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TERMS OF REFERENCE
On 19 March 1970 the Senate resolved:

(1) That a Select Committee be appointed to inquire into and
report upon the desirability and feasibility of establishing a
securities and exchange commission by the Commonwealth either
alone or in co-operation with the States and the powers and
functions necessary for such a commission to enable it to act
speedily and efficiently against manipulation of prices,
insider trading and such other improper or injurious practices
as the Committee finds have occurred or may occur in relation
to shares and other securities of public companies, and to
recommend generally in regard to the foregoing such
legislative and administrative measures by the Commonwealth as
will, having regard to the constitutional division of
legislative power in Australia, enable the utmost protection
of members of the public and the national interest.

(2) That the Committee consist of Senators to be appointed by
a subsequent resolution.

(3) That the Committee have power to send for persons, papers
and records, to move from place to place and to meet and
transact business notwithstanding any prorogation of the
Parliament.

(4) That the Committee have leave to report from time to time
its proceedings and the evidence taken and such
recommendations as it may deem fit.

(5) That the Senate authorise the publication of all documents
which may be laid before the Select Committee and of all
evidence which may be given before it except such particular
documents or evidence as the Committee determines should not
be published.

(6) That the Committee report to the Senate as soon as
possible.

(7) That the foregoing provisions of this resolution, so far
as they are inconsistent with the Standing Orders, have effect

notwithstanding anything contained in the Standing Orders.
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The motion was supported by all parties and on 9 April 1970
the Senate agreed to a motion that the Select Committee on
Securities and Exchange consist of eight Senators, four to be
appointed by the Leader of the Government in the Senate, three
to be appointed by the Leader of the Opposition in the Senate
and one to be appointed by the Leader of the Australian
Democratic Labor Party.

On 16 April 1970, the Senate was informed that Senators Sir
Magnus Cormack, G. Georges, A.G.E. Lawrie, J.A. Little, P.E.
Rae, J.P. Sim, J.M. Wheeldon and K.S. Wriedt had been
appointed to serve as members of the Committee.

With his election as President of the Senate on 17 August
1971, Senator the Hon Sir Magnus Cormack resigned and Senator
P.D. Durack was appointed in his stead. The present Chairman
and the other Senators have served throughout the life of the
Committee.

As Committees are appointed only for the life of a Parliament
it was necessary that the Committee be reconstituted following
dissolution of the 27th Parliament and the meeting of the new
Parliament on 27 February 1973. On 10 April 1973 the Senate
resolved to re-constitute the Committee with identical terms
of reference. With the prorogation of the Parliament on 14
February 1974 it was again necessary for the Committee to be
re-constituted. This was done on 14 March 1974, again with the
same terms of reference.
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PREFACE

Meetings of the Committee

Since its first meeting on 21 April 1970 the Committee has met
on 167 occasions. Evidence amounting to more than 12,000 pages
of typed transcript, of which approximately 25~ was heard in
camera, was taken at 86 meetings held primarily in Canberra,
but also in Perth, Sydney and Melbourne. The 142 witnesses,
drawn from all sections of financial and commercial life in
Australia, included representatives of various regulatory
bodies and government institutions related to the industry,
University lecturers, stock exchange members and executives,
stockbrokers, Companies Act registrars, managers of mutual
funds and other institutional investors, company directors,
financial journalists, accountants, company secretaries,
geologists, engineers, representatives of life offices, and
shareholders. (There is an alphabetical list of witnesses at
the end of this Report.)

In addition the Committee received many hundreds of letters
and oral and written submissions from private individuals and
professional bodies throughout Australia.

The Committee is grateful for the assistance given to it and
for the widespread public interest in its work.

Reports to the Senate

On 15 May 1971, the then Chairman, Senator the Hon Sir Magnus
Cormack, K.B.E., made a statement to the Senate on the
Committee's progress to that date. Subsequent statements were
made by the Chairman of the Committee, Senator P.E. Rae, on 9
December 1971 and on 13 December 1973.
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From time to time the Committee considered whether it should
table an interim report but, as outlined in each statement to
the Senate, the Committee's opinion was that the inter-
relationship of the various aspects of the ingquiry was too
great for part-presentation at that stage.

The Committee decided to publish this report without awaiting
the completion of a chapter on matters relating to certain
announcements and geological assessments by Queensland Mines.
We believe however that this chapter provides important
insights into Stock Exchange and Company practices as well as
providing lessons related to the supervision of the securities
industry. It will be published as soon as possible.

This publication is also without the final chapter relating to
further, but less important, recommendations of the Committee.
That chapter will also be tabled in the Senate as soon as
possible.

In both instances the early drafts have been completed.
However the Committee desired to give further consideration to
them and to have them extended.

In taking its decision to table the Report in its present form
the Committee recognised the keen interest of the Senate and
was aware of the importance of taking the earliest opportunity
to provide the major parts of the report to those concerned
with the introduction of new laws governing the securities
industry and to the public.

The Committee believed that the integrity of the Report would
not be destroyed by its publication without those chapters,
though we emphasise that the final printed report must contain
them.
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This report refers extensively to documents received by the
Committee. To ensure that readers have the fullest under-
standing of such references, the documents are being published
in full in a companion volume.

The transcript of public evidence given by witnesses is also
being published. It is contained in three volumes. The
transcript of evidence does not contain the evidence taken in
camera. A variety of circumstances led the Committee to take
evidence in camera from time to time. In many instances
witnesses were clearly advised that, even though the evidence
was taken in camera, the Committee reserved the right to use
some of this evidence in the report itself. The report
includes a number of quotations from such evidence. In other
instances the witnesses have subsequently given their approval
to the use of parts of their in camera evidence.

Overseas Information

To keep informed on current thinking and developments within
the securities industry, the Committee sought and obtained
extensive information from overseas countries, in particular,
the United Kingdom, South Africa, the United States of
America, Canada and Japan. Various reports of governmental and
other inquiries overseas have been of considerable assistance
to the Committee. In addition the Chairman, Senator P.E. Rae,
the Legal Adviser, Professor D.E. Harding and the then
Secretary, Mr D.W. Whirbread, have been overseas during the
course of the Committee's inquiry and have had valuable
discussions with experts in the securities industry in the
United Kingdom, the United States, South Africa and Canada. In
particular, they have had an opportunity of seeing the U.S.
Securities and Exchange Commission and bodies such as the
London, New York, Johannesburg and other Stock Exchanges in
operation and have brought the benefit of this first-hand
experience to the Committee's deliberations.

The Committee wishes to express its gratitude for the ready
co-operation given by wvarious overseas individuals and bodies,
especially to officers of the United States Securities and
Exchange Commission, to Professor Louis Loss, Professor of Law
at Harvard University and to Mr James J. Needham, Chairman of
the Board of the New York Stock Exchange.

Officers of the Committee

At the first meeting of the Committee on 21 April 1970,
Senator the Hon Sir Magnus Cormack, K.B.E., was unanimously
elected as Chairman and continued in this position until 17



August 1971 when he was elected to the position of President
of the Senate, whereupon he tendered his resignation.

On 18 August 1971 Senator P.E. Rae was elected unopposed as
Chairman.

Mr D.W. Whitbread, Clerk of Committees, was appointed
Secretary of the Committee at its inception on 19 March 1970
and served in this capacity until 30 January 1974. Mr J.M.
Collins served as Assistant Secretary/Research Officer to the
Committee from 18 May 1970 to 11 August 1971 and Mr B.J. Knox
from 9 December 1971 to 22 June 1975. Mr D.V. Selth and Mrs M.
0'Dea assumed the positions of Secretary and Assistant
Secretary respectively from 51 January 1974.

At various stages during the course of the inquiry, Mr H.L.
Williams, Mrs J. Bailey, Mrs E. Hamilton, Mrs M. Hobson, Miss
J. Kelly and Miss M. Walters provided clerical and secretarial
assistance.

Recognising the complex and technical nature of the inquiry,
the Committee agreed that it should appoint qualified and
experienced advisers.



On 24 June 1970, Mr D.E. Harding, Senior Lecturer (Commercial
and Securities Industry Law), Australian National University,
Canberra (now Professor of Law, University of New South Wales)
was appointed part-time Legal Adviser. During his sabbatical
leave in 1972 Professor Harding visited both the United States
and United Kingdom and made an extensive study of the
operation of the securities industry and its regulation in
those countries.

On 15 July 1970, Dr P.J. Rose, Senior Research Fellow,
Institute of Applied Economic and Social Research, University
of Melbourne, was appointed as Economic Adviser and since 1
August 1970, has, with one short break, worked full-time with
the Committee as Adviser, Research Co-ordinator and Principal
Reporter. We are particularly grateful to the Institute for
their ready co-operation in agreeing to Dr Rose's secondment
to the Committee for the duration of the Committee's inquiry.

On 26 August 1971, Mr J.F. McOuat, Vice-President, Watts,
Griffis & McOuat (Aust.) Pty Ltd, was appointed as Geological
Adviser. On Mr McOuat's return to Canada, Mr T.V. Willsteed of
the same Company continued to act in this position. The choice
of geological advisers was influenced not only by that
Company's position as one of the leading consultants in
Australia but also because of its wide international
experience, especially in North America.

On 23 February 1973, Mr T.M. Fitzgerald, B.Ec., former
Financial Editor of the Sydney Morning Herald, and former
Editorial Director for News Ltd, was appointed as an adviser
and continued in that position until 20 August 1973.
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CHAPTER 1
INTRODUCTION

The main finding of this Committee is that the regulation of
the securities markets, of the intermediaries which operate in
these markets, and of some of the activities of public
companies and investment funds, is in need of fundamental
reform. Our essential recommendation is that an Australian
Securities Commission be established forthwith by the Federal
Government to carry out this reform. Securities markets have
an important part to play in the development of Australia and
effective regqgulation is required to ensure that the markets
are functioning to achieve this objective.

In the preparation of its Report, the Committee has given
careful consideration to questions concerning the form and
content it should have in order properly to fulfil the
Committee's terms of reference and substantiate the findings
and recommendations. This necessarily included a consideration
of the proper extent of the protection to be given to the
interests of persons and business firms whose affairs have
come under examination in the course of the inquiry. We have
sought and been offered spontaneously a number of opinions on
the relevant issues.

It should be said at once, that it is certainly not the
prerogative, nor can it be the desire, of this Committee to
withhold relevant information from the knowledge of Senators
or the public, however unexpected and even startling some of
the information may be. The Committee was in no position to
entertain pre-conceived ideas at the outset of its inquiries
regarding conditions in an industry in which there had not
been any intensive examination, whether of an internal or
external character. Nor was anybody else in a position to hold
preconceived ideas, though we were repeatedly assured in the
early



evidence from two stock exchange chairmen that their markets
were practically free from abuse. This Committee is not
responsible for the existence of facts. It has borne a
responsibility to ascertain facts and, having done that, to
record them in the interests of helping to promote an adequate
understanding of the securities industry.

The Committee has kept in mind that the object of its
inquiries was not to pass judgment on any particular persons
or firms but to assess the adequacy or otherwise of operations
and general standards in the securities markets under the
present regulatory authorities. Hence, whenever an examination
was made into the activities of a firm or company, we were
concerned to know what action had been taken by the various
regulatory authorities in connection with any injurious
practices revealed, or what regulatory procedures were in
operation to guard against such practices. For example, in the
first of the case studies in this Report (Poseidon), after a
detailed discussion of our findings, we have examined at
length the failures of the stock exchanges and the State
authorities to take any effective action to regulate the
practices described. The other case studies have been dealt
with in a similar way. While we have expressed our concern
and, 1in some instances, alarm at the actions of people in
relation to certain practices, our overriding objective has
been to find out what steps, if any, were taken by the
regulatory authorities to check the practices described.

Some of these practices which we have investigated appear to
be of long standing, and we recognise that those engaging in
them may claim that all the existing authorities have
permitted the practices, to the extent that the authorities
were aware of them.



The Committee's investigation has necessarily been somewhat
selective. Though it might appear to have had the character of
a random 'spot audit', in fact it was considerably more than
that: the Committee was able to relate events occurring during
the course of its inquiry to the general background plan of
work it had prepsred for the investigations; it was able to
select the developments which it considered most relevant to
its objectives, and it modified the plan in the light of these
developments. Thus, to take just one matter, from the early
stages of inquiry it had been our intention to inquire into
the share-trading activities of employees of stockbroking
firms. The investigation into the affairs of Melbourne
stockbroker, John T. Martin & Co., began with the objective of
finding out the circumstances in which that firm failed, but
in the course of this particular inquiry extensive evidence
was also obtained on employees' share trading (as well as on
many other matters, see Chapter 4). Well before the crash of
the Minsec group of companies, we had planned to take evidence
from them on the activities of large-scale corporate share
traders. Following the group's collapse, we widened this
inquiry to include the Minsec mutual funds, for the role of
such funds in the market had also been high on the list of
matters we wished to consider.

It is nevertheless true that the affairs of some firms were
examined in more detail than those of others, and we cannot,
and do not, say that the practices discussed in the Report and
in the evidence were carried out only by those firms
mentioned. Indeed, we have good reason to believe that some of
the practices have been widespread. Being a Senate Committee
inquiry, the procedure followed in the assembling of evidence
was not the same as proceedings in a Court of law. However, we
have been aware that the publication of material obtained in
this inquiry can affect the interests of some of the persons
concerned.



The content and character of our Report have been conditioned
by these considerations. But it has not been determined
exclusively by them, and it is necessary to indicate why this
could not be the case.

This Report, like our inquiries, deals substantially with
developments which arose after the Committee was established
or which continued during the course of the investigation,
when everybody associated with the securities market could be
presumed to know that the inquiry was in train. In that sense,
nobody was taken unawares. It might rather have been expected
that especially careful standards would be applied from the
date early in 1970 when it became known that the Committee was
preparing to carry out its investigations. It might be
inferred that activities in the industry from that time would
be regarded by the practitioners as being fully defensible in
any subsequent public discussions. It is not really a
qualification in principle to note that the Committee found
some witnesses before it to be less than candid and accurate
in their testimony; and it would obviously be incongruous to
accept that as a reason for not seeking out the truth where
necessary. This process of checking evidence in fact involved
the Committee in a large amount of additional work and
extended the time taken to complete various inquiries well
beyond our initial expectations.

For the purpose of providing illustrative material, we have
drawn as much as we reasonably could on the histories of firms
which have recently gone out of business. But there are
limitations on the use that can be made of such examples; the
records of failed firms are not necessarily representative of
the industry as a whole, even though they throw light on the
scope that existed for certain practices. Some of the most
important issues arising from our inquiry could not be
explained or discussed merely by reference to firms which have
become defunct. A substantial amount of other illustrative
material was needed.



The reporting in the Press and other media of the open
hearings of this Committee has already included references to
some of these matters and the persons and firms concerned.

The overriding duty of this Committee has been to inform and
advise the Senate and the general public of the measures which
it considers necessary to develop the securities market in the
best interests of all those who wish to use it and of an
efficient economy. The importance and seriousness of the
issues cannot be appreciated without a concrete understanding
of circumstances which exist. We believe there is evidence to
show that this understanding is not yet as extensive as it
should be. The evidence lies partly in the continuance of some
practices which we have critically examined and partly in
reaction to an interim statement made by the Chairman of this
Committee on 9 December 1971 when he announced some of the
broad conclusions the Committee had reached at the end of its
public hearings. We do not question the right or the good
faith of those who have challenged those conclusions, but it
is far from evident that they are based on a full
understanding of the facts or the limitations of the existing
forms of supervision over the securities market to deal with
actual circumstances. It has therefore been necessary to
provide a substantial amount of specific information to
substantiate the Committee's findings.

For several years before this Committee began its work there
had been available some highly relevant information on the
operations of the securities markets and of stock exchange
firms in Australia. We refer in particular to the Report in
1967 of the investigation under the Companies Act in Victoria
into certain transactions in the shares of Cox Brothers
(Australia) Limited involving the firm of Ian Potter & Co. and
its financial associate Australian United Corporation; the
Reports (1964, 1966 and 1967) of the investigation under the
Companies Act in Victoria into the affairs of the Stanhill
companies in which there is a detailed
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discussion of the roles of broker-underwriters in new issues
and the suggestion made that these two functions be separated;
and case of Hewson v. Sydney Stock Exchange Ltd [1967-68] 87
W.N. (N.S.W.) Pt.1l 422, in which Mr Justice Street criticises
in forceful terms the practice of stock exchange firms trading
in shares while concurrently advising and acting for clients.
During the course of our inquiries, we also noted the case of
Vam Limited v. McDonald Industries Limited & Ors [1970]
N.S.W.R (3)3, in which an arrangement was made between Ralph
W. King & Yuill, members of the Sydney Stock Exchange, and
McDonald Industries, which had the effect of McDonald putting
the broker in funds to enable the broker's nominee company
(Ralphking Nominees Pty Ltd) to take up McDonald shares for
eventual placement with its clients. Important information was
also obtained from the Tasminex Report (1970) which discusses
in detail the trading in the shares of that company during the
period November 1969 to March 1970.

While we studied these reports and cases and used the
information to guide our own inquiries, it is still true to
say that there was no substantial body of information which
had been collected on the workings of the securities markets.
In particular, the stock exchanges were unable to provide us
with any aggregate statistics on many important matters
affecting their activities. We therefore adopted the case work
approach we have described while at the same time we carried
out a wider survey and analysis of the pertinent data we had
collected from the balance sheets and accounts of all
stockbrokers in Australia. To some extent we conducted a
number of sub-studies of the data included in the brokers'
accounts. All the results are contained in Chapter 3. The
limitations of time and resources prevented a fuller and more
detailed analysis of this information, but we hope it will be
the first of a continuing series of such studies to be carried
out by the commission we recommend in order that market
regulation may in the future be based upon a sound
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knowledge of industry trends. Although this Report is the
first account of an inquiry in depth into the operations of
the securities market in Australia, we must point out that
many such inquiries have been undertaken in overseas capital
markets.

It is true that this Report is largely concerned with
practices which occurred during an exceptional boom in the
shares of mineral exploration and mining companies. The
evidence reveals a picture of a market distorted by a degree
of speculation that may rank with the excesses of earlier

booms in Australia's history. As one witness said: 'I think we
all believed that Australia was full of nickel under every
hole'. He recalled how 'chartists bobbed up everywhere

rumours abounded, markets surged. They became ridiculous.' In

this market climate, unprecedented opportunities were afforded
for a minority of corporate promoters to develop tortuous
schemes and devices to exploit an investing public that was
often buying blindly in ignorance of the underlying weaknesses
of the market. Although the period of intense speculation
passed in 1970-71, and the new issue boom which brought into
existence about 249 mineral companies collapsed at the same
time, the changed circumstances do not mean that there are no
important lessons to be derived from a detailed study of the
market during that period.

In the first place, it is in circumstances when the market is
busy that the willingness of the various market institutions
and firms to meet their public responsibilities is tested, for
it is then that the opportunities for abuse and the adoption
of low standards are more readily available. Such a market
also provides an occasion to test the appropriateness of
various securities laws and the effectiveness of the
regulatory authorities in policing those laws.
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One of the aspects of the most recent boom which has concerned
the Committee has been the activities of some broker-
underwriters. It should first of all be said, that it is
common in Australia for brokers to act as underwriters -
indeed, a small number of stock exchange firms played an
important role in the development of the new issue market. In
the new issue boom (1968-69 to 1970-71) brokers continued to
act as underwriters and, of the 249 companies floated during
that period, about 184 were underwritten by stock exchange
firms (120 in Sydney, 26 in Melbourne, 16 in Perth, 12 in
Brisbane, 8 in Adelaide, and 2 in Hobart). In acting as
underwriters some of these firms exercised careful judgment in
determining which companies they would support for public
listing. In doing so they played a useful role in assisting
small companies to raise public funds to carry out
exploration. To a regrettable extent, however, the excesses of
the boom were not only fostered by some broker-underwriters,
but were initiated by them. These firms gave minimal attention
to the soundness of the ventures they were supporting. They
encouraged public support for the companies, not only by
underwriting them, but by publicising and recommending the
shares in their newsletters and other publications. A number
of brokers were also deeply involved in the companies as
promoters, directors, investors and large share traders. In
certain share offerings substantial numbers of the shares were
'shelved' while demand was being stimulated by trading
activities, publicity and solicitation of customers. Withheld
shares were then sold to customers at premium prices in what
amounted to a redistribution of the shares offered. One
broker-underwriter informed us in a submission that in more
than one flotation for which he was the underwriter he had
financed the promoters and directors into large purchases of
the shares. This practice occurred in the flotation of
Antimony Nickel, and in that instance it was not disclosed in
the prospectus that a large number of shares had been taken up
by the directors with funds lent by the underwriter. We noted
that in



the post-issue market the broker-underwriter sold some of
these shares (which had been held in the broker's nominee
company) at prices well in excess of the issue price. The
market was not informed of the nature of the sales taking
place. Those who gained from such activities were the
underwriters, insiders of the companies, and favoured
customers of the underwriters and promoters (who in some cases
also benefited from the tax concessions available to those who
subscribed to the new shares). The losers were those investors
who purchased the shares at inflated prices in the post-issue
market.

Many disturbing aspects of this new issue boom came to our
attention and, up to the final stages in the preparation of
this Report, we were receiving a steady flow of complaints and
new evidence of practices detrimental to the public. We have
also noted that in the relatively quiet market after the boom
there have been instances of market activities calling for
further investigation. Some of the practices have been
associated with takeovers, a subject which has not received
any sustained attention in this Report. To discuss all this
information would have taken far more time than was available
to the Committee and we have of necessity had to be selective
in the evidence presented. It has not been possible, for
example, to discuss the blatant abuses and fraud uncovered in
the well-known Leopold Minerals N.L. case. It has not been the
function of this Committee to investigate every abuse which
has been brought to its notice. We selected our case studies
with the objective of bringing to light a sufficient number of
different types of practices so as to demonstrate the need for
change in regulatory procedures.

It is now clear that a high proportion of the several hundred
millions of dollars raised during the boom years was never
spent on mineral exploration or development. Evidence to
support this conclusion is to be seen in a study by Dr R.B.
McKern of



100 mineral companies operating in Australia over the period
1964-70. It can be inferred from this study that 'the very
small companies (with assets under $1.5 million) which
constituted the majority of Australian mining ventures
employed on average only 27 per cent of the funds raised by
them in exploration or in developing mines and purchasing
plant (paper presented at Annual Meeting of the A.I.M.E., San
Francisco, February 1972). Many of the accounts of these
companies which were floated just a few years ago also reveal
huge losses from activities other than mineral exploration. In
a number of cases only detailed investigation would reveal how
such losses have been incurred. Already quite a number of the
companies have had their shares suspended from stock exchange
trading or have been delisted. The recent reports in New South
Vales of the Special Investigation into the Barton Group of
Companies record enormous losses of funds raised by these
companies from the public. It can hardly be disputed that many
of the so-called mineral exploration and mining ventures
promoted and floated on the stock exchanges during the boom
were totally unsuitable for public financing. Too often the
directors were either unaware of their public responsibilities
or adopted a cynical or cavalier approach to those
responsibilities. Further, it is our view that some
stockbroking firms must be criticised for adopting such low
standards of underwriting; similarly, the stock exchange
committees must be criticised for agreeing to list such
companies. In every instance, of course, the prospectuses of
these companies were registered with the State Companies
Offices so these bodies must also be censured for allowing
unsuitable companies to reach the public market. While there
was a gradual upgrading of listing requirements as the boom
progressed, most of the changes were made after many of the
unsuitable companies had entered the lists.

It should also be noted that much of this Report is not
concerned with the affairs of small mineral exploration
companies.



In several chapters attention is directed to the activities of
large corporate groups which, at the time, were in high
standing in the financial markets in Australia and overseas.
The chapters on Minsec and Queensland Mines come into this
category. In addition, we have shown how some of the abuses
involved in private placements of small speculative mineral
companies were also to be seen in the placements of the large
industrial company, Swan Brewery Company Limited (see Chapter
10) . Most of the evidence relating to the private share issues
discussed in Chapter 10 was taken during 19720

Moreover, as we have said, many of the unsatisfactory
practices described in this Report occurred while this
Committee was conducting its broad inquiry into the securities
market and known to be doing so. For example, some of the Swan
Brewery placements which we have criticised took place after
this Committee was established and continued into the second
half of 1972, well after we had finished taking public
evidence. It would appear that no investigatory body can ever
assume that the mere fact of its existence is sufficient to
drive out malpractices and to raise standards to the desired
level.

In order to complete our studies, it was necessary to collect
a large number of documents and, in some instances, take
further evidence. Some of the documents accompany this Report
in a separate volume. Our purpose in analysing in depth a
selection of the cases which came to our attention has been to
lay the foundation for remedial action in the areas explored.
In the case of the stock exchanges, this purpose has, to a
limited exten~ been achieved as a result of some changes they
have made in their regulatory procedures. However, we remain
firmly of the view that these changes do not go far enough.
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In view of the fact that a substantial part of this Report
deals with the affairs and shortcomings of some stockbrokers,
the Committee wishes to make clear that, in the course of its
inquiries, it also found members of stock exchanges who did
maintain high standards of integrity in running their firms.
In addition we received guidance and assistance from members
of stock exchanges who have been concerned about certain
practices in the market and departures from ethical standards.

In seeking information on the operations of the markets, we
deliberately sought evidence from a wide range of financial
intermediaries. An aspect of this evidence to which we draw
particular attention is that the various financial
institutions, companies and firms in the market have tended
not to specialise in one or a few functions, but to have
spread their interests to carry out numerous activities, many
of them impinging in different ways on the share market. This
evidence has also illustrated another general point concerning
the market as a whole. As the different participants in the
securities market have diversified their interests, so the
inter-linking of the institutions and financial firms has
increased, giving rise to a range of intricate market
practices which create regulatory problems.

In Chapter 7, for instance, we show how, in a variety of
questionable ways, the activities of an investment consultant
were inter-related, one activity tending to support another,
so that the share-tipping in the consultant's newsletters
focused, at the appropriate time, on the stocks which a public
company associated with the consultant was buying for share-
trading purposes. It was also noted that the consultant's
interest in the public company whose share trading he was
supporting through market circulars was not as a shareholder,
but as a large holder of options. Complementing some of these
activities on wvarious
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occasions were undisclosed links with stockbrokers, who are
also shown in Chapter 7 to have far-reaching interests in the
securities market.

Chapter 14, Minsec, illustrates the close links between
merchant banks and stockbrokers, and shows how large
speculative dealings on the share market were financed with
short-term funds drawn from the unofficial money market and
the inter-company market.

It is probably true that the need for safeguards against
undesirable activity has increased considerably as the result
of the development of relationships of the kind we have
described, though we would add that such integration does not
necessarily lead to abuse. What we are more certain about,
judging from our own experience, is that in a complex national
securities market such as Australia's, with many of the
participants in the market inter-related across State
boundaries, and with market transactions capable of being
organised and channelled in innumerable ways, there is a
constant problem of detecting when questionable practices are
taking place. Even to unravel an inter-related series of
transactions well after they have occurred and have in fact
been partially exposed is a painstaking and lengthy process.
In our view this regulatory problem will continue, for it 1is
likely that many of the financial companies and firms that
operate in the markets will go on developing new functions,
relationships and practices as they respond to new needs,
influences and opportunities. If the reqgulatory authorities
are to adapt their procedures to these changes, it will be
important to follow and understand them as they are happening.
It will be necessary to review carefully institutional or
legalistic classifications that can rapidly become out-of-
date, and market developments should be studied in their
national context, not from what may be the relatively
restricted and necessarily limited viewpoint of one city or
State.



CHAPTER 2
INSIGHTS INTO THE POSEIDON BOOM

Genesis of a Boom, Beginning of an Inquiry

The announcement to the Stock Exchange of Adelaide on 1
October 1969 that a small, relatively unknown mineral explorer
by the name of Poseidon N.L. had struck 40 feet of massive
sulphides assaying 3.56 per cent nickel and .55 per cent
copper at Windarra, Western Australia, was the genesis of
probably the greatest speculative share boom in Australia's
history and, perhaps, one of the most remarkable which the
world has experienced. Mineral share prices had been high
before this date, having risen dramatically between mid-1967
and August 1968, but for a period of about a year there had
been no sustained rise, and for some months market prices had
been drifting downwards. With the announcement of this strike,
however, the market responded with an astonishing degree of
excitement. On 24 September 1969, the day Mr Godfrey Hyde
Ruthyen Burrill~ Poseidon's consultant geologist, observed the
percussion drill disgorge the massive sulphides of nickel and
copper from the discovery hole, the Sydney Stock Exchange
share price index for non-ferrous metals was 3892. One week
later, the index was 3980. At the time of Poseidon's
triumphant annual general meeting, on 19 December 1969, when
the chairman told expectant investors throughout the world
that a major mine would be established, the index reached
5101. Then, during the next ten days, the index swept up to an
all-time peak of 5870, which was a rise of more than 50 per
cent in about three months.

However, the percentage increase in the value of Poseidon's
own shares far exceeded the general market rise, so that to an
extraordinary extent the daily market movements in the
Poseidon share price became the subject of general public
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interest. For instance, soon after the announcement of the
discovery, Mr T.A. Nestel appeared on the Australian
Broadcasting Commission's national television program, 'This
Day Tonight', in order to comment on the day's share market.
Mr Nestel was managing director of Mineral Securities
Australia Ltd (Minsec), which was an extremely large corporate
share trader. Elsewhere in this Report we discuss some of the
techniques employed by the Minsec group in its share dealings,
but here we note that, at the time, many people, including
stockbrokers, listened to Mr Nestel's comments with respect.
During the television program, Mr Nestel discussed how Minsec
had bought 5,000 Poseidon shares that morning. He was reported
as saying that he regarded the day's trading as 'a most
impressive performance', indicating that there was 'far more
than speculative fever underpinning Poseidon in particular and
the mining market in general'. Poseidon's share price had
closed at about $27, well above the lowest price for the day
of $20. His assessment of the potential of Poseidon was that
it 'could be another small Western Mining giving the shares a
present value of $80' (see Sydney Morning Herald, 17 October
1969) . Mr Nestel's reputation as an oracle on movements in
share prices was greatly enhanced by this estimate, for after
two months the price had passed well beyond $80.

From the earliest stages of their climb in price Poseidon
shares were the subject of international comment. In November
1969, for example, The Times observed that Poseidon was 'the
share of the year - if not of all time as far as stock market
performance is concerned'. The accompanying warning that 'in
reality' the share price was 'still not tied to anything
concrete', and that the share was 'not a good investment for
the private shareholder', went unheeded as much in London as
it did in Australia. The shares, which had been selling for
about $ 1.10 before the strike, continued to rise in price
through December and January, until a peak of $280 was reached
on 10



February 1970. A total of 2.04 million shares had been on
issue at the beginning of this period, but there had been a
substantial watering of this issued capital arising from a
placement of 4 500,000 new shares for $2.8 million - a
placement allegedly arranged before the assay results were
known. We will be commenting upon this placement and showing
that the company's consulting geologists and one of the
directors, Mr Norman Craig Shierlaw, who was also a member of
the Adelaide Stock Exchange, arranged the placement to their
associates after they were aware of the first assay results
indicating the significance of the nickel discovery but before
the public announcement of those results.

The effect of the spectacular rise in the Poseidon share price
to $280 was to increase the market value of the company from
about $2.2 million before the strike to about $711 million.
But in the eyes of some brokers, even this valuation was below
what they believed the company was worth. For example, one
London broker, Panmure Gordon & Co., published a review, in
January 1970, which was circulated and quoted fairly widely in
Australia, saying that in their opinion 'on a present value
basis discounting at a rate of 8% a year, the shares are
estimated to be conservatively worth $500 and more
optimistically $582'. These brokers pointed out in their
detailed and, apparently, well-informed review of twenty-three
pages that, following the intersection of massive nickel
sulphides in September 1969, they had twice visited Australia,
on the first trip 'to see the Windarra property, amongst
others', and on the second trip 'to attend the Annual General

Meeting'. 'Poseidon' they said, 'has changed from being a
relatively small, unknown exploration company into a
development company of world wide interest'. They forecast

nickel ore production of 500,000 long tons in 1971-72, rising
to 1,000~000 long tons in 1972-73. Net profit was expected to
be $10.2 million in 1971-72, and $22.7 million in 1972-73.
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(At the time of writing, late 1973, after taking over two
companies for the issue of about 692,000 shares and placing
and issuing a further 625,000 shares, Poseidon was valued in
the market at about $27 million, the shares being gquoted at
about $7 each. The company recorded a loss in 1971-72 and a
small profit in 1972-73. Production from the nickel mine was
expected to begin in late 1974.)

It is scarcely surprising that from October 1969 through to
the autumn of 1970 there were almost daily references in the
Press t~ the Poseidon boom, and that general market movements
in share prices became closely linked with the fluctuations in
the price of Poseidon shares. Investors' faith in the ability
of the small type of company to explore successfully and to
match the expertise of the national and international giant
corporations in the expensive and hazardous activity of
mineral exploration seemed justified by Poseidon's experience.
For three months before the strike, the financial resources
available to Poseidon for exploration were only about
$500,000. It owed its success, firstly, to the initiative of a
prospector, Mr K.G. Shirley, who had explored in an area where
the geological environment was different from that where
commercial deposits of nickel had already been discovered and,
secondly, to the willingness of the directors to risk the
company's funds in drilling on a prospect that other
geologists did not rate highly. In Mr Burrill's words:

Without being wise after the event, there were a number of
senior geologists of other companies who considered that we
had no chance. We offered it to some major mining companies
and they considered the environment was totally wrong. So we
had everything going for us at the site, except for the fact
of the geology of it. It was, as I said, a completely
different type of geological environment from anything that
had yet been found in Western Australia.

(Ev. 2996)



There was a spurt in the pegging and sale of mining claims,
especially in the Windarra area, and dozens of new mineral
exploration companies were rapidly promoted and floated on the
stock exchanges, mostly with the support of stockbrokers
acting as underwriters. Large amounts of public funds were
raised. In addition, many listed mineral companies, again with
the assistance of stockbrokers, followed in the footsteps of
Poseidon and seized the opportunity to replenish or add to
their capital funds by the 'placement' of large quantities of
new shares. Information collected by the Committee showed that
the market in Poseidon shares during this period included very
large professional share traders, associated with stockbrokers
and corporate groups, dealing in many millions of dollars. But
thousands of individual investors and speculators were also
involved. Well after the boom (and after the takeover of
another company, Lake View & Star), it was revealed that, out
of about 20,000 shareholders in the company, more than 11,000
owned less than 20 shares each.

With numerous stockbrokers and tens of thousands of investors
and shareholders experiencing an exuberance of confidence in
their ability to make fortunes on the stock exchanges, the
mood of the market was not one in which critics of stock
market practices or the stock exchange authorities could
expect a ready hearing. Yet there were such critics, one of
the most persistent and perceptive of whom at the time of the
Poseidon discovery was the financial editor of the West
Australian, Mr John Henry Laurence, who called for an inquiry
into the active trading in Poseidon shares which had taken
place just before the announcement of the discovery. Further
questions began to be asked when the market was informed of
some of the circumstances in which the placement of 500,000
new Poseidon shares had been made, at an advantageous price
largely to companies associated with some of the directors.
When one former shareholder in Poseidon, Dr Max Kimberley
Anderson of Perth,




failed to obtain what he believed to be adequate response from
the Perth Stock Exchange chairman, Mr G.I. Hynam, and the
Adelaide Stock Exchange president, Mr D.I. McArthur, to his
concern about the nature of the trading in Poseidon shares and
the state of knowledge of the market before the discovery was
announced, he wrote to Senator Murphy. In a speech in the
Senate on 19 March 1970, Senator Murphy made extensive
reference to Dr Anderson's complaints about the possibility of
insider trading and to the unsatisfactory replies which Dr
Anderson had received from two stock exchanges.

Some months later, after this Committee had been formed, it
was decided to ingquire into the alleged insider trading in
Poseidon shares and, at the same time, to seek evidence from
the authorities in Perth on their procedures for regulating
the share market. Paradoxically, the final examination
undertaken by the Committee was concerned with the same
subject, the reason being that, while concluding an
investigation on another matter towards the end of 1972, we
came across evidence which cast serious doubt upon the
reliability of much of the earlier testimony on the trading in
Poseidon shares. When further research revealed that we and
the public had been consistently misled, a decision was made
to reopen the inquiry.

In the following sections of this chapter we set out, first of
all, a summary of the significant events with which we are
concerned. Next, we discuss certain aspects of the business of
Poseidon's geologists and report upon various share dealings,
among which we include the extensive purchases of Poseidon
shares~ by the geologists and the broker who was also a
director of Poseidon. These purchases took place after the
nickel and copper sulphides had been discovered but before the
announcements of the discovery to the public. The discussion
is also concerned with a long series of misleading reports and
statements by the



directors and geologists to shareholders and the stock
exchanges. We then proceed to examine the evidence received
from the stock exchanges as to why they did not investigate
any of these matters. In a concluding section we bring
together the various lessons to be derived from this study.

Summary of Significant Events:

1969 11 February:

11 April:

24 to 29 April:

the Elusive Truth

Poseidon N.L., a company based in Adelaide,
reported the acquisition of claims in the
Laverton area, Western Australia, which the
directors regarded 'highly'.

Poseidon's consulting geologists, Burrill
and Associates Pty Ltd (a company owned
and directed by Mr G.H.R. Burrill and Mr
W.R.K. Jones), sent a typed report to
Poseidon on the results of their inspection
of the company's properties in the Laverton
area (Committee Document 2-1). In respect
of the 'Windarra group' of tenements, the
geologists reported values in a gossan of
0.50 per cent copper and 0.70 per cent
nickel. They described the tenements as
'very encouraging' and 'intensely
interesting’'.

Burrill and Associates bought 10,000
Poseidon shares at prices rising from 60
cents to $1.20 for their associated share-
trading and investment company, Burrill
Investments Pty Ltd. All the shares were
bought through Mr N.C. Shierlaw, a member
of the Adelaide Stock Exchange, who was
also a director of



29 April:

April - May:

14 May:

11-19 June:

Poseidon and that company's chief public
spokesman.

Poseidon reported the pegging of further
claims in the Laverton area and said that
the company's geologists regarded some of
the claims as 'encouraging'. The directors
also said that they knew 'of no other
reason for the sharp rise in the quotation
for the company's shares'. This
announcement did not refer to the
geologists' buying of the shares.

Between 18 April and 15 May, Mrs G.I.
Hynam, the wife of the chairman of the
Perth Stock Exchange, was allotted new
shares in Burrill Investments Pty Ltd and
so became the holder of 9 per cent of that
company's issued capital (Ev. 477 and 483).
Mr G.I. Hynam was a close friend of Mr
W.R.K. Jones (Mr Burrill's associate in
Burrill and Associates) and also acted as
his broker (Ev. 477).

Poseidon directors reported that they had
'instituted an exploration programme'
recommended by the consultants on the areas
at Windarra and Rowena.

Burrill Investments Pty bought a further
15,900 Poseidon shares at prices between 70
cents and 90 cents; 10,000 of these shares
were bought through Mr Shierlaw's firm.
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24 June:

26 June to 1
August:

10 to 29 July

Late August:

29 August to 16

September:

12 September:

Poseidon reported that 'initial work' had
commenced on the exploration program at
Windarra.

Magnetometer and geochemical surveys were
carried out on Poseidon's claims and the
induced polarisation survey was commenced.

Burrill Investments Pty bought a further
4,100 Poseidon shares at 80 cents.

Mr G.I. Hynam's wife bought 2,000 Poseidon
shares at the instigation of Mr Hynam (Ev.
493) .

By this time,according to Mr Burrill, the
trenching was finished on the prospect at
Windarra near Laverton and he was of the
view that Poseidon had 'an absolute top
prospect' (Ev. 2996).

Mr K. Biggs, the owner of the pastoral
lease on which Poseidon held these
promising nickel claims, purchased 9,100
Poseidon shares at prices rising from 72
cents to 90 cents a share for a proprietary
company which he had just acquired for the
purpose of buying shares.

Poseidon reported that it was commencing 'a
percussion drilling programme at Windarra'.

2.9



23 September
Tuesday:

By this time, the first two holes had been
completed, PH1 and PH1A. According to the
geologists' report to Poseidon directors of
3 October 1969, the first hole 'caved in'
at a depth of 45 feet, and the second hole
'passed through oxide zone material and was
lost at a depth of 145 feet' (Committee
Document 2-2). During the afternoon of 25
September, a batch of samples from the
drill cuttings of these holes was sent by
plane to Kalgoorlie, about 200 miles from
Windarra. The laboratory, Geochemical and
Mineralogical Laboratories (W.A.) Pty Ltd
(Geomin), was instructed by Mr Burrill (in
a letter dated 22 September) to carry out
an analysis for nickel and copper by atomic
absorption spectrophotometry (AAS). Mr
Burrill marked certain samples as
'specials' and said that these 'must be
analysed immediately, (see Committee
Document 2-5).

Percussion drilling of what was to be known
as the 'discovery hole' (PH2) began about
midday: 140 feet were drilled between 12.10
p.-m. and 6.00 p.mo This hole was about 20
feet away from where hole PHI1A had been
drilled. Mr Burrill supervised the drilling
and was the only geologist on the site.

Poseidon share market relatively quiet: a
total of 41,340 fully and partly-paid
shares were reported sold by the Australian
stock exchanges at prices for the fully-
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24 September
Wednesday:

paid shares ranging from $1.15 to $1.20.

Between 9 a.m. and 10 a.m., at a depth of
145 feet, the drill passed into massive
sulphides which continued to a depth of
about 185 feet. Mr Burrill said he
recognised copper sulphide 'very clearly'’
in the sludge coming from the drill and was
'almost certain' he could see nickel
sulphides (Ev. 2996). At this stage, Mr
Burrill said he believed that they had
discovered an 'exceptional' prospect (EV.
3017) .

At 11.30 a.m., the Geomin laboratory in
Kalgoorlie informed Mrs Burrill in Perth by
telephone of the results of the AAS tests
of the 'special' samples (from hole PHIA)
which had been sent in for analysis on 23
September. In three samples the nickel
content was approximately 1 per cent and in
one sample the nickel content was greater
than 1 per cent (Committee Document 2-3).
The geologists' report to the directors of
5 October stated that the average grade of
the 'oxide material' in this hole PH1A 'was
approximately 1%% nickel'.

During the afternoon, Mr Burrill's
associate in his geological consulting
business, Mr Jones, travelled by air from
Perth to Adelaide where he met Mr Shierlaw
in the evening and discussed 'the whole
Poseidon situation' (Ev. 3088). Mr Jones
authorized



25 September
Thursday:

Mr Shierlaw to buy Poseidon shares for his
account and for Burrill and Associates. (Mr
Jones' explanation of his visit to Adelaide
and of his buying orders are to be
discussed below) .

The Poseidon share market remained quiet
during the day: a total of 24,300 fully and
partly-paid shares were reported sold by
the Australian stock exchanges at prices
for the fully-paid shares between $1.10 and
$1.12.

Great activity in Poseidon shares on the
stock exchanges: a total of 115,800 fully
and partly-paid shares were reported sold
by all exchanges in Australia at prices for
the fully-paid shares rising from $1.15 to
$1.65.

Mr Shierlaw's broking firm bought Poseidon
shares (partly-paid and fully-paid) for the
following: NCS Securities Pty Ltd, a
company controlled and owned mainly by Mr
Shierlaw and his family but in which the
staff of his broking firm were also share-
holders (11,600 shares); Burrill and
Associates (4,000 shares) and Mr W.R.K.
Jones' account (3,600 shares) (Ev. 3041-
42). In addition, Mr Shierlaw bought 2,700
shares for B.R. Lewis Pty Ltd, which was
Mr B.R. Lewis' family company. Mr Lewis, at
this time, was arranging with Mr Shierlaw
for the underwriting and flotation of a
company to be called Samin Ltd, which was
to become



closely associated with Poseidon. Mr Lewis
became chairman of Samin and was later to
become a director of Poseidon.

Mr Shierlaw also bought 10,100 shares for
his 'London Office' account, which was a
trading account of his broking firm; 5,000
of these shares were then sold that night
to a London broker, leaving Mr Shierlaw the
beneficial owner of the remaining 5,100
shares.

Mr K. Biggs bought about 15,000 Poseidon
shares for his share-trading company
through a Perth broker.

Mr G.I. Hynam bought 2,100 Poseidon shares
for himself.

In response to an inquiry by the Adelaide
Stock Exchange, Poseidon directors released
the following announcement to the Exchange
at 1 p.m.

The drilling commenced on the 15th
September 1969, but due to technical
difficulties only a limited footage has
been completed. No assay results are
available.

Therefore the Board is unable to explain
the sharp increase in the price of the
shares.

(In fact, as we have noted, assays of the
cuttings obtained from drill hole PHI1A had

been completed, and these had been
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26 September
Friday:

released to Mrs Burrill.)

In the field, 56 samples, each covering
five feet of the drill cuttings from the
hole (PH2) to a depth of about 185 feet,
were taken to the Kalgoorlie laboratory of
Geomin for analysis of nickel and copper by
atomic absorption spectrophotometry.
Results were requested urgently 'by Friday
morning' the next day. Mr Burrill could not
remember how he had had the samples sent to
Kalgoorlie, but he thought he might have
had them delivered by the drilling company
(Ev. 2998).

Continuation of a high level of activity in
the Poseidon share market: 107,100 fully
and partly-paid shares were reported sold
by all stock exchanges at prices for the
fully-paid shares between $1.40 and $1.94.

Mr Shierlaw's broking firm bought Poseidon
shares (partly and fully-paid) for the
following: the firm's 'London Office'’
account (1,600 shares), Mr W.R.K. Jones'
account (2,400 shares) and B.R. Lewis Pty
Ltd (200 shares).

Mr Burrill received the results of the AAS

tests of the samples from drill hole PH2 by
telephone and was told that 30 samples had

nickel values greater than 1 per cent.
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Between 26 and 29
September:

29 September:

Mr Shierlaw was informed of these results
by Mr Burrill during the early hours of
Saturday morning, 27th (Ev. 3054).

The price of Poseidon shares rose on the
London market that night (Mr Hynam, Ev.
500) .

At Mr Burrill's request, an employee of the
Kalgoorlie laboratory of Geomin released to
Mr Burrill the approximate content of
nickel and copper in the samples from drill
hole PH2 which contained more than 1 per
cent nickel. These AAS readings for the
massive sulphides were exceptionally high,
some of them being 4 and 5 per cent.

Poseidon directors reported to the stock
exchanges that 'the second percussion drill
hole at its Windarra prospects has
encountered nickel and copper sulphides.
The assays of the samples will be published
as soon as possible'. Presumably, in this
stock exchange announcement, the directors
meant that the third percussion drill hole,
called PH2, had struck nickel and copper
sulphides, for in their report to the
company of 3 October the geologists said
that the second hole, PH1A, encountered
'oxide material' (Committee Document 2-2).
At any event, the directors' announcement
made no reference to the AAS tests of the
samples from PHIA and PHZ which had already
been carried out by Geomin.
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Fully-paid Poseidon shares sold for prices
up to $5.80 a share.

Burrill and Associates delivered to Sheen
Laboratories in Perth a parcel of ten
percussion drill samples from hole PH2, as
well as some soils and rocks. (Some of the
rocks were from Mr K. Biggs.) Of the ten
drill samples from the Poseidon hole, one
covered a 5 foot section of the 40 foot
intersection of massive sulphides; the
other samples were of the drill cuttings
obtained from above and below the massive
sulphides. The results of the nickel and
copper assays of these ten samples were
required urgently, for the next day, 50
September.

Geomin's laboratory in Kalgoorlie was
instructed by Mr Burrill to send thirty-one
samples of the cuttings it had analysed
from hole PH2 to its Perth Laboratory for
'wet assays'.

30 September Fully-paid Poseidon shares sold for prices
Tuesday: up to $7 a share.

In the West Australian the financial editor
reported:

Let's not beat around the bush. Someone has

had information on Poseidon's deposit

The market buzzed last week with rumours
yesterday, the rumours became a high-

pitched screech that nickel of a richness

and volume equal to, if not surpassing,

anything



1 October
Wednesday:

yet found in Western Australia, has been
found

He called for a stock exchange inquiry. The
stock exchanges remained silent.

Mr Burrill travelled during the afternoon
to Adelaide for a meeting of the Poseidon
directors in Mr Shierlaw's broking office
(Ev. 3004 and 3007). Mr Jones was also
present. At 4 p.m. Perth time, Sheen
Laboratories telephoned the results of the
nickel assays it had completed that day to
Mr Burrill in Adelaide. About one quarter
of an hour later, the same laboratory
telephoned the results of the copper
analysis to Mr Burrill.

During the evening, with the directors'
approval, Mr Burrill telephoned overseas to
a large Canadian mining company for which
he had worked and to a London stockbroker
who managed a Fund with which he was
associated and offered a total of 100,000
new Poseidon shares at a price of $6 a
share.

Poseidon directors issued a report to the
Adelaide Stock Exchange before trading
began to say that 'Further to the report

on 29 September ... the assays received
to date of the first completed drill hole
PH2 at Windarra had shown 3.56 per cent
nickel and 0.55 per cent copper for 40 feet
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2 October
Wednesday:

3 October
Thursday:

of massive sulphides. Misleading aspects of
this report are the subject of a separate
discussion in this chapter.

At the same time as announcing these assay
results, the directors reported a placement
of 500,000 new shares 'to other mining
interests' raising $2.8 million.

Following the directors' announcement, the
price of the fully-paid Poseidon shares
rose to $12 a share.

Fully-paid Poseidon shares sold for prices
up to $17.70 a share.

The market was informed that the purchasers
of 200,000 of the new shares which had been
placed at a price of $6 a share were North
Flinders Mines N.L. (100,000), Nobelex N.L.
(50,000) and Australian Development N.L.
(50,000). Mr Shierlaw was a director of two
of these companies and a shareholder in all
three. The Poseidon directors said that
they were 'not prepared at this stage' to
disclose to whom the other shares had been
placed.

Subsequently the market was informed that
these other purchasers were Samin Limited,
200,000 shares at $5 each; an overseas
mining company, 50,000 at $6 a share; and
the nominee company of a London broker,
50,000 at $6 a share. On 50 September, the
time the placement was apparently arranged,
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7 October:

21 to 30 October:

Samin was not incorporated. It obtained its
Certificate of Entitlement to Commence
Business and Exercise Borrowing Powers on
10 October. To pay for the shares Samin
borrowed $1,000,000 from a bank and this
was repaid from capital raised in a public
flotation, underwritten by Mr Shierlaw, two
months later.

Geomin's laboratory in Perth completed the
chemical assays of the cuttings from hole
PH2 and forwarded their report to Burrill
and Associates. From this report, the
geologists and the Poseidon directors
learned that their announcement to the
market on 1 October that the 40 feet of
massive sulphides had assayed 3.56 per cent
nickel was incorrect. No steps were taken
then or subsequently to inform the market
of the correct and lower assay figure.

The West Australian, 1n a leader editorial,
again called for an investigation by the
exchanges into 'the Poseidon affair'. The
stock exchanges continued to remain silent.

Price of the fully-paid Poseidon shares
rose to $19.

Burrill Investments Pty sold 3,000 Poseidon
shares through Mr Shierlaw's broking firm
at prices between $26.50 and $36 a share,
realising $103,922.
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During November:

Mr Hynam, chairman of the Perth Stock
Exchange, was told that he would receive an
allocation of shares at the issue price of
50 cents each in the forthcoming flotation
of Samin Limited (Ev. 478). This
information was given to him by Mr
Shierlaw, the underwriter of the issue. Mr
Shierlaw was a friend of Mr Hynam (Ev.
479), and their broking firms engaged in
reciprocal business. When the offer
arrived, it was for 10,000 Samin shares and
was addressed to Mr Hynam personally, at
his home address.

Among the other recipients of Samin shares
in this most popular flotation were Mr
Shierlaw's two family companies, N.C.S.
Securities Pty Ltd (50,000 shares) and
N.C.S. Investments Pty Ltd (50,000 shares),
and Mr Shierlaw's broking firm, N.C.
Shierlaw & Associates (46,000 shares). Mr
T.A. Hutton, chairman of Poseidon, received
an allocation of 500 shares for his private
investment company, and his wife obtained
1,300 shares. Mr C.F. Wegener, another
Poseidon director, obtained 2,000 shares
for his family company in which he held a
controlling interest. Other subscribers
were: Mr B.R. Lewis, his family and family
companies, 151,000 shares; and Burrill
Investments Pty, 3,000 shares.
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28 November:

19 December:

Poseidon's directors sent a letter to
shareholders about the legal challenge
which had been made to the placement of the
500,000 new shares. The directors sought
shareholders' 'ratification and approval'
of the placement. Misleading aspects of
this letter will be discussed below.

Following the publication of the directors'
letter to shareholders, Mr Hynam, still
chairman of the Perth Stock Exchange, was
active in supporting the actions of the
Poseidon directors, and he sought proxy
forms from Poseidon shareholders in favour
of the directors (Ev. 478 and 494).

At Poseidon's annual general meeting, which
was attended by reporters from the national
Press and followed with world-wide
interest, the president of the Adelaide
Stock Exchange was reported as saying that
he was a shareholder in Poseidon and was
'more than happy that the directors had
done the right thing' in having arranged
the placement of 500,000 new shares on 30
September.

During the meeting, Poseidon's chairman
congratulated the geologists on their
'efforts' and said: 'a major mining
operation will be possible'. He also
invited Mr Jones from Burrill and
Associates to address the meeting, but did
not require Mr Jones to disclose his and Mr
Burrill's very large financial interests
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31 December:

1970 5 to 7
January:

in Poseidon shares. In the course of his
report, Mr Jones led the public to believe
that in only three months the company had
established 4 million tons of 'positively
indicated' ore reserves and that far
greater reserves were likely. We have some
comments to make on this subject below.

Poseidon's chairman said, at the conclusion
of the meeting: 'I see no reason why any
shareholder in Poseidon should not have a
wow of a Christmas’'.

During the day the price of Poseidon shares
rose $30 to close at $130.

Burrill Investments Pty Ltd sold 2,000
Poseidon shares at prices of $212 and $204
a share through Pring, Dean & Co., a Sydney
broker, to realise $406,456.

Burrill Investments Pty Ltd sold through Mr
Shierlaw's broking firm 2,000 Poseidon
shares at prices between $205 and $220 a
share, realising $422,111.

Burrill and Associates sold 10,000 North
Flinders shares through Mr Shierlaw at
prices between $3.70 and $5.00 a share,
realising $45,924. (The North Flinders
company had been issued with 50,000
Poseidon shares at $5 each in the October
placement. Mr Jones was the consulting
geologist to North Flinders.)
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15 January:

19 January:

20 January:

24 February:

27 February:

Samin shares quoted for the first time on
the stock exchanges. The shares, which had
been issued at 50 cents each, sold for $20.

At this time, Samin's holding of 200,000
Poseidon shares which it had acquired in
the placement at a cost of $1 million had a
value based on market prices of $42
million.

Burrill Investments Pty Ltd sold 3,000
Samin shares through Mr Shierlaw at $19 a
share, realising $56,016.

Burrill and Associates sold 500 Poseidon
shares at prices between $196 and $205
through Mr Shierlaw to realise $100,119.

Burrill Investments Pty Ltd sold 1,292
Poseidon shares through Mr Hynam's broking
firm at $230 a share, realising $290,620.
Then, between 12 and 16 March, Burrill
Investments bought 1,292 shares through Mr
Hynam's firm at the lower prices of between
$212 and $215 for a cost of $282,920. We
will be commenting upon these transactions
and their similarity to short sales.

Burrill Investments Pty Ltd began the sale
of 2,000 Poseidon shares through Pring,
Dean & Co. at prices ranging from $210 to
$255 a share, realising $431,804. With the
completion of these sales on 23 March,
Burrill Investments Pty had, in the six

2.23



19 March:

23 March:

months following the discovery, made net
sales of 9,000 Poseidon shares for
$1,364,293. In the same period, Burrill and
Associates had sold 500 Poseidon shares for
$100,119. The total cost of these 9,500
shares had been less than $10,000.

Senator Murphy, in a speech in the Senate,
referred to a complaint he had received
about insider trading in Poseidon shares
and to the failure of either the Perth or
Adelaide Stock Exchanges to investigate the
matter.

In reply to Press queries arising from
Senator Murphy's speech, Mr Shierlaw issued
a statement to all stock exchanges (Ev.
3029) .

As we subsequently discovered this
statement was misleading as to the extent
and timing of the share purchases carried
out by Mr Shierlaw as a stockbroker for the
geologists and for a trading account of his
broking firm. It was also a half-truth to
say he was only 'a minor shareholder' in
the company, N.C.S. Securities Pty Ltd, for
he controlled the company (Ev. 3028). And
the announcement did not say that this
company had bought large numbers of
Poseidon shares on 25 September: it simply
referred to purchases 'prior to the
discovery'. Mr Shierlaw stated in this
announcement that the discovery was on 29
September; as we have already said, the
date was, in fact, 24 September.
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16 April:

21 April:

Mr Burrill sent a letter to Senator Murphy
to say that his speech about the alleged
insider trading was 'to say the least,
irresponsible and could not be said to be
calculated to curtail the many abuses which
have crept into stock market transactions'
(Committee Document 2-4).

He said that the first purchases of
Poseidon shares by Burrill Investments in
1969 were made after the public
announcement of 29 April; in fact they were
made before it. He said that the drill
intersected the massive sulphides on Friday
26 September; in fact, he personally
witnessed the intersection on the morning
of Wednesday 24 September. (It is
significant that, following this event, Mr
Burrill had the drill cuttings taken about
200 miles to a Kalgoorlie laboratory, and
by the 26th he had received the results of
these assay tests. These were tests which
the market was never to know had been
carried out.) Mr Burrill's letter also
failed to mention that Mr Jones, his
associate, placed buying orders for
Poseidon shares on behalf of Burrill and
Associates and Mr Jones on the evening of
24 September and that these were executed
on 25 and 26 September.

Following the appointment of members (16
April) the Senate Select Committee on
Securities and Exchange held its first
meeting.
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28 to 29 July:

The Committee heard evidence in Perth on
trading in Poseidon shares.

Mr W.R.K. Jones, while giving evidence as a
representative of Burrill and Associates
(Mr Burrill being out of the country), was
asked the question: 'Did you continue
during that period [April to 30 September
1969], to which he replied:

About 10 per cent of the number we bought
were bought between June and September, I
would say, but they were leftovers, if you
like, from the original order (Ev. 204).

On several occasions Mr Jones said that the
drill had passed through the massive
sulphides on 26 September, and he added
that there was no way anyone could have
known that the drill had s struck massive
sulphides before 26 September (Ev. 206).

As we have already said, the day on which
the drill struck the massive sulphides was
24 September. Mr Jones' testimony was also
misleading as to the timing of the share
purchases which Mr Shierlaw had carried out
for Burrill and Associates; and in his
evidence Mr Jones did not disclose the
order for Poseidon shares he had placed for
himself, his family and his friends on 24
September. (Mr Jones' subsequent
explanations of this misleading evidence
are referred to elsewhere in this chapter.)
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25 September:

Mr G.I. Hynam, who at the time of his
giving this evidence was still chairman of
the Perth Stock Exchange, testified that he
did not know of any instance of insider
trading on the Perth Exchange. He also said
he had never reported an instance of
insider trading to the Registrar of
Companies. (Ev. 158).

Mr Arthur Charles Manning, Acting Registrar
of Companies in Western Australia, gave
evidence that there had been no specific
complaints of insider trading in recent
years. He also said that there had not been
an investigation which had revealed an
offence (~. 223).

While giving further evidence to this
Committee Mr Hynam said that, as chairman
of the Perth Stock Exchange, he had 'been
unable to identify' any leakage of
information about the Poseidon discovery
(Ev. 478). He also said that he did not
believe there had been any leakage of
information from the directors and
geologists (Ev. 479). When asked if there
were any basis for thinking that 'there
could have been a leak of any real
information between 15 and 26 September' he
told the Committee: 'No, I have no firm
knowledge and I have sought fairly hard to
pin it down' (Ev. 500-501).
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1972 December:

1973 January:

January to May:

Documents obtained by the Committee in its
investigation of trading records on a
different matter contained information
casting doubt on the reliability of earlier
evidence on trading in Poseidon shares.

In reply to our inquiry, the Adelaide Stock
Exchange, which had been the 'home' exchange
for Poseidon, informed us that 'no
investigations' had been made into the
trading in Poseidon shares at the time of the
discovery as 'no formal representations were
received ... alluding to instances of insider
trading in Poseidon shares ...'. In fact, as
we will be discussing, on 29 January 1970, a
former shareholder in Poseidon did write to
the president of the Adelaide Stock Exchange
complaining about the trading in Poseidon
shares by people 'in the know'. In addition,
there had been wide publicity about the
allegations of insider trading, and the
question had been raised in the Senate.

Progressively, as the real story began to
unfold, this Committee sent for documents
relating to the drilling records of
Poseidon's discovery hole, the movement of
samples of the drill cuttings, assay analyses
and procedures, geological notes, share
transactions conducted by various brokers in
Perth and Adelaide, contract notes, company
memoranda and correspondence and stock
exchange reports.

2.28



18 May:

14 and 15 June:

After correspondence with the Committee, Mr
Jones forwarded a Statutory Declaration which
contained some additional information (Ev.
3079) .

Again, however, Mr Jones stated that the day
of the discovery of the massive sulphides was
26 September 1969, which was untrue. The
Declaration also misinformed the Committee as
to the day Mr Jones travelled from Perth to
Adelaide, and as to the evening on which he
authorised Mr Shierlaw to buy Poseidon
shares. In addition, the Declaration did not
reveal the full extent to which Mr Shierlaw
had bought Poseidon shares on Mr Jones'
instructions on 25 and 26 September 1969.

The Committee returned to Perth to obtain
final evidence on the extent and nature of he
share-trading which preceded and followed the
discovery, and on the geological procedures
adopted in the reporting of the Poseidon
discovery. It was part of the Committee's
objective to give the major participants who
had not given evidence to the Committee an
opportunity to state any further facts which
were relevant to the conclusions to be drawn.
In the light of these hearings, the Committee
decided to traverse in detail in this Report
the sequence of events since early 1969.



Share-trading Interests of the
Consulting Geologists

The Perth company of consulting geologists which Poseidon
engaged in early 1969 to assess the seven prospects it had
acquired in the Laverton area, Western Australia, was known as
Burrill and Associates Pty Ltd. This company had been
established by Mr G.H.R. Burrill, who had formerly been
working for a Canadian mining group which had sent him to
Australia. Mr Burrill had brought into his business another
geologist, Mr Walter Royden Keith Jones, and it was Mr Jones'
friendship with one of Poseidon's directors which led to their
business relationship with Poseidon (Ev. 2991). Messrs Burrill
and Jones were then the owners and directors of Burrill and
Associates Pty Ltd. Mr Burrill had a degree from London
University in mining and mining geology, as well as an
associateship with the Royal School of Mining in mining and
geology, and Mr Jones had a science degree from the University
of Western Australia. After completing the initial assessment
of Poseidon's prospects, Burrill and Associates suggested that
a major program of exploration should be carried out on two of
the prospects. This recommendation was accepted, and the
company of Burrill and Associates was instructed to proceed
with the program. Mr Burrill said that the instructions came
from Mr N.C. Shierlaw and the chairman (Ev. 2992).

Messrs Burrill and Jones did not confine their interest to
geological consulting, however, but linked this business to
several other activities which brought them into close contact
with stockbrokers and the share market. One of their other
activities involved the preparation of a monthly bulletin,
called 'Mineral Exploration in Western Australia', which
provided regular reports on current developments in
exploration in the State. The bulletin was distributed by air
for a cost of $1,000 a year to about thirty subscribers in
Australia and overseas,
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among whom were about eleven stockbrokers as well as major
overseas mining companies and trading groups. The brokers were
based in Sydney, Melbourne, Brisbane, Adelaide, Perth and
London. These various subscribers could also telephone Mr
Burrill and Mr Jones in their office in order to inquire about
the significance of the reports made by various exploration
companies (Ev. 216). One of the methods by which Mr Burrill
and Mr Jones gathered up-to-date information for themselves
and their clients was by chartering an aeroplane once a month
in order to fly about checking on the drilling operations of
various companies and on exploration activity generally (Ev.
214) . When referring to these flights, Mr Burrill
euphemistically spoke of 'aerial surveillance' (Ev. 2993).
However, the clear intention was to obtain knowledge on
mineral discoveries before the public generally was informed.
Mr Burrill himself said that an essential part of the
operation was to look for black sludge coming from drill
holes, as this could indicate the presence of mineral
sulphides.

In addition to advising stockbrokers and others on what
developments were taking place with the exploration of Western
Australia, Messrs Burrill and Jones were also actively
involved in two proprietary companies which traded in the
shares of public companies that were engaged in this
exploration. One of these share-trading companies was their
own geological consulting business, Burrill and Associates Pty
Ltd, and the other company was Burrill Investments Pty Ltd. Mr
Burrill said that they had formed the latter company with some
of their 'friends' in order to conduct share dealing (Ev.
3017). According to the returns filed with the Companies
Registration Office, Perth, two subscriber shares were
allotted to Messrs Burrill and Jones in March 1969. Between 18
April and 15 May 1969, a further allotment of 58,748 shares
was made, and this was followed by another issue in May 1969
of 20,250 shares. Messrs Burrill and Jones and Mrs
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Jones then held a total of 12,250 shares in the company, or
about 15 per cent of the capital. One of Mr Jones' family
friends who became a significant shareholder between April and
May 1969 was Mrs G.I. Hynam, the wife of the chairman of the
Perth Stock Exchange (see Committee Document 2-5 for the other
allottees of the shares). Burrill Investments Pty Ltd carried
out share-trading and investment with about six stockbrokers,
among whom were Mr N.C. Shierlaw in Adelaide and Mr G.I. Hynam
(trading as S.G. Brearley & Co.) in Perth (Ev. 203). Both Mr
Shierlaw and Mr Hynam also received the monthly bulletins from
Burrill and Associates. Instead of arranging for Burrill
Investments' share dealing to be managed by one or more of the
sharebrokers with whom they were associated, Messrs Burrill
and Jones apparently preferred to make the decisions
themselves (Ev. 3018). This desire to retain control of the
day-to-day purchasing appears to have been related to their
contemplating a degree of co-ordination in ways which we now
describe, between their work as consulting geologists and
their interest in share-trading.

Purchases with Inside Information April 1969

The first occasion involving the purchase of Poseidon shares
on which the integration of the two sides of the consulting
geologists' business took place was in April 1969. This buying
was referred to by Mr Burrill in his letter to Senator Murphy
of 16 April 1970:

The Board of Poseidon informed shareholders concerning their
high regard for the Poseidon property on 29th April, 1969.
Burrill Investments bought shares in Poseidon after this
statement in their own name and with the approval of the Board
of Directors of Poseidon.

(Committee Document 2-4, emphasis by Committee)
This was the same letter in which Mr Burrill remarked that
Senator Murphy's speech had been 'to say the least,

irresponsible
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and could not be said to be calculated to curtail the many
abuses which have crept into stock market transactions'. Mr
Burrill also went on to say that the directors 'have always
made every endearour to give any significant information

at the earliest opportunity'. He said, 'It is essential that
information when it is given to shareholders, must be
factual'. He then proceeded to set out the 'facts of the
Poseidon situation', and it is from this section of the letter
that the above quotation has been selected.

Subsequent investigation by this Committee showed, however,
that the facts were significantly different from those set out
by Mr Burrill.

On 11 April, Burrill and Associates Pty Ltd completed its
extensive report to the Poseidon directors on the results of
the inspection of the company's properties in the Laverton
area (Committee Document 2-1). In respect of the 'Windarra
group' of tenements, the consulting geologists reported values
in a gossan of 0.50 per cent copper and 0.70 per cent nickel.
These tenements were described as 'very encouraging' and
'intensely interesting'. Then, beginning on 24 April, a
substantial number of Poseidon shares were purchased, through
Mr N.C. Shierlaw, for Burrill Investments Pty Ltd at prices
rising from 60 cents to $1.20. On 29 April, the day this order
for 10,000 shares was completed, Poseidon made the following
announcement to the Adelaide Stock Exchange:

Further to their report of 11th February 1969, the Directors
of Poseidon No Liability advise that the Company's full time
prospector has pegged further mineral claims on behalf of
Poseidon No Liability in the general area of Laverton, Western
Australia, making a total of 30 Mineral Claims in several
separate groups.



The Company's geologists report that three of the areas namely
Group 5 fifteen miles south west of Laverton and also the
Windarra Group nine miles north west of Laverton and the
Rowena group twenty miles east of Laverton are encouraging and
they recommend that further work be done on them.

The Board knows at present of no other reason for the sharp
rise in the quotation for the Company's shares.

When Mr Burrill later appeared before the Committee he acknow-
ledged that the buying for Burrill Investments had followed
the geological report to the directors but had preceded the
directors' announcement to the stock exchanges. The Committee
then proceeded to ask why the buying had taken place*.

Senator Rae: The next point I would like to put to you is: Why
were you buying during that week preceding the announcement?

Mr Burrill: I have no idea.

Senator Rae: Does it strike you as coincidental that an
announcement which was likely to be a bullish factor on the
market, as it was at that time, was due to be made, based upon
reports from you, and prior to the publication of that, your
investment company was buying shares?

Mr Burrill: Looking back in retrospect I think it was a silly
time to have done it. I cannot quote back now but quite
honestly before we started buying we had to get permission
from the Poseidon directors. Whether it was coincidental or
whether we deliberately bought before the announcement, I
think the timing was damned stupid.

* When Mr Jones first gave evidence in July 1970 to the
Committee he was asked the question: 'Had you purchased any
shares prior to the publication of that report of 29 April
1969 ?', to which he replied 'No'. He was then asked the
question: 'Was there any information which you or your company
had which was not available to the general public?' to which
he again replied: 'No'. In August 1970, Mr Jones wrote to say
that his answer to the first of these questions should have
been 'Yes', and 'Yes' now appears in the transcript (Ev. 203).
In our view, as we have made clear 1in the text, the answer to
the second question should also be 'Yes'.
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Senator Rae: Would you be prepared to deny that your decision
to buy was based upon the information which you personally
had?

Mr Burrill: No. We considered the property was a very good
one. This is why we went to the directors of Poseidon and
asked them if they minded us buying shares.

(Ev. 301 8)

Messrs Burrill and Jones therefore took advantage of an
opportunity extending over several weeks to use their special
knowledge of Poseidon's prospects obtained as the company's
geologists to buy the shares before the rest of the market was
informed of their report of 11 April.

In his statement to the stock exchanges of March 1970, Mr
Shierlaw confirmed that Messrs Burrill and Jones had sought
permission in April 1969 to buy Poseidon shares (Ev. 5029). It
will be observed, however, that in the announcement to the
stock exchange of 29 April 1969 in which reference was made to
the sharp rise in the share price, the directors failed to
mention this request to buy shares by Messrs Burrill and
Jones. In our view the buying for Burrill Investments Pty Ltd
was probably one of the reasons for the rise in the price of
Poseidon shares at the time and it would be surprising if Mr
Shierlaw had not believed the two events to be related. Mr
Burrill's comments on the subject were as follows:

Senator Rae: ... During that week the share price had risen,
starting on 24 April a price of 60 cents, and going to a price
of 120 cents per share during that week. Would it be unfair if
we were to infer that that was related to your knowledge of
what was likely to be said, and what was in fact going on so
far as Poseidon was concerned?

Mr Burrill: Did the shares move up whilst we were buying or
after the announcement?

Senator Rae: Whilst you were buying.
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Mr Burrill: Well, I would think probably they would move
because of our buying. I have no idea who we bought them
through but obviously, if we were buying, some others or
whoever we were buying through might have bought them.

(Ev. 3017)

Burrill Investments Pty Ltd bought Poseidon shares on two
other occasions during 1969: between 11 and 19 June, 15,900
shares were bought at prices from 70 cents to 90 cents, and
between 10 and 29 July, 4,100 shares were bought at 80 cents.
ThroughoUt this period the exploration program was being
advanced on the Poseidon prospects, and the consulting
geologists more than anybody else, except, perhaps, for the
directors, would have known how this work was progressing.
Once again, although one of the directors, Mr Shierlaw, knew
and approved of the geologists' share buying no steps were
taken to see that the company's shareholders were advised of
this information. There was a further announcement on 24 June
concerning the Windarra prospect which reported that 'initial
work' had commenced on the exploration program at Windarra.
Burrill Investments' buying of 15,900 shares (10,000 of them
through Mr Shierlaw) preceded this announcement by about a
week. The buying of a further 4,100 shares took place during a
period when the magnetometer, geochemical and induced
polarisation surveys were being carried out (see Committee
Document 2-4). Information about the results of these surveys
was not available to the market, but the geologists in charge
of the exploration would have known how the work was
progressing.

In summary, by the time percussion drilling began on the
Poseidon prospect in September 1969, the consulting geologists
had bought for Burrill Investments Pty Ltd, their share-
trading associate, a total of 50,000 Poseidon shares. In
acquiring this holding, Burrill Investments Pty Ltd bought
shares from existing



shareholders in the company who, at the time they sold their
shares, had not been given an opportunity to up-date their
assessment of Poseidon's prospects as the result of the work
carried out by the geologists. These shareholders who sold
their shares also did not know they were selling to a share-
trading company associated with and managed by their company's
consulting geologists. On the other hand, one of the
shareholders' presumed representatives, Mr Shierlaw, did know
of the geologists' purchases, and in his capacity as a member
of the Adelaide Stock Exchange he acted as the geologists'
agent in carrying out much of the buying.

Purchases by the Geologists and a Broker-Director Following
the Discovery but Before the Public Announcement

The First Two Holes

Mr Burrill told the Committee that the program for the
exploration of Poseidon's Windarra prospect was under his
personal supervision and control and that, by September 1969,
he had carried out sufficient work to form the view that
Poseidon had 'an extremely good prospect' (Ev. 2992 and 3017).
Part of his evidence on this point was as follows:

We had trenched the area beforehand, and we had got gossans in
our trenching with, I think, values up to about 0.8. There was
visible copper oxide on the surface. Now we knew from going
over the gossans at Kambalda that this was the type of
association that we were looking for. So obviously by the time
we finished our trenching, which I think was towards the end
of August, in my opinion i1t was an absolute top prospect. As
soon as we got our trenches in, the rating for that prospect
went up very much

(Ev. 2996)



The first two percussion drill holes on the Windarra prospect
were known as PH1 and PHI1A. According to the geologists'
report to the Poseidon directors of 3 October 1969, PHI1 was
drilled to 45 feet when it caved in, and PH1A 'passed through
oxide zone material and was lost at a depth of 145 feet'
(Committee Document 2-2). Records available to the Committee
show that during the afternoon of 23 September, samples of the
drill cuttings from both holes were despatched by plane to the
Kalgoorlie laboratory of Geochemical and Mineralogical
Laboratories (W.A.) Pty Ltd (Geomin). In a letter dated 22
September, Mr Burrill instructed Geomin to carry out an
analysis by atomic absorption spectrophotometry for nickel and
copper of all the samples, but certain samples numbering 3515
to 3529 (which were from hole PH1A) were marked as 'specials'
and Mr Burrill said that these 'must be assayed immediately'.

According to the Geomin laboratory, the results of the
analysis of the 'specials' were released by telephone to Mrs
Burrill in Perth during the morning (at 11.30 a.m.) of 24
September. In respect of three samples, the nickel content was
approximately 1 per cent, and in respect of one sample the
nickel assay was greater than 1 per cent (see Committee
Document 2-3 for details).

When Mr Burrill was giving evidence, he was asked about this
early drilling which penetrated to a depth of 'about 140
feet', and he commented as follows:

That hole never got down into sulphide mineralisation, but it
got oxides of value which ... are impossible for any geologist
to get very interested in. You cannot ever state that because
you have values in your oxide that you will have values in
your sulphide, unfortunately.

(Ev. 2992)



The formal report of the geologists to Poseidon directors of 3
October 1969 stated that, in respect of hole PH1l, the 'average
values over [the] first 45' were approximately 1%' and in
respect of hole PHIA, the 'average grade of this oxide
material was approximately 11~ nickel'.

The Day of the Discovery

The next hole on the Windarra prospect was known as PH2. It
was about 20 feet away from hole PHIA and was on a 10. steeper
declination. Mr Burrill was personally on site throughout the
whole period of the drilling, and he confirmed that the report
in the possession of the Committee by Selective Drillers Pty
Ltd (the company which had contracted to do the drilling)was a
correct record of the progress made with the drilling of this
hole (Ev. 2993). This report showed that the percussion drill
began working at 12.10 p.m. on Tuesday 25 September 1969, and
had reached a depth of 140 feet by 6 p.m. that evening. The
next day, Wednesday 24 September, drilling began at 9 a.m.
and, with various interruptions, continued until 5.15 p.m., by
which time the hole was at a depth of about 185 feet.
Correlation of the records of the drillers with other
documents in the Committee's possession describing the type of
soil and rock through which the drill progressed showed that
it was between 145 feet and about 185 feet that the drill
passed through the massive sulphides of nickel and copper.
Although the drillers' records show that the drill had reached
a depth of 140 feet on 23 September, Mr Burrill felt sure that
if there had been an indication of the drill touching the
massive sulphides that evening, he would have continued
drilling (Ev. 2997). He said it was the next morning, shortly
after 9 a.m., when the drill struck the massive sulphides. The
first indication Mr Burrill had of the presence of sulphides
was the change of the coloration of the sludge coming out of
the hole, and he described the event in this way:
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When we hit sulphides, and you could see chalcopyrite a
copper sulphide in it, I would have been very disappointed and
surprised if there had been less than 1 per cent. I have
worked for quite a long time for a company called
Falconbridge, which is one of the big nickel companies in the
world. I have had a reasonable experience with nickel sulphide
and I am almost certain I could see nickel sulphides in it. If
you can see nickel sulphides you can be pretty certain it is
at least three quarters of one per cent but I would not have
had an idea whether it was one, two, three, four or five per
cent.

Senator Rae: You could see nickel sulphide. Could you see
indications of copper?

Mr Burrill: I could see copper sulphide very clearly.

Senator Rae: Is that combination also part of the
encouragement?

Mr Burrill: Yes.
Senator Rae: Why it that? Perhaps you could just explain that.

Mr Burrill: All the nickel sulphide mineralisation that had
been found up to that point in Western Australia was a copper-
nickel sulphide mineralisation. This is the way in which the
bulk of the big sulphide deposits in the world occur

(Ev. 2996)

The Committee must therefore report that the day of the
intersection of the massive sulphides was Wednesday, 24
September 1969. Our inquiries also showed that the only
geologist who witnessed this discovery, Mr Burrill, found the
event an occasion of great significance. 'As soon as we got 10
feet into that [the massive sulphides]' he said, 'that
upgraded the property by a substantial amount' (Ev. 2997). As
events unfolded during that day of discovery, Mr Burrill came
to believe that he was working on an 'exceptional prospect'
(Ev. 3017).
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The first announcement to the stock exchanges about this
discovery was made on the morning of Monday, 29 September
1969.

The Geologists' Buying

During the afternoon of the day of the discovery, 24
September, Mr Burrill's associate, Mr Jones, travelled from
Perth to Adelaide on what he said was 'North Flinders Mines'
business, not on Poseidon business at all'. After his arrival,
he made a social call on Mr Shierlaw for 'a few beers' (Ev.
3089) . According to Mr Jones, this meeting then developed into
a discussion of 'the whole Poseidon situation... the sort of
thing that might arise from the drilling program and what
could happen' (Ev. 3088). Mr Jones told us that he discussed
with Mr Shierlaw the buying of further Poseidon shares and
that it was decided to buy them for the consulting business,
Burrill and Associates Pty Ltd, rather than Burrill
Investments Pty Ltd. Mr Jones also authorised Mr Shierlaw to
buy shares for his own account, though apparently without
specifying the number of shares to be bought (Ev. 3087).

The next day Mr Shierlaw bought 4,000 fully-paid shares for
Burrill and Associates and 3,600 shares (fully and partly-
paid) for Mr Jones. A further 2,400 shares (fully and partly-
paid) were bought for Mr Jones on 26 September. The closing
price of Poseidon fully-paid shares on 24 September had been
about $1.12, but on 25th, Burrill and Associates paid up to $
1.65 a share.

Mr Shierlaw's Buying

In addition to carrying out Mr Jones' orders, Mr Shierlaw
bought a large number of Poseidon shares for two accounts in
which he, personally, and his family had a beneficial
interest. One of these accounts was operated by the broking
firm for



N.C.S. Securities Pty Ltd, a share-trading company in which Mr
Shierlaw and his family held the controlling financial
interest. Mr Shierlaw described the company as 'belonging to
[his] family' (EV. 3030), but in fact a minority share
interest was held in the company by the staff of his broking
firm. NCS Securities was already a large owner of Poseidon
shares, but on 25 September Mr Shierlaw bought a further
11,600 shares for this company.

The other account was known within the firm as the 'London
office', and in reply to a question concerning the purpose of
this account Mr Shierlaw described it as 'virtually our house
account' (Ev. 3037). Mr Shierlaw endeavoured to make a profit
in this account through selling the shares to London at a
higher price than he had bought them, which is why the account
may be regarded as similar to a broker's house-trading
account. On 25 September, as the result of many relatively
small purchases, he accumulated 10,100 Poseidon shares in this
'London office' account. The Committee has little documentary
evidence about the next entry which shows 5,000 of these
shares passing out of this account to a London broker on 26
September, but Mr Shierlaw said it was as the result of the
London broker buying these shares from Mr Shierlaw during the
night of 26 September. On 25 September, a further 1,600
Poseidon shares were bought for the 'London office'. When
added to the net buying of 5,100 shares arising from the
dealings of the previous day, these additional purchases meant
that 6,700 shares were held in the account and owned
beneficially by Mr Shierlaw when trading closed for the
weekend. Mr Shierlaw said that the additional buying on 26
September was to accumulate further shares in order to offer
to London 'a reasonable parcel'. No such offer was made on the
night of 26 September, however, as Mr Shierlaw 'was not
available' (Ev. 3039).



During 29 September, the day on which the discovery was first
announced, and on 30 September, the 'London office' account
did not deal in Poseidon shares. Dealings did not begin again
until after the assay results of hole PH2 were announced on 1
October, when the shares traded for about $12 each. From that
day onwards the 'London office' account became both a large
purchaser and a large seller of Poseidon shares. The records
show that the value of the transactions ran into millions of
dollars, and Mr Shierlaw said that he made substantial profits
from these dealings.

Another company for which Mr Shierlaw bought 2,700 Poseidon
shares on 25 September and a further 200 shares on 26
September was B.R. Lewis Pty Ltd, which was the family company
of Mr B.R. Lewis. In response to our inquiries, Mr Lewis wrote
to say that on Tuesday 23 September 1969 while he was
discussing with Mr Shierlaw the underwriting of a company
called Samin Ltd, he asked whether drilling had begun on
Poseidon's Windarra prospect (Committee Document 2-6). He said
he was told that drilling had commenced, and that
'considerable buying support for the shares had been
forthcoming from Perth, Western Australia, but that no
positive reports were available'. Mr Lewis said that
'accordingly' he 'issued a firm instruction for the purchase
of 3,000 shares at a limit of not greater than $1.60'. There
is a difficulty with this explanation of the events leading to
Mr Lewis' purchase in that on 25 September, the Poseidon
market was quiet; only 7,800 shares (fully and partly-paid)
were reported sold in Adelaide, and the price range was $1.15
to $1.20 a fully-paid share. Moreover, on 24 September, there
were only 4,300 shares reported sold in Adelaide, and the
price was slightly down. As we shall shortly show in more
detail, all the evidence we have seen indicates that it was
not until 25 September, the day after the discovery, that
there was a sign of 'considerable buying support'. In our
view, the buying for B.R. Lewis Pty Ltd on that day provided
part of the 'buying support' which led to the spurt
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in market turnover and the market increase in prices. We
discuss below the close associations which were soon to
develop between Mr Lewis, Samin Ltd and Poseidon.

Explanations of the Geologists

The first reference by the geologists to the day of the
discovery was contained in Mr Burrill's letter to Senator
Murphy on 16 April 1970, to which we have already referred
(Committee Document 2-4). Another one of the'facts' of 'the
Poseidon situation' according to this letter, was that the
drill 'intersected massive sulphides' on Friday, 26 September
1969. Mr Burrill also said that Burrill Investments had bought
shares 'for the main part ... at least three months before
drilling'. As will now be clear, however, this statement by Mr
Burrill about the day of the discovery was untrue. His letter
was also misleading in making no reference to the Poseidon
shares bought by Burrill and Associates and Mr Jones on 25 and
26 September.

When Mr Jones first appeared before the Committee in July
1970, he also said, and repeated several times, that the
discovery was on 26 September. For example, in part of his
evidence his words were:

The discovery was actually made on 26 September, on the
Friday. That was the day they drilled through the massive
sulphide.

(Ev. 204)

According to Mr Jones, the heavy market trading in the shares
on Thursday, 25 September, could not have been based on
knowledge of the discovery. He insisted that 'the absolute
earliest' that anyone could have had information which could
have given rise to speculation in the shares was 26 September
(Ev. 206). In his opinion, the fluctuation in the price of
Poseidon shares during the period was due to 'inexperience on
the part of investors',



'ill-advised reporting perhaps forced on the company by

the stock exchange' and 'poor reporting on behalf of the
newspapers' (Ev. 205). Mr Jones did subsequently inform the
Committee of the buying by Burrill and Associates in
September, but when, in his testimony, he was asked about
purchases during this period, he said that 'they were
leftovers, if you like, from the original order' (Ev. 204).
This evidence was not only untrue in respect of the day of the
discovery, but misleading about the timing of the buying
orders by the geologists. The September purchases were not
'leftovers' of an earlier order; they were the result of a
special order placed by Mr Jones himself on the evening of 24
September, the day of the discovery.

On the occasion of Mr Jones' first giving evidence, the
following exchange of questions and answers took place between
him and Senator Georges concerning the buying of Poseidon
shares by the geologists.

Senator Georges: Would you be prepared to give to the
Committee the pattern of your purchasing of Poseidon shares,
indicating the number and the date of purchases and the price
of purchases?

Mr Jones: Yes, we could. That would mean going through our
records. I am quite prepared to do it. I do not personally
believe that it will achieve any purpose, but you are guite
welcome to it.

(Ev. 214)

Mr Jones: ... we made no attempt at all to purchase them other
than in our own name, on the open market and after having
advised the directors that we would very much like to take an
interest in the company.

Senator Georges: You set up no other company for the purchase
of Poseidon shares, did you?



Mr Jones: Not at all. Some of the shares were purchased in the
name of Burrill and Associates Pty Ltd. I must make that
clear. ... At no time did we buy through nominees.

It will be seen that Mr Jones made no reference to the buying
of Poseidon shares for his own account on 25 and 26 September
1969, and in the schedule of purchases he sent to the
Committee there was again no reference to his own buying. His
subsequent explanation of this omission was that he had
appeared on behalf of Burrill and Associates and that 'nobody'
asked him 'any questions on a personal basis' (Ev. 3080).

Following a later request by the Committee for the details of
any such buying, Mr Jones forwarded a Statutory Declaration in
which he gave details of the purchase of 3,000 Poseidon shares
for his account and 1,200 for his family on the 25 and 26
September. However, other records available to the Committee
showed that a further 1,800 shares had also been bought for
his account (by Mr Shierlaw). When he was asked to explain
what happened to the other 1,800, he said that he had
'allocated' these at cost to friends, other relatives and
acquaintances. He had made this distribution he said, because
he could not himself 'afford' the 1,800 shares (Ev. 5090).
Yet, Mr Jones also said that the first occasion he knew of the
number of shares bought for him by Mr Shierlaw was 1 October,
or even later (Ev. 3092). By that time the discovery had been
announced and the assay results released. The shares which had
cost up to $1.85 each were then selling for over $12, so if Mr
Jones could not 'afford' the 1,800 shares he could have sold
them immediately and realised a capital profit of about $10 a
share, or approximately $18,000 in total. At that point, on
the 6,000 shares bought for his account the previous week at a
cost of $8,900 (which was not paid to the broker for about a
month), he was showing a capital profit of about $60,000.
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In his Statutory Declaration (prepared two years after his
first evidence) Mr Jones repeated that the discovery had been
on 26 September 1969. He also said that the purchases for his
own account and for Burrill and Associates followed a meeting
with Mr Shierlaw on the evening of 25 September.

At the time of giving authority to Mr N.C. Shierlaw to
purchase Poseidon shares in the name of Burrill and Associates
on the evening of Thursday, 25 September 1969, I had no reason
to believe that a discovery of massive sulphides would occur
on the following day, the 26th, or that any such discovery was
imminent.

In fact, this Statutory Declaration was misleading about both
events. As we have pointed out, the meeting with Mr Shierlaw
was on the evening of 24 September, after the discovery that
morning, and the buying was carried out the next day, which
was the day the shares jumped in price.

When Mr Jones was finally recalled as a witness, he admitted
his mistakes about the timing of his meeting with Mr Shierlaw
and the day of the discovery. His explanation for his repeated
statements that the discovery was on 26th was that he had used
the date given by Mr Burrill in his letter to Senator Murphy
(Ev. 3081). He also said that he had had 'difficulty in terms
of records'. It seemed to the Committee that, in the
circumstances, Mr Jones would have checked with Mr Burrill
about the discovery date at some stage between September 1969
and May 1973 when he prepared his Statutory Declaration, but
he testified that he had never done so.

Senator Rae: ...So that even as recently as 18 May of this
year [1973] you were repeating what you had told us earlier
and apparently without making any further check about it. Is
there any comment that you want to make about that?
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Mr Jones: No. I think on one of the occasions I was speaking
to Mr Whitbread on the telephone I explained to him, or
attempted to, the difficulty in terms of records

Senator Rae: Could you have asked Mr Burrill?
Mr Jones: Yes, I could have.

Senator Rae: Did you?

Mr Jones: No.

Senator Rae: At no stage, I assume from what you have told us,
from when the accusations and imputations commenced being made
in the latter part of 1969, through the period of the
Committee's enquiry, when you gave evidence in 1970, and right
up until this year when you made this statutory declaration,
did you check with Mr Burrill as to what was the date of the
most important part of the whole sequence of events, perhaps.

Mr Jones: No. I did not check with Mr Burrill. I had no reason
to. Why should I check?

Senator Rae: You told us how difficult it was, you see. I
thought if you meant what you said ... that you might have
taken the obvious course of asking the person who did know.
(Ev. 3085)

This evidence by Mr Jones that he had never checked with Mr
Burrill about the timing of the discovery is not easy to
reconcile with the testimony given by Mr Burrill. For Mr
Burrill said he had 'discussed many times' with his partner,
Mr Jones, the purchase of 4,000 Poseidon shares for Burrill
and Associates on 25 September 1969. Mr Burrill also recalled
having 'a very strong argument with Jones and another
director, a man called Lindguist' about this purchase, and he
went on to say: 'it was quite obvious when those 4,000 were
bought that I knew very accurately that we had a hell of a
good property, and I argued, based on that, that we should
return them' (Ev. 3018).

Mr Jones told us that he had not had any 'contact with Mr
Burrill probably for several days prior to going to Adelaide'

on 24 September where he placed buying orders with Mr Shierlaw
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(Ev. 3089). He also said that he 'did not know personally
until the night of Monday 29 that there was anything of
importance at Windarra' (Ev. 3086). His explanation of his
buying on 25 and 26 September was as follows:

He [Mr Shierlaw] said something along the lines that he
was going to go into the market. I know people find this sort
of thing difficult to understand, but this is what happened.
He was surprised when I told him that neither Burrill and
Associates nor myself had any shares. He said he was going
into the market to buy Poseidon shares. He asked whether, if
he did this, we would take some of them, I presume to help
support him financially to take up sufficient shares to
possibly prevent a takeover or whatever he had in mind. The
number was not mentioned on that night

(Ev.3087)

We discuss below the turnover in the market leading up to this
buying on 25 and 26 September, but here we note that we found
no evidence of a 'takeover' threat.

Mr Burrill was also called before the Committee at the time of
our taking final evidence on the trading in Poseidon shares,
and he, too, was asked to explain why he had said (in his
letter to Senator Murphy) that the discovery was on 26
September. His only comment was that he 'should have checked'
all his records before he wrote the letter (Ev. 3015).

Mr Shierlaw's Explanations

Mr Shierlaw, like Mr Burrill, was prompted to reply to Senator
Murphy's speech in the Senate on 19 March 1970, and he
released a statement to all stock exchanges setting out what
he also called 'the facts'. In commenting upon the geologists'
share buying he said:



Burrill and Associates, consulting geologists to Poseidon
N.L., stated in April 1969 that the Windarra area had good
prospecting potential for nickel, then accordingly sought
permission to acquire shares in that company. Their purchases
commenced in April 1969, the bulk of which was completed by
the 30th June, the minor balance prior to the discovery of
nickel and copper sulphides at Windarra on the 29th September
1969.

(Ev.3029)

This explanation suggests that the buying in September was the
remaining part - 'the minor balance' - of a much earlier
order, which is what Mr Jones also told the Committee when he
first appeared as a witness. But, as we have already said, the
geologists' buying on 25 and 26 September arose from a meeting
between Mr Jones and Mr Shierlaw on the night of 24 September;
and the discovery was on the morning of the same day, not on
29 September.

Mr Shierlaw also said in his statement to the stock exchanges
that the company, NCS Securities Pty Ltd, in which he was 'a
minor shareholder' had purchased Poseidon shares on the market
prior to the discovery. A more accurate statement would have
been that Mr Shierlaw controlled the company (Ev. 5029). The
purchases by NCS Securities also took place after the
discovery.

Mr Shierlaw went on to say:

It may be overlooked however, that the stock broking firm of
N.C. Shierlaw and Associates of which I am sole proprietor, is
required to trade in shares for clients and associates and
this must inevitably involve transactions in Poseidon N.L.

The main point to note here is that this public statement did
not reveal the substantial buying of Poseidon shares for Mr
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Shierlaw's trading account (called a 'London office' account)
on 25 and 26 September. Parenthetically it may be recorded
that a broker who is also a director of a public company is
not 'required to trade' in the shares of that company for his
own account. He trades in this way only if he chooses to do
so. In our view, this is a highly questionable practice, about
which we have more to say.

When Mr Shierlaw was called before the Committee in its final
hearings, he was asked why he had said in his statement to the
stock exchanges in March 1970 that the purchases of Poseidon
shares by the geologists were completed 'prior to the
discovery of nickel and copper sulphides ... on the 29th
September 1969'. His only explanation was that ~he English is
wrong' and that his statement should have read 'prior to the
announcement of the discovery' (Ev. 3058).

At this same hearing the Committee was also concerned with
finding out from Mr Shierlaw when he believed the discovery
had taken place. He testified that right up to the time of his
appearance he had not known that the day of the discovery was
24 September 1969. He said that for a period the drillers'
records 'were not available', but when they were found he said
he had not referred to them. He had apparently been
insufficiently interested to check these records of the true
sequence of events leading to the discovery notwithstanding
the fact that as a director and a sharebroker allegations had
been made against him and a court action brought (Ev. 3049-
50) . We are not able to say whether Mr Shierlaw was aware of
Mr Jones' statements to this Committee in public evidence that
the discovery was on 26 September, but it is clear from Mr
Shierlaw's evidence that, from the time Mr Burrill telephoned
him during the night of Friday, 26th, he had known that the
discovery was before this date. 'As far as I am aware' he
said, 'it [the discovery] was on Thursday morning [25tP]' (Ev.
3048) .



The Committee also spent considerable time with Mr Shierlaw in
discussing his reasons for buying Poseidon shares for himself
and his associates on 25 and 26 September. He explained that
over the three preceding days he had observed 'substantial
increased turnovers' on the stock exchanges for Poseidon
shares which had led him to believe that someone was buying
'substantial gquantities'. He said that, at the time, he had
suspected an 'overseas group' had been buying as part of a
market 'raid' in order to acquire the company (Ev. 3044 and
3070) . Following inquiries, he had formed the opinion that the
major buyer had been operating through a Perth broker, Hartley
Poynton & Co. Then, 'first thing' on Thursday morning, 25
September, Mr Shierlaw said he rang his Perth agent and asked
him who was buying. He remembered being told: 'The butcher,
the baker and the candlestick maker'. In other words, added Mr
Shierlaw, 'everyone was buying them'. His testimony continued:

So we decided that, if Perth were buying them and someone
who appeared to have a close relationship in proximity to the
drilling at Windarra, we thought if it was good enough for
them to buy, we should buy ourselves, and I recommended it to
various associates

(Ev. 3046)

The first part of this explanation was similar to Mr Jones'
statements in his Statutory Declaration and subsequent
evidence that he had placed buying orders after Mr Shierlaw
had told him of the 'larger turnover' and his concern about
preventing a takeover. In the process of examining this
argument, we collected the reported sales for each exchange in
Poseidon shares between Monday, 15 September and Friday, 26
September, and the statistics are set out in the accompanying
table. There were about 2 million shares on issue during this
period.
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15
16
17
18
19
22
23
24
25
26

It

Mon
Tues
Wed
Thurs
Fri
Mon
Tues
Wed
Thurs
Fri

Reported Sales of Poseidon Shares

(Fully - and partly-paid shares)

Price,
fully-
paid
Sydney Melbourn Adelaide Perth Total Low
e High
cents
26,700 3,600 24,900 7,600 62,800 90-105
5,900 2,000 13,600 11,170 32,670 105-94
6,500 4,600 6,000 3,500 20,600 94-96
29,700 6,400 6,900 1,000 44,000 98-105
42,900 19,300 25,250 9,600 97,050 105-115
53,800 18,100 25,800 2,900 100,600 109-128
24,500 3,000 7,800 6,040 41,340 115-120
12,300 7,700 4,300 closed 24,300 110-112
53,500 closed 48,800 13,500 115,800 115-165
44,200 14,100 40,800 8,000 107,100 140-194

will be seen that the combined turnover for the three days,

Monday,
considerably higher than the turnover of 116,070 shares for
the first three days of the preceding week. However,
when the company was

speculative share market at the time,
known to be drilling for nickel,

22nd to Wednesday,

24th,

at 166,240 shares,

was

in the

it seems doubtful if an

objective observer would have regarded these statistics as

evidence of a

'raid'.

When giving his first evidence to the

Committee about the trading in Poseidon shares before the
watched the

discovery,

Mr Jones said that
drill on the property,
additional buying pressure.

Senator Little:

'lots of people'
and that this may have given rise to

It occurred to me that in most mining or
01l companies that I have had reason to watch with interest,
if drilling is going on there is always some activity or
hardening of the shares brought about by the knowledge that
the drilling is taking place.



Mr Jones: That is true ... Certainly the company had announced
[on 12 September] ... that drilling was about to commence, or
words to that effect. Once the drills got on the property
there were lots of people watching it.

Senator Little: People who had been going to buy and who
thought they had better hurry up and buy?

Mr Jones: That is right
(Ev. 207)

Mr Jones also added that he believed the fluctuations in
Poseidon shares at the time the drilling was taking place was
'normal'. He did not mention on this first occasion of his
giving evidence the possible 'takeover' he and Mr Shierlaw
were to refer to in much later evidence.

Senator Wheeldon: Do I take it from what you said to Senator
Little that the fluctuations in Poseidon shares at the time
the drilling was taking place would have been no greater than
one would normally expect to be associated with drilling

Mr Jones: In fact it was well within the normal sort of
fluctuation that any drilling brings about

(Ev. 207)

At any event, the very marked decline in reported sales
between Monday, 22nd, and Wednesday 24th, which were the three
days during which Mr Shierlaw said he had observed the
'increased turnovers', would, we should have thought, have
cast doubt about the likelihood of a 'raid' continuing. It
will also be seen from the table that the highest price at
which Poseidon shares sold on 24 September, $1.12, was little
different from the high price of $1.15 on 19 September, which
was, in turn, for a speculative share at the time, not
markedly above the high price of $1.05 on 15 September.
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When the Committee pointed out to Mr Shierlaw that his own
figures of reported sales between 22nd and 24th (which were
not substantially different from those in the table above)
were really evidence of declining turnover, he made reference
to a rising price range over the three days.

Senator Rae: From the figures that you have given us ... it
does seem that the turnover during that week until the
Thursday was declining and the price was stable.

Mr Shierlaw: The price range during the first three days rose
from $1 to $1.25.

(Ev. 3046)

Examination of stock exchange records showed, however, that
there was no increase in prices during the three days. When
the point was raised with Mr Shierlaw, he accepted that the
range within which the shares traded over the three days did
not alter.

The Committee also collected the records of the Perth broking
firm, Hartley Poynton & Co., which Mr Shierlaw had believed to
be the large buyer during the three days, 22 to 24 September.
These showed that the firm had been only a moderate buyer,
accounting for about 17 per cent of the reported transactions
in Australia on Monday, 22nd, which was the day of the highest
turnover. There was no evidence that the firm was operating on
behalf of someone concerned with acquiring control of
Poseidon.

As Mr Shierlaw's evidence continued, he explained that his
concern about a takeover 'raid' has not led directly to his
placing buying orders, but had simply started his
'investigations' which had, in turn, led to his finding out
that 'a lot of people from Western Australia were buying'. As
we have already noted, he obtained this information on
Thursday morning, 25th.



Senator Rae: ... First of all you told us that it was because
you feared that someone, an overseas company, was buying up
with a view to take control of Poseidon?

Mr Shierlaw: That was my first thought, yes.

Senator Rae: And you gave that in explanation of why you were
buying on the 25th and the 26th?

Mr Shierlaw: No, I did not give it in explanation.

Senator Rae: I see, Well, that was your first thought.

Mr Shierlaw: That was my first thought.

Senator Rae: So that is why then you made investigations?

Mr Shierlaw: That is correct. That started my investigations.
Senator Rae: When you investigated, you found that it was
people from Western Australia, and, I am taking it that we are
to assume, people who were likely to have some knowledge of
what was going on at Poseidon who were buying, and therefore
you thought if those outsiders are interested in buying, we
insiders ought to get in on the act.

Mr Shierlaw: I would not say 'insiders getting in on the act'.
I see it as: Well, it is good enough for the local indigenes
to buy them it is good enough for us.

Senator Rae: And there is no other reason?

Mr Shierlaw: No other reason at all.
(Ev. 3047-48)

And a little later, Mr Shierlaw summarised his reason for
buying as follows:

I am just saying that we moved in on the Thursday because
we found out that a lot of people from Western Australia were
buying shares. Now, it is as simple as that

2.56



The difficulty with this explanation is to reconcile it with
evidence given by Mr Jones. For, as we have already related,
Mr Jones testified that Mr Shierlaw told him at their meeting
during the evening of 24 September that 'he was going into the
market to buy Poseidon shares'. Mr Jones also said that he had
agreed to 'support' Mr Shierlaw 'to possibly prevent a
takeover or whatever he had in mind' (Ev. 3087). In other
words, according to Mr Jones, his and Mr Shierlaw's decisions
to buy Poseidon shares were made on the evening of Wednesday,
24 September, when they were apparently concerned about 'a
takeover'; whereas Mr Shierlaw said his decision to buy the
shares and recommend them 'to various associates' was made
after he learned early on Thursday morning that 'a lot of
people from Western Australia were buying shares'.

Answering a Stock Exchange Inquiry

Following the opening of trading on 25 September, the price of
the fully-paid Poseidon shares rose rapidly from $1.15 to
about $1.60. Whereas only 400 fully-paid and 3,900 partly-paid
shares had changed hands in Adelaide on 24 September, on 25
September, 27,700 fully-paid and 21,100 partly-paid shares
were sold. The response of the Adelaide Stock Exchange to this
sudden buying interest was to inquire of the company if it
knew of any reason for the market's behaviour. At 1.15 p.m. on
the same day, the Adelaide Exchange received the reply from
the directors that 'due to technical difficulties only a
limited footage had been drilled' and that 'no assay results
are available'. The announcement went on to add: 'Therefore
the Board is unable to explain the sharp increase in the price
of the shares'.

Now, as we have said, the assay results were 'available' from
the 'limited footage', and these had been released to Mrs
Burrill during the morning of the previous day. There is no
evidence to show, however, that the directors possessed this
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information at the time. Nevertheless, one of the directors,
Mr Shierlaw, had obviously been in a position to explain gquite
a lot about the market behaviour. Taking the orders he
executed as a stockbroker for the accounts in which he was
personally interested, as well as those for the Poseidon
geologists and for Mr B.R. Lewis, his business associate, the
number of shares (fully and partly-paid) Mr Shierlaw bought at
the rising prices came to 27,000 which was the equivalent of
55 per cent of the Poseidon shares traded on the Adelaide
Exchange that day, and 25 per cent of the total of Poseidon
shares reported sold in Australia (a total which would include
some double counting). In other words, Mr Shierlaw's own
actions as a broker, share trader and investor had had a great
deal to do with the rise in price which, as a director, he
said he was 'unable to explain'. It will be noted that Mr
Shierlaw did not tell the stock exchange of which he was a
member what he subsequently told us -- that he believed a
market 'raid' had been in process and that there were large
purchases by 'someone who appeared to have a close
relationship in proximity to the drilling at Windarra'.

Although, as Mr Shierlaw pointed out, the drilling was taking
place a long way from Adelaide, the towns and stations in the
area could be reached by telephone. Mr Jones told us, for
instance, that Mr Burrill made routine calls to his Perth
office (Ev. 5089). It seemed to us, therefore, that Mr
Shierlaw, as a director of Poseidon, could readily have
checked with his company's geologist whether there was some
basis for the sudden buying interest which he said had given
rise to his own purchases. According to Mr Shierlaw, however,
he proceeded with his and the company's geologists' buying
orders for two days, 25 and 26 September, and had no contact
with Mr Burrill during this period (Ev. 3067).
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It will be clear from the foregoing discussions that

Mr Burrill's letter to Senator Murphy following his speech in
the Senate on 19 March 1970 was seriously misleading about the
timing of the share purchases by Burrill Investments in April
1969 and the date of the discovery in September; it was
similarly misleading in omitting any reference to share
purchases by Burrill and Associates and Mr Jones on 25 and 26
September 1969 following the discovery but before the public
announcement of that event. Mr Shierlaw's public statement to
the stock exchanges following Senator Murphy's speech was also
misleading about the date of the discovery and the extent and
timing of the share purchases he carried out for the
geologists and accounts in which he was interested. In
addition, many of Mr Jones' statements and answers to
questions by this Committee on the same matters were found,
upon closer examination, to be untrue. Although Mr Shierlaw
and Mr Jones denied that they had had any knowledge of the
discovery when they bought shares on 25 and 26 September, we
have found the explanations of their joint action unconvincing
and inconsistent with the other available evidence. It is hard
to escape the conclusion that they did buy Poseidon shares at
a time when they had material information about the company's
mineral prospect which had not been released to shareholders
and the market. As far as the geologists were concerned, this
was a pattern of behaviour repeated throughout the period
April to September 1969.

Mr Biggs' Punt

The pastoral lease on which the Poseidon nickel prospect was
located was owned by Mr Keith Bigcs of Leonora, a prospector
and company director. Anticipatory buying of Poseidon shares
in the weeks and particularly the last few days before the
spectacular public announcement made Mr Biggs one of the great
beneficiaries from the boom. The 24,100 shares which he bought
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soon before the announcement at a cost of about $30,000 were
to have a market value of about $850,000 by the end of the
month following the purchases. The Committee invited Mr Biggs
to give evidence regarding the motives for his share
purchases.

In his testimony, Mr Biggs explained how he had been most
active in pegging claims during the mineral boom. He said he
had numerous partners in this activity, and had negotiated
many joint-ventures with various mineral exploration and
mining companies, frequently in exchange for vendor shares.
Combined with his prospecting interests, Mr Biggs had run a
network of accounts and companies for share-trading and
investment purposes. (Several of these had, for tax reasons,
been set up with overseas shareholders and locations). One of
the companies, Granby Pty Ltd, was acquired by Mr Biggs in
August 1969, and on 29 August 1969 it carried out its first
transaction by placing a buying order for Poseidon shares with
Perth stockbroker, Hartley Poynton & Co. Between 29 August and
16 September, 9,100 shares were bought at prices between 72
cents and 90 cents a share. This was a substantial order
compared with Mr Biggs' previous trading, but it was soon to
be exceeded by a much bigger transaction.

On 25 September 1969, Hartley Poynton bought 15,000 Poseidon
shares for Granby Pty Ltd. Mr Biggs placed this order during
the afternoon of 24 September, only several hours after the
discovery, and although the highest price for Poseidon shares
on 24 September was about $1.12, his instruction was that the
shares were to be bought at prices up to $1.50 a share (Ev.
3097). Mr Biggs recalled his broker suggesting that this was a
'big punt', but he said he had replied: 'A punt's a punt, and
if it does not come off I go broke' (Ev. 3098).

Mr Biggs told the Committee that Mr Burrill did 'quite a bit
of work' for him, following the Poseidon discovery, and
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that he and Mr Burrill used to exchange mining and share
market information. On one occasion they also engaged in
share-trading together. However, Mr Biggs said he had not
known Mr Burrill 'very well' before the discovery, though Mr
Burrill had done some work for him earlier in September 1969
(Ev. 3098-99). Documents in the Committee's possession showed
that when Mr Burrill returned to Perth after the discovery he
took with him rocks from Mr Biggs for analysis at the same
laboratory as some of the Poseidon cuttings were analysed. Mr
Burrill and Mr Biggs were both questioned about the timing of
the discussions which had led to this arrangement.

Mr Biggs thought that the rocks were 'probably' collected by
Mr Burrill some weeks before he took them to Perth. He said
that apart from this arrangement he had 'no other association
at all' with Mr Burrill up to 25 September (Ev. 3099); he
added that he had not spoken to him between a day well before
24th and over a fortnight later (Ev. 3105).

Mr Burrill, on the other hand, began by saying he had had no
contact with Mr Biggs between 24 and 29 September, but ended
up by saying 'it is quite obvious' that he had spoken with him
between the morning of 24th and the time when he left to
return to Perth.

Senator Rae: Did you have any discussion with Mr Biggs from
about the time of the intersection on the 24th until you left
the site to return to Perth?

Mr Burrill: No.

(Ev. 3019)

Senator Rae: Do you recall him giving to you some rocks, some
gossans, at that time to take in and you, in fact, taking them
in to Sheen Laboratories for analysis along with the ones that
you took from the Poseidon PH2 Hole?
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Mr Burrill: It is possible, I used to take the stuff in for
him all the time. I do not specifically remember that, but it
is quite possible I did.

Senator Rae: It is quite possible that you had some discussion
with Mr Biggs between the morning of the 24th and when you
left the site to return to Perth?

Mr Burrill: If I had some samples from him it is gquite obvious
I did, vyes.

(Ev. 3019)

Mr Burrill also said that Mr Biggs' manager used to move about
'picking up gossaris or supposed gossaris' which he brought to
Mr Burrill to have assayed or analysed. This manager used 'to
come around relatively regularly' Mr Burrill commented, and
though he did not remember him being there he thought it was
'possible' that the manager was on the site on 24 or 25
September.

When Mr Biggs was asked to explain why he had bought Poseidon
shares, he described hoe he had followed the exploration work
on his pastoral property. He said it was 'common knowledge in
the district of Laverton and Leonora' that the company
regarded the prospect 'very highly'. He added that the 'value
of the gossans' exposed by the bulldozing before drilling
began had also been 'common knowledge'. It was on the basis of
this information that he had bought the 9,100 shares between
29 August and 16 September (Ev. 3096-97).

The explanation for his next, and much larger, order placed
during the afternoon of Wednesday 24 September was that he had
heard that the drill had struck nickel sulphides. He said
'there were all sorts of rumours ... one strong rumour - you
may well laugh at me - was that the drillers had been seen in
Laverton with sulphides on their boots and things'. He also
said that 'they had been seen ringing up' (Ev. 3097).
Following his telephone call to his Perth broker, he was
'having a beer' when he heard further rumours. In reply to the
Committee's request to



elaborate on what he had heard, he said:

there was just talk in the bar that they had found some
sulphides in Laverton - just talk -and there was so much talk
going on in the week before and during that time that I just
cannot recollect everything that happened, everything that was
said, or who said it. I have not a clue.

(Ev. 3097)

Based on this and other evidence we received, it is our view
that the Poseidon company had inadequate security arrangements
for preventing the dissemination of information about the
progress with the drilling before the market was informed.
Whether by receiving information directly about the drilling,
or by observation, people were able to spread rumours which
had some foundation, and these quickly gained currency so that
people in the area were able to take advantage of them. This
points up the need for a close examination of the
circumstances in which there should be prohibitions on the
dealings in shares by tippees and others before material
information has been made public.

Share Placements made with Inside Information Secret Assay
Reports from Kalgoorlie

On the same day as the massive sulphides were intersected,
Wednesday, 24 September, the drill penetrated to a depth of
about 185 feet. Drilling continued over the next two days, and
the hole (PH2) was completed at a depth of 252 feet on Friday,
26 September. Before the completion of the hole, however, Mr
Burrill arranged for the transport of samples from the first
185 feet of drill cuttings, which included the section
containing the massive sulphides, to the Geomin laboratory in
Kalgoorlie, about 200 miles away. Geomin received the samples
on 25 September, with instructions to carry out an urgent
analysis for copper and nickel by atomic absorption
spectrophotometry (AAS). The results were to be ready the next
morning, Friday, 26 September.
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The particular advantage of this Geomin AAS test was that it
could be done speedily. The disadvantage was that it would not
give reliable readings for nickel content above one per cent.
In circumstances where the readings were above this figure, it
was therefore the laboratory's policy to withhold the precise
details and simply report that the samples had assayed greater
than one per cent nickel. Geomin had a laboratory in Perth
which was equipped to carry out what were called the 'chemical
assays' necessary to give the more exact readings over one per
cent nickel.

On the Friday, Mr Burrill learned that, of the 36 samples he
had sent in from hole PH2, 30 samples, which included all
those covering the 40 feet of massive sulphides, had assayed
greater than one per cent nickel. The copper readings were
also highly encouraging, so that Mr Burrill was confirmed in
his belief that they had discovered an exceptionally promising
deposit of nickel and copper sulphides. After receiving these
results, Mr Burrill attempted to telephone the information
through to Mr Shierlaw, but could only reach Mrs Shierlaw.
According to Mr Shierlaw, later that night, his wife told him
that Mr Burrill called and was 'highly excited'. Mr Shierlaw
then returned Mr Burrill's call and spoke to him in Laverton.
Mr Burrill said that when the directors wished to contact him
at the drill site, 'they used to contact the Postmaster at
Laverton - a man called Don Leahy' who would then drive out to
his caravan, about 18 miles from Laverton (Ev. 3002). On the
night of 26 September, however, Mr Burrill said he had waited
around the Laverton Post Office until Mr Shierlaw had returned
his call (Ev. 3001).

Mr Burrill admitted that he knew that further chemical tests
had to be completed by Geomin in its Perth laboratory before
the accurate assays of the samples with nickel content above
one per cent would be available, but he decided not to wait
for these.
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During the weekend, or on Monday, 29 September, he telephoned
the employee of the Kalgoorlie laboratory who had given him
the results of the AAS tests and asked for the assay readings
for the samples from hole PH2 containing more than one per
cent nickel. Both Mr Burrill and the employee knew it was
against the rules of the Geomin company to release these
readings, but the information was, as the result of Mr
Burrill's pressing for it, conveyed to him. The results were
stunning: the nickel content of the sulphide samples ranged
between 2 and 5 per cent, and again the copper content was
most favourable. We refer to this release of information from
the Geomin laboratory as its 'unofficial report'.

On Monday morning, 29 September, the Poseidon directors wrote
to the Adelaide Stock Exchange to say that the percussion
drill had encountered nickel and copper sulphides and that
'the assays of the samples will be published as soon as
possible'. In effect, with this announcement the directors
were informing the market for the first time of the discovery
which Mr Burrill had observed on 24 September. But the
announcement was written in such a way that the market's
knowledge of what had happened was still nothing like as
informed as that of the directors and Mr Burrill. The
impression given was that assay tests had still to be
completed, which was true, for Geomin and another laboratory
had still to carry out certain analytical work. But it was
also true that some valuable assay tests had already been
completed, and the announcement did not say this.

It was suggested to us that the directors were acting
cautiously in not referring to the assays at this stage,
especially as the assays resulting from the AAS tests were
known to be only partially reliable. While we recognise that
responsible directors might, in such circumstances, have
preferred to wait until further and more accurate tests had
been completed, in

2.65



Poseidon's case, we found this argument unconvincing. For
while the directors were withholding knowledge of the first
assay results from the market, they, and the geologists, took
action to issue large gquantities of new Poseidon shares to
companies with which they were closely associated. In
addition, when the directors and geologists did come to
release assays to the market after arranging these placements,
the assays they released were not those obtained from the more
accurate tests, for these had not been completed, but those
derived by Geomin from the only partially reliable AAS tests.

At this stage we should mention that some investors other than
the directors and geologists pretty clearly did learn
extremely quickly of the assay tests of the Kalgoorlie
laboratory, or heard rumours of the results; for during the
course of trading on the Monday, the price of Poseidon shares
rose to $5.80. The next morning, Tuesday, 30 September, the
financial editor of the West Australian reported:

yesterday the rumours became a high-pitched screech that
nickel of a richness and volume equal to, if not surpassing,
anything yet found in Western Australia has been found

This was the occasion on which the West Australian made the
first of its calls for a stock exchange inquiry - an inquiry

which was never carried out.

Issuing New Shares to Directors' Associates

In the next Poseidon announcement to the stock exchanges on
Wednesday morning, 1 October, in which assay results were
given, it was stated that 500,000 new shares had been placed
with 'other mining development interests' to raise $2,800,000
to finance exploration and the 'anticipated development
program'. In other words, before this Wednesday morning when
the nickel and copper assays of samples from hole PH2 were
announced for the



first time, the directors had had reason to anticipate the
need for large amounts of capital for the 'development' of the
nickel and copper deposit.

Three of these other mining 'interests' turned out to be North
Flinders Mines N.L. (100,000 shares), Nobelex N.L. (50,000
shares) and Australian Development N.L. (50,000 shares), each
of which paid a price of $6 a share for the new scrip.
Investigation by the Committee showed that these companies
were, in a variety of ways, closely associated with one or
more directors of Poseidon. North Flinders Mines had been
formed in April 1969 and floated in June 1969 with Mr
Shierlaw's broking firm as underwriter in combination with
Melbourne brokers, Guest and Bell. Three Poseidon directors,
Messrs Shierlaw, T.A. Hutton and C.F. Wegener were also
directors of North Flinders, and in a letter to shareholders
of Poseidon on 28 November 1969 (referred to below) they
described themselves as 'substantial' shareholders in North
Flinders. Poseidon was also a large holder of options in North
Flinders. The total cost of the Poseidon shares bought by
North Flinders in the placement was $600,000, which was a
large sum in relation to the $1.3 million which had been
raised in the public float.

Nobelex was arc. other new company which had been recently
floated to the public. Its incorporation was in March 1969,
and Mr Shierlaw underwrote the public issue in May 1969.
Messrs Shierlaw, Hutton and Wegener were also substantial
shareholders in the company. In relation to the amount raised
in the public issue of about $1 million, the sum of $300,000
paid for the shares in the Poseidon placement was
considerable.

In the case of Australian Development, Mr Shierlaw was again a
director and a substantial shareholder, and his broking firm
had acted as underwriter of a new issue of shares in March
1969. Australian Development had been one of the 'sponsors' of

2.67



the Nobelex issue, and was a large holder of vendor shares in
that company.

Another large purchaser of the shares from the Poseidon
placement was Samin (200,000 shares), and some of the
circumstances in which this company was formed and floated on
the public market following the acceptance of these shares
should be especially noted. At the time the Poseidon placement
was ar~ounced, on 1 October, Samin was not incorporated,
though there had been discussions between Mr B.R. Lewis and Mr
Shierlaw over its formation and flotation. We have already
noted how, in the course of one discussion, Mr Lewis had
placed with Mr Shierlaw buying orders for Poseidon shares
which were executed on 25 and 26 September. Samin's
incorporation was on 6 October, and on 10 October it received
its Cervificate of Entitlement to Commence Business and
Exercise Borrowing Powers. The prospectus for the flotation
two months later revealed these facts, and it also disclosed
that the underwriting agreement with Mr Shierlaw was not
signed until 22 October. At that stage, Samin's issued and
paid up capital was only $250 (excluding 200,000 shares issued
to Poseidon at 50 cents each as part of the deal with that
company) . How, then, was it in a position to pay Poseidon
$1,000,000 before 1 October in order to buy 200,000 Poseidon
shares at $5 each? This is a curious question which we have
not had time to explore fully. But, once again, part of the
answer is to be found in the prospectus, which was released
well after the events had taken place. Samin borrowed the
entire $1,000,000 from a bank, and the capital of
approximately $1.65 million raised from the public was used
largely to repay the loan. Presumably the huge increase in the
price of Poseidon shares following the announcement of 1
October (discussed below) gave great scope for using the
placement scrip as collateral for borrowing. But this, of
course, 1s to look at the transaction with hindsight, it does
not
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necessarily explain how Samin proposed to finance its purchase
before it knew of the impact of the announcement on the
market, nor does it explain why Poseidon directors believed
Samin would be in a position to provide such a large sum in
cash. The close relationship between Poseidon and Samin was
further cemented by Samin agreeing to provide certain
'technical services' to Poseidon, and Mr B.R. Lewis became a
director of Poseidon in December 1969.

The large equity interest of Samin in Poseidon was to prove of
immense benefit to that company and to its promoters and
subscribers at the time of the flotation in December 1969, for
when Samin's shares were first gquoted on the stock exchange
they sold at $20 each, which provided a handsome capital
profit on the issue price of 50 cents a share. Among the
subscribers were Mr Shierlaw's family companies (100,000
shares); Mr Shierlaw's broking firm, of which he was sole
proprietor (46,000 shares); Mr B.R. Lewis, his family and
family companies (151,000 shares); Burrill Investments (3,000
shares); the wife of Mr T.A. Hutton and Mr Hutton's private
investment company (1,800 shares); Mr C.F. Wegener's family
company (2,000 shares); and Mr Hynam, his family and family
companies (6,000 shares). Mr Shierlaw also received $72,488
from the proceeds of the flotation for his underwriting
services.

Immediately after the Poseidon announcement to the stock
exchanges of 1 October, the Poseidon shares increased in price
to $12, rising further to $17.70 the next day. Within twenty-
four hours, therefore, the new scrip issued in the placement
was valued in the market at twice the price at which it had
been issued. Overnight, this placement had greatly enriched
four companies in which some of the Poseidon directors were
substantial shareholders or with which they were associated in
other ways.
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Mr Shierlaw also had a further interest in these placement
transactions, for his broking firm acted as the broker in
negotiating the placements (Ev. 3065).

When Mr Shierlaw was being questioned about the timing of the
arrangements for the placements he said:

I would like to make it very clear here that the placement was
made before any assay results were available. Therefore, one
did not have a clue as to what the assay results would be at
the time the placement was made. The decision was made that
the placement be taken on the Monday, after the public
announcement had been made, of the discovery of nickel and
copper sulphides at Windarra on the Monday. The placement was
arranged on the Monday afternoon, however the price was to be
determined at the close of marker on the following day. The
market closed on the following day some three hours before Mr
Burrill arrived with the assay results. So there was no way in
the world this placement was made with knowledge of the assay
results.

(Ev. 3061)

Now it is unclear from the evidence when Mr Burrill passed the
information on to Mr Shierlaw about the high readings of the
nickel assays above 1 per cent released unofficially by the
Geomin employee. Mr Burrill said that he 'may have' told Mr
Shierlaw of this information before Tuesday evening, 50
September, but he did not think so (Ev. 5007). Mr Shierlaw, on
the other hand, said he did not learn from Mr Burrill of this
unofficial report until about 6.50p.m. (Adelaide time) on 50
September (Ev. 5051 and 5062-65). The fact that the market
behaved in the way it did, and that the Press should have at
once, on Tuesday morning, 50 September, reported rumours at a
'high pitched screech' of nickel of extraordinary richness,
suggests that the information did not rest only with Mr
Burrill and the Geomin laboratory.
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However, it is an undisputed fact that the official assay
report of the samples from hole PH2 was released to Mr Burrill
by Geomin on Friday, 26 September, and that, by the early
hours of Saturday, 27 September, Mr Shierlaw had been told of
this report. This was two days before the decision was taken
to place new shares. It was four days before the release of
any assay results to the market. Mr Shierlaw was being
disingenuous in saying that 'the placement was made before any
assay results were available' and that 'one did not have a
clue as to what the assay results would be ...'.

When the foregoing facts were put to Mr Shierlaw, he pointed
out that the public announcement of Monday, 29 September
preceded the placements. He also implied that, at any event,
the Geomin AAS tests had not really given the directors
knowledge of much significance.

Senator Rue: ... By Saturday morning you, Mr Burrill, the
other directors of Poseidon knew that assay results were in
excess of one per cent and were interesting and were exciting,
or whatever other words may have been used.

Mr Shierlaw: Yes.

Senator Rue: You say that it was on the Monday that the
placement was arranged.

Mr Shierlaw: That is so.

Senator Rue: After you had knowledge?

Mr Shierlaw: And after we had made a public announcement.
Senator Rue: What was the nature of the public announcement?

Mr Shierlaw: That Poseidon Ltd had intersected nickel copper
sulphide.



Senator Rae: Which could mean anything, could it not? It does
not mean that there is a section 40 ft deep of more than 1 per
cent?

Mr Shierlaw: No one had a clue. I certainly did not have a
clue, and neither did any of the directors what the length was
or what the assays were or anything.

(Ev. 3062)

By contrast, Mr Burrill in his evidence on several occasions
referred to the excitment with which he learned the results of
Geomin's AAS tests. For example, when the Committee suggested
that he would have been 'quite elated' with the results, he
replied: 'That's putting it mildly' (Ev. 3001).

In our view, there can be no doubt that when Mr Shierlaw heard
the assay results of the cuttings from hole PH2 were in excess
of one per cent he had information of great value concerning
the worth of the deposit which was not conveyed in the public
announcement of 29 September. We believe that improper
advantage was taken of this knowledge in arranging the
placement to the companies associated with three of the
Poseidon directors, to the clear advantage of those directors,
their families and associates.

Placements Through the Geologists

Whereas it was the Poseidon directors, through Mr Shierlaw,
who decided where 400,000 of the 500,000 new Poseidon shares
would be placed, with the other 100,000 shares the decision
was left to Poseidon's consulting geologists. Mr Burrill told
us that during the evening of Tuesday, 30 September, while at
a meeting of Poseidon's directors in Adelaide, he telephoned
two of his overseas contacts and offered each of them a parcel
of 50,000 new shares at a price of $6 a share. One of the
people he spoke to was the chairman of the large Canadian
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mining group, Conwest, which had earlier sent Mr Burrill to
Australia on a three-year contract to set up an exploration
program. Mr Burrill had subsequently set up his own consulting
business, but he said he knew Conwest 'had expressed
tremendous interest in the Windarra area' (Ev. 3013). Our
investigations also revealed that, between 21 August and 19
September 1969, Burrill and Associates were associated with
Conwest Exploration Co. Ltd, Canada, in buying 2,000 Poseidon
shares in the Australian market. According to the brokers'
records, the shares were bought for 'Burrill and Associates
No.2 Account', but Mr Burrill told us in writing that the
shares were bought 'on behalf' of Conwest Exploration, and
that the order was placed by Conwest's managing director. Mr
Jones also told us (in July 1970) that he and Mr Burrill had
'some small association' with Conwest (Aust) N.L. (Ev. 199).

Mr Burrill's other overseas call was to London stockbrokers,
James Capel and Co., who ran a fund called First Investors
Mining Petroleum Fund. Mr Burrill said he was on the
management committee of this fund, together with executives of
various international mining companies:

two people from South Africa; the chairman of the Union
Corporation was on it; the chairman of Patino; two of the big
French mining houses - people like Union Miniere;
Falconbridge's chairman was on it and some of the big banks.

(Ev. 3013)

Although this fund was managed by London brokers, it was
located in Switzerland, and its meetings were normally held in
Toronto or Geneva. Mr Burrill said he had intended that half
the 50,000 shares being offered to Capels should be passed on
to the fund, and the other half to a London merchant bank,
Hambros, whose chairman was also the chairman of the fund just
mentioned. Mr Burrill went on to say, however, that contrary
to his stated intention, Hambros and First Investors Mining
Petroleum Fund
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received only a part of the placement and the rest of the
shares were spread among the broker's clients.

When the Committee asked Far Burrill if he explained to these
overseas people why it would be a good idea for them to accept
the new shares, he replied:

I did not have to. If I, in my position, said that I
recommended that they take it, they would take it.

(Ev. 3014)

Just which of his various 'positions' Mr Burrill had in mind
is not clear, but, of course, one of them included being
Poseidon's geologist, and he said his overseas contacts knew
of this appointment. On 30 September, therefore, Mr Burrill
was in a remarkably favourable 'position' to recommend the
purchase of Poseidon shares, for at that time he possessed the
knowledge of the extraordinary high assay results of the
intersection of 40 feet of massive sulphides which were to be
released to the market the next morning. In our opinion, he
used the confidential knowledge he had as Poseidon's geologist
to benefit financially those with whom he was or had been
associated in another capacity.

The Misleading 'Letter to Shareholders'

Understandably, with the announcement of the details of the
share placement in 1969, a considerable public controversy
arose, and one investment group began court action to try to
have the issues set aside. It was in connection with this
action that the Poseidon directors, on 28 November 1969,
circulated a 'Letter to Shareholders' in which they said:
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An Application for an Injunction came on for hearing before a
Judge in chambers on 7th November when the following order was
made:

"Application stood over to 31lst December to enable directors
of the defendent Poseidon No Liability if so advised to
convene a meeting to consider such resolution as may be
submitted to it".

The directors went on to explain the circumstances in which
the placements had been made; they also gave notice that they
would seek from shareholders 'ratification and approval' of
the issue at the forthcoming annual general meeting. Extracts
from their explanation follow:

Your directors saw in the favourable climate produced by
the announcement on Monday, 29 September the opportunity to
obtain the funds ... An assay report was expected in some 48
hours time. If this should prove to be unfavourable the
opportunity for obtaining funds might be lost. It was
recognised of course that a favourable assay report might have
the effect of increasing the market price of the shares, but
the importance of obtaining funds to secure the future of the
company irrespective of the assay report was regarded as
paramount. This involved negotiating with companies which were
prepared to share the risk moreover of an unfavourable assay

report ... The arrangements were completed before 5 p.m. on
Tuesday the 30th September. The arrangements were deliberately
completed before the assay reports were known ... On the

evening of the 30th September, after the conclusion of the
above agreements, the Assay Report on No.2 hole was received
in Adelaide

Having already kept their shareholders and the stock exchanges
ignorant of the Kalgoorlie assay tests, the directors had
apparently decided to continue doing so, for the clear
implication of the letter was that the directors did not have
knowledge of any assay results before the placement of the new
shares was completed on the evening of 50 September. As we
have seen, however, important assay results had been known to
the



directors well before they set about arranging the placements
to their and the geologists' 'contacts' and associates.

Stock Exchange Support for the Placements

At the annual general meeting at which shareholders were
called upon to ratify the placement, the directors were well
supported. Two people reported to have spoken in favour of the
placement were Mr A.K. Sangster, Q0.C., and Mr D.I. Macarthur,
the president of the Adelaide Stock Exchange. Mr Sangster was
reported as telling the meeting that he was attending both as
a proxy holder and at the request of four of the companies to
which the shares had been allotted. He was also reported as
saying that 'he felt many shareholders were not acquainted
with the background of the allotments' and that the placements
were made at the stage when 'the assay results were not known'
(Sydney Morning Herald, 20 December 1969).

Mr Macarthur went rather further in his support of the
directors. He was reported as saying that he and his brothers
had been interested in the company from the start, and that he
was very surprised when he heard that the allotments had been
made. But he was then quoted as saying: 'However, when I found
out the circumstances of the allotments I was more than happy
that the directors had done the right thing'. With support for
the placements coming from this quarter, it is perhaps not
surprising that public criticism was quietened and the critics
outnumbered.

In his evidence to the Committee, Mr Shierlaw confirmed that
the president of the Adelaide Stock Exchange had been a
shareholder at the time of Poseidon's meeting, and that the
report of his statements to the meeting was correct. Mr
Shierlaw also said that neither the president nor the stock
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exchange committee inquired of him about the placement, but
inquiries had been made of the company. When asked what these
inquiries were, Mr Shierlaw replied: 'I think they just wanted
to know the circumstances of the placement. I cannot recall
the details' (Ev. 3065).

Whatever was involved in its ingquiries, the Adelaide Exchange
did not bring to light the information that a valuable assay
report of the cuttings from the discovery hole had been
available before the placements were negotiated, and that the
directors' letter to shareholders was misleading in not making
reference to this assay report. As we shall shortly show, this
was not the only stock exchange which, through its president
or chairman, was to support the Poseidon directors after
having failed to carry out adequate investigations in
fulfilment of its regulatory responsibilities.

Firing the Boom

As the public announcement of the Poseidon directors to the
Adelaide Stock Exchange of Wednesday, 1 October 1969, was of
singular importance in the build-up of Australia's most recent
mineral exploration and share boom, we quote it in full:

Further to the report of the recovery of nickel and copper
sulphides on 29th September, the Directors of Poseidon N.L.
announce that the assays received to date of the first

completed drill hole PH2 at Windarra, W.A. are as follows:

From-to in feet Length in feet Ni$% Cu% Type of ore

0-25 25 0.40 0.10 leached Oxide

25-115 90 1.53 0.25 Oxide

115-145 30 1.60 0.40 disseminated
sulphides

145-185 40 3.56 0.55 Massive
sulphides

The consulting Geologists, Burrill & Associates Pty Ltd quote
that the mineralised zone has an indicated length of one
thousand (1000) feet and minimum of sixty five (65) feet.
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These estimates are based on results obtained in this drill
hole, together with trenching across the zone and detailed
Induced Polarisation surveys. This zone has been named the
Shirley Shoot after the prospector who discovered it.

They also state that four (4) additional anomalous areas 1in a
similar geological environment have been indicated on the
property.

The directors have authorised a full programme of percussion
drilling to outline the potential ore zones followed at a
later stage by deeper diamond drilling.

Further drill hole results will be announced in groups of
holes instead of on a hole to hole basis.

The Company has arranged a placement of 500,000 shares to
other mining interests, totalling $2,800,000 to finance this
exploration and anticipated development programme.

It will be seen that the assay results released in this
statement were given with high precision. For example, the
nickel content for the 40 feet of massive sulphides was said
to have been calculated to six ten-thousandths of the total
mass, giving an assay of 5.56 per cent.

With the unfolding of the Committee's inquiry into the
circumstances in which these Poseidon announcements were made,
we came to question whether there was ever an adequate
scientific basis for this announcement which was to have such
a dramatic effect upon the share market. While it was clear
that some important assay results were available before the
announcement, for several reasons it seemed that these could
hardly have been the source of the precise details given to
the stock exchanges. First, the results of the AAS tests on
the cuttings from hole PH2 which were released officially by
the Geomin laboratory in Kalgoorlie on 26 September did not
give any readings for nickel content above I per cent.
Secondly, the readings above 1 per cent
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which were given by an employee of that laboratory to Mr
Burrill were released against the rules of the laboratory,
were apparently never confirmed in writing, were known to be
inaccurate, and were, at any event, according to the general
manager of the laboratory, rounded down to the nearest whole
number (Ev. 3132). Mr Burrill did instruct this laboratory to
carry out a more accurate chemical analysis in its Perth
laboratory, but these results were not available until two
days after the public announcement of 1 October. Documents
obtained by the Committee also showed that, on 29 September,
Mr Burrill instructed another Perth laboratory, Sheen
Laboratories Pty Ltd, to carry out an assay of 10 samples,
each covering a 5 foot section of the cuttings from the
discovery hole, and these results were available on 50
September, late in the afternoon. However, only one of these
samples was from the 40 foot intersection of the massive
sulphides; it could not have been the basis for a precise
nickel and copper assay over the entire intersection.

The first witness we questioned about these matters was Mr
Burrill, who had been mainly responsible for the calculation
of the assays announced to the market. He confirmed that the
only assay results of the cuttings from the discovery hole
which were available to him before the announcement were those
which had been officially released by Geomin on 26 September,
those he had obtained unofficially from the Geomin employee,
and those completed by the Sheen laboratory on 30 September.
He also acknowledged that the samples assayed by Sheen
included only one 5 foot sample from the massive sulphides.

Senator Rae: Were there any other results which were available
to you by the time that you prepared this report to the stock
exchange?

Mr Burrill: No, I would have thought we sent more to Sheen,
but obviously we did not.



Senator Rae: So when you calcula~ed your 3.56 per cent for the
purposes of the report to the stock exchange dated 1 October
1969 the only information which you could have calculated that
on would be the telephoned information of the approximate
percentages given to you by Geomin at Kalgoorlie.

Mr Burrill: That is right.
(Ev. 3006-7)

Having established the basic source of the information, the
Committee was concerned to know how the precise assays had
been calculated for release to the share market.

Senator Rae: But is not the AAS test result something which is
regarded by analysts and by geologists as being unreliable
over 1 per cent?

Mr Burrill: It is not accurate over 1 per cent, and the higher
it gets the less accurate it gets.

Senator Rae: When you received the figures - we believe it was
Mrs Vertes of Geomin - did she give those to you in whole
percents or in percents and part percents? In other words did
she give you 3 per cent, 4 per cent, 2 per cent or whatever it
may be, or did she give you 3.25 or 4.26 or whatever it may
be?

Mr Burrill: I would be most surprised if she gave them as per
cents. She would probably average them to half a per cent or
possibly a quarter per cent.

Senator Rae: If she says that she gave them to you to the
round per cent lower would you be prepared to dispute that?

Mr Burrill: No.

Senator Rae: Then it becomes all the more curious as to how
you work out a figure of 5.56 per cent nickel for the purposes
of the stock exchange report if all you had at that time was a
set of figures given to you over the telephone by Mrs Vertes
rounded off to the nearest lower per cent.

2.80



Mr Burrill: It does. What were the figures?

Senator Rae: Have you any records which would help you in
saying what they were, because I would like you to be able to
tell us if you can rather than

Mr Burrill: We do not keep these things.
(Ev. 3007)

In subsequent discussion with the Committee, Mr Burrill was
unable to recall how the precise calculations had been
obtained. At one point he commented: 'Why on earth we came out
with 3.56, I do not know. I wonder whether it was a misprint
and should have been 3.50' (Ev. 3008). But it was pointed out
to Mr Burrill that all the assay results in the announcement
purported to have been calculated with great accuracy. Mr
Burrill also thought there had been a general comparison of
the Sheen results with all the Geomin figures (Ev. 3009), but
even then he was unable to explain how the published
percentages had been obtained. He remained convinced, however,
that the action they had taken had been appropriate to the
circumstances.

Mr Burrill: ... Maybe it was sloppy, but I think it was the
right thing to do. For the first drill hole I do not consider
it the least bit important providing it is in the right order
and the whole thing is not a fake.

Mr Shierlaw was also asked to ~plain how the assay results
were prepared and, in particular, how the 3.56 percentages had
been calculated. He said three geologists and himself (a
qualified mining engineer) had been 'involved in the
calculation'. He went on to say:
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It was four years ago and as far as I am aware it was done in
the correct geological manner. Just do not ask me the details
now. I could not tell you.

(Ev. 3051)

However, in further discussion Mr Shierlaw did remember that
the calculations had been based upon the AAS tests of Geomin's
Kalgoorlie laboratory, that these had not been accurate above
1 per cent, and that the announcement to the stock exchange
contained no warning to this effect.

Senator Rae: This was a group of directors and the consulting
geologist, wvirtually all of whom were geclogists or mining
engineers?

Mr Shierlaw: That 1s so.

Senator Rae: And this was one of the most exciting finds in
recent Australian history. It created a great deal of
sensation on the stock market and in fact led to a boom which
has been called the 'Poseidon Boom'.

Mr Shierlaw: That is so.

Senator Rae: And it was based upon an approximation as a
result of an AAS test, the results of which you has not seen,
nor had any of the others seen, but which had been received
over the telephone by Mr Burrill and relayed onto you and
confirmed by one 5 ft section test in Perth by Sheen
Laboratories, and that is all?

Mr Shierlaw: That is so.

(Ev. 3052)
Mr Shierlaw was then asked why he, as a director, had not
suggested to the other directors that they explain to the
market that the assays were not accurate over 1 per cent. He

replied:

The stock exchange sort of demanded at the time that results
be given as soon as practicable and the

2.82



results were given within two working days. We were sort of
bound by the stock exchange regulations to give what we
considered as then an accurate assay result.

(Ev. 3052)

The Committee's final witness on the question of these assay
results was Mr Francis Charles Nagy, a chemical engineer,
specialising in analytical chemistry. He appeared as general
manager of Geochemical and Mineralogical Laboratories
(W.A.)Pty Ltd. Mr Nagy confirmed that the Kalgoorlie
laboratory had not been equipped to carry out AAS tests which
would indicate accurately the nickel content above 1 per cent.
He believed that the employee who had released the assay
results of the samples containing more than 1 per cent nickel
had, in each case, rounded the assay figure down to the
nearest whole number. In his view, it was 'quite impossible'’
for the Poseidon report of 1 October to have been based upon
the analytical work completed by Geomin at that time (Ev.
3133).

To summarise: the phenomenally high assays which were
published on 1 October were based upon the information which
had been gained improperly from Geomin's Kalgoorlie laboratory
by the company's geologist and which the directors knew at the
time was unreliable. Instead of being candid about the basis
on which the assays had been calculated, the directors couched
their announcement in such a way that investors were led to
believe that proper scientific tests, of high accuracy, had
been carried out. This deception continued when, two days
later, after the true assays were received from Geomin, no
steps were taken to inform the market that there had been an
over—-estimation of the nickel content of the massive
sulphides. While the difference was not large (the true nickel
assay for the massive sulphides turned out to be 3.17 per cent
as against the 3.56 per cent already announced) this does not
excuse what, in our view, was irresponsible
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reporting. The difference could have been much greater and the
market more seriously misled. Mr Shierlaw's explanation that
the directors were 'sort of bound' by the stock exchange
regulations to release assays in such a form demonstrates not
only a lack of knowledge of the stock exchange requirements at
that time, but a disturbing unconcern for his responsibilities
as a director of a public exploration company.

Fuelling the Boom: Realising Profits

Between 21 and 30 October 1969, about three weeks after the
announcement of the assay results, the share-trading company
run by Burrill and Associates sold 3,000 Poseidon shares at
prices between about $27 and $36, yielding a total amount of
$103,9220 All the sales were made through Mr Shierlaw's
broking firm. Although a substantial profit was realised from
these transaction, far greater profits were obtained from
further sales carried out between January and March 1970.
Before quantifying the amounts involved in these later
dealings, however, we discuss the event which had a major
influence on the market at that time, opening the way for the
realisation of such high profits.

A Triumphant Meeting

It is difficult today to imagine the extraordinary interest
which focussed on Poseidon's annual general meeting in
Adelaide on 19 December 19690 The previous year, when the
company's shares were selling for just a few cents, there had
not been a quorum. In 1969, about 400 shareholders filled the
hallo Many people whose transfers covering their share
purchases were not registered in time were turned away. Others
were accommodated in an adjacent room where loud-speakers had
been installed to relay proceedings. Representatives of the
national press attended, and at least one London stockbroker
said he had flown out especially for the meeting. Reports of
the day's activities



referred to the 'electrified atmosphere', and this in part
would seem to have arisen from tension introduced by the angry
comments of some shareholders who opposed the placements. But
most shareholders appear to have turned up for other reasons.
Numerous rumours had been circulating, but there had been
little information released by the company since the
announcement of the phenomenally high nickel assays. At the
end of November, the directors had said that 'comprehensive
up-to-date geological information' would be given at the
annual meeting. Many investors had, it seems, come to believe
that 19 December Would be the day of revelation. They were not
let down.

Following the completion of the formal business, the chairman,
Mr T.A. Hutton, addressed the shareholders. After a few
preliminary words, he said:

It is my pleasure to announce that a major mining operation
will be possible on our Windarra prospect.

One report of the meeting described the opening statement as
being received by 'a tremendous and prolonged cheer' Sydney
Morning Herald, 20 December 1969. Mr Hutton's address
continued as follows:

I should like to impress on you immediately the short time
that has elapsed since we announced our first economic
intersection - that was less than three months ago.

Bearing in mind the time required to develop sufficient ore at
such places as Kambalda, Scotia and others, I think you would
want to join me in congratulating Messrs Burrill and
Associates on their efforts.

This is a most exciting time and I should like to assure you
all that your board will be making every possible effort to

commence operations as soon as practicable
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Over the last two months or so you have heard all sorts of
rumours and speculations.

This board does not propose to add to the speculation, but
says it is not possible at this time to state the size of the
operation or the time at which it will commence or the ore
reserves on which it will be based. However, it is expected
that it would be a major operation.

It seems that some significant alterations were made in the
wording of this statement after it was first prepared, for in
the copy filed with the stock exchange, Mr Hutton's references
to the proposed 'mining operation' did not describe it as a
'major' one. The final sentence in the stock exchange copy
read: 'It is expected that it would be at least a substantial
operation'. Apparently a decision had been made to up-grade
the 'substantial' operation into a 'major' one just before the
meeting was held. This rapid build-up continued when, after
completing his brief address, Mr Hutton introduced Mr Jones
from Burrill and Associates and asked him to 'outline' to
shareholders the features of what he then called a
'magnificent discovery'. Mr Jones was not asked by the
directors to disclose his and Mr Burrill's financial interests
in Poseidon shares, and he did not himself reveal this
information to the meeting.

In an important part of his prepared address, Mr Jones went
much further than Mr Hutton in discussing what he called 'Ore
Potential - Shirley Zone'. We quote the section which was to
receive extensive publicity:

Your board has considered carefully the manner in which the
ore potential has been assessed and wish you to have the
complete information at this time. A line drawn on the
longitudinal section around the [Shirley] zone in which
drilling has positively indicated ore contains approximately
four million long tons. This ore is only a small proportion,
that is, 1,300 ft in length and some 600 ft in depth of a long
and probably much deeper zone in which drilling must
ultimately be undertaken.




It is not therefore possible to give any indication of the
total ore potential for the Shirley zone.

It is expected that the overall ore zone will plunge steeply,
hence ore should continue to a considerable depth. The assay
data to date has indicated consistent nickel values

(emphasis by Committee)

The widespread interpretation of this statement was that the
drilling which had been carried out over the three months
following the discovery had led the company to conclude that
it had already established 'positively indicated' ore reserves
of four million tons in the Shirley zone. By itself, the
second sentence quoted above did not quite support this
conclusion, but the opening words of the next sentence, 'This
ore ...', were taken as referring to the 'four million long
tons'. In addition, the rest of the passage from Mr Jones'
address led the market to believe that far greater quantities
of ore were shortly to be added to this total. Thus although
Mr Hutton had explicitly said it was not possible to state the
size of the ore reserves, Mr Jones' subsequent statement had
the effect of overriding his remarks. For instance, an
extensive report of the meeting by the Sydney Morning Herald,
20 December 1969, carried the headlines on the front page:
'Poseidon's 4m tons of ore confirmed'.

When Mr Jones was giving his final evidence, he was guestioned
about his remarks concerning the 'ore' within the Shirley
zone. He confirmed that he did intend to say that drilling had
'positively indicated approximately 4,000,000 long tons of
nickel bearing ore'. He did not believe, however, that the
Press reports of 'confirmed ore' were correct.
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Mr Jones: So we had a line on a map saying here is a zone
1,300 ft long, 600 ft deep vertically into the earth and
approximately 60 ft in width which would contain 4 million
long tons.

Senator Rae: Four million long tons of what?
Mr Jones: Of ore.
Senator Rae: That is of nickel?

Mr Jones: I beg your pardon - of nickel copper ore.

Senator Rae: ... Another headline was: 'Poseidon's 4,000,000
tons of ore confirmed'. Did you think that the Press were
correctly reporting what you had intended to convey?

Mr Jones: I think I could show that I have had long arguments
with the Press. I do not believe I have ever believed that
they correctly report everything.

(Ev. 3093-4)

Senator Rae: What you were saying in your report was that
drilling had positively indicated approximately 4,000,000 long
tons of nickel bearing ore?

Mr Jones: That is correct.
Senator Rae: And so the Press report 'Poseidon's 4,000,000
tons of ore confirmed' is not a great variation from your own

language, 1is 1it?

Mr Jones: Well it is technically, because confirmed is proven
ore; 'positively indicated' is not proven ore.

(Ev. 3094)



Mr Shierlaw was also questioned about Mr Jones' statements and
the Press headline: 'Poseidon's 4 million tons of ore
confirmed', and he eventually replied that it was a 'fair
report' of what was said by Mr Jones. He then went on to say,
however, that 'It was ore potential rather than ore confirmed
or reserved. I think this is the point' (Ev. 3074). Mr
Shierlaw also said that at a later date the chairman of
Poseidon denied that the company had said it could claim
'4,000,000 long tons of ore' within the Shirley shoot.
Investigation by the Committee showed that, in July 1970, Mr
Hutton had been reported as refusing to say whether there was
4 million tons of commercial nickel-bearing ore in the Shirley
shoot when asked a question on this subject from a journalist
at a Press conference. He was also reported as saying he was
not sure whether the board had ever specified the figure of 4
million tons (Sydney Morning Herald, 7 and 8 July 1970). It
was, of course, Mr Jones who had given the impression in
December 1969 that sufficient drilling had been carried out to
establish 'positively indicated' ore of 4 million tons within
the Shirley zone, and in view of the fact that his remarks
were made at the company's annual general meeting, it had been
naturally assumed that they had the imprimatur of the
directors. Certainly they were widely and repeatedly referred
to in Australia and overseas.

After receiving the foregoing evidence from Mr Jones and Mr
Shierlaw, we wrote to Mr Hutton. In his letter in reply
(Committee Document 2-7), Mr Hutton said:

I am gquite sure that Mr Jones did not say or imply that there
was positively indicated ore of 4 million tons.

Mr Hutton also stated:



The interpretation given in your letter Ethat Mr Jones had
implied that the company had 4 million tons of ore confirmed]
could not reasonably be placed on the statement made by Mr
Jones 1f the full statement is read carefully.

Thus we have the disquieting situation of two directors of
Poseidon, Mr Hutton (the chairman) and Mr Shierlaw, and the
company's geologist, MrSones, contradicting each other about
the meaning of what was said at the 1969 annual general
meeting. Mr Jones said he did mean to say that the company had
'positively indicated' ore of approximately 4 million tons,
but he did not believe the Press report of 'confirmed ore' was
correct reporting. Mr Hutton, on the other hand, said Mr Jones
'did not say or imply' that there was 'positively indicated
ore of 4 million tons'; and Mr Shierlaw said that the Press
report of 'Poseidon's 4 million tons of ore confirmed' was a
'fair report' of what Mr Jones said.

The annual general meeting was, then, a remarkable occasion.
Without giving any details of the size and timing of the
planned development of what he called a 'magnificent
discovery', the chairman, nevertheless, greatly raised the
already exaggerated expectations of investors by twice
assuring them that a 'major operation' would be established.
And there can be little doubt that Mr Jones' words, when
considered in the context of Mr Hutton's elated and optimistic
generalisations, were seized upon by investors and provided a
foundation for the build-up of further market interest in the
Poseidon company and the raising of the share price to
fanciful levels. The only indication of what the size of the
ore reserves might be were given by Mr Jones, and his comments
were delivered in such a way that they misled the market. The
Committee has not attempted to find out just what would have
been a fair statement of the volume of ore within the Shirley
zone in December 1969, given the drilling that had been
completed at that date, but it now appears that there was a
lack of agreement and great confusion within the Poseidon
board about what had been established at that point. At the
very heart of the

2.90



company there seems to have been no real belief that 4 million
tons of ore had been outlined. Yet, the statements by Mr Jones
played a major part in stimulating one of the most spectacular
share market booms of recent times and in creating the
conditions for the promotion and flotation of numerous nickel
exploration companies. To cap off this exultant meeting, the
chairman concluded with the remarks: 'I see no reason why any
shareholder in Poseidon should not have a wow of a Christmas'.

The immediate response of the market was to run up the price
of Poseidon shares to $130, a rise of $30 for the day. The
next day the Herald reported upon the events of Friday, 19
December, as follows:

Poseidon was a major item on BBC radio news broadcasts.
Newspapers splashed the news of the ever-rocketing share
prices. The Evening News led its front page with the banner
headline 'Wonder Share Starts London Goldrush'. The paper
said: 'The most valuable hole in the world sent dealers
scrambling wildly in the London Stock Exchange today.

yesterday confirmed the market's most optimistic hopes.
And it took a great load off shareholders' minds. That was
obvious from the 'grand final' style roar that went up from
more than 400 throats ... when, after two frustrating hours of
legal bickering over the controversial share placement,
chairman Tom Hutton rose and delivered the goods

Within twelve days of the annual meeting and the statements of
Mr Hutton and Mr Jones, the price of Poseidon shares doubled
from $100 to $200 and, led by Poseidon, the prices of numerous
mining and exploration shares jumped, taking the Sydney Stock
Exchange share index for non-ferrous metals from 5101 to an
all-time peak of 5870 (reached on 29 December). Poseidon's
geologists then set about realising the profits gained from
their earlier and timely purchases.
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Geologists' Sales

Between the end of December 1969 and March 1970, Messrs Jones
and Burrill carried out their large-scale selling of Poseidon
shares through Mr Shierlaw's broking firm and through Sydney
brokers, Pring, Dean & Co. Extensive trading in Poseidon
shares was also conducted through S.G. Brearley & Co., the
Perth broking firm run by Mr G.I. Hynam, the chairman of the
Perth Stock Exchange. These sales and trading activities were
on account of Burrill and Associates and Burrill Investments
Pty Ltd, the share-trading company run by Mr Burrill and Mr
Jones and associated with their geological consulting
business. Details of the selling transactions follow.

On 31 December 1969, 2,000 Poseidon shares were sold for
Burrill Investments through Pring, Dean & Co. at prices
between $212 and $204 a share for a total sum of $404,456.
From 5 to 7 January 1970, a further 2,000 shares were sold for
Burrill Investments through Mr Shierlaw's firm at prices
between $205 and $220. The total amount obtained from these
sales was $422,111.

On 20 January, Burrill and Associates sold 500 shares through
Mr Shierlaw at prices between $196 and $205 for a total of
$100,119.

Then, on 27 February, Burrill Investments began the sale of
another 2,000 shares through Pring, Dean & Co.; these sales
took place at prices ranging from $210 to $235 and, by the

time they were completed on 23 March, a sum of $431804 had

been realised.

The trading through Mr Hynam's firm was for Burrill
Investments and involved, first of all, the sale of 1292
shares on 24 February at a price of $230 a share and,
subsequently, the
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purchase of the same number of shares at lower prices of $212
and $215 a share between 12 and 16 March. We will be
commenting further about the nature of these dealings but here
we note that they realised a profit of about $7,700.

In addition to the foregoing transactions in Poseidon shares,
Messrs Burrill and Jones traded in the shares of two companies
which were closely associated with Poseidon and whose share
prices tended to reflect movements in Poseidon's price. One of
these companies was North Flinders, which had received 50,000
Poseidon shares in the placement at $6 a share. Mr Jones was
also the geologist to North Flinders (Ev. 199). (This was a
further instance where the geologists followed the practice of
trading in the shares of the company to which they were
consultants.) On 5 January, Burrill and Associates sold 10,000
North Flinders shares through Mr Shierlaw's broking firm at
prices between $3.70 and $5 for a total amount of $45,924.
Before the Poseidon discovery these shares had been selling
for 50 cents each.

The other company was Samin which, as we have noted, had
acquired 200,000 Poseidon shares at the placement price of $5
a share, There had been a great rush of applications for the
Samin shares at 50 cents each when the prospectus appeared on
the market, no doubt due largely to its association with
Poseidon and to the huge capital profit it was showing on its
holding of Poseidon shares. By the time Samin scrip was first
quoted on the stock exchanges on 15 January 1970, the market
value of the Poseidon holding which had cost $1 million was
about $42 million. Those fortunate enough to receive an
allotment in the Samin float saw the shares sold on the
opening day at $20, which provided the sellers with an
immediate capital profit of 3900 per cent on the cost price.
We have previously noted how Burrill Investments was allotted
3,000 shares in this flotation. On 19 January all of these
shares were sold through Mr Shierlaw at $19 each for a total
sum of $56,016.



To summarise, between October 1969 and March 1970, 9,000
Poseidon shares had been sold for $1,364,293 on account of
Burrill Investments and 500 Poseidon shares had been sold for
$100,110 on account of Burrill and Associates. These 9,500
shares had cost less than $10,000, so that the realised
profits were over $1.4 million. Further large profits were
obtained from the similarly timed sales of Samin and North
Flinders shares. In addition, trading in Poseidon shares
during February-March 1970 had produced a further profit of
$7,700. One of the firms which effected these sales belonged
to Mr Shierlaw who, as we have noted, had previously bought
many of the shares on the geologists' instructions. When Mr
Shierlaw was asked by the Committee why the geologists had not
been required to disclose their interests to the annual
general meeting, he replied that 'it was an oversight' (Ev.
3073) . Mr Shierlaw was also asked whether he had been
concerned at the geologists' selling orders which had followed
almost immediately after the meeting. He replied: do not think
it is my problem. I think it is Mr Jones's' (Ev. 3075). So
after playing a major role at the annual general meeting which
had so influenced investors' expectations of the nickel
deposit, and without at any stage during this meeting, or
subsequently, declaring their interests in the shares to
shareholders, the geologists went ahead with the realisation
of enormous profits from the sale of Poseidon shares for their
geological business and their share-trading associate. The
Poseidon director who had countenanced and facilitated the
earlier purchases also, in his dual capacity as a director and
a broker, countenanced and facilitated a large proportion of
these sales.

A Total Breakdown of Regulation
Mr Geoffrey Ian Hynam, the chairman of the Perth Stock
Exchange was first called to give evidence on the regulatory
procedures followed by his exchange before he was examined in

detail in respect of the action his exchange had taken to
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investigate the allegations of insider trading in Poseidon
shares. In general evidence, Mr Hynam assured the Committee
that Western Australia was an 'unblemished State' (Ev. 190).
The stock exchanges had their own 'police force' he said, and
he thought that in Western Australia it had been 'aptly
demonstrated that the close liaison between his exchange and
the Registrar of Companies was a workable arrangement which
protects the interests of the public' (Ev. 188 and 145). He
was not aware of 'any suggestion' of brokers or investment
advisers engaging in manipulatory practices, and he knew of no
improper practices or malpractices in promotions, flotations
or trading activities (Ev. 143 and 190). He thought that 'near
perfection' had been reached by the stock exchanges in their
procedures for querying listed companies on their reports (Ev.
166) . (Mr Jones on the other hand was highly critical of what
he called the 'inability' of the stock exchanges to
'understand' reports by listed mining and mineral exploration
companies, see Ev. 197). Mr Hynam did not know of a single
instance of insider trading (Ev. 158), but he said that if he
did hear of a rumour he would 'certainly' act to ascertain
whether there way any basis for the rumour: 'This is our
obligation' he added (Ev. 161)o Mr Hynam also stated that, in
the case of the Perth Stock Exchange, 'we regard every
complaint as serious' (Ev. 191).

When the Committee turned from considering this general
evidence to ask what the stock exchanges had done to
investigate the allegations of insider trading in Poseidon
shares, particular attention was given to Mr Hynam's actions
as chairman of the Perth Stock Exchange. There were several
reasons for this interest. First, from the earliest days of
the Poseidon boom, there had been repeated suggestions in
Perth of insider trading, as well as several calls in the
Press for a stock exchange inquiry. Secondly, the case seemed
to provide an opportunity to see how the regulatory 'police
force' of the Perth Stock Exchange, in which Mr Hynam
expressed such unrestrained confidence, went
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about its work. Our third reason was that we wished to know
how Mr Hynam had resolved his conflicting interests; for in
addition to being chairman of the stock exchange he had
business associations with Mr Jones and Mr Shierlaw (Ev. 479),
and he had also been personally interested in Poseidon shares
as an investor, a trader in his firm's house account, and a
broker.

Complaints

Mr Hynam was in close touch with events taking place in the
Poseidon market before the public announcement of the dis-
covery. He told us how he had observed the rising prices of
Poseidon shares on 25 and 26 September (Ev. 484), and on 25
September he had read the director's announcement that they
knew of no reason for the rise in the share price. His
reaction at the time had been to telephone the Adelaide
Exchange 'without doing anything official' in order 'to find
out what was doing' (Ev. 485). We will shortly be discussing
how Mr Hynam bought 2,100 shares for himself following this
phone call (EV. 494).

Farly the following week, after the announcement of the
discovery, the sudden and continuing rise in the price of
Poseidon shares would presumably have brought this stock to
the attention of most if not all the other members of the
Perth Stock Exchange Committee. Also, on Tuesday, 30
September, as we have noted, the West Australian asked for a
stock exchange inquiry into what it believed had been a
leakage of information about the discovery. On another
occasion that week, a similar call was made for an inquiry.
Although Mr Hynam told us that 'obviously somebody knew
something' (Ev. 484), he took no action as chairman of his
stock exchange to collect records of his members in order to
try to find out who that 'somebody' was.

Several weeks then lasped before one Perth investor, Dr Max
Kimberley Anderson, who had sold his Poseidon shares on 26
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September after reading the directors' announcement of 25
September, wrote to Mr Hynam as chairman of the Perth Exchange
complaining that he had sold while others were 'in the know'.
Extracts from Dr Anderson's letter follow.

I am concerned to read in last Friday's Financial Review
that the consulting geologists, or companies with which the
geologists were associated, were purchasing significant
numbers of Poseidon shares for 2-3 months prior to the
directors' two statements in Sept. to which I referred

It would appear to me that either the directors realised the
potential of the area being tested at Windarra - even before
actual assay figures were available - and failed to inform
their shareholders of their knowledge, or, alternatively, that
the consulting geologists appreciated this potential but did
not inform the directors

In this letter of 23 November, Dr Anderson asked if the stock
exchange was going 'to take some action on behalf of the
shareholders'. Mr Hynam did not reply.

On 7 December Dr Anderson wrote again to Mr Hynam requesting a
reply. He also asked if Mr Hynam believed there were grounds
for 'litigation against the Poseidon directors and
geologists'. On 8 or 9 December Mr Hynam telephoned Dr
Anderson. The record we have of what Mr Hynam said in this
conversation is contained in a letter (dated 21 January 1970)
by Mr Hynam to Mr G. Eyres, a member of the Perth Exchange,
and Dr Anderson's broker in the Poseidon transactions (Ev.
482) .

According to Mr Hynam, he told Dr Anderson to take the matter
up with his own personal sharebroker and to address complaints
to the Adelaide Exchange, which was the 'home exchange' for
Poseidon. The practice of the Australian stock exchanges of
having a 'home' exchange is designed to centralise all reports
and complaints regarding each listed company. The exchange
chosen for this purpose is generally the one located in the
same city as



the company's head office, which facilitates the
administrative arrangements of dealing with a company's
management. Mr Hynam told Dr Anderson that as Adelaide was the
home exchange for Poseidon, his letter 'had not been discussed
by [the Perth] Committee, and we were therefore not in a
position to express our views'.

But even if, at that stage, the stock exchange committee had
no views, its chairman did, and he proceeded to express them
to Dr Anderson. Based upon his 'knowledge of the facts' Mr
Hynam said, 'he was satisfied that the directors and
consulting geologists had acted most honourably'. Mr Hynam
also expressed the view that Dr Anderson had 'misinterpreted’
the director's announcement of 25 September. This
announcement, said Mr Hynam, 'was made by pressure being
brought to bear by Sydney and/or Melbourne Stock Exchange; and
at that point of time no information was available'. He added
that he had been 'informed' that the statement 'was completely
factual at that time'.

Another six weeks passed without Mr Hynam taking any further
action. Then, on 23 January, Mr Hynam wrote to Dr Anderson to
say he was 'entitled to the courtesy of a written reply' to
his two earlier letters of November and December. In this
reply, Mr Hynam again said that Dr Anderson should direct his
queries to the secretary of the Adelaide Exchange who had been
asked by Mr Hynam 'to set out in chronological detail the
events which led up to the sharp market rise' and send this
schedule to Dr Anderson or his brokers. As Dr Anderson's
letters showed that he was already familiar with the order of
events, the relevance of his action is not clear. In any case,
the information was not sent to Dr Anderson (Ev. 185).

Explanations

Although Adelaide was the home exchange for Poseidon, there
had unguestionably been heavy trading on the Perth Exchange
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on the two trading days preceding the first announcement of
the discovery. The Committee was therefore concerned to know
why Mr Hynam had consistently refused to take any
investigatory action in response to Dr Anderson's letters. Mr
Hynam gave several explanations of his behaviour. To begin
with, he said:

Quite frankly, we must remember that Dr Anderson at no time
made an official complaint to the Stock Exchange at Perth, as
required under the rules and regulations, I believe.

(Ev. 186)

When he was then asked if Dr Anderson had been informed that
his letter did not constitute an official complaint, Mr Hynam
replied:

No. I would not want to be that small. I believe I extended
him every possible courtesy.

(Ev. 186)

It seems to us doubtful if Dr Anderson was treated with
reasonable respect by the Perth chairman, and subsequently Mr
Hynam told us he thought he had been 'discourteous' (Ev. 490
and 492). But at any event, the Perth Exchange did not carry
out an investigation, and Dr Anderson was not asked to put his
complaint in the official form.

Another of Mr Hynam's explanations was that, at the time Dr
Anderson made his complaint, he did not regard it as 'very
serious' (Ev. 485). This presumably explains why Mr Hynam
considered his telephone call to Dr Anderson in early December
as a 'public relations exercise' (Ev. 492). Yet, Mr Hynam had
previously told us that he regarded all complaints as
'serious', and in his previous testimony he had insisted that
if he heard of a rumour relating to restricted trading he
would investigate to see if there was some basis for it (Ev.
160) . Mr Hynam also admitted to the Committee that there had
been 'a public outcry’



over the events surrounding the Poseidon discovery.

Senator Wheeldon: Would you say that, whether fair or unfair,
there was no public or Press criticism of the Perth Stock
Exchange in relation to Poseidon at that time?

Mr Hynam: There was criticism, but it was not well informed
criticism.

Senator Wheeldon: Whether it was informed or ill informed, you
would not deny that there was fairly considerable criticism.

Mr Hynam: That is right.

(Ev. 498)

Senator Rae: When the comments continued to be published in
the Press, urging inquiries into Poseidon, what further steps
did you or your committee take?

Mr Hynam: Very little. The committee and the members were
satisfied that this was a public outcry

(Ev. 498)

A third explanation related, it would seem, to those already
given, was expressed by Mr Hynam as follows:

Quite frankly, the number of this type of letter -
unsubstantiated, through ignorance or through pique -is quite
considerable, and very seldom does one have merit or reason
for the stock exchange to take action. This was discussed
briefly and openly with our committee. Our committee's

attitude was: 'Here 1is a man who had made some money and who
could have made more, and he wants to make somebody the
scapegoat and not himself'. Then we took it seriously and had

to go into it. We found that everything had been done strictly
according to the rules and regulations.

(Ev. 489)

2.100



The aspect of the complaint the stock exchange committee took
'seriously' was a suggestion that Dr Anderson's shares might
have been bought by his own broker, and it was in this respect
that the stock exchange found that the 'rules and regulations'
had not been breached. Mr Hynam carried out this investigation
in January 1970 (Ev. 490). But no attempt was made to inquire
whether there had been insider trading, which was what Dr
Anderson was concerned about.

The Referral to Adelaide, Non-referral to the Registrar of
Companies

Mr Hynam's main explanation of why he took no further
investigatory action in Perth was expressed in these words:

If you read Dr Anderson's letter you see that his main bone of
contention, as I understand it, is against the directors
and/or the geologists - not any sharebroker. Therefore, it was
not in my province to interfere ... It was not my prerogative
as I understand it, to check with a company and/or the
directors or the geologists. I made this gquite clear to
Anderson in our telephone conversation on the 8th or the 9th.

(Ev. 490)

The implication here is that as Perth was not the 'home'
exchange, it was not its responsibility to investigate, and Dr
Anderson was asked to direct his complaints to the Adelaide
Stock Exchange.

Dr Anderson did write to the chairman of the Adelaide Stock
Exchange on 29 January 1970 expressing his concern that there
had been insider trading. We quote a section of his letter:

It would now appear to me that either the directors realised
the potential of the field at Windarra, even before actual
assay figures were available, but failed to notify the
shareholders ... or, alternatively,

2.101



the geologists appreciated this potential but did not inform
the directors. Whichever of these two alternatives is correct
the fact remains that, like myself, many shareholders were
guided by the directors' reports and sold while people 'in the
know' were able to capitalise on this lack of official
information

The president of the Adelaide Exchange, Mr D.I. McArthur,
replied on 5 February. A section of his letter reads as
follows:

I unhesitatingly say that it is not for me to say whether or
not statements were made were a true indication of the
knowledge directors possessed. When asked for a report the
directors offered comments and these were accepted by the
Exchange as all that was necessary at that time and this
placed an obligation on the directors' shoulders.

It is easy to look back now and suggest what could have been
done. As individuals we may all have different ideas looking
back, but the decisions at that time are the important ones.
Those buying shares at that time took a risk that their
interest in them was Jjustified.

Senate, Debates 1970, vol. 43, p. 495

Now it should be noted that the stock exchanges have no power
to send investigators into the offices of listed companies or
their geologists. Any investigation by the Perth or Adelaide
stock exchanges into aspects of trading in Poseidon shares, if
it had been carried out, would have been limited in this way.
Nevertheless, these two stock exchanges could, at any time,
have acted separately or together to obtain from their own
member firms all details of the buying and selling in Poseidon
shares during the period concerned. A joint investigation
would immediately have shown the large buying on 25 and 26
September by
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people associated in various ways with Poseidon, or the
geologists, or one of the directors. Mr Hynam's buying of 2100
shares for himself on 25 September would also have been
revealed by such an analysis. However, Mr Hynam took no steps
within the Perth Stock Exchange to have this elementary
procedure carried out and, as we will now show, the Adelaide
Stock Exchange was equally ineffective in its regulatory
action.

After many of the events described in this chapter had become
clear to us, we wrote to the president of the Adelaide Stock
Exchange to ask i1if the exchange had ever conducted an inquiry
into the allegations of insider trading in Poseidon shares.
The assistant secretary of the exchange replied as follows:

No formal representations were received by this Exchange
alluding to instances of insider trading in Poseidon shares
and accordingly no investigations of this nature were
instituted by the Committee.

Subsequently we wrote to Mr D.I. McArthur, who had been
president at the time the allegations were made and who had,
as we have seen, answered Dr Anderson's letter of 29 January
19700 He said in reply:

Regarding alleged insider trading I support the advice of the
Secretary of the Stock Exchange viz. that no formal
representations were received by the Exchange alluding to
instances of insider trading and accordingly no investigations
along these lines were instituted by the Committee.

So far as I am concerned, I was not aware of any cases of
insider trading, nor was anything brought to my notice which
made me suspicious that such may have been going on.

I also advise no trading records of member firms were

collected, and no investigatory action was taken by me as
President.

(Committee Document 2-8)
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It seems an incredible instance of complacency that, in spite
of the great publicity about the trading in Poseidon shares,
Dr Anderson's letter of 29 January 1970, the debate in the
Senate, and this Committee's public inquiry, a stock exchange
could subsequently explain its failure to investigate on the
technical grounds that a particular rule of that exchange
covering the making of formal complaints had not been complied
with. Yet that was the only explanation given by the Adelaide
Stock Exchange.

This is another point at which we can compare Mr Hynam's
general assertions with his specific actions. Almost in the
same breath as Mr Hynam admitted that he had not collected
trading information from his own members, he was willing to
argue, however, that investigations of such matters as insider
trading 'can be handled very quickly by those on the spot'. He
added, 'it is very difficult for somebody outside to get onto
these things' (Ev. 498). When giving his general evidence, Mr
Hynam was also asked the question:

If there is an allegation that a broker, a director or a
geologist of a company listed in, say, Sydney, has been
engaged in trading on inside information not disclosed on the
Perth Exchange, is that a matter for the home exchange of
Sydney or is it a matter for Perth?

He replied:

I think we would all poke our noses into it to try and see

that the right thing was done if this did happen. I believe
this is more in the area of the Registrar of Companies than
the stock exchange.

(Ev. 170)
In the case of complaints about the Poseidon market, there was
no sign whatsoever of either the home exchange of Adelaide or

the Perth Exchange reacting in the way described by Mr Hynam.
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A further part of Mr Hynam's evidence which should be recalled
is the statement he made about the stock exchange's
relationship with the Registrar of Companies in Western
Australia. Mr Hynam said that there was a 'very close liaison'
between these two bodies (Ev. 157) which was 'a workable
arrangement which protects the interests of the public' (Ev.
145) . However, our investigation showed that, even though Mr
Hynam was aware of the limitations on the scope available to a
stock exchange investigation into trading in Poseidon shares,
he did not, at any stage, refer the complaint to the
Registrar. Mr Arthur Charles Manning, the Acting Registrar of
Companies in Western Australia, told us that there had been no
specific complaints on insider trading, and no complaints in
relation to the affairs of geologists who act as consultants
to public companies (Ev. 223-224). There had of course been
widespread discussion of the complaints in the Western
Australian and national Press, but presumably the offices of
the Registrar did not regard these as coming within their
jurisdiction or warranting investigation. Mr Manning also said
that he did not have power 'to examine the ledgers or other
documents in the custody of brokers and showing the business
of brokers ' (Ev. 224).

Whether there really was the 'close liaison' between the
chairman of the Perth Stock Exchange and the Registrar of
Companies in Western Australia as described by Mr Hynam seems
highly doubtful, as was indicated by the following evidence.

Senator ~heeldon: o.. You have said that you have a close
relationship with the Registrar, Mr Manning and his

predecessor and that this is for the purpose of advising him
of any improper practices?

Mr Hynam: And vice versa.
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Senator Wheeldon: On how many occasions during the past, say,
two or three years, have you advised the Registrar of improper
practices taking place at the

Exchange?

Mr Hynam: I do not think we would have advised him of any
improper practices.

Senator Wheeldon: How many improper practices would he have
advised you of?

Mr Hynam: He would not have advised us of any.

Senator Wheeldon: He would not have advised you of any and you
would not have advised him of any?

Mr Hynam: No.

Senator Wheeldon: Do you meet very frequently to exchange this
information?

Mr Hynam: It is an odd phone call - I suppose every three or
six months areas of doubt might arise in his mind or in ours.

(Ev. 190)

The combined surveillance of the market by the South
Australian Registrar of Companies and Adelaide Stock Exchange
seems to have been equally undeveloped and ineffective. In a
letter to the Committee of 12 April 1972 the South Australian
Registrar replied to questions as follows:

Q: How many matters involving or suspected to involve insider
trading have been examined or investigated since 19627

A: No matters involving insider trading have been investigated
since 1962.

Q: Have there been any cases or suspected cases of offences
under section 124 (2) examined by the office? With what result?

A: There have been no cases of suspected offences against
section 124 (2) examined by officers.
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Q: Has any surveillance been maintained on trading on the
Adelaide Stock Exchange in the years 1968, 1969, 1970 and
19717

A: No surveillance has been maintained on trading on the Stock
Exchange during the past four years.

The Rest of the 'Police Force'

The regulation of the members of the Perth Stock Exchange and
of the Perth market was, and still is, primarily in the hands
of the chairman of the stock exchange and the committee. As in
all other stock exchanges, the chairman and the committeemen
were only part-time at their regulatory jobs, for they were
also members of the exchange conducting their own broking
businesses. To run the stock exchange, these members employed
full-time staff, and the senior executive was known as the
general manager. Apart from the chairman, therefore, the
exchange's

'police force', as Mr Hynam called it, had, as its key
components, the committee and the general manager. We now
briefly review the evidence concerning their roles.

When giving evidence to support his view that his conflicting
interests had not affected his capacity to act impartially as
chairman, Mr Hynam referred to the attitude of the stock
exchange committee:

my committee - and I think I had a pretty strong committee
- and my members would have criticised me and taken me to task
very strongly had I not played the game; and never at any
stage did I receive criticism from my committee or from my
members.

(Ev. 498)

But in our view this behaviour of the committee members cannot
be taken as evidence that their chairman had acted
appropriately; it is, rather, evidence of inefficiency on
their part. Knowing of their chairman's personal involvement
with the Poseidon geologists
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and with Mr Shierlaw, it was their duty to take special steps
to see that either an objective inquiry was undertaken by the
stock exchanges or that the matter was properly referred to
the Registrar of Companies. In remaining silent and doing
nothing, they were as culpable as their chairman of failing to
see that the exchange fulfilled its responsibilities.

It might have been thought that a possible check upon those
stock exchange committee members who were reluctant to
investigate their own members or have an investigation started
which would probe into the operations of their own firms was
the relative independence of the stock exchange's general
manager. However, Mr Hynam's testimony made it clear that the
general manager possessed insufficient independence and no
effective power to carry out such a role.

In response to the first gquestion concerning the
responsibility and power of the general manager, Mr Hynam
said:

He has fairly extensive powers and, in his wisdom, he
would not step outside those powers because he
knows that his position would be in jeopardy. If he has any
doubt he comes to me

(Ev. 156)

In subsequent discussions it turned out that these 'fairly
extensive powers' related to the stock exchanges 'listing
requirements and reports from companies', not to members'
activities. Hence the implication seemed to be, that if the
general manager tried to regulate members, 'his position would
be in jeopardy'. With listed companies, the general manager
had power to act immediately, said Mr Hynam, but he went on to
say that in the case of the trading floor, where members
conducted their business, he had 'very little control or
cognisance'.
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Mr Hynam said that there were several members known as 'floor
governors' who watched the floor trading and could inquire of
other members about certain transactions taking place. Again,
however, there was no effective power or independence, for Mr
Hynam added: 'The member, of course, has the right to refuse

.' In such circumstances the matter could be referred to Mr
Hynam, but only on one occasion had this taken place (Ev.
157) . When asked specifically if the general manager had 'any
power or duty to inquire into dealings at all as opposed to
listing', Mr Hynam explained that he had no power and that 'he
is more concerned with the administration than with the actual
floor trading' (Ev. 157).

In summary, the stock exchange 'police force', which Mr
Hynambelieved was so rigorously protecting the public
interest, was in the case we have been discussing, guite
ineffective. As the Adelaide Stock Exchange also refused to
take any effective investigative steps, and there was no
evidence of the Western Australian and South Australian
government authorities interesting themselves in the questions
raised, there was, in our view, a total breakdown in
regulation.

Conflicts of a Stock Exchange Chairman

Mr Hynam's direct and indirect associations with the Poseidon
company were many and varied. He and his family were close
friends with Mr Jones of Burrill and Associates and, according
to Mr Hynam, Mr Jones had always been a personal client of
his. This broker-client relationship was of the kind whereby
Mr Hynam felt he could buy 300 Poseidon shares for Mr Jones'
son in October 1969, while the shares were rising rapidly in
price without first consulting with Mr Jones (Ev. 3079). In
January 1969, Mr Hynam, as a broker, also became a subscriber
to the bulletin on exploration news in Western Australia
published
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monthly by Burrill and Associates, and the information in this
newsletter was assessed and passed on by Mr Hynam's firm to
his clients. We have already mentioned how Messrs Jones and
Burrill regularly chartered a plane and flew over the
exploration areas in order to spy on the work being carried
out by the various companies. This information was
subsequently made available to the subscribers to the bulletin
including, presumably, Mr Hynam.

While Mr Jones was an adviser to Mr Hynam on certain mining
and geological matters, Mr Hynam was, on occasion, a
counsellor to Mr Jones on stock exchange affairs. For
instance, when Burrill and Associates had sent their report of
the Poseidon claims to the Poseidon directors on 11 April
1969, saying that they were 'very encouraging' and 'intensely
interesting', Mr Jones sought Mr Hynam's guidance. 'He was so
enamoured of the results as given to the directors' said Mr
Hynam, 'that he wished to purchase shares, and as a friend he
asked me where his conscience lay'. Mr Hynam said that his
advice was as follows:

There is no law or rule to prevent you from buying shares but
I believe that morally you should inform the directors that
you wish to do this. I concluded that that was the action he
took.

(Ev. 495)

We have already noted that the share-trading company for which
Messrs Jones and Burrill then bought the Poseidon shares was
Burrill Investments Pty Ltd. Mr Hynam said that the purchases
took place after the directors' report to the stock exchanges
on 29 April of the geologists' findings, but our
investigations showed that this was not so; the buying was
completed between 24 and 29 April. It was also about this
time, between 18 April and 15 May, that Burrill Investments
took in Mrs Hynam as a significant shareholder, owning nine
per cent of the capital.
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In the following months of June and July, Burrill Investments
bought a further 20,000 Poseidon shares, bringing its total
holding to 30,000 shares. Also in July, at Mr Hynam's
instigation, Mrs Hynam acquired a direct interest in Poseidon
through a purchase of 2000 shares. In view of Mr Hynam's dis-
cussion with Mr Jones in April and his other close
associations with Poseidon's geologists, it is not difficult
to understand Mr Hynam's own initial interest in the Poseidon
shares. This interest then apparently grew to the point where
Mr Hynam said he became 'rapt in Poseidon' (Ev. 497) and was
prepared to advise his wife to make substantial share
purchases. When asked by the Committee if he obtained from Mr
Jones any information which gave him an advantage over other
investors or brokers, he replied:

No knowledge; but, I believe, encouragement. Let us be honest.
Certainly, never at any time have I received or seen any
technical reports. But, human beings being what we are, Jones
would say to me: 'I think we may do well at Poseidon'...

(Ev. 496-97)

On 25 September 1969, the day after the discovery, but 4 days
before the public announcement, Mr Hynam then bought 2,100
Poseidon shares for himself. Mr Hynam's explanation of this
purchase was that he had been a large buyer of Poseidon shares
for his clients from 15 September, and that 'where there are
large buying orders a broker tends to overbuy'. He went on to
say: 'After clients' orders had been filled, and this was by
25th September, there were 2,100 left over, which I booked to
my personal account' (Ev. 478).

For several reasons we have difficulty in accepting Mr Hynam's
explanation that the purchase for his own account came about
simply because he had been so busy in executing clients'
orders that he had overbought. First, Mr Hynam's scrip ledgers
show that his firm bought as agent only moderate or small
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quantities of shares (fully and partly-paid) on each of the
four days preceding his purchase of 25 September: 6,100 shares
on 19th, 3,200 shares on 22nd, 3,400 on 23rd, and 200 on 24th
(a day on which the Perth Exchange was closed). It is not easy
to understand how transactions on this scale would have led
him to overbuy to the extent of 2,100 shares. Moreover, many
of the share transactions in which his firm was involved as a
buyer on the days preceding 25th were transactions in which
the shares were bought from clients for other brokers (in
other words some clients were selling shares). So that
compared with his clients' buying orders before 25th, his own
purchase of 2,100 shares on 25th was a relatively large
transaction. On 25 and 26 September, the two days following
the discovery, Mr Hynam's firm was more active in its
dealings, negotiating transactions involving 13,100 shares.
But again, the purchases for his clients were significantly
below this total, for some of the transactions in which Mr
Hynam was acting as a broker involved him in selling shares
for clients to other brokers. So even during these busy days,
it is hard to see how the build-up in his clients' orders led
him to overbuy to the extent of 2,100 shares.

Another reason for questioning Mr Hynam's explanation of his
purchase is that he said, when discussing his wife's purchase
of 2,000 shares, that this had been 'a lot of money' to him
(Ev. 493). One would therefore have expected Mr Hynam to have
taken considerable care in the placing of buying orders
involving 2,000 or more shares. Moreover, 1f a mistake were
made, one would have expected him to have taken the obvious
and immediate way out of the difficulty, which would have
recouped him his money and might even have realised a profit:
to have sold the shares in the rising market which Mr Hynam
himself noted was 'in short supply' of the stock (Ev. 478).
However, Mr Hynam apparently did not consider this course of
action. IT is difficult to reach any conclusion other than
that Mr Hynam bought

2.112



these shares on 25 September as a deliberate act, and for a
reason different from that which he stated to us.

Hence, at the time of the public announcement of the
discovery, Mr Hynam and his wife held 4,100 Poseidon shares,
and Mrs Hynam's shareholding interest in Burrill Investments
gave her a 9 per cent interest in a further 30,000 Poseidon
shares. It scarcely needs saying that this amounted to a
substantial financial interest in the Poseidon company. When,
for instance, the shares were selling for about $80 each, at
about the time of Dr Anderson's second letter to Mr Hynam in
his capacity as chairman of the Perth Stock Exchange, the
Hynam's direct and indirect interests were worth over
$500,000. Following the annual general meeting, when the
shares were selling for about $200 each, the market value of
these Hynam interests was well in excess of $1,000,000.

Mr Hynam also acted as one of the brokers to Burrill
Investments, obtaining substantial brokerage income from this
source. Between September 1969 and March 1970, for instance,
he carried out about $1.6 million of share business (both
buying and selling) for this account. Mr Hynam told the
CommitTee in another context that he ran 'a small to medium
size firm', and that for him a large order amounted to about
$20,000 or $30,000 of business (Ev. 488). It would appear,
therefore, that Burrill Investments was one of his largest
clients. An inspection of the records showed that most of the
dealings took place in the shares of a large number of
different companies associated with speculative exploration or
mining. The monthly volume of turnovers was about $50,000 in
September, rose to over $150,000 in October and November, but
was very much higher in February and March 1970. A series of
particularly large transactions took place in Poseidon shares
during this period. On 24 February, Mr Hynam sold 1,292
Poseidon shares for Burrill Investments at $230
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a share, and later, the following month, between 12 and 16
March, bought 1,292 Poseidon shares at the then lower prices
of $212 to $215. The earlier sale proceeds (after the
deduction of brokerage) amounted to $290,620, and the purchase
cost (after the addition of brokerage) was $282,920. Thus
within a few weeks

Mr Hynam had transacted well over $500,000 of business for
this one account. His brokerage earnings calculated at the
rate of 2 per cent were well in excess of the profit of $7,700
derived from the sale and purchase by Burrill Investments. By
any standards, this was a large order, and it is of interest
to note that it was concluded only three days before questions
were first raised and the failure of the Perth Stock Exchange
to investigate the complaints.

It appears that these sales of Poseidon shares carried out by
Mr Hynam on 24 February for Burrill Investments were not
technically short sales, for Burrill Investments held
sufficient shares in its portfolio to deliver to the
purchasers. However, as the records showed, Burrill
Investments did not 'cover' the sales from the shares they
were already holding, but bought back through Mr Hynam, at
lower prices, the precise number of shares which had been
sold. The transaction was, therefore, similar in nature to a
short sale which, at the time, was prohibited by the Perth
Stock Exchange. We believe it is relevant to quote the
comments of the Senate Report (1934) on such practices in the
United States.

A type of sale not technically a short sale, but similar in
nature, i1s a sale 'against the box'. In such a transaction,
the seller owns and possesses stock which he can deliver but
which for some reason he prefers not to deliver. This is a
device which can be employed by corporate officials and
insiders who desire to sell their corporation's stock short
without disclosing such short selling ... It is contended by
stock-exchange authorities that a sale 'against the box' is
not a short sale, since
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the customer need not buy the stock back but may make delivery
from the securities in his box. It is plain, however, that
where a person initially makes a sale 'against the box' but
subsequently changes his mind, there is nothing to prevent him
from covering in the open market. In such cases he 1is
indistinguishable from any other short seller.

In addition to the associations already mentioned Mr Hynam was
friendly with Mr Shierlaw and their two broking firms
conducted reciprocal business (Ev. 478). Mr Hynam was also
friendly with Mr B.R. Lewis who played a prominent part with
Mr Shierlaw in the flotation of Samin Ltd, and became a
director of Poseidon in December 1969. Mr Shierlaw allotted
10,000 Samin shares to Mr Hynam personally in December 1969,
the allotment letter being sent to Mr Hynam's home address,
not to his firm. Mr Hynam distributed 4,000 of these shares to
23 clients and 'personal associates' and the balance of 6,000
he retained for himself, his wife, and a family company. Later
that same month Mr Hynam set about obtaining proxies for the
Poseidon directors in order to support them at the annual
general meeting at which they were to ask shareholders to
ratify the private share placements they had made to Samin and
other associated companies. Mr Hynam told us that he thought
the directors had done a 'magnificent deal for the company'
with these placements (Ev. 493), and that he had not supported
the directors in consideration of being allotted the Samin
shares (Ev. 478). Nevertheless, he benefitted financially from
the allotment, for on the day the Samin shares were first
quoted, 15 January 1970, the 6,000 shares which had cost Mr
Hynam's family $3,000 were valued in the market at about
$120,000.

To begin with, in his affidavit to the Committee, Mr Hynam
asserted:
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Notwithstanding my shareholding in Poseidon and my friendship
with Jones and Shierlaw I do not believe there was any
conflict of interest in my position as Chairman of the
Exchange.

(Ev. 479)
Subsequently, under examination, he said:

There could be a conflict of interest there. Of course there
could be a conflict of interest there. There is no doubt in my
mind at all

(Ev. 498)

Although Mr Hynam remained confident that he had not let his
personal interests influence his actions, it is a fact that at
no stage did he take the first elementary steps of carrying
out an inquiry into the allegations of insider trading. He
resisted all such moves despite his own observance of the
sequence of events in the market and his belief that 'someone
knew something', in the face of widespread criticism and a
call for an inquiry, regardless of Dr Anderson's specific
complaints, and throughout the debate in the Senate on the
subject and the subsequent publicity attending this
Committee's hearings. Mr Hynam was well aware of what an
inquiry by him entailed - namely the collection and
examination of members' records (Ev. 498) - but he
consistently refused to exercise the powers which, in his
general evidence, he said he would not hesitate to use (Ev.
157) . His explanations for failing to institute an
investigation were, in our view, unconvincing and, in many
respects, impossible to reconcile with his general evidence.

We have not been satisfied that Mr Hynam's continued
resistance to the call for an investigation was not largely to
be explained by his unwillingness to risk compromising his
personal and broking associations with Mr Jones and Mr
Shierlaw; associations which had brought him, through a series
of timely share
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purchases, such an enormous increase in his own and his
family's wealth, and which were providing him with a large and
continuing flow of broking business.

Concluding Comments

The Committee has concluded that during the period leading up
to the announcement of the discovery of nickel and copper
sulphides the consulting geologists and one of the directors
misused their official and fiduciary positions to buy Poseidon
shares for private profit. The geologists also sold many of
the shares at a time when they had a greater knowledge of the
sketchiness of the prospects than the general public whom they
had informed about the Windarra field. Another conclusion of
wide significance is that the Windarra announcements, which
gave nickel prospecting a new glamour and gave rise to a great
wave of mineral company flotations and placement issues, can
now be seen to have been misleading in significant respects
and made on careless, to say the least, reporting of assays.

When discussing their share dealing, the consulting
geologists, Burrill and Associates, said on several occasions
that their buying had been done with the knowledge and
approval of the Poseidon directors. One of the directors, Mr
Shierlaw, agreed that such permission had been given. Mr
Shierlaw then went even further in facilitating what we
believe was a persistent abuse of confidential knowledge by
executing a substantial part of the geologists' buying orders
through his own stockbroking firm. He also acted as their
broker in carrying out many of the subsequent selling
transactions. In our view, Mr Shierlaw was prepared to connive
at the dealings because of his own determination to buy the
shares for accounts in which he was financially interested at
a time when he also possessed an insider's knowledge of the
company's affairs. In this case, therefore, the public
shareholders could not rely upon their directors to act as
their watchdogs in seeing that consulting geologists did not
deal in the ccmpany's shares while possessing
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knowledge which had not been released to the market. Other
safeguards were needed.

In considering what these safeguards should be, it is
important to note other features of the share transactions we
have been discussing. The dealings did not take place on just
one stock exchange, but on several, and they involved many
different accounts, some of which, on the face of it, did not
appear to be connected with people associated with Poseidon.
Consider the buying orders for the accounts in which the
geologists were interested. Their buying orders were
implemented by brokers in Adelaide and Sydney, while they
operated out of Perth. Their subsequent selling instructions
and trading activities were carried out by brokers in
Adelaide, Sydney and Perth. The main purchases were for their
own consulting business and their associated share-trading
company, but Mr Jones also bought shares for himself and
members of his family; he also arranged for some of the shares
which were bought on his instructions before the public
announcement of the discovery to be subsequently 'booked' to a
group of friends and associates. In other words, the insider
dealing was not confined to one exchange; it was done through
various accounts on the national markets, so that the abuse
became a nation-wide problem. As the records of the
stockbrokers who handled the various transactions in Australia
were located with the members of three different exchanges, it
would have needed a decision by all three to collect those
records and co-ordinate them for the evidence of the dealing
to be revealed.

Now even 1if there had been such action, much essential
information would not have been revealed by such a joint
inquiry. As our own experience showed, to understand the
circumstances in which the various dealings took place it was
necessary to collect records prepared by the drilling company,
to inspect the documents covering the movement of drill
cuttings, and to examine the reports of assay results prepared
by three laboratories. These
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various documents were located in different places: some were
with the Poseidon company, which was based in Adelaide, some
were with the geologists, based as we have seen in Perth, and
some were with the drillers and assay laboratories in
Kalgoorlie and Perth. For a considerable period of time the
drilling records were apparently 'missing'; however, at least
one set remained in existence, and if this Committee had not
obtained access to them and to the assay laboratory records
the determination of the correct date of the discovery would
not have been possible. In the absence of those records the
claim by Mr Burrill, repeated in evidence by Mr Jones, that
the discovery was on 26 September - two days after it in fact
took place - may then have been incontrovertible. The point to
note is that the stock exchanges had no power to call for such
records; they would have had to rely upon the State government
bodies in Western Australia and South Australia to take the
initiative and use their authority to carry out the wide-
ranging search and examination. And again, for a proper
understanding of this intricate example of corporate and
market subterfuge a high degree of co-operation would have
been required.

As our Report shows, no such joint action was forthcoming even
though there were some matters developed in public and at our
hearings which ought reasonably to have placed the wvarious
regulatory authorities on notice. Not only was there no joint
systematic investigation, but we could discover no sign of any
one of the regulatory authorities in Western Australia or
South Australia carrying out even an elementary inquiry. We
believe this evidence supports our recommendation that a
national regulatory body is required to regulate insider
dealings on the nation's securities markets.
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In considering the powers which should be vested in such a
body, it is useful to point to another of the lessons of this
case. As our inquiry progressed, it became clear to us that we
could not rely upon letters, public announcements, public
statements, sworn testimony, statutory declarations or
affidavits to reveal the truth. We found that the reports and
statements by the directors and geologists were evasive,
distorted, exaggerated and simply untrue in important
respects. If a regulatory authority is to have reasonable
success in protecting the markets from deceptive practices
such as insider trading, it must have the power to inquire and
obtain all relevant documents and records and it must expect
to use that power. It must also have the independence and
determination to press its inquiries during a period of a
booming share market when there might be little public support
or tolerance of such action.

A further important aspect of this evidence adduced before the
Committee concerns the activities of stockbrokers. Like many
other stockbrokers in Australia (except for members of the
Perth Exchange where the rules have explicitly forbidden the
practice since 1969, Ev. 142), Mr Shierlaw was not only a
stockbroker, but a director of several companies, including
Poseidon. In his capacity as a member of a stock exchange, he
acted as broker to Poseidon, a very large share trader for his
own account in Poseidon shares; an underwriter of a company,
Samin, which was closely associated with Poseidon; a
sharebroker in Samin shares; and an adviser to his clients on
investments in Poseidon and Samin shares. Mr Shierlaw said
that his dual roles as a director of public companies and a
stockbroker did not involve him in a conflict of interests
(Ev. 5027). We disagree. Moreover, we have concluded from the
evidence that he used his special knowledge and position as a
director in Poseidon on several occasions to negotiate
transactions in Poseidon shares which would benefit himself
and his associates. In doing so he abused his responsibilities
both as a member of the stock exchange and as a director.
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We also draw attention here to the newsletter circulated to
the clients of Mr Shierlaw's broking firm in May 1973 in which
the operations and profitability of Poseidon's two wholly
owned subsidiaries were discussed in considerable depth and
Poseidon's shares recommended as an investment (Ev. 3026).
Included in the review was a detailed calculation of the
production, income, expenses and profitability of the company
to June 1974. Mr Shierlaw told us that he prepared these
forward estimates, but that he 'made a very special attempt
not to use any inside information' he had obtained as a
director. He argued that the review was based on his knowledge
as a stockbroker and mining engineer, not as a director. We do
not share Mr Shierlaw's opinion of his capacity to segregate
his knowledge as a stockbroker and mining engineer from his
knowledge as a director of the company he was writing about
and recommending to clients. The fact is the letter contained
detailed projections of Poseidon's results for the coming year
and, as Mr Shierlaw himself said, it was widely known that he
was a director of that company. His comment was:

I think everyone in Australia knows that I am a director of
Poseidon and I certainly sent the letter out under the firm of
N.C. Shierlaw and Associates, share and stock broker.

(Ev. 3027)

In our view, one of the company's directors was, in his
capacity as a stockbroker, telling his clients more about the
company than the company had itself told shareholders and the
market. This was totally improper. That a stockbroker was
still permitted to behave in this way in 1973, three years
after this Committee's inquiries began, would seem to suggest
a marked reluctance on the part of the stock exchanges to face
the need for closer supervision of the activities of their
members. In the concluding chapter we return to this general
qguestion of broker-directors with specific recommendations.
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Elsewhere in this report we deal more fully with the separate
question of members of stock exchanges trading on their own
account while acting as brokers for, and advisers to, public
investors. Here we note briefly that Mr Shierlaw was an
example of a broker who combined both functions. He engaged in
large-scale share-trading through a house account, which he
called a 'London office' account, and a proprietary family
company, NCS Securities. In the case of NCS Securities, the
staff of the broking firm were also shareholders with Mr
Shierlaw and his family, so that there would appear to have
been an incentive for the firm as a whole to suggest
favourable trading opportunities to this company rather than
to clients.

NCS Securities also possessed the valuable privilege of
dealing without incurring brokerage charges. Mr Shierlaw said
that his reason for not charging brokerage was because he
regarded NCS Securities as his 'own' company, even though
there were some minority holdings. In further explanation of
the relationship of NCS Securities to his own broking firm, he
said that when he dealt for NCS Securities he regarded himself
as a principal in the transaction and he notified any clients
who might also be concerned of his principal role. However,
when we checked certain transactions carried out for clients
in which NCS Securities had been involved (including one 1in
which a client had sold 1,800 Poseidon shares through Mr
Shierlaw to NCS Securities on 25 September 1969), we found
that the contract notes were not marked to show that Mr
Shierlaw had been acting as a principal, and commission fees
had been charged. Mr Shierlaw said that in the instances
concerned the clients had been notified of his position
'verbally'. In subsequent discussion, we were informed that it
was Mr Shierlaw's practice when he acted as a principal to
charge commission on the transactions. In answer to the

question: 'Did you charge your clients brokerage where they
were dealing with you as a principal' he replied 'Yes' (Ev.
3031) .
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After commenting that he thought the rules of the stock
exchange permitted such behaviour, he added: 'I mean, this is
what does happen in practice' (Ev. 3033). Clearly this is
further evidence of the weak self-regulatory procedures of the
Adelaide Exchange.

We also draw attention to the evidence of the multiple roles
of consulting geologists in Australia. Burrill and Associates
were not only geological consultants to public companies, but
there entangled in a range of activities directly associated
with dealings in the shares of listed companies. This
entanglement was deliberately organised as an integral part of
the firm's business - one side of the business complementing
the other. The objective was to make profits. Thus, the firm
developed a specialised and well-organised system for
gathering information about mining and exploration companies,
for disseminating this for a fee among select clients,
including brokers, and for dealing in the shares of these
companies. This share-trading was so closely integrated with
the geological consulting activities that the geologists
themselves directly, and indirectly through their associated
company, dealt in the shares of the companies to which they
were consultants. This dealing took place on a national basis.
Mr Burrill also advised international investors on their
dealings in Australian shares; and we have said how he made
use of his privileged position as the consulting geologist to
Poseidon to benefit these investors at the time the placement
of new shares was being arranged. In our view, it is
intolerable that consulting geologists should have free
licence to behave in this way. Yet there was no evidence that
any State regulatory authority or professional geological body
had ever challenged their conduct. Mr Jones told us (in 1971)
that geologists have not been subject to a code of ethics,
unless they happened to be a member of the Institute of Mining
and Metallurgy (Ev. 202). He was a member of that body, but it
apparently did not concern itself with the kinds of practices
of geologists we have described.
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Views will differ about the extent to which investors in
Poseidon shares were misled and the market inflamed by the
waves in which the information was released of the discovery,
the assay results, the 'major' mine said to be in the planning
stages and the 'positively indicated' ore apparently
established after only three months' work. During that period,
many members of the investing public were buying blindly, and
were not concerned with the underlying strength or weakness of
the companies they were supporting. But one of the prime
concerns of the regulatory authorities must be to see that the
information made available to the public is honest, complete
and factual. The geological reporting by Poseidon following
the discovery did not, in our view, measure up to these
standards. It is particularly disturbing that, during the
period when the market was reacting to these reports, the
geologists should have benefitted very greatly through the
sales of Poseidon shares to the market. For these reasons we
believe that those aspects of the affairs of geologists such
as statements by them in prospectuses and to the market should
be within the general supervisory jurisdiction of a national
regulatory body.

Another aspect of this case-study which gives cause for
anxiety is the evidence that two stock exchanges failed to
institute an inquiry into the allegations of insider trading
despite the receipt of specific complaints. We have noted how
the president of the Adelaide Stock Exchange was active in
supporting the Poseidon directors publicly at the company's
annual general meeting in 1969 even though he had failed to
take any effective investigatory action in respect of the
allegations of insider trading and the criticism of the
private placements arranged by one of his members, Mr
Shierlaw. We have also recorded how the chairman of the Perth
Stock Exchange resisted the requests to carry out an
investigation, and took no steps to refer the complaints to
the Registrar of Companies. He was,
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nevertheless, prepared to support the actions of the Poseidon
directors and geologists throughout this period. In Mr Hynam's
case, we have expressed our concern that his immense personal
and family gadns from investments in Poseidon, and his close
associations with that company's geologists and with Mr
Shierlaw, may have led him to subordinate his official
obligations. Mr Hynam's general assertions about the
efficiency of the stock exchange's 'police force' were, in our
view, unjustified. These are some of the reasons why we have
concluded that self-regulatory procedures of stock exchange
affairs cannot be left primarily in the hands of chairmen who
are themselves members of the exchange, share traders and
investors on their own account.
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CHAPTER 3

FINANCIAL STRUCTURE AND PROFITS OF MEMBER FIRMS OF THE STOCK
EXCHANGE

The aim of this chapter is to examine the financial structure
and profitability of the member firms of the exchanges, and to
consider the effects of fluctuations in the scale of activity,
as exemplified in the mining share boom of 1968-70 and its
aftermath, upon these firms. This represents the first
substantial coverage of the industry's finances, and is
intended to correct a situation of almost complete lack of
information. No financial data had previously been obtained
from member firms of the various exchanges either by the
exchanges themselves or by an external body for purposes of
statistical collation and analysis. The Committee made
arrangements to obtain the financial statements of each firm
for the six years 1965-66 to 1970-71. To preserve their
confidential character, the statements were coded with the co-
operation of auditors representing the exchanges before being
submitted to the collating process by the Committee. The
results of the collation are presented in a series of tables
which are the main substance of this chapter.

While the tables have interest and informative value in the
circumstances, and are especially useful for tracing the
dynamics of the broking industry over a number of years, it is
necessary to observe a number of limitations on the scope for
drawing inferences from these figures. In the first place,
methods of presentation of the financial accounts were not
standardised. The Committee received statements which had
already been prepared by each firm according to its past
practice. Differences were found to exist not only between
exchanges but also among the members of an exchange in matters
of definition, in the amount of information given and degrees
of dissection of items in the accounts.
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One of the main reasons for these variations in the structure
and detail of the financial statements is that within the
stock exchanges there are firms of many different sizes
rendering many different services. At one stage during the
six-year period of the survey a large firm had total assets of
about $60 million, whereas several firms had assets of less
than $20,000. In Melbourne in 1969-70, one firm received
revenue of $7.5 million, whereas another firm's revenue was
only $7,300. We found that some of the large firms separated
their revenue obtained from underwriting, management of
associated investment companies, option and share dealing from
the commissions obtained from agency business. Several large
firms also showed as separate items the profits and losses
from dealings as principals in government securities (bonds)
and from deposit-taking and deposit-lending. Many smaller
firms did not engage in such dealings, and other firms for
which non-agency earnings were relatively less important
tended to combine all their revenue under one heading.
Although there are these great differences between the
activities of many member firms of the stock exchanges, they
are all referred to as 'stockbrokers', 'brokers' or 'broking
firms'. In describing their functions, however, it is usual to
distinguish their agency activities, or broking function
proper, from their underwriting and dealing activities as
principals.

Another point we noted when studying the accounts is that the
nature of the business of some firms changed rapidly from year
to year during the period of the survey. All firms conducted
some agency business for members of the investing public, but
for some firms the relative importance of this business varied
greatly. For instance, in 1966-67, one Sydney firm had a total
revenue of about $814,000, of which $357,000 or 44 per cent,
was from commission and brokerage, and the balance from
underwriting and dealings as a principal in shares and bonds.
In the following year, 1967-68, the revenue from all sources
was $1.8 million, of which commission and brokerage was $1.3
million, or 72 per cent of



the total. We will be showing how the financial requirements
of a firm which directs its interest to principal dealing are
different from those of a firm which is organised mainly to
provide an agency service to personal clients.

It is also necessary to recognise that the accompanying
tables, being derived from the financial records of the member
firms, do not embrace the results of any share trading, bond
dealing or underwriting activities of separate partners
conducted through associated proprietary or public companies.
Since a decision whether to channel business such as share
trading or bond dealing through the firm which is the member
of an exchange or through an associated company can be an
arbitrary one, depending partly on tax considerations from
time to time, as well as varying with custom from firm to
firm, the profit figures in the tables fall short of
completeness and comparability.

Our investigation covers the firms which were members of one
of the six principal stock exchanges (Adelaide, Brisbane,
Hobart, Melbourne, Sydney and Perth) during part or all of the
six-year period. It does not include figures from the three
much smaller exchanges outside the capital cities, now at
Ballarat and Bendigo in Victoria, and Newcastle in New South
Wales. The number of operating partnerships covered in the
survey varied from time to time as a result of mergers,
separations, closures and new establishments. The trend in
numbers of firms appeared to vary directly according to the
scale of stock exchange activity. The numbers ranged from 154
member firms at June 1966 to a peak of 186 firms in June 1970.
By June 1971, the number had fallen to 174 (and the decline
has since continued, the number of firms being 165 at the end
of June 1975). Meanwhile, despite the varying combinations of
members in partnerships, the number of seats, of the size of
the personal membership of the six exchanges has been
comparatively stable



throughout the period. In mid-1975 the number of seats was
440, and this total personal membership of the exchanges (not
including non-member partners of broking firms) was
distributed as follows: Adelaide, 58; Brisbane, 44; Hobart,
17; Melbourne, 160; Perth, 55; Sydney, 128. A comparatively
small and varying number of the seats are unfilled at any
particular time. As between Melbourne and Sydney, the tendency
has been for Melbourne to have on average distinctly more
member-partners per broking firm. Thus, whereas Melbourne had
52 by number (or 25 per cent) more members than Sydney in mid-
1973, it had 20 by number (or 51 per cent) fewer broking
partnerships than Sydney. The 165 firms operating in the six
exchanges at 2 July 1975, together with the number of seats
and the average number of member-partners per firm were as
follows:

Stock Exchange Broking Average no. of
seats firms member-partners
per firm

Adelaide .. 58 21 2.71
Brisbane .. 44 18 2.40
Hobart.. 17 4 4.25
Melbourne .. 160 45 3.56
Perth .. 33 12 2.75
Sydney .. 128 65 1.97
Six Exchanges.. 440 165 2.67

Sydney has had a lower ratio of seats per firm than any of the
other exchanges. This is evidently related to the higher
prices commanded by seats in Sydney during recent years than
in the other cities.

Three exchanges, Adelaide, Melbourne and Sydney, also allow
member firms to have partners who are not members of the

exchange. Some of these non-member partners
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share in the profits of the firms of which they are partners,

and in other eases they are on fixed salaries. At the time of

writing there is only one non-member partner in Adelaide, but

in Melbourne and Sydney there are substantial numbers, as seen
below.

Non-Member Partners of Stock Exchange Firms

Melbourne Sydney
30 June
1966 nil 25
1969 1 45
1971 42 90
1973 (November) 57 130

The first non-member partner of a Melbourne firm was admitted
in June 1969 following the exchange's adoption of new rules
allowing such partnerships in April that year. Between 1969
and November 1973 the number of such partnerships increased to
57, while over the same period there was little change in the
number of stock exchange members. In Sydney, however, the
growth of non-member partnerships has been even more striking;
an increase from 45 in 1969 to 130 in November 1975. Over that
period there was a decline in the number of stock exchange
members from 142 to about 1280

By adopting rules which allow non-member partnerships, these
two exchanges have allowed people of ability to become
principals of firms without having to provide the substantial
capital necessary to buy a stock exchange seat. This would
seem to be one reason for the growth in numbers of such
partnerships. Another explanation for the recent growth in
numbers has probably been the action of the Sydney and
Melbourne Exchanges in banning sole traders, that is firms
with only one partner. Nevertheless, the continuing expansion
of non-member partnerships in Melbourne and Sydney since 1971
suggests that at least sections of the industry have continued
to prosper in the post-boom conditions.
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One of the restrictions on the growth of individual firms in
Australia is that a stock exchange will not admit as a member
someone who is a member of another exchange. However, member
firms are permitted to open branch offices, and a number of
firms have these offices in the other capital cities and
regional centres. Several firms have also established branches
in London and Europe. Orders obtained by these branches are
sometimes directed back to the head office to be executed on
the exchange to which the firm belongs, and they are sometimes
directed to another exchange, through a member of that other
exchange, with an arrangement for the sharing of the
commission. In several instances the business conducted by
these branch offices has been large relative to the total
business of the firms. In addition, the branch business of
several Melbourne and Sydney firms in other States has been
substantial relative to the total stock exchange business in
those other States. So when, in the following analysis, we
refer to the accounts of the members of one exchange, it is to
be understood that the business of those members has not been
generated only in the city after which their exchange is
named.

The six-year period to be covered by the survey in this
chapter encompassed some wide variations in the tempo of stock
exchange business. The first two years, 1965-66 and 1966-67,
were 'normal' in the sense that the volume of speculative
trading in mining and oil shares represented a minority
(though a rising) proportion of total money turnovers recorded
on the exchanges. The next three years, ending in June 1970,
were a period of boom rising to a crescendo, as the share
markets responded, first, to the implications of earlier great
mineral discoveries by long-established companies,
particularly in Bass Strait oil and gas and in Kambalda
(Western Australia) nickel, and later responded to a spate of
flotations and announcements of new mining and oil exploration
companies, culminating in the



Table 3-1

AUSTRALIAN STOCK EXCHANGES: SOME AGGREGATE MOVEMENTS 1965-66
to 1970-71

Year to 1966 1967 1968 1969 1970 1971
30 June

Reporte $505m $645m $1,982m $2,286m $3,443m $2,386m
d share
sales,
four
stock
exchang
es
(Adelai
de,
Brisban
e,
Melbour
ne,
Sydney)
Change (=2.3) 27.8 207.3 15.3 50.6 (=30.7)
from
previou
s year,
percent
Revenue $20.8m $26.7m $67.3m $74.3m $114.6m $72.1m
s of
members
firms
of six
stock
exchang
es!
(Adelai
de,
Brisban
e,
Hobart,
Melbour
ne,
Perth,
Sydney)
Change - 28.4 151.3 10.7 54.2 (=37.1)
from
previou
s year,
per
cent



Expense
s of
member
firms
of six
stock
exchang
es
Change
from
previou
s year,
per
cent
Profits
before
tax of
member
firms
of six
stock
exchang
e:?
Change
from
previou
s year,
per
cent

$15.8m

$4.9m

$17.7m

12.0

$8.9m

8l.6

$35.1 m

98.

$32.0m

259.6

$47.8m

36.

$26.4m

(-17.5)

67.

31.

$79.9m

$34.7m

4

$7

(_

0.

(_

1.7m

10.3)

4dm

98.8)

lsee Table 3-16 for definition.
2See Table 3-13 for definition.

Table 3-2

SIX EXCHANGES: AGGREGATE BALANCE SHEETS OF MEMBER FIRMS

196 196 196 196 197 197
6 7 8 9 0 1
At Sm Per $m Per $m Per $m Per $m Per $m Per
30 cen cen cen cen cen cen
Jun t t t t t t
e
Pro 10. 13. 13. 12. 34. 10. 34. 10. 49. 9.8 32. leo.
pri 1 5 3 5 9 3 8
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rs'
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7 8 5 0 4 6 5 6 0 0
2. 3.4 3.7 3.4 18. 5.7 18. 5.8 35. 7.1 13. 7.2
5 3 7 8
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report of nickel discoveries by Poseidon N.L. (now Poseidon
Ltd) in the latter months of 1969. In the climactic year 1969-
70, the combined (gross) money turnovers on the stock
exchanges were about seven times as much as they had been in
1965-66 (in Sydney, more than eight times), and trading in the
classified 'mining and oil' stocks comprised two-thirds of
these turnovers, while a considerable part of the remainder,
though classified as 'industrial', reflected dealings in
stocks such as The Broken Hill Pty Co. Ltd, which had
developed a mineral character. Finally, in 1970-71 there was a
thirty per cent subsidence from the turnover of 1969-70,
though the volume of business recorded was still higher than
that of any other previous year, with 'mining and oil' still
accounting for about two-thirds of the turnovers. The first
two tables present in summary form some of the salient
movements in the aggregate of member firms' accounts for the
six exchanges during that period of varying experiences. We
now proceed to observe in detail how the firms financed the
fluctuating volume of their business over the six years.

Capital and Liabilities of Member Firms

Proprietors' Funds of the Partnerships

The proprietors' funds of member firms, or interest or equity
(sometimes called the 'Proprietorship' in brokers' accounts)
may be regarded alternatively as being the difference between
a firm's total assets and its external liabilities. Thus,
proprietors' funds include not only the capital account
contributions of the partners and undistributed profits of the
partnership, but also term loan accounts and current accounts
owing to partners, less any contra loans made by the firm to
partners.

The extent of a firm's need for proprietors' funds depends
substantially on the nature of its business. In order to carry

out an agency function, for instance, a firm requires

3.8



Table 3-3

PROPRIETORS'
(Year to 30 June)
Thousands of dollars

FUNDS OF MEMBER FIRMS

1966 1967 1968 1969 1970 1971
Members of
stock
exchange
of:
Sydney 4,189 5,025 14,402 19,837 27,932 15,828
Melbourne 4,803 6,370 14,043 10,388 13,834 11,518
Adelaide 502 040 2,086 1,133 2,259 1,730
Brisbane 831 832 1,829 1,632 1,866 1,286
Perth 173 422 1,290 893 2,811 1,589
Hobart 204 212 304 335 728 333
Total 10,702 13,501 33,954 34,218 49,430 32,284
Table 3-4
PROPRIETORS' FUNDS AS A PERCENTAGE OF TOTAL FUNDS EMPLOYED
(30 June)

1966 1967 1968 1969 1970 1971
Members
of
stock
exchang
e of:

per per per per per per

cent cent cent cent cent cent
Sydney 12.2 9.9 10.1 10.4 8.7 16.3
Melbour 11.6 13.1 9.5 10.6 10.6 15.8
ne
Adelaid 20.8 15.4 20.2 15.9 15.3 26.0
e
Brisban 34.8 26.7 lo.1 16.0 11.5 17.1
e
Perth 28.6 l16.7 12.5 14.5 15.8 25.0
Hobart 28.6 25.0 25.0 23.1 41.2 27.3
Total 13.1 12.3 10.5 10.9 9.8 16.8




proprietors' funds to finance the working capital necessary to
maintain employees' salaries ~%d to meet office and other
associated expenses. Proprietors' funds may also have to be
drawn upon to meet bad debts and finance slow-paying debtors.
But otherwise there is little need for partners' capital.

Clients' funds should be on hand or readily obtainable to pay
for the securities they have bought through a broker. The
balance sheet of such a firm might show liabilities to other
brokers and clients which are large in relation to
proprietors' funds, but these items should be approximately
balanced by the amounts for debtors (both brokers and clients)
and cash on hand and in the bank trust account.

On the other hand, firms which act as dealers and underwriters
have a greater need for capital. Funds must be obtained to
finance the holdings of securities used for dealing and to
take up the commitments arising from underwriting or sub-
underwriting. One would expect to find proprietors' funds
being drawn upon, at least in part, for these purposes. Also,
the dealing function involves a firm in risks which are not
inherent in the agency function, for sudden losses can be
incurred from changes in the market value of securities held
in a dealing portfolio. Thus one would also expect to find
proprietors' funds of sufficient size to provide a reserve to
meet such losses.

Unfortunately it was not possible to compare the overall
proprietorship ratios of firms which act primarily as dealers
with those which act primarily as agents, and Table 3-3
therefore shows the recorded aggregate values of proprietors'
funds for all the members of each exchange. It is apparent
from Table 3-2 that proprietors' funds regularly provide a
comparatively small part of the finance used in the conduct of
stockbrokers' wvarious activities, and that proprietors' funds
were barely able to sustain more than this small proportion
when greatly increased finance was needed to deal with the
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expansion of the business in the share market boom of 1968-70.
Only on one occasion did the overall figures for proprietors'
funds of the six exchanges amount to more than 13 per cent of
the total funds employed by firms. The exception was at June
1971, after a sharp rundown in the scale of the business in
the preceding months, when proprietors' funds represented
about 17 per cent of funds employed.

In 1969 the Sydney Stock Exchange required its members to show
as a separate item in their annual accounts the amounts owing
to or by each member's 'immediate family and family
companies'. The aggregate amount in this category owing by
member firms in June 1969 was about $2 million. The 'immediate
family' is defined as one in which the whole of the issued
capital is beneficially owned and controlled by a member or
his immediate family, or both. In the accounts of several
firms, the net amounts owing to the immediate family or family
companies were added to the sum of proprietors' funds to give
a combined total. However, the totals for proprietors' funds
in Table 5-3 were calculated before allowing for the amounts
owing to or by the immediate family and family companies.

It will be seen from Table 3-3 that in 1968-69 and 1969-70
there was an appreciable increase in the Sydney figures for
proprietors' funds relative to the figures shown for the other
exchanges. In the year 1968-69, while the Sydney proprietors'
funds rose by about 38 per cent, those for Melbourne fell by
about 26 per cent, and there was a significant reduction in
the figures for Adelaide, Brisbane and Perth. Over the three
years from June 1968 to June 1971 the proprietors' funds shown
for the five exchanges other than Sydney fell by $3.1 million
(or 15.8 per cent), but Sydney's figure rose by $1.4 million
(10 per cent). The main explanation for these differences in
recorded trends seems to have been the requirement under
Article 89 of the
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Sydney Stock Exchange, first introduced in 1969, which had the
effect of building up the net capital base of Sydney firms.
The rule, which is still in force, requires members to
maintain 'liquid capital' in the business of 'not less than
$50,000 or 5 per cent of the aggregate indebtedness whichever

is the greater'. The purpose is to ensure that at all times
member firms maintain sufficient liquid assets to cover their
current indebtedness. 'Liquid capital' is defined as 'net

worth' less the value of memberships, furniture, fixtures,
real estate and other fixed assets, securities which have no
ready market, and unsecured loans or advances to a member or
partner of a member firm. In calculating 'net worth', all
assets are required to be valued at a fair value, but not in
excess of the market value. 'Aggregate indebtedness' means the
total liabilities of the firm, excluding amounts borrowed on
securities owned by the firm, and amounts due to or received
from clients and held in the bank trust account.

This net capital rule was introduced following the failure of
a Sydney broker (W.L.D. Hewson & Coo) and was adapted from a
similar rule of the New York Stock Exchange (since
significantly tightened). We have some further comments to
make on the failure of this rule to prevent, in New York, the
large-scale collapse of broker-dealers during 1969 and 1970,
but here we note that in Sydney, unlike New York, there was
already in existence in 1969 a rule which required firms to
segregate clients' funds and hold them in a bank trust
account. This requirement alone, if properly observed, should
have been sufficient to ensure that clients' funds were
protected in the event of the failure of a Sydney firm. Hence,
when the Sydney Exchange took steps to introduce the net
capital rule, it would seem that it was concerned to try to
avoid general creditors of member firms losing money in the
event of a member ceasing business. It may also have been
concerned with protecting member firms
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from each other, for the firm which had failed had been
engaged in large dealings on its own account with other
members (as well as with clients) and its collapse with a
deficiency of about $700,000 had caused losses to these other
members on outstanding transactions.

Nevertheless, the net capital rule should also be regarded as
an indirect but useful supplement to the bank trust account
requirements in protecting clients' funds. Many clients
deposit money with broking firms in order to earn interest and
these funds are invested by the firms or used in their
businesses; they do not have the protection of being retained
in the bank trust accounts. With a good monitoring system the
regulatory authorities should be able to detect quickly when a
deterioration has occurred in a firm's net capital ratio, and
this could be one of the first signals of the need for a
preliminary investigation of the firm's general affairs. In
addition, public investors stand to benefit if brokers feel
they can deal more confidently with each other as the result
of the existence of the net capital requirements.

Despite the build-up in aggregate proprietors' funds of Sydney
members between 1968 and 1969 there was little apparent change
in the relationship of these funds to other funds employed by
the firms. This may be seen in Table 3-4, which shows for all
exchanges the ratios of proprietors' funds to total funds
employed. For Sydney members, proprietors' funds were 10.1 per
cent of funds employed at 50 June 1968 and 10.4 per cent at 30
June 1969. When interpreting these figures, however, it is to
be noted that, in 1969, Sydney members were required to
disclose for the first time their gross creditors among their
total current liabilities. Previously some firms had shown a
net figure for creditors calculated after the deduction of
debtors. Thus, between 1968 and 1969, there was, for Sydney
firms, a considerable rise in the ratio of proprietors' funds
to total funds employed which is not revealed by Table 3-4.
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Although, for the reason just mentioned, there are
difficulties in comparing the Sydney proprietorship ratios
with those of Melbourne before 1968 and 1969, in 1970 and 1971
the two exchanges accounted for creditors in their balance
sheets on the same basis. It will be seen that the
introduction of the net capital rule in Sydney did not have a
noticeable effect in increasing Sydney's ratio relative to
Melbourne's, and over the six-year period there was no
sustained difference between the ratios of the two exchanges.

However, Table 3-4 shows that the ratios of proprietors' funds
to total funds employed for the Sydney and Melbourne Exchanges
were considerably lower than those for the other four stock
Exchanges. In other words, Sydney and Melbourne firms were
relying to a lesser extent on their proprietors' funds in
financing their businesses than the firms of other exchanges.
The main part of the explanation of this general difference
arises from the fact that the nature of the business of the
largest firms (those with the largest total assets) in Sydney
and Melbourne has been different from that of the largest
firms of the other exchanges. In Sydney and Melbourne, the
largest firms have been major dealers in securities,
particularly government bonds, and they have held large
portfolios of these securities partly for dealing purposes.
The portfolios have been financed mainly with borrowed funds
and deposits, not with proprietors' capital. In this context
it should be noted that the net capital rule of the Sydney
Exchange - which requires, broadly, that proprietors' funds be
maintained at 5 per cent of aggregate indebtedness - may not
limit the scope for such activities. Under Article 89 of the
Sydney Exchange, 'aggregate indebtedness' is defined to
exclude borrowings secured against assets or securities owned
by the firm. Individual lenders may insist, of course, that a
firm maintain some minimum relationship between proprietors'
funds and secured borrowings, and some lenders do require
their loans to be secured against government bonds with a
market value in excess of



Table 3-5

COMPARISON OF PROPRIETORS' FUNDS WITH TOTAL FUNDS EMPLOYED SIX
LARGE SYDNEY AND MELBOURNE FIRMS

1968 1969 1970 1971

Firm Pro- Total Pro- Total Pro- Total Pro- Total
priet funds priet funds ©priet funds priet funds
ors emplo ors emplo ors emplo ors emplo

funds yed funds vyed funds vyed funds yed

$m $m $m Sm $m Sm Sm $m
1 3.1 18.3 1.0 16.6 1.9 11.7 1.3 10.1
2 1.1 22.5 1.2 17.8 1.0 18.6 L7 9.4
3 .8 30.7 .8 13.5 .8 18.5 1.0 8.8
4 1.1 11.6 1.5 20.7 2.4 18.6 1.1 3.7
5 1.2 40.0 3.7 62.8 4.2 62.4 2.8 20.9
6 1.9 26.2 3.0 30.6 2.2 24 .4 1.0 11.5

Proprietors funds as a percentage of total funds employed:
1 16.9 6.9 16.2 12.8
2 4.9 6.7 5.3 7.4
3 2.6 5.9 4.3 11.4
4 9.5 7.2 12.9 29.7
5 3.0 5.9 6.7 13.4
6 7.2 9.8 9.0 8.7
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the loan. This difference, sometimes known as a 'margin', is
regarded by lenders as a provision against a sudden rise in
interest rates and a fall in the market value of the bonds.
However, some lenders have not required a margin, but have
accepted as security bonds with a market value equal to the
loan. In consequence, some large Melbourne and Sydney firms
have operated with a very high gearing of borrowed funds to
proprietors' capital. On the other hand, the major firms of
the other exchanges have generally not been engaged in these
large-scale bond and money-market dealings.

Examples of the high gearing of six large firms in Sydney and
Melbourne which were borrowing large sums to finance their
bond holdings at balance dates over the four years 1968 to
1971 are shown in Table 3-5. It will be seen that the
proportional relationship between proprietors' funds and total
funds employed fluctuated greatly, but that it was not unusual
for proprietors' funds to account for less than 7.5 per cent
of total funds employed. The proprietors' funds of two firms
in June 1968 accounted for only 2.6 per cent and 3 per cent of
total funds employed of $30.7 million and $40 million
respectively. As the six firms together accounted for a
substantial proportion of total funds employed by all Sydney
and Melbourne firms (51 per cent in 1968 and 38 per cent in
1971) their high gearing ratios understandably had a marked
effect on the ratios for all members of those exchanges.

There is sometimes a considerable extraneous element in the
figures recorded for proprietors' funds as at 30 June. This
stems from the fact that the profits declared by member firms,
like those of other partnerships, are necessarily shown before
deductions for income tax; the partnership does not pay or
provide for tax, as each of the partners is separately
assessed on his total personal income. Hence the figure for
proprietors'
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funds shown at June 50 includes implicit liabilities to the
Commissioner for Taxation. Particularly at the end of a year
which has been more profitable than the preceding average, the
temporarily retained profits of the firms can be abnormally
swollen for a period until the partners draw upon the funds to
meet their tax and other commitments. It will be seen that the
reported figures for proprietors' funds rose at the end of
each of the highly profitable years, 1966-67,1967-68,1968-69,
and 1969-70, but fell sharply at the end of the last year in
the table, 1970-71, when profits took an adverse turn. The
contraction in the absolute level of proprietors' funds was
particularly marked in Sydney, where the adverse turnaround in
trading results was greatest (see Table 3-5).

On the information available, it is not possible to divest the
reported figures for proprietors' funds of these transient
elements. Another complicating factor is that we came across
one case where the partners of a large firm had lodged as
security for the firm's bank overdraft negotiable securities
valued at between $500,000 and $500,000. The securities
remained the property of each respective partner and the
transaction was not reflected in an increase in the firm's
proprietors' funds. It is possible that other firms followed
similar practices. To the extent, however, that a figure of
about $35 million as shown in the table for proprietors' funds
of the six exchanges in 1968, 1969 and 1971 can be taken as
some indication of proprietors' equity interest, it would
represent an average of about $200,000 for each of the firms
existing in 1968, or an average of about $75,000 per member-
partner of all six exchanges. Regarded as personal
investments, a figure of this order is considerable.

The partnership character of all member firms of the
Australian exchanges, by excluding the injection of public
money, does limit their size, and partly explains the growth
of family and associated companies which have some advantages,
such as



limited liability, that partnerships do not have.
Nevertheless, by comparison with the shareholders' funds of
two other kinds of financial intermediaries, development
finance companies and authorised dealers, the absolute volume
of proprietors' funds invested in stock exchange firms has
been substantial. In the following table the figures for
development finance companies and authorised dealers have been
taken from the Reserve Bank publication, Flow-of-Funds. The
term development finance company is not one commonly referred
to in the securities markets and the companies concerned are
probably better known as merchant banks.

Shareholders' funds of: Proprietors' funds of:

Development Authorised Stockbrokers

finance dealers

companies
30 June Sm Sm S$m
1966 17.1 13.8 10.7
1967 19.9 17.1 13.5
1968 22.4 17.7 33.9
1969 39.7 21.1 34.2
1970 69.9 19.3 49.4
1971 104.3 23.3 32.3

A particular feature of the table is the rapid and large
growth of shareholders' funds of the development finance
companies which is an indication of their growing influence in
the financial sector. Both development finance companies and
authorised dealers operate in the bond and short-term money
markets and compete with members of the exchanges in these
markets. The development finance companies also act as
underwriters and organ-isers of capital issues and provide
effective competition for the stock exchange firms in these
activities as well. There are many more stock exchange firms
than development finance companies and authorised dealers, so
that the volume of proprietors' funds invested in most
stockbroking firms is far smaller than the shareholders' funds
invested in most development finance companies and authorised
dealers. However, a relatively small number of the member
firms of the stock exchanges account for a sizeable part of
the industry's proprietors' funds, and these firms
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compare in size with many of the development finance companies
and authorised dealers. For instance, in Melbourne as at 30
June 1971 there were three firms showing proprietary interests
of over $1,000,000 each, and these three aggregated
proprietors' funds of $3,506,516, or 30.4 per cent of the
total proprietary interests recorded for Melbourne at that
date. In Sydney at the same date there were four firms showing
proprietors' funds of more than $1,000,000 and they accounted
for 38.5 per cent of the Sydney total.

At the other end of the scale, five member firms in Melbourne
at 30 June 1971 had negative proprietary interest; that is,
the partners owed the firm more than they had invested in it.
This negative proprietorship amounted to $382,092. In Sydney
at that date there were five firms with negative proprietory
interest, totalling $202,462. In Brisbane, two firms had
negative proprietorship ($163,685), Hobart had none, and
Adelaide had one ($12,686). Some of these firms had operated
for several years with negative proprietorship; one Brisbane
firm, for example, was in this position for four of the six
years of the survey. Two of the firms in Melbourne with
negative proprietorship at 30 June 1971 went out of business
during the following twelve months. Several stock exchange
firms had negative proprietorship for some of the early years
of the survey, but built up their capital in subsequent years.
One Sydney firm, for example, had negative proprietorship in
1966-67 and 1967-68, but by June 1970 had built up its
partners' capital to over $1 million. This remarkable increase
in capital came mainly from the profits obtained from
underwriting and trading in the shares of speculative
exploration companies. By comparison with the profits from
these sources, earnings from share agency business were
modest. In 1966-67, for instance, gross commissions were
$40,000, and in 1969-70 about $340,000.
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BANK OVERDRAFTS OF MEMBER FIRMS

Table 3-6

(30 June)

Thousands of dollars

1966 1967 1968 1969 1970 1971
Members of
stock
exchange
off:
Sydney 4,000 3,940 16,343 14,981 22,941 9,091
Melbourne 8,270 11,356 36,031 25,807 26,698 12,711
Adelaide 575 704 2,444 1,270 3,547 1,490
Brisbane 559 877 1,955 1,479 1,590 1,624
Perth 110 326 866 581 720 407
Hobart 76 42 76 175 96 153
Total 13,590 17,245 57,715 44,293 55,592 25,476
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Table 5-5 is the first of many to be published in the course
of this chapter which point to the preponderant size of the
member firms of the Sydney and Melbourne Stock Exchanges in
the Australian broking industry. These two exchanges typically
account for 80 to 85 per cent of all proprietors' funds in the
table. However, a table of proprietary interests is less
directly illustrative of the Sydney-Melbourne preponderance of
business than some to be given later.

The Roles of Bank Overdrafts
and Other Current Liabilities

Although the total of proprietors' interests, including
implicit tax liabilities, reached a transient peak at the end
of the profitable 1969-70 year, when about $50 million was
recorded as being invested in member firms by the partners,
the industry has essentially relied on outside sources to
provide short-term finance, and also to provide the financial
buffer zone that is necessary in an industry characterised by
rapid changes in the level of activity. Bank overdrafts were
by far the most important source of specifically borrowed
funds for the industry during the period of the survey, as
shown in Table 5-2. In fact, overdrafts accounted for a
considerably higher percentage of the total funds employed
than did the proprietors' contribution in all periods except
at 50 June 1971. The tables show how sensitively the absolute
level of bank accommodation to brokers could respond to
differences in the rates of change in the money volume of
stock exchange business transacted. In the year ended 50 June
1968, when the increase in Sydney and Melbourne combined stock
exchange money turnovers was one of 208 per cent (that is
turnovers trebled), compared with an increase of 24 per cent
in the previous year, bank overdrafts to members of those two
exchanges and to all six exchanges more than trebled over the
twelve months. They rose from $17.2 million to $57.7 million
for all exchanges (Table 5-6). In the next year, 1968-69, when
the rate of increase in the Sydney and Melbourne combined
exchange turnovers slowed down to
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about 16 per cent, the bank overdrafts to members of those two
exchanges fell absolutely by nearly $13 million, or 22 per
cent.

It will be noted shortly how member firms also, in response to
changing turnover volume, greatly varied the mutual giving and
taking of credit as between one another, and the similar give-
and-take relationships with their clients. Movements in these
partly reciprocal credits prevailing inside the investment
market greatly exceeded in absolute amount the variations in
bank borrowing and in proprietor funds of the brokers. These
internal credits and debits were largely self-cancelling and a
symptom of long delays in the settlement for buying and
selling transactions in a period of unprecedented activity on
the exchanges. For the industry as a whole, bank accommodation
was much the biggest source of external finance.

A point to note in this context is that the great dependence
of stock exchange firms upon bank and other credit can leave
the industry peculiarly vulnerable to a sudden tightening of
credit and higher interest rates. When interest rates rose
sharply during March-April 1970, for instance, even though
this followed a long and highly profitable boom, some firms
were immediately faced with considerable problems in
continuing to finance their own security holdings and
commitments arising from underwriting. We were informed of
several instances where the firms were forced to seek
temporary assistance from strong merchant-banking companies
which in turn had access to overseas sources of credit.

As between firms, there were considerable differences in both
the extent to which they drew upon bank loans and the uses to
which they put these loans. Some of the case studies in this
Report relating to the activities of particular firms indicate
that bank overdrafts were on occasions financing losses
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being incurred by the firms concerned, and that it was
difficult for the banks to indentify the use to which credit
was being put, though the ultimate solvency of the firm would
depend on that use. We also received evidence of share traders
obtaining credit from member firms, running into many millions
of dollars, with the members financing their clients by
themselves drawing on their bank overdrafts as well as from
finance companies and merchant banking associates. For the
industry as a whole, however, the overdrafts had something of
the character of a reserve base on which the industry felt
able greatly to expand the scale of credit-giving and credit-
taking as between member firms and clients and among the
members themselves.

The figures in Table 3-6 would appear to show a considerable
difference between the practices of Melbourne and Sydney firms
as regards the recourse to bank overdraft or differences in
the disposition of banks to extend credit to these firms.
Throughout the six-year period, the table shows Melbourne
firms drawing consistently higher absolute amounts from this
source, and sometimes more than twice as much, though Sydney's
bank drawings narrowed the gap in the boom year 1969-70.
However, the difference is not as general as the total figures
for each exchange would suggest. In all years except 1971, the
two exchanges would have shown more nearly equivalent
overdraft totals if one particular Melbourne firm had been
excluded from that exchange's figures.

As a proportion of total funds employed, bank overdrafts
varied considerably between the six exchanges. The proportions
were generally highest in Melbourne and Adelaide, with ranges
over the six years of between 17 and 30 per cent and 18 and 25
per cent respectively. Sydney and Perth generally had the
lowest ratios, fluctuating between 7 and 12 per cent in Sydney
and between 4 and 14 per cent in Perth. Offsetting these
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Table 3-7

CASH ON HAND AND AT BANK BY MEMBER FIRMS
(30 June)
Thousands of dollars

1966 1967 1968 1969 1970 1971
Members of
stock exchange
of:
Sydney 468 505 2,084 1,498 1,752 1,235
Melbourne 846 1,880 8,873 4,975 7,873 350
Adelaide 147 240 2601 384 759 349
Brisbane 477 103 319 336 1,466 196
Perth 33 97 176 271 530 532
Hobart 50 39 114 154 167 17
Total 1,591 2,864 11,827 7,618 12,547 2,679
Table 3-8
OTHER CURRENT LIABILITIES OF MEMBER FIRMS
(Year to 30 June)
Thousands of dollars
1966 1967 1968 1969 1970 1971
Members
of stock
exchange
of:

Sydney 26,257 41,700 111,298 156,505 269,523 72,344
Melbourn 28,288 31,091 97,681 61,969 89,824 48,724
e

Adelaide 1,362 2,587 5,894 4,499 9,163 3,206
Brisbane 934 1,294 7,470 6,954 12,995 4,669
Perth 373 1,625 8,187 4,676 14,216 4,392
Hobart 414 590 845 847 923 632
Total 57,628 78,887 231,375 235,450 396,644 133,967
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bank overdrafts to some extent would appear to have been the
sums held as 'cash on hand and at bank', shown in Table 3-7.
However, the major part of this sum for the years 1966 to 1970
was accounted for by one large Melbourne firm which did not,
during that period, list as a separate item in its balance
sheet, the funds held in the bank trust account. It showed all
deposits at banks under the one heading, 'cash at bank'.
Several Sydney firms also followed this practice.

Table 3-8, 'Other current liabilities of member firms',
includes amounts owed by member firms to firms on the same
exchange and other exchanges (including overseas exchanges).
The other largest component is amounts owed by member firms to
their clients (an item which includes debts to associated and
family companies). Over the six-year period, 'Other current
liabilities' accounted for between about 70 and 79 per cent of
the funds employed by all firms at 30 June each year (Table 3-
2). From the financial statements obtained by the Committee,
with their irregular standards of dissection and general
presentation, it is scarcely possible to offer a satisfactory
breakdown of these components of the firms' liabilities. A
fuller dissection, though still not complete, is to be
obtained from collating figures for the item 'Debtors' shown
on the assets side of member firms' accounts. To some extent,
this is the obverse of the same coin: the main components of
the debtor balances are amounts owing by other member firms
and amounts owing by clients. It is appropriate to tie in a
further discussion of the firms' liabilities with a
consideration of the figures for their debtor balances, to
which we now turn.
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Table 3-9

DEBTORS TO MEMBER FIRMS: AMOUNTS AND CATEGORIES
(30 June)
Thousands of dollars

Class of 1966 196 7 1968 1969 1970 1971
debtor
Members of
the stock
exchange
of:
Sydney Brokers 3,581 6,383 35,70 52,50 149,9 20,068
2 1 92 8
Clients 5,427 13,135 41,31 56,85 97,75 38,38
2 0 4 6
Not 2,067 1,355 8,213 1,734
dissected
Total 11,075 20,87 85,22 111,0 59,07
3 7 91 4
247,77
46
Melbourne Brokers 4,261 7,394 31,16 15,32 23,50 12,51
7 0 1 1
Clients 5,177 7,173 34,23 29,02 34,36 32,52
1 8 5 6
Not 5,076 4,602 17,76 16,38 29,37 4,873
dissected 3 0 5
Total ' 14,51 19,169 83,16 60,73 87,24 49,91
4 1 4 1 0
Adelaide Brokers 453 1,996 4,401 1,319 4,479 1,409
Clients 1,311 1,424 4,672 3,665 8,227 2,880
Total 1,764 3,420 9,073 4,984 12,70 4,289
6
Brisbane Brokers 593 814 4,569 3,274 1,599 538
Clients 482 531 1,106 1,767 2,022 4,120
Not 705 1,151 3,689 2,967 4,197
dissected
Total 1,780 2,496 9,364 8,008 8,418 4,658
Perth Brokers 148 792 1,893 1,639 8,224 1,527
Clients 207 572 450 3,089 7,401 3,400
Total 355 1,364 2,343 4,728 15,062 4,927
5
Hobart Brokers 20 28 26 13 15 192
Clients 277 313 678 149 183 97
Not 28 125 59 687 439 468
dissected
Total 325 466 763 849 637 757
Brokers 9,056 17,407 77,75 74,07 187,8 36,86



8 2 10 5

Clients 12,88 23,148 82,44 94,55 150,5 81,40
1 9 4 52 9
Not 7,876 7,233 29,72 21,76 34,01 5,341
dissected 4 8 1
Total six 29,81 47,788 189,9 1%90,3 372,3 123,6
exchanges 3 31 94 73 15




Assets of Member Firms

Debtors' Balances

Between 1968 and 1971 debtors were by far the largest item
among the assets of brokers (Table 5-2). Of the financial
statements we received, the majority, but not all, dissected
debtors' balances into amounts owed by other member firms and
amounts owed by clients. The members of one exchange, Sydney,
gave completely dissected figures for the last two years,
1969-70 and 1970-7 1. Over the six exchanges, the proportion
of total debtors' balances which was not so dissected ranged
from about 26 per cent in the first year surveyed, 1965-66, to
about four per cent in the final year, 1970-71. Table 3-9
presents a summary of the figures obtained from the members of
each exchange, with the degree of dissection into broker and
client debtors that they permit. The aggregate of debtor
balances which were not dissected in the firms' statements are
shown in the table as 'Not dissected'.

Another unfortunate complication must be noted in regard to
the aggregates for debtor balances. Practice has varied among
member firms as to whether they do or do not offset creditors
against debtors in the annual balance sheet. Firms who do so
offset the balances present merely a net figure for debtors
(or creditors) in their accounts. Their figure for debtors and
creditors are not comparable with the figures given by the
majority of firms which do not follow the offsetting practice.
The Sydney Exchange as from the balancing date in June 1969
and the Melbourne Exchange in the following year have brought
about uniformity of practice among their members by requesting
that creditor and debtor balances are not offset. The number
of firms which had previously been offsetting appears to have
been appreciable, at least in Sydney, for the Sydney total of
debtor balances in the year of adjustment, 1968-69, showed a
rise of about 30 per cent when the Melbourne trend was a fall
of 27 per



cent. A similar discrepancy is to be seen in Table 5-8 between
the direction of movement of 'Other current liabilities' for
Sydney as compared with all the other exchanges in 1968-69.
The effect of these salutary if belated changes in the Sydney
and Melbourne practices is to disturb the continuous
comparability of these two exchanges' figures in the period
covered in the tables.

Subject to the foregoing reservations regarding data in the
tables, it will be seen that the totals in Table 3-8 of
recorded 'Other current liabilities' consistently exceed the
totals for debtors in Table 3-9 by a considerable margin. For
the six exchanges, the ratio of debtors to 'Other current
liabilities' ranged from as low as 52 per cent at June 1966 to
a peak of 94 per cent in June 1970. The more reliable figures
for Sydney in the last three years show a similar clear excess
of liabilities, but this trend is not found in the figures for
Melbourne.

That element of liabilities which consists of amounts owing by
member firms to other member firms must approximately equal
the corresponding asset element of debts owing to member firms
by member firms (subject to any net amounts owing by or to
overseas brokers). It does not necessarily follow, however,
that there is a regular excess of amounts owing by member
firms as a group to their clients over the amounts owed by
clients to member firms, and that the lags in settlement work
consistently to the brokers' advantage. Differences between
the two aggregates may well exist, and some procedural forces
bearing on the question will be noted shortly in our
discussion of member firms' trust accounts. But the amounts
and even the direction of net difference cannot be ascertained
from the financial statements. By comparison with the figures
for 'Debtors', the item 'Other current liabilities' has a
wider and looser connotation. Some member firms formally hold
large amounts of money on interest-earning deposit from
clients, which would be included in 'Other
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current liabilities'. Some large firms borrow on occasions
from finance companies. Most importantly, some six or seven of
Australia's biggest firms continued throughout the six-year
period to invest heavily in government securities, raising
finance for the purpose in deposits from the money markets and
other external sources. The scale and procedures of such
dealings will be discussed shortly in connection with the
figures in Table 3-10. A large part of the finance obtained
for these bond investments is included in 'Other current
liabilities'.

The fully dissected figures for Sydney members for the last
three years in Table 3-9 indicate that there is no constant
relationship between the scale of the internal credit provided
mutually among members and the scale of credit which is
reciprocally extended between clients as a group and member
firms as a group as a result of time lags. Thus, the two
categories of debtors to Sydney firms were approximately equal
at June 1969; a year later, at the peak of the 1970 share
market boom, the debts owed by all brokers to Sydney firms
were 53 per cent higher than debts owing by clients of the
Sydney firms; but a year later again, in June 1971, when the
boom had subsided, the position was reversed, and the debts
owing by brokers were little more than half as much as those
owed by clients.

With due recognition of the inherent limitations in our data,
Tables 5-8 and 5-9 offer striking evidence of the enormous
intensification of the process of internal giving and taking
of credit in the securities industry that developed in the
boom trading years. It is even more noticeable here than in
the trends of bank overdrafts that differences in the rate of
change in share market turnovers tend to produce magnified
absolute changes in the amounts of creditor and debtor
balances. Taking debtor balances (Table 5-9) as being the more
precisely defined, it will be seen that total debtors rose
nearly fourfold, or by



$142 million, in the single year 1967-68 when the money volume
of share turnovers trebled. In 1968-69, when the further rise
in exchange turnovers was about 15 per cent, debtor balances
evidently fell absolutely (perhaps by the order of 24 per
cent) after allowance is made for the enlarged basis of the
Sydney figures in that year. Then at the end of the boom year
1969-70, in which turnovers had risen by about 50 per cent,
the debtors' balances almost doubled (subject to a, possibly
moderate, deduction to be made as allowance for Melbourne's
introduction of uniform presentation of debts in that year).
Part of this leap in debtors' balance, like the one in 1967-
68, reflected strains of paper work and growing backlogs in
settlements in a period of intense activity. At June 1970, the
outstanding debtor balances, $372 million, were more than
seven times as great as they had been three years previously.
In the final year covered by the table, 1970-71, a 30 per cent
reduction in the year's exchange turnovers (most pronounced in
the latter months of the year) produced a 66 per cent
reduction in the level of debtors, as some backlogs were being
overtaken.

As we have noted, these great fluctuations in the debt assets
of member firms had their counterpart in the scale of
variations in the firms' liabilities to one another and to
clients. A process of reciprocal credit giving, though it has
been described in some contexts as 'taking in one another's
washing', is in itself legitimate, subject to adequate
standards of credit control, and is to be seen prevailing
elsewhere in overseas share markets. However, the introduction
of more efficient techniques of processing share market
transactions would result in brokers' current liabilities
amongst themselves and to clients being more speedily
cancelled by the debts owing to them, though there is a
possibility that this might not be a complete offset. The
extent of any net differences cannot be calculated from the
figures to hand. What becomes obvious from an
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Table 3-10

SECURITY BALANCES OF MEMBER FIRMS
(30 June)

Thousands of dollars

1966 1967 1968 1969 1970 1971
Members of
stock
exchange
of:
Sydney 19,109 24,797 28,172 51,096 22,582 13,931
Melbourne 21,302 23,631 39,740 21,219 13,624 7,546
Adelaide 109 147 392 325 674 475
Brisbane 163 174 447 806 1,370 801
Perth 45 26 216 132 309 264
Hobart 11 11 27 10 11 11
Total 40,739 48,786 68,994 73,588 38,570 23,028
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examination of the enormous dimensions of the internal credit
expansion in the industry is the great importance of the
standards of credit control and generally responsible broker
behaviour in periods of wide fluctuation, given the limited
scope for expansion of the base of proprietors' funds to meet
all the additional contingencies. Bank overdrafts have
hitherto been the principal means for expanding that base.

Holdings of Securities

A far more significant, and a little known major asset of some
firms has been their holding of securities. As a proportion of
the total assets of all member firms of the exchanges at 30
June each year, this item in Table 3-2 (referred to as
'Security balances') fluctuated from a high of 49.7 per cent
in 1966 to a low of 7.7 per cent in 1970. Table 3-10 giving
the aggregate figures and yearly movements of this item, shows
how these holdings were not less than $38 million on any of
the five balancing dates of 1966 to 1970 and were as high as
$73 million in June 1969. The securities include ordinary
shares, debentures and governmental securities. In one
instance a firm also held commercial bills to the extent of
about $1 million. The ordinary shares are sometimes held for
long-term investment, as well as for dealing purposes, an
activity often referred to as 'house trading'. All the
securities are commonly grouped together in the firms'
financial statements under such headings as 'investments' or
'stocks on hand', so that a dissection of the aggregates
cannot be made. There are also differences in the basis of
valuation of the securities. Some firms value consistently 'at
market' prices ruling on the balancing date, others 'at cost',
and many do not state their method of valuing. The Sydney and
Melbourne Stock Exchanges have now laid down a general
guideline prescribing the use of 'the lower of cost or market
valuation', but among the other exchanges it is not clear what
practices prevail.
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However, there is no doubt that the bulk of these recorded
holdings of securities consisted of governmental paper, and
that the bonds were held almost entirely by a few of the
biggest firms in Sydney and Melbourne. This can be said
because the firms in question gave figures for their holdings
of bonds in their annual accounts. Thus, at the high point of
June 1969 in the table, four Sydney firms accounted for $47.5
million of the total of $51 million of securities shown for
that exchange, and most of their holdings were in government
and semi-government bonds. One firm alone held $20 million of
bonds at that date. Similarly in Melbourne, the three largest
firms held 92 per cent of all the securities listed for that
exchange on the three balance dates of 30 June 1966, 1967 and
1968, and these were mainly holdings of government bonds. The
smallness of the residue of company shares held directly by
member firms of the stock exchanges is consistent with the
fact previously mentioned that much of the members' share-
trading activities has been conducted through associated
companies. In addition, some firms which have engaged in a
large volume of share-trading have followed the practice of
holding the shares they have bought for only short periods, so
that there has been an exceedingly high turnover of their
stocks in the course of, say, a year.

The policy of maintaining very large investments in bonds that
is pursued by six or seven of the country's major stock
exchange partnerships has an extraneous aspect. Such
investment is hardly a part of sharebroking business proper,
and it entails the partnerships in raising correspondingly
large amounts of borrowed funds, usually on a short-term basis
to finance the holdings. On occasion, for example, we have
found a single firm borrowing $52 million on deposit
(approximately half secured and half unsecured), mainly to
accommodate its bond investments. The greater part of these
large borrowings is



usually drawn from the various institutional and corporate
lenders in the money markets, as well as from companies with
which the member firms may have associations. The deposits are
usually obtained at short-term rates which allow a margin of
profit from the bond interest rate received, sometimes with
additional taxation advantages. The lenders generally have
security in the bonds, possibly including registered ownership
of them, though the arrangements provide that the stockbroking
firm takes the profit or loss arising from changes in the
market value of the securities. Some of these arrangements are
of a kind technically known as 'buy-back' or 're-purchase
agreements'.

That substantial capital losses may be incurred from this bond
dealing may be seen from the records of three firms. In one
case the firm's bond-trading loss was about $1 million over
the two years ended in June 1970 ($800,000 in 1969, and
$200,000 in 1970). The fact that the firm still showed a
profit of about $1.2 million over this period was mainly as
the result of the large commission earnings obtained from the
booming share market. In the second case, bond-trading losses
were about $900,000 over the two years to June 1970. Again,
earnings from other sources were more than sufficient to
offset these losses and show a profit of over $3 million
during the two years. The third firm's bond-trading loss
during the two years to June 1970 was about $2 million, but
again other earnings were sufficient to result in a final
profit of about $1.9 million for the period. In 1971, however,
this firm made a total loss of about $1.5 million, and one of
the main factors leading to this result was the bond-trading
loss of over $1 million. A substantial part of these large
bond-trading losses appears to have resulted from the increase
in interest rates in 1969 and 1970 and the corresponding fall
in the market value of the securities.
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The foregoing figures illustrate the risks involved in dealing
activities which are not inherent in the agency function of
stock exchange firms. As it happens, the losses were more than
offset by the profits from other aspects of the firm's
businesses, and particularly by the rising brokerage
commissions received during a period when the share market was
booming. But if there had not been these other sources of
revenue, the losses would have had to be borne by the partners
and they would have markedly reduced proprietors' funds. In
the earlier discussion of 'Proprietors' funds of the
partnerships' we have referred to the very low ratios of
proprietors' funds to total funds employed by some of these
bond-dealing firms. We recognise that the partners would have
had assets which were not invested in the firms, but we have
no way of knowing how substantial these were.

The extraneous-looking practice of large-scale bond dealing by
certain member firms of the stock exchanges is a survival from
times before the emergence of today's more specialised
operators in the bond and money markets. The origins of
today's bond and money markets lie to a large extent in just
such activities of stock exchange firms as we have outlined.
These firms then proceeded to play a leading part in the
formation of the specialised bond and money market companies,
nine of which have credit facilities with the Reserve Bank and
are known as authorised dealers. What is not commonly known is
that, although stock exchange firms sponsored such companies a
decade ago and retain strong affiliations with some of them,
several firms themselves have continued into the early 1970s
to operate in government securities on a big scale, sometimes
drawing on their associated companies and affiliated merchant
bank companies for the finance to do so. Taxation
considerations have evidently played a part in some of the
brokers' bond dealings. In our later discussion of Minsec we
mention a typical example of the practice known as 'bond
washing' in which a broking firm took
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ownership of about 26 million worth of government bonds for a
period of about four weeks in order to receive the interest
which carried tax rebates. But some big brokers have remained
active in bond dealings on a more continuous basis and with
other objectives than tax minimisation.

From the above discussion of processes behind the large
figures for brokers' holdings of securities it will be
apparent that the corresponding deposit taking or borrowing
arrangements constitute an appreciable and variable element of
the item 'Other current liabilities' (Table 3-8) which we have
considered earlier. Because of differing accountancy practices
among brokers, it is an element that cannot be exactly
quantified.

Members' Bank Trust Accounts

Troublesome questions continued to arise throughout our
inquiries concerning the maintenance of members' bank trust
accounts. We received evidence that, despite the existence of
rules and laws requiring the maintenance of such trust
accounts, they have often not been properly kept, and that
they are peculiarly liable to be allowed to run down when a
firm encounters financial difficulties, with disastrous
consequences for clients if the firm fails. For example, of
the six stock exchange firms which failed in Melbourne during
the period of our inquiries (one as recently as August 1972)
four showed deficiencies in their trust accounts totalling
over $1.5 million. In no case, at least to the Committees'
knowledge, were any of these deficiencies in trust funds
discovered by any authority before the broking firm had failed
- that is, before it was too late to warn or protect the
interests of investors. The legal status of these trust
accounts as to their creditor ranking is another matter of
doubt and concern. There is also some difficulty in defining
what is a deficiency in the trust account.
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In this section, our principal objective is to refer to some
of the procedures in the keeping of the bank trust accounts
run by stock exchange firms and to record the available
figures with some expository comment on their meaning. In the
next section we refer to some of the recent changes in the
United States concerning the segregation of clients' funds.

The rules of most Australian stock exchanges have, for many
years, provided for the keeping of what are called 'members'
trust accounts'. In Sydney, for instance, each member has been
required by the exchange to maintain a 'trust account' at a
bank into which is paid 'within three business days' money
received from clients for the purchase of securities if this
money is received before the member is required to pay for the
securities purchased. A member must also pay into this trust
account the funds received from the sale of a client's
securities unless these funds are paid to the client within
three business days after their receipt. The rules provide for
the deduction of commission and other charges owing to the
broker before these payments are made into the trust account,
and the circumstances in which the funds may be withdrawn from
the trust account are also set out in the rules.

The objective of these rules of the various exchanges has been
to try to ensure that clients' funds are kept separate and
intact in the event of a firm's insolvency. In our view, the
rules concerning the keeping of bank trust accounts are
particularly important in Australia where many stock exchange
firms engage in their own dealing as principals, thereby
running risks which are not incurred in conducting agency
business. If these firms were not required to segregate their
clients' funds in a separate bank account, they could readily
use the cash to finance their own principal positions as
either a dealer or an investor. Should such a firm incur a
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crippling loss from its own dealing which caused it to
default, clients' funds could be lost and the clients
concerned put in the position of being general creditors of
the firm.

A somewhat surprising feature of the accounts of Australian
stockbrokers is that these firms regularly list the bank trust
account balances as assets in their own balance sheet~ In
Table 5-2 this item is shown as accounting for between 5.6 per
cent and 7.2 per cent of the total assets over the six-year
period. 'It is also paradoxical to report that although these
bank trust account balances appear regularly on the assets
side of the firms' balance sheets, they are rarely specified
as a liability to clients in the same balance sheets. In order
to understand these features of the financial statements,
inquiries were carried out into the procedures in several
brokers' offices, and a simple example of what appears to be a
fairly common accounting practice will show how these cash
balances come to be included as assets but are not listed
separately as liabilities to clients.

When broker A buys shares for a client from broker B, he
generally records the transaction by debiting the client in a
clients' ledger with the cost of the shares and crediting
broker B in a brokers' ledger. If the client pays for the
shares before broker A has received delivery of the scrip from
broker B, the funds are paid into the bank trust account (in
some circumstances this would be after an interval of three
days, see below) and the client's account within the clients'’
ledger is credited. At this stage, the liability in broker A's
accounts which balances the entry in his bank trust account is
the amount he owes broker B in the brokers' ledger. (If the
shares had been bought from another client instead of from
broker B, the corresponding



Table 3-11

BANK TRUST ACCOUNTS AS ASSETS OF MEMBER FIRMS
(at 30 June)
Thousands of dollars

1966 1967 1968 1969 1970 1971
Members of
stock
exchange of:
Sydney 1,082 1,246 9,450 8,168 16,566 5,967
Melbourne 1,638 2,410 8,387 9,824 18,660 7,178
Adelaide 14 30 107 134 211 323
Brisbane* 101
Perth 29 27 478 166 272 126
Hobart 18 34 24 27 30 94
Total 2,781 3,747 18,446 18,319 35,739 13,789

* Not required to be maintained 1966 to 1970.
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liability would be the amount owed to this other client in the
clients' ledger.) In other words, from the point of view of
someone scrutinising broker A's balance sheet at this point in
time, the funds in the bank trust account are shown as an
asset of the broking firm and the balancing liability is not
to the client whose money has been paid into trust, but to
another broker (or to a client from whom the shares had been
bought) . There are circumstances when a different relationship
applies. For example, in the case where broker A has sold
shares on behalf of a client and is holding the funds obtained
from the sale in the bank trust account, the balancing
liability in the balance sheet is to the client.

In aggregate terms, therefore, the liabilities offsetting the

figures in Table 5-11 ('Bank trust accounts as assets of
member firms') are included in Table 3-8 ('Other current
liabilities of member firms'). To continue with the example

given: the occasion when the funds in broker A's bank trust
account should be withdrawn and paid into his general bank
account is when broker B delivers the shares bought by broker
A on behalf of the client. In exchange for the scrip, broker A
would pay broker B with a cheque drawn on his general bank
account.

This example of a common practice shows that although a
client's funds are physically segregated from a firm's other
funds, the accounting records of the bank trust account form
an integrated part of the accounting records of the member
firm's business. There is no separate accounting system with a
trust account ledger covering the movement of the client's
funds into and out of the bank trust account. The explanation
we have received from brokers with whom we discussed these
matters is in terms of the necessities of office procedure. In
view of the large number of individual buying and selling
transactions for many clients and the delays in delivery of
the scrip (or of all
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the scrip involved in one particular transaction), it is
thought to be impracticable to keep a separate and more
detailed record of the trust account entries made on behalf of
individual clients. We even came across several broking firms
which found the administrative problems of maintaining daily
records of the bank trust account so difficult during the
mineral share boom, that they simply paid a lump sum into the
account and left it there for as long as they thought it was
of sufficient size to meet their obligations to clients. In
this respect it must be recognised that the organisational
problems faced by a busy broker in maintaining a trust account
are considerably different from those of a solicitor or a real
estate agent. Whereas, say, a medium-sized busy broker may be
called upon to process more than a hundred trust account
transactions during a day, a medium-sized busy solicitor may
handle about fifty such cash transactions.

Having said that, however, we must also report that, in our
own experience, when the bank trust account records are
integrated with the firm's general accounting procedures,
there can be considerable difficulty in tracing and
investigating the past movement of funds into and out of the
account on behalf of individual clients. In some cases we
found it was not possible to trace in the accounting records
the withdrawal of particular funds on behalf of a client. In
order to examine such transactions it was necessary to call
for other documents and memoranda prepared at the time, and
these were not always available. Auditors have also informed
us that although there is usually little difficulty in
auditing the current position of the bank trust account run
along the lines we have described, provided the records are
properly kept and up-to-date, the inspection of old entries
can present considerable difficulties. As one auditor said,
special care has to be taken with brokers' trust accounts to
see that the accounting records provide an 'audit trail'.
Another auditor informed us that in the case of several firms
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which had failed there were 'some quite major problems ... in
determining whether a deficiency [was] in the trust account or
in the ordinary account'.

There has been some questioning as to whether the term 'trust
account' should strictly be applied to money balances held in
segregated bank accounts by stock exchange firms. In one
essential respect, however, the balances may be directly
compared with solicitors' trust funds. A purchasing client of
a broker usually (unless he belongs to the privileged class of
client who pays only on delivery of scrip) pays for the stock
bought on his behalf before the broker is in a position to
effect delivery of the scrip. The money is in that sense being
held by the broker on trust, as a solicitor holds money on
trust in conveyancing transactions. The period of the clients'’
prepayment for scrip may run into several weeks. In times of
intense share market activity, involving abnormally long lags
of many months in the delivery and office handling of
documents, the size of the funds thus held from purchaser
clients can rise at exponential rates.

In respect of Table 5-11, the figures relate only to the asset
item listed in member firms' balance sheets at 30 June each
year. We must also draw attention to the fact that during the
six years covered by the table the requirements concerning the
keeping of trust accounts were not uniform as between the
various exchanges, some being considerably more relaxed in
their definitions and procedures than those which have so far
been described. In respect of Brisbane, for example, the table
records no figures at all for the first five years. Not till
the Securities Industry Act was introduced in Queensland in
1971 were brokers in that State required to segregate their
clients' funds in bank trust accounts. Also, as we have
already said, for some years several Melbourne and Sydney
brokers showed the
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funds they held in bank trust accounts under the heading 'cash
at bank' and it has not been possible to separate these
amounts from the totals in Table 3-7.

It should be noted, incidentally, that for the years covered
in Table 3-11 all firms were allowed a three-day period of
grace under stock exchange regqgulations between their receiving
money from purchaser clients and transferring the money from
the firm's general bank account to the trust account. After
this permitted time interval had been criticised in the course
of a judgement delivered in the Supreme Court of New South
Wales in 1971, one exchange, Melbourne, reduced the prescribed
maximum interval to one day.

Subject to their considerable inherent limitations, as
described, the figures in Table 3-11 afford some indication of
the great and rapid changes in trust account responsibilities
that may occur in the broking industry. Because these
variations in trust funds are a function not only of the
volume of stock exchange turnovers but also of delays in
documentary processing, this is one of several items in the
firms' balance sheets that we have had occasion to notice as
fluctuating more extremely than the turnover volumes. Thus, in
the single year ended June 1968, when turnovers trebled, the
balances in bank trust accounts at 30 June rose almost
eightfold in Sydney and more than threefold for the five
exchanges from which figures are available. A 30 per cent fall
in turnovers in 1970-71 brought a 61 per cent reduction in the
balances of the five exchanges (excluding Brisbane's figure).
Generally speaking, the bank trust account balances of the
Melbourne and Sydney firms again dominate the Australia-wide
figures in the table.



In concluding this exposition, we may observe the relevance of
the procedures to a question which has been noted earlier in
the chapter as to the relationship existing between the
amounts which brokers as a whole owe to clients and the
amounts owing to brokers from clients. We have seen how a
purchasing client is usually required to pay for shares upon
receipt of his broker's contract note covering the
transaction, and well before he receives the scrip that he
ordered. His broker, whom we may call A, does not have to make
payment to the broker, B, who acted for the seller of the
shares until broker B delivers the scrip to broker A.
Meanwhile, the purchasing broker has a net accession of funds
from his client. On the other hand, broker B is not expected
to pay his selling client until he receives the client's
scrip. He should then make prompt payment for the shares, but
a procedure also exists for daily settlements between brokers
upon the mutual exchange of scrip, so that broker B should not
be as long 'out of pocket' after settling with his client as
broker A has been 'in pocket' from the advance payment for
scrip made by his client. On balance, the broking industry
would be continuously 'in funds' from its dealings with
clients - were it not for the requirement that the advance
payments of purchaser clients should be lodged in separate
trust accounts with the banks. The three-day period of grace
before lodgment still appears to have permitted a degree of
net funding of brokers by clients. Subject to that, the bank
trust account requirement as applied on some exchanges has an
equalising function among the procedures laid down for broker-
client payments. Some exchanges also require that any bank
interest obtained from trust account deposits should not
accure to the broker but be paid into the exchange's 'fidelity
fund' as a reserve for the relief of clients who may be the
victims of a member firm's defalcations.
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Segregation of Clients' Funds
in the United States

We have referred to the dangers of brokers who do not keep
their clients' funds in segregated bank accounts using these
funds for their own dealings. That this can be a serious
problem was brought home by the experience of the New York
Stock Exchange during the late 1960s. Members of the New York
Stock Exchange had not been required to segregate their
clients' funds into special bank accounts and, in consequence,
it was customary for members to use these funds extensively to
finance their own activities, including their dealing
positions. By using clients' funds in their businesses, many
firms (known as 'broker-dealers') apparently operated with
limited proprietors' funds (or shareholders' funds, as some of
the members were incorporated) and, by comparison with
Australian firms, made relatively little use of bank loans.
(See, Securities Industry Study, Report of the Subcommittee on
Commerce and Finance of the Committee on Interstate and
Foreign Commerce, House of Representatives, Washington, 1972).
The collapse of many New York firms during 1969 and 1970, with
extremely large and widespread losses, led to several official
investigations, and one of the main findings was that broker-
dealers can transmit large losses to their clients if they use
their clients' funds to finance their own dealing. (See,
Securities Industry Study; also The Financial Condition of
Broker-Dealers: A Question of Adequate of Capital and
Regulator Standards, Office of Policy Research, Securities and
Exchange Commission, June 1971.)

Although New York firms were not required to segregate
clients' funds, they were required to maintain certain net
capital ratios. However, as one report said: 'The experience
of the past couple of years [1969 and 1970] suggests that net
capital requirements, while providing an incentive to
maintenance of financial responsibility sufficient to ward off
a disaster, are not sufficiently protective of customer funds
and
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securi