed by this section shall be
signed by the President and Manager or the Vice-President
and Manager of such company and verified by affidavit of
a responsible officer or person having knowledge of the facts
and having a substantial interest in the company or its
undertaking;
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(1) all amendments or additions to any of the documents speci-
fied in subsections (a), (b) and (c¢) of this section from
time to time made shall be similarly certified and filed with
the Provincial Secretary.

5. Every agreement or stipulation whereby a subscriber for any Agreement or
security agrees or is induced or compelled to waive compliance with ?g‘r"s“::zr‘f{;
any requirement of this Act or which affects or purports to affect waiving
him with notice of any contract, document or matter not specifically conrianc «
mentioned in any statement required tc be filed as in this Act pro- nuliand void.

vided, shall be null and void.

6. No company or person issuing or offering for sale any securi- D«;cgmnts
ties of any company shall mention in any written or printed docu- jiion

ment that the formalities required by this Act have been complied formalities of
with. Act have bgen
complied with.

7. Every person who contravenes any provision of this Act shall Peralty f‘;’.
be guilty of an offence and shall be liable on summary conviction to T ks
a penalty of not less than fifty or more than one thousand dollars,
and, in default of payment, imprisonment for a term not exceeding
six months.

8. A contract for the sale of any securities shall not be enforce- Contract for
able by action in any Court in Nova Scotia unless the documents St

and statements required to be filed under this Act have been in fact ﬂgeabm
so filed. g;);;unents
9. There shall be paid for the documents and statements re- Fees for
quired to be filed by this Act such fees as the Governor in Council pisigy =
may from time to time direct. statements.

10. This Act shall not apply to any company now or hereafter Act not

incorporated under Chapter 49, Revised Statutes, 1923, “Of the *Pplicableto
Incorporation of Farmers’ Co-operative Societies,” or under Chapter companies.
70, Revised Statutes, 1923, “ Of the Incorporation of Farmers’ Fruit,
Produce and Warehouse Associations,” or under Chapter 71, Revised
Statutes, 1923, “ Of the Nova Scotia Farmers’ Association,” or under
Chapter 189, Revised Statutes, 1923, “ Of Fishermen’s Bait Asso-
ciations,” or under Chapter 190, Revised Statutes, 1923, “ Of the
Organization of Fishermen’s Unions,” or under Chapter 191, Revised
Statutes, 1923, “ Of the Incorporation of Associations for the Con-
struction of Mechanical Bait Freezers,” or under Chapter 192, Re-
vised Statutes, 1923, “ Of the Incorporation of Owners of Vessels in
the Fishing Industry,” or under Chapter 193, Revised Statutes, 1923,
“The Fishermen’s Co-operative Societies’ Act,” or under Chapter
194, Revised Statutes, 1923, “ The Cemetery Companies’ Act,” or
under Chapter 195, Revised Statutes, 1923, “ Of Library Associa-
tions and Institutes,” or under Chapter 196, Revised Statutes, 1923,
“The Rural Telephone Act,” or under Chapter 4, Acts of 1919,
“The Nova Scotia Housing Act,” or by or under the authority of
an Act of the Parliament of Canada. :

11. This Act shall come into force upon such date as the Gov- ;‘“‘ i"b_
ernor in Council may be pleased to fix by proelamation. ki
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CHAPTER 12

An Act Respecting the Registration of Brokers

(Passed the 9th day of May, A.D. 1924)

Be it enacted by the Governor, Council, and Assembly, as follows:
1. This Act may be cited as “ The Brokers’ Registration Act.”

2. The expression “security ” or “ securities ”’ shall include, any
share, share warrant, stock, bond, or debenture, debenture stock,
investment contract, certificate or other evidence of an interest in the
property or undertaking of any Company.

3. No person shall, either as principal, agent or otherwise, offer
for sale, sell or otherwise deal in securities or underwrite any issue
of securities or purchase or otherwise acquire such securities from
another person for the purpose of re-selling or offering for sale such
securities for commission or at a profit without first securing a cer-
tificate of registration from the Provincial Secretary.

4. (1) Every applicant for registration shall file in the office of
the Provincial Secretary an application in writing, duly verified by
affidavit. Such application shall be in such form and contain such
particulars as may be required by the regulations passed hereunder.

(2) Where any person applying for registration is acting as an
agent for any other person, firm, or corporation, such application shall
be approved and countersigned by the person, firm, or corporation
for which such person applying for registration is so acting.

(3) Every such applicant shall, if requested by the Provineial
Secretary, furnish security in the form and for an amount satisfactory
to the Provincial Secretary that he will faithfully comply with the
provisions of this Act and of the regulations made hereunder.

5. The names and addresses of all persons registered under the
provisions of this Act shall be entered in a book which shall be kept
in the office of the Provincial Secretary and shall be open to public
inspection.

6. (1) Every person who holds a certificate of registration under
this Act shall on or before the last day of each month file in the office
of the Provincial Secretary a statement, verified by affidavit, contain-
ing a list of all securities offered for sale by him during that calendar
month, and a copy of every prospectus or circular letter relating to
each such security used by such person for advertising such security
or for the purpose of inducing any person to purchase or subscribe for
any such security.

(2) It shall be sufficient compliance with the provisions of this
section if the information required to be filed by this section is filed
on behalf of any person by the person, firm or company which any
such person represents, provided that such person, firm or company
has registered under this Act.
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7. The Lieutenant-Governor-in-Council may from time to time Refoulf““’“s
make regulations fixing the fees for registration and prescribing the roports, ctc.
form of applications, reports and other documents required by this
Act or by any regulations hereunder, and generally for the better

carrying out of the provisions of this Act.

8. Every person who contravenes any provision of this Act shall Penalty f°t’.
be guilty of an offence and shall be liable on summary conviction to a fhor
penalty of not less than one hundred dollars and not more than five
hundred dollars, or, in default of pa.}ment to a term in prison not
exceeding six months.

9. The Provincial Secretary may at any time, for misconduct or Cemgcate
violation of the provisions of this Act or of the regulations passed tupeciied
hereunder, or for violation of any of the provisions of The Sale of for cause.
Securities Act, cancel any certificate of registration issued under this
Act and remove the name or names of the holder thereof from the

register.

10. This Act shall not apply to the sale by a company of its Actnot
securities. applicable.

11. This Act shall come into force upon such date as the Gov- Acﬁ in force
ernor-in-Council may be pleased to fix by proclamation. N
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MANITOBA
CHAPTER 46
An Act for the Protection of Investors

(Assented to March. 16th, 1928)

His Majesty, by and with the advice and consent of the Legis-
lative Assembly of Manitoba, enacts as follows:—

1. This Act may be cited as “The Security Frauds Prevention
Act”.

2. In this Act, unless the context otherwise requires,

(a) “%tborney—General” means the Attorney-General of Mani-
toba. »

(b) “Board” means The Municipal and Public Utility Board.

(¢) “Board’s Act” means “The Municipal and Public Utility
Board Act”, being chapter 33 of the Statutes of 1926.

(d) “Company” includes any association, corporation, company
or other incorporated organization, whether acting as a trus-
tee or not.

(e) “Fraud”, “fraudulent” and “fraudulent act” include in addi-
tion to their ordinary meaning and to any meaning which the
Courts have heretofore or may hereafter attach thereto:

(i) any intentional misrepresentation, by work, conduct, or
in any manner of any material fact either present or
past, and any intentional omission to disclose any such
fact;

(ii) any promise or misrepresentation as to the future which
is beyond reasonable expectation and not made in good
faith;

(i11) any fictitious trade or pretended trade in any security;

(iv) the gaining or attempt to gain, directly or indirectly
through a trade in any security, a commission, fee or
profit so large and exorbitant as to be unconscionable
and unreasonable;

(v) generally any course of conduct or business which is
calculated or put forward with intent to deceive the
public or the purchaser of any security as to the nature
of any transaction or as to the value of such security;

(vi) the making of any false statement in any application,
information, material or evidence submitted or given to
the Board or a representative of the Board under the
provisions of this Act or the regulations or in or upon an
application for a license to sell securities or for a certi-
ficate permitting the sale of the securities of a company
under the provisions of the Board’s Act;

(vii) the violation of any provision of this Act or of the
regulations relating to the manner in which any person
or company shall trade in securities, and anything speci-
fically designated in the regulations as coming within the
meaning of this definition;
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, (viii) - any artifice, agreement, device or scheme to obtgin
; money, profit or property by any of the means herein-
before set forth or otherwise contrary to law.

(f) “Person” means an individual, partnership, association, syn- “Person.”
" dicate and any other unineorporated organization whether
acting as a trustee or not. T,

{g) “Regulations” means regulations made from time to time by m;l!lf:zula
the Licutenant-Governor in Council under the provisions of ***
this Act. .

(h) “Security” includes any bond, share, debenture or other docu- * Security.”
ment or instrument commonly known as security, every
documentary evidence of indebtedness or evidence represent-
ing or secured by some title to or interest in the capital,
assets, property, profits, earnings or royalties of any person
or company or evidence of any option upon a security, and
anything designated as a security by the regulations.

(i) “Trade” or “trading” includes any disposition of, transaction “Trade.”
in, or attempt to deal in, sell or dispose of a security or in-
terest in or option upon a security for any valuable consider-
ation whether the terms of payment be upon margin, instal-
ment or otherwise, and any underwriting of any issue or part
of an issue of a security, and any act, advertisement, conduct
or negotiation directly or indirectly in furtherance of any of
the foregoing or specifically designated as “trade” and “trad-
ing” by the regulations.

(j) “Trustee” means any persons or a company, as the case may " Trustee”
be, executing a trust expressly created by or declared in an
instrument in writing (other than a will, court order or judg-
ment) where such trust is to carry on any business or secure
the payment or repayment of money.

3. The Board, or any person to whom as its representative, the Power of
Board may in writing delegate such suthority, may examine any per- 20¥¢
son or thing whatsoever at any time, in order to ascertain whether 5
any fraudulent act or any offence against this Act or the regulations
has been, is being or is about to be committed, and for such purpose
shall have the same power to summon and enforce the attendance of
witnesses and compel them to give evidence on oath and produce docu-
ments, records and things as is vested in the Court of King’s Bench
or a Judge thereof for the trial of civil cases.

4. The failure without reasonable excuse of any person sum- Effect of
moned for examination under section 3 to appear, or his refusal to failureto
give evidence, or to answer any question, or the failure without PP fr
reasonable excuse or refusal of any person or company to produce .
anything, where the evidence, answer or production is such as would
be required in an action, shall constitute an offence against this Act
and shall also be prima facie evidence upon which

(a) the Board may base an affirmative finding concerning any

: fraudulent act to which the Board may deem it relevant, or

(b) the Court of King’s Bench or a Judge thereof may grant
an interim or permanent injunction, or

(¢) a police magistrate may base a conviction for an offence
against this Act or the regulations.
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5. The disclosure by any person other than by the Attorney-
General or a member or the secretary of the Board or such repre-
sentative of any information or evidence obtained or the name of any
witness examined or sought to be examined under section 3 shall -

~ constitute an offence against this Act.

6. If it is found upon-investigation that any fraudulent act or
that an offence against this Act or the regulations has been, is being,
or is about to be committed,

(a) the Board may suspend the license to sell securities or the
certificate granted or issued under or, any exemption con-
tained in the provisions of Part IV of the Board’s Act to
the person or company implicated;

(b) the Board, if it considers such suspension inadequate, or
where any person or company not so licensed or certificated
is in the opinion of the Board concerned or implicated in
such fraudulent act or in such offence, shall report thereof
to the Attorney-General, who may proceed under the pro-
visions of the next following section or otherwise as may be
provided in this Aet or the regulations.

7. (1) The Court of King’s Bench or any Judge theerof is here-
by empowered upon application of the Attorney-General or of coun-
sel in his behalf where it is made to appear upon the material filed
or evidence adduced that any fraudulent act or any offence against
this Act or the regulations has been, is being or is about to be com-
mitted, may by order enjoin any person or company from trading
in any security whatever, or in any specific security, or from com-
mitting any specific fraudulent act or series of fraudulent acts,
absolutely or for such period of time as shall seem just.

(2) An application by or on behalf of the Attorney-General
under this section may be made without any action being instituted,
either

(a) by ex parte motion to a Judge of the Court, in chambers,

for an interim injunction which shall, if granted, remain in
full force for ten days from the date thereof or until the
originating motion mentioned in paragraph (b) of this
subsection is sooner heard and determined, and such in-
junction shall have the same force and effect as if it had
been originally granted by order of the Court, or

(b) by an originating notice of motion made to a Judge of the

Court, in Court, which, if an interim injunction has been
granted, shall be served within five and returnable within
ten days from the date of such interim injunection.

(3) All proceedings under this section whether ex parte or by
originating notice shall be conducted in accordance with the pro-
visions and rules of the King’s Bench as far as the same are applic-
able to proceedings of a like nature, save that service of the origin-
ating notice may be made at the address of the person or company
shown on the application for a license or certificate under Part IV
of the Board’s Act, or otherwise as the Court or Judge may order,
and save further that costs may be awarded to but not against the
Attorney-General. There shall be an appeal from any judgment or
order pronounced hereunder in the same manner as from any other
judgment or order of the Court.
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(4) A Judge of the Court of King’s Bench in exercising any of Judsenot

the powers conferred upon such Judge by this Act shall be deemed svelng
so to act as a Judge of such Court and not as persona designata. designata.

(5) Any information, evidence, exhibit or thing obtained by the Evidence.
. Board or its representative under the provisions of this Act or the
Board’s Act or the regulations or copies thereof certified to be true
copies by the secretary of the Board shall as far as relevant be
receivable in evidence for all purposes in any action, proceeding or
prosecution, and in proceedings under this section only the evidence
of a witness may be used against him notwithstanding anything in
the Manitoba Evidence Act or any rule of law to the contrary.

8. The Board may,—

(a) when it is about to examine or cause to be examined or Board may
during or after the examination of any person or company ;f;:;f""
under section 3; or

(b) when the Attorney-General is about to apply for or has
applied for or has obtained an injunction, interim or other-
wise, against any person or company under the provisions
of seetion 7; or

(c) where criminal proceedings which in the opinion of the Board
are connected with or arise out of any security, or any trade
therein, or out of any business conducted by the accused, are
about to be or have been instituted against any person,

direct in writing any person or company having on deposit or under
control or for safe-keeping any funds or securities of the person or
company, so to be or actually examined, enjoined or charged to hold
such funds or securities in trust for any interim receiver, custodian,
trustee, receiver or liquidator appointed under the provisions of “The
Bankruptey Act” or by the Court of King’s Bench or a judge thereof or
until the Board in writing revokes such direction, and the failure by
any person or company to comply with such direction shall be an
offence against this Act.

9. The forfeiture of any bonds under the provisions of subsection Attorney-

(3) of section 157 of the Board’s Act may be evidenced by a certi- General
ficate to that effect signed by a member or the secretary of the Board, insiute
which certificate, without proof of the signature or office of the person proceedings
purporting to sign the same, shall constitute the sum named in such ]‘;"di" )
bond a debt due and owing by the person or company bound thereby xor. s:
to His Majesty in the right of the Province of Manitoba, and the
Attorney-General when His Majesty accordingly becomes a creditor

of any person or company may take such proceedings as he shall see

fit under “The Bankruptey Act” or any Act or provision relating to

the winding up of companies for the appointment of an interim
receiver, custodian, trustee, receiver or liquidator, as the case may be.

~ 10. No action whatever, and no proceedings by way of injunc- Astorney-
tion, mandamus, prohibition or other extraordinary remedy shall lie General

or be instituted against any person whether in his public or private 20 "
capacity in respect of any act or omission in connection with the PR
administration or carrying out of the provisions of this Act or the mendamusor
regulations, where such person is the Attorney-General or a mem- PPt
ber of the Board or where such person was proceeding under the

written or verbal directions or consent of the Attorney-General or

any such member. ;
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11. The Lieutenant-Governor in Council may make and from
time to time amend, alter or repeal regulations not inconsistent with
this Act for the better carrying out of the provisions of this Act, for

- the more efficient administration thereof and for the prevention of

fraud in trading in securities whether upon any stock exchange or
elsewhere in Manitoba, for the creation of offences, and for any other
purpose elsewhere indicated in this Act, and all such regulations and
any amendment, alteration or repeal thereof shall become -effec-
tive in all respects as if enacted in this Act upon the publication
thereof in the Manitoba Gazette.

12. (1) Every person who violates any provision of this Act or
the regulations designated as an offence or who does any fraudulent
act not punishable under the provisions of the Criminal Code of
Canada shall be liable upon summary conviction thereof by a police
magistrate to a penalty of not more than one thousand dollars for
a first offence, and not more than two thousand dollars for a second
or subsequent offence, and in case of either a first or a second or sub-
sequent offence, either in default of payment of any penalty imposed,
or in addition to such penalty, to imprisonment for a term not exceed-
ing six months.

(2) The provisions of subsection (1) shall be deemed to apply
mutatis mutandis, to any company save that the money penalties may
be increased in the discretion of the magistrate to a sum not exceed-
ing twenty-five thousand dollars.

(3) No prosecution under this Aect shall be instituted except
with the consent or under the direction of the Attorney-General.

13. The several provisions of Part I of the Board’s Act are incor-
porated herewith and shall be applicable to the duties, powers and
responsibilities of the Board hereunder except where inconsistent with
the provisions of this Act.

14. Every stock exchange and person or company in Manitoba
furnishing facilities or conveniences for trading in securities shall
be within the provisions of this Act and the regulations and may from
time to time be suspended from ecarrying on operations within the
Province for a period not exceeding ten days at any one time by order
of the Board where, as a result of any investigation made under this
Act such suspension is deemed necessary to prevent fraudulent acts.
The power to make regulations shall include power to inspect, regulate
and to provide the manner in which records are to be kept and trading
carried on in stock exchanges or by any such person or company.

15. The Lieutenant-Governor in Council shall have power by
order in council or by regulations approved by order in council to
require every stock exchange, company or person carrying on business
or trading in securities in the Province to be registered and may
therein make exceptions, prescribe fees and penalties and define
powers and procedure in respect of such registration.

16. The Attorney-General, upon -being advised of any advertised
or solicited sale of or trading in securities upon statement or terms
not in accordance with the actual facts or conditions or of any fraud-
ulent act in the offering of such securities may, after investigation
of the facts by himself or the Board, and finding confirmation of such
advice, give such notices, either personal or publie, as may be deemed
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by him necessarj to prevent any injury to investors; and every notice
given under this section by the Attorney-General shall be absolutely
privileged.

17. This Act shall come into force on a day or days fixed by
proclamation of the Lieutenant-Governor and the several sections
thereof may be so proclaimed to come into force on different days.

MANITOBA

STATUTES OF MANITOBA 1926, CHAPTER 33, THE MUNI-
CIPAL AND PUBLIC UTILITY BOARD ACT

CHAPTER 43
An Act to amend “The Municipal and Public Utility Board Act”
(Assented to March 16, 1928)

His Majesty, by and with the advice and consent of the Legis-
lative Assembly of Manitoba, enacts as follows:

1. Section 105 of “The Municipal and Public Utility Board Sectic:in ;02
Act,” being chapter 33 of the statutes of 1926, is amended by re- JG ™™
numbering the same as subsection (1) of section 105; section 106 18 ss. (3).

re-numbered as subsection (2) of 105; and to section 105 there is
added the following subsection:

(3) This section shall not apply to the city of Winnipeg. s

applir:ab(le to
2. The said Act is amended by adding thereto the following as ‘;V;:" "
section 106:— 108.

106. The Board, after such notice and hearing as it deems caveats.
proper and upon such terms and conditions as to costs or
otherwise as it may fix, shall have power by order to vary,
vacate, cancel or substitute, in whole or in part, any building
restriction affecting any lands in the province of Manitoba
howsoever created and may order the discharge or removal of
any caveat recording such restriction. An order of the Board
under this section shall have the same effect as if enacted by
this Legislature in amendment of “The Real Property Act.”

3. Section 156 of said Act together with the heading thereto is Section 156
repealed and the following substituted therefor: wehetiiniegd.

156. The Board in issuing a license under the preceding Limitation
sections may limit the authority to sell securities under such °flicense:
license to the securities of a company or companies or of a
class or classes specified in the license and may limit the term
of such license and specify the locality in which securities may

- be sold thereunder. The fee for a license so limited may be
reduced according to the nature of the limitation, but shall not

in any event be less than five dollars.
830364
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4. Subsection (1) of section 157 of the said Act is amended by
inserting immediately after the word “before” in the first line the
words “or at any time after”:

5. Section 158 of said Act is repealed and the following sub-
stituted therefor:

158. No licensee under this Part shall insert in any advertisement
of himself or itself as a vendor or offerer of securities that he or it
is so licensed or that the company whose securities are sold or offered
f}c;r sal,;le is the holder of a certificate or special certificate issued under
this Part.

6. Paragraph (e), subsection (1) of section 160 of the said Act
is amended by substituting “to” for “of” in the first line.

7. Said subsection (1) of section 160 is amended by adding there-
to the following paragraph:—

(i) the disposal in good falth by an actual prospector of
any evidence of indebtedness given by him for the purpose of
ﬁnancmg a prospecting expedition, or for the purpose of dis-
posing of any of his interest in a mining claim or property
staked by or wholly or partly owned by him.

8. Section 161 of said Act is amended by adding thereto the
following as subsection (2):—

(2). Nothing in this Act shall be construed to exempt build-
ing societies and companies commonly known as savings and
loan associations, whether heretofore or hereafter incorporated
under “The Manitoba Building Societies Act” or by or under
any other Act of this Legislature from the provisions of this
Part.

9. Section 165 of said Act is amended by inserting after the
word “Province” in the second line the words “and not having its
head office in the Province”.

10. The said Act is amended by adding thereto the following
heading and sections:—

MINING COMPANIES AND SYNDICATES

167A. (1) Subject to the provisions of this Part as to the
licensing of salesmen of securities no certificate or special certi-
ficate referred to in sections 162 to 166 or in section 167 shall
be required to authorize the sale, offer for sale, or issue of the
shares, stocks, bonds and other securities of any company or
syndicate whose chief business or object as set out in its charter
is that of mining and which is actively engaged in the exercise
of powers relating to the acquiring, developing, working, oper-
ating or managing of mines, mineral claims or mining pro-
perties, or the winning, gaining, treating, refining or marketing
of minerals therefrom, and the like, when:

(a) such mining company is incorporated or licensed by or
under an Act of the Parliament of Canada or of the
Legislature of this or any other Province and havm.g its
chief object or powers as above indicated; or

(b) such mining syndicate is registered as prov1ded in the
next following section.
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(2) Whether a company is a mining company and entitled
to the exemption hereby provided shall be a question of fact for
the Board in matters before it, or for a magistrate, judge or court
in any prosecution, trial or hearing before him or it.

167B. Any mining syndicate or proposed mining syndicate Certain
consisting of not more than forty persons or the actual subscribed i
capital of which does not exceed twenty-five thousand dollars maype
may be registered by the Board, in the discretion of the Board registered.
and subject to such conditions as it may preseribe, on application
and by filing a copy of its articles of partnership, a copy of its
trust deed, if any, particulars of the mines, mineral claims or
mining properties held by it under lease, option, or otherwise, a
statement showing the amount and terms of its capitalization or
proposed capitalization, whether divided into shares of nominal
value or otherwise, the number of such shares, units or member-
ships and the number issued or to be issued, the proportion of the
proceeds of the allotment of such shares, units or memberships
to be used for the development or operation of the undertaking,
a prospectus or plan of the syndicate’s scheme of operation and
management, together with such other information as the Board
may require, all verified to the satisfaction of the Board.

167C. The Board may, in its discretion, issue to a mining Certificate of
syndicate, or to persons about to organize a mining syndicate, reg’stration-
which has or who have filed the material heretofore required, a
certificate of registration, which certificate shall operate as and
be a validation of any term or clause in the articles of partner-
ship of the syndicate, which purports to provide a limitation of
the liability of the respective members or of the parties thereto,
as from the date of such articles. Such certificate shall also
render unnecessary any registration of the syndicate under “The
Partnership Act.”

167D. A copy, duly verified, of any alteration, amendment Amendments
or variation of any document filed with the Board by a mining { fogments
syndicate pursuant to which a certificate of registration has been
issued, shall be filed with the Board forthwith after the making
of such alteration, amendment or variation and any such altera-
tion, amendment or variation shall be without effect until a
copy thereof is filed. The Board may, however, exercise its
discretion as to the acceptance or otherwise of any such copy
offered for filing.

11. Section 175 of said Act together with the heading thereto is Section 175

repealed. repealed.
12. Subsection (5) of section 178 of said Act is repealed and the ss. ) of
following substituted therefor: se%ti:y: 1t708d

(5) The fee for such special license shall in the first instance rees,

be twenty-five dollars, but the license may be renewed from year
to year without further fee, except for the registration of the
officials, members, salesmen and employees of the licensees, which
fee shall be five dollars annually for each person so registered.
Where the holder of the special license is an individual, he may
be licensed and registered in the first instance upon payment of
the fee for the special license.

83036—43
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13. Subsection (3) of section 182 of said Act is rer -
following substituted therefor:— ey e
(3) Any by-law passed or order made by the Winnipeg
Subl}rl_)an Municipal Board purporting to act for any municipality
administered by it, other than the by-laws and orders of the said
Board set out in the schedules to chapter 108 of the statutes of
1927, may be amended, varied, substituted or repealed by by-
law of the municipality concerned, but any by-law making such
amendment, variation, substitution or repeal shall not be effective
until the same is approved by the Municipal and Public Utility
Board, which approval may be given before the second reading,
but shall be obtained before the third reading or final passing,
of the said by-law. The by-laws and orders set out in the
schedules to said chapter 108 shall not be amended or repealed
save by Act of this Legislature, but in the event of any doubt or
difficulty arising with respect to the interpretation of any of the
clauses thereof, or as to the respective powers or duties of a
municipal council and the supervisor thereunder, the Municipal
and Public Utility Board may resolve such doubt or difficulty
and may define powers and procedure.

14. This Act shall come into force on the day it is assented to.

MANITOBA
Revised Statutes of Manitoba, 1913, The Companies Act, Chapter 35.
Parr 1II.—PREVENTION OF F'RAUDULENT STATEMENTS BY COMPANIES.

97. Where any advertisement, letter head, postal card, account or
document, issued, published or circulated by any corporation, associ-
ation or company, or any officer, agent or employee of any such cor-
poration, association or company, purports to state the subscribed
capital so actually and in good faith subseribed as aforesaid, or which
contains any untrue or false statement as to the incorporation, control,
supervision, management or financial standing of such corporation,
association or company, and which statement is intended or calculated
or likely to mislead or deceive any person dealing, or having any busi-
ness or transaction, with said corporation, association or company, or
with any officer, agent, or employee or the association, corporation of
company, shall, upon summary conviction thereof before any justice
of the peace having jurisdiction where the offence was committed, be
liable to a penalty not exceeding two hundred dollars and costs, and
not less than fifty dollars and costs, and, in default of payment, the
offender, being an officer, agent or employee as aforesaid, shall be im-
prisoned, with or without hard labour, for a term not exceeding six
months and not less than one month, and, on a second or any subse-
quent conviction, he may be imprisoned, with hard labour for a term
not, exceeding twelve months and not less than three months. R.S.M.
c.29;5.1.

98. The Lieutenant-Governor in Council may appoint one or
more competent inspectors for the purpose of examining into the af-
fairs of any corporation, asscciation, or company, and obtaining a re-
port thereon, in the following cases, that is to say:—

(a) In the case of any company that has a capital divided into

shares, upon application of members having not less than
one-iifth part of all the shares for the time being issued;
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(b) In the case of any company not having a capital divided O» m“;‘:s
into shares, upon the application of members being in number of company
not less than one-fifth of the whole number of persons for not having
the time being entered on the registers of the company as sheres:
members;

(¢) In case it is made to appear that it is in the interests of Of“ TogHest
justice that an inspection be had, then upon application of pemon
any one having, or claiming to have, any interest in the interested.
company. 2 Geo. V, c. 12, s. 1, part.

99. Every application for any of the purposes aforesaid shall be Evidence ;"
supported by such evidence as the Lieutenant-Governor in Council el
may require, and shall also show that the applicants have good
reason for requiring such investigation to be made, and the applicant
or applicants may also be required to give security for the payment Security

of the costs of the inquiry. 2 Geo. V,¢. 12, s. 1, part. Bahousty:

100. It shall be the duty of the officers and agents of the com- Company to
pany to produce for the examination of the inspectors all books and gg‘;‘gc:nd
documents in their custody or power. Any inspector may examine documents.
on oath the officers and agents or any director or shareholder of the Inspectors
company in relation to its business or proceedings and may administer :Izgef;"
such oath accordingly. If any officer, agent, director or shareholder on oatn.
refuses to produce any book or document directed to.be produced, or Penalty for
to answer any question relating to the affairs or proceedings of the ’°f§“1;°
company, he shall, on summary conviction before a justice of the e
peace, be liable to a penalty of not less than twenty-five dollars and answer
not exceeding fifty dollars in respect of each offence. 2 Geo. V, e. 12, W=tions

s. 1, part.

101. Where an inspector deems it necessary to examine under Notice of
oath any officer, agent, director or shareholder of the company, he 32?:;::}:“
shall cause to be served upon the officer, agent, director or shareholder, ;
at least forty-eight hours before the time fixed for such examination,
an appointment in writing stating the time and place of such examina-
tion, and if the officer, agent, director or shareholder so served with
such appointment shall fail to attend without good cause at the said Penalty
time and place, he shall be liable to the same penalty as set out in the igi’]u‘m 3
preceding section. 2 Geo. V, c. 12, s. 1, part. attend.

102. Upon the conclusion of the examination, the inspector or mspector
inspectors shall report his or their opinion on the several matters to report.
inquired into to the Lieutenant-Governor in Council. The Lieutenant-
Governor in Council shall direct by whom and in what manner the
costs of the inquiry shall be paid. 2 Geo. V, c. 12, s. 1, part. Coste.

103. The Lieutenant-Governor in Council may appoint Counsel Counsel.
to advise with and act for the inspectors in any case in which it is

necessary or in the interests of justice so to do. 2 Geo. V, c. 12, s. 1,
part.

104. The inspectors, or anyone acting with them or by their Fact that
direction, shall not divulge or make known in any way the fact that {)’:‘:’“;‘rﬁ‘;:
they are making an inspection or examination of the affairs of the ne to be
company, except as may be necessary in conducting the same and in divulged.
the report thereof to the Lieutenant-Governor in Council. 2 Geo. V,

c. 12, s. 1, part.



54

Prosecutor.
Application
of fine.

Salesmen
must be
licensed.

Procedure
to procure
license.

Additional

information.

Fee.

Refusal of
license.

STANDING COMMITTEE

105. Anyone may be prosecutor or complainant under this part,
and one-half of any fine imposed shall, when received, belong to
His Majesty for the use of the Province, and the other half shall
belong to the prosecutor or complainant. R.S.M., c. 29, s. 2.

MANITOBA

STATUTES OF MANITOBA, 1926, CHAPTER 33, THE
MUNICIPAL AND PUBLIC UTILITY BOARD ACT

Parr IV
THE REGULATION OF SALES OF SHARES AND OTHER SECURITIES
Salesmen of Securities

LICENSES

151. No contract shall be made or agreed or attempted to be
made in Manitoba by any natural person (excepting only those per-
sons to whom, as hereinafter provided, this section does not apply),
either on his own behalf or as the agent or broker of another person,
or as an agent, employee, member or officer of a company, whereby
he sells or offers or agrees to sell, or directly or indirectly attempts
to sell, any shares, stocks, bonds or other securities of any kind what-
soever, unless he first obtains, in the manner hereinafter provided, a
license from the Municipal and Public Utility Board so to do.

152. Every such license shall be obtained from and issued by the
Board upon application therefor upon such form as it shall provide
for the purpose. The applicant shall furnish to the Board in writing
upon the application form, or otherwise if the Board so directs, his
undertaking to comply with all the provisions of this Part and also
such information respecting the name, personal description, postal
or business address of the applicant, the kinds or classes of securities
proposed to be sold or offered for sale by him and the place or places
in the Province where the same are to be offered for sale, together
with such further material or information and verified in such manner

. as the Board may require.

153. The Board may at any time and from time to time during
the currency of any license issued pursuant to any such application
require information additional to the foregoing to be given it in
writing, upon oath or otherwise, as well as the production for exam-
ination by the Board of any contract or agreement given by or in
favour of the licensee respecting the terms or conditions under which
any securities were sold or are offered for sale by the licensee.

154. (1) The fee for every such license shall be fifteen dollars.
No such license shall be issued until such fee is paid and the Board
is satisfied that the provisions of this Part are being and are likely
to be complied with by the applicant. The Board may refuse to
issue a license to any applicant therefor, and a license may be refused
to any person who does not prove himself to the Board.in its sole
discretion a bona fide resident of this Province.
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(2) Every such license shall bear upon its face its consecutive Expiry.
number, the date of issuance and such other particulars as the Board
may direct and shall expire on the thirty-first day of December next
following the date upon the face thereof.

(3) No such license shall be transferable; and every such licenge Non-trans-
in the possession of any person other than the licensee named therein ferable.
shall, during such possession, be null and void.

(4) Every license so issued shall be produced and exhibited on Production
request to any prospective purchaser of securities offered for sale by ** g
the licensee, to any member or employee of the Board, or to any
constable or other peace officer on duty. The failure or refusal of
any person to so produce and exhibit a license shall be prima facie
evidence that such person is not the holder of a license under this
Part.

155. (1) A license of like effect to the foregoing when applied Licenso to
for, issued and otherwise obtained in compliance with the foregoing sczm"f
provisions may be issued by the Board to the members, officers or ;
employees, collectively, of a company, which license, when duly
issued, shall be authority to such company to sell securities or offer
securities for sale, wholly or partly as its business.

(2) The Board in issuing a license under this section may limit Nameson
the number of persons, whether as members, officers or employees of fi‘“;‘;se
the company, who may be permitted to act as salesmen of securities g
in the business of such company. The names of all such persons
shall be written on the license and the same or any of them may be
removed by the Board, or the number thereof reduced or increased
during the currency of the license, upon application and the com-
pliance with the provisions hereof on the part of the company. The
Board may refuse to permit any particular person to be employed in

selling securities for, or to have his name written on any such
license.

(3) A member, officer or employee of a company whose name Noaddi-
appears on and has not been removed from any such license shall not, ]t.i"“‘?l
as an individual, require a license under the preceding sections other equired.
than as provided in this section.

. (4) No member, officer or employee of a company whose name Prohibition.
is not on such a license, issued for the then current year, shall sell or
offer or agree to sell any securities whatsoever.

_(5) The company, to the members, officers and employees of Responsi-
which any such license has been issued, shall be responsible for the Pty of
actions and undertakings of its members, officers and employees, but
this provision shall not render any such member, officer or employee

exempt from any penalty provided for the violation of any provision
of this part.

(6) The fee for a license under this section shall be the amount Company

equal to the number of names upon the license multiplied by the fee
fee under the last preceding section.

PERMITS

156. (1) Any person who desires to sell or offer for sale any permits for
ghares, §tpck or other securities held in his own name, or as executor individual
or administrator of the estate of a deceased person, for the purpose i
of disposing of the same and otherwise than as a part of his business
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or occupation, shall before doing so obtain a permit to do so from
the Board. Such permit shall be issued upon such application and
upon such form as the Board may in any given case approve. The
permit shall set forth the shares or securities to be sold under
its authority and no other securities may be sold under any such
permit than those therein deseribed.

(2) There shall be paid to the Board for every such permit such
nominal fee based on the market value of the securities proposed
to be sold under it as the Board may demand for its clerical ser-
vices in issuing the permit. No such fee shall exceed one dollar.
Notwithstanding the foregoing the Board may issue any such permit
without the payment of any fee if in its discretion it sees fit to do so.

(3) No fee paid for a permit under this section shall be charged
to or collected from the purchaser of the securities named in the
permit. The violation of this subsection shall be an offence against
this Part and the permittee and the purchaser of any of such securi-
ties shall each be liable for such violation.

(4) The sale by a permittee of any of the securities named in
any such permit shall not be deemed a violation of the preceding
sections of this Part.

BONDS BY LICENSEES

157. (1) The Board before issuing any such license or permit
may require the applicant to furnish to the Board the bond of a
bonding or guarantee company, duly authorized to carry on its
business in the province, or his personal bond with good and sufficient
sureties, approved by the Board, in such penal sum and conditioned
for the faithful performance of the person bonded of any undertaking
given by him to the Board or to a purchaser of securities from
him, or against the subsequent disclosure of falsity in any term of
his application for a license or any information or report furnished
him to the Board, or against the revocation, as hereinafter provided,
of his license, or conditioned in such other manner, and for such
period of time as the Board shall require or approve.

(2) Any such bond may be furnished by a company applicant
in respect of its members, officers or employees; but the company
shall be made liable therein for the performance of the conditions
thereof by all its members, officers and employees so bonded.

(3) If the Board is satisfied, by such evidence as it may require,
that any bond furnished it under this section should, because of
misconduct of any person so bonded, be forfeited, it may take pro-
ceedings to enforce the same for the benefit of any person or persons
interested therein, or may assign the bond to any person who appears
to the Board to have suffered pecuniary loss by reason of such mis-
conduct or is otherwise interested in having the bond enforced.

158. (1) Every person licensed under the foregoing sections and
a company whose members, officers or employees are so licensed shall
in any advertisement of himself or itself as a seller of securities insert
in such advertisement information to the public that he or it is so
licensed, giving the number of the license. The Board may direct
that all such insertions be according to a form prescribed by it and
thereafter such form shall be used in such advertisements.

(2) No person or company whose officers, members or employees
are not so licensed shall advertise or hold him or its self out as
being so licensed, and no printer, publisher, newspaper proprietor or
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other person shall print, publish or advertise in this province any
such advertisement for a person or company not so licensed. The
breach of this subsection shall be a violation of this Part.

159. (1) The secretary of the Board shall keep or cause to be
kept a register of all licenses and permits issued in each calendar
year under the preceding sections of this Part, which shall contain
such entries pertaining to the licensee or permittee and the issue
and disposal, if any, of the license or permit as the Board shall
direct to be entered therein.

(2) Such register shall be open to public inspection on payment
of the searching fee, if any, prescribed.

(3) Every extract from such register or copy of an entry or
entries therein or statement that there is no entry therein, or that
no license or permit has been issued in the name of any stated person
and certified as to the correctness thereof by or over the signature
of a member of the Board or the secretary shall, without proof of the
signature of such member or the secretary, or of his official char-
acter, be prima facie evidence in all courts of this province of the
facts therein stated.

PERSONS EXEMPTED

160. (1) The foregoing sections of this Part shall not apply to
any person who sells or offers for sale any security:

(a) as a member, official or employee, when in the performance
of his duties as such, of the Government of Canada or of
any Province or Territory of Canada, of a county, municipal
or school council or board, of a local improvement, water,
drainage, parks, or other like public board or district in
Canada; or

(b) at any judicial executor’s, administrator’s or guardian’s sale,
or at any sale by a receiver or trustee in insolvency or bank-
ruptey; or

(¢) by or for the account of a pledge-holder or mortgagee acting
in the ordinary course of his business and to liquidate a
bona fide debt, if the security sold or offered for sale was
pledged in good faith as security for such debt; or

(d) in the distribution by a corporation of capital stock, bonds
or other securities to its stockholders or other security
holders as a stock dividend or other distribution out of earn-
ings, surplus or capital; or the issue of securities to the
security holders or other creditors of a corporation in the
process of a bona fide reorganization of such corporation
made in good faith, or the issue of increased capital stock
of a corporation sold or distributed by it entirely among
its own stockholders, where no commission or other re-
muneration is paid or given, directly or indirectly, in con-
nfctl';on with the sale or distribution.of such increased capital
stock; or

(e) in the sale, transfer or delivery of any bank, loan company,
trust company, insurance company or to any broker or
dealer; provided, that such broker or dealer is actually
engaged in buying and selling securities as a business, and
is licensed hereunder so to sell; or
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(f) in the transfer or exchange by one corporation to another

(9)

(R)
(2)

corporation of their own securities in connection with a con-

- solidation or merger or such corporations; or

in an isolated transaction in which any security of a cor-
poration or company referred to in the next following section
is sold, offered for sale, subseription or delivery, under the
provisions of said section, by the owner thereof, or by his
representative for the owner’s account, such sale or offer for
sale, subscription or delivery not being made in the course
of continued and successive transactions of a like character
by such owner, or on his account by such representative; or
in which a trustee may lawfully invest trust funds.

The foregoing sections of this Part shall not apply to a per-

son who is offering for sale shares or securities for the sale of which
in the opinion of the Board no license should be required and the

Board so orders.

SALES OF SECURITIES

161. Subject to what is contained in this section the provisions
of ‘this Part following this section shall not apply:

(a)

(b)

to the sale of any debentures, bonds, stocks or other securi-
ties issued or guaranteed by the Dominion of Canada or by
any Province thereof, or by the government of any foreign
country, or issued by any county, city, town, village, muni-
cipality, school district or local improvement, water, tele-
phone, irrigation, hospital, parks or drainage- district or
board in any Province or Territory of Canada; or

to the debentures, bonds, stocks or securities of any cor-
poration or company incorporated by or under the auth-
ority of the Parliament of Canada or of the Legislature .of
this Province or licensed under “ The Companies Act” or
“The Manitoba Insurance Act,” or subject to taxation
under “ The Corporations’ Taxation Act” or “ The Railway
Taxation Act,” if and only when any such corporation or
company, or its officers or agents, or any person who owns
shares, stocks, bonds or securities thereof, sells or attempts
to sell any such debentures, bonds, stocks or securities other-
wise than in the course of continued and successive acts of
a like character. The printing, publication, or advertise-
ment in any newspaper, magazine or other perlodlcal or by
any other means of display whatsoever, or the issue, putting
forth or distribution of any advertlsement circular letter or
other paper containing any offer to sell or solicitation to pur-
chase or intimation of the fact of the issue of any of such
shares, bonds, stocks or other securities, or solicitation by
agents or employees, shall be evidence of an attempt to sell
in the course of such continued and successive acts and in
violation of this Part. Pursuant to any such or other
evidence of an attempt to sell or of sales made of any of its
securities by any such corporation or company or its officers
or agents in the course of such continued and successive acts,
the Board may order that the immunities provided by this
section shall no longer apply to the securities of the cor-
poration or company concerned and thereupon such cor-
poration or company and its securities shall be subject to
the following and its officers and agents to the foregoing,
sections of this Part.
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(c) to the sale of any debentures, bonds, stocks or other securi- Trustee
ties of or issued, allocated or guaranteed by any corpor- securities.
ation, loan company or building society in the debentures,
bonds, stocks or other securities of which a trustee may
lawfully invest any trust fund.

162. No person, firm or corporation shall sell or offer or agree Company to
to sell, or directly or indirectly attempt to sell, in Manitoba, any E’;;ffﬁ""d
shares, stocks, bonds or other securities of or issued by any company 0
unless the company has first been approved by the Board as one of
the securities of which are permitted to be sold in Manitoba and a

certificate to that effect, as hereinafter provided, issued by the Board.

PROCEDURE TO OBTAIN PERMISSION TO SELL

163. (1) Every company or any person desiring to sell any Material to
shares, stocks, bonds or other securities of any kind or character of befied:
a company, shall, before offering or attempting to sell the same,
apply to the Board upon such form as it shall provide, for its per-
mission so to do and file in the office of the Board, together with the
filing fee prescribed, the following:—

(a) a statement of the name and location (head office, etc.)
and the place (state, province, etc.) of the incorporation or
registration of the company;

(b) an itemized account of the actual finanecial condition of the
company and the amount of its property and liabilities, and
such other information touching the affairs of the company
as the Board may require;

(c) a statement showing in full detail the plan upon which the
company proposes to transact business; and

(d) a copy of all contracts, bonds or other instruments which
it proposes to make with or sell to its contributors.

(2) In the case of a partnership or an unincorporated asso- Partnerships.
ciation, it or such person shall also file with the Board a copy of its
articles’ of co-partnership or association, and all other papers per-
taining to its organization.

(3) If the company, whether incorporated or unincorporated, is Extra-
not organized under the laws of this Province, it or such person shall P’°"in°5:‘ B
also file with the Board a copy of the laws of the state, province, “"*™*""™
country, térritory or government under which it exists or is incor-
porated, and also a copy of its charter, articles of incorporation,
constitution and by-laws and all amendments thereof which have
been made and all other papers pertaining to its organization.

164. (1) All of the above described papers shall be verified by Verification.
oath of a member, in the case of an unincorporated partnership or
company, or by the oath of a duly authorized officer, if it be an in-
corporated company. All such papers, however, as are recorded or
are on file in any public office shall be further certified to by the
officer of whose records or archives they form a part, as being correct
copies of such records or archives.

(2) No amendment of the charter, articles of incorporation, con- charter
stitution or by-laws of any company not organized under the laws of smendments.
this Province shall be come operative in Manitoba until a copy of
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the same has been filed with the Board as provided in regard to the
original filing of charters, articles of incorporation, constitution and
by-laws. i

(3) A company shall not transact business on any other plan than
that set forth in the statement required to be filed under the last
preceding section, or make any contracts other than those shown in
the copy of the proposed contracts required to be filed by said
section, until a written statement, showing in full detail the pro-
posed new plan of transacting business, and a copy of the proposed
new contract shall have been filed with the Board, in like manner
as provided in regard to the original plan of business and proposed
contract, and the consent of the Board, obtained as to making such
proposed new plan of transacting business and proposed new contract.

165. Every company not organized under the laws of this Prov-
ince, shall also file its written consent, irrevocable, that actions may
be commenced against it in the proper court of any judicial district
or judicial division in which a cause of action may arise or in which
the plaintiff may reside, by the service of process on the Provincial
Secretary, and stipulating and agreeing that such service of process
on the Provincial Secretary shall be taken and held, in all courts,
to be as valid and binding as if due service had been made upon the
company itself, according to the laws of this or any other Province,
and such instrument shall be authenticated by the seal of said com-
pany and by the signature of a member in the case of an unincor-
porated partnership or company, or by the signatures of the president
and secretary if it be an incorporated company, and shall be accom-

' panied by a duly certified copy of the order or resolution of the

board of directors, trustees or managers of the company authorizing
the said secretary and president to execute the same.

DUTIES OF BOARD

166. (1) The Board shall examine the statements and docu-
ments so filed, and if deemed advisable, make or have made a
detailed examination of such company’s affairs, which examination
shall be at the expense of such company or person desiring to sell
the said shares, stocks, bonds or other securities, as hereinafter pro-
vided; and if the Board finds that such company is solvent, that
its articles of incorporation or association, its constitution and by-
laws, its proposed plan of business and proposed contracts contain
and provide for a fair, just and equitable plan for the transaction of
business, and in the judgment of the Board, promise a fair return on
the shares, stocks, bonds and other securities by it or by such person
offered for sale, the Board may issue to such company or person a
certificate reciting that such company has complied with the pro-
visions of this Act, that detailed information in regard to the com-
pany and its securities is on file in the office of the Board for public
inspection and information, that such company is permitted to sell
its securities in this province, and such certificate shall also recite
in bold type that the Board in no wise recommends the securities to
be offered for sale by such company.

(2).If the Board finds that such articles of incorporation or
association, charter, constitution and by-laws, plan of business or
proposed contracts contain any provisions that are unfair, unjust,
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inequitable or oppressive to any class of conéributors, or if it decides
from its examination of its affairs that said company is not solvent
and does not intend to do a fair and honest business, and in the
judgment of the Board does not promise a fair return on the shares,
stocks, bonds or other securities by it or by such person offered for
sale, then the Board shall notify such company or person in writing
of its findings, and it shall be unlawful for such company, or any
agent on its behalf, or any such person, to sell or offer for sale in this
province any of such shares, stocks, bonds or other securities, until
the company shall so change its constitution and by-laws, articles
of incorporation or association, its proposed plan of business and pro-
posed contracts and its general financial condition in such manner
as to satisfy the Board that it is solvent, and that its articles of
incorporation or association, its constitution and by-laws, its proposed
plan of business and proposed contracts provide for a fair, just and
equitable plan for the transaction of business, and that it does, in the
judgment of the Board, promise a fair return on the shares, stocks,
bonds and other securities by it or by such person offered for sale.

(3) All expenses paid or incurred, and all fees or charges
received or collected for any examination made under the provisions
of this section of this Act, shall be reported in detail by the Board
to such company or person and a full report and record thereof made
in the books of the Board.

(4) Upon any application made to the Board it may grant a
certificate under this Act in respect of any class or classes of stocks,
bonds, shares or securities of a company, and exclude the others
therefrom.

DEVELOPMENT STOCK

167. (1) For the purpose of facilitating commerecial, industrial
and mining undertakings in Manitoba, including boring for oil, gas,
salt or other natural deposits, it is enacted that whenever it shal
appear that a company, whose undertaking, being of the nature
aforesaid, has not been developed, and that it is therefore not known
that a fair return is promised upon its shares, stocks, bonds or securi-
ties, so as to justify the issuing of a certificate under the last pre-
ceding section, such company may apply for a special certificate, in
respect of shares, stocks, bonds or securities, and permitting the offer
by the eompany to the public for purchase of shares, stocks, bonds
or securities of the company.

(2) The Board may grant such special certificate upon the com-
pany establishing to its satisfaction that the proceeds of all sales of
the unissued stock or securities of said company will be paid to an
incorporated or licensed trust company, or other trustee, in Mani-
toba, approved of by the Board, less a deduction in the Board’s dis-
cretion for commission for the sale of such stock and reasonable
expenses incident to the office management of the company and
advertising, and in trust to apply such net proceeds to the develop-
ment or operation of the undertaking or the company only.

.(3) Before such special certificate is granted the Board shall
require a prospectus to be filed with it setting forth the amount paid
for the property in cash or in stock, the amount of vendors’ and
treasury stock, the names of the directors of the company, and a
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description of the property, with such reports in full as are avail-
able. All advertising must conform to the facts set forth in the pros-
pectus and must specify that the prospectus is on file for reference
at the office of the Board.

f;zkgh“ (4) Any such company may apply for and obtain a special

development  Certificate allowing the sale of its shares, stocks, bonds or securities

purposes. other than development shares upon filing proof with the Board that
the development work referred to in this section and so far carried
out has demonstrated that there is a reasonable prospect of a return
on the investment to the purchaser of such shares, stocks, bonds or
securities.

Wity oririt (5) Certificates for shares offered for sale pursuant to the

Cn st provisions of subsection (2) of this section and all certificates for

certificate. such shares subsequently issued upen successive transfers thereof
shall have conspicuously written or printed on the face of them
the words “ Development, Stock ”.

ftfgr’“’ationsr (6) Any stipulation, condition or restriction imposed by any
‘ such special certificate or made the basis of the grant thereof may
be invoked by any person who purchased shares, stocks, bonds or
securities of the nature described therein, as if such stipulation,
condition or restriction were assumed by contracts made with him
by the company or persons upon whom such stipulation, condition or

restriction has been imposed.

Prohibition. (7) Such special certificate shall not authorize the sale of such
shares, stocks, bonds or securities comprised in such special certifi-
cate by any person other than the company issuing the same, and
such sale shall not be made by any other persons, until a certificate
shall have been granted in respect of the shares, stocks, bonds or
securities of the company under section 166 hereof.

HEARINGS BY FULL BOARD

When 168. (1) If any application for a license or certificate or special
application  ertificate which may be issued under this Part is heard by a quorum
s " of the Board in the first instance and such quorum after hearing and
consideration is unanimous as to the determination which should be
made thereof, the determination made accordingly shall be final and

shall be acted upon by the Board. 9

Disagreement (2) If such quorum is not agreed as to the determination which
e iy should be made, or if the application is in the first instance inquired
by single. into by a single member of the Board and it is his opinion that
htiin the license, certificate or special certificate should not be issued, a
report thereof in detail shall be made to the Board; the applicant
in either such case shall be notified accordingly and if he requests

a hearing of the full Board a time shall be fixed for such hearing.

Determination (3) At such time or subsequent time or times, if any ﬁxpd by
~dery adjournment, any vacancy or vacancies in the Board having in the

meantime been filled in the manner hereinbefore provided for, the
Board, all the members thereof being present, after hearing and
consideration shall determine the matter, and the decision of two
members thereon shall be final and shall be acted upon by the Board.

ADES. (4) Nothing in this section shall be construed as taking away
the right of appeal hereinbefore provided.
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AGENTS
169. Any company or person having obtained the Board’s certi-

ficate or special certificate referred to in the preceding sections may .

appoint one or more agents to sell the shares or securities of the
company, but no such agent shall do any business of the nature
aforesaid for said company or person in this province until he shall
obtain a license under, and otherwise comply with, the provisions
of this Part relating thereto.

RETURNS BY COMPANIES

170. (1) Every company respecting which a certificate or special
certificate has been issued under the foregoing provisions shall file
with the Board, at least once in every period of twelve months, and
at such other times as required by the Board, a statement verified
by the oath of a member of the company, if it be a partnership
or unincorporated, or by the oath of a duly authorized officer, if
it be an incorporated company, setting forth in such form as may
be prescribed by the Board, its financial condition and the amount
of its assets and liabilities, and furnishing such other information
concerning its affairs as the Board may require. Each such state-
ment shall be accompanied by the filing fee prescribed hereunder.

(2) Any such company failing to file such statement as afore-
said, or failing to file any other or special report herein required
within thirty days after receipt of request or requisition therefor,
shall forfeit its right to continue its business of selling its shares,
stocks, bonds or other securities in this province, and no person
shall thereafter sell or offer to sell any of the shares, stocks, bonds
or other securities of such company.

SPECIAL POWERS OF BOARD

171. (1) Whenever it shall appear to the Board that the assets
of any company respecting which a certificate or special certificate
has been issued hereunder have become impaired to the extent
that such assets do not equal its liabilities or that it is conducting its
business in an unsafe, inequitable or unauthorized manner, or is
jeopardizing the interest of its stockholders or investors in shares,
stocks, bonds or other securities by it offered for sale, or whenever
any such company shall fail or refuse to file any papers, statements
or documents required by this Aect, without giving satisfactery
reasons therefor, the Board may suspend or revoke such certificate
or special certificate, as the case may be.

(2) The Board shall also at once communicate the facts relating
to company aforesaid to the Attorney-General, who may thereupon
apply to or authorize the Board to apply to the Court of King’s
Bench, or a judge of said court, for the appointment of a receiver to
take charge of and wind up the business of such company, and if
such fact or facts be made to appear it shall be sufficient evidence to
authorize the appointment of a receiver and the making of such

orders and decrees in such cases as the said court or judge may seem
meet.

172. (1) Every company to which this Part applies shall, as
to matters within the jurisdiction of this Legislature, be subject to
examination by the Board, or its duly authorized officer or officers,
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at any time the Board may deem it advisable, and the Board may

for that purpose exercise the powers of investigation, and powers

incidental thereto, specified in Parts I and III of this Act and the

rules made thereunder, and if the Board shall see fit it may order

that such company, or any applicant for such examination, shall pay

téhe costs and expenses of such examination, to be fixed by said
oard.

(2) Such and all other costs and expenses under this Part may
be recovered in the manner authorized for the recovery of costs and
expenses under said Parts and in addition thereto the failure or
refusal of any such company to pay such costs and expenses shall be
sufficient cause for the revocation of any certificate or special cer-
tificate issued to it or license granted hereunder to any of its agents.

SUSPENSIONS AND REVOCATIONS

173. (1) In case of the violation of or failure to observe any
terms of any application or undertaking, information or report made
or furnished to obtain any authorization, license, permit, certificate
or special certificate granted or issued under this Part, or the viola-
tion of or failure to observe any condition, restriction or stipulation
therein or to which any of the same is subject, or for any cause
in this Part set out or which seems to it sufficient, the Board may
revoke any such authorization, license, permit, certificate or special
certificate.

(2) The Board, or its chairman, may of its or his own motion,
or upon the complaint of any person, suspend any such authoriza-
tion, license, permit, certificate or special certificate for such period
as may be expedient pending inquiry by the Board. Notice of such
suspension shall be given the person or company affected forthwith.
During such period the Board shall inquire into the circumstances
or complaint, at which inquiry such person or company and other
persons having knowledge of such circumstances or complaint may
be heard. If, as a result of its inquiry, or if the person or company
affected takes no steps to have the suspension revoked or consents
in writing, or orally before the Board, to any order relating thereto
the Board may deem it advisable to make, the Board may withdraw
such suspension or revoke the authorization, license, permit, certifi-
cate or special certificate of such person or company and take such
proceedings as may be deemed requisite as regards the enforcement
of the bond, if any, furnished by or for a licensee affected thereby.

(3) During any such suspension and after any such revocation
the person or company affected shall be deemed not to be the holder
of the authorization, license, permit, certificate or special certificate,
as the case may be, so suspended or revoked.

(4) The fact of any such revocation made by the Board may
be published by it in The Manitoba Gazette and in such other man-
ner as the Board deems expedient.

(5) Notice of every such revocation shall be served upon the
person or company affected, if he or it can be located, unless he or
it was present or represented at the inquiry when the revocation was
determined upon or made, and after such revocation or suspension
any securities sold by or on behalf of such person or company shall
be held to have been sold unlawfully and in violation of this Part.
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REMEDIES OF PURCHASER

174.(1) The purchaser of any shares, stock or other securities Disavowal
sold in violation of this Part, unless at the time of such purchase he of liability.
had or upon reasonable grounds should have had knowledge of such
violation, may, within one year after such purchase, by notice in
writing to the Board (receipt of which notice shall be forthwith given
by the Board to the company, if it can be located, whose securities
were so purchased) disavow his liability thereunder.

(2) By such disavowal such purchaser shall have and is hereby ﬁ%ﬁi‘é" e
granted a right of action against the company, the shares, stock or ™ ™"
securities of which were so purchased, and the salesman who sold
the same, for the recovery of any moneys paid by him to such com-
pany or on its bel}ialf to the salesman in respect of such purchase
prior to his knowledge that the same was made in violation of this
Part (less such amount as he may have received or be entitled to
receive under any bond furnished by or for the salesman), which
right of action shall be exercised within two years from the date of
such purchase, or within such further period as may be fixed by a
judge of the court within the jurisdiction of which the action may
bé brought.

(3) Such disavowal shall also be, and may be pleaded as a Defenceif
defence to any action against such purchaser to recover any unpaid ;¢ o
balance of the purchase price or call or calls in respect of shares,

stock or securities applied, subscribed or eontracted for by him in
such purchase.

ADVERTISEMENTS

" 175. No printer, publisher, newspaper proprietor or other per- Printing to
son shall print, publish or advertise in this Province, in any news- macome
paper, magazine or other periodical printed and published in this issued to
Province, or otherwise in this Province issue, put forth or distribute, “™"*™"
any advertisement, circular, letter or other document containing any
offer to sell or solicitation to purchase any bonds, debentures, shares,
stock or other securities, unless the company, corporation, asso-
ciation or syndicate whose bonds, debentures, shares, stocks or other
securities so offered for sale shall have first obtained from the Board
the certificate or special certificate hereinbefore provided for.

176. The Board may in its discretion give such publicity or advice Publicity
to the public in The Manitoba Gazette or otherwise as it deems Py Board:
advisable respecting securities which in its opinion should not be
sold in the Province.

PENALTIES

177. Any person who shall do anything forbidden by or in vio- general
lation of this Part or declared by this Part to be unlawful, for which penalty.
no other penalty is provided shall, on summary conviction, be liable
to a fine of not less than fifty dollars, nor more than five hundred
dollars, with costs, and, in default of payment, to imprisonment for
a term not eéxceeding six months.

INVESTMENT BROKERS

178. (1) In order to preserve the facilities for investment in special
bonds, stocks, shares and securities of reputed value, it is declared ‘r‘g::xzi‘(’;
that the Board may, on application supported by such evidence as it bond
may require, grant special license to persons, firms or corporations dealers.

83936—5 Bt ol
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who are members of the Winnipeg Stock Exchange or of the Invest-
ment Bankers’ Association of Canada and may on application
supported by such evidence as it may require grant special licenses
to any persons, firms or corporations, of known responsibility who
or which are permanently established in this Province, whose busi-
ness includes that of brokers or financial agents, exempting in either
case the special licensee therein named and their officers, employees,
or salesmen and the transactions and dealings in securities insti-
tuted or carried out by them, during the continuance of such special
license, from all the provision of Part IV of this Act, and section
11'75 hereof shall not apply to the advertisements of any such special
icensee.

(2) All active officers, employees or salesmen of such special
licensees shall be registered with the Board, in manner directed by
the Board, and any officer, employee or salesman not so registered
shall not be entitled to said exemption.

(3) In case it shall be made to appear to the Board that any
licensee shall have disposed of fraudulent or worthless bonds, stocks,
shares or securities, the Board shall have power, without hearing, to
suspend and after notice and inquiry to rescind, cancel or reinstate
such special license or to revoke and cancel or reinstate the registra-
tion of any officer, employees or salesmen so offending.

(4) The Board may at the time of issue of such special license
or subsequently by its order, except from the said exemption the
bonds, stocks, shares and securities of any designated corporation,
syndicate or firm, or bonds, stocks, shares or securities of any
particular class.

(5) The fee for such special license shall be the sum of twenty-
five dollars and the fee for the registration of the officers, members
and employees shall be five dollars for each person so registered.

REPEAL

179. (1) “The Sale of Shares Act” with all its amendments is
hereby repealed.

(2) Notwithstanding such repeal any citation in a statute or
reference in any agreement or contract enforceable in this Province
to “The Sale of Shares Act” shall be deemed a citation of or refer-

ence to this Part.

(3) If this Part is proclaimed to ‘come into force before the
Board provided for in Part I is appointed, this Part shall be ad-
ministered by the Public Utility Commissioner, who shall have all
the powers of the Board under this Part. For the purposes of section
168 the Lientenant-Governor-in<Council may appoint two persons
who with the said commissioner shall have the powers of the Board
under said section until the Board provided for in Part I is appointed.
In the event of this Part being proclaimed to so come into force the
definition of Part I shall be applicable to this Part and any fees
referred to in this Part may be fixed by Order of the Lieutenant-
Governor-in-Council, which fees shall have effect until others are
prescribed by the Board.
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BRITISH COLUMBIA
rnnisinedl odd Hdtn 1929, CHAPTER 25
An Act Respecting Companies
DI-,VIS,ION. (2)—CoMMENCEMENT OF BUSINESS BY PusLic CoMPANY

40. (1) A public company which does not issue a prospectus on
or with reference to its formation or organization for business shall
not allot any of its shares or debentures or commence any business or
exercise any borrowing-powers, unless the company has filed with the
Registrar a statement in lieu of prospectus according to Form 3 in
the Second Schedule, and the Registrar has issued under his seal of
office a certificate that the company is entitled to commence business.

(2) Where the statement in lieu of prospectus contains par-
ticulars of any contract under which shares or debentures are to be
allotted by the company as the consideration for property or for ser-
vices or other consideration than cash, the contract or, where the con-
tract is not reduced to writing, full and exact particulars of the con-
tract shall be filed with the statement in lieu of prospectus.

(3) The Registrar shall, on the filing of the statement in lieu
of prospectus and such contract or particulars as are mentioned in
subsection (2), issue under his seal of office a certificate showing that
the company is entitled to commence business, and that certificate
shall be conclusive evidence that the company is so entitled.

(4) For the purposes of Form 3 in the Second Schedule, the
expression. “ vendor ” shall have the meaning assigned to it by sub-
sections (4) and (5) of section 127.

(5) Any contract made by a company before the date at which
it is entitled to commence business shall be provisional only, and shall

not be binding on the company until that date, and on that date it
shall become binding.

(6) Any condition requiring or binding an applicant for shares

or debentures to waive compliance with any requirement of this sec-
tion shall be void.

(7) Every company which acts in contravention of this section
shall be guilty of an offence against this Act.

(8) A company which has filed a prospectus under section 41,
but has not proceeded to allot any shares or debentures offered by
that prospectus, and determines not to make a fresh offer of shares
or debentures to the public, may proceed under this section.

(9) This section shall not apply to a company incorporated be-
fore the first day of July, 1910, or to a company which has under
any former Companies Act or this Act obtained a certificate entitling
it to commence business, or to a company which has before the com-
mencement of this Act filed with the Registrar a statement in lieu
of prospectus under the “ Companies Act, 1921,” but has not obtained
under that Act a certificate entitling it to commence business, and
such last-mentioned company shall, notwithstanding section 255, com-

ply with and be subject to sections 33 to 36 of that Act, R.S., 1924,
c. 38, ss. 31, 33.
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41. (1) A public company which issues a prospectus on or with
reference to its formation or organization for business shall not allot
any shares or debentures or commence any business or exercise any
borrowing-powers, unless:—

(a) The company has filed the prospectus with the Registrar;
and
(b) The requirements of section 128 have been complied with;

(c) The company has filed with the Registrar a statutory
declaration as preseribed by section 42; and

(d) The Registrar has issued under his seal of office a certificate
that the company is entitled to commence business.

(2) Nothing in this section shall prevent the simultaneous offer
for subscription or allotment of shares and debentures.

(3) Subsections (5) and (6) of section 40 shall apply to a com-
pany to which this section applies.

(4) Every company which fails to ecomply with or contravenes
any provision of this section shall be guilty of an offence against
this Act.

(5) This section ehall not apply to a company incorporated be-
fore the first day of July, 1910, or to a company which has obtained
under any former Companies Act or this Aet a certificate entitling
it to commence business; or to a company which has before the com-
mencement of this Act filed with the Registrar a prospectus under
the “ Companies Act, 1921,” and has not on or before that date ob-
tained a certificate entitling it to commence business, but such last-
mentioned company shall, notwithstanding section 255, comply with
and be subject to sections 33 to 36 of that Act. R.S. 1924, c. 38, s. 31.

42. (1) When the minimum subscription fixed by a prospectus
to which section 41 refers has been subseribed, it shall be the duty of
the directors named in the prospectus to make a statutory declaration
according to Form 4 in the Second Schedule, and the company shall
file the declaration within one month from the date on which the
minimum subscription is subscribed:

Provided that where a director is by reason of his absence from
the Province or for other good reason prevented from performing his
duties as a director in relation to the organization of the company
pursuant to this Division, he shall not be required to make the
statutory declaration aforesaid, but in lieu thereof a director or other
officer of the company acquainted with the facts shall make a
statutory declaration stating why that director was prevented from
so performing his duties as a director.

(2) Upon compliance with this section, the Registrar may issue
under his seal of office a certificate that the company is entitled
to commence business, and that certificate shall be conclusive evi-
deénce that the company is so entitled. R.S. 1924, c. 38, s. 33.

43. A public company shall not previously to the statutory meet-
ing vary the terms of a confract referred to in the prospectus or
statement in lieu of prospectus, except subject to the approval of
that meeting. R.S. 1924, ¢. 38, s. 35.
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44. (1) Np shares or debentures of a public company allotted Jeam

or issued or agreed to be allotted or issued to any person who is or g
has been engaged or interested in the forraation or promotion of the dolt
company for property, services, or any consideration other than cash {oi iy
slﬁf be transferred, sold, or in anywise dealt with or disposed of meetine.
before the statutory meeting of the company is held pursuant to this

Act, and no certificate of any such share or debenture shall be

issued or delivered by the company until that meeting is held.

(2) A transfer, sale, or other dealing in or disposition of shares
or debentures contrary to this section shall be void.

(3) Every company and person who contravenes this section
shall be guilty of an offence against this Aect, and the directors of
the company shall be liable to compensate the company and any
person injured for any loss, damage, or costs which the company or
such person may have sustained or incurred by a contravention of
this section:

Provided that:—

(a) A director shall not be liable if he proves that the contra-
vention was not due to any misconduct or negligence on
his part; and

(b) Proceedings to recover any such loss, damage, or costs shall
not be commenced after the expiration of two years from

. the date of the contravention. R.S. 1924, c. 38, s. 36.

45. (1) Every public company shall, within two months from statutory
the date at which the company becomes entitled to commence ?éi?&’é’o‘iy“"
business, hold a general meeting of the company at which all members report.
and all persons to whom shares have been allotted or whose appli-

cations for shares have been accepted shall be entitled to be present.

(2) The directors shall, at least seven days before the day on
which the meeting is held, forward to every member of the company,
and to every other person entitled under this section to receive it,
a report certified by not less than two directors of the company
and made up to a date not more than seven days before the date
of the notice of the statutory meeting, and shall at the same time
cause authenticated copies of the report and notice to be filed with
the Registrar.

(3) The report shall state:—

(a) The total number of shares or debentures allotted, dis-
tinguishing shares and debentures allotted as fully or partly
paid up otherwise than in cash, and stating in the case of
shares or debentures partly paid up the extent to which
they are so paid up, and in either case the consideration
for which they have been allotted;

(b) The total amount of cash received by the company in
respect of all the shares and debentures allotted, distin-
guished as aforesaid;

(¢) An abstract of the receipts of the company, and the pay-
ments made thereout, exhibiting under distinctive headings
the receipts of the company from shares and debentures and
other spurces, and particulars concerning the balance re-
maining in hand, and an account or estimate of the pre-
liminary expenses of the company;
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(d) The full names, addresses, and occupations of the directors,
auditors (if any), managers (if any), and secretary of the
company; and '

(e) The particulars of any contract, the modification of which
is to be submitted to the meeting for its approval, together
;ivith the particulars of the modification or proposed modi-

cation.

(4) The report shall, so far as it relates to the shares and de-
bentures allotted by the company, and to the cash received in respect
thereof, end to the reeeipts and payments of the company, be certi-
fied as correct by the auditors (if any) of the company.

(5) The directors shall cause a list showing the full names,
addresses, and occupations of the members and of all other persons
entitled to be present at the meeting, and the number of shares
or debentures held by them respectively, to be produced at the com-
mencement of the meeting, and to remain open and accessible to
any member of the company during the continuance of the meeting.

(6) The members of the company present at the meeting shall
be at liberty to discuss any matter relating to the formation of the
company, or arising out of the report, and to pass any ordinary reso-

lution, whether previous notice has been given or not.

(7) The meeting may adjourn from time to time, and an ad-
journed meeting shall have the same powers as an original meeting.
(8) Every company which makes default in complying with any
requirement of this section shall be guilty of an offence against this
Act: Provided that the company, or any person liable for the
default, may apply to the Court for relief, and the Court, if satisfied

-that such default was accidental or due to inadvertence, or that on

other grounds it is just and equitable to grant relief, may make an
order extending the time<*for compliance with this section for such
period as the Court may think proper.

(9) Where an order is made under this section, an office copy

-thereof shall be filed with the Registrar at the same time as a meeting

is called or a report is filed, as the case may be, pursuant to the
order. R.S. 1924, c. 38, s. 34”

115. (1) It shall not be lawful to issue any form of application
or subsecription for shares in or debentures of a company offered to
the public unless the form is issued with a prospectus filed under
section 126 or 129:

Provided that this section shall not apply if it is shown that the
form of application was issued either:—

(a) In connection with a bona-fide invitation to a person to

enter into an underwriting agreement with respect to the
shares or debentures; or

!



BANKING AND COMMERCE

(b) In relation to the shares in or debentures of a company
where there is no offer to the public; or
(¢) To existing members or debenture-holders of a company,
whether an applicant for shares or debentures had or had
not the right to renounce in favour of other persons.
(2) Every person who acts in contravention of this section
shall, without prejudice to any other liability, be guilty of an offence
against this Act. (New).

116. A public company which is required to obtain under sec-
tion 40 or 41 a certificate entitling it to commence business and a
private company which is converted under section 70 into a public
company shall not allot within a period of three months from the
date of the certificate issued to the company under one of those
sections, as the case may be, or such longer period as the Registrar
may for the purposes of this section fix, any shares as the consider-
ation for property or services or other consideration than cash,
unless particulars of the contract under which the shares are to be
allotted are disclosed in the statement in lieu of prospectus or pro-
spectus, as the case may be, filed in pursuance of one of those sec-
tions, and the contract or,. where the contract is not reduced to
writing, full and exact particulars of the contract are filed therewith,
or until the company has filed with the Registrar a supplementary
statement in lieu of prospectus according to Form 3 in the Second
Schedule or a new prospectus in accordance with sections 126 or 129,
disclosing in either case particulars of the contract, and has filed
therewith the contract or full and exact particulars of the contract
as aforesaid. (New).

117. (1) An allotment made by a company:—

(a) To an. applicant or allottee in contravention of the pro-
visions of section 40 or 41 shall be voidable at the instance
of the applicant within two months after the holding of the
statutory meeting of the company and not later; and

(b) In contravention of section 116 or 128 shall be void; and

(¢) Upon an application in contravention of section 115 shall
be void;

and every such allotment as is mentioned in clauses (a) and (c)
shall be voidable or void, as the case may be, notwithstanding that
the company is in course of being wound up.

(2) Every director of a company who knowingly contravenes or
permits or authorizes the contravention of any provision of section
40, 41, 116, or 128 with respect to allotment, or who knowingly acts
upon an application in contravention of section 115, shall be liable
to compensate the company and the applicant or allottee respectively,
as the case may be, for any loss, damages, or costs which the company
or the applicant or allottee may have sustained or incurred thereby:
Provided that:—

(a) A director shall not be liable if he proves that the contra-
vention was not due to any misconduct or negligence on
his part; and

(b) Proceedings to recover any such loss, damage, or costs shall
not be commenced after the expiration of two years from
the issue of the share. R.S. 1924, c. 38, s. 31.
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118. (1) Where a company makes any allotment of its shares,
the company shall within one month thereafter file with
the Registrar:—

(a) A return of allotments, stating in respect of each share the
date of allotment, the distinctive number, nominal amount
or par value (if any), or, in the case of a share without
nominal or par value, the price at which the share is sold,
and class of share, the full name, address, and occupation
of the allottee, the amount paid, and the amount or rate
(if any) of commission pa1d or agreed to be paid under
section 123, or, in the case of a specially limited company,
of dlscount allowed or agreed to be allowed under section
124; and

(b) In the case of shares allotted as fully or partly paid up
otherwise than in cash, a return stating the number and
nominal amount or par value (if any) of such shares, the
extent to which they are to be treated as paid up, and the
consideration for which they have been allotted, together
with any contract in writing constituting the title of the
allottee to the allotment, and any contract of sale or for
services or other conmderatlon in respect of which that
allotment was made, or, where such a contract as above
mentioned is not reduced to writing, full and exact particu-
lars of the contract, unless the contract or particulars there-
of have already been filed with the Registrar.

(2) Where the company agrees to accept payment otherwxse
than in cash for shares subscribed for in the memorandum, or has
allotted any shares payable in cash and subsequently agrees by such
a contract as abové mentioned to accept payment otherwise than in
cash, the contract or (if the contract is not reduced to writing) full
and exact particulars thereof shall be filed with the Registrar within
one month from the date thereof.

(3) Evely return of allotments shall be made according to
Form 17 in the Second Schedule, and in the case of a contract not

Form 18 in the becond Schedule.

(4) Every company which makes default in complying with the
requirements of this section shall be guilty of an offence against this
Act:

Provided that:—

(a) Where the default in filing any document as required by
this section does not exceed seven days, and appears to the
Registrar from the explanation thereof made to him by or
on behalf of the company to be accidental or due to inad-
vertence, or is due to the fact that the document requires
to be rectified, the Registrar may file the document, and
the company shall be deemed to have complied with the
requirements that the document be filed within one month
after allotment; and

(b) In any other case, the company, or any person liable for
the default, may apply to the Court for relief, and the
Court, if satisfied that the omission to file the document
was accidental or due to inadvertence or that upon other




BANKING AND COMMERCE

grounds it is just and equitable to grant relief, may make
an order extending the time for the filing of the document
for such period as the Court may think proper.

(5) Where an order is made under this section, an office copy
thereof shall be filed with the Registrar at the same time as the
document to which it relates. R.S. 1924, c. 38, s. 125.

119. A company shall file with the Registrar, within one month
after any issue of debentures is made by the company, a statement
setting forth the date and amount thereof and the amount or rate
per cent of any commission, allowance, or discount paid or made
either directly or indirectly by the company to any person in con-
sideration of his subscribing or agreeing to subscribe, whether abso-
lutely or conditionally, or for procuring or agreeing to procure sub-
scriptions, whether absolute or conditional, for any of the debentures,
but an omission to do this shall not affect the validity of the deben-
tures issued: Provided that the deposit of any debentures as secur-
ity for any debt of the company shall not for the purposes of this
provision be treated as the issue of the debentures at a discount.
R.S. 1924, c. 38, s. 93.

120. A contract with a company to take up and pay for any
debentures of the company may be enforced by an order for specific
performance. R.S. 1924, c. 38, s. 106.

121. (1) Where either before or after the commencement of
this Act a company has redeemed any debentures previously issued,
the company, unless any provision to the contrary, whether express
or implied, is contained in the articles or in any contract entered
into by the company, or unless the company has, by passing a
resolution to that effect or by some other act, manifested its inten-
tion that the debentures shall be cancelled, shall have, and shall
be deemed always to have had, power to reissue the debentures,
either by reissuing the same debentures or by issuing other deben-
tures in their place, and on such a reissue the person entitled to the
debentures shall have, and shall be deemed always to have had,
the same priorities as if the debentures had never been redeemed.

(2) Where a company has power to reissue debentures which
have been redeemed, particulars with respect to the debentures which
can be so reissued shall be included in the balance-sheet of the com-
pany.

(3) Where a company has deposited any of its debentures to
secure advances from time to time on current accounts or other-
wise, the debentures shall not be deemed to have been redeemed
by reason only of the account of the company having ceased to be
in debit whilst the debentures remain so deposited.

(4) The reissue of a debenture or the issue of another debenture
in its place under the power by this section given to or deemed
to have been possessed by a company shall not be treated as the
issue of a new debenture for the purposes of any provision limiting

the é\mount or number of debentures to be issued. R.S. 1924, c. 38,
s. 105.
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122. A condition contained in any debentures or in any deed
for securing any debentures shall not be invalid by reason only that
thereby the debentures are made irredeemable or redeemable only
on the happening of a contingency, however remote, or on the ex-
piration of a period, however long, any rule of equity to the contrary
notwithstanding. R.S. 1924, c. 38, s. 104. :

. Diwviston (5).—Prospectuses axp OrrFeErs To THE PusLic

126. (1) Every prospectus shall state on its face that a copy
has been filed with the Registrar, and shall be dated, and such

~date shall, unless the contrary be proved, be taken as the date of
-issue of the prospectus.

(2) A copy of the prospectus as issued, signed at the end by
every person who on the date of issue is a director or proposed
director of the company, or by his agent authorized in writing, shall
be filed with the Registrar within seven days from that date.

(3) The Registrar shall not file any prospectus unless this sec-
tion is complied with.

(4) Every person and company which makes default in com-
plying with the requirements of this section shall be guilty of an
offence against this Act: Provided that any person or company liable
for the default may apply to the court for relief, and the court, if
satisfied that such default was accidental or due to inadvertence,
or that on other grounds it is just and equitable to grant relief, may
make an order authorizing the Registrar to file the prospectus in
respect of which there has been default.

(5) This section shall apply whether the prospectus be issued
by or on behalf of a company, or in relation to an intended com-
pany, or by or on behalf of any person who is or has been engaged
or interested in the formation or promotion of a company, or, prior
to the date of the statutory meeting, in the organization of a com-
pany. R.S. 1924, c. 38, s. 89.

127. (1) Every prospectus to which section 126 applies shall

state:—

(a) The date of incorporation of the company; the address of
its registered office; the extent of the liability of members,
particulars of the capital authorized subscribed and paid up
respectively, and of the kinds and classes of shares in the
company, and their nominal or par value (if any), and the
amount (if any) of the indebtedness of the company;

(b) Particulars of the plan of operations of the business which
the company proposes to carry on by means of the proceeds
of the subscription invited by the prospectus, and the place
where the operations or business will be carried on, and
where the prospectus is issued more than one year after the
date of incorporation of the company, general information
as to the business which has been carried on by the com-
pany and as to its property and assets:
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The number of shares or the amount of debentures offered
by the prospectus, and the amount payable on the appli-
cation for and the allotment of each share or debenture,
and the amount or rate of any commission or discount to be
allowed thereon:

The amount fixed as the minimum subscription under sec-
tion 128 on which the directors may proceed to allotment,

“with an account showing how that amount is estimated or

(e)

0))

calculated:

The several amounts or estimated amounts paid or payable
for preliminary expenses and for services rendered or to be
rendered in relation to the formation or organization of the
company, or as commission for subscribing or agreeing to
subscribe, or procuring or agreeing to procure subscriptions,
for any shares offered by the prospectus, or allowed or to
be allowed as discount in respect of any debentures, or, in
the case of a specially limited company, any shares, offered
by the prospectus:

Particulars of any property purchased or acquired by the
company, or proposed to be purchased or acquired, which is
to be paid for wholly or partly out of the proceeds of the
subscription invited by the prospectus, or has been within
the last two preceding years or is to be paid for by shares

- or debentures, or the purchase or acquisition of which has

()

(h)

(@)

(7

not been completed at the date of issue of the prospectus,
and the title or interest therein acquired or to be acquired
by the company:

The full name, address, and occupation of any vendor of
property under clause (f) and in the case of a promoter
the amount paid by him in cash, shares, or debentures for
the property within the last two preceding years, and the
amount (specifying separately the amount (if any) for
good-will) paid or payable in cash, shares, or debentures
to him for the property. Where there is more than one
separate vendor, or the company is a sub-purchaser, particu-
lars as to each vendor shall be stated: Provided that where
the vendors or any of them are a firm the members of the
firm shall not be treated as separate vendors:

Where debentures are offered for subscription, particulars
of the security which has been or will be created for those
debentures, specifying the property (if any) comprised or
to be comprised in the security and the nature of the title
to the property:

Particulars of any services rendered or to be rendered to

the company which are to be paid by the company wholly -

or partly out of the proceeds of the subscription invited by
the prospectus, or have been within the last two preceding
years or are to be paid for by shares or debentures:

The amount, other than the amount mentioned in clause
(g), paid within the last two preceding years or intended to
be paid to any promoter, with his name and address, and the
consideration for any such payment, and the amount in
cash subseribed by him for shares or debentures of the
company or otherwise contributed by him to the company:

75
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Particulars showing:—
(i) y special rights or restpctmpﬁ attached to any shafes
by the prospectus:

(i1) The right of voting at meetings of the company:

(iii) The number of shares (if any) ﬁxed by the articles
as the qualification of a director:

(iv) Any provision in the amclw as to the remuneration
of the directors or manager (if any), and the remuner-
~ ation paid or payable to any director:

(1) The full names, addresses, and occupations of the directors

or proposed directors, and the amount in cash subscribed by
each of them for shares and debentures of the company or
otherwise contributed by each of them to the company:

(m) Full partlculars of the nature and extent of the interest

(n)
(o)

(p)

(q)

(if any) of every director in the promotion of, or in the
property propoesed to be acquired by, the company, or,
where the interest of such a director consists in being a
partner in a firm, the nature and extent of the interest of
the firm, with a statemept of all sums paid or agreed to be
paid to him or to the firm in cash or shares or otherwise by
any person either to induce him to become, or to qualify
him as, a dlrecbor or otherwise for services rendered by him
or by the ﬁrm in connection with the promotion or for-
mation of the company; but this clause shall not apply in the
case of a prospectus issued more than two years after the
date on which the company is entitled to commence business,
except as to the particulars relating to property proposed to
be acquired by the company:

The names and addresses of the auditors (if any) of the

company ;

In the case of a second or subsequent offer of shares or

debentures, separate particulars of:—

(i) The pumber or amount offered for subseription on each
previous offer made within the last two preceding years,
and the number or amount actually allotted, and the
amount (if any) paid thereon;

(ii) The amount (if any) paid within the last two preced-
years, or payable, as commission for subseribing or
agreeing to subscribe, or procuring or agreeing to pro-
cure subseriptions, for any shares in or debentures of
the company, or allowed or to be allowed a discount in
respect of any debentures, or, in the case of a specially
limited company, of any shares and the rate or amount
of any such commission or dlscount

Where the prospectus is issued more than one year after the
date of the incorporation of the company, a copy of its last
balance-sheet ;
The dates of and parties to every material contract, and a
reasopable time and place at which any material contract
or a copy thereof may he inspected: Provided that this re-
quirement shall not apply to a contract entered into in the
ordinary course of the business carried on or intended to be
carried on by the company, or to any contract entered into
more than two years before the date of issue of the pro-
spectus.

P
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The information required by subsection (1) to be stated in

a prospectus shall be contained in a separate part of the prospectus,
commencing with the words “ Statutory Information” in conspicuous
type, and no other matter shall be included in that part of the pro-

spectus:

Provided that thé information required by clauses (b) and

(¢) of subsection (1) may be stated in any part of the prospectus.

(3)

(b)

(4)

(a) In the case of a prospectus issued by a company before
it has obtained a certificate entitling it to commence busi-
ness, the prospectus shall include in the “ Statptory Informa-
tion,” as the case may be, one of the following statements,
namely, either:—

This company has not yet obtained a certificate entit-
ling it to commence business; and is not authorized to »a{l_lot
any shares or debentures, unless the minimum subscription
stated in the Statutory Information set forth in this pro-
spectus is subscribed and a certificate entitling the company
to commence business is subsequently issued to the company
under the “ Companies Act.” All money received by the
company in respect of the minimum subscription will, in
accordance with the “ Companies Act,” be held in trust by
the company to be repaid if the minimum subseription is not
subscribed; or :

The minimum subseription stated in the Statutory In-
formation has been subscribed, but this company has not
yet obtained a certificate entitling it to commence business,
and is not yet authorized to allot any shares or debentures.

Provided that where the minimum subscription named
in the prospectus proposed to be filed has been subscribed
before the prospectus is filed, and the statutory declaration
prescribed by section 42 is filed with the prospectus, and the
Registrar issues to the company a certificate entitling the
company to commence business on the day on which the
prospectus and declaration are filed with him, the prospectus

may inelude in the Statutory Information the following state-
ment, namely:—

The minimum subscription stated in the Statutory
Information has been subseribed and a certificate entit-
ling the company to commence business was issued to
the company by the Registrar of Companies on the

day of ,19 . (The date of
filing may be stated.)
Where a certificate entitling the company to commence busi-
ness has been issued, the prospectus shall include in the Statu-
tory Information a statement of the date of the certificate.

For the purposes of this section, every person shall be deemed

to be a vendor who has entered into any contract, absolute or condi-
tional, for the sale or purchase, or for any option of purchase, of any
property to be acquired by the company, in any case where:—

(a) The purchasé-money is not fully paid at the date of issue of

the prospectus; or

(b) The purchase-money is to be paid or satisfied wholly or in

part out of the proceeds of the subscription invited by the
prospectus; or
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- (¢) The contract depends for its validity or fulfilment on the
result of that invitation.

(5) Where any of the property to be acquired by the company
is to be taken on lease, this section shall apply as if the expression
“vendor ” included the lessor, and the expression “ purchase-money ”
included the consideration for the lease, and the expression “ sub-
purchaser ” included a sub-lessee.

(6) Any condition requiring or binding any applicant for shares
or debentures to waive compliance with any requirement of this sec-
tion, or purporting to affect him with notice of any contract, docu-
ment, or matter not specifically referred to in the prospectus shall be
void.

(7) In the event of non-compliance with or contravention of any
requirement of this section, a director or other person responsible for
the prospectus shall not incur any liability by reason of the non-
compliance, if he proves that:—

(a) As regards any matter not disclosed, he was not cognizant

thereof; or

(b) The non-compliance or contravention arose from an honest

mistake of fact on his part; or, if the non-compliance or con-
travention was in respect of matters which in the opinion of
the Court dealing with the case were immaterial or was other-
wise such as ought, in the opinion of that Court, having
regard to all the circumstances of the case reasonably to be
excused:
Provided that, in the event of non-compliance with the requirements
contained in paragraph (m) of subsection 1, no director or other per-
son shall incur any liability in respect of the non-compliance unless it
be proved that he had knowledge of the matters not disclosed.

(8) Subject to subsection (7), every company and person who
fails to comply with or contravenes any requirements of this section
shall be guilty of an offence against this Aect.

(9) Nothing in this section shall limit or diminish any' liability
which any person may incur under the general law or this Aect apart
from this section.

(10) The company shall furnish to every person who is invited
to subscribe for any shares or debentures offered by the prospectus
with a copy of the prospectus at the time when the invitation is made.

(11) Where the prospectus contains particulars of any contract
under which shares or debentures are to be allotted by the company
as the consideration for property or for services or other  consider-
ation than cash, the contract or, where the contract is not reduced to
writing, full and exact particulars of the contraet shall be filed with
the prospectus.

(12) (a) This section shall not apply to the issue to existing
members or debenture-holders of a company of a prospectus
relating to shares in or debentures of the company, whether
an applicant for such shares or debentures will or will not
have the right to renounce in favour of-other persons. !

(b) In the case of an offer of debentures only, clauses (j)
and (k) and, except with respect to payments to be made
out of the proceeds of such offer, clauses (f), (g), and (i) of
subsection (1) shall not apply. R.S. 1924, c. 38, s. 90.
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128. (1) The minimum subscription required to be named in a
prospectus under section 127:—

(a) Shall be the minimum amount which in the opinion of the
~directors must be raised in order that the company may,
with a reasonable prospect of success, carry out the plan of
operations or conduct the business described in the prospec-
tus; and
(b) Shall be reckoned exclusively of any amount payable to the
company otherwise than in cash; and

(¢) Shall only be expended for the operations or business set
forth in the statement or prospectus, unless the company by
ordindry resolution sanctions its expenditure for some other

purpose.

(2) Unless the minimum subscription is subseribed before the
issue of the prospectus, all money paid to and received by the com-
pany in respect of the minimum subscription shall be deposited as
trust funds to its credit as trustee in a separate account in a branch
or agency in the province of a bank, and the company shall hold and
shall declare in its prospectus that it will hold all such moneys in
trust to be repaid, if the minimum subscription is not subscribed, in
accordance with this section. If any such money is not so deposited
and held, the directors of the company shall be jointly and severally
liable to repay the money with interest at the rate of six per cent per
annum from the date when it was paid to the company by the sub-
seriber: Provided that a director shall not be liable if he proves that
the failure so to deposit and hold the money was not due to any mis-
conduct or negligence on his part.

(3) Where the minimum subscription has not been subscribed at
the expiration of ninety days after the issue of the prospectus, or any
extension of time, not exceeding fifty days, which the Registrar may
grant, or, in the case of a company which is required to obtain a cer-
tificate entitling it to commence business, where the minimum sub-
scription has been subscribed but section 42 is not complied with, all
money paid to and received by the company in respect of the mini-
mum subscription shall be forthwith repaid to the subseribers without
any deduction, but without interest; and if such money is not so re-
paid within ninety-eight days after the issue of the prospectus the
directors of the company shall be jointly and severally liable to repay
that money with interest at the rate of six per centum per annum from
the expiration of the ninety-eighth day: Provided that a director shall
not be liable if he proves that the failure so to repay the money was
not due to any misconduct or negligence on his p .

(4) No allotment of any shares or debentures offered by a
prospectus issued by a company entitled to commence business or
to carry on business as a public company shall be made, unless the
minimum subscription so named in the prospectus has been sub-
scribed and the minimum amount prescribed by section 113 has
been paid to and received by the company in respect thereof.

(5) Every director who fails to comply with or contravenes any
requiremient of this section shall, without prejudice to any other
hagihty, be guilty of an offence against this Act. R.S. 1924, c. 38,
s. 31.

Minimum

subseription.
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. 129. (1) Where a company allots or agrees to allot any shares
in or debentures of the company with a view to all or any of those
shares or debentures being offered for sale to the public, and the
whole consideration for such shares or debentures is not paid to the
company at the date of the allotment or the offer for sale, whichever
date is the earlier, any person who by a prospectus issued by him
with respect to all or any of those shares or debentures makes an
offer thereof to the public shall file with the Registrar a copy of
the prospectus, signed and dated by him, and such date shall, unless
t’hetc*ontrary be proved, be taken as the date of issue of the pros-
pectus.

. (2) Every such prospectus shall state on its face that a copy
has been filed with the Registrar, and shall be so filed within seven
days from the date of its issue.

(3) For the purposes of this section, it shall, unless the con-
trary is proved, be evidence that an allotment of, or an agreement
to allot, shares or debentures was made with a view to the shares
or debentures being offered for sale to the public if it is shown:—

(a) That an offer of the shares or debentures, or of any of them,

for sale to the public was made within six months after
the allotment or agreement fo allot; or

(b) That at the date when the offer was made the whole con-

sideration to be received by the company in respect of the
shares or debentures had not been so received.

(4) Where a person making an offer to which this section relates
is a company or a firm, it shall be sufficient if the prospectus is
signed on behalf of the company or firm by an officer of the com-
pany or a partner of the firm, authorized in either case to sign
the prospectus.

(5) A copy of the prospectus shall be furnished to the member
of the public to whom the offer of any shares or debentures to which
the prospectus relates is made at the time when the offer is made,
and no subscription or application for any share so offered shall be
taken unless the copy has been so furnished.

(6) Without prejudice to the liability (if any) of the person by
whom the prespectus is issued in respect of misstatements contained
in the prospectus or otherwise in respect thereof, any person accepting
the offer made by the prospectus in respect of any shares or deben-
tures shall as against the company have the same rights of rescission
as if those shares or debentures had been offered to the public for
subscription by the company, and as if such person were a subseriber
for those shares or debentures; and section 132 shall, so far as it
applies to a person who has authorized the issue of a prospectus,
extend to a prospectus within the meaning of this section.

(7) Where a person (hereinafter called the “ principal under-
writer ”) to whom the company makes an allotment or agrees to
make an allotment of shares or debentures within the meaning of
subsection (1) sells or agrees to sell to any other person (herein-
after called a “sub-underwriter ”’) all or any of those shares or
debentures, and the sub-underwriter offers all or any of those shares
or debentures to the public by a prospectus prepared or issued by
the principal underwritet, the principal underwriter shall be primar-
ily liable in respect of misstatements contained in the prospectus to
any person accepting the offer made by the prospectus.




BANKING AND COMMERCE

(8) Sections 126, 127, and 131 shall not apply to a prospectus
under this section, and the expression “ prospectus’” in this section
shall not include a notice, circular, advertisement, or other docu-
ment which contains no statement, either of fact or opinion, relating
to any property acquired or proposed to be acquired by, or to any
business carried on or proposed to be carried on by, the company
whose shares or debentures are offered for sale to the public within
the meaning of this section.

(9) Every person who fails to comply with or contravenes any
requirement of this section shall be guilty of an offence against this
Act. (New).

130. (1) It shall not be lawful for any person to go from house
to house offering shares in or debentures of a company for subscription
or purchase to the public or any members of the public, unless a
prospectus has been issued with respect to the shares or debentures so
offered and filed in accordance with sections 126 and 127.

(2) A copy of the prospectus shall be delivered to the member of
the public to whom any such offer is made at the time when the
offer is made at any house, and no subscription or application for
.any share so offered shall be taken unless the copy has been so
delivered.

(3) Every company or person who fails to comply with or con-
travenes any requirement of this section shall be guilty of an offence
against this Act.

(4) In this section the expression “ house ” shall not include an
office used for business purposes. R.S. 1924, c. 38, s. 90.

131. (1) It shail not be lawful for a company, or {or any person
on its behalf, to publish or circulate any matter not amounting to a
prospectus, but which expressly or by implication invites the public
to subscribe for or purchase any shares in or debentures of the com-
pany, unless a prospectus has been issued with respect to such shares
or debentures and filed in accordance with sections 126 and 127, and
unless the matter published or circulated states that a prospectus has
been so issued and filed and that copy of the prospectus will be
furnished to every person who subsecribes or applies for any such
shares or debentures.

(2) Every company or person who fails to comply with or con-
travenes any requirement of this section shall be guilty of an offence
against this Act. R.S. 1924, c. 38, s. 90.

132. (1) Where a prospectus invites persons to subscribe for
shares in or debentures of a company, every person who is a director
of the company at the time of the issue of the prospectus, and every
~ person who is with his consent named in the prospectus as a director
or as having agreed to become a director either immediately or after
an interval of time, and every promoter of the company, and every
person who has authorized the issue of the prospectus, shall be
liable to pay compensation to all persons who subscribe for any
shares or debentures on the faith of the prospectus for the loss or
damage they may have sustained by reason of any untrue statement

therein, or in any report or memorandum appearing on the face
839366
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thereof, or by reference incorporated therein or issued therewith,
unless it is proved:—

(a) With respect to every untrue statement not purporting to
be made on the authority of an expert, or of a public official
document or statement, that he had reasonable ground to
believe, and did up to the time of the allotment of the
shares or debentures, as the case may be, believe, that the
statement was true; and

(b) With respect to every untrue statement purporting to be a
statement by or contained in what purports to be a copy of
or extract from a report or valuation of an expert, that it
fairly represented the statement, or was a correct and fair
copy of or extract from the report or valuation: Provided
that the director, person named as director, promoter, or
person who authorized the issue of the prospectus, shall be
liable to pay compensation as aforesaid if it is proved that
he had no reasonable ground to believe that the person
making the statement, report, or valuation was competent
to make it; and ;

(¢) With respect to every untrue statement purporting to be

a statement made by an official person or contained in what-

purports to be a copy of or extract from a public official
document, that it was a correct and fair representation of
the statement or copy of or extract from the document;

or unless it is proved:—

(d) That having consented to become a director of the company
he withdrew his consent before the issue of the prospectus,
and that it was issued without his authority or eonsent; or

(e) That the prospectus was issued without his knowledge or
consent, and that on becoming aware of its issue he forth-
with gave reasonable public notice that it was issued with-
out his knowledge or consent; or

(f) That after the issue of the prospectus and before allotment
thereunder, he, on becoming aware of any untrue statement
therein, withdrew his consent thereto, and gave reasonable
public notice of the withdrawal, and of the reason therefor.

(2) Every person to whom clause (d), (e), or (f) of sub-
section (1) applies shall file with the Registrar a copy of any notice
of withdrawal or public notice given by him, within seven days from
the date of his notice.

(3) Where the prospectus contains the name of a person as a
director of the company, or as having agreed to become a director
thereof, and he has not consented to become a director, or has with-
drawn his consent before the issue of the prospectus, and has not

authorized or consented to the issue thereof, the directors of the

company, except any without whose knowledge or consent the pro-
spectus was issued, and any other person who authorized the issue
thereof, shall be liable to indemnify the person named as aforesaid
against all damages, costs, and expenses to which he may be made
liable by reason of his name having been inserted in the prospectus,
or in defending himself against any action or legal proceedings
brought against him in respect thereof.

T e R
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(4) Every person who by reason of his being a director, or of his
being named as a director or of his having agreed to become a director,
or of his having authorized the issue of the prospectus, becomes liable
to make any payment under this section may recover contribution,
as in cases of contract, from any other person who, if sued separately,
would have been liable to make the same payment, unless the person
who has become so liable was, and that other person was not, guilty
of fraudulent misrepresentation.

(5) For the purposes of this section:—

The expression “promoter” means a promoter who was a party
to the preparation of the prospectus, or of the portion there-
of containing the untrue statement, but does not include
any person by reason of his acting in a professional capacity
for persons engaged in procuring the formation of the com-
pany:

The expression “expert’” includes engineer, valuer, accountant,
and any other person whose profession gives authority to a
statement made by him. R.S. 1924, c. 38, s. 92.

8393664
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- SASKATCHEWAN
EXTRACT FROM STATUTES OF SASKATCHEWAN, 1928-29

1928-29
CHAPTER 68

An Act for the Prevention of Fraud in connection with the Sale
of Securities

(Assented to February 2, 1929)

_ His Majesty, by and with the advice and consent of the Legis-
lative Assembly of Saskatchewan, enacts as follows:—

1. This Act may be cited as The Security Frauds Prevention
Act, 1929,

2. In this Act, unless the context otherwise requires, the
expression:

(1) “Broker” means every person other than a salesman who
engages either for the whole or part of his time directly or through an
agent in the business of trading in securities and includes such officials
of a company or partnership which trades in securities as may be
designated by the regulations;

(2) “Company ” includes any association, corporation, company
or other incorporated organization, whether acting as a trustee or not;

(3) “Fraud,” “fraudulent” or “ fraudulent act,” in addition to

its ordinary meaning, includes: :

(a) any intentional misrepresentation by word, conduct or in
any manner of any material fact either present or past, and
any intentional omission to disclose any such fact;

(b) any promise or representation as to the future which is
beyond reasonable expectation and not made in good faith;

(¢) any fictitious or pretended trade.in any security;

(d) the gaining of, or attempt to gain, directly or indirectly,
through a trade in any security, a commission, fee or gross
profit so large and exorbitant as to be unconscionable and
unreasonable;

(e) generally any course of conduct or business which is calcu-
lated or put forward with intent to deceive the public or
the purchaser of any security as to the nature of any trans-
action or as to the value of such security;

(f) the making of any material false statement in any applica-
tion, information, material or evidence submitted or given
to the Attorney General, his representative or the registrar
under the provisions of this Act or the regulations; or in any
prospectus or return filed with the Provincial Secretary;

(g) the violation of any provision of this Act or of the regula-
tions relating to the manner in which brokers or salesmen
shall trade in securities and anything specifically designated
in the regulations as coming within the meaning of this
definition;




(h) any artifice, agreement, device or scheme to obtain money,
profit or property by any of the means hereinbefore set
forth or otherwise contrary to law;

(4) “Person” means an individual, partnership, association, “ Person.”
syndicate and any unincorporated organization whether acting as a
trustee or not;

(5) “Registrar ” means the person appointed by the Lieutenant  Regisirar.”
Governor in Council to act as registrar under the provisions of this
Act and the regulations;

(6) “Regulations ” means the regulations made from time to t Regula-
time by the Lieutenant Governor in Council under the provisions of "™
this Act;

(7) “Salesman’” means every person employed, appointed or “Salesman.”
authorized by any broker or company to trade in securities whether
directly or through sub-agents;

(8) “Securities ” includes subject to the provisions of subsection * Security.”

(3) of section 3, any document or instrument commonly known as a
security, every documentary evidence of indebtedness or evidence
representing or secured by some title to or interest in the capital,
assets, property, profits, earnings or royalties of any person or com-
pany, evidence of membership in an association of heirs or evidence
of any option upon a security and anything designated as a security
by the regulations;

(9) “Trade” or “ Trading ” includes subject to the provisions of * Trade.”
subsection (3) of section 3, any disposition of, transaction in, or
attempt to deal in, sell or dispose of a security or interest in or option
upon a security for any valuable consideration, whether the terms
of payment be upon margin, instalment or otherwise, and any under-
writing of any issue or part of an issue of a security, the obtaining
of a subscription to the capital stock of any organization, whether
incorporated or not, and any act, advertisement, conduct or negotia-
tion directly or indirectly in furtherance of any of the foregoing or
specifically designated as ““ trade ” or “ trading ” in the regulations;

(10) “ Trustee ” means a person, or a company, as the case may * Trustee.”
be, executing a trust expressly created by or declared in an instrument
in writing other than a will or court order or judgment, where such
trust is to carry on any business or to secure the payment or repay-
ment of money.

Parr 1
REGISTRATION OF BROKERS AND SALESMEN
3. (1) No' person shall: / Brokers,
: . o : officials and
(a) trade in any security unless he is registered as a broker or salesmen to
salesman; register.

(b) Act as an official of or on behalf of any partnership or com-
pany in connection with any trade in any security by the
partnership or company, unless he or the partnership or
company is registered as a broker;

(¢) act as a salesman of or on behalf of any partnership or
company in connection with any trade in any security by

the partnership or company, unless he is registered as a
salesman;
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and unless such registrations have been made in accordance with
the provisions of this Act and the regulations; and .any violation of
this section shall constitute an offence.

(2) With the approval of the Attorney General, any partner-
ship or company may be registered as a broker, whereupon the part-
nership or company may trade in securities, and the members and
officials of the partnership, and the officials of the company other
than branch managers or salesmen of the partnership or company,
may act as such without separate registration, and the provisions
of this Act, and of the regulations relating to registered persons
or companies, shall be deemed to apply to such partnership or com-

pany.
(3) Subsections (1) and (2) shall not apply to any person in
respect of any of the following classes of trades or securities:

(a) a trade in a security taking place at a judicial, executor’s,
_ administrator’s, guardian’s or committee’s sale, or at a sale
by an authorized trustee or assignee, an interim or official
receiver or a custodian under THE BANKRUPTCY ACT,

a receiver under: THE KING'S BENCH ACT, or a liquid-
ator under THE WINDING UP ACT of Canada or THE
%OBI/\IIPANIES WINDING UP ACT OF SASKATCHE-

AN; y

(b) an isolated trade in a specific security by or on behalf of
the owner, for the owner’s account, where such trade is not
made in the course of continued and successive transactions
of a like character;

(c) a trade where one of the parties is an official of a bank,
loan company, trust company or insurance company, or is
an official or employee, in the performance of his duties as
such, of His Majesty in right of the Dominion or any pro-
vinee or territory of Canada or of any municipal corpora-
tion, or public board or commission in Canada or is
registered as a broker under the provisions of this Aect;

(d) a trade by or for the account of a pledgee or mortgagee for
the purpose of liquidating a bona fide debt by selling or
offering for sale or delivery in good faith in the ordinary
course of business a security pledged in good faith as secur-
ity for such debt;

(e) the distribution, issuance or sale by a company exclusively
to the holders of its securities of capital stock, bonds or other
securities as a stock dividend or other distribution out of
earnings or surplus, or in the process of a bona fide reor-
ganization of the company, or of additional capital stock
where no commission or other remuneration is paid or given
in connection therewith;

(f) the exchange by or on account of one company with another
company of its own securities in connection with a consoli-
dation, amalgamation or merger of either company;

(g) a trade in good faith by an actual prospector of a security
issued by him for the purpose of financing a prospecting
expedition or for the purpose of disposing of any of his
interest in a mining claim or property staked by or wholly
or partly owned by him;
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(k) securities in which trust funds may lawfully be invested in Trust:
Saskatchewan; il

(i) bonds or notes secured by mortgage upon real estate or
tangible personal property where the entire mortgage,
together with all of the bonds or notes secured thereby are
sold at the one time;

(j) negotiable promissory notes or commercial paper maturing Nesotiable
not more than a year from the date of issue; .

(k) securities evidencing indebtedness due under any contract ﬁz‘;‘(’l‘ti‘; i’
made pursuant to the provisions of any statute of any o hohey
provinee of Canada providing for the acquisition of personal sales.
property under conditional sales contracts;

(1) securities issued by a person or company organized exclus- Sharesof
ively for the promotion of art, science, charity, religion or fb:""
other useful object, or for educational, benevolent, fraternal, companies.
charitable, or recreational purposes and not for pecuniary
profit, where no part of the net earnings thereof enure to
the benefit of any security holder;

(m) any eclass of trade or security specifically exempted from Tradesor
the application of subsections (1) and (2) of this section by Smamyid by
the regulations. regulations.

Secured
bonds.

4. (1) Unless the Attorney General otherwise directs the registrar Resistration
may within ten days after the receipt by him of any application for jon= 5"
registration cause to be entered in a book kept for such purpose and Attomey
open to public inspection, hereinafter called the ‘ Register,” the General
name and address for service of such applicant, whereupon such °"**
applicant shall be deemed to be registered as a broker or salesman

as the case may be.

(2) The registrar may upon the direction of the Attorney General Temporary
or his representative authorized in writing cause a temporary entry "#stration.
to be made, designated as such, in the register, subject to cancel-
lation at any time upon the order of the Attorney General.

. - P Expiration,

(3) Registrations shall expire, and may be changed or renewed change and

as the regulations shall provide. : renewal of
registration.

5. (1) Every application under this Act or the regulations shall *t‘ol’lf’“m““"
be made in writing upon the forms provided by the registrar, and foome with

shall be accompanied by the fee preseribed by the regulations and proper fees

87

such bond as may be required. and bonds. -

(2) Every applicant, whether domiciled in Saskatchewan or Address for
not, shall state in every application an address for "service in service.
Saskatchewan, and all notices under this Act or the regulations and
all legal process issued by or on behalf of any person or company
shall be sufficiently served for all purposes if posted by registered
mail to the applicant at the latest address for service so stated, and
in the case of a non-registered company where the officials are
registered to the latest address of the person registered as the senior
official of such company in Saskatchewan.

(3) The registrar may from time to time and shall when so Further
directed by the Attorney General require any further information information.
or material to be submitted by any applicant or any registered
person or company within a specified time and may require verifica-

tion by affidavit or otherwise of any matter then or previously sub-
mitted.
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6. (1) Every applicant for registration as a broker shall before
registration submit a bond by the applicant or the person or company
he represents as the registrar may require, such bond to be in the
sum of $500 and in such form and upon such condition as the
regulations shall prescribe.

(2) The registrar may and when so directed by the Attorney
General shall require any applicant or any registered person or com-
pany within a specified time to deliver a bond by a surety company
approved by the Attorney General or any other bond in such form
and upon such conditions as the regulations shall prescribe, and in
such amount as the regulations or the Attorney General shall require.

(3) The registrar may and when so directed by the Attorney
General shall require a new bond of the kind mentioned in subsections
(1) or (2) to be filed within a specified time.

7. (1) Any bond mentioned in section 6 shall be forfeit and
the sum named therein shall become due and owing by the person
or company bound thereby as a debt to His Majesty in right of
Saskatchewan when there has been filed with the Registrar the
Attorney General’s certificate that the person or company in respect
of whose conduct the bond is conditioned, or any official, employee
or salesman of such company has, in connection with a trade in a
security, been:

(a) in the case of the bond mentioned in subsection (1) of

section 6:

(1) charged with any criminal offence; or,

(ii) found upon investigation by the Attorney General or
his representative to have committed a fraudulent act;
or

(b) in the case of the bond mentioned in subsection (2) of

section 6:

(i) convicted of a eriminal offence; or

(ii) convicted of an offence against any provision of this
“Act or the regulations; or

(iii) enjoined by the Court of King’s Bench or a judge
thereof otherwise than by an interim injunction.

(2) The Attorney General may assign any bond forfeited under
the provisions of subsection (1) or may pay over any moneys required
thereunder to any person, or into the Court of King’s Bench in trust
for such persons and companies as may become judgment creditors
of the person or company bonded, or to any trustee, custodian,
interim receiver, receiver or liquidator of such person or company
as the case may be, such assignment or payment over to be in accord-
ance with and upon conditions set forth in the regulations or in any
special order of the Lieutenant-Governor in Couneil. -

8. (1) The Attorney General may order that:

(a) any application for registration, renewal or change of regis-
tration shall or shall not be granted for any reason which
he may deem sufficient;

(b) the application of any person for registration shall not be
granted where it appears that such person proposes to use
or is using a trading name other than his own, or that of
his partner, where such trading name is apt to lead the
public to believe it is that of a business firm of longer
established standing in Saskatchewan, or is calculated to
conceal from the pubiic the identity of the applicant, or is
for any reason objectionable;
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(¢) any temporary entry in the register shall be made, suspended
or cancelled for any reason which he may deem sufficient;
(d) the registration of any person or company shall be suspended
for any period or cancelled by reason of default in filing a
bond when required under the provisions of subsections (2)
and (3) of section 6;
(e) the registration of any person or company shall be suspended
as provided in section 10;
and no order of the Attorney General shall be subject to review in
any way in any court.
(2) The registrar upon receiving any order of the Attorney Gen- Entry or
eral suspending or cancelling any registration shall cause immediate J°P7=" o
entry thereof to be made in the register whereupon the suspension or '
cancellation shall become effective forthwith, but notice thereof and
of the refusal of any application shall be sent to the person or com-
pany concerned.

(3) Notwithstanding any order of the Attorney General a further Further
application may be made upon new or other material, or where it is "prlications.
clear that material circumstances have changed.

Partr 11
INVESTIGATION AND ACTION BY ATTORNEY GENERAL

9. (1) The Attorney General, or any person to whom as his Investigation
representative he may in writing delegate such authority, may gy At
examine any person or thing whatsoever at any time in order to
ascertain whether any fraudulent act, or any offence against this
Act or the regulations has been, is being, or is about to be committed,
and for such purpose shall have the same power to summon and
enforce the attendance of witnesses and compel them to give evidence
on oath and to produce documents, records and things as is vested
in the Court of King's Bench or a judge thereof for the trial of civil
cases, save that no person shall be entitled to claim any privilege in
respect of any evidence or document; record or thing, sought to be
given or produced, on the ground that he might be incriminated or
exposed to a penalty thereby.

(2) The failure without reasonable excuse of any person or Failureto
company to furnish information required by the registrar under 5° .-
Part I within the time limited, or the failure without reasonable eic,an
excuse of any person summoned for examination under subsection (1) offence and
to appear or his refusal to give evidence, or to answer any question, ‘;i';‘;e”"””"
or the failure without reasonable excuse or refusal of any person or gyidence.
company to produce anything where the evidence, answer or produc-
tion would be required in an action shall constitute an offence and

shall also be prima facie evidence upon which:

(a) the Attorney General, or his representative, may base an
affirmative finding concerning any fraudulent act to which
he may deem it relevant; or

(b) the Court of King’s Beneh, or a judge thereof, may grant an

interim or permanent injunction; or

(¢) a police magistrate may base a conviction for an offence

against this Act or the regulations. :

(3) Disclosure by any person other than the Attorney General, Evidencs
his representative or the registrar, without the consent of any one :;‘L'fc:f)"‘:‘l’
of them, of any information or evidence obtained or the name of any S
witness examined or sought to be examined under subsection (1) shall
constitute an offence.
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10. If the Attorney General or his representative upon investiga-
tion finds that any fraudulent act, or that any offence against this
Act or the regulations, has been, is being, or is about to be committed,
the Attorney General:

(a)

(b)

(c)

may where a registered broker, company or salesman is in
his opinion concerned therein, order that the broker, com-
pany or salesman and any other registered broker, company
or salesman connected with the same organization, be sus-
pended from registration for any period not exceeding ten
days; or

may where he considers a suspension for ten days inade-
quate, or where any unregistered person or company is in
his opinion concerned in such fraudulent act or in such

offence, proceed under the provisions of section 11, or other-.

wise under this Act or the regulations; or

may give notice of the fraudulent act to the public by
advertisement or otherwise or to any individual by letter
or otherwise, whenever he deems it advisable.

11. (1) The Court of King’s Bench or any judge thereof, upon
the application of the Attorney General, where it is made to appear
upon the material filed or evidence adduced that any fraudulent act,
or any offence against this Act or the regulations has been, is being,
or is about to be committed, may by order enjoin:

(a)

(2)

any registered broker, company or salesman or any person
or company implicated with any of them in the same matter
from trading in any security whatever absolutely or for
such period of time as shall seem just, and any such injunc-
tion shall ipso facto suspend the registration of any regis-
tered person or company named in the order during the same
period; or

any person or company from trading in any security what-
ever, or in any specific security, or from committing any
specific fraudulent act or series of fraudulent acts absolutely
or for such period of time as shall seem just.

The application of the Attorney General under subsection

(1) may be made without any action being instituted either:

(a)

(®)

(3)

by an ex parte motion for an interim injunection which shall,
if granted, remain in full force for ten days from the date
thereof unless the time is extended or the originating motion
mentioned in eclause (b) is sooner heard and determined;
or

by an originating notice of motion, which, if an interim
injunction has been granted, shall be served within five
and returnable within ten days from the date of such interim
injunction.

Any information, evidence, exhibit or thing obtained by the

Attorney General or his representative or the registrar under the pro-
visions of this Act or the regulations, or copies thereof, certified by
the Attorney General or the registrar shall, so far as relevant, be
receivable in evidence for all purposes in any action, proceeding or
prosecution and, in proceedings under this section only, the evidence
of a witness may be used against him notwithstanding anything i
the Saskatchewan Evidence Act contained. '

= | R g
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12. (1) The Attorney General may: Attorney

General
(a) when he is about to examine or during or after the exam- rfnast;:!der
unds, ete
ination of any person or company under the provisions of [\ ™ &¢
section 9; or

(b) when he is about to apply for or has applied for or has
obtained an injunction interim or otherwise against any
person or company under the provisions of section 11; or

(¢) where criminal proceedings which in his opinion are con-
nected with or arise out of any security or any trade therein,
or out of any business conducted by the accused are about
to be or have been instituted against any person,

in writing or by telegram direct any person or company having 1n
Saskatchewan on deposit or under control or for safe keeping any
funds or securities of the person or company so to be or actually
examined, enjoined or charged, to hold such funds or securities in
trust for any interim receiver, custodian, trustee, receiver or liquid-
ator appointed under the provisions of The Bankruptcy Act, The
King’s Bench Act, The Winding Up Act of Canada or The Com-
panies Wlndmg Up Act of Saskatchewan or wuntil the Attorney
General in writing revokes such direction or consents to release any
particular fund or security from such direction, and failure without
reasonable excuse by any person or company to comply with any
such direction shall constitute an offence, provided that, unless such
direction expressly so states, it shall not apply to funds or securities
in a stock exchange clearing house nor to securities in process of
transfer by a transfer agent and in the case of a bank, loan or trust
company the direction shall only apply to the offices, branches or
agencies thereof named in the direction.

(2) In any of the circumstances mentioned in clauses (a) and
(b) of subsection (1), the Attorney General may make and file, in
the land titles office of any land registration district in which is
situated land belonging to any person or company referred to in the
said clauses, a certificate that he is about to take or has taken pro-
ceedings under the provisions of section 9 or section 11, as the case
may be, and such certificate shall, when registered, have the same
effect as the registration of a certificate of lis pendens.

(3) Any person or company in receipt of a direction given under Application
subsection (1) if in doubt as to the application of such direction 5‘,’# .
to any funds or security, or in case of a claim being made thereto """
by any person or company not named in such direction, may apply
to the Court of King’s Bench or a judge thereof who may direct the
disposition of such fund or security and may make such order as
to costs as may seem just.

(4) The Attorney General, whenever His Majesty becomes a Attorney
creditor of any person or company in respect of a debt to the Crown ﬁ‘;"‘ffﬂ”
arising from the provisions of sections 6 and 7, may take such pro- bankruptey
ceedings as he shall see fit under The Bankmptcy Act, The I&mgwm““d”‘
Bench Act, The Winding Up Act of Canada or The Companies “*
Winding Up Act of Saskatchewan for the appointment of an interim
receiver, custodian, trustee, receiver or liquidator as the case may
be.
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Parr III.
GENERAL PROVISIONS

13. (1) A judge of the Court of King’s Bench in exercising any
of the powers conferred upon such judge by this Aet shall be
deemed so to act as a judge of such court and not as persona
designata.

(2) The Attorney General shall in all proceedings under this
Act or the regulations be deemed to be acting as the representative
of His Majesty in the right of Saskatchewan, and not as persona
designata. '

(3) The provisions of the King’s Bench Act and the rules of
court made thereunder so far as they are applicable to proceedings
of a like nature, including those relating to appeals and to the en-
forcement of judgments and orders, shall apply to every proceeding
before the Court of King’s Bench or a judge thereof under the pro-
visions of this Act, save that service of notices and other legal pro-
cess shall be in accordance with subsection (2) of section 5 and save
that costs may be awarded to but not against the Attorney General.

14. No action whatever, and no proceedings by way of injunc-
tion, mandamus, prohibition or other extraordinary remedy shall lie
or be instituted against any person whether in his public or private
capacity or against any company in respect of any act or omission
in connection with the administration or carrying out of the provi-
sions of this Act or the regulations where such person is the Attorney
General or his representative, or the registrar or where such person
or company was proceeding under the written or verbal direction or
consent, of any one of them, or under an order of the Court of King’s
Bench or a judge thereof made under the provisions of this Act.

15. The Lieutenant Governor in Council may make regulations
not inconsistent with this Aect for the better carrying out of the pro-
visions of this Act, for the more efficient administration thereof and
for the prevention of fraud in trading in securities whether upon any
stock exchange or elsewhere in Saskatchewan, for the creation of
offences, and for any other purpose elsewhere indicated in this Act,
and all such regulations and any amendment, alteration or repeal
thereof shall become effective in all respects as if enacted in this Act
upon the publication thereof in the Saskatchewan Gazette.

16. (1) Every person who violates any provision of this Act
or the regulations designated as an offence, or who does any fraudu-
lent act not punishable under the provisions of the Criminal Code,
shall be liable upon summary conviction to a penalty of not more
than $1,000 for a first offence, and not more than $2,000 for a second
or subsequent offence, and in case of either a first or a subsequent
offence either in default of payment of any penalty imposed, or in
addition to such penalty, to imprisonment for a term not exceeding
six months.

(2) The provisions of subsection (1) shall be deemed to apply
mutatis mutandis, to any company save that the money penalties
may be increased in the discretion of the magistrate to a sum not
exceeding $25,000.
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. (3) No proceedings under this section shall be instituted except Jorsenéel |
with the consent or under the direction of the Attorney General. Caesial .

(4) Subject {0 the provisions of subsection (3), any police officer reauired.
or police constable may, without warrant, arrest any person whom ;‘e{:f;"'“d
he believes to have committed an offence against this Act, and enter without
any place, if need be by force, and seize such documents or other warraat.
things whatsoever as he finds therein. :

17. The Sales of Shares Act is hereby repealed. g;v Stat. e.
18. This Act shall come into force on a day to be determined by C*zm';ng ;
proclamation of the Lieutenant Governor. into force.

EXTRACT FROM STATUTES OF SASKATCHEWAN, 1928-29,
CHAPTER 28, ENTITLED “AN ACT RESPECTING
COMPANIES ”

ProsrecTUs

108. (1) Every prospectus issued by or on behalf of a company Publication
or in relation to any intended company shall be dated, and that date 2/¢0 "¢
shall, unless the contrary be proved, be taken as the date of publica- '
tion of the prospectus.

(2) A copy of every such prospectus, signed by every person
who is named therein as a director or proposed director of the com-
pany, or by his agent authorized in writing, shall be filed with the
registrar on or before the date of its publication and no such prospectus
shall be issued until a copy thereof has been so filed for registration.

(3) The registrar shall not register any prospectus unless it is
dated and the copy thereof signed in manner required by this section.

(4) Every prospectus shall state on the face of it that a copy
has been filed for registration as required by this section.

(5) If a prospectus is issued without a copy thereof being so
filed, the company, and every person who iz knowingly a party to
the issue of the prospectus, shall be liable to a fine not exceeding $25
for every day from the date of the issue of the prospectus until a
copy 1s so filed. R.S.S. 1920, c. 76, s. 84.

109. (1) Every prospectus shall state: Contents of

(a) the contents of the memorandum, with the names, descrip- S
tions and addresses of the signatories, and the number of
shares subscribed for by them respectively; the number of
founders’ or management shares, if any, and the nature and
extent of the interest of the holders in the property and
profits of the company;

(b) the number of shares, if any, fixed by the articles as the
qualifications of a director, and any provision in the articles
as to the remuneration of the directors;

(c) the names, descriptions and addresses of the directors or
proposed directors;

(d) the minimum subscription on which the directors may pro-
ceed to allotment, and the amount payable on application
and allotment of each share; and in the case of a second or
subsequent offer of shares, the amount offered for subscrip-
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(e)
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tion on each previous allotment made within the two pre-
ceding years, and the amount actually allotted, and the
amount, if any, paid on the shares so allotted;

the number and amount of shares and debentures which
within the two preceding years have been issued, or agreed
to be issued, as fully or partly paid up otherwise than in
cash, and in the latter case the extent to which they are so
paid up, and in either case the consideration for which those
shares or debentures have been issued or are proposed or
intended to be issued;

(f) the names and addresses of the vendors of any property

(g)

()

purchased or acquired by the company, or proposed so to
be purchased or acquired, which is to be paid for wholly or
partly out of the proceeds of the issue offered for subscrip-
tion by the prospectus, or the purchase or acquisition of
which has not been completed at the date of issue of the
prospectus, and the amount payable in cash, shares or de-
bentures, to the vendor, and where there is more than one
separate vendor, or the company is a subpurchaser, the
amount so payable to each vendor:

Provided that, where the vendors or any of them are
a firm, the members of the firm shall not be treated as
separate vendors;
the amount, if any, paid or payable as purchase money in
cash, shares, or debentures, for any such property as afore-
said, specifying the amount, if any, payable for good will;
the amount, if any, paid within the two preceding years, or
payable, as commission for subscribing or agreeing to sub-
scribe, or procuring or agreeing to procure subscriptions, for
any shares in, or debentures of, the company, and the rate
of any such commission:

Provided that it shall not be necessary to state the
commission paid to subunderwriters;

(7) the amount or estimated amount of preliminary expenses;
(j) the amount paid within the two preceding years or intended

(k)

to be paid to any promoter, and the consideration of any
such payment;

the dates of and parties to every material contraet, and a
reasonable time and place at which any material contract
or a copy thereof may be inspected:

Provided that this requirement shall not apply to a con-
tract entered into in the ordinary course of the business
carried on or intended to be carried on by the company, or
any contract entered into more than two years before the
issue of the prospectus;

(1) the names and addresses of the auditors, if any, of the

company;

(m) full particulars of the nature and extent of the interest, if

any, of every director in the promotion of, or in the property
proposed to be acquired by, the company, or, where the
interest of such a director consists in being a partner In a
firm, the nature and extent of the interest of the firm, with
a statement of all sums paid or agreed to be paid to him or
to the firm in cash or shares or otherwise by any person
cither to induce him to become, or to qualify him as a
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director, or otherwise for services rendered by him or by
the firm in connection with the promotion or formation of
the company; :

(n) where the company is a company having shares of more than
one class, the right of voting at meetings of the company

: conferred by the several classes of shares respectively:

(0) the amount intended to be reserved for working capital;
and

(p) the number of shares, if any, fixed by the articles of the
company as the qualification of a director.

(2) For the purposes of this section every person shall be deemed
to be a vendor who has entered into any contract, absolute or con-
ditional, for the sale or purchase or for any option of purchase, of
any property to be acquired by the company in any case where:

(a) the purchase money is not fully paid at the date of the issue

of the prospectus; or

(b) the purchase money is to be paid or satisfied wholly or in

part out of the proceeds of the issue offered for subscription
by the prospectus; or

(¢) the contract depends for its validity or fulfilment on the

result of that issue.

(3) Where any property to be acquired by the company is to be
taken on lease, this section shall apply as if the expression “vendor”
included the lessor, and the expression “purchase money” included

the consderation for the lease, and the expression “subpurchaser”
included a sublessee.

(4) Any condition requifing or binding any applicant for shares
or debentures to waive compliance with any requirement of this
section, or purporting to effect him with notice of any contract,

document or matter not speecially referred to in the prospectus, shall
be void.

: (5) Where any such prospectus as is mentioned in this section
is published as a newspaper advertisement, it shall not be necessary
in the advertisement to specify the contents of the memorandum

or the signatories thereto, and the number of shares subscribed for
by them.

(fi) In _the event of non-compliance with any of the requirements
of this section, a director or other person responsible for the pros-

pectus shall not incur any liability by reason of the non-compliance,
if he proves that:

(a) as regards any matter not disclosed, he was not cognizant
thereof; or

(b) the non-compliance arose from a honest mistake on his part:

Provided that in the event of non-compliance with the require-

ments containgd in clause (m) of subsection (1) no director or other

person shall incur any liability in respect of the non-compliance

unless it is proved that he had knowledge of the matters not disclosed.

. (7) This section shall not apply to a circular or notice inviting
existing members or debenture holders of a company to subscribe
either for shares or for debentures of the company either with or
without the right to renounce in favour of other persons, but subject
as aforesaid, this section shall apply to any prospectus whether

issued on or with reference to the formation of a company or
subsequently. :

95
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(8) The requirements of this section as to the memorandum and
the qualification, remuneration and interest of directors, the names,
descriptions and addresses of directors or proposed directors, and
the amount or estimated amount of preliminary expenses, shall not
apply in the case of a prospectus issued more than one year after
the date at which the company is entitled to commence business.

(9) Nothing in this section shall limit or diminish any liability
which any person may incur under this Act apart from this section.
R.S.8. 1920, c. 76, s. 85.

110. A company shall not, previously to the statutory meeting,
vary the terms of a contract referred to in the prospectus, except
subject to the approval of the statutory meeting. R.S.S. 1920, c. 76,
s. 86.

111. (1) Where a prospectus invites persons to subscribe for
shares in, or debentures of, a company, every person who is a director
of the company at the time of the issue of the prospectus, and every
person who has authorized the naming of him and is named in the
prospectus as a director or as having agreed to become a director
either immediately or after an interval of time, and every promoter
of the company, and every person who has authorized the issue of
the prospectus, shall be liable to pay compensation to all persons
who subscribe for any shares or debentures on the faith of the
prospectus for the loss or damage they may have sustained by reason
of any untrue statement therein, or in any report or memorandum
appearing on the face thereof, or by reference incorporated therein
or issued therewith, unless it is proved:

(a) with respect to every untrue statement not purporting to be
made on the authority of an expert, or of a public official
document or statement, that he had reasonable ground to
believe, and did up to the time of the allotment of the shares
or debentures, as the case may be, believe that the statement
was true; and

(b) with respect to every untrue statement purporting to be a
statement by, or contained in what purports to be, a copy
of or extract from a report or valuation of an expert, that it
fairly represented the statement or was a correct and fair
copy of or extract from the reports or valuation:
“Provided that the director, person named as director, pro-
moter, or person who authorized the issue of the prospectus,
shall be liable to pay compensation as aforesaid if it is
proved that he had no reasonable ground to believe thag the
person making the statement, report, or valuation was com-
petent to make it; and ’

(¢) with respect to every untrue statement purporting to be a
statement made by an official person or contained in what
purports to be a copy of, or extract from, a public official
document, that it was a correct and fair representation of
the statement or copy of or extract from the document;

or unless it is proved:

(d) that having consented to become a director of the company
he withdrew his consent before the issue of the prospectus,
and that it was issued without his authority or consent; or

(e) that the prospectus was issued without his knowledge or
consent, and that on becoming aware of its issue he forthwith
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gave reasonable public notice that it was issued without
his knowledge or consent; or

(f) that after the issue of the prospectus and before allotment
thereunder, he, on becoming aware of any untrue statement
therein, withdrew his consent thereto, and gave reasonable
public notice of the withdrawal and of the reasons therefor.

(2) Where a prospectus contains the name of a person as a
director of the company, or as having agreed to become a director
thereof, and he has not consented to become a director, or has with-
drawn his. consent before the issue of the prospectus, and has not
authorized or consented to the issue thereof, the directors of the
company, except any without whose knowledge or consent the pros-
pectus was issued, and any other person who authorized the issue
thereof, shall be liable to indemnify the person named as aforesaid
against all damages, costs and expenses to which he may be made
- liable by reason of his name having been inserted in the prospectus,
or in defending himself against any action or legal proceedings
brought against him in respect thereof.

(3) Every person who by reason of his being a director or named
as a director or as having agreed to become a director, or of his hav-
ing authorized the issue of the prospectus, becomes liable to make
any payment under this section, may recover contribution, as in the
cases of contract, from any other person who, if sued separately,
would have been liable to make the same payment, unless the person
who has become so liable was, and that other person was not, guilty
of fraudulent misrepresentation.

(4) For the purposes of this section:

The expression “ promoter ” means a promoter who was a party
to the preparation of the prospectus, or of the portion thereof con-
taining the untrue statement, but does not include any person by
reason of his acting in a professional capacity for persons engaged
in procuring the formation of the company;

The expression “ expert” includes engineer, valuer, accountant,
and any other person whose profession gives authority to a statement
made by him. R.S.S. 1920, c. 76, s. 87.

EXTRACT FROM STATUTES OF SASKATCHEWAN, 1928-29,
CHAPTER 28, ENTITLED “AN ACT RESPECTING
COMPANIES ”,

ProspecTUus

108. (1) Every prospectus issued by or on behalf of a company Publication

or in relation to any intended company shall be dated, and that date
shall, unless the contrary be proved, be taken as the date of publica-
tion of the prospectus.

(2) A copy of every such prospectus, signed by every person who
is named therein as a director or proposed director of the company,
or by his agent authorized in writing, shall be filed with the registrar
on or before the date of its publication and no such prospectus shall
be issued until a copy thereof has been so filed for registration.

(3) The registrar shall not register any prospectus unless it is
dated and the copy thereof signed in manner required by this section.
83936—7
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Every prospectus shall state on the face of it that a copy

has been filed for registration as required by this section.

(5)

If a prospectus is issued without a copy thereof being so

filed, the company, and every person who is knowingly a party to
the issue of the prospectus, shall be liable to a fine not exceeding
$25 for every day from the date of the issue of the prospectus until
a copy is so filed. R.S.S. 1920, c. 76, s. 84.

109. (1) Every prospectus shall state:

- (a)

(b)

(c)
(d)

(e)

the contents of the memorandum, with the names, descrip-
tions and addresses of the signatories, and the number of
shares subscribed for by them respectively; the number of
founders’ or management shares, if any, and the nature and
extent of the interest of the holders in the property and
profits of the company;

the number of shares, if any, fixed by the articles as the .

qualification of a director, and any provision in the articles
as to the remuneration of the directors;

the names, descriptions and addresses of the directors or
proposed directors;

the minimum subscription on which the directors may pro-
ceed to allotment, and the amount payable on application
and allotment of each share: and in the case of a second
or subsequent offer of shares, the amount offered for sub-
scription on each previous allotment made within the two
preceding years, and the amount actually allotted, and the
amount, 1f any, paid on the shares so allotted;

the number and amount of shares and debentures which
within the two preceding years have been issued, or agreed
to be issued, as fully or partly paid-up otherwise than in
cash, and in the latter case the extent to which they are
so paid-up, and in either case the consideration for which
those shares or -debentures have been issued or are pro-
posed or intended to be issued;

(f) the names and addresses of the vendors of any property

(g)

()

purchased or acquired by the company, or proposed so to
be purchased or acquired, which is to be paid for wholly
or partly out of the proceeds of the issue offered for sub-
seription by the prospectus, or the purchase or acquisition
of which has not been completed at the date of issue of
the prospectus, and the amount payable in cash, shares or
debentures, to the vendor, and where there is more than
one separate vendor, or the company is a subpurchaser, the
amount so payable to each vendor;

Provided that, where the vendors or any of them are a
firm, the members of the firm shall not be treated as separate
vendors; )
the amount, if any, paid or payable as purchase money in
cash, shares, or debentures, for any such property as afore-
said, specifying the amount, if any, payable for good will;
the amount, if any, paid within the two precediqg years, or
payable, as commission for subseribing or agreeing to sub-
seribe, or procuring or agreeing to procure subscriptions, for
any shares in, or debentures of, the company, and the rate

of any such commission:
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Provided that it shall not be necessary to state the com-
mission paid to subunderwriters;

(i) the amount or estimated amount of preliminary expenses,

(j) the amount paid within the two preceding years or intended
to be paid to any promoter, and the consideration of any
such payment;

(k) the dates of and parties to every matenal contract, and a
reasonable time and place at which any material contract
or a copy thereof may be inspected:

Provided that this requirement shall not apply to a contract
entered into in the ordinary course of the business carried
on or intended to be carried on by the company, or any
contract entered into more than two years before the issue
of the prospectus;

(1) the names and addresses of the auditors, if any, of the com-
pany:

(m) full partlculara of the nature and extent of the interest,
if any, of every director in the promotion of, or in the prop-
erty proposed to be acquired by, the company, or, where the
interest of such a director consists in being a partner in a
firm, the nature and extent of the interest of the firm, with
a statement of all sums paid or agreed to be paid to him or
to the firm in cash or shares or otherwise by any person
either to induce him to become, or to qualify him as a
director, .or otherwise for services rendered by him or by
the firm in connection with the promotion or formation of
the company;

(n) where the company is a company having shares of more than
one class, the right of voting at meetings of the company
conferred by the several classes of shares respectively:

(0) the amount intended to be reserved for working capital; and

{p) the number of shares, if any, fixed by the articles of the
company as the qualification of a director.

(2) For the purposes of this section every person shall be deemed
to be a vendor who has entered into any contract, absolute or con-
ditional, for the sale or purchase or for any option of purchase, of
any property to be acquired by the company in any case where:

(a) the purchase money is not fully paid at the date of the issue

of the prospectus; or

(b) the purchase money is to be paid or satisfied wholly or in

part out of the proceeds of the issue offered for subscription
by the prospectus; or

(¢) the contract depends for its validity or fulfilment on the

result of that issue.

(3) Where any property to be acquired by the company is to
be taken on lease, this section shall apply as if the expression “vendor”
included the lessor, and the expression “purchase money” included
the consideration for the lease, and the expression “subpurchaser”
included in a sublessee.

(4) Any condition requiring or binding any applicant for shares
or debentures to waive compliance with any requirement of this
section, or purporting to effect him with notice of any contract,
document or matter not specially referred to in the prospectus shall
be void.

83936—T7%
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- (5) Where any such prospectus as is mentioned in this section
is published as a newspaper advertisement, it shall not be necessary
in the advertisement to specify the contents of the memorandum
or the signatories thereto, and the number of shares subscribed for
by them.

(6) In the event of noncompliance with any of the requirements
of this section, a director or other person responsible for the prospectus
shall not incur any liability by reason of the noncompliance, if he
proves that:

(a) as regards any matter not disclosed, he was not cognizant

thereof; or

(b) the noncompliance arose from a honest mistake on his part;

Provided that in the event of non-compliance with the require-
ments contained in clause (m) of subsection (1) no director or
other person shall incur any liability in respect of the noncompliance
unless it is proved that he had knowledge of the matters not disclosed.

(7) This section shall not apply to a circular or notice inviting
existing members or debenture holders of a company to subscribe
either for shares or for debentures of the company either with or with-
out the right to renounce in favour of other persons, but subject as
aforesaid, this section shall apply to any prospectus whether issued
on or with reference to the formation of a company or subsequently.

(8) The requirements of this section as to the memorandum and
the qualification, remuneration and interest of directors, the names,
descriptions and addresses of directors or proposed directors, and
the amount or estimated amount of preliminary expenses, shall not
apply in the case of a prospectus issued more than one year after
the date at which the company is entitled to commence business.

(9) Nothing in this section shall limit or diminish any liability
which any person may incur under this Act apart from this section.
R.S.S. 1920, c. 76, s. 85.

110. A company shall not, previously to the statutory meeting,
vary the terms of a contract referred to in the prospectus, except
subject to the approval of the statutory meeting. R.S.S. 1920,
c. 76, s. 86. i

111. (1) Where a prospectus invites persons to subscribe for
shares in, or debentures of, a company, every person who is a director
of the company at the time of the issue of the prospectus, and every
person who has authorized the naming of him and is named in the
prospectus as a director or as having agreed to become a director
either immediately or after an interval of time, and every.promoter
of the company, and every person who has authorized the issue of
the prospectus, shall be liable to pay compensation to all persons
who subscribe for any shares or debentures on the faith of the pros-
pectus for the loss or damage they may have sustained by reason of
any untrue statement therein, or in any report or memorandum
appearing on the face thereof, or by reference incorporated therein
or issued therewith, unless 1t is proved: .

(a) with respect to every untrue statement not purporting to be
made on the authority of an expert, or of a public official
document or statement, that he had reasonable ground to
believe, and did up to the time of the allotment of the shares
or debentures, as the case may be, believe that the statement
was true; and
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(b) with respect to every untrue statement purporting to be
a statement by, or contained in what purports to be, a copy
of or extract from a report or valuation of an expert, that
it fairly represented the statement or was a correct and
fair copy of or extract from the reports or valuation:

Provided that the director, person named as director,
promoter, or person who authorized the issue of the pros-
pectus, shall be liable to pay compensation as aforesaid if it
is proved that he had no reasonable ground to believe that
the person making the statement, report, or valuation was
competent to make it; and

(¢) with respect to every untrue statement purporting to be a
statement made by an official person or contained in what
purports to be a copy of, or extract from, a public official
document, that it was a correct and fair representation of
the statement or copy of or extract from the document:

or unless it is proved:

(d) that having consented to become a director of the company
he withdrew his consent before the issue of the prospectus,
and that it was issued without his authority or consent; or

(e) that the prospectus was issued without his knowledge or
consent, and that on becoming aware of its issue he forth-
with gaye reasonable public notice that it was issued without
_his knowledge or consent; or

(f) That after the issue of the prospectus and before allotment
thereunder, he, on becoming aware of any untrue statement
therein, withdrew his consent thereto, and gave reasonable
public notice of the withdrawal and of the reasons therefor.

(2) Where a prospectus contains the name of a person as a
director of the company, or as having agreed to become a director
thereof, and he has not consented to become a director, or has with-
drawn his consent before the issue of the prospectus, and has not
authorized or consented to the issue thereof, the directors of the
company, except any without whose knowledge or consent the pros-
pectus was issued, and any other person who authorized the issue
thereof, shall be liable to indemnify the person named as aforesaid
against all damages, costs and expenses to which he may be made
liable by reason of his name having been inserted in the prospectus,
or in defending himself against any action or legal proceedings brought
against him in respect thereof.

(3) Every person who by reason of his being a director or named
as a director or as having agreed to become a director, or of his
having authorized the issue of the prospectus, becomes liable to make
any payment under this section, may recover contribution, as in the
cases of contract, from any other person who, if sued separately,
would have been liable to make the same payment, unless the person
who has become so liable was, and that other person was not, guilty
of fraudulent misrepresentation.

(4) For the purposes of this section:

The expression “promoter” means a promoter who was a party
to the preparation of the prospectus, or of the portion thereof con-
taining the untrue statement, but does not include any person by
reason of his acting in a professional capacity for persons engaged
in procuring the formation of the company;

The expression “expert” includes engineer, valuer, accountant,
and any other person whose profession gives authority to a state-
ment made by him. R.S.S, 1920, c. 76, s. 87.
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ALBERTA
STATUTES OF ALBERTA, 1929

DivisioN (4)—ORGANIZATION AND COMMENCEMENT OF BUSINESS

29. (1) A public company having a share capital shall not—

(a) allot any of its shares; or
(b) commence any business; or
(c) exercise any borrowing powers; unless—

(i) the company has filed with the Registrar a prospectus
complying with this Act, or, if the company does not
issue any invitation to the public to subseribe for its
shares, a statement in lieu of prospectus, according to
Form 4 in the second schedule, naming therein an
amount in cash as the minimum subseription upon which
the directors may proceed to allotment: Provided that
where the company proposes to take over an established
business, and does not require or propose to issue any
shares or debentures for cash to enable it to carry on
that business, the company shall file a statement in lieu
of prospectus according to Form 5 in the second schedule,
and shall not be required to name therein a minimum
subseription; and

(ii) the minimum subscription so named has been subsecribed,
and the sum payable on application therefor, which
shall not be less than five per cent of the nominal amount
of each share, or in the case of shares without nominal
or par value, five per cent of the consideration for which
each such share is being issued, has been paid to and
received by the company; and

(iii) the company has filed with the Registrar a statutory
declaration as preseribed by section 31; and

(iv) the Registrar has issued under his seal of office a cer-
tificate that the company is entitled to commence
business. :

(2) The minimum subscription so named—

(a) shall be the amount which the company shall fix as neces-
sary in order that the company may, with reasonable pros- ’
pect of success, carry out the plan of operations or conduct
the business described in the prospectus or statement in
lieu of prospectus; and

(b) shall be reckoned exclusively of any amount payable to
the company otherwise than in cash; and

(c) shall only be expended for the purposes set forth in the
statement or prospectus, unless the company by extraor-
dinary resolution sanctions its expenditure for some other
purpose authorized by the memorandum of the company.

(3) (a) All money paid to and received by the company in
respect of the minimum subsecription shall be deposited as
trust funds to its credit as trustee in a separate account in
a branch or agency of a bank in the province, and the com-
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pany shall hold and shall declare in its prospectus or state-

ment in lieu of prospectus that it will hold all such moneys

in trust to be repaid, if the minimum subscription is not
~ subseribed, in accordance with this section.

(b) If any such money is not so deposited and held, the directors
of the company shall be jointly and severally liable to repay
the money with interest at the rate of six per cent per
aunum from the date when it was paid to the company by
the subscriber:

Provided that a director shall not be liable if he proves
that the failure so to deposit and hold the money was not
due to any misconduct or negligence on his part.

(4) (a) In the case of a company which has filed a prospectus,

" if the minimum subscription has not been subscribed at the
expiration of ninety days after the first issue of the pros-
pectus, all money paid to and received by the company in
respect of the minimum subscription shall be forthwith
repaid to the subseribers without any deduction, but with-
out interest; and if such money is not so repaid within one
hundred and twenty days after the first issue of the pros-
pectus, the directors of the company shall be jointly and
severally liable to repay that money with interest at the
rate of six per cent per annum from the expiration of the

- ninetieth day:

Provided that a director shall not be liable if he proves
that the failure so tc repay the money was not due to any
misconduct or negligence on his part.

(b) In the case of a company which has filed a statement in lieu
of prospectus, the periods of ninety and one hundred and
twenty days shall commence respectively from the date on
which the statement is filed with the Registrar.

(c) A judge of the Supreme Court may upon application either

before or after the expiration of any such period, extend

the same for such further period as may appear to him to
be desirable.

(5) Nothing in this section shall prevent the simultaneous offer
for subseription or allotment of shares and debentures, or the receipt
of any money payable on application for debentures.

(6) Any contract made by a company before the date at which
it is entitled to commence business shall be provisional only, and
shall not be binding on the company until that date, and on that
date it shall become binding.

(7) Any condition requiring or binding an applicant for shares
or debentures to waive compliance with any requirement of this
section shall be void.

(8) An allotment made by a company to an applicant in con-
travention of this section shall be void, and shall be so void not-
withstanding that the company is in course of being wound up.

(9) Every company which fails to comply with or contravenes
any provision of this section shall be guilty of an offence against this

Act.

(10) For the purposes of Forms 4 and 5 in the second schedule,
the expression “vendor” shall have the meaning assigned to it by
subsections (5) and (6) of section 84.
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(11) This section shall not apply to an existing company in
respect of any act done or omitted before the coming into force of

this Act.

30. (1) A public company not having a share capital shall

not—

(a) admit any person to membership in the company; or

(b) commence any business; or

(c) exercise any borrowing powers, unless—

(i) the company has filed with the Registrar a prospectus

(i)

complying with this Act, or, if the company does not
issue any invitation to the public to become members
in the company, a statement in lieu of prospectus,
according to Form 4 in the second schedule, naming
therein an amount in cash as the minimum subseription
upon which the company may proceed to admit new
members.

Provided that where the company proposes to take
over an established business, and does not require or
propose to admit any members for a subsecription in
cash to enable it to carry on that business, the com-
pany shall file a statement in lieu of prospectus
according to Form 5 in the second schedule, and shall
not be required to name therein a minimum subscrip-
tion; and
the minimum subscription so named has been sub-
seribed, and the sum payable on application therefor,
which shall not be less than five per cent of the amount
which each member is required to contribute, has been
paid to and received by the company; and

(iii) the company has filed with the Registrar a statutory

declaration as prescribed by section 32; and

(iv) the Registrar has issued under his seal of office a

certificate that the company is entitled to commence
business.

(2) Subsections (2), (3), (4), (6), (9), (10), and (11) of sec-
tion 29 shall apply to a company to which this section applies.

(3) Any condition requiring or binding an applicant for member-
ship to waive compliance with any requirement of this section shall

be void.

(4) An admission to membership by a company in contravention
of this section shall be void, and shall be so void notwithstanding
that the company is in course of being wound up.

31. (1) When the minimum subseription has been subseribed,
the company shall file with the Registrar a statutory declaration by
the directors—

(a) according to Form 6 in the second schedule, in the case of

(d)

a company which has filed a statement in lieu of prospectus
and has named therein a minimum subscription; or
according to Form 7 in the second schedule, in the case of a
company which has filed a statement in lieu of prospectus
and has not named therein a minimum subseription; or

(¢) according to Form 8 in the second schedule, in the case of a

company which has filed a prospectus;
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Provided that where a director was by reason of his absence
from the province or for other good reason unable to, and did not,
perform his duties as a director in relation to the organization of
the company pursuant to this Division, he shall not be required to
make such a statukory declaration as aforesaid, but in lieu thereof
shall make a statutory declaration stating why he was prevented
from so performing his duties as a director.

(2) Upon the filing of such a statutory declaration as is pre-
scribed by this section, the Registrar may issue under his seal of

office a certificate that the company is entitled to commence business,

and that certificate shall be conclusive evidence that the company is
so entitled.

32. (1) Every public company shall, within six months from
the date at which the company becomes entitled to commence busi-
ness, hold a general meeting of the company (in this Act called
“the statutory meeting”).

(2) The directors shall, at least seven days before the day on
which the meeting is held, forward to every member of the com-
pany, and to every person entitled under this Act to receive it, a
report (in this Act called “the statutory report”) made up to a date

no't more than seven days before the date of the notice of the statu--

tory meeting, and shall at the same time cause ja copy, certified as
by this section required, to be filed with the Registrar.

(3) The statutory report shall be certified by not less than two
directors of the company, or, where there are less than two directors,
by the sole director and shall state— .

(a) the total number of shares or debentures allotted, distinguish-
ing shares allotted as fully or partly paid up otherwise than
in cash, and stating in the case of shares or debentures partly
paid up, the extent to which they are so paid up, and in
either case the consideration for which they have been
allotted;

(b) the total amount of cash received by the company in respect

* of all the shares and debentures distinguished as aforesaid;

(¢) an abstract of the receipts of the company, exhibiting under
distinctive headings the receipts of the company from shares
and debentures and other sources, the payments made there-
out, and particulars concerning the balance remaining in
hand, and an account or estimate of the preliminary expenses
of the company;

(d) the full name, addresses, and descriptions of the directors,
auditors (if any), managing directors (if any), and secre-
tary of the company; and

(e) the particulars of any contract, the modification of which is
to be submitted to the meeting for its approval, together
w1'163}1 the particulars of the modification or proposed modifi-
cation.

(4) The statutory report shall, so far as it relates to the shares
and debentures allotted by the company, and to the cash received in
respect thereof, and to the receipts and payments of the company, be
certified as correct by the auditors (if any) of the company.
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(5) The provisions of subsections (3) and (4) relating to the
particulars as to shares required to be stated in the statutory report
shall not apply to a company not having a share capital; but in lieu
thereof the statutory report shall state the number of members
admitted, and the consideration for which they were respectively ad-
mitted, and the total amount of cash received from them, and the
auditors (if any) shall certify accordingly.

(6) The directors shall cause a list showing the names, descrip-
tions, and addresses of the members of the company, and the num-
ber of shares held by them respectively, to be produced at the com-
mencement of the meeting, and to remain open and accessible to any
member of the company during the continuance of the meeting.

(7) The members of the company present at the meeting shall
be at liberty to discuss any matter relating to the formation of the
company, or arising out of the statutory report, and to pass any ordin-
ary resolution in relation thereto whether previous notice has been
given or not.

(8) The meeting may adjourn from time to time, and an ad-
journed meeting shall have the same powers as an original meeting.

(9) Every company which makes default in complying with the
requirements of this section shall be guilty of an offence against this
Act.

(10) If default is made in filing such report as aforesaid or in
holding the statutory meeting, then at the expiration of fourteen days
after the last day on which the meeting ought to have been held any
shareholder may petition the Court for the winding-up of the com-
pany; and upon the hearing of the petition the Court may either
direct that the company be wound up or give directions for the report
to be filed, or for a meeting to be held, or to make such other order
as may be just; and may order that the costs of the petition be paid
by any persons who in the opinion of the Court are responsible for
the default.

33. A company shall not previous to the statutory meeting vary
the terms of a contract referred to in the prospectus, or statement in
lieu of prospectus, except subject to the approval of the statutory
meeting.

34. (1) No shares or debentures of a public company allotted or
issued or agreed to be allotted or issued to any person for property,
services, or any consideration other than eash, shall be transferred,
sold, or in anywise dealt with or disposed of before the statutory meet-
ing of the company is held pursuant to this Act, and no certificate of
any such share or debenture shall be issued or delivered by the com-
pany until that meeting is held.

(2) A transfer, sale, or other dealing in or disposition of shares
or debentures contrary to this section shall be void.

(3) Every company and person who contravenes this section
shall be guilty of an offence against this Act, and the directors of the
company shall be liable to compensate the company and any person
injured for any loss, damage, or costs which the company or such
person may have sustained or incurred by a contravention of this
section:
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Provided that—

(a) a director shall not be liable if he proves that the contraven-
tion was not due to any misconduct or negligence on his
part; and ‘

(b) proceedings to recover any such loss, damage, or costs shall
not be commenced after the expiration of two years from
the date of the contravention.

Division (3)—FINANCIAL AND BORROWING PROSPECTUSES

83. (1) Every prospectus issued by or on behalf of a company

shall—

(a) be dated, and a copy thereof shall be filed with the Registrar
on or before that date, which shall, unless the contrary be
proved, be taken as the date of the issue of the prospectus;
and

(b) state on its face that a copy has been filed with the Regis-
trar—

and the copy filed with the Registrar shall be signed by every person
who is a director or proposed director of the company on the date of
publication or by his agent authorized in writing.

(2) The Registrar shall not file any prospectus unless it is dated
and signed in manner required by subsection (1).

(3) Every company and person who makes default in complying
with or contravenes any requirement of this section shall be'guilty of
an offence against this Act.

(4) This section shall apply to a prospectus issued in relation to
an intended company, or by or on behalf of any person who is or has
been engaged or interested in the formation or promotion of the com-
pany, or, prior to the date of the statutory meeting, in the organization
of a company.

84. (1) In the case of a company having a share capital every
prospectus to which section 83 applies shall state—

(a) the date of incorporation of the company; the address of its
registered office; the extent of the liability of members of the
company; and the contents of its memorandum and articles
as to the amount of the authorized capital and the shares or
classes of shares into which it is divided, and as to the amount
or rate of commission, or, in the case of debentures, of dis-
count, which the company is authorized to pay or allow,
under this Act, and the amounts of capital subscribed and
paid up respectively, and the amount (if any) due from the
company in respect of mortgages;

(b) particulars of the plan of operations of the business which
the company proposes to carry on by means of the proceeds
of the subscription invited by the prospectus, and the place
where the operations or business will be carried on;

(¢) the number of shares or the amount of debentures offered by
the prospectus, and the amount payable on the application
for and the allotment of each share or debenture, and the
amount, or rate of any commission or discount to be paid or
allowed thereon;

(d) the amount fixed as the minimum subscription on which the
directors may proceed to allotment, with an itemized account
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showing how that amount is estimated or calculated, and in
particular the items for preliminary expenses, and the amount
or estimated amount paid or payable for services rendered
or to be rendered in relation to the formation or organization
of the company, or as commission for subseribing or agreeing
to subscribe, or procuring or agreeing to procure subscriptions,
for any shares offered by the prospectus, or allowed or to be
allowed as discount in respect of any debentures, offered by
the prospectus;

particulars of any property purchased or acquired by the
company, or proposed so to be purchased or acquired, which
is to be paid for wholly or partly out of the proceeds of the
subscription invited by the prospectus, or has been within the
last two preceding years or is to be paid for by shares or
debentures, or the purchase or acquisition of which has not
been completed at the date of issue of the prospectus, and
the title or interest therein acquired or to be acquired by the
company;

-(f) the name and address of every vendor of property under

clause (e) and, in the case of a promoter, the amount paid
by him in cash, shares, or debentures for the property within
the last two preceding years, and the amount (specifying
separately the amount (if any) for goodwill) paid or pay-
able in cash, shares or debentures to him for the property.
Where there is more than one separate vendor, or the com-
pany is a sub-purchaser, particulars as to each vendor shall
be stated;

Provided that where the vendors or any of them are a
firm the members of the firm shall not be treated as separate
vendors;
where debentures are offered for subseription, particulars of
the security which has been or will be created for those
debentures, specifying the property (if any) comprised in
the security and the nature of the title to the property;
particulars of any services rendered or to be rendered to the
company which are tc be paid by the company wholly or
partly out of the proceeds of the subscription invited by the
prospectus, or have been within the last two preceding years,
or are to be paid for by shares or debentures;
the amount paid within the last two preceding years or
intended to be paid to any promoter, with his name and
address, and the consideration for any such payment, and
the amount in cash subscribed by him for shares or debentures
of the company or otherwise contributed by him to the com-

pany;

(j) particulars showing—

(1) the number of founders’ or management or deferred
shares (if any), and the nature and extent of the interest
of the holders in the property and profits of the company;

(i1) the right of voting at meetings of the company, and
where the company is a company having shares of
more than one class, the rights conferred by the several
classes respectively; but this paragraph shall not apply
in the case of an offer of debentures only;

(iii) The number of shares (if any) fixed by the articles
as the qualification of a director;
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(iv) Any provision in'the articles as to the remuneration
of the directors, and the remuneration paid or payable
to any director;

(v) Whether or not a copy of the company’s annual balance
sheet and the report of the directors and auditors must
under the articles be sent to members of the company;
this paragraph shall not apply in the case of an offer
of debentures only;

the full names, descriptions, and addresses of the directors

and proposed directors, and the amount in cash subscribed

by each of them for shares and debentures of the company
or otherwise contributed by each of them to the company;

(1) full particulars of the nature and extent of the interest (if

any) of every director in the promotion of, or in the
property proposed to be acquired by, the company, or, where
the interest of such a director consists in being a partner
in a firm, the nature and extent of the interest of the firm,
with a statement of all sums paid or agreed to be paid to
him or to the firm in cash or shares or otherwise by any
person either to induce him to become, or to qualify him
as, a director, or otherwise for services rendered by him or
by the firm in connection with the promotion or formation
of the company; but this clause shall not apply in the
case of a prospectus issued more than two years after the

- date on which the company is entitled to commence business,

except as to the particulars relating to property proposed
to be acquired by the company;

(m) The names and addresses of the auditors (if any) of the

(n)

company;
in the case of a second or subsequent offer of shares or
debentures, separate particulars of—

(i) the amount offered for subscription on each previous
offer made within the last two preceding years, and the
amount actually allotted, and the amount (if any)
paid on shares so allotted;

(i) the amount (if any) paid within the last two preced-
ing years, or payable, as commission for subscribing
or agreeing to subseribe, or procuring or agreeing to pro-
cure subscriptions, for any shares in or debentures of
the company, or allowed or to be allowed as discount
in respect of any debentures, and the date or amount
of any such commission or discount;

(iii) the number and amount of shares and debentures which
within the last two preceding years have been issued, or
agreed te be issued, as fully or partly paid up other-
wise than in cash, and in the latter case the extent
to which they are so paid up, and in either case the
consideration for which. those shares or debentures have
been issued or are proposed or intended to be issued,
and the name and address of any vendor of property
forming such consideration, and the amount paid or
payvable to him as purchase-money in cash, shares, or
debentures for the property, specifying the amount (if
any) payable for goodwill;

(iv) the amount paid within the last two preceding years
or intended to be paid to any promoter, and the con-
sideration for any such payment;
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(0) when the prospectus is issued more than one year after the
date of the incorporation of the company, a copy of its last
balance sheet and general information as to the business
which has been carried on by the company and as to its
property and assets;

(p) the dates of and parties to every material contract, and a
reasonable time and place at which any material contract
or a copy thereof may be inspected:

Provided that this requirement shall not apply to a
contract entered into in the ordinary course of the business
carried on or intended to be carried on by the company,
or to any contract entered into more than two years before
the date of issue of the prospectus.

(2) The information required by subsection (1) to be stated in
a prospectus shall be contained in a separate part of the prospectus,
commencing with the words “Statutory Information” in con-
spicuous type, and no other matter shall be included in that part
of the prospectus;

Provided that the information required by clauses (b), (¢) and
(m) of subsection (1) and the full names, descriptions and addresses
of the directors and proposed directors may be stated in any part
of the prospectus.

(3) In the case of a prospectus i1ssued by a company before it
has obtained a certificate entitling it to commence business, the pros-
pectus shall include in the “Statutory Information,” in conspicu-
ous type, the following statement, namely: —

“'This company has not yet obtained a certificate entitling
it to commence business, and is not authorized to allot any
shares or debentures, unless the minimum subscription stated in
the Statutory Information set forth in this prospectus is sub-
seribed, and a certificate to commence business is subsequently
issued to the company under The Companies Act, 1929. All
money received by the company in respect of the minimum
subseription will, in accordance with The Companies Act, 1929,
be keld in trust by the company, to be repaid if the minimum
subscription is not subseribed.”

(4) (a) The company shall, upon receipt of his application,
forthwith furnish every person who subscribes for any shares
or debentures of the company offered by the prospectus, with
an acknowledgment of his application and a copy of the
prospectus.

(b) Where any matter not amounting to a prospectus, but which
expressly or by implication invites the public to inquire into
the plans or prospects of a company, or as to subseriptions
for or the purchase of shares or debentures of a company,
is printed, published, or advertised by or on behalf of the
company, the company shall, upon receipt of his application,
forthwith furnish every person who subscribes for or pur-
chases any shares or debentures of the company with an
acknowledgment of his application and a statement in
writing of such information as is by subsection (1) required
to be contained in a prospectus.

(¢) Where the shares or debentures of a company are being
offered to the public for subseription or purchase and no
prospectus is issued in relation to such shares or debentures,
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and where any person calls at any house, office, or other
place and there invites and obtains a subscription or applica-
tion for any such shares or debentures, he shall forthwith
deliver to each person from whom he obtains such subscrip-
tion or application a statement in writing of such informa-

~ tion as is by subsection (1) required to be contained in a
prospectus. It shall be the duty of the company, or, where
the person so calling is an agent, the duty of his principal,
to provide copies of such statement.

(d) In the case of any statement required by clause (b) or (c)
of this subsection, sections 83 and 86 shall, mutatis mutandis,
apply as if a prospectus had been issued, and where the com-
pany has not yet obtained a certificate entitling it to com-
mence business, subsection (3) of this section and sections
29 and 31 shall also apply, mutatis mutandis, as if a pros-
pectus had been issued.

(e) This subsection shall apply to every case to which subsec-
tion (4) of section 83 applies.

(5) For the purposes of this section, every person shall be deemed
to be a vendor who has entered into any contract, absolute or con-
ditional, for the sale or purchase, or for any option of purchase, of
any property to be acquired by the company, in any case where—

(a) the purchase-money payable by the vendor is not fully paid
‘at the date of issue of the prospectus; or

(b) such purchase-money is to be paid or satisfied wholly or in
part out of the proceeds of the subscription invited by the
prospectus; or

(¢) the contract depends for its validity or fulfilment on the
result of that invitation.

(6) Where any of the property to be acquired by the company
is to be taken on lease, this section shall apply as if the expression
“vendor ” included the lessor, and the expression “ purchase-money ”
included the consideration for the lease, and the expression ¢ sub-
purchaser ”’ included a sub-lessee.

(7) This section shall not apply to a circular or notice inviting
existing members or debenture-holders of a company to subscribe
either for shares or for debentures of the company, whether with or
without the right to renounce in favour of other persons.

(8) In the event of non-compliance with any of the require-
ments of this section, a director or other person responsible for the
prospectus shall not incur any liability by reason of the non-com-
pliance, if he proves that—

(a) as regards any matter not disclosed, he was not cognizant

thereof; or

(b) the non-compliance arose from an honest mistake of fact on

his part:

Provided that, in the event of non-compliance with the require-
ments contained in paragraph (1) of subsection (1) no director or
other person shall incur any liability in respect of the non-compliance
ulnless it be proved that he had knowledge of the matters not dis-
closed.

(9) Subject to subsection (8), every company and person who
makes default in complying with any requirement of this section
shall be guilty of an offence against this Act.
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(10) Any condition requiring or binding any applicant for shares
or debentures to waive compliance with any requirement of this sec-
tion, or purporting to affect him with notice of any contract, docu-
ment, or matter not specifically referred to in a prospectus or a state-
ment under clause (b) of subsection (4) shall be void.

(11) Nothing in this section shall limit or diminish any liability
which any person may incur under the general law or this Act apart
from this section.

85. (1) In the case of a company not having a share capital,
every prospectus to which section 83 applies shall state—

(a)
()

(c)

(d)

(2)

the information required by subsection (1) of section 84,

except insofar as it refers to shares;

the number of persons whom the company invites to become

members, or the amount of debentures offered by the pros-

pectus, and the amount payable on the application for and
admission to membership or the application for-and allot-
ment of each debenture, as the case may be;

particulars showing—

(1) if the membership is divided into different classes, the
nature and extent of the interest of each class in the
property and profits of the company;

(ii) the right of voting at meetings of the company, and
where the membership is divided into different classes,
the rights conferred by the several classes of membership
respectively, but this paragraph shall not apply in the
case of an offer of debentures only;

(iii) the qualification (if any) fixed by the articles for a
director;

(iv) any provision in the articles as to the remuneration of
the directors, and the remuneration paid or payable to
any director;

(v) whether or not a copy of the company’s annual balance
sheet and the reports of the directors and auditors must
under the articles be sent to members of the company;
but this paragraph shall not apply in the case of an
offer of debentures only;

in the case of a second or subsequent invitation to the public

to become members of the company—

(i) the number of persons invited within the last two pre-
ceding years, and the numbers of members actually ad-
mitted, and the amount (if any) paid by them for mem-
bership;

(ii) the number of members admitted as members within
the last two preceding years for a consideration other
than cash, and the consideration (specifying separately
any amount for goodwill) for which they were so ad-
mitted, and the extent to which they are paid up, and
the name and address of the vendor of any property
forming such consideration.

In the case of a prospectus issued by a company before it has

obtained a certificate entitling it to commence business, the prospectus
shall include in the “ Statutory Information,” in conspicuous type the
following statement, namely :—

R —
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“The company has not yet obtained a certificate entitling it
to commence business and is not authorized to admit any members
or allot any debentures, unless the minimum subseription stated in
the Statutory Information set forth in this prospectus is sub-
scribed, and a certificate to commence business is subsequently
issued to the company under The Companies Act, 1929. All
money received by the company in respect of the minimum sub-
seription will, in accordance with The Companies Act, 1929, be
held in trust by the company, to be repaid if the minimum sub-
scription is not subseribed.”

(3) (@) The company shall, upon receipt of his applicatien,
forthwith furnish every person who applies for any member-
ship invited by or subscribes for any debentures of the com-
pany offered by the prospectus with an acknowledgment of
his application and a copy of the prospectus.

(b) Where any matter not amounting to a prospectus, but which
expressly or by implication invites the public to inquire into
the plans or prospects of a company, or as to admission to
membership in or the purchase of debentures of a company,
is printed, published, or advertised by or on behalf of the
company, the company shall, upon receipt of his application,
forthwith furnish every person who applies for membership
or purchases any shares or debentures of the company with
‘an acknowledgment of his application and a statement in
writing of such information as is by subsection (1) required
to be contained in a prospectus.

(¢) Where the public is invited to become members of a com-
pany or the debentures of a company are being offered to the
public for subseription or purchase and no prospectus is
issued in relation to such membership or debentures, and
where any person calls at any house, office or other place and
there invites and obtains an application or subscription for
any such membership or debentures, he shall forthwith
deliver to each person from whom he obtains such applica-
tion or subscription a statement in writing of such informa-
tion as is by subsection (1) required to be contained in a
prospectus. It shall be the duty of the company, or, where
the person so calling is an agent, the duty of his principal,
to provide copies of such statement.

(d) In the case of any statement required by clause (b) or (c)
of this subsection, sections 83 and 86 shall, mutatis mutan-
dis, apply as if a prospectus had been issued, and where the
company has not yet obtained a certificate entitling it to
commence business, subsection (2) of this section and sec-
tions 30 and 31 shall also apply, mutatis mutandis, as if a
prospectus had been issued.

(e) This subsection shall apply to every case to which subsec-
tion (4) of section 83 applies.

(4) Subsections (2) and (5) to (11) of section 84 shall apply to
a company under this section.

86. (1) Where a prospectus invites persons to subscribe for shares
in or debentures of a company or to become members of a company,
every person who is a director of the company at the time of the issue
of the prospectus, and every person who is with his consent named
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in the prospectus as a director or as having agreed to become a
director either immediately or after an interval of time, and every
promoter of the company, and every person who has authorized the
issue of the prospectus, shall be liable to pay compensation to all per-
sons who subseribe for any shares or debentures or apply for mem-
bership on the faith of the prospectus for the loss or damage they
may have sustained by reason of any untrue statement therein, or in
any report of memorandum appearing on the face thereof, or by refer-
ence incorporated therein or issued therewith, unless it is proved—

(a) with respect to every untrue statement not purporting to
» be made on the authority of an expert, or of a public official
document or statement, that he had reasonable ground to
believe, and did up to the time of the allotment of the
shares or debentures or admission to membership, as the

case may be, believe, that the statement was true; and

(b) with respect to every untrue statement purporting to be a
statement by or contained in what purports to be a copy of
or extract from a report or valuation of an expert, that it
fairly represented the statement, or was a correct and fair
copy of or extract from the report or valuation:

Provided that the director, person named as director,
promoter, or person who authorized the issue of the pro-
spectus, shall be liable to pay compensation as aforesaid
if it is proved that he had no reasonable ground to believe
that the person making the statement, report, or valuation
was competent to make it; and

(c) with respect to every untrue statement purporting to be a
statement made by an official person or contained in what
purports to be a copy of or extract from a public official
document, that it was a correct and fair representation of
the statement or copy of or extract from the document;

or unless it is proved—

(d) that having consented to become a director of the company
he withdrew his consent before the issue of the prospectus,
and that it was issued without his authority or consent; or

(e) that the prospectus was issued without his knowledge or
consent, and that on becoming aware of its issue he forth-
with gave reasonable public notice that it was issued with-
out his knowledge or consent; or ,

(f) that after the issue of the prospectus and before allotment
thereunder, he, on becoming aware of any untrue statement
therein, withdrew his .consent thereto, and gave reasonable
public notice of the withdrawal, and of the reason therefor.

(2) Every person to whom clause (¢) or (f) of subsection (1)
applies shall file with the Registrar a copy of any notice of with-
drawal or public notice given by /him, within seven days from the
date of his notice.
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(3) Where the prospectus contains the name of a person as a
director of the company, or as having agreed to become a director
thereof, and he has not consented to become a director, or has with-
drawn his consent before the issue of the prospectus, and has not
authorized or consented to the issue thereof, the directors of the
company, except any without whose knowledge or consent the pros-
pectus was issued, and any other person who authorized the issue
thereof, shall be liable to indemnify the person named as aforesaid
against all damages, costs, and expenses to which he may be made
liable by reason of his name having been inserted in the prospectus,
or in defending himself against any action or legal proceedings
brought, against him in respect thereof.

(4) Every person who by reason of his being a director or of
his being named as a director or of his having agreed to become
a director, or of his having authorized the issue of the prospectus,
becomes liable to make any payment under this section may recover
contribution, as in cases of contract, from any other person who, if
sued separately, would have been liable to make the same payment,
unless the person who has become so liable was, and that other per-
son was not, guilty of fraudulent misrepresentation.

(5) For the purposes of this section— .

(a) the expression “promoter” means a promoter who was a
‘party to the preparation of the prospectus, or of the portion
thereof containing the untrue statement but does not include
any person by reason only of his acting in a professional
capacity for persons engaged in procuring the formation of
the company; and

(b) the expression “expert” includes engineer, valuer, account-
ant, and any other person whose profession gives authority
to a statemen't made by him.

BILL
No. 23 or 1929

An Act for the Prevention of Fraud in connection with the
Sale of Securities

(Assented to'March 20, 1929.)

HIS MAJESTY, by and ‘with the advice and consent of the
Legislative Assembly of the Province of Alberta, enacts as follows:—

1. This Act may be cited as “ The Security Frauds Prevention
Act, 1929.”

2. In this Act, unless the context otherwise requires,—

(a) “Broker” shall mean every person other than a salesman
who engages either for the whole or part of his time directly
or through an agent in the business of trading in securities,
and includes such officials of a company or partnership
which trades in securities as may be designated by the regu-
lations;

83936—8}
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“Company ” shall include any association, corporation,
company or other incorporated organization, whether acting
as a trustee or not;

“Fraud,” “fraudulent” or “fraudulent act,” in addition
to its ordinary meaning, shall include— »

(i) any intentional misrepresentation by word, conduct or
in any manner of any material fact either present or
?ast, and any intentional omission to disclose any such
act;

(i) any premise or representation as to the future which
]fS bﬁyond reasonable expectation and not made in good
aith;

(iii) any fictitious or pretended trade in any security;

(iv) the gaining of, or attempt to gain, directly or indirect-
ly, through a trade in any security, a commission, fee
or gross profit so large and exorbitant as to be uncon-
scionable and unreasonable;

(v) generally any course of conduct or business which is
calculated or put forward with intent to deceive the
public or the purchaser of any security as to the nature
of any transaction or as to the value of such security;

(vi) the making of any material false statement in any
application, information, material or evidence sub-
mitted or given to the Attorney General, his representa-
tive or the registrar under the provisions of this Act
or the regulations; or in any prospectus or return filed
with the Provincial Secretary;

(vii) the violation of any provision of  this Act or of the
regulations relating to the manner in which brokers or
salesmen shall trade in securities and anything speci-
fically designated in the regulations as coming within
the meaning of this definition;

(viii) any artifice, agreement, device or scheme to obtain
money, profit or property by any of the means herein-
before set forth or otherwise contrary to law;

“Person” shall mean an individual, partnership, associa-
tion, syndicate and any unincorporated organization whether
acting as a trustee or not;
“Registrar 7 shall mean the person appointed by the
Lieutenant-Governor in Council to act as registrar under
the provisions of this Act and the regulations;
“Regulations ” shall mean the regulations made from time
to time by the Lieutenant-Governor in Council under the
provisions of this Act; ‘
“Salesman ” shall mean every person employed, appointed
or authorized by any broker or company to trade in securi-
ties whether directly or through sub-agents;
“Security ” shall include, subject to the provisions of sub-
section (3) of section 3, any document or instrument com-
monly known as a security, every documentary evidence of
indebtedness or evidence representing or secured by some
title to or interest in the capital, assets, property, profits,
earnings or royalties of any person or company, evidence of
membership in an association of heirs or evidence of any
option upon a security and anything designated as a security
by the regulations;
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(i) “Trade” or “trading” shall include, subject to the pro-
visions of subsection (3) of section 3, any disposition of,
transaction in, or attempt to deal in, sell or dispose of a
security or interest in or option upon a security for any
valuable consideration, whether the terms of payment be
upon margin, instalment or otherwise, and any underwriting
of any issue or part of an issue of a security, the obtaining
of a subseription to the capital stock of any organization,
whether incorporated or not, and any act, advertisement,
conduct or negotiation directly or indirectly in furtherance
of any of the foregoing or specifically designated as “ trade ”
or “trading” in the regulations;

(j) “ Trustee ” shall mean a person, or a company, as the case
may be, executing a trust expressly created by or declared
in an instrument in writing other than a will or court order
or judgment, where such trust is to carry on any business
or to secure the payment or repayment of money.

Part I
REGISTRATION OF BRCKERS AND SALESMEN

3. (1) No person shall—

(a) trade in any security unless he is registered as a broker or
salesman;

(b) act as an official of or on behalf of any partnership or com-
pany in connection with any trade in any security by the
partnership or company, unless he or the partnership or
company is registered as a broker;

(¢) act as a salesman of or on behalf of any partnership or
company in connection with any trade in any security by
the partnership or company, unless he is registered as a
salesman—

and unless such registrations have been made in accordance with the
provisions of this Act and the regulations; and any violation of this
section shall constitute an offence.

(2) With the approval of the Attorney-General, any partner-
ship or company may be registered as a broker, whereupon the part-
nership or company may trade in securities, and the members and
officials of the partnership, and the officials of the company other
than branch managers or salesmen of the partnership or company,
may act as such without separate registration, and the provisions of
this Act, and of the regulations relating to registered persons or
companies, shall be deemed to apply to such partnership or company.

b (3) Subsections (1) and (2) shall not apply to any person
in respect of any of the following classes of trades or securities:

(@) a trade in a security taking place at a judicial, executor’s,
administrator’s, guardian's or committee’s sale, or at a sale
by an authorized trustee or assignee, an interim or official
receiver or a custodian under the Bankruptcy Act, a
receiver under The Judicature Act, or a liquidator under
The Companies Act, 1929;
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an isolated trade in a specific security by or on behalf of
the owner, for the owner’s account, where such trade is not
made in the course of continued and successive transactions
of a like character; ;

a trade where one of the parties is a bank, loan company,
trust company or insurance company, or is an official or
employee, in the performance of his duties as such, of His
Majesty in right of the Dominion or any province or terri- .
tory of Canada or of any municipal corporation, or public
board or commission in Canada or is registered as a broker
under the provisions of this Aect;

a trade by or for the account of a pledgee or mortgagee for
the purpose of liquidating a bona fide debt by selling or
offering for sale or delivery, in good faith, in the ordinary
course of business, a security pledged in good faith as secur-
ity for such debt;

the distribution, issuance or sale by a company exclusively
to the holders of its securities of capital stock, bonds or
other securities as a stock dividend or other distribution
out of earnings or surplus, or in the process of a bona fide
reorganization of the company, or of additional capital
stock where no commission or other remuneration is paid
or given in connection therewith;

the exchange by or on account of one company with another
company of its own securities in connection with a con-
solidation, amalgamation or merger of either company;

a trade in good faith by an actual prospector of a security
issued by him for the purpose of financing a prospecting
expedition, or for the purpose of disposing of any of his
interest in a mining claim or property staked by or wholly
or partly owned by him;

securities in which trust funds may lawfully be invested in
Alberta;

bonds or notes secured by mortgage upon real estate or
tangible personal property where the entire mortgage, to-
gether with all of the bonds or notes secured thereby, are
sold at the one time;

negotiable promissory notes or commercial paper maturing
not more than a year from the date of issue;

securities evidencing indebtedness due under any contract
made pursuant to the provisions of any statute of any prov-
ince of Canada providing for the acquisition of personal
property under conditional sales contracts;

(I) securities issued by a person or company organized exclu-

sively for the promotion of art, science, charity, religion or
other useful object, or for educational, benevolent, fraternal,
charitable, or recreational purposes and not for pecuniary
profit, where no part of the net earnings thereof enure to
the benefit of any security holder;

(m) any class of trade or security specifically exempted from

the application of subsections (1) and (2) of this section
by the regulations.

4. (1) Unless the Attorney-General otherwise directs, the regis-
trar may within ten days after the receipt by him of any applica- .
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tion for registration cause to be entered in a book kept for sucl} pur-
pose and open to public inspection, hereinafter called  the Register,”
the name and address for service of such applicant, whereupon such
applicant shall be deemed to be registered as a broker or salesman
as the case may be.

(2) The registrar may upon the direction of the Attorney Gen-
eral or his representative authorized in writing cause a temporary
entry to be made, designated as such, in the register, subject to can-
cellation at any time upon the order of the Attorney-General.

(3) Registrations shall expire, and may be changed or renewed
as the regulations shall provide.

5. (1) Every application under this Act or the regulations shall
be made in writing upon the forms provided by the registrar.

(2) Every applicant, whether domiciled in Alberta or not, shall
state in every application an address for service in Alberta, and all
notices under this Act, or the regulations and all legal process issued
by or on behalf of any person or company, shall be sufficiently served
for all purposes if posted by registered mail to the applicant at the
latest address for service so stated, and in the case of a non-registered
company where the officials are registered, to the latest address of the
person registered as the senior official of such company in Alberta.

(3) The registrar may from time to time and shall when so
directed by the Attorney-General require any further information or
material to be submitted by any applicant or any registered person or
company within a specified time and may require verification by
affidavit or otherwise of any matter then or previously submitted.

6. (1) Every applicant for registration as a broker shall before
registration submit a bond by the applicant, or the person or company
he represents, as the registrar may require, such bond to be in the sum
of $500 and in such form and upon such conditions as the regulations
shall prescribe, and shall pay the fee prescribed by the regulations.

(2) The registrar may, and when so directed by the Attorney-
General shall, require any applicant or any registered person or
company within a specified time to deliver a bond by a surety company
approved by the Attorney-General or any other bond in such form
and upon such conditions as the regulations shall prescribe, and #n such
amount as the regulations or the Attorney-General shall require.

(3) The registrar may, and when so directed by the Attorney-
General shall, require a new bond of the kind mentioned in subsections
(1) or (2) to be filed within a specified time.

7. (1) Any bond mentioned in section 6 shall be forfeit and the
sum named therein shall become due and owing by the person or
company bound thereby as a debt to His Majesty in right of the
Province when there has been filed with the registrar the Attorney-
General’s certificate that the person or company in respect of whose
conduct the bond is conditioned, or any official, employee or salesman
of such company has, in connection with a trade in a security been—

(a) in the case of the bond mentioned in subsection (1) of section

6—

(1) charged with any criminal offence; or,
(ii) found upon investigation by the Attorney-General or his
representative to have committed a fraudulent act; or
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(b) (iin_the case of the bond mentioned in subsection (2) of section
(i) convicted of a criminal offence; or
(ii) convicted of an offence against any provision of this
Act or the regulations; or 3
(iii) enjoined by the Supreme Court or a judge thereof other-
wise than by an interim injunction.

(2) The Attorney-General may assign any bond forfeited under
the provisions of subsection (1) or may pay over any moneys required
thereunder to any person, or into the Supreme Court in trust for such
persons and companies as may become judgment ereditors of the person
or company bonded, or to any trustee, custodian, interim receiver,
receiver or liquidator of such person or company as the case may be,
such assignment or payment over to be in accordance with and upon
conditions set forth in the regulations or in any special order of the
Lieutenant-Governor in Couneil.

8. (1) The Attorney-General may order that—

(a) any application for registration, renewal or change of regis-
tration shall or shall not be granted for any reason which he
may deem sufficient;

(b) the application of any person for registration shall not be
granted where it appears that such person proposes to use
or is using a trading name other than his own, or that of his
partner, where such trading name is apt to lead the public
to believe it is that of a business firm of longer established
standing in the Province or is calculated to conceal from the
public the identity of the applicant, or is for any reason
objectionable;

(c) any temporary entry in the register shall be made, suspended
or cancelled for any reason which he may deem sufficient;

(d) the registration of any person or company shall be sus-
pended for any period or cancelled by reason of default in
filing a bond when required under the provisions of sub-
sections (2) and (3) of section 6;

(e) the registration of any person or company shall be sus- '

pended as provided in section 10—
and no order of the Attorney-General shall be subject to review in
any way in any court.

(2) The registrar upon receiving any order of the Attorney-Gen-
eral suspending or cancelling any registration shall cause immediate
entry thereof to be made in the register, whereupon the suspension
or cancellation shall become effective forthwith, but notice thereof
and of the refusal of any application shall be sent to the person or
company concerned.

(3) Notwithstanding any order of the Attorney-General a
further application may be made upon new or other material, or
where it is clear that material circumstances have changed.

Parr 11
INVESTIGATION AND ACTION BY ATTORNEY-GENERAL

9. (1) The Attorney-General, or any person to whom as his
representative he may in writing delegate such authority, may ex-
amine any person or thing whatsoever at any time in order to ascer-
tain whether any fraudulent act, or any offence against this Act or
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the regulations has been, is being, or is about to be committed, and
for such purpose shall have the same power to summon and enforce
the attendance of witnesses and compel them to give evidence on
oath and to produce documents, records and things as is vested in the
Supreme Court or a judge thereof for the trial of civil cases, save
that no person shall be entitled to claim any privilege in respect of
any evidence or document, record or thing, sought to be given or
produced, on the ground that he might be incriminated or exposed
to a penalty thereby.

(2) The failure without reasonable excuse of any person or com-
pany to furnish information required by the registrar under Part I
within the time limited, or the failure without reasonable excuse of
any person summoned for examination under subsection (1) to appear
or his refusal to give evidence, or to answer any questions, or the
failure without reasonable excuse or refusal of any person or com-
pany to produce anything where the evidence, answer or production
would be required in an action shall constitute an offence and shall
also be prima facie evidence upon which—

(a) the Attorney-General, or his representative, may base an
affirmative finding concerning any fraudulent act to which
he may deem it relevant; or

(b) the Supreme Court, or a judge thereof, may grant an interim
~or permanent injunction; or

(¢) a police magistrate may base a conviction for an offence
against this Aet or the regulations.

(3) Disclosure by any person other than the Attorney-General,
his representative or the registrar, without the consent of any one
of them, of any information or. evidence obtained, or the name of any
witness examined or sought to be examined under subsection (1),
shall constitute an offence.

10. If the Attorney-General or his representative upon investiga-
tion finds that any fraudulent act, or that any offence against this

Act or the regulations, has been, is being, or is about to be committed,
the Attorney-General— ‘

(a) may where a registered broker, company or salesman is in
his opinion concerned therein, order that the broker, com-
pany or salesman and any other registered broker, company
or salesman connected with the same organization, be sus-
pended from registration for any period not exceeding ten
days; or

(b) may where he considers a suspension for ten days inadequate,
or where any unregistered person or company is in his
opinion concerned in such fraudulent act or in such offence,
proceed under the provisions of section 11, or otherwise
under this Act or the regulations; or

(¢) may give notice of the fraudulent act to the public by
advertisement or otherwise or to any individual by letter or
otherwise, whenever -he deems it advisable.

~11. (1) The Supreme Court or any judge thereof, upon the appli-
cation of the Attorney-General, where it is made to appear upon
the material filed or evidence adduced that any fraudulent act, or
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any offence against this Act or the regulations has been, is being, or
is about to be committed, may by order enjoin—

(a) any registered broker, company or salesman or any person
or company implicated with any of them in the same matter
from trading in any security whatever absolutely or for
such period of time as shall seem just, and any such in-
junction shall ipso facto suspend the registration of any
registered person or company named in the order during
the same period; or

(b) any person or company from trading in any security what-
ever, or in any specific security, or from committing any
specific fraudulent act or series of fraudulent acts abso-
lutely or for such period of time as shall seem just.

(2) The application of the Attorney-General under subsection
(1) may be made without any action being instituted either—

(a) by an ex parte motion for an interim injunction which shall,
if granted, remain in full force for ten days from the date
thereof unless the time is extended or the originating
motion mentioned in clause (b) is sooner heard and deter-
mined; or ’

(b) by an originating notice of motion, which, if an interim
injunction has been granted, shall be served within five and
returnable within ten days from ‘the date of such interim
injunction. :

(3) Any information, evidence, exhibit or thing obtained by the
Attorney-General or his representative or the registrar under the
provisions of this Act or the regulations, or copies thereof, certified
by the Attorney-General or the registrar shall, so far as relevant,
'be receivable in evidence for all purposes in any action, proceeding
or prosecution and, in proceedings under this section only, the
evidence of a witness may be used against him motwithstanding any-
thing in The Alberta Evidence Act contained.

12. (1) The Attorney-General may—

(a) when he is about to examine or during or after the examin-
ation of any person or company under the provisions of sec-
tion 9; or ‘ [

{b) when he is about to apply for, or has applied for, or has
obtained an injunction interim or otherwise aphinst any
person or company under the provisions of section 11; or

(¢) where criminal proceedings which in his opinion are con-
nected with or arise out of any security or any trade there-
in, or out of any business conducted by the accused, are
about to be or have been instituted against any person—

in writing or by telegram direct any ,person or company having in
Alberta on deposit or under control or for safe keeping any funds
or securities of the person or company so to be or actually examined,
enjoined or charged, to hold such funds or securities in trust for any
interim receiver, custodian, trustee, receiver or liquidator appointed
under the provisions of The Bankruptey Act, The Judicature Act,
or The Companies Act, 1929, or until the A'ttorney-General in
writing revokes such direction or consents to release any particular
fund or security from such direction, and failure without reasonable
excuse by any person or company to comply with any such direction
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shall constitute an offence, provided that, unless such direction ex-
pressly so states, it shall not apply to funds or securities in a stock
exchange clearing house nor to securities in process of transfer by .a
transfer agent, and in the case of a bank, loan or trust company the
direction shall only apply to the offices, branches or agencies thereof
named in the direction.

(2) In any of the circumstances mentioned in clauses (a) and
(b) of subsection (1), the Attorney-General ;may make and file, in
the land titles office of any land registration district in which is
situated land, belonging to any person or company referred to in the
said clauses, a certificate that he is about to take or has taken
proceedings under the provisions of section 9 or section 11, as the
case may be, and such certificate shall, when registered, have the
same effect as the registration of a certificate of lis pendens.

(3) Amy person or company in receipt of a direction given
under subsection (1) if in doubt as to the application of such
direction to any funds or security, or in case of a claim being made
thereto by any person or company not named in such direction, may
apply to the Supreme Court or a judge thereof, who may direct the
disposition of such fund or security and may make such order as to
costs as may seem just. :

(4) The Attorney-General, whenever His Majesty becomes a
creditor of any person or company in respect of a debt to the Crown
arising from the provisions of sections 6 and 7, may take such pro-
ceedings as he shall see fit under The Bankruptcy Act, The Judica-
ture Act, or The Companies Act, 1929, for the appointment of an
interim receiver, custodian, trustee, receiver or liquidator as the
case may be.
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13. (1) A judge of the Supreme Court in exercising any of the
powers conferred upon such judge by this Aect shall be deemed so
to act as a judge of such court and not as persona designata.

(2) The Attorney-General shall in all proceedings under this
Act or the regulations be deemed to be acting as the representative
of His Majesty in the right of the Province, and not as persona
designata. -

(3) The provisions of The Judicature Act and the rules of court
made thereunder so far as they are applicable to proceedings of a
like nature, including those relating to appeals and to the enforce-
ment of judgments and orders, shall apply to every proceeding
before the Supreme Court or a judge thereof under the provisions of
this Act, save that service of notices and other legal process shall
be in accordance with subsection (2) of section 5 and save that
costs may be awarded to but not against the Attorney-General.

14. No action whatever, and no proceedings by way of in-
junction, mandamus, prohibition or other extraordinary remedy shall
lie pr be instituted against any person whether in his public or
private icapacity or against any.company in respect of any act or
omission in connection with the administration or carrying out of
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the provisions of this Aet or the regulations where such person is the

Attorney-General or his representative, or the registrar, or where

such person or company was proceeding under the written or verbal

direction or consent of any one of them, or under an order of the

iupreme Court or a judge thereof made under the provisions of this
ct. :

15. The Lieutenant-Governor in Council may make regulations
not inconsistent with this Act for the better carrying out of the
provisions of this Act, for the more efficient administration thereof
and for the prevention of fraud in trading in securities whether upon
any stock exchange or elsewhere in the Province, for the creation
of offences, and for any other purpose elsewhere indicated in this
Act, and all such regulations and iany amendment, alteration or

repeal thereof shall become effective in all respects as if enacted in -

this Act upon the publication thereof in The Alberta Gazette.

16. (1) Every person who violates any provision of this Act
or the regulations designated .as an offgnee, or who does any fraudu-
lent act not punishable under the provisions of The Criminal Code,
shall be liable upon summary conviction to a penalty of not less
‘than five hundred dollars nor miore than one thousand dollars for
a first offence, and not less than one thousand dollars nor more than
two thousand dollars for a second or subsequent offence, and in
case of either a first or a subsequent offence either in default of
payment of any penalty imposed, or in addition to such penalty, to
imprisonment for a term not exceeding six months.

(2) The provisions of subsection (1) shall be deemed to apply
mutatis mutandis, to any company save that the mioney penalties
may be increased in the discretion of the magistrate to a sum not
exceeding twenty-five thousand dollars.

(3) No proceedings under this section shall be instituted except
with the consent or under the direction of the Attorney-General.

(4) Subject ‘to the provisions of subsection (3), any police
officer or police constable may, without warrant, arrest any person
whom he believes to have committed an offence against this Act,
and enter any place, if need be by force, and seize such documents
or other things whatsoever as he finds therein.

17. The Sales of Shares Act is hereby repealed..

18. This Act shall eome into force upon a date to be fixed by
Proclamation of the Lieutenant-Governor in Council.
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