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Michael Savage
Sections 161(1) and 162 of the Securities ActRSBC 1996, c. 418

Pand John K. Graf Commissioner
Robert J. Milbourne Commissioner

Date of decision February 1, 2008

Submissionsfiled by Douglas Muir for the Executive Director
Michael Savage

Decision

Introduction

This is a hearing under sections 161(1) and 162 didtwities Act, RSBC 1996,
c. 418. This decision should be read with our findings mad2ecember 14,
2007 (2007 BCSECCOM 737). This hearing on sanctions was condacted i
writing, without appearances by the parties.

Commissioner Robin E. Ford participated in the findingSecember 14, 2007
but resigned from the Commission on December 31, 2007,idmebtparticipate
in this decision.

Background

In early 2000, Savage sold US$765,000 of securities of Savagedral
Corporation to a group of investors (the Maier group) withieirng registered to
sell securities and without filing a prospectus. Savagesprissented that Savage
Tele.com was incorporated and that Savage Tele.com hdubgacttwo internet
service providers to operate as part of its business.

After learning of the misrepresentations, the Maier graked for their money
back. Savage refused, and moved what remained of the US $763¢00rin
company bank accounts, to hide them from the Maier grodifrastrate any
garnishing orders they might obtain. Negotiations betwesadge and the Maier
group failed. By August, 2000, the Maier group had filed a laveswdtobtained a
garnishing order. Savage subsequently moved part of the momesy,$S
$246,000, into the account of Loree Menton, who he descaibéis fiancée,
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without her having any entitlement to it, and without¢benpany retaining any
control over its use.

15 Asaresult, on December 17, 2007, we found that:

16

Savage contravened sections 34(1) and 61(1) of the Act veheaded
and distributed securities of Savage Tele.com Corpora#ourities to
investors, without being registered under the Act andowithaving filed
a prospectus;

Savage contravened section 50(1)(d) of the Act whenisrepnesented
that Savage Tele.com Corporation was incorporatedratdstivage
Tele.com Corporation had acquired two local internetiseproviders;
and

Savage contravened section 57.1(b) of the Act when hedrd®
$245,715 of company funds to the Menton account.

Analysis

Factors to consider
In Re Eron Mortgage Corporation, [2000] 7 BCSC Weekly Summary 22, the
Commission discussed the factors relevant to sanctidallaws (at page 24):

In making orders under sections 161 and 162 of the Act, theniZsmon
must consider what is in the public interest in the exrf its mandate to
regulate trading in securities. The circumstances df ease are different,
So it is not possible to produce an exhaustive list aifahe factors that
the Commission considers in making orders under secti@hsnd 162,
but the following are usually relevant:

+ the seriousness of respondent’s conduct,

« the harm suffered by investors as a result of the relgmts
conduct,

+ the damage done to the integrity of the capital matkeBsitish
Columbia by the respondent’s conduct,

« the extent to which the respondent was enriched,

+ factors that mitigate the respondent’s conduct,

« the respondent’s past conduct,

« the risk to investors and the capital markets posed by the
respondent’s continued participation in the capital markét
British Columbia,
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« the respondent’s fitness to be a registrant or to bear t
responsibilities associated with being a director, effmr adviser
to issuers,

« the need to demonstrate the consequences of inapprajanmatect
to those who enjoy the benefits of access to theatapérkets,

« the need to deter those who participate in the cap#akets from
engaging in inappropriate conduct, and

« orders made by the Commission in similar circumstairctdse
past.

Application of the factors to Savage’s conduct

Seriousness of the conduct

Savage’s misconduct is very serious. He disregardecttheitses regulatory
regime when he sold securities without complying withréggiirements for a
prospectus and registration. These requirements go t@thdoundation of
securities regulation. Moreover, he made misrepresensab investors when he
sold them the securities. Lastly, he committed fraudrlie moved company
funds to Menton’s account.

Savage’s misrepresentations about the business weréviadt ke
misrepresented fundamental facts about the investmémsncorporation of
Savage Tele.com, and its ownership of internet servaadars, which was at
the heart of its business.

Savage was the “driving force” behind the Savage Tele.amindss. He led the
creation of the business plan that included the misseptations and took the
leading role in soliciting funds. As CEO of the busgds was responsible for
the business plan and he failed in his duty to ensuredtsacy.

Savage admitted that moving the funds was designed to deaidftom any
garnishing order that the investors might obtain. We dighawever, find that
Savage was aware of the August 1, 2000 garnishing order wimeovesl the
funds to the Menton account.

By moving the funds to the Menton account, and puttinduhes at risk, Savage
permitted the misuse of the company’s funds and comniited.

Harm suffered by investors

We know that substantially all of what remained of¢benpany’s funds was
deposited in the Menton account. We have no clear eviddnvebat happened to
those funds, other than the US $63,000 spent by Menton. Wetkiab the Maier
group, who invested a total of US $765,000, initially pursued tlgits through
the courts and obtained a judgement for the US $765,000, fdussh We have
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no evidence of whether the Maier group actually realingthang from the
judgement. None of the investors appeared before us.

Damage to British Columbia’s capital markets

Savage made an illegal distribution of securities basedisrepresentations and
he committed fraud in British Columbia. The integrifytlee province’s capital
markets, and its reputation, are seriously damaged asila Misrepresentations
and fraud are among the most damaging of securities centians.

Enrichment

Savage moved US $246,000 into Menton’s account and failed taradoo it.
While we have no evidence of the amount of any enrichofe®avage
personally, we do know that Menton spent some US $63,00@faywn benefit.

Risk that Savage poses to British Columbia investors amkats
Savage poses a serious risk to British Columbia inveatatsnarkets. He was
deceitful and disregarded our regulatory regime.

Fitness to be a director or officer

Savage’s disregard for the duties and responsibilitidedettors and officers and
a disdain for securities regulation makes him unfit to deextor and officer of
any company with outside directors.

Need to demonstrate the consequences of inappropriate comthuzse who
enjoy the benefits of access to the capital markets$caddter those who
participate in the capital markets from engaging in inapjatgpconduct

It is incumbent on us to show that persons who ignoreatgylrequirements for
registration and prospectuses, who become directorsfécel® without any
recognition of the duties and responsibilities they adertaking, and who harm
investors by fraud and misrepresentation will receive Sogmt sanctions.

Mitigating factors

Savage did not set out to separate the Maier group fiemftinds by these
means. Albeit misguidedly, he believed he was not dointhargyseriously
wrong when he conducted the illegal distributions and niaele t
misrepresentations; he saw them as only minor admatiist issues. When he
moved the money to his sister’s account, and under Oslaadtisol, he did not
believe he was doing anything wrong; he believed he was tyipgptect his
company. Then, however, Savage took the funds from @slgonntrol and put
them at risk by giving control of them to Menton. He madme poor choices, in
part, it appears, based on some questionable professiomead gdven by his
accountant.
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Sanctions

The Executive Director asks that we permanently prohém§e from
participating in British Columbia capital markets andttive impose an
administrative penalty on him of $250,000 to $400,000. We do not.agree
Savage’s conduct was not as egregious as that cited Byxeleative Director to
support her recommendations on sanctions. On the cdhel It is not appropriate
that Savage, or those to whom he gave control of thasflbenefit from any
amounts obtained by fraud.

Our principal finding about fraud was that Savage perpeteatedid when he put
investors’ funds at risk by moving them to Menton’s accotiatdetermine the
amount that Savage may have retained or benefitted Wwemeed to examine
how the funds at risk were used. We have evidence al®uS$63,000 that was
spent by Menton for personal items. We have no evidératdlie balance of the
funds put at risk were actually used improperly. As a resutiur view, it is
appropriate that Savage give up US $63,000 of the funds.

That is not the end of it, however. For specific antegal deterrence, we must
demonstrate that the monetary cost to those who cosimmilar acts will be more
than just a return of the funds. Additional monetgagctions are necessary to
achieve the preventative and protective effect we seek.

Decision
Considering it to be in the public interest, we order:

1. under section 161(1) of the Act, that:

(a) Savage resign as, and is prohibited from becomingeetali or officer of
any issuer, other than one in which he and his immetiatdy own
100% of all the issued shares;

(b) the exemptions described in sections 45 to 47, 74, 75, 9Pavicthe
Act do not apply to Savage; and

(c) that Savage be prohibited from engaging in investor refatotivities
and acting in a managerial or consultative capacity inecion with
activities in securities markets

until the latest of
() 10 years;
(i) the date on which he pays the amount set out in 2. balodav;
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(i) the date on which he completes a course of study sabisfdo the
Executive Director on the duties and responsibilitiedirectors and
officers; and

2. under section 162 of the Act that Savage pay to the Gxwiom an
administrative penalty of $100,000.

1 23 February 1, 2008

91 24 For the Commission

John K. Graf
Commissioner

Robert J. Milbourne
Commissioner



	CitationValue

