ASC CONSULTATION PAPER 11-701
Energizing Alberta’s Capital Market
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1.

Why are we consulting?

Many factors are impacting and changing Alberta’s capital market. Alberta has for many years had
a strong capital market with significant representation from the energy sector, pipelines, and
related services. Recently, those sectors have been subject to significant economic, socio-political
and other pressures. Efforts are increasingly being made to leverage technology to strengthen
existing industries, help them adapt to changing dynamics, and expand and diversify the Alberta
economy into areas such as alternative energy, health/biotech, agritech, entertainment and tourism,
artificial intelligence/machine learning, fintech and other high tech.
There are many parties engaged in these efforts, including business leaders, entrepreneurs,
municipal and regional economic development organizations, universities and colleges, angel and
venture capital organizations, incubators (providing services to start-ups such as management
training and office space) and accelerators (working with a cohort of entrepreneurial teams,
providing investment or investment connections, mentoring and pitch training), various levels of
government, and technology and industry associations and alliances. Each has a different but
important role to play.
The Alberta Securities Commission (ASC) is Alberta’s securities regulator. We are responsible
for protecting investors and fostering a fair and efficient capital market. We recognize that many
of the challenges that must be addressed in Alberta extend beyond securities regulation and relate
to broader economic and other factors. However, we believe we can play a role in creating more
vibrant public and private capital markets in Alberta, for example, through the following:
Right-touch regulation
Removing unnecessary
barriers to accessing
capital and investing

Embracing technology
Ensuring securities
regulation adapts to
technology solutions
employed by those we
regulate

Fostering connections
Fostering investment
alternatives

Informational resource
Helping Alberta investors
better understand the
considerations and risks
when investing

Ensuring investors can
continue to have
confidence in the Alberta
capital markets

Exploring and leveraging
technology that can
improve capital market
efficiencies, reduce costs,
and provide investors with
better information and
analysis

Facilitating connections
between entrepreneurs
and relevant
professionals engaged
in the capital raising
process

Helping entrepreneurs
better understand the
capital raising process
and available financing
options
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-2We are acutely conscious of the need to find the right balance - adequately protecting investors
without unduly burdening the businesses trying to raise capital to grow. Regulation is necessary.
Investors that lose confidence in the integrity of a capital market stop investing in it. But getting
the balance right is critical; time and money spent on regulatory compliance is less time and money
available for growing businesses.
We have been conducting research and engaging with market participants to better understand the
changes that are occurring in our capital market and the challenges that are facing Alberta market
participants. We have a history of engagement with businesses in Alberta’s traditional industry
sectors and continue to engage with them. Recently, we have expanded our research and
engagement to focus more on the private market with a view to better understanding the challenges
to those in new and emerging industry sectors as well as rural and smaller urban communities. We
have formed our New Economy Advisory Committee 1, a group of experienced external advisors
with expertise in the intersection of technology and entrepreneurial capital formation, to assist us
and are consulting with them and our other expert advisory committees.
Now, through this consultation paper, we are seeking input more broadly on these issues. We hope
to elicit feedback on steps that we – as Alberta’s securities regulator – might take to enhance access
to capital for Alberta businesses and enhance investment opportunities for investors while still
ensuring appropriate investor protection. These efforts are consistent with the government of
Alberta’s broader expression that “Alberta is open for business”, with a renewed focus on job
creation and red tape reduction. We want to know what we can do as a securities regulator to help
ensure that Alberta is not just one of the best places in the world to live, but also to invest and start,
build and grow a business.
Be part of the answer. Share your thoughts.
On or before September 20 2019, you can participate by doing any one or more of the following:
•

click here to respond to the survey questions;

•

email us at new.economy@asc.ca to indicate your interest in participating in an in-person
consultation session;

•

submit a comment letter.

See Part 8: Ways for you to participate, below, for further details.
We are interested in your thoughts on ways we can enhance the Alberta capital market. To
stimulate the conversation, we have set out a number of preliminary ideas, described in more detail
in Part 7, Brainstorming ideas.
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Contents of this Consultation Paper

The remainder of this consultation paper consists of the following sections:
Part 3:

Executive summary

Part 4:

Alberta’s capital market: Environmental scan

Part 5:

Initiatives beyond securities regulation

Part 6:

Existing regulatory burden reduction efforts

Part 7:

Brainstorming ideas

Part 8:

Ways for you to participate

3.

Executive summary

Investment in smaller companies in the traditionally dominant sectors of Alberta’s capital market
(oil and gas, and related services) has declined. Although this reflects broader economic and social
factors, the decline has not been off-set by increased investment in other industry sectors.
There is some evidence of diversification of the Alberta economy e.g., the development of
technology-focused businesses; however, there is still considerable room for growth.
Alberta is attracting and retaining less than its proportionate share of both public venture capital
and investments through private venture capital and angel investing.
Regional financing differences may reflect broader economic factors and local variations in
support to small business. There are various parties in Alberta that are and need to be engaged in
addressing these issues. Although it is unlikely that securities laws, being largely harmonized
across Canada, are the cause of these regional differences, there are potentially ways in which the
ASC could participate that, while still protecting investors, could help foster a more vibrant Alberta
capital market that can better address financing needs of emerging and growing Alberta businesses.
This Consultation Paper includes a summary of quantitative financing data and feedback we have
received to date from market participants about challenges in financing Alberta businesses. We
seek input now on what steps the ASC, as Alberta’s securities regulator, can take to address some
of these issues while ensuring appropriate investor protection. We have included a number of
preliminary brainstorming ideas to spur the conversation. These include:
•
•
•
•

enhancing our efforts as an informational resource for entrepreneurs;
expanding the tools available to investors in assessing investments;
expanding the accredited investor prospectus exemption to include investors who meet certain
experience and educational requirements;
leveraging technology to reduce compliance challenges faced by businesses and dealers in
confirming an investor’s accredited investor (or other) status;

#5466593

-4•
•
•
•
•
•
•
•
•

pursuing an exemption from dealer registration to facilitate small business financings that are
not being serviced by registered dealers;
providing know-your-client and suitability exemptions to registered dealers involved in
smaller financings when dealing with experienced, accredited investors;
addressing other compliance burdens facing dealers that may disproportionately impact
smaller firms;
facilitating angel investment funds;
facilitating the development of publicly-traded retail funds to enable investment in early stage
businesses;
reducing compliance challenges for companies conducting cross-border financings;
authorizing a semi-public market to permit secondary trading by non-public companies;
exploring enhanced institutional liquidity for private markets; and
further facilitating crowdlending and peer-to-peer lending.

4.

Alberta’s capital market: Environmental scan

In an effort to better understand the Alberta capital market, and the role we might play in enhancing
both the public and private aspects of it, we have reviewed various quantitative data, considered
academic and other papers relating to changes in capital markets, entrepreneurship and innovation,
and engaged with our advisory committees and other market participants. We have sought
preliminary input on perspectives and suggestions for steps we might take.
The following is a high level summary of certain quantitative information about the Alberta capital
market. It is followed by a summary of themes that we have heard from our consultations to date.
(a) Quantitative and statistical information
Alberta’s economic situation in the Canadian context
Despite representing only 11.6% of the Canadian population, Alberta’s gross domestic product
(GDP) for 2017 represented approximately 15.53% of the Canadian national GDP. Even with the
recession and many Albertans struggling financially, Alberta continued to have the highest
provincial per capita GDP at $71,092 in 2017, being $23,675 higher than the national average. 2
In 2017, Alberta contributed $100.2 billion of the total $483.6 in value of goods exported. 3
Following the recession in 2015 and 2016, Alberta’s economy grew by 4.6% in 2017, outpacing
all other provinces. The pace slowed in 2018, as Alberta’s GDP increased by 2.4%, fourth behind
Prince Edward Island (2.6%), Quebec (2.5%), and British Columbia (2.5%). Although with low
oil prices the Alberta economy has grown somewhat more diverse, the economy remains
significantly dependent on the energy sector. 4
With 48.8 small businesses per thousand adults, Alberta is second only to Prince Edward Island
(49.4). However, the average annual growth rate of small businesss in Alberta was only 0.4% from
2013 to 2017. This does not compare well to the national average annual growth rate of 1.1%.
Similarly, the average annual growth rate in Alberta for medium-sized businesses (100-499
employees) was -0.9%, compared to a national average of 1.0%. 5
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There are a number of very large well-established Canadian public companies. However, overall,
Canada’s public capital market is predominantly comprised of micro-cap companies. Based on
market capitalization, Alberta-based TSXV-traded companies tend to be comparable to other
Canadian companies; however, there are proportionately more Alberta-based TSX-traded
companies with higher market capitalizations.
There is no precise definition of what constitutes “small cap” but it is often thought to include
companies with a market capitalization between US$300 million and up to US$1 or $2 billion.6
Nasdaq defines a company as “small-cap” if it has less than US$1 billion in market capitalization, 7
being approximately C$1.34 billion. Similarly, there is no standard definition of “mid-cap” but it
is often used to reference companies with market capitalizations up to US$5 or US$6 billion with
Nasdaq using US$5 billion as the upper limit. 8 Using Nasdaq’s definitions, and converting to
Canadian dollars, the following table compares the market capitalization of Alberta-based TSX
and TSXV companies to all TSX and TSXV companies 9.
Percentage of all
TSXV- listed
99.4%

Percentage of
Alberta TSXV-listed
99.4%

Percentage of all
TSX-listed
67.7%

Percentage of all
Alberta TSX-listed
56.8%

Small-cap: C$401MC$1.34B

0.5%

0.6%

17.1%

18.5%

Mid-cap:>C$1.34BC$6.69B

0.1%

0%

10%

15.4%

Large-cap: >C$6.69B

0%

0%

4.9%

7.4%

Market capitalization
Nano* and Micro-cap:
<C$401M

*91% of TSXV-listed and 40% of TSX-listed companies have market capitalizations below US$50 million/C$67 million and would likely be
considered “nano-cap”.

The size of the public companies in Alberta and Canada, relative to international standards, is
relevant as we assess both the level of regulatory burden and the potential market risks.
Financing activity in Alberta 10
In 2018, there was a total of $20.1 billion raised by Alberta businesses. This represents a significant
decline from prior years which saw $63.8 billion raised in 2017 and $53.2 billion in 2016.11
Interestingly, the type of security being issued has also changed. While equity was the dominant
type of security issued in 2016 and 2017, in 2018 the significant majority of securities issued by
Alberta businesses (publicly and privately) was debt.
Alberta oil and gas and pipeline businesses continue to dominate both public and private
financings, with pipeline financings overtaking oil and gas in 2018. However, “Other industries”
(industries other than oil and gas, pipelines, financial services, real estate, utilities and investment
companies and funds) have seen a year-over-year proportionate increase.
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Changes in the public capital markets
Across Canada we continue to see a decline in both the number of operating businesses that are
going public (i.e., becoming reporting issuers 12 ) and that are staying public. 13 Some of these
businesses exit the public markets because they no longer have a viable business but many exit
through acquisition. Although the decline has been noted in Canada 14, the U.S., and elsewhere,
this trend appears particularly pronounced in Alberta with the number of listed reporting issuers
declining by approximately 35% from 656 in 2013 to 424 in 2018. 15
Like the Alberta economy, the Alberta public capital market continues to be dominated by the oil
and gas industry, followed by utilities and pipelines. However, we are seeing significant change in
the size of those businesses.
Operating businesses that remain public tend to be getting larger. 16 In contrast, there has been a
dramatic decline in the last 10 years in the number of Alberta public “venture” companies i.e.,
those, trading on the TSX Venture Exchange (TSXV) and the Canadian Securities Exchange
(CSE). For example, the number of Alberta-headquartered TSXV- listed businesses has decreased
from 422 17 in 2008 to 178 as of December 2018. 18
The market capitalization of Alberta-headquartered businesses represents approximately 19% of
the aggregate market capitalization of the Canadian public markets, which is second only to
Ontario. However, the number of Alberta-headquartered public companies is much lower,
approximately 10.6% of those listed on the Toronto Stock Exchange (TSX) and 10.4% of those
listed on the TSXV.
Representation of Alberta publicly traded businesses in traditional and emerging industry
sectors
Alberta’s public market reflects the continued dominance of the oil and gas industry, related
industrial services, and pipelines.
Although progress has been made in diversifying the Alberta economy, there continues to be room
for growth in Alberta’s share of emerging industry sectors in the public markets.

#5466593

-7-
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14
41

65

86
59

Oil & Gas

35

Utilities & Pipelines Industrial Products
& Services
Alberta

91.6

95.8

92.5

9.4

4.2
Life Sciences

Technology

Cleantech

7.5

Other

Percentage of TSXV-listed businesses headquartered in Alberta

56

44
Oil & Gas

67

88.7

92.2

88.2

11.3

7.8

11.8

Cleantech

Life Sciences

Technology

33
Industrial Products &
Services

Alberta

Other

Alberta’s private capital market
Private investment in publicly-traded companies
Larger public companies tend to raise capital by public offering via prospectus. However, the
majority of funds raised by smaller publicly-traded businesses is through private financings, by
prospectus-exempt financings. For example: 19
•

In 2018, TSX-listed businesses raised approximately $34 billion of which approximately $24
billion was by prospectus offering with the remaining $10 billion being raised under
exemptions from the prospectus requirement.

•

In contrast, TSXV-listed businesses raised approximately $6.8 billion of which approximately
$2 billion was by prospectus offering with $4.8 billion being raised under exemptions from the
prospectus requirement.
Private markets, as reported to the ASC

Private financings, raised under prospectus exemptions, by businesses that are not public
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-8companies, represents a significant component of the Alberta capital market. Alberta-based nonpublic companies raised $2.7 billion in reported prospectus-exempt financings compared to $4.1
billion raised by public companies in prospectus-exempt financings. 20 Since “private issuers”21
e.g., businesses with less than 50 non-employee shareholders are not required to report their
financings, the number of private financings by companies that are not public is likely higher.
However, the number of non-public companies raising money under prospectus exemptions (that
require reporting to the ASC) has been steadily declining: 22
Non-Public Companies Raising Money Under Prospectus
Exemptions (Required to be Reported)
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Supplemental information about private markets
Since businesses that qualify as “private issuers” and only sell their securities to a specified list of
persons or companies, such as family, close friends and accredited investors are not required to
report those financings, the ASC’s data respecting private financings is not complete and we have
looked to other sources to supplement the available information on financings in this private
market. However, we have heard from many sources that this data may not necessarily fairly
represent the level of private investment activity in Alberta. Venture capital and angel investor
associations both report a lack of voluntary reporting in Alberta. This has also been documented
in academic research as a particular problem in Alberta. 23 Reasons cited for this include:
•

Much of the investment activity in Alberta is through ‘family offices’. These investors may
not be interested in publicizing their investments.

•

Considerable angel investment in Alberta occurs individually through informal connections
among investors rather than through an organized network. Because the investment is not
coordinated through an organization it is typically not reported.

•

In contrast, in other jurisdictions considerable investment is made through labour-sponsored
venture capital funds or other government sponsored vehicles that have an incentive to publicly
demonstrate the impact they are making. Venture capital funds in Alberta do not necessarily
have the same incentive.

With those caveats, we include the following.
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The Canadian Venture Capital Association (CVCA) collects information voluntarily provided to
it. The following is a summary of select information from CVCA’s Q4 2018 24 report, based on
survey data collected.
Private equity
•

Nationally, private equity deals are focused on agri-forestry, automotive and transportation,
business products & services and cleantech.

•

Alberta-businesses accounted for 10.7% of the private equity “buy-out” and “add-on” 25 deals
but represent only approximately 1.7% of the total Canadian dollar value.

•

Alberta businesses represented 7.6% of all private equity deals, but this represents only 3% of
the capital raised.
Venture capital

•

Venture capital investment in Canada is focussed on four main industry sectors: information
and communications technology (ICT), life sciences, cleantech and agribusiness with the
significant majority being in the ICT sector.

•

Alberta businesses are under-represented in venture capital financing as compared to other
Canadian provinces. 26
Selected Provincial Representation of Venture Capital Financing
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For 2018, there were 610 deals for a total raise of $3.7 billion. Calgary ranked #6 in the top
Canadian cities or administrative centres (e.g., Kitchener/Waterloo/Cambridge) with 21 deals
representing $58 million. In comparison, Fredericton ranked #7 with 18 deals, representing
$74 million. Calgary was the only Alberta city or administrative centre that made the top 10
for venture capital deals. Interestingly, jurisdictions with the most significant reported venture
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-10capital investment tend to correlate with those that have active government-sponsored funds
and/or locally-based pension funds engaged in venture capital investment.
•

Although mergers and acquisition exits are much more common, initial public offering (IPO)
exits, when they occurred, generated higher values.
PwC Money Tree Data

The PwC Money Tree report for Q4 2018 27 also provides insight into equity financings for
emerging Canadian-headquartered private companies that are venture capital-backed.
•

This report indicates a total of 471 Canadian venture capital-backed deals (up 30% from 2017)
raising a record $3.5 billion dollars (up 35% from 2017).

•

It also indicates a significant increase in corporate investment, e.g., investment by large
Canadian and global operating businesses into potentially complementary early-stage business,
from 17% at the end of 2016 to 41% in Q4 2018.

•

The top 5 markets by deals were as follows:
Top Private Equity Markets in Canada ($ Raised Millions)
Calgary (20 Deals)

126

Quebec City (30 Deals)

427

Montreal (74 Deals)

861

Vancouver (101 Deals)
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National Angel Capital Organization Data
Angel investment is another potentially significant source of financing for businesses that are not
public. The National Angel Capital Organization (NACO), in June 2019 released its 2018 Report
on Angel Investing in Canada. 28 The report indicates that angels “invest in start-ups that, while
offering good potential returns, are not engaged in leading-edge innovation and hence do not offer
the prospects of sufficiently rapid growth to attract investment from VC funds…[B]usiness Angels
and VC funds play complementary roles in financing entrepreneurial activity.” 29
NACO reports that angel investment activity in Canada has increased by 90% since 2013.
However, of the 584 investments raising a total of $142.8 million across Canada in 2018, the four
Western provinces collectively account for only 11% of the total number of angel investments and
9% of the total value of investments.
The NACO report includes other Canada-wide information that is helpful in understanding the
angel investor ecosystem:
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Angel capital investments tend to be made relatively close to home. In 2013, the majority of
investments were made by investors in the same city as the entrepreneur. This has slowly
changed such that in 2018, 26% of investments were made in the same city as the angel group.
However, 56% of investments were still made in the same province. Investment outside the
province by angel groups has remained relatively low.

•

Only a small number of those companies that seek financing from angel investors are actually
successful in obtaining it. In 2018
o 17% of applicants were given the opportunity to present to angel members;
o 51% of those that were given an opportunity to present were funded, such that
approximately 9% of all applicants attracted funding.

•

Demand for angel financing continues to increase. There were 2,946 applications in 2014,
compared to 8,529 in 2017, although this was down to 6,541 in 2018. Despite the increase in
applications there has not been an increase in investments.

•

Angel groups perceive their main role as supporting their members through rigorous and
efficient screening of investment opportunities and performing due diligence. Several groups
also emphasize their roles in investor training and education, notably workshops and valueadded services such as developing standardized documents.

•

Increasingly, angels are investing as groups and as part of broader syndicates with other
investors and government programs such as the NRC Industrial Research Assistance Program
(IRAP) and Ontario Centres of Excellence.

•

Angel groups identified significant challenges arising from a lack of financial resources,
difficulties recruiting and retaining members and a lack of successful exits. Angels identified
three areas of potential support including resourcing angel groups, tax incentives and
encouraging co-investment funds or ‘side-car’ 30 funds to match investment, citing Sweden and
New Zealand as examples.
Alberta Enterprise Corporation Technology Company Data

Alberta Enterprise Corporation’s 2018 Alberta Technology Deal Flow Study 31, suggests there are
a significant number of non-public technology businesses in Alberta. For 2018, the report
identified 1,238 private technology companies headquartered in Alberta, up 33.5% from the 927
identified in 2012, but down 9.8% from the 1373 companies identified in 2016. Of those, almost
twice as many were located in Calgary (767) compared to Edmonton (394).
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Based on the 208 responses to Alberta Enterprise’s online questionnaire, head offices are clustered
(96%) in our two largest urban centres, with 55% headquartered in the Calgary region and 41%
headquartered in the Edmonton region. 32 However, since 2016, both Calgary and Edmonton have
seen a drop (9% and 14% respectively) in the number of technology companies. Conversely, since
2016, Red Deer has seen a 115% increase from 13 to 28.
Since the last survey in 2016, it appears that Alberta private technology companies may be growing
and maturing, with fewer new entrants but with 63% (a 12% increase) having launched and now
being in the traction/scaling phase.
While 24% of companies were still pre-revenue, the majority are generating some revenue, with
23% generating more than $1 million annually.
Seventy percent of companies are currently seeking funding, with 33% reporting they have
obtained financing between $100,000 and $1 million and 23% reporting having raised more than
$1 million. Less than $100,000 has been raised by 17% of the companies and 18% reported no
funding to date. 10% did not provide a number.
The location of funders appears to correlate with the location of the businesses. Companies
reported that the location of funders (multiple locations could be provided) were as follows:
•
•
•
•
•

50% of companies reporting they had funders from Calgary;
31% reported funders from Edmonton;
13% reported funders from other locations in Alberta;
27% reported funders from elsewhere in Canada; and
24% reported funders from the US.

Technology companies reported relying on the following as sources of funding (multiple responses
were possible):
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Sources of Funding For Private Alberta Technology Companies
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Half of the companies reported funding through equity financing, 22% used debt financing and
16% a hybrid.
The following chart shows the sectors in which these technology companies are engaged:
Sector Focus of Private Alberta Technology Companies
Other, 17%
Software, 40%
Industrial Hardware
& Materials, 9%

Energy Tech, 10%

Clean Tech, 11%
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Consultation themes

There are several themes that we have gleaned from consultations and research to date:
Regulatory burden for public companies
In our consultations respecting the reduction of regulatory burden and alternative offering systems,
larger Alberta public companies have generally reported that the current securities regulatory
system works well for addressing their financing needs.
They have generally reported that the short form / shelf prospectus system is an efficient capital
raising mechanism. Similarly, the accredited investor prospectus exemption is considered a
significant and efficient source of private capital raising.
In contrast, many smaller public companies continue to report challenges in attracting capital and
experience thinly traded securities. These comments persist despite tailored continuous disclosure
obligations and various initiatives to make it easier for public companies to raise money from retail
investors without requiring a prospectus.
The role of public capital markets
Venture capitalists and Canadian public markets
Canada has lagged behind other countries like the U.S. in typical venture capital investment. The
existence of the public venture market in Canada is unique and it has played an important role in
financing growth companies in Canada that might, in other jurisdictions, have been financed
through private venture capital. For example, financings by TSXV-listed businesses are often very
similar to private financings in terms of size and stage of company and use of proceeds.
In the U.S., venture capitalists and institutional investors, like private equity firms, play a
significant role in initial public offerings (IPOs), being involved with approximately 50% of
businesses that conduct an IPO. However, in Canada, only 4.8% of all IPOs and 11.85% of nonresource issuer IPOs are venture capitalist-backed. 33
The role of venture exchanges
Canadian public markets are unique. Most businesses conducting IPOs in Canada would be
considered to be microcaps by U.S. standards. Further, a significant number of IPOs, particularly
on the venture exchanges, are by nano-caps that are pre-revenue. 34
Listing on a venture exchange in Canada is seen as a financing strategy for companies with low
capital requirements. It is not seen as an “exit”, major financing initiative, or sign of maturation.
Some academics suggest that: “[t]he dearth of institutional capital available to finance Canada’s
entrepreneurs accounts for the greater reliance Canada has placed on its public markets to supply
early stage financing. The regional disparities within Canada explain why the origins of the TSXV
are found in western Canada with the Alberta and Vancouver Stock Exchanges.” 35
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investment. One academic paper suggests that the knowledge gained by running a public company
traded on a venture exchange translates to significantly better performance on graduation to the
TSX as compared to an IPO directly to the TSX following private venture capital financing. 36
Other research has examined companies going public, not through a traditional IPO but through
the TSXV’s capital pool company (CPC) program. It found that while the CPC program has
increased the number of junior public companies in Canada, and these companies have shown
strong secondary market performance on the TSXV and resulted in a reasonable number (greater
than 10%) of graduations to the TSX, those CPC companies that did graduate to the TSX, did not
compare well to the market. 37
Involvement of registered dealers in capital markets
Academic research suggests that agents such as dealers and underwriters provide a valuable service
in the context of private entrepreneurial financing, attracting more investors and broadening both
the geographic investor and capital base. This is enhanced by the involvement of more capable
agents and multiple agents. 38
Feedback suggests that there are a very limited number of registered dealers willing to conduct a
public or private financing of less than $10 million and even fewer willing to finance an offering
of less than $5 million. The exception to this may be the CPC program of the TSXV which allows
for the creation of a clean publicly traded shell that can raise up to $5 million. In comparison,
according to the CVCA, three-quarters of all venture capital deals were also under $5 million.
Local registered dealers in Alberta have experience financing oil and gas and related businesses
but may have less experience in evaluating emerging technology sectors. Their clients may also
have less familiarity with other sectors. However, registered dealers (both exempt market dealers
and investment dealers) and public retail investors demonstrated an interest in new sectors, being
highly engaged in financing the emergence of the cannabis industry.
Technology company participation in public capital markets
The traditional roadmap of an early-stage resource company i.e., from private to a venture
exchange (e.g., TSXV or CSE) and onto the TSX has not been the typical roadmap for technology
companies which are staying private longer and are more likely to seek to sell to a larger business
as the exit strategy.
The public venture markets could serve as a means to fill the financing gap for growth tech
companies but steps need to be taken to address the concerns of this sector with the public venture
markets, e.g., addressing declining levels of retail participation, addressing issues with thinly
traded securities, and addressing the lack of independent research respecting smaller businesses.
Being a public company may be less desirable for technology companies because of continuous
disclosure obligations, privacy/confidentiality concerns and the potentially reduced scientific
research & experimental tax incentives.
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access these investments. This creates a cycle as the lack of investment access precludes investors
from increasing their familiarity and comfort-level with technology businesses.
Requirements for shareholder engagement and responding to shareholder activism may be a
deterrent to going and staying public. 39 Further, some have suggested that businesses most
successful at maximizing shareholder value are those that have broader, longer-term measures of
success. 40
Investor participation in public capital markets
The average return following an IPO for a public issuer with net assets of less than $25 million is
low. 41 Firms with no revenues at the time of an IPO, not surprisingly, have the poorest
performance. Investors may approach investing in these types of businesses similar to a lottery.
The performance of these types of businesses, and this approach to investing, means that the public
venture market will not be attractive to all investors.
Some suggest that there has been a decline in retail participation in the public venture market. If
so, this may indicate a decline in the number of retail investors for whom this type of investment
is attractive.
Registered dealers report that the current economic situation, coupled with investor losses in oil
and gas investments, have left Alberta public market investors very conservative.
The small market capitalization of publicly-traded “venture” companies, e.g., those trading on the
TSXV and CSE, can create investment barriers for some institutional investors. An investment
that is modest relative to the investor’s overall portfolio may result in the investor holding 10% or
more of a particular issuer, creating regulatory complications for the investor.
The perception is that millennials appear to be investing through means that do not involve active
advice, such as ETFs, investing directly through online discount brokerages, or by investing online
through crowdfunding, including in crypto-assets. The lack of engagement with, and personal
relationships between, registered dealers and millennials may exacerbate the declining levels of
retail participation in public venture markets.
Trends and observations
Markets are cyclical. IPOs are more attractive when public markets are hot e.g., cannabis. IPOs
allow entrepreneurs to maintain greater control over their enterprise than might be the case with
venture capitalist investment. Entrepreneurs will prefer private capital when it provides
significantly higher returns.
A decline in the availability or attractiveness of IPOs tends to be matched by a corresponding
increase in acquisitions of successful private companies by third parties. In Canada, the acquirer’s
are often much larger, typically foreign companies. 42
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that it is increasingly important, particularly in the technology sector, to get big fast. More often,
tech businesses plan an ‘exit’ involving a trade sale to a larger company that is better positioned
to exploit the innovation. 43
Accessing capital through private markets
Views of angel and venture capital investors
Some venture capitalists and angel investors report that there is an abundance of capital looking
for investment opportunities. However, others report that beyond the seed stage, there is a funding
gap in financing growing businesses and indicate there is not enough private sector money to
address the gap. 44
Finding businesses with the necessary human capital and experience scaling and growing a
business is a challenge for investors. To facilitate growth and achieve success, these companies
need “smart money”, or mentorship/advice attached to funding.
Alberta technology businesses need greater access to commercialization resources in the form of
sales, marketing and executive talent.
Some suggest that Canadian companies think too small and often do not ask for enough money or
have big enough growth plans to attract American venture capitalists.
A number of experienced investors report that, in their experience, investors rarely lose their
investment because of fraud but rather because of the failure of the underlying business.
Failure of small businesses is typically attributed to their inability to successfully commercialize
their product or service. These businesses may look to both experienced investors and innovation
networks to assist with mentorship in this area.
Challenges cited by entrepreneurs
Businesses seeking capital perceive that there are various difficulties in accessing capital, e.g.,
•

significant difficulty in identifying and connecting with the investors interested in their sector;

•

a lack of venture capitalists on the ground in Alberta which may result in the entrepreneur
needing to catch a plane to meet potential investors;

•

geographical distance between investors and entrepreneurs can may make it more difficult for
potential investors to monitor the business and ultimately deter investment;

•

lack of experience and comfort by local investors in evaluating technology-focused businesses;

•

little or no angel or venture capital investment available for non-tech businesses;
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•

even for ‘tech’ businesses, capital is only available for those that have plans for ‘world
domination’; and

•

challenges in identifying legal, auditing, valuation and other professionals with experience
assisting early-stage businesses.

Challenges accessing capital may be more pronounced for entrepreneurs that do not represent the
same demographic group as the venture capital or angel investors. For example, while female
participation in Alberta’s tech sector represents 30% of founders 45 (a 50% increase since 2016),
women represent only 17% of angel investors 46 and the percentage of female-led tech companies
receiving investment is estimated at 5-6%. 47
Anecdotal reports and academic research suggest that venture capitalists tend to invest in
businesses within relative proximity to their other investments and to other venture capital
investors. 48
A lack of proximate capital may encourage tech entrepreneurs to relocate from the province to
obtain financing.
Additional challenges in rural and smaller urban centres
Outside of Calgary and Edmonton, additional financing challenges may exist.
•

Although there are various registered dealers, including exempt market dealers, operating in
Alberta, they are almost exclusively located in Calgary and Edmonton, creating more
challenges for those in other locations.

•

Securities law requirements, including public company accounting standards, are complex and
highly specialized. It can be challenging to retain professional advisers with experience in these
specialties outside of the largest urban centres.

•

The requirement for $200,000 net income to be considered an “accredited investor”, for those
living in large urban centres, might be a reasonable proxy for assessing “ability to withstand
loss”. However, in rural communities and smaller municipalities, particularly where the cost
of living is lower, a different test could be more appropriate in identifying community business
leaders.
Involvement of registered dealers in private markets

Liability concerns (e.g., ensuring accredited investor status) and due diligence required to “knowyour-product” makes smaller financings e.g., under $5 million (and for some up to $10 million)
unattractive to many registered dealers.
Regulatory burden associated with compliance obligations can make it uneconomic for smaller
registered dealers to operate.
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Although exempt market dealers focus on the private markets, clients of most existing exempt
market dealers are typically looking for ‘yield products’, for example, by investing in real estate
projects and syndicated mortgages. This investment objective is inconsistent with the financing
mechanisms employed by technology businesses and the longer term investment horizons
required.
Involvement of retail investors and investor protection concerns
Some retail investors express frustration in not having access to private high-risk/high-reward
opportunities perceived as being reserved for the wealthy and for institutions.
Conversely, retail investors may not want the risk and long investment horizon (5-10+ years)
associated with investing in start-ups. Further, private tech companies may not want ordinary retail
investors but prefer sophisticated investors that can provide not just money but also mentorship
and advice. Retail investor access to public funds that invest in tech businesses may be a better
alternative. 49
Online non-compliant offerings through non-traditional channels can create significant investor
protection concerns. Significant amounts of capital have reportedly been raised in crypto-asset
offerings, such as initial coin offerings, from retail investors through direct online offerings by
early stage businesses. Many of those that raised capital have reportedly not progressed their
businesses.
Investment in start-ups and early-stage businesses are generally much riskier investments than
investments in established businesses, and are therefore generally not suitable for an investor
unless they can afford the potential loss of their entire investment.
It will often take 10-40 investments in various early stage and emerging growth businesses before
even an experienced investor attains the desired overall return. Most of the investments may
ultimately be a complete loss, a few may provide a return of some of the original investment, and
a select one or two will provide the desired portfolio success.
Investors in the private market face a number of additional risks as compared to investors in public
markets:
•

Investors will not typically receive the same level of initial or ongoing disclosure as investors
in the public markets. In some cases, little or no ongoing information is available.

•

Investors in private markets will typically have little or no ability to sell or liquidate their
investment.

•

Without a secondary market, it can be more difficult to value the underlying business.

•

Even if a private business is successful it may take many years before there is an ‘exit’ for
investors so these investments are not suitable for investors who need ready access to their
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Growing Alberta’s innovation economy
According to the Government of Canada’s 2019 Western Canada Growth Strategy, 50 Albertans
surveyed in fall 2018 “highlighted the importance of economic diversification in order to reduce
the volatility of commodity-based boom and bust cycles. A common thread among participants
was the need to build on our existing natural resource strengths.”
Albertans noted that “diversification needs to be grounded in a recognition of the economic
contribution that Alberta’s oil and gas sector makes to the province and the country” and that those
resources, if allowed to reach international markets, can be both an engine for economic growth
and can be leveraged to support diversification and transitioning to a lower carbon future. Albertan
roundtable participants noted the need to “invest in areas outside of our traditional strengths,
including high-tech sectors like artificial intelligence, cyber security, and robotics”. This will add
value to traditional industries and allow diversification into agri-food, clean technology, life
sciences and healthcare and tourism. 51
There is significant and important innovation occurring in Alberta, for example, by members of
the Canadian Oil Sands Innovation Alliance 52 and through Alberta Innovates and Inno-Tech
Alberta, with efforts to reduce environmental impacts including through reduction of greenhouse
gas emissions and water consumption. However, the capital for this innovation may be funded by
government and large energy corporations that operate in Alberta and consequently may not be
reflected in financing statistics.
Although venture capital investment in Alberta is not significant relative to other areas of Canada
or in the U.S., there is significant wealth in Alberta e.g., through family offices and wealthy
individuals. Energy sector corporate venture capitalists may provide another source of capital.
There is also local capital that is experienced in investing in the oil and gas sector that could be
unleashed for other purposes.
There is an entrepreneurial investment community in Alberta, but it may be more prevalent in
Calgary than elsewhere in the province and may reflect the history of investing in early stage
resource businesses. This may create a barrier for entrepreneurs in other parts of the province e.g.,
scientists and innovators working through the University of Alberta in the artificial
intelligence/machine learning space. Edmonton entrepreneurs may have a better appreciation for
the vouchers, grants and other government funding opportunities available to them.
According to the TMX’s February 2017 Advancing Innovation Roundtable whitepaper, Canada
produces a high level of early stage and start-up stage companies – second only to Israel. 53 Further,
financings at this stage have increased by almost 2.5 times since 2010, nearly double the growth
rate in the U.S. However, there remains a sizable and expanding gap for financings in the $5-$25
million range.
Capital and resources will cluster organically where an industry has shared geography. Success
begets success and amplifies the development of a supercluster. Factors evidenced in winning
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•
•
•
•
•
•

world class academic and research centres;
large, high quality talent pool;
access to capital;
connective infrastructure and community;
high standards of living;
access to early adopters or receptive markets.

Further efforts may be required in Alberta to help Alberta tech entrepreneurs to move past their
invention, connect innovators with those that can mobilize the innovation, identify commercially
viable applications, and make the business-world connections necessary to turn the invention into
a profitable business.
A significant component of the venture capital that is funding Canadian companies is foreign.
Foreign investment can provide important growth capital. However, if emerging technology
businesses are acquired by larger foreign businesses, there is a risk that the growth of that business
may also move outside the province or country.
Alberta Advantages
Alberta has many advantages that makes it the place to want to start and grow a business:

New low corporate tax rate and
low overall taxation rate for
businesses and employees

Significant innovation centres*
and post-secondary leadership
in artificial intelligence, machine
learning, medical and health
science and energy technology

A highly educated population
coupled with a growing focus
on entrepreneurial education

Many corporate headquarters,
with a strong business
community and entrepreneurial
spirit

An investor base with
experience investing in growthoriented businesses

High human development
index, and low living costs and
office costs relative to other
major centres

*Some examples of innovation centres in Alberta include Google Deep Mind, Canada’s National Institute of Nanotechnology, The Alberta Machine
Intelligence Institute (AMII), The Alberta Centre for Advanced MNT Products (ACAMP), Canada’s Oil Sands Innovation Alliance (COSIA), the
Clean Resource Innovation Network (CRIN), NAIT’s Productivity Innovation Centre, SAIT’s Applied Research and Innovation Services (ARIS),
and the Red Deer College Centre for Innovation in Manufacturing (CIM). This is in addition to Alberta Innovates and the regional innovation
networks.

5.

Initiatives beyond securities regulation

As mentioned in the introduction to this Consultation Paper, there are various parties with
important roles to play in strengthening and diversifying the Alberta economy.
We are aware of a number of studies that explore ways to enhance innovation and entrepreneurship
within Canada. We have been particularly mindful of those studies that make recommendations
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Roundtable, An Initiative of TMX: Unlocking Growth Opportunities for Canada’s Innovation
Economy, February 2017 55 (TMX innovation report) outlining the significant role that the TSXV
has had in financing emerging growth companies and, similarly, the potential significant role it
could have in filling the gap for businesses in the technology and innovation sectors. That report
identifies a number of issues in the public capital markets that, if addressed, could help support an
innovation economy. These include:
•

improving retail participation, increasing investor access to expertise, information and
investments of the type available to institutional capital;

•

because of the lack of independent research, providing alternative tools and information to help
investors identify and better understand TSXV investment opportunities; and

•

providing a level playing field in respect of taxation, specifically regarding the scientific
research & experimental development tax credit. 56

These reports 57 provide a number of other potentially useful recommendations; however, most of
the other issues raised extend beyond the mandate of a securities regulator and include broader
recommendations and considerations that will necessarily engage governments, pension funds,
academic institutions and others.
We have taken notice of various significant initiatives being undertaken in Alberta designed to
help connect entrepreneurs with both relevant services and would-be investors. Some examples of
these include:
•

the networking and ecosystem building events of groups such as Rainforest Alberta, A100,
Start-up Edmonton and Start-up Calgary;

•

accelerator programs e.g., Creative Destruction Labs, Rockies, TEC Edmonton District
Ventures and ATB X Accelerator; 58

•

the commercialization resources provided by Alberta Innovates and the various regional
innovation networks 59 and regional and municipal economic development organizations; 60

•

Alberta Enterprise Corporation’s efforts to foster a thriving venture capital industry in Alberta;

•

the new StartAlberta website that acts to host a central repository of Alberta investors and
entrepreneurs; 61 and

•

the financial, investing and advisory services provided by BDC, the Business Development
Bank of Canada and the federal government’s Venture Capital Catalyst Initiative intended to
help small and medium sized businesses, start up, scale up and access new markets. 62
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Existing regulatory burden reduction efforts

There are a number of securities regulatory initiatives underway that are intended to reduce
regulatory burden while still providing appropriate investor protection. This has been and
continues to be an ongoing focus for the ASC and is a core part of the ASC’s commitment to
intelligent regulation. We believe these existing initiatives and the goals of this Consultation Paper
are consistent with the government of Alberta’s broader efforts to ensure that “Alberta is open for
business”, including its renewed focus on job creation and red tape reduction.
We briefly summarize some of the ASC’s on-going regulatory burden reduction efforts below.
For operating companies, as previously announced by the Canadian Securities Administrators
(CSA), these initiatives include 63
•

review of potential alternatives to the prospectus offering system for public companies;

•

facilitating at-the-market prospectus offerings through the short-form shelf prospectus system
and liberalizing existing conditions;

•

revisiting the concept of “primary business” which triggers a requirement for financial
statements in a prospectus;

•

modifying the requirement for a business acquisition report and the accompanying financial
statements when a public company acquires or proposes to acquire another business (this is in
addition to the adjustment in the threshold that was previously introduced for publicly traded
“venture” issuers);

•

revisiting certain continuous disclosure requirements including eliminating duplicative
requirements and focusing required disclosure; and

•

enhancing the ability to electronically deliver documents to investors.

For investment funds, as announced in CSA Staff Notice 81-329 Reducing Regulatory Burden for
Investment Funds, efforts are being made to rationalize investment fund disclosure and identify
opportunities for reduction of regulatory burden.
In addition, the ASC continues to consider the merits of semi-annual financial reporting versus
quarterly reporting, including researching existing approaches and monitoring developments in
foreign securities regulatory regimes.
Further, the ASC is currently working on an initiative designed to improve access to capital by
start-up businesses through a harmonized instrument addressing start-up crowdfunding. We
contemplate both a prospectus and a dealer registration exemption designed to facilitate
crowdfunding for start-up and early stage businesses. Certain other jurisdictions have local blanket
orders to facilitate this and the ASC already has a prospectus exemption to facilitate start-up
crowdfunding. The proposed project would build upon these initiatives by introducing a
corresponding registration exemption, by harmonizing and extending the regime across
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are available.
7.

Brainstorming ideas

With this consultation paper we are interested in feedback on ways we can enhance access to
capital for Alberta businesses and investment opportunities for Alberta investors, while still
protecting investors.
Given the prior regulatory burden consultations undertaken respecting public companies and the
work already underway on existing projects, we are particularly interested in feedback with respect
to initiatives relating to private markets. We are interested not just in reducing regulatory burden
but in energizing Alberta’s capital market, public and private, in ways that might facilitate the
growth and development of businesses that will help strengthen and further diversify the Alberta
economy while ensuring appropriate investor protection.
As Alberta’s securities regulator, our focus must necessarily be on changes we might make to
securities law and policy or related guidance and educational efforts we could undertake.
The following are a few brainstorming ideas provided to help stimulate conversation. In some
cases they have been suggested to us, in other cases they are ideas we have identified. They are
preliminary ideas only.
We are interested in your feedback as to whether any of the following ideas would meaningfully
contribute to energizing Alberta’s capital markets. We are also interested in feedback on
enhancements or modifications to these proposals or suggestions for alternative initiatives.
We note that securities laws are largely harmonized across Canada so it is unlikely that securities
laws are the reason for the regional differences we note in financing activity and the growth of
innovation and emerging industry sectors across Canada. However, it may be that to both
strengthen existing industries and foster diversification of the Alberta economy there is a greater
impetus for change in Alberta.
We recognize that if we identify changes to securities laws that would be considered beneficial in
Alberta, that our market participants often encourage us to pursue harmonized securities laws
across Canada. Accordingly, if the feedback from market participants is that any particular
initiative would be significant in enhancing the Alberta capital market, we anticipate that, in
addition to exploring and advancing these options in Alberta, we may need to consider ultimately
advocating for a harmonized national approach with our CSA colleagues.
(a) Informational resource for Alberta start-ups and early stage businesses on capital raising
options
A number of market participants have commented on the lack of experience and understanding
many entrepreneurs have regarding the capital raising process and the capital raising options
available to them. For example, many entrepreneurs may be unaware of the ability to conduct
securities-based crowdfunding in Alberta, the rules relating to it, or even the existence of funding
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website.
Other suggestions include:
•

Although ASC staff cannot act as legal or other professional advisers to market participants,
ASC staff could host information sessions and webinars on crowdfunding and common capital
raising options as an educational resource for entrepreneurs. To allow for broader
dissemination, the ASC might also pursue a series of YouTube or similar videos.

•

The ASC could post all of its required forms in Word and/or html format. Also, the ASC could
develop more easily fillable forms (note that the ASC has recently taken steps to create a
number of fillable forms for registrants. 64) Simple technology could be used to automatically
populate some of this information.

•

The ASC could lead an industry-sponsored initiative to develop, together with willing law
firms, an industry-standard master subscription agreement for private financings. 65 Industry
led efforts would be necessary to ensure widespread adoption.

•

Although the ASC staff cannot endorse or recommend particular professional advisers, the
ASC could maintain on its website a contact list of professional advisers e.g., law firms,
accountants, valuators, trust companies, dealers (including crowdfunding portals), stock plan
administrators and other service providers who annually advise of their interest in acting for
small and early-stage businesses.

It has also been suggested that the entrepreneurial ecosystem could benefit from more information
on what a timeline of successive financings might look like.
(b) Informational resource for investors investing in Alberta businesses
Although ASC staff cannot act as financial advisers, some market participants have suggested
there might be a role for the ASC in increasing investor understanding respecting the exempt
market and considerations when investing in start-up and early stage businesses. 66
Other suggestions have included:
•

providing easy access to the ASC’s existing database of exempt financings to enable insights
on the size and nature of financings being reported to the ASC (note that the ASC recently
enhanced the data available through a new dashboard 67); and

•

assisting valuation assessments and enhancing market intelligence by requiring or encouraging
certain limited information to be filed with the ASC about private financings that are not
currently required to be reported e.g., amount raised, price, and security type.

We note that information resources are developing that may help provide investors with better
access to information about businesses in which they might invest. For example, we note the
development of the new dashboard, TSX Matrix, providing information on over 1,600 TSXV listed
companies. In the private markets, we note StartAlberta’s website, providing both a database of
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entrepreneurs. 68
(c) Expanding the accredited investor exemption to include educated, experienced investors
Based on the filing of reports of exempt distribution, the accredited investor prospectus exemption
is the most commonly used prospectus exemption and the exemption under which the most capital
is raised. Under that prospectus exemption, an issuer may sell securities to any person or company
that qualifies as an “accredited investor” 69 without any prescribed initial or ongoing disclosure.
Some individuals have expressed concern that despite relevant education and being experienced
investors, they do not qualify as “accredited investors” because they do not meet the financial
thresholds e.g., $200,000 net income or $1 million in net realizable financial assets (i.e., securities
and cash). A number of parties consulted have suggested that appropriate investor protection could
still be be maintained if we were to consider expanding the accredited investor exemption beyond
the current financial test so that educated/experienced investors could also qualify as accredited
investors. 70
Related to that, we have heard that in some cases, small businesses want to provide compensation
to their mentors or advisers in the form of securities. In not all cases do the mentors or advisers
qualify as accredited investors or close friends or close business associates.
We have heard suggestions for various combinations of education and experience as an
alternative 71 to the financial thresholds in the current definition of accredited investor.
What are the right combinations of education and experience? For the educational component,
should we consider courses such as those offered through the CVCA Canadian Private Capital
Investment School or the NACO Academy 72 for those investing in private markets?
Given that the policy rationale for the accredited investor exemption is ‘ability to withstand loss’,
would it be appropriate to impose some limit on the amount that can be invested by an
educated/experienced investor that is not otherwise an accredited investor e.g., the greater of
$30,000 and 5% of their investment portfolio?
(d) Addressing the compliance challenges associated with confirming accredited investor
status
A number of market participants have suggested that the ASC should explore leveraging
technology to allow accredited investors to establish their status without needing to share all of
their personal and financial information to businesses and dealers. One option would be to allow
investors that have completed an online explanation and acknowledgement of risk, and have
confirmed their high risk tolerance, to upload documents supporting their accredited investor status
to the ASC or a trusted central third party. The central party could then confirm, through a unique
investor identifier, to any business or dealer to whom the investor provided the unique identifier,
that based on the information provided, the investor qualifies as an accredited investor, without
the need for the investor to reveal all of their personal information. Tokenized smart contracts or
self-sovereign identification technology, such as being explored by ATB Financial, 73 might serve
to address this.
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Registration is designed to protect investors from, among other things, being pressured or
encouraged to make investments unsuitable for their financial circumstances or stated risk
tolerance. Registration also serves to set certain minimum standards respecting the integrity and
proficiency of those selling securities and introduces certain controls over those that might have
custody over a client’s securities or monies.
These are important investor protection measures. However, we understand that small businesses
raising modest amounts of money may have significant difficulty in attracting a registered dealer
to sell their offerings. These difficulties can be exacerbated in rural or smaller communities given
the geographical distance to a registered dealer.
We understand that in some cases small businesses may look to certain persons (finders) to connect
them with the finder’s network of experienced investors.
In some cases, e.g., where the finder is compensated for connecting the issuer with the finder’s
network, particularly where the finder engages in this activity repeatedly, the finder may be
considered to be “in the business” of trading securities and be required to be registered.
We have received feedback recommending that we consider an exemption from the registration
requirement that permits finders to connect their network of potential investors with small
businesses. 74
We recognize the financing challenges that these businesses may encounter and that in many cases
these networks of investors are experienced investors. However, we are also mindful of the
investor protection concerns and the risk that the exemption could be relied on to solicit
unsophisticated investors and to undermine the protections of the registration system.
Accordingly, if this were pursued, certain conditions or limitations would likely be necessary. 75
We are interested in feedback on a dealer registration exemption for sales to investors that are
accredited investors who also meet certain education and/or experience criteria. We are interested
in how such an exemption could be tailored to adequately protect investors but help address the
issues associated with smaller financings that are not being serviced by registered dealers.
(f) Reducing compliance costs for registered dealers when dealing with accredited investors
Securities regulation permits “permitted clients” e.g., individuals with at least $5 million in net
realizable ‘financial assets’ (cash and securities) to waive the protections of know-your-client
(KYC) and suitability. Rather than applying a purely financial measure, would it be appropriate
to consider a combination of financial ability to withstand loss coupled with experience? For
example, should we consider permitting clients to waive the dealer’s KYC and suitability
obligations if the client is an accredited investor with sufficient investment experience (e.g.,
investing for at least 5 years in securities other than mutual funds)? Would it be appropriate to
impose some limit on the amount that could be invested, e.g., the greater of $30,000 and 5% of
their net worth?
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costs? Would this encourage more registered dealers to participate in smaller financings? If not,
are there measures that would?
(g) Addressing other registered dealer compliance burdens
We have heard various recommendations to address some of the compliance challenges facing
dealers, particularly smaller dealers. Those recommendations include:
•

to assist smaller firms with the costs of hiring a full-time chief compliance officer and to
address the shortage of persons qualified to act in this capacity for dealers, permit part-time
chief compliance officers;

•

improve coordination among CSA jurisdictions in the exam schedules for dealers and increase
the reliance by CSA jurisdictions on each other;

•

to eliminate the need for dealers to provide documents to multiple regulators, develop a
registrant portal to allow both regulators and firms to view and upload documents for
examinations and other sharing purposes;

•

accept alternative means of demonstrating proficiency e.g., permitting a CPA with 20 years of
investment banking/sales/research experience to meet the proficiency requirements of the
partner, director or officer exam;

•

to provide increased clarity and consistency with respect to expectations, develop a rulebook
for exempt market dealers; and

•

to reduce complexity, reduce the number of trading order types or the best execution
consideration obligations that may be generated by the introduction of new order types.

To what extent would these proposals meaningfully reduce the burden on dealers? Would this help
to increase dealer participation in the financings of smaller deals? Do any of these proposals raise
significant investor protection concerns?
The fragmented public market has also been identified as a major deterrent to participation. How
might this be addressed?
(h) Facilitating angel investment funds
In some foreign jurisdictions crowdfunding platforms have developed that cater to angel investors,
i.e., accredited investors that are interested in investing privately in early stage and developing
businesses. In some cases, these platforms may promote the syndication of investment in start-ups,
for example, investors invest in a special purpose entity that invests in the start-up, with the
crowdfunding platform providing the administrative services necessary for the special purpose
entity. These platforms may allow for one or more investors to act as a lead investor.
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connecting entrepreneurs and investors. However, some features of the platforms that exist in other
jurisdictions have not yet been accommodated in Canada. In other jurisdictions, these platforms
may allow accredited investors to not just invest in particular start-ups, but to invest in a managed
fund that then invests in a portfolio of start-ups. The managers of these funds are not necessarily
subject to the requirements that would typically apply to investment fund managers and portfolio
managers. They may operate under exemptions or other exceptions.
Would such funds be a way to help accredited investors gain greater familiarity with investing in
tech businesses? Would diversification help reduce the risks associated with investing in select
start-ups? Conversely, without the investor protections provided by registration, such as those
related to proficiency and solvency, would such funds create unacceptable risks for unsophisticated
or inexperienced, albeit accredited investors? Should we consider adviser registration exemptions
where accredited investors have a limited amount of capital at risk? Should we consider alternative
proficiency requirements coupled with registration in a category that permits advice in only
particular circumstances?
(i) Facilitating the development of a retail, publicly-traded fund focused on innovative
businesses
The TSXV CPC program and the TSX Special Purpose Acquisition Corporation or SPAC program
facilitate the creation of a public shell company that then typically acquires a single business.
These programs can provide an alternative financing source for businesses and liquidity for
investors. However, the TMX innovation report, referred to above, recommended that to reenergize retail investment in Canada’s public markets, regulators should facilitate the development
of a retail, publicly traded venture fund that would co-invest alongside institutional investors in
not a single business but a number of businesses. The recommendation contemplated a maximum
investment amount for any one retail investor.
Would this assist Alberta businesses with access to another source of potential capital while
providing retail investors with access to early stage businesses with reduced concentration risk?
If so, what are the barriers to market participants in creating such a fund? Could such a fund be
successful in attracting federal government investment into Alberta businesses through the federal
Venture Capital Catalyst Initiative? Are any regulatory accommodations necessary or appropriate?
(j) Further facilitating global markets
The multi-jurisdictional disclosure system that has been adopted between Canadian securities
regulators and the Securities and Exchange Commission (SEC) in the United States has been very
useful in allowing Canadian and U.S. businesses to access the other’s respective capital markets,
relying largely on the offering document required in their home jurisdiction and the review by their
home regulator. Are there other jurisdictions where a similar arrangement would be beneficial?
National Instrument 71-102 Continuous Disclosure and Other Exemptions Relating to Foreign
Issuers provides accommodations to certain foreign businesses that are public companies in
Canada, allowing them to comply in respect of most of their continuous disclosure obligations
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However, Canadian businesses seeking cross-border financing or wanting to trade on a
marketplace in a foreign jurisdiction may be subject to both domestic and foreign securities laws.
To what extent does this create a burden on Alberta businesses or deter them from accessing
foreign markets? How might it best be addressed?
(k) Facilitating a semi-public market that allows secondary retail trading by non-public
companies
Smaller public companies continue to express concerns with the regulatory burden associated with
being public. Although we have adopted different standards for “venture issuers” to reduce the
regulatory burden relative to larger public companies, over the last 20 years, the requirements
related to being a publicly traded venture issuer have increased. 76
Although smaller public companies express concerns with the regulatory burden, it is difficult to
turn back the clock when investors have grown to expect certain information and standards.
Further, we conversely receive feedback respecting the lack of ongoing information provided to
investors in the private market, particularly respecting retail investors investing under the offering
memorandum exemption.
Some academics suggest a middle ground would be appropriate for smaller companies and argue
that the benefits of mandatory disclosure are lower than generally assumed. 77 Should we consider
a “semi-public” regime that would facilitate secondary trading of the securities of smaller
companies that have filed an abbreviated offering document or statement of material facts, and
that would be required to file some but not all of the ongoing information typically required of a
public company?
We contemplate that ongoing disclosure in such a regime would be limited to audited or reviewed
annual financial statements, semi-annual (rather than quarterly) financial statements,
management’s discussion of highlights, material change reports, and an abbreviated proxy circular.
Technical reports for oil and gas and mining companies would be a consideration. It may be
appropriate to also consider insider reporting obligations. 78 Is there other specific disclosure that
should or should not be required?
Is there a way to address the liquidity concerns currently associated with trading venture stocks?
For example, rather than a continuous auction market, should we contemplate consolidating
secondary trading to certain times?
Could trading on an alternative “semi-public” marketplace, help address the concerns of tech
companies about the loss of benefits such as the scientific research and development tax credit,
associated with being a private business?
In March 2019, the ASC, together with the other members of the CSA and Investment Industry
Regulatory Organization of Canada (IIROC) published a consultation paper 79 respecting the
regulation of trading platforms (commonly referred to as ‘cryptocurrency exchanges’) trading
crypto-assets. To what extent would this semi-public regime be appropriate for security tokens or
utility tokens (that constitute securities at the time of capital raising) trading on such platforms?

#5466593

-31Would an alternative secondary market disclosure regime provide better outcomes for investors
than investing in private placements, including crowdfunding offerings and initial security token
offerings?
What are the potential benefits and limitations of a semi-public regime?
(l) Exploring enhanced institutional liquidity for private markets
An alternative market for secondary retail trading is one possibility for addressing private company
liquidity. Another possibility is the model represented by Nasdaq’s Private Market, 80 offering
liquidity solutions to private companies and funds, by facilitating secondary trading among a more
limited set of institutional investors. The TSX previously offered the TSX Private Markets and a
number of dealers facilitate secondary trading among accredited investors in the securities of select
non-public companies. Would a more centralized alternative market assist Alberta businesses in
connecting with potential investors? If so, what are the key features necessary for such a market
to be successful?
(m) Fostering crowdlending and peer-to-peer lending
Not all businesses want to become public companies nor should all businesses be public
companies. Similarly, the modest growth prospects of many revenue generating businesses will
not attract the interest of venture capitalists and institutional investors. These businesses may still
have financing needs that may not be met through bank loans and lines of credit. To what extent
could peer-to-peer or crowdlending help satisfy these financing needs and provide investors with
an additional investment alternative?
If this would be helpful, are there steps we could take to further facilitate this while still providing
appropriate investor protection? We note that peer-to-peer lending platforms are already operating
in Canada as dealers registered with securities regulators. Further, we note that the ASC provided
prospectus and registration exemptions to facilitate ATB Financial’s crowdlending platform, ATB
LendR. In addition, as mentioned above, the ASC is developing a harmonized start-up
crowdfunding regime for small offerings, that includes a registration exemption. To what extent is
the availability of these financing options known and understood? Are there other parties, such as
credit unions, often already serving rural and smaller communities, that might also play a role in
such initiatives?
8.

Ways you can participate

On or before September 20, 2019 you can participate in one or more of the following ways:
•

Survey: You can respond to our survey, identifying on a scale from 1-5, the initiatives that
you believe will be the most meaningful in energizing Alberta’s public and private capital
market, by clicking here. You can also provide additional comments in the survey.
We ask for certain demographic information to help understand the types of parties providing
comments but the survey can otherwise be completed anonymously.
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survey questions.
•

In-person consultation: If you are interested in participating in an in-person group
consultation, please send an email to new.economy@asc.ca indicating that. We anticipate
organizing in-person consultations. The number and locations will be dependent on the
response received. We anticipate providing webinar access for those that are interested in
participating but are not able to attend in-person.

•

Comment letter: If you wish to provide a more detailed response than the survey allows, we
encourage you to provide a written comment letter. Please send your comments by email.
Please address your comments to the Alberta Securities Commission.
Please send your comments to:
Denise Weeres
Director, New Economy
Alberta Securities Commission
new.economy@asc.ca

Please note that comments received by way of comment letter will be made publicly available and
will be posted on the ASC’s website at www.albertasecurities.com. We will not keep submissions
confidential. You should not include personal information directly in a comment letter. It is
important that you state on whose behalf you are making the submission.

Questions
Please direct your questions to:
Denise Weeres
Director, New Economy
Alberta Securities Commission
403.297.2930
denise.weeres@asc.ca
Thomas Graham
Director, Corporate Finance
Alberta Securities Commission
403.297.5355
tom.graham@asc.ca
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Director, Market Regulation
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403.297.4281
lynn.tsutsumi@asc.ca
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requirements for audit committees and certain tailored disclosure respecting them; and the introduction of annual and interim CEO and CFO
certifications, albeit without a requirement to certify controls.
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“Marshall Lux, Jack Pead, “Hunting High and Low: The Decline of the Small IPO and What to Do About It,” Harvard Kennedy School,
Mossavar-Rahamani Center for Business and Government, (2018): page 25,
https://www.hks.harvard.edu/sites/default/files/centers/mrcbg/working.papers/86_final.pdf.
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Note that a somewhat similar concept has been adopted in the U.S. by the SEC under Tier 2 of Title IV of the JOBS Act, what is colloquially
referred to as “Reg A+”, and note that it is serving as a financing vehicle for some businesses in the U.S. Some feedback suggests that Reg A+
might prove to be more successful once some of the challenges posed under state securities law respecting secondary trading are addressed.
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Joint CSA/IIROC Consultation Paper 21-402 Proposed Framework For Crypto-Asset Trading Platforms, https://www.albertasecurities.com//media/ASC-Documents-part-1/Regulatory-Instruments/2019/03/5450795-CSAConsultationPaper21402ProposedFrameworkforCryptoAssetTradingPlatforms20190301.ashx.
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See Nasdaq Private Market https://www.nasdaqprivatemarket.com/
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