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Passport for Business™ is a publication dedicated to the business and legal issues facing
Canadian, American and international companies. The insight and commentary included in
the following pages are provided by Ogilvy Renault, one of Canada’s leading business law
firms. The purpose of this publication is to highlight some business issues that arise during
the course of cross-border transactions.
Ogilvy Renault has an excellent array of capabilities to help US and international companies
understand and effectively deal with the business and legal issues involved when doing
business in Canada. Whether it involves a major merger or acquisition, financing, commercial litigation, employment
matters or intellectual property, our professionals are experts at providing effective and creative solutions. In fact,
Ogilvy Renault is consistently ranked as a leading Canadian law firm, in several practice areas, by recognized Canadian
and international legal publications.
We hope Passport for Business™ will broaden your understanding of cross-border opportunities and issues. At the same
time, we hope you enjoy reading it. n
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Battles Will Continue in Active
Year for Proxy Fights

T

he economic downturn is making proxy fights
one of the stories of the year for 2009. Most battles
have been in the resource sector so far, particularly
with junior mining companies. But the scope of
possible activity could widen as share prices in all
sectors continue to struggle and shareholders become
more aggressive.
Ogilvy Renault has been involved in five proxy fights
since the beginning of January 2009. Our firm has
represented dissident shareholder groups, corporations
and independent directors in the dynamic context of a
proxy battle. Because of the absolute devastation of
market caps in 2008, we have seen a lot of activity,
and we believe that we are going to continue to see
a lot more.
An example of a proxy battle in which we were
involved was for the control of Polar Star Mining
Corporation. We acted for Douglas Willock who was
working to remove the existing board and replace
them with his own board of nominee directors. The
now-former board had removed Mr. Willock as
President and CEO on January 30, 2009, over a
disagreement regarding the right strategy for the
corporation. He continued to serve as a director of the
company and launched his proxy fight in early
February. Mr. Willock and his supporters ultimately
won, receiving almost 60 per cent of shareholder
proxy votes at the shareholder meeting.

“...we have seen a lot of activity, and
we believe that we are going to
continue to see a lot more.”
The Polar Star example is a common type of proxy
fight, where shareholders believe the board of a
company should do things differently to maximize
shareholder value. Another kind of fight can involve
investors such as hedge funds that tailor themselves
ogilvyrenault.com
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as shareholder activists. In these situations, investors
focus on companies where there is a significant
difference between the market cap and cash on hand.
The investor may launch a challenge to the current
board of a company when motivated by a desire to
have a company do a share buyback or pay out the
cash on hand by paying a dividend.
We are also encountering circumstances where proxy
battles are the result of poor relationships between
the parties and can be motivated by differences of
opinion on who should be managing a company and
its board. These types of scenarios can be based more
on clashes between different personalities rather than
diverging visions, but can still seriously divide a
company's board and its shareholders.
Whatever the reason for launching a proxy battle,
Canadian law provides a unique tactic by which one
can be commenced that is not necessarily available in
other parts of the world: the power to requisition a
shareholder meeting. It gives shareholders the ability
to replace a board of directors in between the annual
meetings of a company. Sophisticated shareholders
are recognizing that a mechanism exists to force a
different vision for the company—and they are using
it. Boards are playing a dangerous game if they ignore
the demands of shareholders, especially in today’s market. n
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Peering Through the Cloud
Cloud computing: Many benefits but there are some legal issues to consider

W

hile outsourcing the processing or hosting of
information is not a new idea, as many companies are
familiar with application service providers (ASPs) and
software-as-a-service (SaaS), “cloud computing” has
become a catch-all phrase that represents the plethora of
hosting and processing services available and delivered
over the Internet.1 The growing popularity with
consumers of online services as well as the entrance of
some brand-name vendors with corporate offerings (such
as Amazon’s Elastic Compute Cloud (EC2), Google Apps
and Microsoft’s recent announcement that Office 2010
will be offered as a free online service), has brought
increased awareness to this combination of grid and
utility computing services.2 One study found that
69 per cent of Americans who use the Internet use some
form of cloud computing, such as Hotmail and Gmail or
online personal photo storage services.3

“...corporations and individuals are
finding the siren call of cloud
computing particularly compelling.”
Cloud computing can be used by corporate clients to
outsource, for example, data processing (such as massive
database management or data mining), help desk
management, CRM, word processing requirements and
even all or a substantial portion of a company’s IT
infrastructure. Many of the above, when implemented inhouse, require expensive infrastructure that are often not
used at maximum efficiency. One flavour of cloud
computing that may be particularly attractive to
businesses engaged in sensitive industries or handling
sensitive information is the “Private Cloud,” whereby a
business or other organization creates its own Internetbased data centre which is not generally available to the
public.

Brad Newman
BUSINESS LAW - TORONTO
T: 416.216.1935
BNEWMAN@OGILVYRENAULT.COM

With vastly improved features, usability and awareness,
corporations and individuals are finding the siren call of
cloud computing particularly compelling. While the
benefits are many, the potential legal pitfalls that come
with cloud computing must be considered.
First, some of the advantages cloud computing offers:
• Pricing: Some cloud providers’ pricing models
contemplate a monthly subscription fee while other
vendors provide the services on a pay-as-you-go,
utility-based model. For example, users pay for the
volume of data stored or number of servers required.
• Scalability: Cloud vendors often allocate resources to
a user as needed (or requested), which has obvious
benefits for both the cloud vendor and user: cloud
vendors benefit greatly from economies of scale and
the efficient use of their resources, while users
benefit from the resulting flow-through cost savings
as well as the availability, often on-demand in realtime, of vast and flexible resources that can suit their
needs without having to worry about whether too
much or too little was spent on in-house IT deployments.
• Transparency: Users can typically see exactly how
much they pay for their usage of specific services,
whereas non-cloud vendors would be unwilling or
unable to disclose how much a user is paying for
each server used or gigabyte transferred.

1 For an overview of various cloud computing terminology and non-legal issues, see The Economist, Special Report: Let it rise (23 October 2008), online:

<http://www.economist.com/specialreports/displayStory.cfm?story_ide=12411882>
2 Grid computing is the use of clusters of computers on a large scale to perform tasks that involve significant amounts of data and/or computer resources, while utility computing refers to the

packaging of computing resources as a metered service.
3 John B. Horrigan, Cloud Computing Gains in Currency, online: Pew Research Center <http://pewresearch.org/pubs/948/cloud-computing-gains-in-currency>.

ogilvyrenault.com

Passport For Business 5

• Simple Purchasing: Though also a potential pitfall,
many cloud computing services can be purchased over
the Internet with a credit card and the services
become available instantly. There is no need to issue
a complicated request for proposal, but no
opportunity to negotiate the terms of service.

b) ensure the cloud vendor is contractually
obligated to safeguard personal information to the
same extent as the company using the cloud
services.7 Special considerations will apply if the
prospective outsourcer is a federally regulated entity
and therefore would have to comply with OSFI
guidelines. The OSFI guidelines specify, among other
things, that an outsourcing agreement is expected
to point to a physical location where the outsourced
activities are to take place; this requirement could
make (non-private) cloud computing impractical.
Additionally, the federal Bank Act requires that
certain records be stored in Canada.

• Sensitive Data: For businesses whose employees travel
frequently and use portable laptops, the risk of loss,
theft or confiscation of sensitive information stored
locally on these devices can be mitigated, to some
extent, by using cloud applications and storing data
in the cloud.
However, all that glitters may not be gold. Companies must
tread carefully when considering cloud computing as there
are a variety of potential legal issues that need to be
considered before engaging a cloud computing vendor:
• Privacy: Certain jurisdictions require personal
information to remain within that jurisdiction’s borders
unless the receiving jurisdiction has comparable legal
safeguards. For example, the EU Data Protection
Directive only permits the transfer of personal data to
non-EU nations that ensure “adequate level of
protection”4. Cloud computing architecture, by its
nature, provides that vendors may process resources in
or through a number of jurisdictions at any given time.
While in certain circumstances the cloud vendor can
offer to limit where a specific user’s data is held, it
may not be possible or practical. Users also need to
consider the possibility their data may be
disclosed to the government of the jurisdiction in
which their data is held by the vendor, possibly
without their knowledge or consent. For example, the
USA PATRIOT Act permits the US federal government
to seek a court order for disclosure of electronic
records, often without permitting notice to the user.)5
From a Canadian perspective, a company thinking
about outsourcing the processing or storage of
personal information to a cloud vendor needs to
consider applicable legislation—such as the Personal
Information Protection and Electronics Document Act
(PIPEDA))—which may require the company to:
a) provide notice to the data subjects their
information might be stored outside of Canada
and their information may be accessed by
governmental authorities according to the laws
of that jurisdiction;6 and

From this brief review of just some of the potential
privacy issues in cloud computing, it is apparent
companies may encounter turbulence along the way.
• Foreign Governments: The autonomy of private or
state-sponsored enterprises varies between
jurisdictions. It is important for the customer to
conduct due diligence and, if doubts persist about the
potential for governments to monitor or access the
user’s systems or information flow, be sure to insist on
appropriate confidentiality, security and indemnification
protections or consider seeking an alternate cloud vendor.
• Export Controls: Given the multitude of locations from
which cloud services may be provided by any one
vendor, ensuring compliance with federal export
controls may be difficult (where, for example, a
company has sourced a software development
platform in the cloud and the software to be
developed contains encryption technologies subject
to export controls).
• Ownership: Care has to be taken to ensure vendor
and user rights in their respective intellectual property
are clearly delineated. For example, many cloud
services involve the provision of proprietary
development tools by the vendor, which allows the
user to create its own databases, software or other
applications. In order to ensure the user comes
away with a product that can be utilized by or licensed
to other parties, it is essential to determine to what
extent vendor or other third-party components are
incorporated. Similarly, where mission critical or
enterprise business processes are involved, it is critical

4 See Council Directive 1995/46/EC at Article 25, online: <http://eur-lex.europa.eu/LexUriServ/LexUriServ.do?uri=CELEX:31995L0046:EN:HTML>
5 See Robert Gellman, Privacy in the Clouds: Risks to Privacy and Confidentiality from Cloud Computing (February 23, 2009):

World Privacy Forum, online: <http://www.worldprivacyforum.org/pdf/WPF_Cloud_Privacy_Report.pdf>.
6 See Privacy Commissioner of Canada, Outsourcing of canada.com e-mail services to US-based firm raises questions for subscribers (PIPEDA Case Summary #2008-394),

online: <http://www.priv.gc.ca/cf-dc/2008/394_20080807_e.cfm>
7 See Privacy Commissioner of Canada, Canadian-based company shares customer personal information with US parent (Case Summary #2006-333),
online: <http://www.priv.gc.ca/cf-dc/2006/333_20060511_e.cfm>.
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to ensure appropriate business continuity plans
and possibly source code escrow agreements are in
place to anticipate a potential bankruptcy of the
vendor or some other cessation of the vendor’s services.
As well, cloud vendor standard form contracts are often
drafted decidedly in the cloud vendor’s favour. Whether
cloud computing is sourced for simple data processing or
for enterprise resource planning for mission critical
business processes, close attention should be paid to the
following provisions commonly found in such standard
form contracts–particularly if the services are going to be
purchased online without any negotiation (also known as
“off-the-shelf” services):
• Uptime: In July 2008, Amazon’s S3 experienced an
outage lasting more than seven hours that affected all
US customers, including the high-profile social
networking site Twitter.8 While some cloud vendors
will include representations of high-levels of uptime
backed by service credits issued in the event of
outages (such as Amazon), other standard form
contracts may provide representations of nearly
guaranteed uptime while also disclaiming liability for
unanticipated or unscheduled delays or outages.
Where the vendor is unwilling to negotiate, companies
should have their own backup systems and business
continuity plans in place to address possible long-term
outages by key vendors, which should contemplate
redundant data storage and backup services.
• Security: Recently, a hacker gained access to
confidential documents stored on Google Apps by
hacking a Twitter employee’s official email account,
which was hosted by Gmail. 9 While it should be noted
that access was apparently gained by the hacker as a
result of poor password selection and protection by
the user, the incident serves as a reminder that
sensitive information in the cloud can be vulnerable.
Since vendors may not be forthcoming about their
security measures and limitations of liability in their
standard form agreements are often limited to the
amount paid by the user or less, users may be out of
luck if they suffer damages as a result of the loss or
inadvertent disclosure of personal or sensitive
information, or in the event of a security breach of
the vendor’s systems.

• Monitoring: Many cloud vendors’ agreements include
the right to monitor all data, which, without the
inclusion of appropriate confidentiality and
indemnification provisions, should be a source of
concern for users who wish to process sensitive
business information in the cloud.
• Varying Terms: Another common inclusion in cloud
vendor standard form contracts is the ability of the
vendor to modify the terms of the agreement, with
such modifications deemed accepted by either
continued use any time after the new terms have been
posted on the vendor’s website or after a certain
stated time (e.g. 15 days after posting). An example of
this is Apple Inc.’s recent modifications to the terms of
service for its online service MobileMe. The notice
provisions of the terms of service provide that notice
of a change in the terms may be emailed, sent by
regular mail or posted on its website. Apple recently
added provisions related to its collection and use of
customer information as well as adding a limitation of
liability for any permanent cessation of the service.10
If Apple chose to only post these important changes
to its website, they would only be noticed if the
customer visited the MobileMe website, yet the
changes would likely have legal effect.
• Pay the Bills: The services agreement of one popular
cloud provides in the event a user’s account falls
into arrears, the vendor has the right to terminate and
suspend access to the services. Perhaps most
importantly, it has no obligation to retain such user’s
data, which may be “irretrievably deleted” after 30 days.

Conclusion
The expanding and increasingly competitive marketplace of
Internet-based outsourcing services that comprise the
“cloud computing” lexicon provides vendors and users with
lower overall cost of implementation thanks to economies
of scale and greater scalability. However, both parties must
be careful to ensure their interests are protected when
entering into cloud computing arrangements,
particularly those cloud users purchasing off-the-shelf
services subject to standard form contracts. n

8 CenterNetworks, Amazon S3 Down (July 20, 2008), available online at: <http://www.centernetworks.com/amazon-s3-down-july-2008>.
9 John B. Horrigan, Cloud Computing Gains in Currency, online: Pew Research Center <http://pewresearch.org/pubs/948/cloud-computing-gains-in-currency>.
10 TOSBack, Apple MobileMe Terms of Service (June 18, 2009), available online at: < http://www.tosback.org/diff.php?vid=495>.
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Privacy Laws and Regulations
Around the Globe:
The Impact on Doing
Business Internationally

T

he protection of personal information is an
important issue as business operations become increasingly
global in nature. Coupled with the Internet enabling
personal data to be distributed almost instantaneously
across the globe, privacy has quickly become a critical
international concern that can often be confusing due to a
global patchwork of laws and regulations. A US
organization conducting business in multiple foreign
jurisdictions must be aware privacy laws are not equal
everywhere. Unless the most restrictive regulatory regime
is adopted, country by country procedures may
be necessary.

Canada
While Canada is often assumed to be similar to the US
with respect to business practices, privacy regulation is
another matter. The Canadian approach to confidentiality
and the transfer of personal information is much more in
line with the European model than that of the US. (It was,
in fact, designed to be this way.) The federal personal
information protection regime in the Canadian private
sector is mainly governed by the Personal Information
Protection and Electronic Documents Act (PIPEDA), which
became effective in 2004 and extends privacy protection
to all personal data collected by companies on individuals
in the course of commercial activity, except employees
other than those of a federal undertaking. It follows that, in
most cases, personal information of employees is regulated
by applicable provincial law. Only Alberta, British Columbia
and Quebec have enacted privacy legislation. That
provincial legislation, however, is substantially similar to
PIPEDA. Ontario has enacted privacy legislation but only
with regard to personal health information.
It is important to note that when transferring personal
information outside of Canada, the transferring
organization has an obligation to provide a comparable
level of protection meaning the level of protection
provided by the third party must be comparable to the

ogilvyrenault.com
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level of protection afforded the personal information within
Canada. The Privacy Commissioner of Canada has ruled
that, not withstanding the USA PATRIOT Act, personal
information transferred to the US can benefit from
protection similar to that enjoyed in Canada. She added,
however, that notice must be given to individuals alerting
them to the fact their information will be stored in the US
where it becomes subject to the USA PATRIOT Act.
Another recent, high-profile example involved Facebook,
the hugely popular social networking site. On July 16, 2009,
Canada’s Privacy Commissioner ruled that Facebook was in
breach of Canadian privacy laws on several fronts,
particularly with respect to the circumstances surrounding
consent to the disclosure of personal information to third
party application developers and the retention of personal
information of users who had closed their accounts.
Initially, Facebook resisted complete compliance with the
Privacy Commissioner’s recommendations. However, given
the Commissioner’s ability to submit the matter to the
courts, Facebook ultimately proposed solutions satisfying
Canadian privacy laws.
As Facebook learned, a “global” approach to privacy works
only where the privacy policy is written so as to comply
with all jurisdictions in which an organization does
business. Facebook recently indicated that it plans to
amend worldwide practices to implement Canadian privacy
requirements globally.
Another recent example illustrating this is the case of
Abika.com, a US-based online data broker. On July 31,
2009, after a nearly five-year investigation, the Privacy
Commissioner ruled Abika had violated Canadian privacy
laws by disclosing the personal information of Canadians
without their knowledge or consent to third parties.

Passport For Business 9

Europe

The Rest of the World

The EU has developed a very sophisticated personal
information protection regime with stringent standards
that has influenced the adoption of privacy laws
throughout the world. Directive 95/46 sets out the general
principles with regard to the processing of personal
information, which are now implemented in the national
law of every EU member state. The underlying principles of
Directive 95/46 were largely based on those of
international bodies, like the OECD’s Guidelines on the
Protection of Privacy and Transborder Flows of Personal Data.
The EU’s privacy legislation closely resembles that of
Canada, however, how this legislation is interpreted can
lead to some surprising differences, particularly with
respect to the validity of consent given to the collection,
use and disclosure of personal information.

Once you move out of Canada and Europe, all bets are off
with respect to the extent that privacy legislation exists or
is enforced. In many jurisdictions there is no one law or
regulatory framework governing privacy. Instead, laws or
regulations relating to privacy are often found as a sub-set
of sector-specific or constitutional laws.

“Outside of Canada and Europe,
privacy legislation is either non-existent
or a patchwork of sector-specific laws
and regulations.”
Consent is in the lynchpin of Canadian privacy legislation.
In the EU Directive, persons from or about whom data is
collected must unambiguously grant their consent before
such data is collected, after having been informed about
the purpose(s) for which the data will be used. The
interpretation of the validity of consent may impact a US
business processing personal information of European
customers or employees. For example, relying on employee
consent to the collection of certain personal information
can prove to be difficult since some European countries
question whether that consent is “freely given” given the
desire to be employed or to keep employment.
Another key tenet of the EU privacy directive is that it
prohibits the transfer of personal information to non-EU
countries, including the US, unless those countries provide
adequate protection for the information. While the US has
not been, officially, deemed to provide adequate protection,
the two jurisdictions are negotiating so as to facilitate
normal business relations. The Safe Harbor Agreement
allows US companies to avoid sanctions imposed by the
EU if they voluntarily embrace a somewhat less stringent
version of the EU privacy directive.

10
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Asia-Pacific: Regions that have recently adopted privacy
legislation include Australia, Hong Kong, Japan, Macao, New
Zealand, South Korea and Taiwan. China, Malaysia, the
Philippines and Thailand are currently in the process of
drafting legislation. Indonesia, Singapore, Vanuatu and
Vietnam only have privacy provisions in sector-specific
laws. Still, many Asia-Pacific regions do not have privacy
legislation, including Brunei, Cambodia, Laos, Myanmar and
the majority of the small Pacific island countries.
India: India does not have comprehensive privacy laws in
place. The right of privacy is not expressly recognized in the
Constitution of India, although the Supreme Court of India
has implied it from article 21 of the Constitution, which
states that, “No person shall be deprived of his life or
personal liberty except according to procedure established
by law.” However, this right is not absolute and can be
restricted under procedures established by law or if a
superior interest commands it. Laws that do exist relate to
the privacy of data held by public financial bodies
(e.g. banks) and electronic data (the Information Technology
Act of 2000). India is moving to bring their privacy laws in
step with Europe and other jurisdictions. The Personal Data
Protection Bill, based primarily on foreign privacy
legislations, was introduced in 2006 and is currently
still pending.
Latin America: Currently, very few Latin American regions
have any privacy legislation and there is no cohesive
framework for the region. However, the importance of a
harmonized privacy legal framework for the region has
been recognized and many countries in this region are
currently working on developing it.

Conclusion
Although efforts are underway in many regions to
harmonize legislation, privacy laws around the world still
differ in many respects. Outside of Canada and Europe,
privacy legislation is either non-existent or a patchwork of
sector-specific laws and regulations. US organizations
conducting business in these regions should use the most
stringent legislation as the lowest common denominator in
order to establish an effective privacy policy. n
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What’s New at Ogilvy Renault
Asia
Many economists and business leaders look to Asia to be
at the forefront of the global recovery from the economic
crisis. Western nations certainly cannot ignore the
opportunities to work in cooperation with the Asian region.
Ogilvy Renault continues to be active in key global
markets. A team led by The Right Honourable Brian
Mulroney, former prime minister of
Canada and a senior partner of the
firm, recently visited Singapore, Hong
Kong, Beijing and Tokyo. The team met
with CEOs and top political and
diplomatic officials to develop business and help
stimulate stronger trade and investment flows between
Canada and Asia.
Members of our India practice provide strategic advice to
Canadian and international clients doing business in
India—and to India-based clients as they expand into
Canada and North America. We recently launched a new
India practice page on our website at
www.ogilvyrenault.com/en/expertise_indiaPractice.htm.

• Counsel to Quebecor World Inc. in its successful
emergence from creditor protection under the
Companies’ Creditors Arrangement Act (CCAA) in
Canada and, in respect of certain US subsidiaries,
Chapter 11 of the US Bankruptcy Code.
• Canadian counsel to Ernst & Young, the monitor in
Masonite International's financial restructuring and
emergence from protection under both Chapter 11 of
the US Bankruptcy Code and the CCAA in Canada.

Recent Matters
•

Nortel Networks in:
> The sale of its CDMA Business and LTE Access
Assets to Telefonaktiebolaget LM Ericsson for
US$1.3 billion.
> The sale of its Global Enterprise Solutions Business
to Avaya Inc. for US$900 million.

•

Rio Tinto Alcan in connection with a
US$2.025 billion binding offer from Amcor for the
majority of its Alcan Packaging Businesses.
Aeroplan Canada Inc., a leading
international loyalty management corporation, as
lender, in connection with a $600 million secured
credit facility entered into by Air Canada.
Canpages Inc., Canada’s fastest growing
local search company, in its acquisitions of ypOne
Enterprises Canada and Gigpark Inc.
Dainippon Sumitomo Pharma in
its estimated US$2.6 billion purchase, by way of
agreement and plan of merger, of Sepracor.
Hochschild Mining plc, a leading precious
metals company, in connection with its acquisition
of Southwestern Resources Corp.
International Finance Corporation, a
member of the World Bank, in connection with its
investment in Antares Minerals Inc., a Canadianbased mining company.

•

Best Canadian Law Firm Two Years in a Row
•

•

A Year of Restructuring

•

The global economic slowdown has resulted in many
corporations seeking protection from creditors and
undertaking substantial restructuring proceedings. Some
of the notable restructurings we have been involved with
this year include:

•

• Canadian counsel to Nortel Networks in its cross-border
restructuring proceedings: a process involving Chapter 11
and Chapter 15 proceedings in the US as well as
administration proceedings in the UK in respect of 19
Nortel companies incorporated throughout the EU.

ogilvyrenault.com

Follow us on Twitter!
Keep up with our news, information bulletins
and events by following Ogilvy Renault on Twitter.
www.twitter.com/ogilvyrenault n
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The Investment Canada Act:
Paper Tiger No More

T

his year has seen several significant developments
related to the Investment Canada Act (the Act). These
include the enhancement of the enforcement powers of
the Minister of Industry (the Minister) and the expansion
of the Minister’s power to now also review transactions
on the grounds they may be injurious to Canada’s
national security. The Act was amended in March 2009
and draft regulations to implement those amendments
were published in July 2009. Not only has the Minister
flexed his muscles by using – for the first time – the preamendment provisions to require a non-Canadian
investor to fulfill its undertakings, but it also appears that
he may have used the new national security powers to
delay at least one transaction.

Overview of Amendments
The legislation that implemented Canada’s 2009 federal
budget (Bill C-10) also included significant changes to the
Act.1 The important amendments, some of which are not
yet in force, are the following:
• Increased threshold for investments made by a
WTO investor. The review threshold for
acquisitions of control of a Canadian business
(other than a cultural business) will be
increased to $1 billion over five years, and the
measurement standard will be changed from a
gross assets test to an “enterprise value” of the
acquired assets. These changes will only come
into force when implementing regulations
(described further below) are enacted.
• National security test and review procedure.
The amendments introduced a broad national
security test and review process, authorizing
the Minister to review investments that “could
be injurious to national security,” regardless of
the size of transaction. These changes are now
in force, although regulations (described further
below) must be enacted to implement the
timeline for the national security review.
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• Elimination of lower threshold for transactions
in non-cultural sectors. The lower thresholds for
the review of transactions in the transportation,
uranium production and financial services
sectors have been repealed. Only cultural
businesses remain subject to the lower
threshold of $5 million.
• Written reasons for not approving an investment.
Where the Minister is not satisfied an
investment is of net benefit to Canada, the
Minister is now required to provide reasons for
the decision to block the investment.
• New undertakings. If the Minister believes a
non-Canadian has failed to comply with a
written undertaking relating to an investment
the Minister is satisfied or is deemed to be
satisfied is likely to be of net benefit to Canada,
the Minister would be able to accept a new
undertaking from the non-Canadian after the
investment has been implemented.
On July 11, 2009, Industry Canada published proposed
new National Security Review of Investments Regulations
and amendments to the Investment Canada Regulations
(collectively, the Draft Regulations). The Draft Regulations
set out the process for national security reviews and
establish the basis for calculating the new investment
review threshold. They also increase the informational
requirements for non-Canadians in applications for review
and notification forms for net benefit and national
security review purposes. It is expected the Draft
Regulations will come into force sometime in the fall of
2009, with the national security regulations enacted first.

1 See Canada's Budget Bill to Overhaul the Competition Act and Investment Canada Act. <www.ogilvyrenault.com/en/resourceCentre_9101.htm>
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National Security Review Process

New Investment Review Threshold

Bill C-10 added a national security test and review
process to the Act that authorizes the government to
take any measures in respect of an investment that
threatens national security. Following the Minister's
review and consultations with the Minister of Public
Safety and Emergency Preparedness, the Minister is
required to refer transactions of concern to national
security to the Governor in Council, which has the ability
to take any measures in respect of the investment that
the Governor in Council considers advisable to protect
national security, including prohibiting investments made
by non-Canadians. Bill C-10 set out a framework for such
reviews but did not include any details on the time
periods for such reviews.

The Act requires investments meet certain monetary
thresholds be approved by the Minister and be deemed to
be of “net benefit” to Canada before they can be
implemented. The current investment review threshold for
WTO investors is $312 million in book value of assets,
although an exception is made for acquisitions of
Canadian cultural businesses, for which a lower threshold
applies ($5 million or $50 million depending on whether
the investment is direct or indirect). The amendments to
the Act have increased this threshold to $600 million in
“enterprise value” (this figure will rise to $1 billion over
the next four years). However, the new thresholds will
only come into force once the Draft Regulations defining
the “enterprise value” of a corporation's assets have been
finalized.

The Draft Regulations prescribe the time periods that will
apply to the various steps in the national security review
process. The duration of a review can vary depending on
several factors, such as whether the transaction is
notifiable or reviewable, the seriousness of the potential
security threat, the imminence of such security threat
and the complexity of the review. That being said, it
seems unavoidable that parties to transactions subject to
a national security review will often incur significant
delays (which, in some cases, might be as long as 130
days) before obtaining regulatory approval.
The Draft Regulations also list the investigative bodies
with which pertinent information concerning investments
that have raised national security concerns can be shared,
including the Department of Public Safety and Emergency
Preparedness, the Canadian Security Intelligence Service,
the Royal Canadian Mounted Police, the Communications
Security Establishment, and the Department of National
Defence. Although the initial draft of the national security
regulations did not include a pre-clearance mechanism, it
is expected that the final version will, at least for
notifiable transactions. Despite providing some guidance
on the review process, the Draft Regulations remain silent
on the definition of “national security” or the existence of
criteria to judge whether a proposed investment may
constitute a national security threat.2 They also lack any
mechanism for pre-clearing transactions that do not give
rise to national security concerns. The Governor in Council
therefore retains broad discretion in making such
determinations. It is hoped the Minister will publish some
guidelines on this topic in order to increase transparency
and assist foreign investors in understanding the potential
for a national security review.

The definition of “enterprise value” provided in the Draft
Regulations differs depending on the type of transaction
contemplated:
• For acquisitions of control of a publicly traded
Canadian corporation, the enterprise value of
the Canadian corporation's assets is equal to its
market capitalization plus its total liabilities
minus its cash and cash equivalents.
• For acquisitions of control of non-publicly
traded Canadian corporations, or acquisitions of
control of all or substantially all the assets of a
Canadian corporation, the enterprise value is
calculated following the “book value of assets”
method as currently set out in the Investment
Canada Regulations.
The introduction of the “market capitalization” test for
publicly traded Canadian corporations may prove
problematic in certain cases. Market capitalization is
calculated by multiplying the average daily closing price
of each class of publicly traded equity securities by the
average daily number of outstanding equity securities of
that class over the last 20 days of trading in the entity's
last fiscal quarter, then adding the results.
In addition, if there are unlisted equity securities, the
same calculation is done and added to the results for the
publicly traded shares, except the average daily closing
price of the primary class of publicly traded shares is used
as a proxy price. Because market capitalization can only
be calculated at the end of the fiscal quarter, which
immediately precedes the closing of a transaction,

2 The lack of guidelines regarding the meaning of national security means that interested parties or competitors may seek to interfere with or delay transactions that may not raise national

security issues. For example, Research in Motion recently argued that it was in Canada’s “national interest” to review the proposed sale of some of Nortel Networks’ wireless assets to Ericsson.
After considering the matter, the Minister concluded that there were no grounds to believe this transaction could be injurious to Canada's national security.
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transactions that meet the investment review threshold at
the time of their announcement may, in certain cases, no
longer meet the threshold at the time of closing.
Conversely, if the share price increases between the time of
announcement and closing, a transaction that was not
reviewable when announced could be reviewable at the
time of closing. Investors will therefore need to determine
whether to undergo a review that may not ultimately be
necessary, but that could prevent delays at closing.

Additional Information Requirements
Finally, the Draft Regulations introduce additional
information requirements for non-Canadians in
investment review applications and notification forms.
Investors will be required to disclose the names and
contact information of members of their boards of
directors, the names of their five highest paid officers
and any individual or entity that owns 10 per cent or
more of the equity or voting rights of the investor. They
will also need to provide a detailed description of the
business activities that will be carried on by the
Canadian business, including the products and services
that will be manufactured sold or exported by the
Canadian business and the code assigned to such
products and services by the North American Industry
Classification System (NAICS 2007) - Canada, 2007.
Further, investors will need to indicate the source of
funding for the investment and disclose any ownership
interests held by a foreign government.
These disclosure requirements are aimed at clearly
identifying who controls (or controls in fact) the foreign
investor and what type of business activities will be
conducted as a result of the foreign investment. The
requirements with respect to state ownership are
consistent with the government’s guidelines on stateowned enterprises issued last year, which aim to give
additional tools to the government to prevent investments
by state-owned enterprises that are considered a national
security threat.

Recent Enforcement Activities

taken such an action and highlights the importance that
the government places on investors fulfilling the
commitments they make when negotiating approvals
under the Act.
The Minister may also have used his new national security
review powers to delay an acquisition of a Canadian
publicly-traded company, the chief asset of which is a
uranium mine in Namibia. On August 19, 2009, Forsys
Metals Corp. announced the company that had agreed to
purchase it, George Forrest International Afrique S.P.R.L.
(GFI), claimed to have received a notification from Industry
Canada advising GFI the company could not proceed with
its acquisition of Forsys pending further notice from
Industry Canada. The book value of Forsys’ assets was
below the $312 million review threshold, meaning the only
basis for such a notice would have been the national
security provisions of the Act. Press reports suggest GFI had
difficulty securing financing to complete the transaction,
and may have turned to entities with ties to Iran or North
Korea. Unfortunately, we will never know how the review
process would have unfolded, as Forsys terminated its
transaction with GFI following the latter’s failure to transfer
funds in accordance with the transaction agreement.

Conclusion
The current Conservative government has demonstrated its
willingness to use the full force of the Act. Following its
unprecedented decision to block a proposed investment in
2008,3 the Minister has now taken steps to require an
investor to honour the undertakings it provided in order to
obtain approval. The Minister also appears to have used his
new power to review investments on the grounds of
national security. While obtaining approval under the
Investment Canada Act was traditionally regarded as
relatively routine, under the current enforcement climate,
where the Minister has been given significantly greater
discretion to intervene, investors are well served to exercise
caution by planning for long lead times to secure approval
if national security could be an issue and to take care in
drafting undertakings to provide some latitude in the event
they are subsequently challenged by the Minister. n

The Draft Regulations were released the same week the
Minister announced his intention to go to court to order
that U.S. Steel Corp. comply with the employment and
production-related undertakings it gave to the government
in connection with its November 2007 acquisition of
Stelco Inc. The Minister has also requested the court
impose a penalty of $10,000 per day calculated from
November 1, 2008. This is the first time the Minister has
3 See Canada Uses Investment Canada Act to Block Acquisition of MDA by Alliant Techsystems. <www.ogilvyrenault.com/en/resourceCentre_2081.htm>
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What’s in a Name
or Logo, Design, Shape or Packaging?

E

xecutives often underestimate the value of their
marketing tools when assessing their company's worth.
Indeed, the brand under which a company's products or
services are offered is often overlooked by the company
in favour of the products or services themselves. This
mindset can result in expensive mistakes and lost
opportunities, particularly in the context of asset
valuation, dealing with aggressive competitors, or even
assessing the return on an advertising campaign.
The worth of a trade-mark can be as high as the value its
owner places on it. A trade-mark can be a word, logo or
design that distinguishes your company's products or
services from those of your competitors. In addition, few
people know that a trade-mark can also be applied to a
particular shape or mode of packaging your products
such that your customers recognize your products by
simply seeing them on the shelves, even if they can't
read your name on the label.
Trade-marks, when properly used and protected, can add
tremendous worth to your enterprise and can be both
used as a marketing tool which gives you an advantage
over your competitors and considered a valuable asset
by your lending institution. In fact, in addition to
awarding you a monopoly on the use of the trade-mark
in relation to your products and/or services, a trade-mark
can generate income in the form of licensing revenues,
serve as collateral for securing loans, and be an
important asset when valuing a company for the purpose
of a merger, acquisition or equity financing.

“....few people know that a
trade-mark can also be applied to
a particular shape or mode of
packaging your products...”
The worth and level of protection of a trade-mark often
depends on how its owner has used it and whether it has
been registered. Indeed, a trade-mark need not be
registered. For example, an unregistered word or logo
that has been used extensively in relation to a particular
set of products or services can function as a trade-mark
if the owner can prove the public uses the word or
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logo to distinguish its products or services from those of
others. However, these unregistered trade-marks are
often difficult to enforce and/or value, because the
owner must first prove the trade-mark has reached the
required level of distinctiveness, an exercise that is
often imperfect and expensive, particularly as a survey
to prove the public's knowledge of the trade-mark may
be required.
On the other hand, the simple exercise of registering a
trade-mark with the Canadian Intellectual Property
Office provides numerous advantages that far outweigh
the costs of registration, which are quite low. The
registration of a trade-mark in Canada creates a
presumption of validity of the trade-mark such that its
owner need not expend the time or resources in first
proving the public knowledge of the mark. In addition, a
registered trade-mark provides its owner with a Canadawide monopoly on the use of the trade-mark, or any
confusingly similar trade-mark, in relation to the wares
(products) and services with which the mark has been
registered and used. An unregistered trade-mark only has
value in the territory in which it has been used;
therefore, a Canada-wide monopoly can rarely be
enforced, which means the mark is devalued compared
to one with a nationwide ambit of protection. Other
statutory benefits of registration exist as well, all of
which can benefit an owner both in terms of stopping
infringers, but also indirectly in assessing and often
increasing the monetary value of the goodwill associated
with the trade-mark in the preparation of financial
statements or otherwise.
In conclusion, do not underestimate the worth that a
registered trade-mark can add to your company's
portfolio. We can help you gauge the value of your
marketing or branding initiatives by assessing the
distinctiveness of your existing or proposed trademarks, and by advising you on the best registration
strategies to employ to maximize the future benefits
to your company. n
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Welcome to Canada.
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