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[para 1]

The nature of this hearing and the respondents

These are our findings in an enforcement hearing under section 161 of the Securities Act,
R.S.B.C. 1996, c. 418, against Danny Bilinski, Robert Lamblin, Lindy Arnot, Leonard
Friesen, Donald Gordon-Carmichael, George Price, Canadian Global Financial Group
Ltd., Canadian Globa Investment Corporation, Global Canadian Financial Group Ltd.,
Globa Canadian Investment Corporation, Private Ventures Investment Limited and
Columbia Ostrich (VCC) Limited.




2002 BCSECCOM 102

[para 2]

On September 30, 1999, Commission staff issued a notice of hearing and temporary
cease trade order against Canadian Global Financial and Envirosonics Technologies Inc.
following a staff audit of Canadian Global Investment. At the time, Canadian Global
Investment was a mutual fund dealer registered under the Act and a wholly owned
subsidiary of Canadian Global Financial.

[para 3]

We extended the cease trade order of September 30, 1999, and subsequently issued
several other orders and rulingsin response to a variety of applications and changing
circumstances. We do not intend to refer in detail to these orders and rulings here. They
can befound at [1999] 42 BCSC Weekly Summary 11, [1999] 44 BCSC Weekly
Summary 4, [1999] 45 BCSC Weekly Summary 17, [1999] 48 BCSC Weekly Summary
188, [2000] 5 BCSC Weekly Summary 18, 16 BCSC Weekly Summary 33, [2000] 18
and BCSC Weekly Summary 5, [2000].

[para 4]

As staff’ s investigation unfolded, they amended the notice of hearing, settled with some
respondents and added others. Staff issued a final amended notice of hearing on
December 19, 2000 naming six individuals and eight companies as respondents.
Although Private Ventures Capital and Canadian Global Real Estate were named as
respondents, there were no allegations in the notice of hearing against these companies
and we have removed them as respondents. In addition, although there was an
outstanding temporary cease trade order against the securities of Envirosonics
Technologies Inc., staff did not name Envirosonics as a respondent in the amended notice
of hearing. Accordingly, we revoke the cease trade order against Envirosonics.

[para 5]

The hearing took place over 50 days between September 11, 2000 and February 15, 2001.
Over 30 witnesses testified and several hundred documents were entered into evidence.
The parties filed written arguments and made further oral arguments on April 3 and 5,
2001. We adjourned the hearing pending these findings.

[para 6]
To make sense of the numerous allegations and the large amount of evidence, we
segregated the evidence and our findings as outlined in the table of contents.

[para 7]
The allegations
In summary, the notice of hearing alleged that:

1. Bilinski, Lamblin, Friesen and Gordon-Carmichael, as registrants under the Act:
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(@) failedto comply with the ‘know your client’, ‘suitability of investment’ and
‘fair dealing’ rules when they sold exempt securities to their clients,

(b) failed to give copies of offering memorandato their clients prior to selling
the exempt securities, although offering memoranda did exist,

(c) were advising without being registered as advisers when they sold the
exempt securities.

2. Canadian Global Investment, as aregistrant under the Act, failed to:

(@) establish and apply proper compliance and supervision procedures,

(b) maintain proper books and records,

(c) comply with conflict of interestrules concerning the exempt securities.
3. Bilinski as Canadian Global Investment’s compliance officer, failed to:

(@) ensurethat Canadian Global Investment and its employees complied with
the Act and the regulations,

(b) ensurethat new client accounts, including the ‘know your client’ forms,
were approved,

(c) supervise transactions of Canadian Global Investment and its employees.

4. Canadian Global Financial and Private Ventures Investment distributed securities
to the public without filing a prospectus.

5. Canadian Global Financial, with the intention of inducing investorsto buy its
exempt securities, made representations in its business plan that were prohibited.

6. Columbia Ostrich (VCC) distributed securities to the public based on an offering
memorandum that contained misrepresentations.

7. Bilinski, Lamblin, Friesen and Gordon-Carmichagl sold securities contrary to
Commission orders.

8. Through awebsite, Global Canadian Financial Group Ltd., Global Canadian
Investment Corporation, Bilinski and Lamblin were trading in securities without
registration and contrary to Commission orders. Through the website, Global

* Exempt securities are generally understood to be, and are referred here to mean, securities that are sold under exemptions from the
prospectus and trading registration requirements of the Act and the acconpanying regulatory protections.
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Canadian Investment Corporation held itself out as a mutual fund dealer contrary
to the Act.

[para 8]

What this caseis about

This caseis primarily about the failure of a mutual fund dealer and its sales
representatives to fulfil their duties as registrants under the Act. These include the duty
to know your client, to ensure that the securities proposed are suitable and to deal with
your client fairly, honestly and in good faith.

[para 9]

In 1998 and 1999, Canadian Global Investment and some of its sales representatives sold
their clients exempt securiti es that were speculative, illiquid and highly risky. Most
clients were conservative and risk adverse investors. The exempt securities they
purchased were not suitable investments for them. Bilinski and Lamblin sold most of the
exempt securities. They also ran Canadian Global Investment.

[para 10]

In 1996 and 1997, Commission staff had warned Canadian Global Investment that it must
set up systems and procedures to supervise its exempt market business and to ensureit,
and its sales representatives, complied with their ‘know your client’ and ‘ suitability of
investment’ obligations. They ignored these warnings and we did not give any credence
to Bilinski’s and Lamblin’s statement that they believed their ‘ suitability of investment’
obligations did not apply to exempt securities.

[para1l]

Registrants are cloaked with their statutory duties regardless of the security being sold.
Furthermore, registrants cannot on the one hand take advantage of the opportunities that
their status as registrants gives them, as they did here, and |eave behind those duties that
do not suit them. Registrants are obliged to comply with all their statutory duties.

[para12]

It was abusive for Canadian Global Investment to use its mutual fund registration status
to access the public for its exempt market business — a business that brought in over
90% of the dealer’ s revenues — and then ignore its duties to clients. Indeed, the abuse
was particularly egregious because clients of Canadian Global Investment were routinely
offered no investment alternatives other than the exempt securities of companiesin which
Bilinski and Lamblin, indirectly or directly, held a portion or all of the equity,
participated in or controlled management and stood to gain from the commissions and
fees of generaly 20%.

[para 13]

Bilinski and Lamblin, and consequently Canadian Global Investment, simply ignored
their duties as registrants when it came to their exempt market business. Instead, they
preferred to equate the risk in the exempt securities to their confidence in themselves as
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men of goodwill and integrity. Risk assessment cannot be based on the registrants
optimism in the venture or in themselves. Clients are entitled to receive from registrants
an objective assessment of risk. This duty is not diminished if the clients, as many did
here, assessed the risks of the investment on an equally subjective standard — one based
on their faith in the goodwill of Bilinski and Lamblin.

[para 14]

Similarly, clients are entitled to have their registrants deal with them fairly, honestly and
in good faith. Although Bilinski and Lamblin said they had their clients' best interests at
heart, their conduct belied their statements. Their disregard, and profound lack of
understanding, of the regulatory standards they were obliged to meet lies at the heart of
the prejudice to the public interest in this case. It led them to consistently prefer their
interests to the interests of their clients when those interests conflicted. It led to the
mutual fund dealer failing to establish proper compliance and supervision procedures
over al securities transactions. It led to the sales representatives, including Friesen and
Gordon-Carmichael, failing to understand and discharge their duties to know their clients
and to ensure the exempt securities they sold were suitable for their clients. It led Bilinski
and Lamblin to sell, and to cause othersto sell, exempt securities in breach of the
Commission orders. As aresult, Canadian Global Investment clients suffered the
consequences of purchasing speculative, illiquid and highly risky securities that were
entirely unsuitable for them.

[para 15]

We do not know the current status of the exempt securities. What we do know is that
Canadian Global Investment clients invested approximately $20 million and that many of
them lost much, if not al, of their investment. Most clients could not afford to lose their
investment and now find themselvesin very difficult financial circumstances. Those that
still hold some of these securities continue to hold speculative, illiquid and highly risky
investments that are unsuitable for them.

[para 16]

As a consequence, we found that the failure of Canadian Global Investment, Bilinski,
Lamblin, Friesen and Gordon-Carmichael to meet their statutory duties was not merely
technical asthey argued. It was substantial and seriously prejudiced their clients
interests. It isthe kind of conduct that brings the integrity of the securities markets into
disrepute.

[para 17]
Overview of events

The Canadian Global Financia group evolved out of Bilinski’ s tax and investment
planning business that he started when he first began selling mutual fundsin the early
1990's. By 1996 Lamblin had teamed with Bilinski and they acquired the mutual fund
dealer that was renamed Canadian Global Investment. Arnot, who had been working
with Bilinski since 1992, became a partner in Canadian Global Investment and Canadian
Global Financial in 1997.
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[para 18]

Although registered as a mutual fund dealer, Canadian Global Investment held itself out
asacompany of “independent financial consultants’ who offered clients “acomplete
service from tax preparation to tax planning to investment planning to actual placement
of investments’. Initially it advertised that it used several investment firms to access a
wide variety of high quality investments, including exempt securities. By utilizing this
approach, Canadian Global Investment stated it “truly represent[ed] our clients having no
special alegiance to any particular investment”.

[para 19]

In 1997 Bilinski and Lamblin changed their approach. They said that many of these
exempt investments failed to perform as expected because investors could not supervise
the investment projects. Bilinski and Lamblin believed that if they held a significant
equity interest in the investment projects it would give them the control needed to ensure
that investments were well managed and well financed. To ensure diversity, they planned
to acquire investment projects in various sectors of the marketplace.

[para 20]

Bilinski’ s vision was to create a business that would provide clients with one-stop
shopping for financial services and for diversified investments. By late 1997, Canadian
Global Investment was one of several wholly owned subsidiaries of Canadian Global
Financial brought together to provide these services. The othersincluded Private
Ventures Capital, Private Ventures Investment, Canadian Global Real Estate and
Canadian Global Insurance Corporation. They operated out of the same offices and had
the same administration. For al practical purposes they operated as one organization or
as Bilinski described it - a“financia conglomerate” with Bilinski at the helm. Investors
viewed it much the same — one organization headed up by Bilinski and, to a lesser extent
Lamblin.

[para 2]

The investments opportunities Canadian Global Investment offered its clients werein
companies in which its parent, Canadian Global Financial or its principals, held a direct
or indirect equity interest and participated in management. Sometimes the principals
controlled the companies and their management. The companies included Canadian
Global Real Estate Holdings Ltd., Eagle Court Pinnacle Lodges Ltd., Gorlan Trailer
Technologies Inc., Pacific Bowling Centers Inc., and Columbia Ostrich (VCC) Limited.
They were considered, and promoted, as part of the Canadian Global Financial
conglomerate.

[para22]

Clients were told they could minimize income taxes, receive monthly income and earn
double-digit returns with minimal risk if they invested in these exempt securities. Clients
were also told that what set the Canadian Global Financial group apart from other
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businesses was their guiding philosophy that the interests of the investors would always
take priority to the interests of the principals.

[para 23]

All services used to find, develop and sell investments in the investment opportunities
were provided in-house by Private Ventures Capital and Canadian Global Investment.
The cost of these services was generally 20% of the total exempt offering.

[para 24]

Private Ventures Capital, which was headed by George Price, held out that it provided a
supply of balanced and well researched investments that had been subject to a rigorous
due diligence process. Once an equity interest was acquired, Private Ventures Capital
continued to supervise, manage and finance the projects. Private Ventures motto of

“ Good People, Good Ideas and Capital Management” became the overarching
marketing theme for the entire group.

[para 25]

By late 1998 Bilinski and his partners realized more capital was needed to keep
operations going. Investment projects were delayed, yet investors monthly returns
needed to be paid. They decided it was time to raise capital directly through Canadian
Global Financial. These funds would be pooled for the purposes of maintaining and
building existing subsidiaries and investment projects and for expanding Canadian Global
Investments' sales force by purchasing other investment dealers.

[para 26]

From the fall of 1998 through to the fall of 1999 selling exempt securities of the various
Canadian Global Financial companies through Canadian Global Investment was in full
swing. In September 1999, Commission staff audited Canadian Global Investment. It
confirmed that most of Canadian Global Investment’s commission income came from
selling exempt securities and that mutual fund sales accounted for only a small part of its
revenues. Staff became concerned that Canadian Global Investment sales representatives
were selling securities contrary to the Act. Staff were particularly concerned that over $4
million had been raised from the public through the sale of securities of Canadian Global
Financial and of Envirosonics without the necessary offering memoranda having been
completed and delivered to investors. This precipitated the temporary cease trade orders
of September 30, 1999.

[para 27]
On October 8, 1999, we considered whether to extend the temporary orders. Staff and

Canadian Global Financial and its principals proposed to resolve some of the issues while
staff’ s investigation continued. The proposal included extending the temporary cease
trade order against Canadian Global Financial and Envirosonics until a proper offering
memorandum and accompanying rescission offer was delivered to all persons who
subscribed for their securities.
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[para 28]

However, we concluded that the proposal did not adequately address the public interest.
There were unresolved concerns about the suitability of the investments, the conflicts of
interest and accounting for the $4 million. On October 15, 1999, we extended the existing
temporary cease trade orders and restricted the registrations of Canadian Global
Investment and its sal espersons so they could no longer sell exempt securities.

[para 29]

The restrictions on the respondents’ ability to raise investment capital through the sale of
exempt securities put significant financial stress on many of the investment projects and
their investors. As a consequence, from October 1999 through to the conclusion of the
hearing the respondents applied several timesto vary the ordersto allow them to continue
to raise money and keep the investment projects from collapsing. We varied our orders
in response to those applications but did not vary the orders as much as the respondents
wanted.

[para 30]

In addition, the parties tried but failed to negotiate a settlement, further frustrating the
respondents’ desire to get on with their business and deal with the financial setbacks.
Thereafter, the respondents said they attempted to salvage the investment projects and
stem investor losses. Thisincluded entering into an arrangement where the remaining
investment assets were to be managed by another company, which specialized in venture
capital financings.

[para 31]

Staff submit that in light of the allegations and the evidence, it isin the public interest for
the Commission to make a variety of regulatory orders that would prohibit or restrict the
respondents’ ability to participate in the securities markets in British Columbia. Staff also
want each respondent to pay an administrative penalty and costs of the hearing.

The Evidence

[para 32]

The exempt securities sold to clients

We have separated the exenmpt securities sold to Canadian Global Investment clientsinto
two groups.

[para 33]

Thefirst group consists of securitiesissued by Eagle Court, Gorlan Trailer, Pacific
Bowling, Canadian Global Real Estate and Columbia Ostrich (VCC). These were private
companies that sold securities relying on exemptions from the prospectus requirements of
the Act. The exemptions relied on are commonly known as the * $25,000", ‘$97,000’, and
‘50 purchaser’ sophisticated purchaser exemptions.

[para 34]
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An offering memorandum must be delivered to the purchaser before an agreement of
purchase and sale is entered into when securities are sold under the $25,000 and 50
purchaser exemptions. In addition, each purchaser must sign an undertaking
acknowledging that the purchaser, by virtue of net worth and investment experience or
advice from aregistrant, is able to evaluate the prospective investment on the basis of
information provided by the issuer. Each of these five companies prepared an offering
memorandum.

[para 35]

The second group consists of securities issued by Canadian Global Financial and Private
Ventures Investment. These securities included shares of Canadian Global Financial and
promissory notes of both Canadian Global Financial and Private Ventures Investment.
Canadian Global Financial and Private Ventures | nvestment were private companies that
sold securities, purportedly relying on certain exemptions from the prospectus and
registration requirements. The securities were distributed without an offering
memorandum.

[para 36]
Before providing details of each offering in the first group, it is useful to describe some
characteristics that were common to the securities.

1. Each company was a startup company.
2. The securities offered were speculative and subject to significant risks.

3. The securities were subject to resal e restrictions and there was no trading market
for them.

4. In certain circumstances, subscribers could be eligible for tax benefits.

5. The principals of Canadian Global Investment, through Canadian Global
Financial or Private Ventures Investment, participated in management and held an
equity interest in each of the companies. Sometimes the principals controlled the
companies and their management. The securities offered for sale to clients were
non-voting while the principals held or had the rights to obtain shares with voting
rights.

6. Generaly 20% of each offering was used to pay for sales commissions and
management and administration fees. In most of the offerings Canadian Global
Investment was the exclusive sales agent and received 10% of the offering in
commissions and Private Ventures Capital was the project administrator and
received 10% in administration and management fees. In the Canadian Global
Real Estate offering, Canadian Global Financial was the designated administrator
instead of Private Ventures Capital.
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[para 37]
Eagle Court Pinnacle L odges L td.

Eagle Court was formed in 1996 for the purpose of developing and operating two 10-
room luxury apineinns at Sun Peaks, aresort community near Kamloops, British
Columbia.

[para 38]

Eagle Court issued an offering memorandum dated April 1, 1998 to raise $3.6 million to
develop and construct the project. Under the offering memorandum Eagle Court offered
up to 3,000,000 redeemable nontvoting Class B shares at $1.20 per share. Private
Ventures Investment held 10% of the Class A voting shares. For 10% of the gross
offering proceeds, Private Ventures Capital agreed to provide administrative services,
which included overseeing the work progress, releasing offering proceeds and paying
management. Price was also on Eagle Court’ s board of directors.

[para 39]

In addition to the risks disclosed in paragraph 36 above, the memorandum identified
other risk factors, including those associated with investing in the real estate and ski
resort industries.

[para 40]

By August 1998, at least $3.6 million was raised by selling sharesto clients of Canadian
Global Investment. By the fall of 1998, the Eagle Court project was facing significant
cost overruns and a significant delay.

[para4l]

Bilinski put Price on notice, in the late fall of 1998, that Private Ventures Capital needed
to get better control over project management. Scheduling and accountability problems
continued to plague the project while demands were being made for more financing.
Canadian Globa Financial and Private Ventures Capital felt it was unacceptable that
demands were being made for afurther $1 million to complete the project when no
reliable financial information was forthcoming from the principals of Eagle Court.

[para42]

Price advised Bilinski to stop funding Eagle Court until they received a proper
accounting from the principals. However, Bilinski believed the project was at a critical
stage and that the project needed to be completed to protect clients' interests. Bilinski
decided that funds could not be cut off. His ideawas to try and obtain control of Eagle
Court and its assets in order to better protect Canadian Global Investment clients.

[para43]

Consequently, at Bilinski’s direction, Canadian Global Financial provided a further $1.45
million to Eagle Court on the understanding that Canadian Global Financial was to
receive afurther 40% of the Class A voting shares of Eagle Court. Canadian Global
Financial did not receive the A shares after the money was advanced and it commenced
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legal proceedings. It appears that no security was demanded by, or given to, Canadian
Global Financial for the funds advanced.

[para 44]

By mid September 1999, the project was two years behind schedule and $2 million over
budget. Despite the extra funding, the Eagle Court project was not complete and the
banks commenced forecl osure proceedings. At the conclusion of the hearing, Bilinski
stated that the foreclosure was complete and that Canadian Global Investment clients had
lost their investment.

[para45]

Bilinski, Lamblin and Friesen sold the Eagle Court securities to clients of Canadian
Globa Investment. Clients invested $3.6 million directly through the purchase of nor
voting B shares and $1.45 million indirectly through the purchase of Canadian Global
Financial notes and shares. Some clients received monthly returns on their investment. At
the end of the day clientslost close to $5 million.

[para 46]

Gorlan Trailer TechnologiesInc.

Gorlan Trailer Technologies Inc. held the North American rights to develop, manufacture
and market aerodynamic trailer skirts or “fairings’ to be attached to the underside of
trangport trailers to reduce wind drag and, in turn, fuel consumption.

[para47]
George Price was chairman and chief financial officer. There were three other directors.

Asof March 5, 1999, Gorlan Trailer had issued 100 million Class A voting shares, of
which 50% were controlled indirectly by Private Ventures Investment.

[para 48]

Under an offering memorandum dated March 5, 1999, Gorlan Trailer offered 9 million
units, each unit consisting of one Class B and one Class C nonvoting share of Gorlan
Trailer, at aprice of $1 aunit. The financing was to further develop and market the
fairings. Gorlan intended to begin its marketing program before the end of September
1999 and start general commercial sales before the end of December 1999.

[para49]

In addition to the risks disclosed in paragraph 36 above, the memorandum identified
other risk factors, including those associated with maintaining patent protection, having
no introduced products and no experience in large-scale marketing or manufacturing.

[para50]

Bilinski, Lamblin and Gordon-Carmichael raised $1.15 million from Canadian Global
Investment clients. Clients purchased $800,000 of the units directly and $350,000
indirectly through Private Ventures Investment. By September 1999, the project was at
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least six months behind schedule. At the conclusion of the hearing, Bilinski stated that
Gorlan Trailers was receiving funding from another venture capital company.

[para51]

Canadian Global Investment clients invested $1.15 (directly and indirectly) in Gorlan
Trailers. The value of the investment is unknown, but it is clear the investment remains
speculative, illiquid and highly risky.

[para52]

Pacific Bowling Centers, Inc.

Pacific Bowling Centers Inc. was formed in 1994 for the purpose of developing alarge
bowling and entertainment complex in Surrey, British Columbia.

[para 53]

Canadian Global Financia directly, and indirectly through Private Ventures Investment,
held 34.6% of the Class A voting shares. During the relevant period, Bilinski, Price,
Lamblin were directors, along with several others, including some principals of Eagle
Court.

[para 54]

Under offering memoranda dated May 6, 1998, and June 25, 1999, Pacific Bowling
offered to sell up to 5,600 mortgage units, at a price of $1,000 per unit, and up to six
million nonvoting shares, at a price of $1 per share. As of October 31, 1999, Canadian
Global Financial had purchased 1,461 mortgage units with $1,461,000 raised by selling
Canadian Global Financial securities to Canadian Global Investment clients. The
mortgage units bore interest at the rate of 16% a year, had a tenyear term and contained
amortization provisions. Half the stated interest was payable annually, with the remainder
payable on maturity or redemption. The mortgage was secured by aregistered charge
against the title to the real property, subject to the company’ s right to grant prior ranking
charges of up to $4 million.

[para 55]

In addition to the risks disclosed in paragraph [36] above, the memorandaidentified other
risk factorsincluding those associated with investing in the recreation and entertainment
industry, the company’ s ability to pay amounts due on the mortgage and other charges
registered against the real property.

[para 56]

By thefal of 1998, it was apparent to at least Bilinski and Price that delays and other
problems were starting to surface in the Pacific Bowling project. Despite $2 million
having been raised, construction of the building had not begun and the project was three
to four months behind schedule. In a memo to Price in September of 1999, Bilinski noted
that the Pacific Bowling project was more than a year behind schedule and $4 million
over budget. Asin the Eagle Court project, Bilinski was concerned about Private
Ventures Capital’ s inability to effectively supervise the project management team and
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administer the project. There were delays and cost overruns with no reliable explanations.
Bilinski was concerned that the project management team (the principal voting
shareholders) were mismanaging the project and incurring unjustified costs.

[para 57]
A dispute devel oped between Canadian Global Financial and the project management

team of Pacific Bowling. Canadian Global Financial and the nonvoting shareholders
joined forces and initiated alegal action against the principal shareholders of Pacific
Bowling. The mortgage unit holders initiated foreclosure proceedings. At the conclusion
of the hearing, Bilinski stated that the original Pacific Bowling investors, with a new
group of investors, had court approval to complete the project under a new entity called
Bridgeview Bowling.

[para 58]

Bilinski, Lamblin, Friesen and Gordon-Carmichael sold Canadian Global Investment
clients $10 million of Paciflc Bowling securities, of which $8.2 million was invested
directly through the purchase of non-voting shares and mortgage units and $1.8 million
was invested indirectly through the purchase of securities of Canadian Global Financial.

[para 59]

Asaresult, Canadian Global Investment clients had invested directly and indirectly
nearly $10 million in Pacific Bowling. Some clients received monthly returns for a brief
time until the fall of 1999. The value of the investment is unknown but Canadian Global
Investment clients who continue to hold Pacific Bowling securities, hold securities that
are speculative, illiquid and highly risky.

[para 60]

Canadian Global Real Estate Holdings L td.

Canadian Global Real Estate is awholly owned subsidiary of Canadian Global Financial.
It was formed to acquire and develop real estate investments for the Canadian Global
Financial group of companies. Its directors were Bilinski, Lamblin and Arnot.

[para 61]

Under an offering memorandum dated November 25, 1999, Canadian Global Real Estate
offered to sell $5 million of bonds. The bonds bore interest at rates between 7% and 11%
per annum, depending upon the length of time held and were repayable in full on the
tenth anniversary. Holders had the right to demand repayment with three months written
notice and the company could repay the bonds at any time without penalty. Payment of
the bonds was guaranteed by Canadian Global Financial.

[para 62]

The offering memorandum represented that the bonds would provide investors with the
benefits of afixed interest income investment and were qualified investments for RRSPs
and RRIFs. The proceeds of the offering were to be used to acquire interestsin real
property. The first was a 116 acre property, owned by Dan Bilinski’s company, Ross-
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Shayne Investments, on the Harrison River in British Columbia. Canadian Global Real
Estate also had agreed to pay 10% of the gross proceeds of the offering to Canadian
Global Financial for administrative services. Thiswas in addition to the 10% commission
payable to the selling agents, including Canadian Global Investment

[para 63]

In addition to the risks disclosed in paragraph 36 above, the offering memorandum
identified other risk factors, including those associated with investment in a mortgage on
undeveloped land, other charges registered against the title to the real property and the
company’s ability to pay amounts due under the charges.

[para 64]

Bilinski stated at the conclusion of the hearing that all three of the company’srea estate
projects are in foreclosure. Bilinski, Friesen and Gordon-Carmichael sold $469,000 of the
bonds to Canadian Global Investment clients. It appears that Canadian Global 1nvestment
clients have lost their entire investment.

[para 65]

Columbia Ostrich (VCC) Ltd.

Columbia Ostrich (V CC) was registered under the Small Business Venture Capital Act. It
participated in a Province of British Columbiatax incentive programby financing a small
British Columbia based business, in this case Columbia Ostrich Farm Ltd. Columbia
Ostrich (VCC) was required to have aboard of directors independent from Columbia
Ostrich Farm. British Columbia resident investors received a provincial tax credit equal
to 30% of their investment and their (VCC) shares were eligible investments for RRSPs
and RRIFs.

[para 66]

Columbia Ostrich (VCC) had its genesis when Dave Bilinski turned to his cousin Dan
Bilinski for financial help in running his Alberta ostrich farm, Rocky Mountain Ostrich
Ltd. Dan suggested that Dave start up a business in British Columbia to take advantage of
the VCC tax incentive program. Columbia Ostrich Farm began operationsin 1996 on
Dave Bilinski’ s ranch in Edgewood, British Columbia. The plan was to work closely
with the Alberta operation using VCC financing to develop genetically superior breeding
stock. Dan and Dave Bilinski were directors of Columbia Ostrich Farm.

[para 67]
By 1997 Dan Bilinski decided to involve Private Ventures Capital. It wasto provide

administrative and management services to Columbia Ostrich (VCC) for a 10% interest.
Under Price’ s direction Private Ventures Capital developed a new and much expanded
business plan that was described in offering memoranda of August 1997 and 1998, under
which Columbia Ostrich (VCC) planned to raise $3,775,000 by selling 2,836,700
common voting shares. The shares had to be sold through a licensed securities dedler to
persons who qualified as sophisticated purchasers making a minimum purchase of
$25,000. The proceeds were to be used to acquire Columbia Ostrich Farm Class B voting
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preference shares that were, under certain conditions, convertible to Class A voting
shares and redeemable and retractable in five years. Columbia Ostrich (VCC)’ s directors
were independent of Columbia Ostrich Farm.

[para 68]

The offering memoranda described in considerable detail the expanded breeding and
marketing operations developed for Columbia Ostrich Farm. In addition to the risks
disclosed in paragraph 36 above, the memoranda identified other risk factors associated
with the ostrich business in Canada. Despite these risks the offering memoranda
optimistically described the outlook for the ostrich industry in British Columbia.

[para 69]

However, by 1998, it was clear that the revenues projected in the 1997 business plan for
Columbia Ostrich Farm, which were repeated in its 1998 plan, were not being realized.
The ostrich business was in trouble and Dave Bilinski was facing serious financial
problems. In addition, three mortgages that Dave Bilinski had registered against the
Columbia Ostrich Farm were in default and the entire Columbia Ostrich Farm operation,
including the buildings and livestock, was at risk of being seized by creditors. Again
Dave Bilinski pressed his cousin to help him out.

[para70]

At Dan Bilinski’ s direction, Private Ventures Investment took over Dave Bilinski’s
mortgage commitments (including those on the Columbia Ostrich Farm lands) and, in
June 1998, bought Dave Bilinski’s Alberta farm. The Alberta farm, now called Rocky
Mountain Il Ostrich Farms with Dan Bilinski as president, became a wholly owned
subsidiary of Private Ventures Investment. Funds came directly or indirectly from
Canadian Global Investment clients who had invested in Private Ventures Investment’s
promissory notes or Canadian Global Financial’s securities. No details of the transactions
involving Dave Bilinski and his companies were disclosed in the August 1998 offering
memorandum.

[para71]

In October 1998 Price told Dan Bilinski that he had serious concerns about the Columbia
Ostrich Farm’s operations and the involvement of Dave Bilinski. Price wanted to
withdraw from the Columbia Ostrich Farm project. He told Bilinski that:

1. the dynamics of the ostrich industry had changed and it was no longer a breeder
industry but was focusing on meat and product production,

2. the assumptions made to create the first budget were no longer valid and that
between $12 and $15 million, and not the $3.775 million offering, would be
necessary to build a viable ostrich business,

3. the Columbia Ostrich Farm property was not a suitable location,
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4. the mingling of Dave Bilinski’s own birds, birds he was boarding on behalf of
others, and the Columbia Ostrich birds was problematic,

5. Dave Bilinski’s personal financial problems were making it impossible for
Columbia Ostrich VCC to purchase the land that had been set aside for the ostrich
farm,

6. Dave Bilinski’s personal financial problems were draining the finances of Private
Ventures Capital to the point of jeopardizing its viability, and

7. the growing conflicts of interest between Dan and Dave Bilinski were serious and
needed to be resolved.

[para72]

Although Dan Bilinski acknowledged “we lost our focus on Columbiaitself as we got
more involved with Dave' s problems, and as we spent more and more money in propping
him up financially” he believed that many of the problems existed because Private
Ventures Capital wasn't doing itsjob. In an October 5, 1998 memo, Bilinski told Price it
wasn't Price’ s call to raise the ‘white flag of defeat’. Asfar as Bilinski was concerned,
Price was to manage the project and that meant finding solutions to problems not looking
for ways out.

[para 73]

Price then directed the company’ s lawyers to prepare a new offering memorandum.
Bilinski saw Price sintervention as a personal betrayal and accused him of being a
quitter. In any event, a new offering memorandum dated August 16, 1999 was prepared.
Although it referred to proposed transactions involving Columbia Ostrich Farm, Dave
Bilinski and his companies, it did not disclose that |oans made to Dan Bilinski’s
companies were in default and the banks were pressing for payment. The default in the
loans, which were secured by three mortgages on the Columbia Ostrich Farm and on
other properties owned by Dave Bilinski and his companies, had triggered foreclosure
proceedings against the properties.

[para 74]

Instead, the offering memorandum described in some detail Columbia Ostrich Farm'’s
new business plan. It did not provide any financial or other information about actual farm
operations or ostrich production rates since the farm started operating in 1996. It simply
noted that of the $2,296,000 raised so far, $1,919,750 had gone into the operation of
Columbia Ostrich Farm. Only one director signed the certificate attesting to the accuracy
of the disclosure in the August 1999 memorandum, although under the Act two were
required to sign the certificate. He subsequently resigned in October 1999.

[para75]
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Marcel Parent, the president of Columbia Ostrich VCC, refused to sign the August 19,
1999 offering memorandum because he had serious concerns about the viability of the
ostrich farm and the disclosure that was being given to investors.

[para 76]

Parent, who had been an investor in the ostrich farm since its beginning, testified that he
had concerns about the farm’ s operations for some time. A March 1997 visit to the farm
and areview of financial records received from David Bilinski increased his concerns
about the viability of the business and use of Columbia Ostrich (VCC) investor funds. At
the time, Dan Bilinski’ s proposal to have Price manage the project was not a satisfactory
solution for Parent. To Parent’s chagrin the shareholders dismissed his concerns.
Disheartened, Parent declined appointment as a director.

[para 77]
The farm had dismal results in 1997 and 1998 and there was a dramatic decline in the

ostrich market in 1999. Not wanting to lose his investment, Parent agreed to become
president and was re-appointed to the board at the July 14, 1999 annual general meeting.

[para 78]

Parent testified that, despite Columbia Ostrich Farm’s sorry history, he still believed that
there was a way to make money ostrich farming if the business was run properly.
However, he was not prepared to sign the offering memorandum dated August 16, 1999
because he did not want to bring any more investors into what he “thought was amess”.

[para79]

Parent tried to learn more about the industry and where the investors money went. He
revisited the Columbia Ostrich Farm and visited several other ostrich operations. He met
with a consutant Dan Bilinski had retained to evaluate and report on the Columbia
Ostrich Farm operation. The consultant reported that lack of management and proper
facilities and the distance between operations contributed to Columbia Ostrich’ s failure.
Parent was told to forget about the $2.3 million the Columbia Ostrich (VCC) clients had
invested so far if they were to move forward with the consultant’ s new plan. Parent was
not convinced that this was the right thing to do.

[para 80]

More concerns surfaced about facts disclosed in the unaudited financial statements for the
period October 1, 1998 to September 30, 1999. Parent said he could not understand how
it was possible, after raising $2.3 million that the banks were in a position to foreclose
against the Columbia Ostrich Farm and claim all its assets including the ostriches. He
wanted to know how the farm’s business and assets were at risk because of Dave
Bilinski’ s other loans. Parent also questioned the high administration and consulting costs
(over 20 % of the entire offering) and believed the equity in the balance sheet was
overstated. He was very worried that if the farm was a complete business failure the
Columbia Ostrich (VCC) investors would not only lose their investment but could be
faced with paying back the 30 per cent tax credit to the provincial government.
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[para81]

On October 28, 1999 Parent wrote to Dan Bilinski looking for an answer to these and a
number of other concerns. Dan Bilinski subsequently met with Parent and offered to have
Private Ventures Investment transfer the Alberta ostrich farm over to Columbia Ostrich
(VCC) to compensate investors. In the meantime, the other two directors of Columbia
Ostrich (VCC) had resigned. By December 19, 1999 another offering memorandum
(dated December 1) was presented to Parent for signature. Attached to it was an
addendum prepared by Dan Bilinski entitled Columbia Ostrich and Rocky Mountain |1
Ostrich Farms. Again Parent refused to sign the offering memorandum.

[para 82]

As with the previous offering memoranda, it gave no history of Columbia Ostrich Farm’s
operations, but continued to represent that each breeding hen could produce
approximately 25 to 35 eggs per year, producing an average of 15 live chicks per year.
The offering memorandum stated that the intention was to have 250 breeding birds at the
Columbia Ostrich Farm although it did not disclose how many breeding birds existed at
the time of the offering memorandum was dated. No reference was made to the planned
acquisition of 1000 hens disclosed in the previous offering memoranda. The offering
memorandum instead went on to focus on the potential for Columbia Ostrich Farm to
develop into avertically integrated ostrich business by merging or joint venturing with a
successful US meat sales company.

[para 83]

A new two-phase plan was proposed. Phase one involved transforming Columbia Ostrich
Farm into a productive farming operation producing 1500 birds per year with a capable
sales operation to market ostrich products. Potential combined revenue from the phase
one operation was set to exceed $5 million annually. Phase two involved a significant
expansion of the processing, breeding and manufacturing operations and depended on the
results of phase one.

[para 84]

The offering memorandum referred to a series of complex and intertwined property
financing and share exchange transactions involving Columbia Ostrich, Private Ventures
Investment, Canadian Global Financial, Dave Bilinski and four of his companies.
Although some details of the transactions were disclosed, it was virtually impossible to
understand the exact nature and effect on these transactions on Columbia Ostrich Farm
and Columbia Ostrich (VCC). What was clear was that the transactions came about
because Dave Bilinski’ s companies defaulted on loans to the banks.

[para 85]

In the addendum, Dan Bilinski explained why Private Ventures Investment acquired
Dave Bilinski’s Albertafarm and what his new proposal was for going forward. Dan
Bilinski acknowledged that Private Ventures Investment began assisting Dave Bilinski
with his mortgage commitments so he wouldn’t lose the farm. In explaining the
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transactions with Dave Bilinski, Dan Bilinski said “there was no point in letting a premier
(sic) ostrich facility dlip into someone else’s hands, rather it could be used to prop up the
entire ostrich operation and help secure investor’ s investment.”

[para 86]

Dan Bilinski then represented in the addendum that the mortgages had finally been dealt
with and Columbia Ostrich Farm had purchased the 250 acres on which the Columbia
Ostrich Farm had been operating. He stated that in the future, Dave Bilinski and Private
Ventures Investment would join their assets with Columbia Ostrich (V CC) shareholders.
Dan Bilinski stated this was to enhance the overall asset base of the joint enterprise and to
protect the interests of current and future investors. Investors were told that consolidated
financial statements would be issued shortly but in the meantime, Dan Bilinski stated that
acursory evaluation of the combined farms was in excess of $2 million. There were no
independent appraisals to support this valuation.

[para 87]
Dan Bilinski stated the addendum as signed, would be sufficient “to insure the investors

of the status of their investment”, although the final legal structure had yet to be worked
out by lawyers. To verify their agreement, Dan Bilinski for Rocky Mountain Il Ostrich
and Canadian Global Financial, Dave Bilinski for Rocky Mountain Ostrich and Columbia
Ostrich Farm, Don Wilson for Private Ventures Investment and Joe Wilmot for JD
Wilmot and Associates (the consultants) signed the addendum on December 18, 1999.
The directors certificate attesting to the accuracy of the disclosure in the offering
memorandum was not signed at all.

[para 88]

Parent’ s refusal to certify the December 1999 offering memorandum was based on his
belief that the farm was not viable. Parent knew the Columbia Ostrich Farm produced
only three chicksin all of 1999, never mind 15 live chicks per hen. With no actual
production information, Parent was concerned that investors would assume that the
representation that each breeding hen could produce an average of 15 live chicks per year
was an actual production record when it was not. Parent said he could not endorse the
statement that the combined revenue from phase one could exceed $5 million annually
without first seeing a business plan. Furthermore, without any independent appraisals,
Parent believed the $2 million value attributed by Bilinski to the combined farms was
overstated.

[para 89]

However, on December 22, 1999, Dan Bilinski called Parent to persuade him to sign the
offering memorandum because the farm was in desperate need of cash. Bilinski told him
that he had investors who were prepared to put money in to keep the birds alive knowing
full well what the condition of the farm was, how many birds there were last year and
how much had been paid for consulting fees. Parent was told that for investors to take
advantage of the tax credits for 1999, the investments needed to be made before
December 31, 1999, and there ssimply was no time to print a new offering memorandum.
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[para 90]

Parent was persuaded that investors would be fully informed if he put his concernsin a
letter that would be attached to the offering memorandum. Parent agreed, believing it was
legal to do so.

[para 91]
As for Parent’s concerns, Lamblin, like Bilinski, saw Parent as:;

... focusing on the negative observations that he had rather than concentrating on
what in fact, if anything, could be done to not only improve the existing farm
situation but what could be done to take the farm and take advantage of the industry
on agoing forward basis with bringing all of the components together. He just
seemed to be closing his mind or his willingness to want to work to that end. 1 think
he had aready made up his mind that the farm was not viable, and that | believe
think that he honestly believed that by either shutting it down or not going forward
that he was going to prevent someone else from maybe participating in what he felt
was a venture that was doomed to failure.

[para 92]

Bilinski and Lamblin sold Columbia Ostrich (VCC) shares to clients of Canadian Global
Investment under the 1997 and 1998 offering memoranda. Between December 24 and 30,
1999, Lamblin and Friesen sold Columbia Ostrich (VCC) shares to clients of Canadian
Global Investment under the December 19, 1999 offering memorandum. No Forms 20,
Report of Exempt Distribution were filed by Columbia Ostrich (VCC) regarding the
shares sold in December 1999. These clients invested $135,000.

[para 93]

On January 12, 2000, the Commission cease traded the securities of Columbia Ostrich
(VCC). That order was extended and remainsin effect. Subsequently, a company that the
consultant was involved with provided funds to Columbia Ostrich Farm to keep the
remaining birds from starving.

[para 94]

Clients of Canadian Global Investment invested $2.3 million by buying shares of
Columbia Ostrich (VCC). In addition Canadian Global Financial’s consolidated financial
statements for the period ended October 31, 1999 show that it advanced $345,220 to
Rocky Mountain I Ostrich Farms and $124,247 to Columbia Ostrich Farm. It appears
that Canadian Global Investment clients have lost mogt, if not al, of the $2.769 million
invested directly or indirectly in Columbia Ostrich (VCC). Shares of Columbia Ostrich
(VCC) held by clients continue to be speculative, illiquid and highly risky.

[para 95]
Canadian Global Financial Group Ltd.
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Canadian Global Financial isnot areporting issuer nor isit registered under the Act. It
had no operating history but at all relevant times was the umbrella company under which
several companies carried on business. These companies included Canadian Global
Financial’ swholly owned subsidiaries, as well as the venture capital companiesin which
it held an interest. Its directors and controlling shareholders were Bilinski, Lamblin and
Arnot. Bilinski was the president and directing mind of the company.

[para 96]

In the fall of 1998, Bilinski decided that Canadian Global Financial needed to create a
large capital pool to help finance the venture capital companies in which it held an
interest, and to acquire new ones. The plan was for Canadian Global Financia to expand
its operations and raise funds directly by selling its own securities.

[para 97]
Bilinski and Don Wilson approached Bernard Poznanski in early October of 1998 for

legal advice about Canadian Global Financial’s intended financings. We describe the
evidence concerning thisissue in some detail because of the significance the respondents
made of it in their defence and because of the conflicting testimony.

[para 98]

Poznanski, a senior securities solicitor had been dealing with Bilinski and Wilson in the
context of giving advice to several other issuers for whom Canadian Global Investment
was acting as agent. Don Wilson joined Private Ventures Capital in late August 1998
initially to assist the company with marketing its services to other registrants, primarily
mutual fund dealers. He functioned as Price’ s right hand man and dealt with most of the
regulatory issues. As Price’ sinfluence in the Canadian Global Group’s business waned,
more of Private Ventures Capital’s functions and duties fell to Don Wilson to perform.
Don Wilson was the primary contact in dealing with Poznanski.

[para 99]

When they met in October 1998, Bilinski and Wilson provided Poznanski with a copy of
Canadian Global Financial’s proposed business plan asking whether it could be used in
connection with raising funds under the private issuer exemption. They wanted to first
offer sharesin Canadian Global Financial to 50 friends, associates and relatives of the
directors using the proposed business plan in explaining the business. Once an offering
memorandum was prepared they wanted to sell Canadian Global Financial sharesto other
investors. They wanted to raise at least $10 million.

[para 100]

Poznanski advised Bilinski and Wilson that, although it was not prohibited, it would be
inappropriate to use the business plan as a sales document because it was not usual to use
any kind of disclosure document in conjunction with the private issuer exemption.
Poznanski said he specifically explained to Bilinski and Wilson that a client relationship
does not give rise to the relationship of closeness but that the relationship of close friend,
relative or business associate must exist separate and apart from a client relationship.
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Poznanski also told them that for a company to qualify as a private issuer it could not
have more than 50 shareholders (excluding employees) and could not have offered any of
its securities to the public. In addition, the private issuer exemption had to close before
any other securities could be offered to the public under any other exemption. Closing
required a director’ s resolution authorizing the allotment and issuance of sharesaswell as
the actual delivery of share certificates to the investors.

[para 101]

Poznanski said a substantial amount of work was required before the offering
memorandum could be drafted. In the meantime, Poznanski provided Canadian Financial
Group with aterm sheet and copy of a subscription agreement that could be provided to
seed investors. The term sheet described the two-part offering and who was qualified to
participate. Thefirst part was for the first 50 seed capital investors. Qualified investors
had to be residents of British Columbia and could not be members of the public.
Directors or officers of the company, their immediate family members, close friends and
close business associates of the directors and officers qualified. Part two of the offering
was for the unsold balance of the shares and required the delivery of an offering
memorandum. The term sheet noted the shares were subject to resale restrictions.

[para 102]

By the third week of October 1998, Bilinski and Lamblin were selling Canadian Global
Financial sharesto clients of Canadian Global Investment under the private issuer
exemption. Bilinski stated that, before taking subscriptions for shares of Canadian Global
Financial under the private issuer exemption, he would tell investors about the full scope
of the company’ s operations and projects and proposed projects in detail, using the
proposed business plan and a corporate chart as a guide. The proposed business plan was
intended to reflect the one-stop shopping for financial services and diversified
investments vision Bilinski had for the Canadian Global Financial conglomerate.

[para 103]
The business plan made numerous representations, including the following:

1. “Theofficersand directors of CGF [Canadian Global Financial] are directly
involved in key positions within Canadian Global Financial Group of Companies,
and as such there does not appear to be any conflicts of interest at thistime.”

2. “CGFiscurrently in the process of development and/or acquisition of a Public
Company, in preparation for afuture transition of assets. It is anticipated that the
process will take up to two years to complete.”

3. “Itisthefurther intention of CGF to market the public shares at approximately
$2.50 per share.”

[para 104]
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A chart describing the corporate structure accompanied the plan. Bilinski admitted that he
distributed different versions of the proposed business plan and corporate chart because
they changed as the plans evolved. None of the corporate charts or the business plans
gave an accurate description of the structure of the group at the time investors subscribed
for shares of Canadian Global Financial. For example, in one chart Canadian Global
Financial was shown as having a 100% interest in CGF Diversified Investment Strategies
(Pubco) which was the publicly traded company yet to be created.

[para 105]

Despite these differences, Bilinski stated investors were not misled at all because he
made clear to them that the plan was simply a vision of the company’ s future structure
and operations. As he discussed the investment with them, he made notations of any
changes in the plan on the accompanying corporate chart. Similarly Bilinski said that
investors were made fully aware of the relationships between the companies and the
involvement of the principals through the chart and the plan. He believed the conflicts of
interest were completely disclosed. In fact he did not believe there were any real
conflicts of interest. He stated that “we believed that the interests were really in common,
that we were trying to gain a controlling interest over the affairs of the corporate entities
that we were investing in”. Indeed, the fact that Bilinski and Lamblin held interestsin the
investments was promoted, and consequently perceived by many investors as one of the
more positive features of investing with the Canadian Global Financial group of
companies.

[para 106]

By early spring 1999, Bilinski said he realized Canadian Global Financial was getting
close to having 50 shareholders. Bilinski said he knew that once this threshold was
crossed, Canadian Global Financial required an offering memorandum to be able to raise
any more money. Some time in February or March 1999, Bilinski went to Poznanski for
the offering memorandum but it wasn't ready.

[para 107]

When it was clear it was not going to be ready, Bilinski said he believed, based on
Poznanski’ s legal advice, that they could continue to raise funds while the offering
memorandum was being finalized; that is Canadian Global Financial could take in funds
prior to closing the transaction as long as this was set out and agreed to in the
subscription agreement. He said he also understood the legal advice to mean that
investors could sign the subscription agreements and advance their subscription funds to
the company prior to the delivery of the offering memorandum as long as the subscription
agreements were not formally accepted by Canadian Global Financial.

[para 108]

Bilinski and Don Wilson testified that there was no doubt in their minds that this was the
legal advice provided to Canadian Global Financial by Poznanski. As aresult, they said
everyone was aware that an offering memorandum had not been completed or delivered
when Bilinski and Lamblin, and to alesser extent Friesen, continued to raise money from
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clients other than the first 50 investors. They understood that when the offering
memorandum was completed it would be presented to subscribers and at that time
Canadian Global Financia would formally accept the subscription agreements and close
the transactions. If subscribers wanted to rescind their subscription before closing they
could, and their money would be returned. Bilinski testified that Poznanski repeatedly
told him that in doing this “they were to the line but not over it”.

[para 109]

Bilinski testified that as far as they were concerned the documents received from
Poznanski and his firm confirmed the oral advice they received. These included a fax
cover note dated March 25, 1999, accompanying the subscription agreement as well as
several opinion letters for Canadian Global Investment clients about whether their
investment in Canadian Global Financial shares would qualify for investment by an
RRSP.

[para 110]
The subscription agreement, including its terms and conditions, stated, among other
things, that:

1. “A copy of the Offering Memorandum will have been delivered to the Subscriber
by the date the Company formally accepts this subscription as indicated on the
signature page of this Subscription Agreement, which date will be no later than
the Closing Date’.

2. “The Subscriber understands and acknowledges that (i) the proceeds of the
Offering are to be released to the Company prior to Closing Date and will be
immediately available as an advance to the Company and (ii) upon closing none
of the Units will be retractable in any circumstances and the Subscriber will not
be entitled to return of the Subscription Price of the Units...”.

3. Except for the offering memorandum, the subscriber has not received, nor will
receive, nor has requested, nor has any need to receive, any other document
describing the business and affairs of the company in order to assist the subscriber
in making the investment decision.

4. The subscriber’s decision to tender to the subscription and purchase the shares has
not been made as aresult of any verbal or written representations other than as set
forth in the offering memorandum.

5. The sale of the unitswill close on a date to be determined by the company or as
stated in the offering memorandum.

6. The subscriber, subject to certain terms and conditions, “is concurrently
irrevocably delivering” to Canadian Global Financial the subscription instructions
and a certified cheque or bank draft payable to the company. [emphasis added)]
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[para 111]

The subscription agreement included a number of schedules. One schedule described in
considerable detail the characteristics of the $1 units. Another schedule, the Form 20A
under the Act, was the purchaser’ s acknowledgment that the individual had met the
qualifications necessary to purchase securities under the sophisticated purchaser
exemption. It included arepresentation that a copy of the offering memorandum had been
received.

[para 112]
The March 25, 1999 fax cover accompanying the subscription agreement stated:

An offering memorandum must be delivered to each subscriber “before an agreement
of purchase and sale is entered into”. Accordingly, it is extremely important to ensure
that no subscription agreements are signed and accepted on behalf of Canadian
Global (on the signature page of the subscription agreement) before the offering
memorandum is delivered to the subscribers.

As mentioned with other transactions, the Schedule ‘A’ with the share rights and
restrictions has been included to lend some certainty to the subscription agreement.
Although | have kept the language about delivery of the subscription monies and
subscription documentation being irrevocable, non-delivery of the offering
memorandum prior to or concurrently with the subscription documentation leaves
such irrevocability uncertain and subject to challenge by a subscriber.

[para 113]

Poznanski’ s recollection of the legal advice given to Canadian Global Financial about
continuing to raise funds beyond the private issuer exemption without an offering
memorandum did not accord with that of Bilinski and Don Wilson.

[para 114]

Poznanski testified as follows. The Canadian Global Financial subscription agreement
was prepared because Don Wilson had insisted that Poznanski provide him with one to
show around to people that they were making progress. Wendy L ee, an associate of
Poznanski’ s to whom Wilson made the request, was concerned about Wilson getting the
subscription agreement because no offering memorandum had yet been prepared for
Canadian Global Financia and the offering structure was being revised.

[para 115]

Poznanski said Lee approached him because she had concerns that, if the existing
subscription document was misused, there could be problems. After speaking to Wilson,
Poznanski also became concerned that Canadian Global Financial wanted to raise money
without an offering memorandum. Poznanski said he also made it very clear to Wilson
that the subscription agreement could not be used without an offering memorandum.
Poznanski then warned L ee to make sure that appropriate caveats accompanied any
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document that went out to Wilson. Eventually Lee sent the fax cover note and the
subscription agreement to Canadian Global Financial.

[para 116]

Poznanski said the concept of using subscriber’ s funds as an advance, prior to formal
closing of the share offering, came about because Price wanted immediate access to funds
raised and insisted that |anguage be included in the subscription agreement to
accommodate this. This followed an earlier discussion in which Poznanski conceded that
there was no law prohibiting this as long as the subscriber agreed that the funds could be
used as an advance. However, Poznanski said he also made it clear to Price and Don
Wilson that a company could not raise any money until an offering memorandum had
been delivered to subscribers.

[para 117]

According to Poznanski, Wilson and Price were very sophisticated about securities
offerings. He said Wilson was familiar with the Act and how the exemptions worked and
wanted to handle a number of other things, including the closing documents. Poznanski
had no doubt that Wilson understood that an offering memorandum was required before
any money could be raised beyond the private issuer exemption. However, Poznanski
agreed his discussions with Wilson took place before Lee' s fax cover note and the
subscription agreement were sent to Canadian Global Financial.

[para 118]

Bilinski and Lamblin said that once they had received Le€' s cover note, they proceeded
to sell Canadian Global Financial shares without an offering memorandum based on their
understanding the legal advice they received. In doing so they gave Canadian Global
Investment clients the Canadian Global Financial subscription agreement, the
accompanying instructions, including schedule A which described the units, a Form 20A
and, if an RRSP account was involved, letters of direction and indemnity to the trustee.

[para 119]

While Poznanski conceded that the subscription agreement language was not clear, he
disagreed with the respondents’ suggestion that the wording in the fax cover note and
agreement implied that the subscription funds could be advanced prior to an offering
memorandum being delivered. Poznanski was firm in stating that there was no such
advice ever given to Wilson or any of the respondents. He said the reference to
irrevocability was ssimply intended to protect the company from investors withdrawing
their funds where the only thing left was for the transaction to close. It presumed that an
offering memorandum had been delivered and that a subscription agreement had been
signed.

[para 120]

Poznanski disagreed that he told Bilinski that he, Poznanski, had taken Canadian Global
Financia “to the line but not over the line” in terms of regulatory compliance. Poznanski
conceded he may have indicated to Bilinski where the line was to distinguish between
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what was permissible and what was not under securities legislation, but at no time did he
indicate to Bilinski that he took Canadian Global “to the line”. Poznanski said that he did
not know Canadian Global Financia had raised money beyond the private issuer
exemption until September 1999, when Commission staff started their investigation into
the affairs of Canadian Global Investment.

[para 121]

At the time of the cease trade order, Canadian Global Financial introduced a draft
offering memorandum that was intended to qualify the shares already sold. The offering
was for 5 million units at $1 a unit. The draft memorandum made some of the same
representations that were made in the draft business plan. Others were at odds with some
of the representations in the business plan.

[para 122]

By September 1999 Canadian Global Financial had raised over $4.4 million by selling its
shares to clients of Canadian Global Investment. Canadian Global Financia recorded
these transactions on two lists. Thefirst list was entitled Friends and Family and
represented 48 persons that had subscribed $2,628,146 for shares under the private issuer
exemption. All, but one, of the sales were made by Bilinski and Lamblin. The second list
entitled Subscriptions Received represented approximately 35 persons who had
subscribed $1,781,389 for shares purportedly under other exemptions. All, but one, of
the sales was made by Bilinski and Lamblin. The friends and family list indicate that
Rudy Hintsche, a client of Canadian Global Investment, was the first investor purchasing
Canadian Globa Financia shares on October 19, 1998. The last person purchasing
shares under the private issuer exemption was on April 12, 1999.

[para 123]

Canadian Global Financial also raised over $465,000 by Lamblin selling its promissory
notes. Some of the notes had a six-month term with interest at the rate of 2% per month
and a bonus amount of 5% at maturity. These notes were issued to Lamblin’sin-laws
($250,000), and another investor ($165,000) between May 20, 1999 and December 23,
1999. Another promissory note with no fixed term bearing interest at 1% per month was
issued to athird investor for a $50,000 loan made on December 15, 1999. Apart from
Lamblin’sin-laws, the noteholders were clients of Canadian Global Investment.

[para 124]

Lamblin said he believed that the notes, which he sold, were not securities and therefore
were not subject to the requirements of the Act. Lamblin saw them simply as personal
loans from family members or close personal friends to Canadian Global Financial when
it “had some pretty serious needs’. Lamblin confirmed that Bilinski made the decisions
as to how the money was spent. The notes had not been repaid at the time of the hearing.

[para 125]
Canadian Global Financia’s auditor of its consolidated financial statements for the year
ended October 31, 1999, confirmed that, although $4.5 million had been advanced to the
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investment projects, most funds were advanced without proper documentation evidencing
the loans. In addition, when one company owed money, on occasion, that company’ s debt
would be paid by one of the related companies.

[para 126]

The auditor testified that, when the Commission restricted the group’s ability to raise
funds in October 1999, the financial situation of the various issuers became extremely
precarious. The company’s ability to continue as a going concern was dependent upon its
ability to obtain new sources of revenue. Without additional funding Canadian Global
Financial and all its projects were at risk of insolvency.

[para 127]

Canadian Global Financial had raised almost $5 million through the sale of its shares and
promissory notes from approximately 80 clients of Canadian Global Investment. Bilinski
and Lamblin raised nearly all of this money. It appears that Canadian Global Financial is
insolvent and the clients will lose their entire investment.

[para 128]

Private Ventures|nvestment Limited

Private Ventures Investment is awholly owned subsidiary of Canadian Global Financial.
It was formed to hold the investments and assets (other than real estate) of Canadian
Global Financial and its wholly owned subsidiaries. It was a startup company with no
operating history. It was not areporting issuer or registered under the Act. Its directors
were Bilinski, Lamblin, Arnot and Price. Bilinski was president.

[para 129]

Between August 1998 and October 1999, Private Ventures Investment raised over $1.7
million by issuing promissory notes to over 30 Canadian Global Investment clients.
Nearly all of the money was raised by Lamblin and Bilinski. The notes were signed by
Price. The notes were for a six month term with 2% interest per month and an additional
5% bonus at maturity.

[para 130]

Most of the money (over $1.5 million) was raised on the representation that it was going
to acquire and develop certain patented technology used in processing waste products and
industrial pollutants. Arc Sonics International Ltd. purportedly held the patent rights to
the technology.

[para 131]

Envirosonics was awholly owned subsidiary of Private Ventures Investment. It was
formed to hold Private Ventures Investment’ s interest in the Arc Sonics technology. Arc
Sonics was in danger of losing its patent technology because a creditor was pressing to be
paid out. Price believed, and convinced Bilinski and Lamblin, that the technology had
great promise and was worth pursuing as an investment project.
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[para 132]

However, money was needed immediately to pay out the creditor in order to acquire the
technology and develop it further. Price said preparing a traditional offering
memorandum would have taken too long, so it was decided to raise funds by selling
promissory notes. He believed, and advised Bilinski, that thiswas legal aslong as an
offering memorandum followed shortly thereafter. This belief was based not on alegal
opinion but on a conversation Price said he had with someone indirectly involved in the
project. No prospectus or offering memorandum for Envirosonics, Arc Sonics or Private
Ventures Investment was prepared.

[para 133]

Poznanski testified that he received a telephone call from Price “ out of the blue”
sometime in May to July of 1999, (Poznanski understood that by this time Price was no
longer actively involved in the group’ s business) asking him whether a promissory note
was a security under the Act. Poznanski told him that it was. The issue of promissory
notes was not raised with Poznanski again until September 1999 following the
Commission’ s investigation. At that time Don Wilson called Poznanski to inquire
whether he was aware that Private Ventures Investment had sold promissory notesin
excess of $1 million. Poznanski confirmed he was not aware of this nor had he given any
advice to Private Ventures about raising money by selling promissory notes.

[para 134]

Although over $1.5 million was raised for the Arc Sonics project, Price said only half that
was necessary to pay out the creditor and acquire the rights to the technology. The extra
money would be used to develop the technology. Price acknowledged that he signed the
promissory notes, but said he had no involvement as to how the money was used.

[para 135]

The related declaration of trust, which was a complicated document attached to the
promissory note, indicated on its face that it was between Arc Sonics and Private
Ventures Investment. It showed the investor noteholder as the beneficiary of Private
Ventures Investment’ s general security agreement over Arc Sonics' assets and
undertakings. No shares of Envirosonics or Arc Sonics were ever issued to the
noteholders.

[para 136]

Some clients of Canadian Global Investment were sold Private Ventures Investment
promissory notes on the basis that the money would be invested in Gorlan Trailer. Price
sold one $100,000 promissory note on this basis. Although the note was not issued until
June 1999 the client had given the money to Price in April 1999.

[para 137]

Canadian Global Financial’s auditor testified that Private Ventures Investment’s
obligation to pay the monthly interest on the notes was “very steep” and eventually
Private Ventures Investment could not service the loans. As aresult, money was
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transferred from other companies in the Canadian Global Financial group to service the
monthly payments although there were no loan agreements with the companies.

[para 138]

Bilinski, Lamblin, Friesen and Price sold $1.7 million of Private Ventures Investment
promissory notes to clients of Canadian Global Investment. It appearsthat Private
Ventures Investment is insolvent and clients still holding notes will lose their investment.

[para 139]

Exempt securities sold after the Commission issued itsorders

Following theinitial cease trade order issued by the Executive Director on September 30,
1999, the Commission issued a series of orders against various respondents. Staff alleged
that Bilinski, Lamblin, Friesen and Gordon-Carmichael breached these orders by selling
exempt securitiesto their clientsin November and December 1999. Thefirst group
concerned the sale of Canadian Global Real Estate securities by James Edwards, Bilinski,
Gordon-Carmichael and Friesen. The second concerned Columbia Ostrich (VCC) shares
sold by Lamblin and Friesen.

[para 140]
The relevant Commission order is dated November 4, 1999. It stated as follows:

... the Commission, considering that to do so would not be prejudicial to the public
interest, varies under section 171 of the Act the ordersinitially made October 15,
1999, and as subsequently varied, to permit each of the New Respondents [which
included Bilinski Lamblin, Friesen and Gordon-Carmichael] to use the exemptions
described in sections 44 to 47, 74, 75, 98 and 99 of the Act in connection with the
distribution of the securities of Canadian Global Real Estate Holdings Ltd., Columbia
Ostrich (VCC) Ltd., Gorlan Trailer Technologies Inc. and Pacific Bowling Centers,
Inc., provided that:

the New Respondents do so in accordance with the requirements of the Act,
including the requirements relating to the *know your client’ and suitability of
investment rules as described in Commission Notice 98/56; and

where an investment in any of the securities of Canadian Global Real Estate
Holdings Ltd., Columbia Ostrich (VCC) Ltd., Gorlan Trailer Technologies Inc.
and Pacific Bowling Centers, Inc., has been determined by a New Respondent to
be unsuitable for an investor and the investor nonethel ess wishes to purchase the
security, the distribution of that security must be made through aregistered dealer
under the Act other than Canadian Global Investment Corporation.

[para 141]

In November and December 1999, Doug Wilson, the compliance officer for Canadian
Global Investment, initiated certain procedures to ensure Canadian Global Investment’s
sales representatives complied with staff reporting requirements and the Commission’s
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orders. As of November 15, 1999, clients and representatives were required to sign a
Canadian Global Investment new Exempt Product Client Acknowledgement for each
transaction It confirmed, among other things, that:

1. therepresentative considered whether the proposed investment was in accordance
with the know you client’ and the ‘suitability of investment’ rules,

2. if the sales representative had advised the investment was unsuitable for the client
the trade had to be completed through another dealer, and

3. the compliance officer had supervised the transaction.

[para 142]

Doug Wilson testified that while Bilinski complied with these requirements it became
increasingly clear to him that Bilinski and Lamblin both were very frustrated with the
ordersthat were in place. Wilson said Bilinski told him that life would be an awful lot
simpler if he simply dropped his registration so that he would not be bound by the orders
of the Commission. According to Wilson, the tack Bilinski intended to take was to find
someone who was prepared to act on his behalf and do his bidding. Bilinski would not be
an employee of the mutual fund dealer or in any way visibly connected. On November
19, 1999, Bilinski and Lamblin tried to resign from Canadian Global Investment and
surrender their registrations. However, Bilinski and Lamblin testified that they resigned
from Canadian Global Investment because they believed that, with the Commission
orders and the attendant negative publicity, it would be better for the investorsif they
disassociated themselves completely from the dealer.

[para 143]

In any event, on November 19, 1999 Doug Wilson took over managing Canadian Global
Investment, and Bilinski and Lamblin transferred all of their clients over to Gordon-
Carmichael. According to Gordon-Carmichael this angered Wilson who subsequently
fired Gordon-Carmichael and several others, including Arnot.

[para 144]

With Bilinski and Lamblin gone, Wilson, as compliance officer, required Canadian
Global Investment sales representatives to sign a December 6, 1999 notice describing the
new procedures that had to be followed concerning exempt securities transactions. The
notice confirmed that the management of Canadian Global Investment had changed and
representatives could no longer take instructions from previous management. It also
confirmed representatives had to complete the new exempt transaction forms and provide
awritten report every week listing all the persons they had contacted for the purposes of
selling exempt securities.

[para 145]
In November and December 1999, James Edwards sold exempt securities of Canadian
Global Real Estate to four clients of Canadian Global Investment. Edwards held himself
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out as a consultant who specialized in tailored investments and insurance through
Canadian Global Insurance, which was in the same offices as Canadian Global
| nvestment.

[para 146]

Edwards had not met any of the clients prior to these transactions and |eft all records of
the transactions, including the cheques, with Arnot or at Canadian Global Investment’s
office. Edwards testified that he facilitated each of these transactions as an independent
person and not as an employee or director of Canadian Global Investment or Canadian
Globa Financial. Asaconsegquence, Edwards did not assess whether the investments
were suitable for these clients.

[para 147]

The sales commissions Edwards received varied, with Bilinski and Lamblin determining
the percentage. Edwards said he did not share his commissions, which he said he received
from Canadian Global Financial, with anyone. However, both Gordon-Carmichael and
Friesen testified that Edwards gave each of them a portion of his sales commission from
the Kreisz and McGavin transactions, which are described in the next section, The
Investors.

[para 148]

Edwards testified that Bilinski discussed the status of the Commission orders with him
but denied that he was instructed to make the trades because of the outstanding orders.
Bilinski agreed that he approached Edwards to raise money in Canadian Global Real
Estate because of the Commission’s orders. However, Bilinski denied that he breached
the orders. We do not find either Edwards' or Bilinski’s testimony about these
transactions to be credible.

[para 149]

In late December 1999, Lamblin and Friesen sold Columbia Ostrich (VCC) sharesto
clients of Canadian Global Investment. The shares were sold under the December 1999
offering memorandum and sold under exemptions requiring a minimum investment of
$25,000.

[para 150]

Four of the five clients were Lamblin’s. They invested atotal of $125,000in
circumstances where the offering memorandum did not comply with the Act, the clients
Exempt Product Client Acknowledgement forms were completed incorrectly and the
‘suitability of investment’ rule was not met.

[para 151]

On December 30, 1999, Friesen sold $10,000 Columbia Ostrich (VCC) sharesto aclient
of Canadian Global Investment in circumstances where the offering memorandum did not
comply with the Act, the client’s Exempt Product Client Acknowledgement form was
completed incorrectly and the * suitability of investment’ rule was not met.
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[para 152]

Thelnvestors

There were approximately 200 clients of Canadian Global Investment who invested $20
million in securities of companies under the umbrella of the Canadian Global Financial.
We refer to these securities smply as the exempt securities, unless it is necessary to be
specific.

[para 153]

The investors became clientsin avariety of ways. Some became clients through Bilinski
and Lamblin’s tax strategy seminars. Others became clients because they were friends
and acquaintances from a common community or church. Almost all were clients of
Canadian Global Investment before they purchased the exempt securities. Most have lost
their investment. If the investment has not been logt, it continues to be speculative,
illiquid and highly risky.

[para 154]

Bilinski and Lamblin sold most of the exempt securities. There were a handful of other
sales representatives, including Friesen and Gordon-Carmichael who sold arelatively
small percentage of the exenpt securitiesto alimited number of clients. From the $20
million raised, Canadian Global Investment received $2 million in commissionsand a
further $2 million was paid to Private Ventures Investment and Canadian Global
Financial for administrative services.

[para 155]

Staff introduced many of the documents relating to the clients but called only some of
them to testify. Several clients wrote |etters expressing their support of Bilinski and
Lamblin, their belief in their honesty and integrity and their satisfaction with the
investments and service they received. Many of them believed that Bilinski and Lamblin
would take care of them and their investments if only the Commission would stop
interfering and let them get on with doing their business.

[para 156]
There were common factors that emerged when we heard the clients’ stories and
reviewed the documents. It is useful to set these out first, before moving on to specifics.

1. Most of the clients were conservative, risk-averse investors with a strong desire to
protect their capital.

2. Most clientstrusted and relied on their representatives for their expertise and
expected them to act in their best interests. Clients expected their representatives
to protect them from any risk beyond the level with which they were comfortable.

3. Bilinski, Lamblin and Friesen, and to a lesser extent Gordon-Carmichael, did not
properly determine and record on their clients' ‘know your client’ forms (KY C)
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the essential and current financial and personal circumstances and investment
objectives of their clients. Despite what was noted on the KY C forms, most
clients had modest financial circumstances, limited investment experience and a
low risk tolerance.

. Bilinski, Lamblin, Friesen and Gordon-Carmichael failed to ensure that each of
their clients met the conditions of the exemption that would allow issuersto sell
securities to them. They described some clients as being sophisticated investors
when it was clear they were not. Although many of these clients acknowledged
that they were able to evaluate the risks and merits of the securities because of
thelir financial, business or investment experience many had little or minimal
investment experience and could not independently evaluate the risks and merits
of the exempt securities. On the advice of their representatives, they made the
acknowledgement ssimply to meet the conditions of the exemption. Other clients
had limited investment experience or conservative investment needs, but were
assumed to be sophisticated purchasers because their purchase met the prescribed
$97,000 threshold. Clients were described as having a moderate risk tolerance
when it was obviously low. Bilinski, Lamblin and Friesen had clients who
purchased less than the prescribed amounts required for the exemption relied
upon. On the advice of Bilinski and Lamblin, clients who purchased Canadian
Global Financial shares under the private issuer exemption, identified themselves
as close personal friends of Bilinski and Lamblin when they were not.

. Bilinski, Lamblin, Friesen, and GordonCarmichael had clients who did not have
sufficient funds to invest in the exempt securities. These clients were advised to
borrow against the equity in their home and to sell more conservative
investments. Several clients followed this advice. For many, the equity in the
family home comprised most of their net worth.

. Lamblin and Friesen calculated net worth to include estimated inheritances from

persons still living. As a consequence some clients’ net worths were pushed over
the $400,000 threshold allowing them to purchase the exempt securities under the
sophisticated investor exemption.

. Bilinski, Lamblin, Friesen and Gordon-Carmichad told their clients that the

exempt securities were backed by Canadian Global Financial’ s assets, and
because investors would be given priority over the principals, there was little risk
of clientslosing their capital. Several of these clients were told Canadian Global
Financial’s assets were worth from $15 to $20 million. There was no independent
valuation supporting this representation. These were material considerations for
these clients.

. Bilinski, Lamblin and Friesen seldom, if at all, presented to their clients any
material negative information concerning the exempt securities. The absence of
material negative information was a material consideration for these clients.
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9. Bilinski and Lamblin did not offer their clients any investment alternatives to their
recommendation to invest in the exempt securities. They perceived, and
represented to clients, that a selection from the exempt securities alone could
provide clients with a completely diversified portfolio of investments because
Canadian Global Financia’s business strategy was to diversify in different
companies and different industries. Thiswas a material consideration for these
clients.

10. Some clients of Bilinski, Lamblin and Friesen did not receive an offering
memorandum for the exempt securities although they indicated on their exempt
purchaser forms that they had. One client of GordonCarmichael’s did not receive
an offering memorandum until after he had made the investment.

11. Most, if not al, of the clients were told that by investing in the exempt securities
they could minimize their income tax, receive monthly income and earn double-
digit returns with minimal risk. These were material considerations for the clients.

12. Bilinski and Lamblin did not explain to their clients the nature, or significance, of
their conflicts of interest in dealing with the Canadian Global Financia group of
companies or that the conflicts were significant risks. Rather the interests that
Bilinski and Lamblin held in, and the benefits that they would acquire through
fees and commissions, were represented as a benefit for clients. Thiswas a
material consideration for these clients.

13. Bilinski, Lamblin and Friesen frequently failed to explain to clients the documents
the clients were asked to complete and sign for the purchase of the exempt
securities. These included the Form 20A, the subscription form, the declaration of
trust and the exempt purchaser client acknowledgement form. Often these
representatives completed the forms incorrectly.

[para 157]

Bilinski’ s clients

Bilinski and Lamblin sold over 80% of the exempt securities. When Bilinski
recommended the exempt securities to his clients, he believed they were not risky
investments but were investments of significant merit. He believed they were suitable
investments for his clients based not on the clients' circumstances or investment
objectives, but rather on his perception of the inherent merit of the investment itself and
of his ability to control its development. His assessment of risk was based on the belief
that he had the ability to eventually make the investment project successful. Hisfierce
loyalty to his clients, which was often returned, contributed to his belief that Canadian
Global Investment clients would face minimum risk because of the preferential treatment
he planned to give them.

[para 158]
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Bilinski was an eternal optimist as far as describing to his clients the future he envisioned
for the investment projects. He did not believe clients needed to know about problemsin
the investment projects because he believed they could be solved. The investment
projects were invariably described as how he intended them to perform — or as he said on
a*“going forward basis’. He seldom if ever disclosed to his clients any negative material
information about the exempt securities.

[para 159]

While receiving the benefits of the administration fees and sales commissions, Bilinski,
Lamblin, Price and Arnot often owned an equity interest in the investment projects
indirectly through Canadian Global Financial and participated in management. In some
cases they controlled the company invested in as well as being its management. In
Bilinski’s view, these conflicts of interest were completely resolved by the kind of
disclosure he, and Lamblin, made to clients. Thisinvolved Bilinski and Lamblin
representing to clients that these conflicts of interest were benefits because they allowed
them to control and manage the investment projects to the benefit of the clients.

[para 160]

The story of Elizabeth Scholten is an example of how Bilinski dealt with his clients when
he sold them the exempt securities. Scholten and her husband had been clients of
Canadian Global Investment for several years before Mr. Scholten died in 1994. They
initially met Bilinski through his tax seminars and thereafter began investing through
him. Scholten said she relied on her husband, who dealt with Bilinski, to make their
investment decisions. After he died, she smply relied on Bilinski to make investment
decisions for her. “Basicaly, | left it up to Dan and | trusted him, so | totally trusted him.
My husband did, so | didn't have any reason for not trusting his judgment and that's
basicaly it.”

[para 161]

At the time, Scholten wasin her mid 50’s and retired. A year after her husband died, her
daughter was killed and Scholten was obliged to raise her three young grandchildren, the
oldest of whom was seven. She did so until 1998. From the time of her husband’ s death,
she depended on her investment income to live. With her limited investment experience,
she also depended on Bilinski to take care of her investments. Despite these
circumstances, her 1996 KY C indicated a net worth of $650,000, investment experience
as good, risk tolerance as moderate and investment objectives as tax savings and monthly
income. Scholten’s obligations to raise her grandchildren were not noted on her KYC
form, although Bilinski said he was aware of them. Scholten testified that although she
signed the KY C form she believed her investment experience at that time was poor and
her risk tolerance was low.

[para 162]

Despite these circumstances, between May 1997 and June 1999, Bilinski sold Scholten
over $182,000 in the exempt securities: $20,000 in Columbia Ostrich (VCC) in May
1997; $50,000 in Eagle Court in February 1998; $50,000 in Pacific Bowling in April
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1998; $25,000 in Gorlan Trailer in June 1999; and $37,025 in Canadian Global
Financia in February 1999. This represented over 25% of her net worth.

[para 163]

Scholten’ s testimony showed that Bilinski did not explain to her the nature of, and risks
associated with, her investments or the documents she was asked to compl ete and sign.
Scholten’s Form 20A indicates that she had received an offering memorandum for
Canadian Global Financial even though she did not. Bilinski told her that the company
had expanded into a number of different businesses and that he was actively involved in
all of them. Bilinski did not disclose to her the nature of his conflicts of interests or what
this meant to her as an investor.

[para 164]

Despite Bilinski’ s suggestion in cross examination, Scholten does not recall him telling
her that because of hisinvolvement in those businesses he could only give her
information on the investments and no advice. In assessing her ability to make her own
business decisions on information left with her, she replied to Bilinski that “When you
were involved with my husband, he % he knew what he was doing. | didn't know what |
was doing. | left it up to you.”

[para 165]

Bilinski eventually conceded that Scholten was not able to assess the risks and the merits
of the investments based on her own financial and investment experience. However, as
the following answer to staff’s question indicates, Bilinski considered that the
investments he put her in were suitable despite her circumstances and risk tolerance.

“Q: Soyou're saying that after her husband died, after her daughter was [killed] and
after she had the three children come to live with her, her risk tolerance remained
moderate?”’

“A: Yes. What we had been doing with Mrs. Scholten al along, she was quite
content with, it wasn't until B.C. Securities Commission met with her and pointed out
all of these quote risky investments that she had any reason whatsoever to be
concerned, and personally, | didn't see the quote risky investments in the same light
that other people would see it, because I'm involved in them all the time and |
understand them.”

[para 166]

Although she could not afford to lose any of her capital, it appears that Scholten lost most
of the $182,000 she invested in the exempt securities. Exempt securities she holds
continue to be speculative, illiquid and highly risky.

[para 167]
Lamblin’sclients
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Lamblin said that when he sold the exempt securities he was very careful in presenting
them to his clients. He said he understood his clients' investment objectives and financial
history and took time to explain to them the risks and advantages of each investment, its
structure and rate of return. He said this was the way he made sure the investments were
suitable for his clients even though he said he did not believe the suitability rule applied
to the sale of exempt securities. The following two investors' stories, which we accept as
credible, indicate otherwise. They illustrate Lamblin’s understanding of his duties to his
clients and how he dealt with them.

[para 168]

Elizabeth Raymond was 65 in 1998 when she began investing with Lamblin. She and her
husband, who was 73 at the time, are retired and live off their investment income. She
met Lamblin as result of receiving aletter at her home inviting her to a Canadian Global
Investment tax seminar. Raymond had no previous dealings with anyone from Canadian
Global Investment but decided to attend the seminar, whichwas led by Bilinski and
Lamblin, because it focused on tax saving strategies.

[para 169]

At the time Raymond’ s investments were managed by another investment advisor. She
said most of her investments were in mortgages, mutual funds and blue chips securities,
which gave a monthly return upon which she depended. Lamblin convinced her that
Canadian Global Investment could obtain better returns on her investments and save
income tax as well.

[para 170]

The Raymond’'s 1998 KY C indicated a net worth of $1,086,169, investment experience
as good, investment objectives as growth and tax savings, and risk tolerance aslow to
moderate. The Raymond’ s combined incomein 1997 was $75,000. Raymond was
primarily interested in saving taxes and increasing investment income while keeping risk
low to moderate. She said Lamblin spent a considerable amount of time with her and was
aware of every aspect of her financial circumstances. He knew she could not afford to
lose her investments. Raymond considered Lamblin to be, and she told him on several of
occasions that he was, her only investment advisor.

[para 171]

On Lamblin’s advice, Raymond moved her investments over to Canadian Global
Investment for reinvestment as they matured. Lamblin presented no investment options to
Raymond other than the exempt securities. She said that she knew they involved some
risk but she believed the risk was low because Lamblin always presented them in such a
positive manner. Between June 1998 and August 1999 on Lamblin’s advice Raymond
invested $907,063, which was over 83% of her net worth, in the exempt securities. These
included securities of Eagle Court, Pacific Bowling, Gorlan Trailers, Canadian Global
Financial and Private Ventures Investment.

[para 172]
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Although she said she did not have a good understanding of the business interests of
Canadian Global Financial, Raymond knew that it was the umbrella company of the
group. She understood the proceeds it raised from investors were directed to, and
ultimately backed up by, various businesses in which Canadian Global Financial held an
interest. Lamblin told her that it was a growing company and they were planning to go
public. It was alow risk investment as far as he was concerned. Based on these
representations Raymond believed it was a good investment. On November 25, 1998 she
invested $100,000 in Canadian Global Financial.

[para 173]

Raymond said that when she signed the Canadian Global Financial subscription
agreement she indicated that she was a close personal friend of Lamblin’s even though
she was not. She did this because Lamblin advised her that it was the only way she could
invest. As aresult, she became one of the Canadian Global Financial’sfirst 48 investors
under the private issuer exemption. Raymond subsequently invested a further $121,873
in Canadian Global Financial. Her exempt purchaser form indicated that she had received
Canadian Global Financia’s offering memorandum when she had not.

[para 174]

When Raymond purchased the exempt securities, she said she acknowledged on the
required forms that she was able to evaluate the risks and merits of the securities because
of her financial business or investment experience. However, Raymond said sherelied on
Lamblin’s expertise and believed his representations that these investments were good
opportunities. She “trusted him" and stated that “1 really didn’t want to do these business
kind of things. | just wanted someone to invest my money for me and look after it.”

[para 175]

When Raymond invested $140,000, of which $115,000 was borrowed, in Pacific
Bowling on September 15, 1998 Lamblin noted on her file that, “client requires cash flow
from day one’. Raymond said that Lamblin did not discuss with her the risks associated
with borrowing money to invest. Lamblin referred her to two financial institutions but he
negotiated the terms on aline of credit, which was secured by a mortgage against her
house and against her recreational vehicle. Although Raymond recalls signing the Private
Ventures Investment’ s declaration of trust, she said Lamblin did not take her through it in
any detail so she knew into what she was putting her money.

[para 176]

Raymond could not afford to lose any of the capital she invested % over $900,000. Asit
turned out, she lost most of it. In addition she must repay with interest the $115,000 she
borrowed to invest in Pacific Bowling. Any exempt securities she may still hold continue
to be speculative, illiquid and highly risky.

[para 177]
Kaarle Kielinen was 50 years old and his wife, Sherry, afew years younger, when they
began investing in the exempt securities in 1999. They have two dependent children and
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ajoint annual income of approximately $80,000. Lamblin determined their combined net
worth at $421,654, which included $190,000 of equity in the family home and estimated
inheritances of $110,000 the Kielinens might receive upon their parents' death. Both of
the Kielinen’s parents were till alive and relatively healthy at the time Kaarle testified.

[para 178]

The Kielinens' KY C form indicated investment objectives of monthly income, growth,
tax and retirement savings. Lamblin described Sherry’ srisk tolerance as low to moderate,
while he described Kaarle' s as high. Lamblin noted on their KY C that Sherry did not
want to risk the house and that “her world would collapse if she lost her money”.

Kaarle' sinvestment experience was noted as moderate.

[para 179]

In September 1999, the Kielinens invested $36,000 in Gorlan Trailers, $40,000 in Pacific
Bowling and $40,000 in Canadian Global Financial. On Lamblin’s advice they relied on
the sophisticated investor exemption and borrowed $116,000 against their house to
finance their investments. Lamblin told them that there would be monthly payments
coming in to cover the mortgage payments. When they invested in Pacific Bowling, they
understood that the building was part of the investment. This was based on Lamblin’s
statement that if the bowling alley doesn't take off, the Kielinen’s would still have money
in the building, which could be used for other purposes like warehousing, and their
investment would be safe and secure. In fact, their investment was not secured by the

property.

[para 180]

The Kielinen's never received an offering memorandum for Gorlan Trailer or Canadian
Global Financia. They also did not know about the 20% commission and administration
fees athough Kaarle said he was aware that Lamblin was receiving some form of
commission for his services. They were aware, but not particularly concerned, that
Lamblin was involved in the businesses shown on the Canadian Global Financial
corporate chart. The Kielinens were not told how the money raised was to be spent, but
Lamblin told them that it was a growing company. Although they invested primarily for
tax reasons, they took comfort from Lamblin’s assurance that all investors would be paid
out before any principals.

[para 181]

The Kielinens testified that they could not afford to lose all of the money they invested.
Kaarle testified that he told Lamblin several times that he really could not afford to invest
in something he was not getting anything back on. Lamblin presented the investmentsin
such away that he, Kaarle, felt that there was really not a big risk involved “one way or
the other. Like | mean if worst case scenario was that | would just get my initia
investment back and that wasit. | was not once led to believe that | am looking at
possibly losing everything.” Sherry also understood that there was little risk in losing all
of their investment by the positive things that Lamblin said.
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[para 182]

It appears that the Kielinens lost most of the money they invested in the exempt
securities. Furthermore, they must repay, with interest, the $116,000 they borrowed to
purchase the exempt securities. Any securities they may still hold, continue to be
speculative, illiquid and highly risky. Dealing with their losses has been very difficult for
them. AsKaarle said “ I'll tell you how tough it is. | had to borrow money to make those
[mortgage] payments. So I'm paying interest on interest...you might say”.

[para 183]

Friesen’sclients

Friesen sold the exempt securities to approximately 10 clients of Canadian Global
Investment. Although Friesen sold a small percentage of the exempt securities compared
to Bilinski and Lamblin, the evidence indicates that he followed their example by not
assessing suitability and in representing the exempt securities as low risk investments.

[para 184]

Friesen became aware after he joined Canadian Global Investment that investments other
than mutual funds were available to clients. Friesen testified that in spite of the lack of
training he did his best to service his clients based on information he learned in the
mutual funds course and information gained from his colleagues and all the principalsin
the Canadian Global Financial group of companies. He said Arnot was an invaluable
source of administrative and project information. Friesen also relied on the compliance
officer, Doug Wilson. With al of thisindustry and business experience around him,
Friesen said that he had no reason to question the information he received about the
exempt securities.

[para 185]

Eventually Friesen came to believe that the exempt securities were “excellent
opportunities for investors’. Asfar as he was concerned all of the investments were
suitable for his clients because of the tax benefits and investment returns. He said he
believed that every investment project that Canadian Global participated in, given time
and money, would come to fruition.

[para 186]

Friesen stated that borrowing against equity was often used as an investment strategy. He
said that when his clients borrowed money to invest, he was careful to point out the risks
and how losses can be enhanced. He had each sign a form acknowledging the risksin
leveraging. Friesen said Doug Wilson approved all his trades as suitable.

[para 187]
The story of Carla Spry istypical of how Friesen dealt with his clients.

[para 188]
In September 1999, Spry wasin her early 50's when she invested $97,000 in Pacific
Bowling on Friesen’s recommendation. Her KY C form indicated her investment
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objectives were growth, tax and retirement savings. She had limited investment
experience and her risk tolerance was stated to be moderate. She had an annual income of
$37,000 and a net worth of $223,000, which included $160,000 of equity in her home.
Using her home as collateral, Spry borrowed $97,000 in order to make this investment.
This represented 43% of her net worth.

[para 189]

Nonetheless, Friesen said that Spry’ s investment was a suitable investment for her at the
time. In explaining how he came to conclude this he said: “Well, | considered all our
projects suitable investments for one thing”.

[para 190]

Friesen said that Canadian Global Investment, which regularly provided the information
on the projects, gave no indication when Spry invested in Pacific Bowling “that any of
the projects were in jeopardy. There was no reason to believe that she would not receive
monthly dividends’.

[para 191]

It is not clear whether Spry has lost her entire investment of $97,000 in Pacific Bowling.
If she holds securities in Pacific Bowling they continue to be speculative, illiquid and
highly risky. Sheis still must repay, with interest, the $97,000 she borrowed to make the
investment. Friesen concedes that she's having a very difficult time.

[para 192]

Barry McGavin was another of Friesen’s clients. The circumstances of hisinvestment are
mentioned here because, in addition to staff alleging McGavin's investment was
unsuitable for him, they alleged Friesen’ s recommendation to McGavin was made in the
face of Commission orders prohibiting the investment.

[para 193]

McGavin became aclient of Bilinski’sin 1992 when he invested in mutual funds, which
he still holds through Canadian Global Investmert. In the summer of 1999, Bilinski
approached McGavin to invest in Canadian Global Financial. McGavin was unwell and
deferred the discussion. Some time later in the summer of 1999, Bilinski sent Friesen to
talk to McGavin. After going over the exempt securities, Friesen suggested Pacific
Bowling might be the best possibility because it offered the highest rate of return (12%)
and was expected to complete soon and open in the fall. Again McGavin deferred making
any commitment to invest because he was unwell.

[para 194]

In November 1999, McGavin contacted Canadian Global Investment to say that he was
ready to invest in Pacific Bowling. Following Friesen’s recommendation, McGavin had
taken out aline of credit on his home so he could put $10,000 into an RRSP and $88,000
into Pacific Bowling. By then the Commission had issued its orders.
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[para 195]

Edwards testified that he received a call from the front desk at Canadian Global
Investment to say that McGavin wanted to invest. He called McGavin and arranged a
meeting. At Edwards' request, Arnot provided McGavin's KY C form, which Friesen had
completed. It disclosed a net worth of over $500,000 and alow risk tolerance. McGavin
was in his 50’ s when he made the investment and was expecting to retire from teaching in
acouple of years.

[para 196]

On December 2, 1999 McGavin met Edwards at the Canadian Global Investment’s
Surrey office. Before the meeting took place, with Edwards present, McGavin spoke to
Bilinski and Friesen about the Pacific Bowling project. Bilinski told McGavin that they
were having a dispute with the Pacific Bowling contractor about cost overruns and until
that was resolved, Bilinski suggested McGavin invest his $88,000 in Canadian Global
Real Estate. Bilinski aso told McGavin that Canadian Global Investment was under
investigation by the Commission, but he, Bilinski, believed that they had done nothing
wrong. Bilinski told McGavin that once the dispute with the contractor was resolved, his
investment would be transferred from Canadian Global Real Estate to Pacific Bowling.
McGavin agreed. Edwards agreed that the conversation between Bilinski and McGavin
was a big factor in McGavin's decision to invest in Canadian Global Real Estate.

[para 197]

Bilinski and Friesen then left the meeting so McGavin could deal with Edwards.
McGavin assumed he was the lawyer for the company. Edwards gave McGavin the
offering memorandum and the subscription form he had completed. The subscription
form indicated that McGavin was purchasing bonds for $88,000 under the private issuer
exemption and that he was a close friend of a director or officer. This was inconsistent
with McGavin's exempt purchaser Form 20A, which indicated he purchased the bonds
under the $400,000 net worth sophisticated investor exemption. Edwards left McGavin's
documents and cheque with the Canadian Global office.

[para 198]

The offering memorandum of Canadian Global Real Estate disclosed that a 10% sales
commission would be paid to agents who sold the bonds. It also disclosed that an agency
agreement had been entered into with Canadian Global Investment. Edwards said he
received an 8% sales commission from Canadian Global Financial, which he did not
share with anyone. However Friesen testified that because he was in financia difficulties,
Edwards “ gifted” him a portion of the sales commission. On this point we do not find
Edwards' evidence to be credible and prefer the evidence of Friesen.

[para 199]

McGavin was expecting to receive monthly payments that represented a 7% interest
return on hisinvestment. He has not received any payments so far and, with the payments
he makes on his line of credit, athird of his pay cheque goes to interest. McGavin
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testified that “thisis killing me financially” and that if he lost thisinvestment it would be
“devastating” to hisfinancial health.

[ para 200]

No only has McGavin lost his entire $88,000 investment he is also faced with repaying
the money he borrowed to make the investment. He has had to defer his early retirement
plans.

[para 201]

Gordon-Carmichael’s clients

Gordon-Carmichael sold the exempt securitiesto six clients of Canadian Global
Investment. In selling these securities, Gordon-Carmichael understood and approached
the issue of suitability differently than Bilinski, Lamblin and Friesen. This was so despite
his concession that he, like the other sales representatives, believed Bilinski when he told
them that they could sell exempt securities to their clients as long as they did not advise
clientsin the process.

[para 202]

Following Bilinski’ s direction, Gordon-Carmichael said he instructed his clients to make
their own decision about whether to invest in the exempt securities once he gave the
information to them. Gordon-Carmichael said he tried to do this but believed it created an
artificial and unrealistic situation. He knew his clients relied on his credentials and
extensive experience in the industry when they considered investing in the exempt
securities.

[para 203]

As aresult, Gordon-Carmichael resorted to the practices he had established over the
many years that he was selling mutual funds. Before recommending any investments, he
conducted his own independent due diligence on the securities and the issuers, became
familiar with the offering memorandum, pointed out the risks of the investment to his
clients and understood his clients’ current financial circumstances and investment
objectives. When clients borrowed money to invest, Gordorn-Carmichael provided them
with a written document disclosing the risks of borrowing money to invest.

[para 204]

Gordon-Carmichael testified extensively about his knowledge of the mutual fund industry
and the financial markets generally. He referred to many of the economic factors or
trends that he, and other market observers, believed were relevant at the time. Gordon
Carmichael said he talked to his clients about these factors and took them into account
when considering whether to put his clients into mutual funds or the exempt securities.

[para 205]

Gordon-Carmichael believed that as a sales representative, he was entitled to rely on
Bilinski, Price and the other officers and directors for information about the investment
projects. Gordon-Carmichael also relied on Canadian Global Financial’s representations,
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which he passed on to clients, that its investment projects were backed by $15 to $20
million in assets and that investors would take priority if any of the projects were to fail.
Furthermore, Gordon-Carmichael said that neither Bilinski nor Doug Wilson told him
that the exempt securities his clients purchased were unsuitable.

[ para 206]

Gordon-Carmichael said that he went a step further and did his own investigationand
checked out each of the projects, to ensure he understood and communicated the risks
and advantages of investing in the exempt securities.

[para 207]

For example, Gordon-Carmichael said he conducted substantial independent due
diligence on the Pacific Bowling project, which led him to believe it involved
substantially less risk than any of the other exempt securities. Despite some accounted for
delays and increased costs, there was nothing at the time he recommended the investment
to his clients that suggested it was not going to develop as indicated in an independent
consultant’s report. It had proper management in place, it had the right location, it had the
right facilities, and its bowling lanes already had been substantially booked.

[para 208]

Based on all these reasons, he said he did not consider Pacific Bowling to be a high-risk
investment and he recommended it to some of his clients, including the Kreiszs, Arlyss
Peters and the Strileskys.

[para 209]
Their circumstances are described below.

[para 210]

Arlyss Peters was 57 years old in 1999, married and with an annual income of $44,000.
Peters had a heart problem and he wanted to retire within five years. He hoped to find an
investment that would substantially increase his retirement savings and provide a
monthly income until he retired. The Peters' net worth was $177,000, which included
$75,000 of equity in their home in Revelstoke, British Columbia. Petersrisk tolerance
was described as low to moderate and his investment experience as moderate.

[para211]

After meeting Gordon-Carmichael in April 1999, Peters pressed Gordon-Carmichael to
help him with his investments. Gordon-Carmichael was very concerned about getting the
right investment for Peters because of his peculiar circumstances. Gordon-Carmichael
approached Doug Wilson in conpliance for advice. Wilson told Gordon-Carmichael that
the Pacific Bowling investment was suitable for Peters.

[para212]
Still nervous about placing Peters in the right investment, Gordon-Carmichael said he
personally checked construction at the Pacific Bowling site before visiting Petersin July
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1999. By then the lanes were aready 68% booked and it was within months of opening.
Gordon-Carmichael was reassured that the risk for Peters had substantially diminished.

[para213]

However, by the time Gordon-Carmichael visited Peters he had not yet received the
offering memorandum, which Gordon-Carmichael had instructed be sent. Gordon
Carmichael refrained from taking any money from Peters athough he had Peters sign the
necessary forms for the purchase on July 19,1999.

[para 214]

Gordon-Carmichael said that he presented all of the information he had about the Pacific
Bowling investment to Peters, taking care to explain the risks and advantages. This
included Price’ s representation that there was a fund, similar to an interest reserve, set
aside to pay investors their monthly returns until the centre was operational and returning
a cash flow. Gordon-Carmichael understood Peters was well educated and able to assess
the information. He purposely left Peters to decide on his own whether to invest in
Pacific Bowling indicating he would send up the offering memorandum.

[para 215]

When Gordon-Carmichael returned to his office, only Pacific Bowling's previous
offering memorandum was available. He told Peters that as soon as he received the
current version he would send it to him, in the meantime Gordon-Carmichael sent Peters
acopy of the old version of the offering memorandum as well as a summary of how
Peters investment would work for him.

[para 216]

Subsequent conversations led Gordon-Carmichael to understand that on Peters' next visit
to Vancouver, he would call Gordon-Carmichael, pick up the correct offering
memorandum and give him a cheque. When Peters came to Vancouver on August 31,
1999, he did not call Gordon-Carmichael but went directly to the Canadian Global
Investment office in Abbotsford and left a cheque for $100,000, which he had borrowed
on GordonCarmichael’ s recommendation against his home. This was nearly 60% of his
net worth. When GordonCarmichael became aware of this several days later, he sent a
copy of Pacific Bowling's new offering memorandum to Peters.

[para217]

Gordon-Carmichael believed the increased risk in borrowing money to invest was
diminished for Peters because of the stage of development of Pacific Bowling and
because there were sufficient assets in the Canadian Global Financial group to back the
guarantee. He believed that by borrowing money against the equity in the Peters
property, the Peters could work at maximizing their return, keeping in mind their
investment objectives and risks associated with the investment.

[para 218]




2002 BCSECCOM 102

Peters testified that when he did get the offering memorandum he believed that some of
the information in it did not correspond to the information GordonCarmichael gave to
him. Peters was al so disturbed to learn upon reading the offering memorandum that 20%
of the offering went to fees for administration and commission.

[para 219]

At the time of investing, Peters understood that there were some delays and increased
costs but the centre was expected to open sometime in November 1999. Peters said he
believed Gordon-Carmichagel’ s representation that alot of the risk in the Pacific Bowling
investment had been eliminated because of its stage of development. He also relied on
Gordon-Carmichael’ s statement that if the Peters really needed to get their money back,
Canadian Global Financial would do whatever was necessary to make that happen.

[para 220]

Peters testified that he smply was in no position to lose his $100,000 investment. If he
still holds securities in Pacific Bowling they continue to be speculative, illiquid and
highly risky. In addition, he must repay, with interest, the $100,000 he borrowed against
his family home to make the investment.

[para 221]

The Kreiszs were ayoung couple with three, and soon to be four, young children. After
meeting Gordon-Carmichael the year before, Kreisz approached Gordon-Carmichael in
the summer of 1999 to help him with some tax planning and investment strategies to pay
for the education of his children. The Kreiszs' KY C form indicated an annual income of
$48,000, a net worth of $283,000, which included $200,000 of equity in the family home,
amoderate risk tolerance, moderate investment experience and investment objectives of
monthly income, growth, tax savings and retirement savings.

[para 222]

First Gordon-Carmichael arranged for Kreisz to get life insurance followed by education
funds for the children. The life insurance was obtained through James Edwards at
Canadian Global Insurance. Then Gordon-Carmichael and Kreisz talked about other
investment options, including Pacific Bowling.

[para 223]

Kreisz visited the Pacific Bowling centre severa times. He became very keen to invest
and called Gordon-Carmichael. Because they needed to use the equity in their home to
invest, the Kreiszs, at Gordon-Carmichadl’ s suggestion, borrowed $121,500 against the
family home. Kreisz understood that he needed to invest at least $97,000 in order to
qualify for Pacific Bowling and get the accompanying tax savings. However by the time
his loan was approved the Commission had issued its orders. Gordon-Carmichagl told
Kreisz that he couldn’t invest because of the Commission orders and because Pacific
Bowling needed to fix certain building problems and issue a new offering memorandum.

[para 224]
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Kreisz, who was concerned about paying interest on the loan, pressed Gordon-
Carmichael to place hisinvestment. After several calls Gordon-Carmichael relented and
told Kreisz that while he personally could not put Kreisz into Pacific Bowling, he would
find out if Kreisz could invest some other way.

[para 225]

Gordon-Carmichael took Kreiszs KY C form to Doug Wilson on November 10, 1999 and
asked him if the Kreiszs' could legally invest in Pacific Bowling in light of the
Commission orders. Gordon-Carmichael testified that Wilson said he could not do
anything considering the restrictions, but that Bilinski might be able to assist.
Nonetheless, Wilson, as compliance officer, signed off on the KY C form.

[para 226]

Gordon-Carmichael approached Bilinski with the Kreiszs' KY C form to seeif anything
could be donein light of the Commission’s orders. Bilinski spoke to Edwards, who
agreed to meet with the Kreiszs' to facilitate their investment. Kreisz was comfortable in
dealing with Edwards, as he had already arranged his insurance.

[para 227]

In the meantime, GordonCarmichael suggested to Kreisz that he consider investing in
Canadian Global Real Estate. When the problems with Pacific Bowling's offering
memorandum were fixed, Kreisz could transfer his investment from Canadian Global
Real Estate to Pacific Bowling. Kreisz said that Gordon-Carmichael assured him that if
he still wanted to invest in Pacific Bowling then he, Gordon-Carmichael, had a personal
guarantee from Bilinski that he would transfer Pacific Bowling shares from Canadian
Global Financial’s holdings and exchange them for Kreisz' real estate bonds.

[para 228]

Edwards said that before he met Kreisz in early December 1999, Bilinski assured
Edwards that it was possible to put Kreisz into Canadian Global Real Estate and later
transfer hisinvestment to Pacific Bowling. By the time Kreisz saw Edwards, Kreisz knew
that he could not invest in Pacific Bowling even though that was his preference.

[para 229]

On December 1, 1999, Edwards met Kreisz and provided him with the Canadian Global
Real Estate offering memorandum. After reading it, Kreisz invested $120,000 in
Canadian Global Real Estate bonds. Thiswas over 42% of his net worth — a net worth
that was largely comprised of the equity in the family home. He believed that his
investment was just for “a carry-over period” and was reassured that there was land value
in the company and that Canadian Global Financial was standing behind al its projects.
Edwards forwarded the cheque and transaction documents to Arnot. When Kreisz did not
receive the bonds or any monthly payments he called Edwards. Edwards did not return
his calls so Kreisz pursued Gordon-Carmichael. Gordon-Carmichael told him that the
bonds could not be issued because of the Commission’s proceedings.
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[para 230]

Kreisz was very concerned about not having any bonds or other document securing his
investment. Again he pressed Gordon-Carmichael to help him. Eventually Lamblin and
Bilinski, for Canadian Global Real Estate and Canadian Global Financial, sent Kreisz a
letter dated June 12, 2000 and entitled “Pledge Letter & Assignment of a Security”. In it
Canadian Global Financial acknowledged the Kreiszs' investment of $120,000 in
Canadian Globa Real Estate and pledged 120 Canadian Global Real Estate mortgage
bonds to the Kreiszs. It also stated that the document will “serve as a security” until the
bonds are issued and will be forwarded to the company’ s lawyer who has agreed to act as
trustee. The Kreiszs have not received any bonds or interest nor has their money been
returned.

[para 231]

Although Canadian Global Investment had the Kreiszs KY C form on file there was no
record of this transaction in the books of Canadian Global Investment. Although Edwards
denied that he shared his 8% sales commission, he clearly did.

[para 232]

Gordon-Carmichael testified that, around Christmas time, Edwards gave him $9,000.
Although nothing was said about receiving a commission, Gordon-Carmichael expected
to receive something for setting up the financing and because initially Kreisz was his
client. However, he was surprised to receive $9,000. When he asked Edwards why it was
so much Edwards said that it was not commission but a gift from him as a pastor.
Edwards said that he was aware that GordonCarmichael was having some financial
problems at the time and because it was near Christmas, Edwards wanted to help him out.
Gordon-Carmichael had never received money from Edwards in any other circumstance
and GordonCarmichael considered the $9,000 to be commission for the sale. Gordon-
Carmichael agreed that the sale was placed through Edwards because of the
Commission’s orders.

[para 233]

Doug Wilson recalls the events differently. He testified that on November 10, 1999
Gordon-Carmichael brought the Kreiszs' proposed investment in Pacific Bowling to him
for review in his capacity as compliance officer. He said he told GordonCarmichael that
he considered the Kreiszs' investment in Pacific Bowling to be absolutely unsuitable and
it was not to be done. Wilson said it entered hismind at the time as a concern that one
way to get around the Commission orders in place was merely to go to someone who
wasn't registered and have them act on your behalf. Wilson testified that he immediately
went to Edwards, who was in the next office selling insurance, and cautioned him about
doing such atrade even though he was not aregistrant. Edwards testified that Wilson did
not speak to him at any time about the Kreiszs' investment.

[para 234]
Wilson agreed that he did not tell Gordon-Carmichael or Edwards that the Kreisz
investment in Canadian Global Real Estate was unsuitable. However, Wilson said he
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fired Gordon-Carmichael when he subsequently became aware that GordonCarmichael
had facilitated the Kreisz' s investment in Canadian Global Real Estate.

[para 235]

Gordon-Carmichael strongly disputes Doug Wilson's testimony that Wilson told him that
the Kreisz investment was unsuitable. Gordon-Carmichael was emphatic in stating that
many of the statements Wilson made about him were smply not true. He said they were
motivated because Wilson was unhappy that Bilinski and Lamblin were transferring their
accounts to Gordon-Carmichael when Wilson took over managing Caredian Global
Investment in late November 1999. Gordon-Carmichael expected to receive an annual
income of approximately $75,000 to $100,000 from these clients. This made Wilson
angry and he fired Gordon-Carmichael and several others, including Arnot.

[para 236]

Although it does not address the substantive issue of suitability, we found Gordon
Carmichael’ s testimony to have the ring of truth asto how the Kreisz transaction
unfolded. We note that Wilson signed off the Kreiszs' KY C form on November 10, 1999,
theday he purportedly told Gordon-Carmichael in no uncertain terms that the investment
in Pacific Bowling was unsuitable because of the Kreiszs' financial and family
circumstances. There is no notation on the KY C to this effect. Nor is there any notation
about the $120,000 loan the Kreiszs had to take out to make to invest in the exempt
securities. In keeping with what was happening at the time, it seemed more plausible that
Wilson would have referred Gordon-Carmichael over to Bilinski to seeif anything
lawfully could be done for Kreisz in light of the Commission orders. It appeared to us
that Wilson's testimony was coloured by his animosity towards Gordon-Carmichael. Asa
consequence, where Gordon-Carmichael’ s version of events differs from that of Doug
Wilson's, we preferred the evidence of Gordon-Carmichael.

[para 237]

However at the end of the day, the Kreiszs till lost their entire investment of $120,000,
which was over 42% of their net worth — a net worth largely comprised of the equity in
the family home. In addition they are faced with repaying the $120,000 they borrowed to
make the investment — all on an annual income of less than $50,000, which must also
support afamily of six.

[para 238]

Gordon-Carmichael met the Strileskys in 1999, when they were in the process of
liquidating their mutual fund portfolio because they were concerned about market
volatility expected at the turn of the millennium. Their KY C indicated they were aretired
couplein their 60's, with a net worth of $460,000, ($200,000 of which was the equity in
their home) limited investment experience and low to moderate risk tolerance. Their
investment objective was to have a monthly income.

[para 239]
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They asked Gordon-Carmichael what he had to offer besides mutual funds. Gordon-
Carmichael said he gave them the Pacific Bowling offering memorandum right away. At
the time Gordon-Carmichael went through the risks identified in the offering
memorandum and left them with all the information he had about the investment. Then
the Strileskys viewed the centre severa times to assess its development. After that they
called Gordon-Carmichael several timesto seeif they could invest. Gordon-Carmichael
believed they were capable of assessing what he told them and they made their own
decision to invest.

[ para 240]

The Strileskys invested $200,000 in Pacific Bowling mortgage unitsin July and August
1999. This represented over 43% of their net worth. Nonethel ess Gordon-Carmichael
remained firmly of the view that Pacific Bowling was a suitable investment for the
Strileskys when they invested in it. Doug Wilson, as trading director, signed off on the
Strileskys’ transaction. We do not know the status of the Strileskys' investment. If they
continue to hold securities in the Pacific Bowling project, their investment is still
speculative, illiquid and highly risky.

[para 241]

The operations of Canadian Global Investment as a registrant

This section describes the operations of Canadian Global Investment as a mutua fund
dealer from November 7, 1997 forward, which is the relevant period for considering the
allegations in the notice of hearing. During this time, Bilinski, Lamblin, Arnot and Doug
Wilson were directors of Canadian Global Investment. Canadian Global Investment was
awholly owned subsidiary of Canadian Global Financial.

[para 242]

On November 7, 1997, Canadian Global Investment and Bilinski signed a settlement and
agreed statement of facts with staff. In it, Bilinski and Canadian Global Investment
admitted Canadian Global Investment failed to maintain a complete and accurate record
of its business transactions and financial affairs and failed to properly supervise
transactions made by representatives on behalf of clients. The statement of facts was
based primarily on the findings of staff in aroutine audit of Canadian Global

Investment’ s businessin June 1997.

[para 243]

From 1996 until November 19, 1999, Bilinski was Canadian Global Investment’s
registered trading director. After Bilinski tendered his resignation as trading director on
November 19, 1999, he said he did not perform any of the duties relating to his
compliance and trading director functions. Staff accepted the surrender of Bilinski’s
registration on May 5, 2000.

[para 244]
On May 12, 1999 Doug Wilson became registered as a trading director and compliance
officer. After November 19, 1999, Wilson perforned all of the compliance functions. On
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September 1, 2000, Wilson signed a settlement and agreed statement of facts. In it
Wilson admitted, among other things, that he failed to ensure that Canadian Global
Investment established and applied proper compliance and supervision procedures.

[para 245]

In September 1999 staff began another audit of Canadian Global Investment. On January
7, 2000, Wendy Sullivan, the Chief Examiner of the Registration Division of the
Commission prepared areport for the Commission further to her appointment under
section 153 of the Act. The information in the report came primarily from staff’ s audit of
September 1999.

[para 246]

It confirmed that although Canadian Global Investment was registered as a mutua fund
dealer, the sale of exempt securities accounted for 92% of it’s gross revenues in 1999.
The average commission payable to Canadian Global Investment for the sale of exempt
securities was 10% compared to the usual sales commission on mutual funds of 4%-8%.

[para 247]

Sullivan testified that Canadian Global Investment had been put on notice after the 1997
audit that all sales, including sales of exempt securities, had to appear on the books and
records of the registrant and be subject to a suitability review by the registrant’s
compliance officer.

[para 248]
Sullivan also testified that the audit indicated that Canadian Globa Investment:

1. did not establish and apply proper compliance and supervision procedures.

2. failed to ensure that its compliance officers supervised transactions to ensure that
representatives knew their clients and that the investments they sold to them were
suitable.

3. did not establish and apply written prudent business procedures for dealing with
clients. Although a manual had been prepared there were no written procedures
established for the sale of exempt securities. The 1997 audit put Canadian Global
Investment on notice that a procedures manual was a crucial element of internal
control in a decentralized environment.

4. did not maintain a complete and accurate set of records at its chief place of
business, in particular:

(@) theblotter did not provide sufficient detail to perform a suitability review;

(b) the blotter did not distinguish between sales and purchases;
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(c) theblotter did not contain information that would enable ready detection of
large dollar value transfers between funds;

(d) the sales of Canadian Global Financial and Envirosonics (actually Private
Ventures Investment securities) were recorded on a separate exempt
securities spreadsheet, which according to Bilinski, inaccurately included
sales of Envirosonics securities.

5. repaid subordinated debt without obtaining prior written permission from the
Commission contrary to section 5 of the standard subordination agreement it had
filed with the Commission.

6. failed to notify the Commission, contrary to section 72(2) of the Act, that it had
appointed a new audit firm to act as auditors for the year ended May 31, 1999.

[para 249]
Sullivan testified that the audit also revealed that Bilinski and Doug Wilson, as Canadian
Global Investment’ s trading directors and compliance officers:

1. did not review the blotter on adaily basis;

2. did not approve al new client account opening documentation, including client
KYC forms;

3. did not perform suitability reviews of the exempt securities transactions; and
4. alowed unsuitable investments to proceed.

[para 250]

Arnot did not conduct any compliance functions but determined with Bilinski and Wilson
what procedures should be in place to ensure the proper functioning of the dealer. She
said she ran the back office and took responsibility for ensuring the paper flowed
appropriately. She said she made sure representatives provided the dealer with their
documents and that regular meetings were organized to update representatives on various
compliance issues and the investment projects being offered through Canadian Global
Investment. At the time of staff’s audit, Canadian Global Investment was implementing a
comprehensive upgrade for the computer systems to help meet its compliance
responsibilities. Arnot said she and her support staff were very dedicated and committed
to complying with the legislation and staff’ s demands. She did her very best to ensure
that Canadian Global Investment kept complete records at head its office and that it was
timely in all itsregulatory filings.

[para 251]
Despite Arnot’ s efforts, Lamblin and Bilinski confirmed to Sullivan that they and many
other representatives had multi-page K'Y C forms and other documents in their personal
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files disclosing significant information about their clients' financia circumstances and
investment objectives. This additional information was not kept in the dealer’ s head
office. Bilinski and Lamblin, who later brought in many of these extra documents to
Sullivan, acknowledged that often only one page of the KY C form was available for a
compliance review.

[para 252]

Arnot testified that the exempt securities transactions were maintained on a separate
blotter or spreadsheet, according to Sullivan’'s earlier request. Apart from the occasional
errors that occur in any system, Arnot said the records were well maintained and
complete. Arnot said she was aware that Canadian Global Investment’ s procedures
manual needed to be completed so that it was clear to representatives what procedures
needed to be followed. Consultants were retained to devel op the policy and procedures
manual, but the manual had not been completed and the section dealing with the exempt
market was empty.

[para 253]

Doug Wilson said he reviewed the daily mutual funds blotter on a frequent, but not daily,
basis. Occasionally he conducted random checks and often he approved trades after the
trade had completed. Doug Wilson and Bilinski testified that they reviewed the exempt
securities transactions only to ensure that the sale qualified for the appropriate exemption
and not for suitability generally.

[para 254]

Doug Wilson testified that the Canadian Global Financial transactions were not recorded
on the blotter but rather in a‘suspense file'. This was because the trades could not
formally close without the offering memorandum being completed and delivered to
investors. In addition, the Private Ventures Investment promissory notes were not
recorded on the exempt market blotter. However the Envirosonics sales were. Bilinski
said this was a mistake as there were no sales of Envirosonics securities and no
commissions were paid on these transactions. However, Envirosonics' financial
statements for the year ended October 31, 1999 show an expense of $198,436 in
commissions to Canadian Global Investment.

[para 255]

Bilinski, Lamblin and Doug Wilson said that they were not aware until the Commission’s
ordersin thefall of 1999 that they were required to apply the suitability rule to exempt
securities. However, in the summers of 1996 and 1997, after examinations of Canadian
Global Investment’ s operations, staff wrote to Canadian Global Investment describing
their findings and concerns. In letters dated July 26, 1996 and August 6, 1997, staff told
Canadian Global Investment that it was obliged to set up proper systems and procedures
to enable it to supervise its exempt securities transactions and to ensure compliance with
its ‘know your client’” and ‘suitability of investment’ obligations.

[para 256]




2002 BCSECCOM 102

Despite this warning, Bilinski and Lamblin said they understood that they could not
provide any advice to their clients, including advice about suitability, unless they were
registered to do so. Because they were not registered as advisers they told the sales
representatives that they could not advise clients about the exempt securities but could
only provide information leaving the decision to invest solely with the client. However,
they conceded that for many of their clients they presented the information about the
exempt securities in such away that the clients, as they testified, construed it as a
recommendation to invest in the exempt securities.

[para 257]

Following the resignation of Bilinski, Lamblin and Arnot as directors, in November
1999, agroup of Canadian Global Investment sales representatives and others began
negotiations to acquire the business of Canadian Global Investment. According to
Bilinski the sale did not proceed because the purchasers did not meet certain terms and
conditions. At the commencement of the hearing there still was a dispute over whether
there was alegally binding agreement for sale of the business. Canadian Global
Investment’ s registration as a mutual fund dealer was not active at the conclusion of the
hearing. It appearsits clients have been transferred to another mutual fund dealer.

[para 258]

The Global Canadian Financial website

On December 19, 2000, staff amended the notice of hearing to allege that Bilinski and
Lamblin contravened outstanding Commission orders by commissioning an Internet
website for the Global Canadian Financial Group of Companiesin February 2000.

[para 259]

Bilinski testified that he commissioned the website in February of 2000 at a time when he
was restricted from trading and in the process of negotiating a settlement with staff. He
said the information from the old web site of Canadian Global Investment was simply
copied to the new website and renamed Global Canadian Financial. Bilinski said his
intention was to only use this site on a going forward basis once the proceedings were
resolved. When there was no settlement, Bilinski testified that he had forgotten about the
site. Bilinski said that the website was not complete and not used by anyone at Canadian
Global Financial to solicit business. Among other things, the website held out that Global
Canadian Investment Corporation was a mutual fund dealer.

[para 260]

When the new website was brought to his attention by staff on December 15, 2000,
Bilinski said that he immediately deleted its content. Although Bilinski was aware an
individual had been commissioned to create the website for them, he had no idea that it
was up and running until it was brought to his attention by staff. Asfar asBilinski was
concerned these allegations are completely unfounded and are, he says, indicative of
staff’ s bias and blind determination to put him and Canadian Global Financial out of
business.
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[para 261]

The contents of the website were copied virtually verbatim from the Internet website of
the Canadian Global Financial Group. The business address for Global Canadian
Financial Group provided on the website was the same address of Canadian Global
Financial Group and Canadian Global Investment.

[para 262]

The contact persons listed in the website were Bilinski, Lamblin, and Jason Bilinski.
None of Global Canadian Financial Group, Global Canadian Investment Corporation and
Jason Bilinski is registered under the Act to trade or advise in securities.

[para 263]

The testimony of the respondents

This section contains the testimony from, and about, the respondents that has not been
referred to elsewhere.

[para 264]

Dan Bilinski

Bilinski isthe founder and directing mind of the Canadian Global Financial group of
companies. He characterized himself as the person with the “vision.” Those he dealt with,
including the other respondents and most investors, aso saw him as the driving force
behind Canadian Global Financial group of companies. He was a principal shareholder,
officer and director of Canadian Global Financial, Canadian Global Investment, the other
subsidiaries and several of the related companies.

[para 265]

Bilinski testified that he is 46 years old, married with two grown children and two
grandchildren. He has been involved in the investment and insurance industry for
approximately 13 years, of which the last eight involved the sale of exempt securities.
Prior to that he was a Senior Deputy Sheriff with the British Columbia Court Services for
10 years. Bilinski said that throughout his work and business history he demonstrated an
exemplary character and work ethic.

[ para 266]

By all accounts Bilinski participates actively in his church and local community. Several
witnesses, some of whom were investors, testified that they believed Bilinski to be
trustworthy, honest, and a man of his word. They characterized him as someone who
genuinely cared about, and acted to improve, the well being of others, particularly those
in need.

[para 267]

He agreed that he was the man with the vision who was principally responsible for
leading and devel oping the business of the Canadian Global Financia group of
companies. He agreed that he made the final decision as to how funds raised were
allocated to the investment projects.
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[para 268]

Bilinski said his guiding philosophy was that that if you put investors first and took care
of them, they would take care of you. He said he tried to incorporate this principle into
the business. He said it was what made the Canadian Global Financial group unigue and
attractive to investors.

[para 269]

He said that despite staff’ s attempt to characterize him as a renegade, the testimonies
from witnesses demonstrate otherwise. Many of those who invested with him in the
Canadian Global Financial group of companies believe he had their best interests at heart.
Many of them continue to stand behind him, Lamblin and Arnot, and believe the financial
troubles the investors and the Canadian Global Financial group of companies now face
are due to the unwarranted intervention of the Commission.

[para 270]

Bilinski testified that these proceedings have devastated him and the Canadian Global
Financial group of companies investments. He said he told clients that he would do
everything in his power to protect their interests over his own. At the sametime he
believes that the effect on him of shutting down these businesses has been ignored. He
said he has not had any income since the beginning of this year. His house is being
foreclosed and his two vehicles had to be returned because he couldn't make the
payments. He said “I'm in the same boat that our investors have been placed in” because
everything that he hasisin the business or in these projects, including his RRSPs. He
believes and continues to tell investors that the Commission was not fair in their approach
to the respondents and that the greatest risk for investors was the action of the
Commission.

[para271]

He conceded that mistakes were made along the way but he said he was prepared to
acknowledge those mistakes. He believes it was unfair for the Commission not to allow
him and his partners to protect the interests of the investors by going forward with the
right compliance people. He believes that everything that he “had to say thus far has been
used against him rather than trying to rectify this’.

[para272]

Robert Lamblin

Lamblin was registered as a mutual fund salesperson with Canadian Global Investment
from 1996 until May 5, 2000 when the Executive Director accepted his surrender of
registration. He has been Bilinski’ s partner and a principal shareholder and director of
Canadian Global Financial and a number of its related companies for the past six years.
Although Lamblin was Bilinski’ s principal partner, he focused on sales and left the
strategic decision making for the business up to Bilinski. Lamblin confirmed that
although he was a director and officer of many of the companies, including Canadian
Global Investment and Canadian Global Financial, he deferred to Bilinski on managerial
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issues. He saw his strength and primary roleto be in sales. He sold the largest percentage
of the exempt securities.

[para273]

Lamblin testified that he is 56 years old and married with five children and five
grandchildren. Prior to entering into the financial services industry, Lamblin was
involved in the carpet industry for 27 years, operating his own carpet business for 10 of
those years. Lamblin has been extensively involved with the Full Gospel Businessmen’s
Fellowship over the past 17 years. He said that his career and layman’s ministry
participation has earned him a reputation of being a man of strong character and integrity,
and one who is honourable and trustworthy.

[para 274]

Aswith Bilinski, several witnesses testified that they believed Lamblin was a man of
integrity — one who is honourable, trustworthy and generous in helping othersin all
aspects of their lives.

[para 275]

Lamblin said he and his family had alarge financia stake in the Canadian Global
Financial group of companies, much of which has been lost. His personal and family
assets have been severely depleted and what remainsis still at risk of being lost because
of these proceedings. Despite his personal |osses he believes, as he has always done, that
the investors should come first and he will work hard to help recoup their losses. He said
these proceedings have caused him considerable emotional and financial stress.

[para 276]

Lindy Arnot

Arnot was an officer, director and principal shareholder of Canadian Global Financial,
Private Ventures Investment and Canadian Global Investment, where she was registered
asamutual fund salesperson from February 26th, 1997 to July 25, 2000, when her
registration lapsed. She resigned as a director of Canadian Global Investment shortly
after Bilinski’s and Lamblin’s resignations in November 1999. Her principal role was as
the vice president of administration and as office manager for Canadian Global
Investment and Canadian Global Financial. She did not sell mutual funds or any of the
exempt securities.

[para277]
Arnot is married and has four children. She has spent nine years working in the financial
services industry as an administrative assistant and office administrator.

[para 278]

By all accounts she has been an active participant and volunteer in her local church and
community. Witnesses who testified about Arnot’ s character, without exception,
described her as a self-effacing, kind, and even-tempered person who alwaystried to do
the right thing. Her conduct over the years demonstrated to those she came in contact
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with was that she went out of her way to solve problems for the benefit of others and that
she truly cared about improving the lot of the less fortunate.

[para 279]

As an officer and director of Canadian Global Investment, Canadian Global Financial,
and Private Ventures Investment, she said she tried to keep informed and act with
integrity based on her understanding of the information at the time. She tried to set up
systems for Canadian Global Investment so that it would operate within the rules. She did
not see herself as a nominee director. She said she had no reason not to rely on statements
made to her by Price and Don Wilson and on advice she understood came from Koffman
Kalef.

[para 280]

She said that it is contrary to her nature to disregard policies or procedures that sheis
expected to follow. She said she was very eager and worked diligently at al timesto
comply with the requests of Commission staff. She communicated with the
Commission’s registration department to provide information required and also
encouraged her staff to do the same to ensure that procedures were followed.

[para 281]

Although she did not have any support staff or operating computer systems after the
business collapsed, Arnot said she has been looking after client accounts as her
registration permitted. She and the other principals have worked willingly doing this
without any remuneration or time off since these proceedings started. She said she cares
greatly for the investors, many of whom are friends. Sheis very upset for them at the
losses they incurred. She and her family have suffered a great deal of duress, financial
and emotional because of these proceedings.

[para 282]

Arnot said that she that is a responsible citizen and has spent most of her adult life giving
back to society. She would like to continue to help the investors by being a part of the
solution that recreates value | ost.

[para 283]

GeorgePrice

Price was adirector of Private Ventures Capital, Private Ventures Investment,
Envirosonics, Pacific Bowling, Eagle Court, Gorlan Trailer, and Columbia Ostrich Farm.
Price was never registered under the Act.

[para 284]

Price said that his primary responsibility was to make sure that Private Ventures Capital
fulfilled its due diligence functions properly. This meant identifying the risks of the
investment projects and preparing economic eval uations on them. Price aso supervised
the spending of capital raised for specific projects once they had been approved for
investment. He believed that it was his responsibility to communicate information about
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the projects to Bilinski, but not to investors directly. He did provide information on the
projects to Canadian Global Investment sales representatives.

[para 285]

In 1998 and 1999, Private Ventures Capital held out that Price was an experienced
auditor, business educator, entrepreneur and business leader. A company brochure said he
was a speciaist in providing investment due diligence and project management. Priceisa
certified general accountant and at one time had been qualified as a chartered accountant
but he let his designation lapse. He said he was not involved in any of the accounting
functions of any of the companies or of Canadian Global Investment.

[ para 286]

Despite being president of Private Ventures Capital, Price said that Bilinski did not give
him the authority to effectively carry out that role. When Price raised problems, he said
that he had no authority to correct them. The final decision always rested with Bilinski.
Price said he did nothing without Bilinski’s approval. Price disagreed with Bilinski’s
suggestion that the problems they were having with the projects existed because Price
was not properly managing the investment projects. Information about the use of funds
supplied by the Canadian Global Financial group simply was not forthcoming,
particularly from the Pacific Bowling and Eagle Court projects. Many concerns Price
raised were often not acted upon.

[para 287]

Price described Bilinski as “a people person and he likes to help them. He findsiit very
hard to say no to people or to be criticized”. Price said his biggest problem with
Bilinski’ s management style was that Bilinski had difficulty relinquishing authority to act
after he had given someone responsibility to do the job.

[para 288]

Price said that his relationship with Bilinski became complicated and strained when Price
had a car accident in November 1997. Price acknowledged that the accident changed his
personality, interfered with his relationship with Bilinski and impaired his ability to
recollect certain of the events. He conceded that after his accident, he was difficult to get
along with. However, he said some of his frustration arose because Bilinski did not act
upon his concerns. Price believed their relationship deteriorated more after he raised the
conflicts of interest issue on the Columbia Ostrich (VCC) project.

[para 289]

Price srole also changed when Bilinski wanted to market the Canadian Global Financial
group of investments to other financial agencies. This was when Don Wilson was hired to
help Price prepare marketing materials and to organize all the due diligence information
that had been collected on the projects.

[para 290]
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Price said that he became less and less involved in Private Ventures Capital and the due
diligence function. He was no longer perceived as part of the inner circle and, as aresult,
it was harder for him to obtain information. By the fall of 1999 the Canadian Global
Financial group had taken over Private Ventures Capital and Price was no longer getting
paid. Price was, when he testified, working with a humanitarian agency in Europe. He
still hopes to recoup the Private Ventures Investment promissory note holders' money by
selling the Envirosonics technology.

[para 291]

Donald Gordon-Car michael

Gordon-Carmichael had been registered with Canadian Global Investment from 1997 to
June 22, 2000, when his registration lapsed. Except for a period from 1994 to 1997,
Gordon-Carmichael has been amutual fund salesperson since 1958.

[para 292]

Gordon-Carmichael testified that he has been unemployed ever since Doug Wilson fired
him following the Commission’s intervention. The fact that he has been unemployed
since then has been financially and emotionally very hard on him and his family.

[para 293]

He believed the degree to which the Commission intervened in the business of the
Canadian Global Financial group, in particular Pacific Bowling, has been excessive.
Indeed Gordon-Carmichael was firm in his belief that but for the Commission’s
intervention, Pacific Bowling would have proved to be a solid, safe investment. He found
the whole process to be unwarranted and very stressful.

[para 294]

Leonard Friesen

Friesen was registered as a mutual fund salesperson with Canadian Global Investment for
two yearsfrom April 24, 1998 to April 23, 2000, when his registration lapsed. Friesen
had been in the dairy business for 24 years before joining Canadian Global Investment in
1998.

[para 295]

Asfar as Friesen was concerned, all of the exempt investments were suitable for his
clients because of the tax benefits and investment returns. Indeed, he believed in these
investment projects so much that, as he said, he was one of his own best customers with a
total investment of $105,000.

[ para 296]

Friesen experienced a major business and financial set back when the Canadian Global
Investment representatives were restricted in selling exempt securities. What he had
planned to be along and successful career in the financial services industry ended
prematurely. However, it was his choice not to renew his registration because, at that
point, he said he had not had any income for many months and he had to find other




2002 BCSECCOM 102

means to support his family. Because of the dire financial circumstances that he found
himself in, his wife had to return to work. It has been a struggle for them to maintain their
good credit rating.

Findingsand Analysis

[para 297]

Wasthere an abuse of process?

Before proceeding with the issues related to the allegations in the notice of hearing, it is
appropriate to deal with the respondents’ argument concerning abuse of process.

[para 298]

The individual respondents made a series of arguments described as abuse of process,
abuse of power, exaggerated and misrepresented fact, slander and libel, extreme bias,
invasion of privacy and lack of good faith.

[para 299]

In support, these respondents in their written submissions included a detailed chronology
of examples they say demonstrate unreasonable and abusive conduct and process by staff.
While we have carefully considered this chronology and their submissions, in our view it
IS not necessary to repeat them here. Although not specifically stated, we have assumed
these examples and arguments were made in support of an application for a stay of
proceedings based on an abuse of process, including a reasonable apprehension of bias
and bad faith on the part of staff.

[ para 300]

The respondents have alleged that staff exhibited extreme bias against them, to their
prejudice. The extension of their argument is that staff’s alleged bias influenced the
pandl. It is not unusua for staff to have preconceived conclusions about the cul pability of
the respondents. Their conclusions often lead them to issue a notice of hearing. However,
thisis not abasis for concluding that the panel will not bring an impartial mind to bear
upon the allegations.

[para 301]

Our duty isto consider evidence that is relevant to the allegations in the notice of hearing.
Staff’s conduct is only relevant to the extent that it may affect the credibility or weight of
any of the evidence presented.

[para 302]
The respondents have not produced any evidence to show that the panel will not be a
disinterested and unbiased adjudicator.

[para 303]
Similarly, despite the respondents’ litany of misconduct alleged against Commission staff
during their investigation, we did not find evidence that showed that staff abused their
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powers or acted in bad faith in relation to these proceedings. The evidence and our
findings confirm, for the most part, that staff’s concerns that led to the original cease
trade order and allegations in the notice of hearing were well founded.

[para 304]
We reject the argument that staff acted in bad faith when they performed their duties and
exercised their powers under the Act.

[para 305]

While we recognize that these proceedings have been long and stressful, we cannot find

infact, or in law, any reason to stay the proceedings because of an abuse of process.

Accordingly, we dismiss the respondents submissions on this issue.

[ para 306]

Theissuesin the notice of hearing

Our analysis and findings are focused on the following key issues:

1. Did Bilinski, Lamblin, Friesen and GordonCarmichael, as registrants:
(@) fail to comply with the ‘know your client’ and ‘ suitability of investment’

rulesand ‘fair dealing’ rules when they sold the exempt securities to their
clients?

(b) advise without registration when they sold the exempt securities to their
clients?

2. Did Canadian Global Investment, as aregistrant, fail to:
(@) establish and apply proper compliance and supervision procedures?
(b) maintain proper books and records?

(c) comply with conflict of interestrules when it sold the exempt securities to
clients?

3. Did Bilinski, as Canadian Global Investment’s compliance officer, fail to:

(@) ensure Canadian Global Investment and its employees complied with the
Act and the regulations?

(b) ensurethat new client accounts, including the ‘know your client’ forms,
were approved?

(c) supervise transactions of Canadian Global Investment and its employees?
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. Did Canadian Global Financial improperly distribute its shares:
(@ under the private issuer exemption?
(b) under the sophisticated purchaser exemptions?

. Were promissory notes issued by Canadian Global Financial and Private Ventures
Investment securities and were they distributed to the public without a
prospectus?

. Did Canadian Global Financial, with the intention of inducing potential investors
to buy its securities, make representations in the business plan that were
prohibited?

. Did Columbia Ostrich (VCC) distribute securities to the public based on an
offering memorandum that contained misrepresentations?

. Did Bilinski, Lamblin, Friesen and Gordon-Carmichael trade securities contrary
to Commission orders?

. Did Global Canadian Financial Group Ltd., Global Canadian Investment
Corporation, Bilinski and Lamblin, through a website, trade in securities without
registration and contrary to Commission orders? Did Globa Canadian Investment
Corporation in the website hold itself out as a mutual fund dealer contrary to the
Act?

[para 307]

Did Bilinski, Lamblin, Friesen and Gordon-Car michael fulfil their duties as
registrants?

Staff alleged that:

1. Bilinski, Lamblin, Friesen and GordonCarmichael, as registrants, failed to

comply with the *know your client’ and * suitability of investment’ rules when
they sold the exempt securities of Eagle Court, Gorlan Trailer, Pacific Bowling,
Canadian Global Real Estate, Columbia Ostrich (VCC), Private Ventures
Investment and Canadian Global Financial to their clients, contrary to sections
48(1) and (2) of the Rules.

. Bilinski, Lamblin, Friesen and Gordon-Carmichael failed to deal fairly, honestly
and in good faith with their clients, contrary to section 14 of the Rules and the
public interest by:

(@) advising clientsto purchase unsuitable investments,

(b) failing to recommend against the investment where it was unsuitable,
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(c) failing to properly understand the client's net worth and in some cases,
calculating the net worth of the investor in such a manner that the client
could then claim to be a"sophisticated investor”, in particular, Lamblin and
Friesen considered the value of afuture inheritance and the value of a
potential pension to be relevant to the calculation of aclient's net worth,

(d) failing to act in accordance with the client's investment objectives,

(e) failing to inform adequately the client concerning the nature, return on and
risks of the investments.

3. By exercising control of the related issuers while continuing to act as agentsin the
sale of the their securities, Bilinski and Lamblin put themselvesin a position
where their interests were in conflict with their duties to their clients and to the
issuers. They did nothing to resolve the conflicts, but rather acted in their own
interests and not in the best interests of their clients and the related issuers
contrary to section 14 of the Rules and the public interest.

4. Some investors did not receive the offering memorandum at the time they
purchased the exempt securities although the offering memorandum did exist.

5. Bilinski, Lamblin, Friesen and Gordon-Carmichael advised clientsto invest in the
exempt securities without being registered as advisers contrary to section 34(1)(c)
of the Act.

[para 308]

Staff argued that Bilinski, Lamblin, Friesen and Gordon-Carmichael advised their clients
to purchase the highly risky exempt securities without any regard for the investment
objectives and needs of their clients contrary to sections 14 and 48 of the Rules. Asa
consequence the clients were severely prejudiced by purchasing securities that were
entirely unsuitable for them.

[para 309]

Staff argued that these four respondents could not rely on the advising exemption
contained in section 44(2)(e) of the Act because the advice they gave was not reasonably
in fulfilment of their duty to ensure the suitability of the proposed investment as required
by section 44(3)(b). Rather the advice was given to induce the investors to make the
investment.

[para 310]

These respondents said they did not know the ‘ suitability of investment’ rule applied to
exempt securities. They argued that the rule requiring them to advise about suitability
was contrary to the rule prohibiting them from advising. They argued that the advising
rules were contradictory, confusing and impossible to comply with. They said that the
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rule against advising was at the root of their understanding that they did not need to apply
the suitability rule to exempt securities transactions. However, they argued that the
majority of exempt investments they sold to their clients were in fact suitable
investments.

[para 311]

The ‘know your client’, *suitability of investment’ and ‘fair dealing’ rules

The ‘know your client’” and * suitability of investment’ rules are sometimes referred to as
simply the ‘know your client’ rule. However, they are two distinct requirements as
section 48(1) of the Rules reflects. Section 48(1) states a registrant must make inquiries
concerning each client:

(a) to learn the essential facts relative to every client, including the identity and,
if applicable, creditworthiness of the client and the reputation of the client if
information known to the registrant causes doubt as to whether the client is of
good business or financial reputation, and

(b) to determine the general investment needs and objectives of the client, the
appropriateness of a recommendation made to that client and the suitability of
aproposed purchase or sale for that client.

[para 312]

Section 48(2) goes on to state that if aregistrant considers that a proposed purchase or
saleis not suitable for the investment needs and objectives of aclient that is an
individual, the registrant must make a reasonable effort to so advise the client before
executing the proposed transaction.

[para 313]

Section 14(1) of the Rules provides that a registrant, including a registered salesperson,
trading partner, director or officer of the registrant, must deal fairly, honestly and in good
faith with the clients of the registrant. The duty in section 14 is often referred to as the
‘fair dealing’ rule. Section 14 of the Rules came into effect in June 1997.

[para 314]

Because the issues of suitability and fair dealing in this case overlap, and are inextricably
tied to the sale of exempt securities, we felt it was useful to first discuss the exemptions
relied upon and how they work. Then we discuss the nature of the exempt securities
before proceeding to determine whether these respondents breached their statutory duties
as registrants under sections 14 and 48 of the Rules.

[para 315]

The exemptions relied on here that bear on the issues are those commonly known as the
‘$25,000" sophisticated purchaser and ‘' $97,000" exemptions and the private issuer
exemption.
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[para 316]

Section 74(2)(4) of the Act provides a prospectus exermption where the purchaser buys as
principal and the sale isin a security that has an aggregate acquisition cost to the
purchaser of not less than $97,000. When there is advertising, an offering memorandum
must be delivered to the purchaser in compliance with section 133 of the Rules.

[para 317]

Section 130 of the Rules requires an issuer that distributes a security under section
74(2)(4) of the Act to obtain an Acknowledgment of Individual Purchaser 20 A (1P) form
from the purchaser, if the purchaser isan individual. The Form 20A requires purchasers
to acknowledge that they have limited rights and that they satisfy the requirements for the
exemption. If individuals are purchasing securities that have an aggregate acquisition cost
of $97,000 or more they are assumed to be sophisticated and do not have to specifically
acknowledge that fact in the Form 20A (1P).

[para 318]

Section 128(b) of the Rules provides an exemption from prospectus requirements for a
trade by an issuer of a security of its own issue where the purchaser purchases as
principal, the aggregate acquisition cost to the purchaser is not less than $25,000 and an
offering memorandum is delivered to the purchaser in compliance with section 133 of the
Rules. The exemption in section 128(b) of the Rules can be used only where the
purchaser is a sophisticated purchaser who signs an acknowledgment in the required
form, Form 20 A (IP).

[para 319]
Under section 1 of the Rules, a sophisticated purchaser includes an individual who:

1. isable, onthe basis of information abou the investment furnished by the issuer,
to evaluate the risks and merits of the prospective investment either because of the
purchasers financial, business or investment experience, or because of advice the
purchaser receives from aqualified registrant, and

2. hasanet worth of not less than $400,000, or an annual net income before tax of
not less then $75,000 (with spouse not |ess than $125,000).

[para 320]

In determining the nature of the securities issued under these exemptions we considered
the following factors. For all practical purposes, each issuer of the securities was a startup
company, with no operating history. In the case of Canadian Global Financidl, its
holdings included for the most part its investments in the other issuers. The exempt
securities of each issuer were speculative, often complex and subject to significant risks
peculiar to that issuer’s business. Further, there was no trading market for the exempt
securities and the securities were subject to resale restrictions. Consequently, the
securitieswere alsoilliquid.
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[para 321]

In addition, the sale of the exempt securities to Canadian Global Investment clients
involved serious conflicts of interest. By selling the exempt securities, Bilinski and
Lamblin received the benefits of sales commissions, directly as salespersons and
indirectly through ownership of the dealer. They also received the benefits of
administration fees, paid directly or indirectly to Canadian Global Financial by the
issuers of the exempt securities. At the same time, Bilinski and Lamblin owned a portion
of the equity interest in the issuers indirectly through Canadian Global Financial and
participated in management. In some cases they, with Arnot and Price, controlled the
company invested in as well as being its management.

[para 322]

Accordingly, we find that the exempt securities issued by Eagle Court, Gorlan Trailer,
Pacific Bowling, Canadian Global Real Estate, Columbia Ostrich (VCC), Private
Ventures Investment and Canadian Global Financial were speculative and illiquid and, as
aconseguence, highly risky.

[para 323]

Before proceeding further, it is useful to deal with the issue of whether sections 14 and 48
of the Rules apply to exempt securities transactions. In Foerster [1997] 18 B.C.S.C.
Weekly Summary 6, the Commission considered aregistrant’s dutiesin light of facts that
were similar to the factsin this case. Foerster was a registrant who advised his clientsto
purchase risky exempt securities. The Commission confirmed that a registrant’s duty to
comply with the ‘know your client’ and ‘ suitability of investment’ obligation is not
affected by the nature of the security being traded. The Commission concluded that just
because “... Foerster was selling securities pursuant to exemptions under the Act, it did
not relieve him of his responsibility to determine the suitability of those investments for
hisclients’.

[para 324]

Furthermore, in light of staff’s warnings to Canadian Global Investment in 1996 and
1997 that it was required to apply its ‘know your client’” and ‘ suitability of investment’
obligations to its exempt securities transactions, and staff’s 1998 notice to the industry,
we do not believe Bilinski and Lamblin when they say, and argue, that they did not know
these obligations applied to exempt securities.

[para 325]
This takes us to the “know your client’, ‘ suitability of investment’ and ‘fair dealing’ rules
in section 14 and 48 of the Rules.

[para 326]

Dedling first with section 14 — the duty to deal fairly, honestly and in good faith with
clients. Inlarge part, the ‘fair dealing’ rule, paralels the fiduciary duty the common
law places on aregistrant when the client reposes trust and confidence in the
registrant and relies on the registrant’ s advice in making an investment or business
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decision. The common law fiduciary duty requires the registrant to advise the client
fully, honestly and in good faith. See Hodgkinson v. Smms (1994), 97 B.C.L.R. (2d)
1 and Re Foerster (supra).

[para 327]

The point to be made here is that under section 14 all registrants have a statutory duty to
deal with clients fairly, honestly and in good faith, regardless of whether a fiduciary
relationship exists.

[para 328]

However, the clientsin this case confirmed that they placed a considerable degree of trust
and confidence in, and relied heavily on, advice they received from their representatives
in making their decision to buy the exempt securities. Therefore, each of Bilinski,
Lamblin, Friesen and GordonCarmichael also had a fiduciary relationship with their
clients.

[para 329]

While aplain reading of the sections 14 and 48 of the Rulesindicates that each isa
separate and distinct obligation, it isimpossible to describe all of the conduct that falls
within or outside each rule. There may be situations where there has been a breach of the
‘know your client’ or ‘suitability of investment’ rules and not necessarily a breach of the
‘fair dealing’ rule. By the same token, there may be breaches of the ‘know your client’ or
‘suitability of investment’ rules that are so egregious that they are also appropriately
characterized as breaches of the ‘fair dealing’ rule. There were many instances of thesein
this case.

[para 330]

The first step involves registrants making reasonable inquiries to know their client. The
registrant must determine and understand the client's essential and current financial
(income, liquid assets and net worth) and personal circumstances, financial sophistication
and investment experience, investment objectives and risk tolerance. In order to facilitate
this, registrants use the KY C forms, which are designed to uncover all the circumstances
of the client that are material to the client’sinvestment decisions. The KY C form must be
updated as the client’ s circumstances, investment objectives and risk tolerance change.

[para 331]

The second step involves the registrant determining whether a proposed investment is
suitable for the client. Will it achieve the investment objectives of the client while
keeping within the client's risk tolerance? The registrant must complete this step prior to
recommending the investment to the client. To properly assess suitability the registrant
must also understand the nature and risks of the investment.

[para 332]
Registrants also have a particular obligation, when the proposed investment is an exempt
security, to ensure that all of the conditions for using the exemptions are met. This means
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that if aclient relies on the sophisticated investor exemption to purchase the securities,
the registrant must make sure the client meets all conditions of the exemption. It is not
sufficient for a client to ssimply meet the minimum net worth threshold. Clients must not
only have the prescribed minimum net worth, clients must also be able to evaluate the
risks and merits of the prospective investment because of their financial, business or
investment experience. In addition, clients must purchase the aggregate minimum
prescribed amount required under the exemption.

[para 333]

Only after applying sound professional judgment to the information obtained from the
‘know your client’ inquiries and only after concluding that an investment in a particular
security in a particular amount would be suitable for a particular client, is it appropriate
for the registrant to recommend the investment to that client. This is when the registrant
must make the client aware of the negative and positive materia factors concerning the
investment. As the Commission said in Foerster (supra), clients must be “made aware of
al salient material, such as positive and negative factors involved in a transaction, prior
to executing atrade on the client’s behalf. A balanced presentation must be offered to the
client in the interest of complete disclosure and relative objectivity”.

[para 334]

It isuseful to refer to another case similar to this one that expanded the discussion on
how registrants are obliged to comply with their duties to their clients. In Marc
Lamoureux (Alberta Securities Commission, August 10, 2001) the Alberta Commission
stated as follows:

The obligation to ensure that recommendations are suitable or appropriate for the
client rests solely with the registrant. This responsibility cannot be substituted,
avoided or transferred to the client, even by obtaining from the client an
acknowledgment that they are aware of the negative material factors or risks
associated with the particular investment.

The obligation on aregistrant to ensure that each investment recommended to a
client is suitable is a particularly important protection for those clients whose
investment experience and sophistication may be insufficient to enable them to
fully recognize or assess the risks inherent in an investment. As noted below,
disclosure to the client of the negative material factors of an investment, however
important, is not necessarily relevant to a suitability determination and cannot
replace aregistrant’ s obligation to assess suitability. Acknowledgment on the
part of an investor of awareness of the material negative factors or risk does not
convert an unsuitable investment into a suitable one.

The suitability of an investment product for any prospective investor will be
determined to alarge measure by comparison of the risks associated with the
investment product with the risk profile of the investor. This comparisonis
probably the most critical element in the registrant's suitability obligation.




2002 BCSECCOM 102

The Commission went on to state that:

[A] registrant’ s obligation isto “know his client” and to ensure that any
recommendations made by them are appropriate for the client based on the
factors, both negative and positive, reasonably known to a diligent registrant at
the time the investment is contemplated. Only those factors that are reasonably
foreseeable at the time the investment is contemplated are relevant to the
suitability determination. If a suitable investment actually fails due to some
unforeseeabl e circumstance, that does not retroactively make it an unsuitable
investment. If an unsuitable investment is recommended by a registrant, the fact
that the investment is in fact proven to be successful does not retroactively make
it suitable. It would be improper and unreasonable to assess aregistrant’s
performance of his duties, which arise at the outset, in light of subsequent
unforeseeable events.

[para 335]
We agree with the Alberta Securities Commission.

[para 336]

With al of the above in mind, did Bilinski, Lamblin and Friesen and Gordon-Carmichael
discharge their statutory duties? Clearly we could find that they did not, smply based on
the litany of factors described in paragraph 157 above, their admission that they did not
apply the ‘suitability of investment’ rule when dealing with their clients and the fact that
they facilitated exempt securities transactions to circumvent the Commission’s orders.
However, we believe it is useful and more appropriate to consider these factors along
with some specific comments about how these four registrants breached their duties to
their clients.

[para 337]

Because Bilinski and Lamblin were selling their own exempt securities, they dealt with
thelir clients as though their duties as registrants did not exist. For the most part, Bilinski
led and Lamblin followed. They consistently failed to properly determine and record on
their clients KY C formsthe clients' essential and current financial and personal
circumstances, financial sophistication and investment experience, investment objectives
and risk tolerance. For example, both Scholten’s and Raymond' s KY C forms
inaccurately state their investment experience as good and risk tolerance as moderate,
when it ought to have been clear to Bilinski and Lamblin these statements were not true.
We find that these exanples are clear breaches of the ‘know your client’ rule aswell as
the ‘fair dealing’ rule.

[para 338]

Similarly, we find that Bilinski and Lamblin consistently breached their ‘fair dealing’
obligations when they failed to meet their *suitability’ obligations. We based this finding
on the following examples.
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[para 339]

In determining whether clients met the conditions of the sophisticated purchaser
exemptions, Bilinski and Lamblin categorized some clients as being sophisticated
purchasers when it was clear they were not. In addition, on the advice of Bilinski and
Lamblin, clients who purchased Canadian Global Financial shares under the private
issuer exemption, identified themselves as close personal friends of Bilinski and Lamblin
when they were not. Lamblin often overvalued aclient’ s net worth by inappropriately
including estimated inheritances from persons still living. Although clients
acknowledged that they were able to evaluate the risks and merits of the securities
because of their financial, business or investment experience many had little or minimal
investment experience and could not independently evaluate the risks and merits of the
exempt securities. Bilinski and Lamblin counselled clientsto sign forms acknowledging
they had received offering memoranda whenthe clients had not. They advised clients to
borrow against the equity in their home and to sell more conservative investments when it
was not in the clients best interests to do so.

[ para 340]

Bilinski and Lamblin ought to have known the exempt securities were speculative,
illiquid and highly risky yet they consistently recommended the securities to clients who
had modest financia circumstances, limited investment experience and alow risk
tolerance. By doing so they also ignored their clients' investment objectives. They
consistently failed to provide to clients material negative information about the
investments or inform them about the real risks associated with the investments.

[para 341]

Thisleads usto that aspect of this case that we find particularly abusive — Bilinski’s and
Lamblin’s conflicts of interest. Their clients smply were not given any investment
alternatives other than the exempt securities of the issuers under the umbrella of
Canadian Global Financial. Bilinski and Lamblin were driven to promote and sell their
own product. They had a vested interest to not make any other investments available.
They had long left behind their initial approach to “truly represent our clients [by]
having no specia allegiance to any particular investment, but smply providing tax and
investment information in awell planned format”. Their new approach, which was
influenced by their self-interest and perception of themselves, circumscribed their ability
to act in the best interests of their clients. As a consequence, their clients were severely
prejudiced even though Bilinski and Lamblin said they had their clients' best interests at
heart.

[para 342]

Indeed in our view, the conflicts here were so egregious that disclosure would not ensure
compliance with the ‘fair dealing’ rule. However, not only were the conflicts not
adequately disclosed, the conflicts of interest were turned inside out and held out to be a
distinct advantage to clients for having all their investment needs met in-house. As
principals of Canadian Global Investment, Canadian Global Financial, Canadian Global
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Real Estate and Private Ventures Investment, Bilinski and Lamblin were incapable of
providing, and did not provide, a balanced and objective assessment of any of the exempt
securities to their clients. Lamblin’s view that his clients could achieve adiversified
portfolio by investing in avariety of exempt securities of companies under the umbrella
of Canadian Global Financial makes this abundantly clear.

[para 343]

Bilinski’ s own evidence indicates the degree to which he failed to understand the concept
of conflict of interest. In our view, his lack of understanding leads us to conclude that he
did not even consider the issue as it related to his duties as aregistrant. For example, the
Canadian Global Financial proposed business plan represented that although directors
and officers of Canadian Global Financial were directly involved in key positions within
the Canadian Global Financia group of companies “as such there does not appear to be
any conflicts of interest at thistime”.

[para 344]

In explaining this, Bilinski said investors were made fully aware of the relationships
between the companies and the involvement of the principal s through the schematic chart
and the plan itself. To this extent he said the conflicts of interest were completely
disclosed. Infact he didn’t believe there were any real conflicts of interest. He stated
that, “we believed that the interests were really in common, that we were trying to gain a
controlling interest over the affairs of the corporate entities that we were investing in”.
This statement underscores his profound lack of understanding of the duties of a
registrant.

[para 345]

We find that Bilinski and Lamblin, as registrants and principals of Canadian Global
Investment, did not act fairly, honestly and in the best interests of their clients. In
recommending to their clients to invest in the exempt securities, Bilinski and Lamblin put
themselves in a position where their interests were in conflict with their duties to their
clients. By consistently preferring their own interests to the prejudice of those to whom
they owed a duty to act fairly, honestly and in good faith, they breached their fiduciary
duties to their clients, acted contrary to section 14 of the Rules and contrary to the public
interest.

[ para 346]

Furthermore, it was clear that Bilinski and Lamblin were equating the risk in these
investments to their confidence in themselves as men of goodwill and integrity. Risk
assessment cannot be based on the principal’ s or the registrant’ s optimism inthe venture
or themselves. Assessment of risk must be based on arealistic and objective assessment
of the circumstances of the investment and of the investor. Clients are entitled to receive
from their registrant an objective assessment of risk. This duty is not diminished if the
clients, as many did here, assessed the risks of the investment on an equally subjective
standard — one based on their faith in the goodwill of Bilinski and Lamblin.
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[para 347]

As amatter of course Bilinski and Lamblin improperly assessed the risk in these
investments on a subjective standard. As Bilinski’ s response about the risksin Elizabeth
Scholten’ sinvestment indicates, he “didn't see the quote risky investments in the same
light that other people would see it, because I'm involved in them all the time and |
understand them”.

[para 348]

Scholten’s story typifies how Bilinski viewed his registrant’ s duties and dealt with his
clients. Although Scholten trusted and relied on Bilinski, he failed to deal with her fairly,
honestly and in good faith. He did this when he allowed her to complete her KY C form
inaccurately stating her investment experience was good and her risk tolerance was
moderate when he knew, or ought to have known, that these statements were false. He
did this when he allowed her to sign a Form 20A stating she had received an offering
memorandum for Canadian Global Financial when she had not. He did not explain to her
what these forms meant. These were not simply breaches of the ‘know your client’ rule,
these were also clear breaches of the ‘fair dealing’ rule. On the basis of these false
statements, Bilinski sold $182,000 of the exempt securities to Scholten. This represented
25% of her net worth.

[para 349]

Furthermore, we find it outrageous that Bilinski in his testimony tried to suggest to
Scholten that, because of his conflicts, he told her that he could not advise her when he
represented in Canadian Global Financia’s proposed business plan that, although
directors and officers of Canadian Global Financial were directly involved in key
positions within the Canadian Global Financial group of companies, “as such there does
not appear to be any conflicts of interest at thistime”.

[para 350]

Bilinski should not have even offered Scholten, or any of his clients, any of the exempt
securities. (This of course appliesto Lamblin.) Thiswas not just because the securities
were speculative, illiquid and highly risky in their own right, it was because of Bilinski’s
and Lamblin’s conflicts of interest and their fiduciary relationship with their clients.
While Bilinski and Lamblin received the benefits of the sales commissions for the
exempt securities through the mutual fund dealer and the benefits of administration fees
through Canadian Global Financial (generally 20% of the offering), they also owned,
indirectly through Canadian Global Financial, an equity interest in the issuers of the
exempt securities and participated in their management. In some cases they controlled the
company invested in as well as being its management. In Bilinski’s view, these conflicts
of interest were completely resolved by the kind of disclosure he, and Lamblin, made to
clients. Thisinvolved Bilinski and Lamblin representing to clients that these conflicts of
interest were benefits because they allowed them to control and manage the companies
that were issuing the exempt securities to the benefit of the clients. In our view, these
conflicts were so egregious that disclosure alone could not ensure that any of Bilinski’s
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and Lamblin’s clients would be dealt with fairly and that the clients' best interests would
take precedence.

[para 351]

In these circumstances, we find that just by selling the exempt securities, Bilinski and
Lamblin breached their ‘fair dealing’ obligations to their clients. It goes without saying
that Bilinski did not disclose to, or discuss with, Scholten in a meaningful way, any of the
negative material information or risks, including the conflicts of interest, concerning the
exempt securities.

[para 352]

This deliberate withholding of negative information and the providing of unrealistic and
optimistic descriptions of the highly risky investments instead, was a pattern for Bilinski.
It was particularly evident in his statements to Columbia Ostrich (VCC) investors when
clearly the investment was failing miserably. Here it was driven by his desire to help his
cousin and hisinability to acknowledge defeat or failure, rather than by his duty to deal
with his clients fairly, honestly and in good faith.

[para 353]

Unfortunately, Lamblin followed Bilinski’ s lead. This was apparent when he echoed
Bilinski’ s sentiments and described Parent’ s concerns as “focusing on the negative
observations that he had rather than concentrating on what in fact, if anything, could be
done to not only improve the existing farm situation but what could be done to take the
farm and take advantage of the industry on a going forward basis with bringing all of the
components together”.

[para 354]

It was also apparent in his dealings with Mrs. Raymond and the Kielinens. Indeed, Mrs.
Raymond'’ s case, more than any other, illustrates how Lamblin dealt with his clients.
When reviewing her story, it defies belief that Lamblin could say he believed that he was
careful to understand and meet his clients’ financial circumstances, investment needs and
objectives. It seems that he believed that, because he was solicitousin his dealings with
his clients, he met his duties as aregistrant. Unfortunately for his clients, he fell far short
of meeting those duties.

[para 355]

Raymond, who was retired with her husband, needed her investment incometo live.
Although her risk tolerance was described as low to moderate, on Lamblin’s
recommendation she invested over $900,000, which was 80% of her net worth, in these
speculative, illiquid and highly risky exempt securities. Clearly, none of the securities
were suitable investments for her.

[para 356]
To compound the risk she faced, Lamblin told Raymond to sell all her conservative
investments as they matured and invest in the exempt securities. He even advised her to
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borrow more money in order to invest and negotiated on her behalf the terms on aline of
credit. He provided her with no other investment alternatives than the exempt securities
because he believed a selection of exempt securities from the companies under the
Canadian Global Financial umbrella alone could provide her with acompletely
diversified portfolio of investments. He did not disclose to her any of the real risks
associated with these investments nor did he provide to her any materia negative
information concerning them. Instead, he led her to believe that by investing in the
exempt securities she could minimize her taxes, receive monthly income and earn
double-digit returns — all with minimal risk. She followed his advice completely because
she trusted him.

[para 357]

He also counseled her to sign forms acknowledging she had received an offering
memorandum when she had not and that she was Lamblin’s close friend, when she was
not. He knew, or ought to have known, that these statements were false. On the basis of
these fal se statements she purported to qualify for the exemptions under which she
invested in the exempt securities. He ssimply did not deal, with her fairly, honestly or in
good faith.

[para 358]

Raymond is now faced with the horrific loss of over 82% of her net worth with little
opportunity of rebuilding her finances. In addition to losing $900,000 she must also repay
aloan of over $100,000, with interest.

[para 359]

The circumstances the Kielinens now face are remarkably similar. Lamblin’s assessment
of Sherry Kielinen’srisk tolerance as low, while describing her husband’ s as high is one
of the many factors that illustrate the depth of hislack of understanding of some of the
most basic principles of investing — principles that all registrants should know and
understand.

[ para 360]

The Kielinens could not afford to put their capital at risk at al, yet were advised by
Lamblin to do so. Furthermore, Lamblin had inflated their net worth by including future
inheritances from persons still living. This allowed the Kielinens to inappropriately rely
on the sophisticated investor exemption. They also borrowed a significant amount of
money to invest when it was clear they could not afford to. They followed Lamblin’s
advice because he assured them there was little risk in losing their investment. They
testified Lamblin presented the investments in such a positive light, that they believed the
worst scenario they faced was getting only their initial investment back.

[para 361]
We find that Lamblin did not provide the Gorlan Trailer offering memorandum to them
when the offering memorandum existed. Clearly he did not disclose to them any of the
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real risks or material negative information concerning these investments. It was not any
different for any of Lamblin’s other clients.

[para 362]

Like most of Lamblin’s clients, the Kielinens' lives arein turmoil. They lost a significant
portion of their net worth by investing in speculative, illiquid and highly risky securities
that were entirely unsuitable for them. They too are faced with repaying, with interest, the
$116,000 they borrowed to make the investments.

[para 363]

In the circumstances, we find that Bilinski and Lamblin failed to comply with the ‘know
your client’, ‘suitability of investment’ and ‘fair dealing’ rules in sections 48 and 14 of
the Rules, when they sold the exempt securitiesto their clients.

[para 364]

We also find that Bilinski and Lamblin failed to comply with the ‘fair dealing’ rulein
section 14 because their interests conflicted with their duty to their clients and they,
Bilinski and Lamblin, consistently preferred their own interests to those of their clients.

[para 365]

This takes us to Friesen who simply followed Bilinski’s and Lamblin’slead. Asa
consequence we do not intend to repeat our comments in describing the instances when
Friesen failed to meet his ‘know your client’ and ‘ suitability’ obligations and breached
his‘fair dealing’ obligations.

[ para 366]

Friesen’s dealings with Carla Fry typify Friesen’s dealings with his clients and his
understanding of his duties as aregistrant. Although Spry had limited investment
experience, an annual income of $37,000 and a net worth of $223,000, which included
$160,000 of equity in her home, Friesen described her risk tolerance as moderate.

[para 367]

Even though it was apparent that she could not afford to invest, Friesen advised her to
invest at least $97,000 in Pacific Bowling because she could not meet any of the
conditions that would have allowed her to purchase under the $25,000 sophisticated
purchaser exemption. If that wasn’t bad enough, he recommended that she borrow the
money. He clearly failed to understand her financial and personal circumstances and
could not have assessed the risks of the investment against her specific investment needs
and objectives.

[para 368]

Unfortunately Spry followed Friesen’s advice and borrowed $97,000 against the equity in
her house. This represented 43% of her net worth. Asto why he believed this was
suitable Friesen could only reply, “WEell, | considered all our projects suitable
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investments for one thing”. His testimony confirms that he still has no appreciation for
the duties of aregistrant.

[para 369]

His participation with Edwards in the sale of Canadian Global Real Estate securities to
McGavin, underscores his profound lack of understanding of his duties as a registrant and
hiswillingnessto stick by and follow Bilinski’ s direction regardless of his dutiesto his
clients or his duty to comply with the Commission orders. Furthermore, it is astounding
to us that, following the Commission orders, Friesen sold Columbia Ostrich (VCC)
exempt securities to a client for considerably less that the prescribed amount under the
exemption.

[para 370]

Accordingly we find that Friesen failed to comply with the *know your client’,
‘suitability of investment’ and ‘fair dealing’ rulesin sections 48 and 14 of the Rules,
when he sold the exempt securities to his clients.

[para 371]

Despite Gordon-Carmichael’ s many years of experience in the mutual fund industry, the
investments made by the three clients we described, but particularly by the Kreiszs and
the Peters, indicate that he either forgot or ignored some of the nost basic principles of
investing as well as his duties as aregistrant. At best we conclude he lost his objectivity
and was blinded by his optimism in the future of the Pacific Bowling project. His clients
could not afford to put their capital at risk and yet Gordon-Carmichael recommended that
they do so.

[para 372]

The Kreiszs, whose net worth was only $283,000 of which $200,000 was equity in the
family home, borrowed $120,000 to invest. This was over 42% of their net worth in one
speculative, illiquid and highly risky investment — all on an annual income of $48,000
supporting afamily of six! Even though they could not afford to invest, their reliance on
the $97,000 exemption no doubt was driven by the fact that they could not qualify for any
other exemption. In these circumstances, it is hard to fathom how Gordon-Carmichael
determined that their risk tolerance was moderate. The Kreiszs' $120,000 investment in
Canadian Global Real Estate was an absolute dereliction of duty by Gordon-Carmichael
to know his clients and ensure the investment he sold to them was suitable.

[para 373]

What exacerbates the situation is that the Kreiszs, who wanted to invest in Pacific
Bowling, invested in Canadian Global Real Estate through Edwards. Although this
clearly was an attempt to get around the Commission orders, none of this, including
Gordon-Carmichael’ s participation in the sales commission, was brought home to the
Kreiszs. On this front we find Gordon-Carmichael did not discharge his duty to deal
fairly, honestly and in good faith with the Kreiszs.
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[para 374]

Apart from Edwards' involvement, the Peters' circumstances were practically the same as
the Kreiszs. Both were described as having a moderate risk tolerance when clearly it was
not. Neither couple ought to have borrowed money to make the investment and yet they
not only borrowed, they each borrowed a significant amount relative to their net worth.
While leveraging can be a useful investing technique, Gordon-Carmichael ought to have
known that it was not appropriate for the Kreiszs or Peters, where it was clear neither
couple could afford, under any circumstances, to put their capital at risk. Despite this, the
Petersinvested nearly 60% of their net worth in one speculative and highly risky
investment. With an annual income of $44,000 and retirement looming, the Peters had a
very limited ability to rebuild their capital or repay the loan if it was lost. Thisinvestment
was completely unsuitable for Peters.

[para 375]

The Strileskys, who were retired with limited investment experience and alow risk
tolerance, invested 43% of their $460,000 net worth in Pacific Bowling. We wonder how
Gordon-Carmichael could allow thisretired, risk adverse couple to invest such a
disproportionate amount of their capital in one speculative, illiquid and highly risky
investment.

[para 376]

It does Gordon-Carmichael no good to say the Peters or Strileskys were determined to
invest and made the decision on their own with the information he left them. Asthe
Alberta Commission concluded in Lamoreaux, “The obligation on aregistrant to ensure
that each investment recommended to a client is suitable is a particularly important
protection for those clients whose investment experience and sophistication may be
insufficient to enable them to fully recognize or assess the risks inherent in an investment
... disclosure to the client of the negative material factors of an investment, however
important, is not necessarily relevant to a suitability determination and cannot replace a
registrant’ s obligation to assess suitability.”

[para 377]

Accordingly, we find that Gordon-Carmichael failed to comply with the ‘know your
client’, ‘suitability of investment’ and ‘fair dealing’ rules in sections 48 and 14 of the
Rules.

[para 378]

Weretheindividual respondents advising without registration?

Staff alleged that Bilinski, Lamblin, Friesen and Gordon-Carmichael advised clients to
invest in the exempt securities without being registered as advisers contrary to section
34(1)(c) of the Act.

[para 379]
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Section 1(1) of the Act defines adviser to mean “a person engaging in, or holding
himself, herself or itself out as engaging in, the business of advising another with respect
to investment in or the purchase or sale of securities or exchange contracts’.

[para 380]

Section 34(1)(c) of the Act provides a person cannot act as an adviser unless that person
isregistered as an adviser in British Columbia or can rely on an exemption from the
adviser registration requirement.

[para 381]
Section 8 of the Rules provides that a person registered as an adviser must be classified in
one or more of the following categories:

(a) portfolio manager: a person that manages or holds itself out as managing the
investment portfolio, consisting of securities, exchange contracts or both, of
one or more clients through discretionary authority granted by the clients;

(b) investment counsel: a person that engages or holds itself out as engaging in
the business of advising others about investing in or buying or selling specific
securities, exchange contracts or both, or that is primarily engaged in giving
continuous advice on the investment of funds on the basis of the particular
objectives of each client;

(c) securities adviser: a person that engages or holdsitself out as engaging in the
business of advising others through direct advice or through publications
about investing in, or buying or selling, specific securities, exchange contracts
or both, not purporting to tailor that advice or publication to the needs of
specific clients.

[para 382]

Section 44(2) (e) of the Act provides that aregistered dealer or a person that is registered
under this Act as a partner, director, officer or salesperson of aregistered dealer may act
as an adviser without registration under section 34 (1) (c) of the Act. Section 44(3)(b) of
the Act goes on to provide that the exemption in section 44(2)(e) of the Act does not
apply where the advice the person gives is not reasonably in fulfillment of the person's
duty to ensure the suitability of a proposed purchase or sale for aclient.

[para 383]

Staff argued that Bilinski, Lamblin, Friesen and Gordon-Carmichael could not rely on the
exemption from registration as advisers contained in section 44(2)(e) of the Act because
the advice they gave was not reasonably in fulfilment of their duty to ensure the
suitability of the proposed purchases for clients as required by section 44(3)(b) of the
Act. Staff argued that these respondents admitted that they did not consider suitability.
Therefore it was clear that the advice given was solely to induce clients to make the
investment and that this reflected a business purpose because of the large commissions
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and management fees these respondents stood to gain. Therefore the exemption contained
in section 44(2)(e) from registration as an adviser under section 34(1)(c) of the Act was
not available because the advice given did not fit within the exemption in section 44(2)(e)
of the Act.

[para 384]

This case is not about advising without registration. It is about the failure of registrants to
comply with their duties as registrants under sections 14 and 48 of the Rules. Ina
nutshell, we have found that Bilinski, Lamblin, Friesen and Gordon-Carmichael, as
registrants, did not meet their obligations under the ‘know your client’, * suitability of
investment’ and ‘fair dealing’ rules when they sold the exempt securitiesto their clients.

[para 385]

For staff to succeed in its argument that the advice Bilinski, Lamblin Friesen and
Gordon-Carmichael gave was not reasonably in fulfilment of their duty to ensure the
suitability of proposed purchases by their clients and therefore registration as an adviser
was required under section 34(1)(c), staff must show what advice Bilinski, Lamblin
Friesen and Gordon-Carmichael gave that would have required registration.

[ para 386]

A review of the adviser categoriesin section 8 the Rules illustrates what conduct requires
registration. Section 8 provides that a person registered as an adviser must be classified as
a portfolio manager, investment counsel or securities adviser.

[para 387]

We find that the evidence is not sufficient for us to conclude that Bilinski, Lamblin,
Friesen and Gordon-Carmichael were advising beyond the exemption so that registration
as an adviser was required. Just because the advice was bad and the investments sold
were unsuitable, does not mean that the exemption in section 44(2)(e) was unavailable to
these registrants.

[para 388]
Accordingly we dismiss staff’s allegation that these respondents were advising without
being registered as advisers contrary to section 34(1) of the Act.

[para 389]
Did Canadian Global Investment fulfil its duties as a registrant?
Staff aleged that:

1. Canadian Global Investment, as aregistrant under the Act, failed to:
(@) establish and apply proper compliance and supervision procedures

(including written prudent business procedures) contrary to sections 44(1)
and 47 of the Rules,
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(b) maintain proper books and records, including records of exempt sales at its
chief place of business contrary to sections 27 and 29 of the Rules.

2. Bilinski, as Canadian Global Investment’s compliance officer, failed contrary to
sections 47 and 65 of the Rules to:

(@) ensure Canadian Global Investment and its employees complied with the
Act and the Rules,

(b) ensurethat new client accounts, including the ‘know your client’ forms,
were approved, and

(c) tosupervise transactions of Canadian Global Investment and its employees.

[para 390]
Canadian Global Investment admitted staff’s allegations that it:

1. repaid subordinated debt without obtaining prior written permission from the
Commission contrary to section 5 of the standard subordination agreement it had
filed with the Commission; and

2. failed to notify the Commission, contrary to section 72(2) of the Rules, that it had
appointed a new audit firm to act as auditors for the year ended May 31, 1999.

However we did not find evidence to support the allegation in item 1 and accordingly
dismissit.

[para 391]

Bilinski argued, on behalf of himself and on behalf of Lamblin and Arnot, as principal
shareholders, directors and senior management during the relevant period that while
Canadian Global Investment might not have technically complied with all the
requirements, there was substantial compliance. They said these technical breaches
should be viewed in light of the considerable efforts Canadian Global Investment made to
improve and work with Commission staff to ensure compliance.

[para 392]

Compliance, supervision and record keeping

Divisions 1 to 11 (sections 1 to 85) in Part 5 of the Rules provide a detailed description of
the obligations of aregistrant. Sections 27 and 29 of the Rules mandate that a complete
set of trading records must be kept in the head office so asto be readily available for the
compliance officer’ sreview. Specifically, they provide as follows:

27 (1) A dealer, underwriter or adviser must keep at its head office or, if its head
officeisout of British Columbia, at its chief place of businessin British Columbiaa
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complete and accurate record of its business transactions and financial affairsthat are
conducted

(@) in British Columbiaif its head office is out of British Columbia, and

(b) in or out of British Columbiaif its head office isin British Columbia.

(2) The records required under subsection (1) include the recordsreferred to in
sections 29 to 41 that the executive director considers relevant to the registrant's
category of registration.

29 Itemized daily blotters or other records of origina entry must show
(a) al purchases and sales of securities or exchange contracts,
(b) al receipts and deliveries of securities including certificate numbers,
(c) al receipts and disbursements of cash,
(d) al other debits and credits, and
(e) for each transaction described in (@) to (d) of this section
(1) the account for which the transaction was effected,
(i) the name of the securities or exchange contracts,
(iii) any particulars necessary to identify the securities or exchange contracts,
(iv) the number or value of the securities or exchange contracts,
(v) the unit and aggregate purchase or sale price, if any,
(vi) the date on which the transaction took place,
(vii) the name of any other dealer used by the registered dedler asits agent to
effect the transaction, and
(viii) the name of any person from whom securities or cash were received or to
whom securities or cash were delivered.

[para 393]

Section 44 (1) of the Rules requires every registrant to establish and apply written
prudent business procedures for dealing with clients in compliance with the Act and the
Rules. Thisincludesthe ‘know your client’, *suitability’ and ‘fair dealing’ rules under
sections 14 and 48 of the Rules. Section 47 of the Rules requires every registrant to
designate a compliance officer to approve the opening of new client accounts and to
supervise transactions made on behalf of clients. Section 65 of the Rules provides that
every registered dealer must designate at least one individual as a compliance officer to
ensure conpliance with the legidlation.

[para 394]

Commission staff’ s notice to the industry, NIN 98/56 Trading by Registrants under
Certain Prospectus and Registration Exemptions, which was effective from September 9,
1998 through 2000, reiterated these obligations. It confirmed that registrants, both dealers
and registered individuals, must comply with the ‘know your client’” and ‘ suitability of
investment’ rules when selling securities to clients under the *$97,000, ‘50 purchaser’
and ‘$25,000" exemptions. The notice stated that a dealer whose registered sal espersons
trade under these exemptions must supervise those transactions to ensure compliance
with securities legisation and with the written business procedures established by the
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dealer. It stated that:

Dealers are required to establish and apply written prudent business procedures
for dealing with clients in compliance with securities legidation. These
procedures should include steps to ensure that the dealer:

> thoroughly understands any securities offered to clients under the
exemptions,
offers the securities only to clients for whom they are suitable,
complies with all of the conditions of the exemption,
supervises al registered individuals trading on behalf of the dealer, and
maintains adequate records of all transactions.

YV V V VYV

[para 395]

Furthermore, in 1996 and again in 1997, Canadian Global Investment was warned by
staff in writing that it was obliged to set up proper systems and procedures to enable it to
supervise its exempt securities transactions and to ensure compliance with its ‘ know your
client’ and ‘suitability of investment’ obligations.

[para 396]

Canadian Global Investment admitted that it had not established and implemented
procedures to ensure sales representatives complied with the Act regarding exempt
securities transactions. The part of the procedures manual that was to deal with
procedures concerning exempt transactions was ssimply blank.

[para 397]

Furthermore, Bilinski conceded the exempt transactions were reviewed only to ensure the
requirements of the appropriate exenption were met. Even on this limited basis, these
reviews were totally inadequate. They should have uncovered those clients who were
incorrectly designated as close friends or as sophisticated investors. While Bilinski
conceded that Canadian Global Investment and its compliance officers did not review the
exempt transactions to assess whether they were suitable for the clients, he nonetheless
argued that he did not believe the suitability rule applied to these transactions. This, he
said, was because Canadian Global Investment was not registered as an adviser and
therefore it and its sal espersons were precluded from giving any advice to a client about
the suitability of a proposed investment.

[para 398]

However, we find Bilinski’ s argument to be specious. This argument flies in the face of
warnings staff had given to him and Canadian Global Investment in 1996 and 1997 that
the dealer was obliged to set up proper systems and procedures to enable it to supervise
its exempt securities transactions and ensure compliance with its *know your client’ and
‘suitability of investment’ obligations.

[para 399]
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Bilinski simply ignored, and for all practical purposes directed Canadian Global
Investment’ s sal espersons to ignore, the detailed requirements of the Rules, staff’s
warnings to Canadian Global Investment and the notice to the industry.

[para 400]
We find that during the relevant period Canadian Global Investment and Bilinski, as
Canadian Global Investment’ s compliance officer, failed to:

1. approve new client account opening documentation, including complete and
accurate KY C forms,

2. review and supervise all transactions made on behalf of clients to ensure the
‘know your client’ and *suitability’ rules were applied by salespersons,

3. ensure that their clients met the requirements in the exemptions,
4. ensurethe blotter provided sufficient detail to perform a suitability review,
5. review the blotter on a consistent basis,

6. ensure complete and accurate records of its business transactions and financial
affairs, including KY C forms and records of the exempt sales of Canadian Global
Financial and Private Ventures Investment, were kept at its head office, and

7. establish and apply written prudent business procedures for dealing with clientsin
compliance with all requirements of the legislation.

[para401]
Accordingly, we find that Canadian Global Investment, as a registrant under the Act,
failed to:

1. establish and apply proper compliance and supervision procedures (including
written prudent business procedures) contrary to sections 44(1) and 47 of the
Rules, and

2. maintain proper books and records, including records of exempt sales at its chief
place of business contrary to sections 27 and 29 of the Rules.

[para 402]
We also find that Bilinski, as Canadian Global Investment’s compliance officer, failed
contrary to sections 47 and 65 of the Rules, to:

1. ensure Canadian Global Investment and its employees complied with the Act and
the Rules,
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2. ensure that new client accounts, including the ‘know your client’ forms, were
approved, and

3. supervise transactions of Canadian Global Investment and its employees.

[para 403]

Despite the detailed requirements in the Rules, staff warnings to Canadian Global
Investment in 1996 and 1997 and the notice to the industry in 1998, Canadian Global
Investment failed to have effective systems in place to discharge its supervisory and
compliance obligations over that portion of its business that produced nearly all of its
revenues — the exempt market. These were not mere technical breaches. Thiswas a
serious systemic failure of Canadian Global Investment’s duties as a registered mutual
fund deadler, to its clients and to its sales representatives. It included Bilinski’s failure to
discharge his duties as its compliance officer. It is clear to us that Canadian Global
Investment failed to comply with its registrant’s obligations primarily because Bilinski
simply chose to ignore these statutory obligations — obligations he knew existed and
needed to be met.

[para 404]

It is the duty of the directors and senior management of aregistrant to ensure that it has
systems in place so that it can comply with its regulatory duties. Although not
specifically alleged in the notice of hearing, (but alleged in staff’ s opening statement and
responded to) we find that Bilinski, Lamblin and Arnot failed to discharge their duties as
officers and directors and were responsible for Canadian Global Investment’sfailureto
meet its duties as aregistrant.

[para 405]

We must again emphasize that registrants are obliged to comply with all of their statutory
duties. They cannot on one hand take advantage of the opportunities that their status as
registrants gives them and ignore those responsibilities that do not suit them. We find that
it was abusive for Canadian Global Investment, under Bilinski’s direction, to useits
mutual fund dealer registration to access the public for its exempt market business and
then ignore its dutiesto clients.

[ para 406]
If registrants fail to discharge their statutory duties, the Commission is obliged to
intervene to protect the public interest, asit did here.

[para 407]
Conflicts of inter est
Staff alleged that:

1. Canadian Global Financial, Canadian Globa Real Estate, Private Ventures
Investment, Pacific Bowling, Gorlan Trailer, Columbia Ostrich (VCC) and Eagle
Court (the Issuers) had arelationship with Canadian Global Investment and with
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Bilinski, Lamblin, Friesen and GordonCarmichael who were related parties of
Canadian Global Investment, such that a reasonable prospective purchaser would
guestion whether Canadian Global Investment and the I ssuers were independent
of each other. The Issuers and Canadian Global Investment were connected
parties, within the meaning of section 75 of the Rules.

2. Canadian Global Investment traded in securities of the Issuers, who were related
parties of Canadian Global Investment. The securities of the Issuers were issued
in the course of aninitia distribution, without disclosing, orally or otherwise,
substantially all the information required by sections 77(1) and 77(3)(a) of the
Rules, in breach of section 79 of the Rules.

3. Canadian Global Investment did not file the written confirmation of transactions
required by section 36 of the Rules and therefore did not disclose that the
securities of the Issuers were issued by related parties of Canadian Global
Investment, and Canadian Global Investmernt thereby failed to comply with the
requirements of section 80(1)(a) of the Rulesin connection with initial
distributions by the Issuers.

4. Canadian Global Investment made recommendations to its clients that they
purchase the Issuers securities in the circumstances where in some cases the
| ssuers were connected parties of Canadian Global Investment, contrary to section
83(1)(a) of the Rules.

[para 408]

Staff also alleged that Canadian Global Investment, as an adviser, acted contrary to

section 81(1) of the Rules. We have found that Canadian Global Investment had an

exemption from the requirement to register as an adviser. Therefore we dismiss this
alegation.

[para 409]

Canadian Global Investment, Bilinski, Lamblin and Arnot argued that all conflicts of
interest were disclosed in the offering memoranda of Canadian Global Real Estate,
Pacific Bowling, Gorlan Trailer, Columbia Ostrich (VCC) and Eagle Court. They argued
that investorsin Canadian Global Financial were provided with adequate disclosure of
the potential conflicts by way of the business plan, corporate chart and Bilinski’s
accompanying explanation. They argued that while disclosure of the conflicts might not
have been in the correct form, in substance there was adequate disclosure of the conflicts
of interest.

[para 410]

We disagree. Sections 75 to 85 in Division 11 of the Rules Registrants’ Conflicts of
Interest include a series of requirements that are intended to specifically draw attention to
the registrant’ s conflicts of interest so that the clients may properly consider the issue of,
and risks associated with, the conflicts in a particular securities transaction.
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[para411]
Section 75(1) begins by defining those relationships that create the conflicts that involve
these provisions. The relevant ones are defined as follows:

“connected party” means, in respect of aregistrant,

(a) aperson that has any indebtedness to, or other relationship with,

(i) the registrant,

(i) arelated party of the registrant,

(iii) apartner, director or officer of the registrant or of arelated party of the
registrant, or

(b) any related party of the person first referred to in paragraph (a),

if, in respect of aninitial distribution of securitiesissued by or held by the person
first referred to in paragraph (@) or the related party referred to in paragraph (b),
the indebtedness or other relationship may under the circumstances lead a
reasonabl e prospective purchaser of the securities to question whether the
registrant and the person or the registrant and the related party, as the case may
be, are independent of each other, whether or not the indebtedness or other
relationship isamaterial fact...

“related party” means, in respect of a person, any other person that is
() related to that person under subsections (2) to (4),
(b) deemed to be arelated party under subsection (5), or
(c) designated under section 76 to be arelated party;

(2) For the purposes of this Part, each of 2 personsisrelated to the other if
(a) ether influences the other,
(b) both influence the same third person, or
(c) both are influenced by the same third person.

(3) For the purposes of subsection (2), a person influences another person if,
through the beneficial ownership of or exercise of control or direction over, or
through a combination of such ownership of or cortrol or direction over,
() voting securities of that other person,
(b) securities currently convertible or exchangeable into voting securities of
that other person, or
(c) securities carrying a currently exercisable right to acquire voting securities
of that other person or to acquire convertible or exchangeable securities
referred to in paragraph (b),
whether directly or indirectly and whether alone or in combination with one or
more persons, the person exercises a controlling influence over the management
and policies of that other person.
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(4)For the purposes of subsection (2) and without limiting the generality of
subsection (3), a person, in the absence of evidence to the contrary, is deemed to
influence another person if the first person

(a) beneficially owns or exercises control or direction over securities that
constitute in the aggregate more than 20% of the outstanding securities of any
class or series of voting securities of that other person, or
(b) would, upon conversion, exchange or exercise of any security or right
referred to in subsection (3) (b) or (c), beneficially own or exercise control or
direction over securities that would constitute in the aggregate more than 20%
of the outstanding securities of any class or series of voting securities of that
other person,
whether directly or indirectly and whether alone or in combination with one or
more other persons.

(5) For the purposes of this Part, if any 2 persons are related parties of the same
other person, those 2 persons are deemed to be related parties of each other.

[para412]

Under these provisions we find Canadian Global Financial, Private Ventures Investment,
Canadian Global Real Estate and Columbia Ostrich (V CC) were related parties of
Canadian Global Investment and that Pacific Bowling, Gorlan Trailer and Eagle Court
were connected parties of Canadian Global Investment.

[para413]

Under section 77(1) and (3)(a) of the Rules, every registrant must file a Conflict of
Interest Rules Statement, Form 69, that clearly discloses these defined relationships. The
section and the Statement describe when, and manner by which, disclosure must be made
of aconflict of interest relating to a particular securities transaction.

[para414]

Section 79(1) of the Rules, Limitations on Trading, provides that registrants must not buy
or sell asecurity on behalf of any client if the security isissued by the registrant or a
related party of the registrant, or is being issued in aninitial distribution by a connected
party of the registrant, unless the registrant has, before entering into an agreement of
purchase and sale for the security, delivered the registrant’ s current Conflict of Interest
Rules Statement to the client or orally informed the client of all of the information and
changes that are required to be disclosed in the Satement.

[para 415]

Canadian Global Investment did not deliver, or orally provide all of theinformation in, a
current Conflict of Interest Rules Statement to any of its clients who purchased the
securities of Canadian Global Financial, Private Ventures Investment, Canadian Global
Real Estate, Columbia Ostrich (VCC), Pacific Bowling, Gorlan Trailer and Eagle Court
as required under section 79(1) of the Rules.
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[para 416]

Section 36 of the Rules requires aregistrant, when it buys or sells securities on behalf of
aclient, to promptly send to the client awritten confirmation of the trade, including
prescribed particul ars describing the trade. Section 80(1) of the Rules, Confirmation and
Reporting of Transactions, provides that when aregistrant, on behalf of aclient, buys or
sells securities issued by the registrant or arelated party of the registrant, or issued in an
initial distribution by a connected party of the registrant, the registrant must disclose this
in the confirmation of trade that is sent to the client under section 36 of the Rules.

[para417]

Canadian Global Investment did not send to any of its clients who purchased the
securities of Canadian Global Financial, Private Ventures Investment, Canadian Global
Real Estate, Columbia Ostrich (VCC), Pacific Bowling, Gorlan Trailer and Eagle Court,
a confirmation of trade that disclosed the information as required under section 80(1) of
the Rules.

[para 418]

Section 83(1) of the Rules provides that a registrant must not recommend a client buy or
sell asecurity if the security isissued by the registrant or related party, or is being issued
inaninitia distribution by a connected party of the registrant. However, section 83(3) of
the Rules provides that the prohibition in 83(1) does not apply unless the
recommendation isin writing and made in a public medium of communication.

[para419]

In our view, staff did not provide evidence to prove that Canadian Global Investment
made written recommendations in a public medium of communication that clients
purchase securities of related or connected parties. Accordingly, we dismiss the
allegation that Canadian Global Investment breached section 83(1) of the Rules.

[para 420]

In the circumstances we find that Canadian Global Investment contravened sections 79(1)
and 80(1) of the Rules. These breaches were not isolated or technical breaches of the Act
by a generally compliant registrant but part of a consistent pattern of non-compliance.

[para421]

Again, we find that although not specifically aleged in the notice, but alleged in staff’s
opening statement and responded to, Bilinski, Lamblin and Arnot as directors and senior
management must take responsibility for Canadian Global Investment’s failure to comply
with the conflict of interest rules.

[para422]
Did Canadian Global Financial distribute its shareswithout a prospectus?
Staff alleged that:
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1. Canadian Global Financia did not qualify its shares for distribution to the public
under section 61 of the Act. Rather, the shares were sold under various
exemptions from the registration and prospectus requirements of sections 34 and
61 of the Act.

2. The Canadian Global Financial shares were sold in reliance upon the private
issuer exemption contained in sections 46(j) and 75(a) of the Act, aswell asin
reliance on exemptions from the registration and prospectus requi rements that
required the use of an offering memorandum.

3. However, the Canadian Global Financial shares were offered for sale to the public
without an offering memorandum. In the result, there was no exemption from the
registration and prospectus requirements available to alow the distribution of the
Canadian Global Financia shares to the public.

4. Asaresult, Bilinski, Lamblin and Friesen sold the Canadian Global Financial
shares to clients of Canadian Global Investment contrary to sections 34 and 61 of
the Act.

[para 423]

Staff alleged that in selling Canadian Global Financial sharesto the public, Bilinski,
Lamblin and Friesen breached the registration provisions in section 34(1) of the Act. We
disagree. Bilinski, Lamblin and Friesen were registrants and therefore did not need an
exemption from registration under section 34(1) of the Act. Accordingly, we dismiss the
allegation.

[para 424]

Canadian Globa Financial does not dispute that it did not file a prospectus to distribute
its Class B and Class C common shares. Instead, Canadian Global Financial argued it
sold and distributed these securities in two stages under various exemptions from the
prospectus requirements in section 61 of the Act.

[para 425]

In the first stage, which we deal with first, Canadian Global Financial said it relied on the
private issuer exemption contained in sections 46(j) and 75(a) of the Act. In the second
stage it sold its shares relying on exemptions from the prospectus requirements that
required the use of an offering memorandum. Canadian Global Financia admitted that
whileit distributed its shares in this second stage without an offering memorandum, it did so
based on legal advice. The third stage concerns promissory notes issued by Canadian
Global Financial. We will deal with these when we deal with the promissory notes issued
by Private Ventures Investment.

[para 426]
Did Canadian Global Financial improperly distribute shares under the private
issuer exemption?
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Bilinski and Lamblin argue that they were entitled to, and did, rely on the private issuer
exemption when they sold Canadian Global Financial sharesto thefirst 48 purchasers. They
argue that these 48 purchasers were close friends and should not be categorized as
members of the public. Furthermore they argue that these investors were given all the
necessary information by way of the proposed business plan and various corporate charts
to decide whether to invest in Canadian Global Financial.

[para 427]

Staff argue that the private issuer exemption cannot apply where the securities offered for
sale are being sold to persons who are members of the public, in this case clients of
Canadian Global Investment. Staff argue that Canadian Global Financial lost its private
issuer status when it made its first trade to Rudi Hintsche on October 19, 1998. Hintsche
was a member of the public requiring the protection of the Act.

[para 428]
The relevant legidlation follows.

[para 429]
“Distribution” is defined in section 1(1) of the Act to include “ (@) atrade in a security of
an issuer that has not been previously issued”.

“Private issuer” isdefined in section 1(1) of the Act as an issuer that is not areporting
issuer, does not have more than 50 shareholders and has not distributed any of its shares
to the public.

[para 430]
“Security” is defined in section 1(1) of the Act to include
() adocument, instrument or writing commonly known as a security,

(c) adocument evidencing an option, subscription or other interest in or to a
security,

(d) abond, debenture, note or other evidence of indebtedness, share, stock, unit,
unit certificate, participation certificate...

[para431]
“Trade” isdefined in section 1(1) of the Act to include:
(a) adisposition of a security for valuable consideration whether the terms of
payment be on margin, instalment or otherwise

(f) any act, advertisement, solicitation, conduct or negotiation directly or
indirectly in furtherance of any of the activities specified in paragraphs (a) to
(e).

[para432]
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Section 46(j) of the Act provides that, subject to the regulations, a person may, without
being registered under section 34(1)(a) of the Act, trade in the securities of a private
issuer if the securities are not offered for sale to the public.

[para 433]
Section 61 (1) of the Act provides that:
Unless exempted under this Act or the regulations, a person must not distribute a
security unless a preliminary prospectus and a prospectus respecting that security
(a) have been filed with the executive director, and
(b) receipts obtained for them from the executive director.

[para 434]
Section 75 of the Act provides that section 61 does not apply to:
(a) adistribution of a security described in section 46 (@) to (1)...

[para 435]
Section 133 of the Rules provides.
An offering memorandum required to be delivered in connection with a distribution
under section 128 (a), (b) or (c) of these rules, or delivered in connection with a
distribution under section 128 (h) of these rules, must
(a) be delivered to the purchaser before an agreement of purchase and saleis
entered into, ...

[para 436]

In essence a private issuer is a private company with less than 50 shareholders. Private
issuer statusislost when an issuer exceeds 50 security holders or when the issuer
distributes voting or equity securities (other than debt securities) to the public. Once the
first trade is made to a member of the public, the issuer can no longer use the private
issuer exemption.

[para 437]

Theterm ‘public’ is not defined in the Act. However, the Commission discussed who is
the ‘public’ for the purposes of the private issuer exemption in section of 4.2 of Local
Policy 3-24, now BCP 45-601. The policy stated that the “common law interpretation of
the public, in the context of securities trading, is very broad. Whether apersonisa
member of the public must be determined on the facts of each case based on the "need to
know" and "common bonds" tests that have developed in the common law.

[para 438]

The policy went on to provide alist of persons who, for the purposes of the definition of
private issuer in section 1(1) of the Act and the exemption in section 46(j) of the Act,
would not be considered to be members of the public. Close friends were not included on
the list whereas existing shareholders, directors and officers and immediate family
members were.




2002 BCSECCOM 102

[para 439]

By not including close friends the Commission determined that this term is not precise
enough to identify persons that, for the purposes of the private issuer exemption, would
not be considered as members of the public in any circumstances. Therefore, whether a
person whom adirector of the issuer considers a close friend is not a member of the
public depends on the facts involved and to what extent the “need to know” and
“common bonds’ tests have been met.

[para 440]

The “need to know” test is met when persons have access to the kind of information that
would normally be disclosed in an offering document or when persons have a certain
amount of sophistication about making investment decisions enabling them to fend for
themselves. These kinds of persons do not need the statutory protections a prospectus
would provide. The “common bonds’ test focuses on the relationship between the seller
of the securities and the persons to whom the securities are being offered. Frequently the
“common bonds’ test is met when the person:

1. has known the officer or director for a number of years,

2. through personal knowledge and friendship, isin a position to assess the
capabilities and the trustworthiness of the officer or director, and

3. islikely to receive the same moral commitment from the officer or director as
would afamily member of the officer or director.

[para441]

Staff referred us to the case SEC v. Ralston Purina Co. (1953), 316 U.S. 159 (USSC) for
itsanalysis of what is meant by the “public” in the context of the private issuer exemption
and application of the “need to know” test.

[para 442]

In that case, Ralston Purina permitted certain key employeesto purchase its treasury
stock if, upon their own initiative, they sought to make such a purchase. The legislation
provided an exemption from the filing requirements for securities transactions by an
issuer not involving any public offering. The question before the Court was whether the
sales of the securities to the key personnel fit within the exemption, as sales not made to
the “public”. On appeal to the U.S. Supreme Court, the Court held that the transactions
did not fit the exemption, as the employees were members of the “public” based on the
facts of the case.

[para 443]
The Supreme Court stated at para.18:

The exemption, as we construe it, does not deprive corporate employees, as a
class, of the safeguards of the Act. We agree that some employee offerings may
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come within section 4 (1), e. g., one made to executive personnel who because of
their position have access to the same kind of information that the Act would
make available in the form of aregistration statement [the equivalent of a
prospectusin B.C.]. Absent such a showing of special circumstances, employees
are just as much members of the investing “public” as any of their neighboursin
the community.

And further at para. 19 it stated:

... onceit is seen that the exemption question turns on the knowledge of the
offerees, the issuer’ s motives, laudable though they may be, fade into irrelevance.
The focus of inquiry should be on the need of the offerees for the protections
afforded by registration. The employees here were not shown to have accessto
the kind of information which registration [a prospectus] would disclose. The
obvious opportunities for pressure and imposition make it advisable that they be
entitled to compliance with [the prospectus requirements.

[para 444]

A purpose of securities legidation isto protect the public. When the persons to whom the
offer is being made do not have, or do not have access to, the kind of information that an
offering document would provide, then they are considered to be the public. Ralston
Purina suggests that in view of the broadly protective purposes of securities legislation, it
isreasonable for the issuer who relies on the exemption to prove that the purchasers had
access to the kind of information that an offering document would disclose. We agree.
We also agree with staff that Canadian Global Financial has not discharged this burden.

[para 445]

First of all, Canadian Global Financia did not call any evidence to show that the trade
with Hintsche was something other than a trade with a member of the public. He was an
existing client of Canadian Global Investment. There was no suggestion that he was a
relative of the directors or that he had access to the kind of information that an offering
document would disclose. The only information Bilinski said was given to clients like
Hintsche who purchased shares under the private issuer exemption, was the ever-
changing corporate chart and proposed business plan, which Bilinski conceded contained
inaccuracies.

[para 446]

We find that Hintsche was a member of the public who was entitled to the protections of
the Act. Canadian Global Financial shares were not previously issued securities. We find
that Canadian Global Financial lost its private issuer status with the sale of its shares to
Hintsche on October 19, 1998, and could no longer rely on the private issuer exemption.
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[para 447]

Secondly, athough it is not necessary to go beyond the Hintsche sale, it is useful to look
at who invested under the private issuer exemption. Most of the other 47 investors were
also retail clients of Canadian Global Investment. None of them were close friends or
family of Bilinski and Lamblin. They were precisely the kind of persons that required the
protection of the Act. We need only to refer to the case of Mrs. Raymond. Bilinski and
Lamblin said they believed that Canadian Global Financia could continue to rely on the
private issuer exemption for itsfirst 50 shareholders aslong as the investors were “close
friends and family” . Indeed this was how they were described on their internal list.
However, as Mrs. Raymond testified, the characterization of her as Lamblin’s close
friend was not true but done to show she met the conditions of the exemption. Most of
these investors trusted Bilinski and Lamblin as their registered representatives to “do the
right thing” for them. Their characterization of these clients as “close friends and family”
was a clear abuse of the exemption.

[para 448]

The “obvious opportunities for pressure and imposition” referred to in Ralston are
substantially more pronounced and egregious here considering the conflicts of interest of
Bilinski and Lamblin and the fiduciary relationship they had with these clients.
Beginning with Hintsche, Canadian Global Financial used the private issuer exemption in
away that deprived investors of the safeguards of the Act.

[para 449]

Accordingly, we find that Canadian Global Financial when it purportedly relied on the
private issuer exemption, distributed shares to these 48 investors contrary to section 61 of
the Act. We also find that Bilinski, Lamblin and Friesen in participating in the same acts
as Canadian Global Financia contravened section 61 of the Act.

[ para 450]

Did Canadian Global Financial improperly distribute shares under the
sophisticated purchaser exemptions?

Bilinski and Lamblin admitted that when Canadian Global Financia had exhausted the
private issuer exemption, they continued to sell its sharesrelying on the prospectus
exemptions in section 128(a) and (b) of the Rules. They admit they did so without
providing an offering memorandum to investors. They said that this was done based on legal
advice.

[para 451]

Staff argue that reliance on legal advice can never be a defence to liability considering
the relevant legidative provisions. Staff argue that Canadian Global Financial and its
principals, either did not receive the legal advice they claim to have received, or having
received it, they chosetoignoreit.

[para 452]
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Under sections 128 (@) and (b) and 133 of the Rulesit is mandatory for an issuer to deliver
an offering memorandum to the purchasers before an agreement of purchase and saleis
entered into. Thisisadtrict liability provision for which there is no due diligence defence.

[para 453]

Bilinski, Lamblin and Friesen, had their clients sign the subscription agreement (the
agreement of purchase and sale) and pay for the sharesin advance. Bilinski, Lamblin and
Friesen told clients that they would receive their shares and an offering memorandum in due
course. Canadian Global Financia did not deliver an offering memorandum to these
purchasers before the purchasers signed the agreement of purchase and sale. Furthermore
Canadian Global Financial did not sign the agreement of purchase and sale confirming it
had accepted the purchasers subscriptions although it proceeded to spend the funds the
purchasers advanced to pay for their shares.

[para 454]

In our ruling of November 26, 1999, we stated that using this structure was prima facie
abusive and contrary to the public interest. No evidence has been introduced in this
hearing that would cause us to come to a different conclusion. Indeed, now that we have
heard from several investors and the respondents and reviewed the documentary
evidence, we confirm that our initial concerns were well founded. Investors were severely
prejudiced. It isuseful to repeat some of our preliminary conclusions, which in light of
the evidence, we adopt here.

It isclear that not only did the investor make a decision to invest his funds without
the benefit of the required disclosure afforded in an offering memorandum prepared
in accordance with the Act, the investor’ s right to the return of the funds advanced
was for al practical purposes non-existent.

Such a structure obvioudly defeats the clear purpose of the Act, which isto ensure
investors have before them the required disclosure about the securities before they
commit and deliver up their money to purchase the securities. The terms allowing
the company to “finalize the subscription by “formally” accepting it at the time of
closing isacrude attempt to rationalize an ill-founded belief that no trade of a
security has occurred until the company “formally” accepts the subscription
agreement and therefore no offering memorandum need be delivered to the investor
until that time. Treating these subscription funds as “ advances’ to allow the
company to spend the funds immediately and yet purporting to preserve the
investor’s right to an offering memorandum prior to aforma ‘closing’ of the
subscription isillusory. This approach ignores the plain meaning of ‘ security’ and
‘trade’ as defined in the Act and undermines the protective purpose of section 133 of
the Rules B.C. Reg. 194/97, which isto deliver the offering memorandum to
prospective investors before adecision is made to subscribe to the issue so that the
decision to commit an investor’smoney is an informed one. In our view such a
structure is prima facie abusive and prejudicia to the public interest.




2002 BCSECCOM 102

[para 455]

Accordingly, we find that Canadian Global Financial breached section 61(1) of the Act
each time when, relying on the prospectus exemptions in section 128(a) and (b) of the
Rules, it distributed previously unissued securities without having delivered an offering
memorandum to purchasers before an agreement of purchase and sale was entered into.

In addition to its failure to deliver an offering memorandum which resulted in this breach,
Canadian Global Financia had no legal right to spend the purchasers' subscription funds
without having first signed the purchase agreement. As aresult of Bilinski, Lamblin and
Friesen participating in the distribution of Canadian Global Financial shares, we find that
they breached section 61(1) of the Act.

[ para 456]

However this does not end the matter. The question left is— can the board of directors
be held responsible for Canadian Global Financial’s breach of section 61(1) of the Actin
light of the legal advice given?

[para 457]

Canadian Global Financial and its directors Bilinski, Lamblin and Arnot, have argued
throughout these proceedings that they specifically sought and received the advice of a
senior securities lawyer when Canadian Global Financia started selling its own exempt
securities because they wanted to make sure that they were doing things right. They argue
that it was prudent for them to do so and they should not be held to account for relying in
good faith on advice they say was wrong. As a consequence, they say Canadian Global
Financial and its directors and senior management should not be liable for any
consequent breaches founded on that advice nor should its investors suffer for the
negligence of counsel.

[para 458]

In our view, Poznanski was very firm and unequivocal in stating that at no time did he, or
his firm, advise the respondents that once the private issuer exemption was exhausted,
Canadian Global Financia could continue to distribute securities without an offering
memorandum having been first delivered to potential investors. He did not back off from
this position even though he conceded that the subscription agreement was not drafted as
carefully asit could have been. We found Poznanski to be a credible witness.

[para 459]

We aso heard from each of the respondents and Don Wilson. They understood the legal
advice from Poznanski and his firm to mean that investors could sign the subscription
agreements and advance their subscription funds to the company prior to the delivery of
the offering memorandum as long as the subscription agreements were not formally
accepted by Canadian Global Financial.

[para 460]
We can see why the respondents came to this understanding when we review the
documents, including the Canadian Global Financial subscription agreement with the
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attached schedules and the cover fax with Lee’ s enclosed note. Their testimony also
seemed credible on this point.

[para 461]

Whether there was a breakdown in communication or whether there was simply a
misunderstanding as to what the actual legal advice was, is not entirely clear and we
make no finding in that regard. What was clear was that fact that Canadian Global
Financial used the subscription agreements to raise, and use, money from investors
without delivering an offering memorandum to them.

[para 462]

It isalso clear to us, and we find, that Bilinski, Lamblin and Arnot had an honest belief
that Canadian Global Financial received legal advice confirming that it could raise money
by selling shares to investors without first giving them an offering memorandum. This
was based on their belief that investors could sign the subscription agreements and
advance subscription funds to Canadian Global Financial prior to the delivery of the
offering memorandum as long as the subscription agreements were not formally accepted
by Canadian Global Financial.

[para 463]

Wefind that Bilinski, Lamblin and Arnot took reasonable and prudent steps as directors
when they engaged a senior securities lawyer to help Canadian Global Financial with its
intended financings. In our view they are entitled to rely on the advice they believed they
received as a defence to allegations against them as directors and officers responsible for
Canadian Global Financial’s breach of section 61(1) of the Act relating to shares issued
relying on the exemptions in section 128(a) and (b) of the Rules.

[para 464]

Werethe promissory notesissued by Canadian Global Financial and Private
Ventures Investment securities and wer e they distributed without a prospectus?
Staff alleged that:

1. the promissory notesissued by Canadian Globa Financial and Private Ventures
Investment were securities distributed contrary to sections 34 and 61 of the Act.

2. Canadian Global Financial and Private Ventures Investment could not rely on the
private issuer exemption and the trading exemptions in sections 89 (@) and (b) and
the corresponding prospectus exemptionsin sections 128(a) and (b) of the Rules
to distribute the promissory notes.

3. Lamblin sold Canadian Global Financial promissory notesto clients of Canadian
Global Investment contrary to sections 34 and 61 of the Act.
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4. Bilinski, Lamblin, Friesen and Price sold Private Ventures Investment promissory
notes to clients of Canadian Global Investment contrary to sections 34 and 61 of
the Act.

5. Bilinski, Lamblin, Friesen and Price sold Private Ventures Investment promissory
notes to clients of Canadian Global Investment and represented that the funds
raised would be used to finance related issuers, including Envirosonics, Gorlan
and Arc Sonics International Ltd. In some cases the respondents misrepresented
to Private Ventures Investment noteholders that their investment was in
Envirosonics, Gorlan or Arc Sonics, when it was not, contrary to section 50(1)(d)
of the Act.

[para 465]

The respondents named in these allegations conceded that no prospectus or offering
memorandum was prepared in relation to the promissory notes. They considered the
promissory notes to be short term loans to Canadian Global Financial and Private
Ventures Investment and not securities. In the alternative, they argued that they could
rely on the private issuer exemption.

[ para 466]

The definition of security in section 1(1) includes a note or other evidence of
indebtedness. Based on this definition alone we find that Canadian Global Financial and
Private Ventures Investment’ s promissory notes were securities. The case law referred to
us by staff also comes to the same conclusion without the benefit of a specific statutory
definition of security that includes a promissory note. See Pacific Coast Coin Exchange
v.0.SC,, [1978] 2S.C.R. 112. (S.C.C.) and Revesv. Ernst & Young 494 U.S. 56
(Supreme Court of the United States).

[para 467]

With the exception of the person to whom Price sold a promissory note and Lamblin’sin-
laws, al of the Private Vertures Investment and Canadian Global Financial promissory
noteholders were clients of Canadian Global Investment. Bilinski, Lamblin, Friesen and
Price did not produce any evidence, to show that the noteholders were not the public,
except for Lamblin’s in-laws who we find meet the * common bonds’ test referred to
earlier. All others were members of the public requiring protection of the Act. Wefind
that Private Ventures Investment and Canadian Global Investment could not rely on the
private issuer exemptionin issuing the promissory notes.

[para 468]

Canadian Global Financial and Private Ventures Investment also argue that they were
entitled to rely on the trading exemptionsin section 89 (a) and (b) of the Rules and the
corresponding prospectus exemptions in section 128(a) and (b) of the Rules. However
these exemptions require that an offering memorandum be delivered to prospective
investors. No offering memorandum was prepared for either of these two issuers.
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[para 469]

According to Price, Private Ventures Investment decided to raise funds by promissory
note because there was no time to prepare a ‘traditional offering memorandum’. He
believed, and advised Bilinski, that this was legal aslong as an offering memorandum,
which he understood was being prepared for Envirosonics, followed shortly thereafter.
This belief was based not on alegal opinion but on a conversation Price had with a
certified financial planner indirectly involved in the project. In light of the discussions the
respondents were having with counsel about how the issuers they were involved with
were raising financing under the statutory exemptions, we are surprised that Poznanski
was not asked about promissory notes until sometime in the summer of 1999. It is
interesting, at best, to note that once Price was told that a promissory note was a security
under the Act he made no further inquiry as to whether it was appropriate to raise funds
by promissory note without an offering memorandum. He of course knew that this was
what Private Ventures Investment was in the process of doing.

[para 470]

Rather than lose the opportunity to raise money quickly and lose the rights to the
Envirosonics technology, Price and Private Ventures Investment were prepared to cut
cornersto the serious prejudice of the investors. Their approach was to get the money
first because it was believed to be urgent and worry about the paper |ater.

[para471]

As a consequence, no prospectus or offering memorandum for Envirosonics, Arc Sonics
or Private Ventures Investment was prepared and delivered to investors before they gave
up their money. This understanding of convenience was carried over to Canadian Global
Financial when it used promissory notes to raise funds.

[para472]

However, because Canadian Global Financial and Private Ventures Investment did not
deliver an offering memorandum to investors before selling the promissory notes, the
prospectus exemptions in sections 128(a) and (b) of the Rules were not available.

[para473]

The Canadian Global Financial and Private Ventures Investment promissory notes, with
the exception of a Private Ventures Investment note sold by Price, were sold by
registrants. The Canadian Global Financial and Private Ventures Investment promissory
notes were not previously issued securities.

[para474]

We find that Private Ventures Investment distributed its promissory notes contrary to
sections 34(1) and 61(1) of the Act. We find that Price distributed Private Ventures
Investment promissory notes contrary to sections 34(1) and 61(1) of the Act. Finally we
find that Bilinski, Lamblin and Friesen distributed Private Ventures Investment
promissory notes contrary to section 61(1) of the Act.
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[para 475]
We find that Canadian Global Financial distributed promissory notes contrary to 61(1) of
the Act. We aso find that Lamblin distributed promissory notes contrary to section 61(1)
of the Act.

[para 476]

Staff’s final allegation in this section isthat “In some cases the respondents
misrepresented to Private Ventures Investment notehol ders that their investment was in
Envirosonics, Gorlan or Arc Sonics, when it was not, cortrary to section 50(1)(d) of the
Act.”

[para477]
We find that staff did not produce the evidence to prove the allegation and we dismissiit.

[para478]

Did Canadian Global Financial make misrepresentationsin its business plan?

Staff alege in the notice of hearing that the following statements made in Canadian
Global Financial’s business plan were prohibited representations made contrary to section
50(1)(c) of the Act:

“[Canadian Global Financial] is currently in the process of development and/or
acquisition of a Public Company, in preparation for a future transition of assets. It
is anticipated that the process will take up to two years to complete” and “It isthe
further intention of [Canadian Global Financial] to market the public shares at
approximately $2.50 per share.”

[para479]

Staff subsequently argued in their final submissions that these statements were also
misrepresentations under section 50(1)(d) of the Act. We do not intend to consider the
allegation concerning section 50(1)(d) as it was not in the notice of hearing and the
respondents first had notice of it in staff’ s final submissions.

[para 480]
Section 50 (1)(c) of the Act provides:
A person, while engaging in investor relations activities or with the intention of
effecting a trade in a security, must not do any of the following:
(c) represent, without obtaining the prior written permission of the executive
director,
(i) that the security will be listed and posted for trading on an exchange or
quoted on any quotation and trade reporting system, or
(i) that application has been or will be made to list and post the security
for trading on an exchange or quote the security on any quotation and
trade reporting system;
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[para 481]

We find that Canadian Global Financial’s statementsin its business plan that it “is
currently in the process of development and/or acquisition of a Public Company” and that
itsintention was “to market the public shares at approximately $2.50” cannot be
interpreted to fit within the meaning of the words in either of sub sections 50(1)(c)(i) or
(if). We conclude this because the statements do not refer in particular to Canadian
Global Financial securities being listed and posted for trading on an exchange, and those
were the securities being sold. Accordingly, we find that these statements were not

mi srepresentations within the meaning of section 50(1)(c) of the Act and therefore
dismiss the allegation.

[para 482]

Did the Columbia Ostrich (VCC) offering memorandum contain
misr epr esentations?

Staff alege that:

1. the Columbia Ostrich (VCC) offering memorandum dated December 1, 1999, was
not in the required form as required by section 133 of the Rules and therefore, any
distribution made under it was contrary to sections 34 and 61 of the Act and was
in breach of the Commission orders that required the distribution to be in
accordance with the Act.

2. form 20 reports of exempt distribution were not filed by Columbia Ostrich (VCC)
as required by sections 135 and 139 of the Rules.

3. the Columbia Ostrich (VCC) offering memorandum dated December 1, 1999,
contained misrepresentations and contradictions, including inaccurate statements
about the number of livestock on the farm, the potential revenues of the farm, the
associations of Columbia Ostrich (VCC) with related parties, the use of funds
raised by Columbia Ostrich (VCC) and arelated issuer, Rocky Mountain 11
Ostrich Farms and the valuation of the ostrich farms owned by Rocky Mountain 11
and Columbia Ostrich Farm.

4. in December 1999, Friesen and Lamblin sold Columbia Ostrich (VCC) securities
to clients of Canadian Global Investment knowing of the deficienciesin the the
offering memorandum and therefore they participated in anillegal distribution of
those shares contrary to section 61 of the Act and contrary to the Commission
orders

5. Bilinski, as ade facto director of Columbia Ostrich (VCC), failed to ensure that
the offering memorandum was in proper form and thereby participated in an
illegal distribution of those shares contrary to section 61 of the Act

[para 483]
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Bilinks argued that with the exception of the addendum to the December 1999,
Columbia Ostrich (VCC) offering memorandum, the offering memorandum was “in
order”.

[para 484]
Section 1(1) of the Act defines "misrepresentation” to mean
(@) an untrue statement of a material fact, or
(b) an omission to state a materia fact that is
(i) required to be stated, or
(i) necessary to prevent a statement that is made from being false or
misleading in the circumstances in which it was made;

and defines "material fact" to mean
where used in relation to securities issued or proposed to beissued, afact that
significantly affects, or could reasonably be expected to significantly affect, the
market price or value of those securities;

[ para 485]
Section 133 of the Rules provides the offering memorandum must be in the required form
and certified by at least two directors confirming that it contains no misrepresentations.

[ para 486]

The Columbia Ostrich (V CC) offering memorandum did not contain a certificate of at
least two directors certifying that it did not contain any misrepresentations. The failure to
have such a certificate attesting to the truth and accuracy of the statements made in the
offering memorandum is a serious deficiency that goes to the very validity of the offering
memorandum. We find that an offering memorandum without a proper certificate is not
an offering memorandum in the required form as prescribed under section 133 of the
Rules.

[para 487]

The unusual addendum attached to the offering memorandum Bilinski said was ssmply to
“clarify information already in the offering memorandum but deemed not to be as
understandable as it could or should be” could not act as a substitute for the certificate
nor could it rectify an aready deficient offering memorandum.

[para 488]

We find that Columbia Ostrich (VCC) did not file any Form 20 reports of exempt
distribution under sections 135 and 139 of the Rules as required. We find Columbia
Ostrich (VCC)’s December 1999 offering memorandum was not in the required form as
required by section 133 of the Rules because it did not contain the required directors
certificate attesting to its accuracy. We find that as a consequence there was an illegal
distribution of Columbia Ostrich VCC shares contrary to section 61(1) of the Act and
contrary to the outstanding Commission’s orders, which required that any distribution
comply with the Act.
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[para 489]

However, Columbia Ostrich (VCC)’ s regulatory problems do not end here. Dan
Bilinski’ s obvious conflicts of interest, manifested in his dealings with his cousin Dave
Bilinski, operated to the prgjudice of the Columbia Ostrich (V CC) investors. By his own
admission, Bilinski appears to have acted as a de facto director of Columbia Ostrich
(VCC). In our view, the evidence overwhelmingly supports this admission. A review of
the company’ s origins and history, including Price's version of events, can lead to no
other reasonable conclusion other than he was the company’ s directing mind right
through to the preparation of theill-fated December 1999 offering memorandum. There
too he directed, in large part, what kind of disclosure was to be made. He convinced
Parent to proceed with it because money was desperately needed for the farm.

[ para 490]

One of the consequences of this was that the disclosure in the offering memorandum was
entirely inadequate. For the most part it was misleading by omission of material facts.
Reflecting Bilinski’ s general approach, disclosure for investorsin December 1999 was
focused entirely on his optimistic vision of the future on a‘going forward basis' as
opposed to redlity. This approach was echoed by Lamblin when he believed Parent was
doing the investors a disservice by “focusing on the negative observations that he had
rather than concentrating on what in fact, if anything, could be doneto ... take the farm
and take advantage of the industry on agoing forward basis’.

[para491]

However, Parent’ sinitial refusal to certify the December 1999, offering memorandum
based on his belief that the memorandum did not adequately disclose the true state of the
ostrich farm’s affairs was well founded. On these points we found him to be a credible
witness and where his evidence differed from the testimony of Dan Bilinski, we preferred
the testimony of Parent. Unfortunately Parent was persuaded by Bilinski to allow the
unorthodox offering memorandum to go forward.

[para 492]

The inadequate disclosure could not be remedied by Bilinski’ s assurance that investors,
who were prepared to put money in to keep the birds alive, knew full well what the
condition of the farm was, how many birds there were last year and how much had been
paid for consulting fees. Nor could investors become adequately informed about the
business and affairs of the farm simply by attaching Parent’ s itemized concerns.
Bilinski’ s optimistic and rosy vision of the farm’s future in his addendum was at odds
with what was in the offering memorandum and reality. The addendum was not as
Bilinski stated, sufficient “to insure the investors of the status of their investment”. Nor
was Parent’ s attached | etter.

[para 493]
The cut and paste approach did not come close to providing investors with the level of
disclosure to which they were entitled. There were material omissions concerning
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Columbia Ostrich Farm'’ s operating history, the number of live birds produced over the
years, the costs in operating the farm and raising these birds and the costs to Columbia
Ostrich (VCC) investors as aresult of the financial assistance given to Dave Bilinski and
his companies.

[para 494]

Furthermore, the description of the transactions involving Dave Bilinski and four of his
companies was virtually impossible to understand. There was no meaningful description
of the exact nature and effect on these transactions on Columbia Ostrich Farm and
Columbia Ostrich (VCC). There was no independent support for the $2 million valuation
of the ostrich farms owned by Rocky Mountain 11 and Columbia Ostrich Farm. These
were material facts that needed to be disclosed to prevent the statements made from being
misleading.

[para 495]

We find that there were misrepresentations about the number of livestock on the farm, the
ability of the farm to produce live birds, the costs of raising the birds, the nature of the
transactions involving Dave Bilinski and his companies and, because the figures were
without foundation, the valuation of the ostrich farms owned by Rocky Mountain |1 and
Columbia Ostrich Farm.

[ para 496]
Accordingly, we find that the offering memorandum contained misrepresentations about
the business and affairs of Columbia Ostrich (VCC) contrary to section 133 of the Rules.

[para 497]

We find Bilinski as a de facto director wasin large part responsible for these
misrepresentations and that he failed to ensure that Columbia Ostrich (VCC)’s offering
memorandum was in the required form. As a consequence we find that he distributed
Columbia Ostrich (V CC) shares contrary to section 61(1) of the Act.

[para 498]

However, we do not find that staff have proved the allegation that Friesen and Lamblin
sold Columbia Ostrich VCC sharesto clients on the basis of an offering memorandum
they “knew to be deficient”. Accordingly this allegation is dismissed.

[para 499]
Did the individual respondents breach the Commission’s orders?
Staff alleged that:

1. in November and December 1999, Bilinski, Friesen and Gordon-Carmichadl,
breached the orders of the Commission by facilitating the sale of Canadian Global
Real Estate securities to three residents of British Columbia
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2. in December 1999 Friesen and Lamblin breached the orders of the Commission
by selling securities of Columbia Ostrich (VCC) to residents of British Columbia.

3. Global Canadian Financial Group, Global Canadian Investment Corporation,
Bilinski, and Lamblin directly solicited prospective clients inside and outside of
British Columbia through a website for the purpose of effecting atrade in
securities, contrary to section 34(1) of the Act and in breach of Commission
orders.

4. Global Canadian Investment Corporation through a website held itself out as
being a mutual fund dealer, contrary to sections 50(1)(d) of the Act and contrary
to section 11 of the Rules.

[ para 500]

Section 50 (1)(d) of the Act provides that:
A person, while engaging in investor relations activities or with the intention of
effecting a trade in a security, must not do any of the following:

(d) make a statement that the person knows, or ought reasonably to know, isa
mi srepresentation.

[para 501]
Section 11 of the Rules provides that:
A person must not use

(b) any other words in connection with the business of a person, in away likely to
(c) deceive or mislead the public about the proficiency and qualifications of the
person to undertake the business of advising another with respect to investment in
or the purchase or sale of securities or exchange contracts

[para 502]

The effect of Commission orders when the trades for Canadian Global Real Estate took
place was that none of the individual respondents and Canadian Global Investment could
rely on the exemptions contained in the Act unless all of the requirements of the Act were
met, including sections 14 and 48 of the Rules and further, if atrade was not suitable, the
trade had to be effected through a dealer other than Canadian Global Investment.

[para 503]

The evidence shows that soon after the Commission issued its orders, the corporate
respondents became extremely pressed for money. With no money coming in they were
on the brink of insolvency by December 1999. Bilinski and Lamblin were frustrated by
the restraints in the orders and Edwards was recruited to help them. We find that the
purpose was to try and take advantage of Edwards' lack of registration status and avoid
the application of the suitability of investment rule. Bilinski attempted to isolate his and
Canadian Global Investment’ s involvement from Edwards and these trades.
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[ para 504]

We find that he did not in fact, nor could he in law, isolate Canadian Global Investment
from these transactions. These clients came to Edwards through Canadian Global
Investment. We find the trades of Canadian Global Real Estate despite, being
superficially effected through Edwards, were made under the umbrella of Canadian
Global Investment’ s registration as a mutual fund dealer.

[para 505]

Edwards and Bilinski’ s suggestions that he, Edwards, was totally independent from
Canadian Global Investment were specious. The persons he sold Canadian Global Real
Estate securities to were clients of Canadian Global Investment when they purchased the
exempt securities through him. As such they were entitled to the protections afforded by
aregistrant fulfilling its duties under section 14 and 48 of the Rules. None of them were
dealt with according to the standards described in sections 14 and 48 of the Act nor were
the transactions conducted according to Canadian Global Investment’s new compliance
regime. The consequences of this can be seen in the McGavin and Kreisz transactions,
which we already determined were unsuitable. As such they ought to have been referred
to aregistered dealer other than Canadian Global Investment. They were not.

[para 506]

We find that GordonCarmichael’ s participation in the Kreisz transaction was an act in
furtherance of atrade for which he received a significant portion of Edwards sales
commission. We find that Friesen’s participation in the McGavin transaction was an act
in furtherance of atrade for which he received a portion of Edwards sales commission.
We find that Bilinski facilitated both of these trades.

[para 507]

Although Bilinski tried to resign as adirector and had tried to surrender his registration,
the Director of Registration had not accepted it as surrendered until May 2000. Contrary
to what he may have thought, neither he nor Canadian Global Investment could walk
away from their duties as registrants. Accordingly, we find that Bilinski, Gordon-
Carmichael and Friesen sold Canadian Global Real Estate securities to clients of
Canadian Global Investment contrary to the Commission’s orders.

[ para 508]

The Columbia Ostrich (VCC) offering memorandum disclosed that the sale of the VCC
shares had to be made through alicensed securities dealer. This probably explains why
these transactions were not effected through Edwards. In any event, these investors were
clients of Canadian Global Investment and we find that they were entitled to the
protections afforded by aregistrant fulfilling its duties under section 14 and 48 of the
Rules and further to the Commission’s orders.

[para 509]
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This meant that these trades had to be suitable and had to be completed in accordance
with the Act and the new compliance and supervision procedures Canadian Global
Investment’ s designated compliance officer had implemented in November and
December 1999. First of al, we already found that the Columbia Ostrich (VCC) offering
memorandum was so deficient that it resulted in anillegal distribution contrary to the
Act. Furthermore, we have found Lamblin and Friesen sold these securitiesin
circumstances where the required forms for the purchases were not completed in
accordance with the Act and where they did not comply with the ‘ suitability of
investment’ rules.

[para 510]

Accordingly, we find that Lamblin and Friesen breached the Commission’s orders when
they sold Columbia Ostrich (VCC) sharesin December 1999 to clients of Canadian
Global Investment.

[para511]

We accept in large part Bilinski’ s explanation about how the Canadian Global website
was created and the use to which it was put. In our view, staff have not produced the
evidence to prove that Global Canadian Financial Group, Global Canadian Investment
Corporation, Bilinski, and Lamblin directly solicited prospective clients inside and
outside of British Columbia through this website for the purpose of effecting atrade in
securities.

[para512]
Accordingly, we dismiss this allegation and the allegation that Bilinski and Lamblin, by
creating the website, breached the Commission’s orders.

[para 513]

Similarly staff have not proved that Global Canadian Investment Corporation’s
statement, that it was a mutual fund dealer, was a breach of section 11 of the Rules or
section 50(1)(d) of the Act. Therefore we dismiss this aspect of the allegation as well.

Conclusion

[para 514]
Summary of key findings
In summary we found that:

1. Bilinski, Lamblin, Friesen and Gordon-Carmichagl, as registrants, failed to
comply with the *know your client’, *suitability of investment’ and ‘fair dealing’
rules when they sold their clients speculative, illiquid and highly risky securities
of companies under the umbrella of Canadian Global Financial.

2. Bilinski and Lamblin, as registrants, failed to comply with the ‘fair dealing’ rule
because their interests conflicted with their duty to their clients and they, Bilinski
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and Lamblin, preferred their own interests to those of their clients when they sold
them the exempt securities.

. Canadian Global Investment, as aregistrant, failed to:
(@) establish and apply proper compliance and supervision procedures
(b) maintain proper books and records

(c) comply with conflict of interestrules when it sold clients the exempt
securities

Bilinski, Lamblin and Arnot, as directors and senior management, were
responsible for Canadian Global Investment’ s failure to meet its regulatory duties
under the Act and Rules.

Bilinski, as Canadian Global Investment’s compliance officer, failed to:

(@) ensurethat Canadian Global Investment and its employees complied with the
Act and the Rules,

(b) ensure that new client accounts, including the *know your client’ forms, were
approved, and

(c) supervise transactions of Canadian Global Investment and its employees.

. Canadian Global Financial distributed its shares and promissory notes to the
public without a prospectus or an appropriate exemption, contrary to the Act and
Rules. Bilinski, Lamblin and Arnot as directors and senior management were
responsible for the failure of Canadian Global Financial to comply with the Act
and Rules. Bilinski, Lamblin and Friesen distributed Canadian Global Financial
shares contrary to the Act. Lamblin distributed Canadian Global Financial
promissory notes contrary to the Act.

Private Ventures Investment distributed promissory notes to the public without a
prospectus or an appropriate exemption, contrary to the Act and Rules. Bilinski,
Lamblin, Price and Arnot as directors and senior management were responsible
for the failure of Private Ventures Investment to comply with the Act and Rules.
Bilinski, Lamblin, Friesen and Price distributed Private Ventures Investment
promissory notes contrary to the Act.

. Columbia Ostrich (VCC) distributed securities to the public based on an offering
memorandum that contained misrepresentations and did not contain the required
directors' certificate attesting to its accuracy. Columbia Ostrich (VCC)
distributed securities contrary to the Act, Rules and a Commission order. Bilinski
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distributed Columbia Ostrich (V CC) securities contrary to the Act. Bilinski asa
de facto director was responsible for Columbia Ostrich (VCC)’ sfailure to comply
with the Act and Rules.

8. Bilinski, Lamblin, Friesen and GordonCarmichael sold the exempt securities
contrary to Commission orders.

[para 515]
This takes us to the next stage.

[para 516]

Submissions on ordersin the public interest

Asindicated at the conclusion of the hearing, the parties will have the opportunity to
make further submissions before the Commission renders a decision asto what, if any,
orders ought to be made in the public interest. The temporary orders referred to at the
beginning of these findings remain in effect.

[para517]

We direct staff to file their written submissions on sanctions with the Secretary of the
Commission and to send a copy to each of the respondents on or before February 28,
2002. Respondents wishing to make submissions are directed to file those submissions
with the Secretary of the Commission and send a copy to counsel for staff on or before
March 29, 2002. Any party that wishes to make oral submissionsin addition to itswritten
submissions must request the same of the Secretary on or before February 22, 2002, and a
date for oral submissions will be fixed.

January 29, 2002

[para 518]
For the Commission

Joyce C. Maykut, Q.C.
Vice Chair

John K. Graf
Commissioner
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Roy Wares
Commissioner




