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CHAPTER 7. DISCLOSURE FOR SECURITIES
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§ 7:3 Expansion of eligibility for smaller reporting company
status

§ 7:4 Amendments to accelerated filer and large accelerated filer
definitions

§ 7:5 The 2018 Amendments to Regulation S-K
§ 7:6 The 2019 Amendments to Regulation S-K
§ 7:7 Amendments (2020) to modernize Regulation S-K Items
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officers, promoters and control persons
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governance matters
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C. PROSPECTUS DISCLOSURE: SPECIFIC
REGULATION S-K ITEMS

§ 7:23 Introduction
§ 7:24 Front and back cover pages of prospectus
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pages
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Regulation S-K)

§ 7:65 Staff observations on the financial statements, observations
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CHAPTER 8. DUE DILIGENCE AND CIVIL
LIABILITY

I. INTRODUCTION
§ 8:1 Generally

II. STATUTORY PROVISIONS ON DUE DILIGENCE
AND DECIDED CASES

§ 8:2 Introduction
§ 8:3 Section 11 liability
§ 8:4 —Standing—Direct listing
§ 8:5 —Market manipulation
§ 8:6 —Standard of reasonableness
§ 8:7 —Reliance on ‘‘expertised’’ part
§ 8:8 —Software Toolworks and Worlds of Wonder
§ 8:9 —BarChris
§ 8:10 —Leasco
§ 8:11 —Chris-Craft
§ 8:12 —WorldCom
§ 8:13 —Due diligence met as a matter of law
§ 8:14 —Rule 176
§ 8:15 Statutory provisions on due diligence and decided cases—

Section 11 liability—Does an underwriter have a
mandatory duty to conduct a reasonable investigation or
merely a ‘‘waivable’’ defense to civil liability? SEC’s
position, adopted by courts: Mandatory duty under Section
17(a) of the 1933 Act and Rule 10b-5 under the 1934 Act

§ 8:16 Section 12(a)(2) liability; generally
§ 8:17 Section 12(a)(2) liability; Generally—Due diligence under

Section 12(a)(2)
§ 8:18 Statements of opinion or belief
§ 8:19 Omnicare extended to proxy statements
§ 8:20 “Puffery”—Immateriality as a matter of law
§ 8:21 Aspirational statements
§ 8:22 Actionable misrepresentations of compliance

III. CONDUCTING DUE DILIGENCE INVESTIGATIONS
§ 8:23 Generally
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§ 8:24 Items to investigate

IV. PRACTICAL ASPECTS OF DUE DILIGENCE
INVESTIGATIONS

§ 8:25 Generally
§ 8:26 General concerns for underwriters
§ 8:27 Specific steps for underwriters
§ 8:28 —Investigating issuer’s industry
§ 8:29 —Investigating the issuer
§ 8:30 — —Company and its management
§ 8:31 — —Company’s business
§ 8:32 — —Company’s financials
§ 8:33 Sources of information
§ 8:34 —Sources within the issuer
§ 8:35 —Sources outside the issuer
§ 8:36 FINRA Guidance for Private Placements; FINRA Rule 5123

V. DUTIES OF PUBLIC COMPANIES FOR EXCHANGE
ACT OF 1934 PERIODIC FILINGS

§ 8:37 Introduction; Section 12 triggers to 1934 Act obligations
§ 8:38 Due diligence by company’s disclosure committee and by

CEO and CFO
§ 8:39 Disclosure controls and procedures
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controls and procedures
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independent directors) in financial due diligence
§ 8:42 NYSE and Nasdaq corporate governance amendments—

Independent audit committee focus
§ 8:43 Proxy disclosures about the audit committee
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Audit committee’s due diligence role
§ 8:45 PCAOB Auditing Standard No. 16: Auditor Communications

with Audit Committees
§ 8:46 Audit committee’s role in assuring auditor independence
§ 8:47 Due diligence concerning critical accounting policies and

practices
§ 8:48 Management’s discussion and analysis (MD&A)
§ 8:49 Auditor-audit committee communications
§ 8:50 Specific accounting issues for auditor-audit committee

communications
§ 8:51 Financial due diligence continued: Audit committee’s or

independent director’s assessment of the risks of fraud and
responses thereto; PCAOB Standards

§ 8:52 Financial/transactional due diligence: PCAOB Standard for
related party transactions; significant unusual
transactions; relevance to due diligence counsel

§ 8:53 PCAOB Auditing Standard AS 3101 regarding disclosure of
critical audit matters
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§ 8:54 Implementing and monitoring appropriate internal controls
§ 8:55 Due diligence: establishing an appropriate oversight process
§ 8:56 Standard for auditing control over financial reporting
§ 8:57 Auditing Standard No. 5—An audit of internal control over

financial reporting that is integrated with an audit of
financial statements—Overview of changes

§ 8:58 Overview of the audit under AS 5
§ 8:59 Standard for auditing internal control over financial

reporting—Requirement for adverse opinion when a
material weakness exists

§ 8:60 —SEC guidance
§ 8:61 SEC authority under Exchange Act § 13—Failing to report

under the Exchange Act over a significant time period
§ 8:62 Material omission to fail to disclose SEC investigation into

ICFR weaknesses and promotional paid-for public articles
§ 8:63 Standard for auditing internal control over financial

reporting-FASB No. 154, accounting changes and error
corrections

§ 8:64 Audit committee financial experts
§ 8:65 Liability for inadequate internal controls: SEC enforcement
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§ 8:66 Audit committee financial experts—SEC audit committee

disclosure rules
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§ 8:68 — —Audit committee report
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§ 8:71 — —Safe harbors
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§ 8:74 — —Independence
§ 8:75 — —Audit committee charter
§ 8:76 Corporate governance provisions of Dodd-Frank Act (2010)

and SEC rule-making thereunder
§ 8:77 Whistle-blower protection for employees in employment

termination cases under Sarbanes-Oxley clarified in
unanimous U.S. Supreme Court opinion

§ 8:78 SEC administrative enforcement of whistleblower
protections under Dodd-Frank Act

VI. CIVIL LIABILITIES UNDER FEDERAL LAW FOR
INADEQUATE OR MATERIALLY MISLEADING
DISCLOSURE

A. STATUTORY PROVISION

§ 8:79 Securities Act of 1933
§ 8:80 Securities Exchange Act of 1934

TAX-ADVANTAGED SECURITIES

l



B. SECURITIES LAWS LIABILITIES OF CORPORATE
OFFICERS, PROMOTERS, ATTORNEYS, AND
ACCOUNTANTS FOR PREPARATION OF
DISCLOSURE DOCUMENTS FOR INVESTORS

1. Overview
§ 8:81 Generally

2. Section 11—1933 Act: Do Persons Other Than
Those Specifically Named Have Disclosure Due
Diligence Duties Thereunder?

§ 8:82 Generally
§ 8:83 Due diligence defenses of the director-attorney and of the

accountant: BarChris and Leasco
§ 8:84 Aiding and abetting liability under Section 11 almost

universally rejected

3. Section 12—1933 Act
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§ 8:86 Pinter v. Dahl: Who has disclosure and due diligence

duties?
§ 8:87 Post-Pinter cases: Agents, brokers, dealers, underwriters,
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§ 8:88 Attorneys and accountants
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§ 8:90 Aiding and abetting
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§ 8:94 Negligent securities “fraud” actions by SEC: Section 17(a)(2)
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5. Rule 10b-5—1934 Act
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under Rule 10b-5
§ 8:99 SEC responsibility to regulate unregistered brokers under
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§ 8:100 Rule 10b-5 (1934 Act)—Independent duty to disclose?
§ 8:101 —Underwriter’s duties

TABLE OF CONTENTS

li
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§ 8:117 —Statements ‘‘made’’ by an accountant regarding

unaudited financial information
§ 8:118 —‘‘Primary’’ violations of the nonrepresentational 10b-5

subdivisions
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