
California 
Fair Political 
Practices Commission 

Paul La Bonte 
3179 Flanagan Drive 
simi Valley, CA 93063 

Dear Mr. La Bonte: 

August 24, 1988 

Re: Your Public Records Act 
Request; Our File G-88-330 

Your request for documents, made pursuant to the California 
Public Records Act, was received yesterday. We have conducted 
a search for documents of the type which you describe and have 
found none. The only written correspondence received by this 
office on the subject of a Simi valley newsletter is the letter 
from your attorney, Ms. Jennifer Shaw, to which you have made 
reference. 

If you have questions regarding this letter, I may be 
reached at (916) 322-5901. 

Sincerely, 

Diane M. Griffiths 
Ge~ Counsel " 

~,II ~K'~ . / ! 
f-c:J Iv,-( / ~ _ 1/ [ t l:?'----

By: Robert E. Leidigh / 
Counsel, Legal Divisi;{n 

/ 

REL:ld:LaBonte 

428 J Street, Suite 800 • P.O. Box 807 • Sacramento CA 95804*0807 • (916)322-.1i{l{l() 
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lo-b 15 § 78j SECURITIES EXCI ."" 
Sec, 

78cc, 

78dd, 
78dd-L 

ndd-2, 

Validity of contl'actol-C'ontinued 
(c) Validity of loans, extension L 

liens; actua I knowled,,€ of , 
Foreign securities exchanges, 
FOTt:ign fOTru pt pra{'th.·(~,q by i~sucl's. 

(a) Prohibited practice", 
(b) Definition, 

Foreign corrupt IlI'actieb by domestic conccrn~, 
(a) Prohihih"d }Jra('tit'e,~. 
(b) Penalties, 

Ch. 21 

creation of 

(l' J Cj\'iI Hetioll by A ttornt?y (~~'TI!'r~d tl.) preypnt violations. 
(d) Definition;;, 

iRe-e. Transaction fC(':L 
78ff, Penaltif's, 

(" j Willful \'iolatiolls, fabc and miRkading statements, 
lb) Failure to file information, documents, or reports, 
(c) Violations by j"ucn;, offieer,. dir"clors, stoekhold<n. 

.::mployec" or agents of issuers, 
781"'{, ::;"pal'ability of provi.,io[,", 
78hh, Effective date, 
78hh-L Effective date of certain sections, 
78ii, 78jj. Omitted, 
78kk, Authorization of appropriations, 

§ 78j. Manipulative and deceptive devices 

It shall be unlawful for any person, directly or indirectly, by the 
use of any means or instrumentality of interstate commerce or of the 
mails, or of any facility of any national securities O!xchange--

(a) To effect a short sale, or to use or employ any stop-loss order 
in connection with the pun'hase or &ale, of any security register«! 
on Ii. national securities exchange, in contravention of such rules and 
regulations as the Commission may prescribe a, necessary or appro­
priate in the public interest or for the protection of investors, 

(b) To use or employ, in connection with the purchase or sale of 
any security registered on a national securities exchange or any lW­

curit)' not so registered, any manipulative or deceptive device or con. 
trivance in contravention of such rules and regulations as the Com. 
mission may IJrescribe as necessary or appropriate in the public in. 
terest or for the protection of investors. 

June 6, 19;~4, c, 404, Title I, § 10,48 Stat. 891. 

Historleal Note 
Tran.t __ r of .'UUi>t)u.... I"or tranllter of 

tbe funNJOQri f>f the 8~uritleij and Ex­
ebaDg'e C('HhUlj1l""iQu, with ('ertain 
[lons, tu the chaIrman ot ow"h 

J.ihn, ~t'e n~(.rg, Plou Nil', If) Ht JI),"J), •• 1, 
;;, t'-ft. }fllY 24, 11)00. 15 F.It. 3175. 64 Stat 
l:.>t\5, ht't out under hoe<'Hvn 7M ut tbl. Ii, 

Ch. 2B , 

&ttf'ctlV(' dat ... lie­
Rule. aQd l'i>gu)~ 
Sbort sales h y d 

tille. 
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X1111. 11 

X1XlII, PEal 
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&. '--~~-$ .'"."" ........ , ... Ot~rl .. lIII. 
S4rturHJ,u A.c( 01 1w.:lJ. /WIoE; ;7 ("TIt 2.JllJ4J(J f:lt aeq, 
~lJrltli':iJ Ext'ha.ailfio Ar't ur i~. WHi- 11 ('YIC. 240.00-1 It .ItN;z. 

rllt""rrnaU(Jo , rfll~IiIUtl, et.' • ME. 17' Cj-~R ~1"tfO at Mq 

"'ote. of Dedakina 
IU!\i.+t""lly I 

AI'lIe.utn .. ".u CIt 

• Pofthn 
.u"i' .... rn~ti:.llu:l fJr j.I"O, 

.'aJM',. It..a('nul'.t~. ur I"tdaL'fiodln¥ ~Dh;rn'"_ 
tll .. :t • 

§ 1 f 

t"J.lll('tUUt " 

.. trr.i.'~U PrI';'IarUi. d{'Ulll1'Illlt 'Klud. "'Ill .. 
r .. !q'd U,'(lf, ;t. !'IJnut.,'th"u with 34le "*'''' 
"llrln"" ~ urtllP)! IUhl li':"1:,'uanjf@ (:\').Q 

ml •• lu:U 'V :'\lin~;e.l ;,t,Jd"ut lJ:.iruu .... 

(,#'1..-, • .11) 

~\ y: "'~'t"~. rll'iaL ',\" t'l II. 1M'>,.rny 

["UAt I "}Ilt.ll~t' 'W"tt "1"",1 it'."I~ """f"1't.t, ,',oil 

all 't.t\lrLlfatIoJ~l nt!JI~n .. <s '_i rfi',llItr8'l',1l 

wtalemll?'OI, lu.d, ~~ rl~rn, r".IJflrfl.';'J{l 
IrItato:mf:':lt ffillrt ,l)u(B,lu t."t'itllllr, ~!,!"rrn!l. 
tiOQ, LH1ing 'I .... r,f '"t'''''~d. ",.;ii'''.II!t~d 

P:::-I(~ .~ ,..hkb li>~'Hl~T ""Ill 

'.~Qrl)., D,C.D,C,lr.l, ~ ...... 8upp. Gttl. 

Affl4Ondm~.t or .uP ......... , .. t_ .,. 
pl",npollorHi. 

fl~.!ljiH" "t C'r.Jj,mi.itd'On hol4JuK \.bt.lt 
I"?lI iAtrutLon &tAtIPnlfDt need n4t "­
IlfUlit'llde<l t,~ A!lect po .. t~t!'e<'I.1\'1!! ~p~ 
rneQt !' .... erth.:le$. rlk"jj{o1ae that pro.~. 
til" nuut bot arnpo(lf!d !..Ir .Upplernez.lr;..a .. 
JlOffifl- DUnn.r to AIled all"b ~ha""""," 
S..>urltl ... kr.d .t:X~h.n_ .. Comn;lallll~ 1'~ 
.\!/:UOI" Nur.i:~" Cf'i!tera. 1[1(:., C."" •• l'. 
1972.. 4:s8 l".2d IlJ'o<;!, 

AIl.Llmlne' that I'lrU8pNtH* tf!'.tlo# .. 
It,I,,' .tock 1)f!p.I"P~K .w~k€ ,nd), a. Gf 

U:Ull' .tttt('Uve dllte ,.t r~gi.stnltlOn at..a.t.. 
,""nt ,Iud UuU jtr;}I.pt"!'~4Ij f·n;}t.ln~ at< 
L'tlH 01" lLlbl .. p.:iitliir "Ltt-m!."f8 at" of ft't~ 

:, Fa: ... 11_'N"UtA;#, Of 11l'.I~.di:'1[ 'f>ff)r~ f....rllvr dill .. ""r;')r.'l,lllJ!1 and Ita prl'3f"i' 

:'t\&tlQft l-,ah. wer\: >,·rrt.t"i(,ltf ;..~,Sl!r a dut,. to 
If:.,~ In ,.I",)Vj~h', ,t f','" .nu'r'J or .U".dem#"'lt p~"'r ..... tu. to :. 

"14~ ~ ,0., ""' .. 11 t"i,lallil·K L. t,,,, (h.l8tetr ..... '!IVe devf'ltJ';,n'f'onl,!\, antI l:Je\r 
t'll ('1'nall, ,~Ir" r; r . .dltH"'(' ttl ,-" ')poprr,,, •. ! t", ""trip pM~ 

.~, .. ! lrr,,!"J"'.I"'fI tlf'-', !'I,ll wr,...,·tt<" ,,( .... '>u:i;)haf"··,. 'WnIl (hili IW"':Uo. 

I """I:.'( 'ro;< ,. ;·r .. ·; .... , U" 11" .10<2; uf~re.I(>t1 I, VIII.;",te p!'o~pectu.-d~U" 
[,"''''''; 1"1' jl:lrf', ',I' Ilj;",;"" ,~il!.1 d·,~"''''''I! {'r) I"f'o.i,ur UlIIIl I,t """.t,(.;! 7":~n;>1 (~) cd 
"~ l;..aH""r,'1'~ r'J,lt<t' ',r l'j;~.t-"8t':." ~n"r,. II",;: l'tlO:'. I,,j 
tl" • .Il,·1 El, ;) ('" ("""llliJllol""Il Y. ,\h.llO,r 

~u~.i,,1( \'''l~tt''!'. In,- C A.X ,- 1\,17;': -+.~ " lrtJUfW"thUl 
}",2 

)<:: 

§ 17k 

·fl, " 

r" ~ I"" ,:., 
[,,,:1 ," 

... h , .,>, - t 

'~ ',,' .. :, ad" I" "I 
'", <,.,' 

)t·,.q',,~hJ,J ",,"'( ~:niIU .. -, l •• l'rtllWlll.trl 
.,,, \ 'rl' :"11: ,"fA ,,0,1 n{b· 

.'r .. l:-,di! f'r;;~"&!IP~1ir :n Hi l,. "-Illt 

.j'd .... lIr,j!(' ;''''\ 'I'r 

A."I ,,~,'tll ; .. ,; 

hUb:e 

I,;: II "''\ d till .t<~,., r-.1~C""f' 

\.nn:'.IL""'q0 ~Io;',r!h lir j.'tn .. n,p' \,". 
\-tlt '~·li 1- ;o.:.,jH' : ,7. 

CiVil :1"blL(;,',. lill b.(;count of fa.L,., rq,"i~tratiou state­
mt'nt 

""1'." •• ptl •• ". •• 1.Il" ""4-..e ., .eu .... r,'<t'ra ...... U.bl!l-

I h i Iu Cdd:' ;Ii.)' ~ .... i~·t td' n,t: regi~trativn .s~atc!rH2nt, when su~h 
part t,~came t.ffe..:th ~~, r,)y:t~i;,~ to! an untrue s,tntcrnent ~,If a material 

1Sd 

f , 
f 

"filet or omitt.!d to .. tate a material fact requlreo to De .... lOeU .... r .... 
fII ~llUIry to make the statements therein not mislead/nil. any 
JIllIOn IICquirinll' sucb security (unlels it is proved tlult at the time 
rllllch acquisition be knew of such untruth or omiuion) !IUIy. ei­
..... t law or in equity. in any court of competent jurisdiction .• u~ 

(1) C',ery penon who BiillledUle relfi~trlltion statelm~nt: 

(2) every person who was II. director !.If (,.1" l.er80n perform, 
ing similar functional or partn.:r in tt,~ issuer at tbe time of 
the filinll of the part of the relliatration stlll.ement with respect 
to whicb bis liability il 4uerted: 

(3) every penon who, witil his consent, IS nampd ill the re,,· 
iitrll.tion atatcm{>nt 10M b •• ing or about to become II direct.or, per­
eon perf,)rn,in. ~imi!ar [unctions. or part;",'r; 

(4; every acc(,untlint, cnICineer, or Rl'liraillf'r, or any ~raon 
whose profeBoion give. authority to a .tat"mcnt made by him, 
who has with bis conaent been named lIS havilllC prepared or 
certified any part of the re",istrlltion statement. or u havinli 
preparfd or c~rtified any report or valuation which is Li3ed in 
cOllnt:ction "itb the rq{istration st<l.temcl;t. with respect U:t the 
stateraent in such rClfi,tratlOn stl1temr:nt. l'1)port. or vabution. 
whicil purpor~g to have b,'f'I! prepared or cer~ified by him; 

5, eVf;ry llhderwrlter with rt!511tct tu such ~ccurlty. 

U such per,on acc;uire,j the g.~curity liftd the iaseer has made lien­
erally e..-ai!l.b!e to itri s!'curity holdH~ an earning statement cover· 
inlC a J)/iriod of at leut tw~lve montbs l:qrinning ldter the eff~ctive 
daUl D! thtl r~r:lStn.tion .tlltement. th~t, the ri~ht of recovery under 
!.hi. BUhsc<;lion !>hal: tH! ,'onaition.'d nn proof that .uch pt.·rsoll /lC' 

Quired the security relyi". u!1on ~uch untrue stat""lent in the rc,::i". 
!.ration slat"mrnt or r~I_\lnl/ ul,on th .. l'<;,p,;tfatioll gtatt'ment and not 
kIKlwillit (.( such ()mi3~iQIi, t.ut h;,;ch fI'li~I_'~ rna) L,£ establish.·,] 
withol.il In" ... f of th!: readillll of the I"·,I,tr,ltiOl'''.htemcnt by auch 
pel'lltm, 

I'rne •• rs. ... ..,t frQIIl 1:~fIIIIltlt,.. OIJoo!"". ,)f'Gof o-f I •• c •• 

!·';>ltw;~n,'ltan<l:nl?· ;'iro\'I,ii)H~ n( 'il!T).'<pcti')fl I a J thi:1 KtH"~ 

flO I)('r:-'dn, othf'r than lllt· l"i~!ljt~rj .qLa:l llntd!.· a:i PfOVldi;d 
therelI: ,l,'ho ~,hai: !'\U~f.i~in lht.1 burden of J;i."oof~ ~ 

(l) [hat before the Idf"di,e d"te of the pllrt of the registrll­
ti{lrt ~tatt!ment with rt:'~l.ect tv whic') hi,. lidlJl'lty in I.~~("';~ .. 'd 
(A) he had resigned from or ned t..Kt''l .w.-ll Aep" 1'.,1 lil'e 1,er, 
rnitttd by law to rft8lgn fr~m, ur ~eused or ;¥-fL.:~rJd ~o £!.ct !n, eV­
ery ofiit~. cap"cily. or re!ltlio-::;t.i[. Itl "i1ic~ h,. .... i!R de~cribed 
in the regi~tration Btater.ler.t LlB o",tir.g t'r ~.:reeil!;; t" .!:tct. and 
(Il) h~ had adv:8et! ,i.e Co:.1rr.i;:,lJII ,-I,d ih~ i~, ~,.r i·, wriling 
d·;.~~ ht! had tak~n ~tI:J! acLi~n ulld ~hat t:~ WOUIO ;~;Jt i.i..:: r~JI,')n~ 
eiule for such pJ.rt of the r'~ .. l.ll'''ti''!1 5tiit(:m~lIi; or 
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15 § 771 SECUHI'J'IRS CII. ; ,4 

(2) of RubHt'ction (Il) of H,id """tic",). by lhp U'e<' of allY mean;: 

or iflt~truTn('nts of transportati(;n Or' comrnunicatiofi ill interstatl 

('ommerc(: or of the maiL". by rrif'2,PH of a prORpf'ctus or oral 

communlcatioll j which includes an untrue· gtatem0r:t of it mat(:~ 

rial far::t or omit:; to stnt(~ a material fact ner('f.~-;ary i~; oruPt' to 

make the statun,·nfs. i" the light of the drcumst"nr"H under 

whi-eh they wer(! J:Hide. 1'10t misleading (thr rllfehH!1e~' tl",t knov." 

il1Jl of f'urn untruth Dr (jmiijsion). and who -.;ha!! not ;'iU~l1lin tht: 

burd€'n of rrcof thuf ht' did not knoH', and in thf' t'XtTcis(' 0i 

reli30naiJlt' t:are couJd not havp known, of ~lldl ulltrut h or om!;,;.­

siot:, 

shall be liahk to the pers:':! purchasilll( Ruch ~('cur1ty from him, who 

rna,Y HU~ either at law or in eQuit,'/ in E!.1l,V COUl't of compe1!;nt juri::~ 

diction, to terover the LOllsid"rlltion paid for ~uch seeH"it:>' with jr.~ 

tCJ~est thereon. I~"" the amIJu"t of allY income rC"cived thHC;ltl. :1;)0" 

the tender of gut'h ~ccurjty, or for damage. if he II{, 10''11<'1' ownll tr.t 

Recurity. 

May 27, Hlg:l, c, :lR. Title I. § l:~. ·1;< Stat, ~,1; Au,,:, H, l!!,:,'L f, 667. 

Title I, § 9. 68 StRt. 6::«., 

Historical Not~ 

1tJ.Jt An,W\dm .. "L AI'I A 'I~ I(!, 111.">1 Iq 

"','1'I('(! III I'ur,{, (l) fifi.: t:", "(.r!'t'''H •• r'" 

1'1'(·p,;'dlnll "~ll;.\" 

.:f( .. ~·th.40 U.tr ot It~ .lmN!dllwht, 

ATl;~'lh!nl!'!l1 rprr",':l\"I' ft(1 !Iay:, Rflvr AlII; 

it!. Il~"ti. )I .... !'W,Of!.,I) :",1 or A'-I A,}~. II!, 

I lI!'.,J , ,.",1 "lit li~' HI, 1·:f;"1';':;\'- IIIII~' oif I:.L)-I 

An/i'fl.IIII;"1I1 D'I'i' "'di>', "I'; !j"11 ~jh .. ; 

Ibl" till .. 

hl,d""?, 11I,;I l'llql'-~I' ',f .\.'\ c\;U: Iti, HI>' 

";1'" IIt:-~l I'~.t·."l" .' .. 11,.' ~\lId .''',1.-:'\,,\),., 
I' ?):;L 

Crou Relerem'e! 

int~.rnHHltm AmJ ~l<""I!£'.('-fd" to ;\rtllrmillf' t-llgik:H,\' ,,( it),I"III.;r. q,.,!>-, 'Illd littlll:r"~ 

or hl;h~~luT" NI·,'ll"lI 11/ lnllI1I,1i1 al,:,' I", )oj"1' I'<i·,'\ •• ; ';~"t'\- .. r 

Llt!!.!;lty ()r ,-jJulr"liiHj{ III'r",,'nJl "'1111'1' UHf' fO<"<'Udn, "'1"--1;; il );1 i,; r;l~;' 

LlruHAilbtl .tf ilI':1,.r ... , 1;'..- ,,("<'Iii 111"711\ II( lI,i F ~;~I' 

III PI:-l~l"il,'''M 1.IA~tL1-: Il'I_l.'W 

,\ P~A.( rl-C}'; A~l' "1tH·'·l,f;t';;{'r-_{;":!\J:,H.,~_i,\ 1;,1-.-:W 

'L (1":--!',n'L ,-t~ r '?11-:t60 

'\ I IH !tU;UU:' OJ.: Rt:Ln:" ~I'H-::'".i-

(~qlt'r$Jh l_r.4 

An>u"p~"lJf. 

220 

.-: j", .'Halt.! uf ... \1.1 .. 
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4J(.-'''llr ... nn.J .. :...ellorlo if 

A:.s.na- -">tn j l.:.bl"!th\J~ 
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":'t'{i.1 io\[od. ;,af'1 hli."""j\ I;Ht,h- 111 
~<,.pl • !,j>;~" W\";"hu,n;l "¥k1·<!r{iil· 

~llt, ~lhthlU HI rp",tHIi-t< .. toc-lch·,\","r Ac 

~';(l;~\ ","";,~){Jt) fur r'J!';I~ ?"I(l,d 

/If d1!uief1 ?\->d"~ (;i-(.'lda.;;<;< lH<I 11"t . Jr~ 
trJ'l.t!y -{,,,,taLU,.\; )'!n,t '(,f': ,>'-,.,JI;l nd 1,,)\'*,, 

dnwntnrH :0 ;-«ri_,,::";Ilt!qn' .. dU/i!' 

;tItI (oTlllf4i It,,> b,)O' .. (.;r !!H~ elf' 

'00 8tH! d'llu .v(>r~' 'i!ll'ih t .. t" .. Iww 
·'!lwtirr" "uIHt.ililut \\IlX '_l)vjnq,,}y 

d ;'Unit Cd. 

if .. " 1'88((- ~'I~lUt'nt" ~·r tid .. ¥i:'t't'r-rl N' 
".iilg to ~i';ttt(K ,.1' tifH\l:'rt.d(')IIit{ 1)\ l''ln'r M, 

,1tolt i! or lilllt IIud,,:,- Ihtl'! 1<1;J,chaptf'; ;H~ 

1:'.11 )11.ilttfor III ,,!thin prrJlli'r .1l""J"U,m .... t 
>\' l'f.I'Jrt aDd U1t~,r tl)\' r.J),O,t~ tfl .. tl!'.I:L'd 

!'.;t1'UdB.Dt flnall {\i::'JHO!fj",;rlltt' thr.t l'Hdt !f'! 
\'d\hnut ;nert:t, (i .. u(';nl Ir.,', Cd, I,f (;lUtL 

A';~f'rm'8.t.. Il;C.X,Y,1964, ;i.i ll,D..D. ~, 

(J<~tQndJ:ln~l'I, !/;~,l'rl \'Y ID\'Pl'ltPll'llt p;jhlfHt· 
are!! 1I0rl~r njlil "f'd~(m to-r kl\,'glild mi .. rt'p 
,.tri'1.I.t~tlJJ~00I wtkh iu;itl('>·;j lhH('i'IHj~ of 

ftolml to k'\OlW "Il~t \';it\" .,( \.l 

Datnre lind: l!lplr U"JtlnD !O 
t:;llre I)/ditlnlr ;)f k,nd to t'"\',,r t'"",rot ,,{ 

,:lit, lndu(till/ol' r~ti""lfl«blf< Htturne-YH' fl'f'''', 

'ifU denl«cl, [d. 

Wilt'r-e stfidll\!j!H u( i'lhhrlt( "t,"<'loh'JI,\ 

,'rk in IIrl!lln lljofQtnxt t'ortJJJrllth1fi IIn!!!'r 

:.ifi ;<tl!,.'hIlPtf'r h81lml on litl<'l!f'd hit", 

,ti!.ti>)lJ~f'hl ur ullll;u~IHn til r,"jlllootrflIJ,JlI, 

j',bl€'1I1~ot 10 Pll} OI ... ·t1nll wHh j"" 'lltrH t, 'It 
oIH'e-rtlt.l-e l'rerprrf"1 "hl,k did IH",{wi 
!£,rl\lItl 'b~t phllllllfr;, knf" ..... · "f ,,)! ,;';,;I'd 
iJ\!.'!;')t;!llij{ ,,{lih'lhl'llhl \ .. forI' (;mf' tl.!!e;o/,»d 

, 11llll!ailll, l'lolntlr(" ~\"lolol 11,. rt"jlllrni 

!ol ~1If> H~.urHY. Fl"dlll;lln \ Hvrqp",n 
',IfJ{, Cc" ()"L~ Y.;~:k H r t: il)~ 

,-\,1 l1'Will:f! III attorn",y',; ft~'l'\ ').(~I!l)"t 

p;ll!l:ii.{( whuY~ 11"'<:\1;4 n l,r'!K(-r 
(,f) ndaUn'-!H f,f th~ ;crleral 

jlJ'fI bw Wl,1\ ("inlllt-",*"} w,th 1;rt!111111"I' 

"H,\tl !'-,)i.. hI hl /;.'.:,' "t (1",1. 

;llJ{l'i Or (tU,t l''''ll~'!u;lh'<n! 'll law ",lHI 

rl't-pf",'L t., frll"ullt,." "r \·\.wpi ... JJlL 
hlr1u v, Sliltwh ~ Cr", f'_A,",!.Y.H1i2, rN 
i·".~~d 13«. 

iii- .If'" >It lH'7171l" "'11'!' .. l';d!llrt> t" 
,J,.wo II,; (lll,tlll/{M (11' f!;,'\ ,cJ ~'''lldll'''FJf''. 

I)-' IIr" rifo;""l\ilJ[,~' "IIlH'1 ·"J,,.;di'rb! 
\1~ .. 1f ",'!Hlu!)t i,(,""(>r t;l ;,t'i\'(, r(',pw,.;lp(j ri' 

H\~r tlolulnJ \nltll,.trl .. ~, in.' i'"r!t·, l', 
.\,:-~ 1: 196"'. F :lIt (J3~, 

))>',h.'T'; j4r.ln[jEJ,t' dllplh;;lio fi!> r"r ·,·,";lrt­
llr-t' "Pk.';\!:L"t> wh .. -c 'ijl;~PRl ,',11);1"('1",('''' 

('dP"i'~ t",VI."r, f'l 

~t'H'"ll": ,('r" RjJpt>.ullnJ( tr>;-H, lJrri('r til,.· 
lld_".,ill;t;' ""!"jdlllnJ fll:- jll.""!'ri nri':il,l( 'Ill! 
"t q;11 rtjHdtll .. td.tnl)l~Uli'l- III fiU;! 

"r ") ,,,:-1' I" !,I<'l1 ,..r;}\!'lIH:nr ,'h,ilhu)lD' 
,,( 1"1?!IlIr-t'HlPlii d( 1)1'''';; ,"11.';1 

rp~11H-!(:1'1j(, .. tn,'f> (,i-IUff> [,) ,·,,10 
,Ut1tJt:.ln IH\ !" till! filtrt\ ,'r,jt-'r 

Fisi'i;f',lJll \'. IL!vl\u'''1l ~tl;t 
i 'OJ" l S Y _1'~:iL ! ... " \,'_'211 

\\'h"r,' (, .. tnlil.1Jul nn:t.r"t)\n/ot 
"t'l f"rl tJ qui} "jil' I'\U:,ll ("r r.·;kf, il.J,,,,,t 
tll Pill'! "11 lift' "(j,nn;"n 1',,\ 'illH Ii' jlttrl 

(ill 'Ill" !,>,,"t\'1l1 lOll! I'h't'tlOl'1 lit' "t iJ,i. II 
hl"lrt)Pr J)l! ,(r';l'r ,.:r"l1!';JI,' !"'01~ '0 j" 

,;Ld;lhl"l '-o»f' u'llCll \ll!r j'i~t, "','11\ di~I;,ls- .. 

W"l1;,1 II)' (l~l a"I, .. -dk:ll,' 'tiUlll ,f.::-';'L"d,)fi , 
"f I\H' '\": j'C"} "'Jllrl \\'rl;ltht ' •• ;j\,-",,,1, 
{',(, ,\ 1',d.W!~, !;":<o; Ii '.!(] 

III \ jew ,,1' f'rr"lli" dS ';I'U'T)UIPH'h,li", !,f 

/1,'1 j"ll j .. ~ F";" 111. ,;-,,!' ',.., frftLd , 
;"\'}' '~!11~ ! \\''\'~ ",,, .. :rlJin·),\ I .. n 
\1'1'-':, 11'i"t n-url'" <l:,;,·r~ ·~>"I''''·ql.,.t ,1; 

rt, 'ot',1 II j,r!'jl;,jj('" :If/J'T IoIAIHtltfll- ill1'1 
1-1 ;""'(~II! 'i'Jl1('lt"'Ij(" I'fJ,rfpr;'d 

d!'(.'f',i"nfl' ,,\'I!f.:1I1,>' ~h;d'J{l' 1 

,\ ; ,r I' ~;1 ,;'V,\, " 01, ,,1("1 

:.? 771. f)hil lIuhllitle-< ari,.ing in cOlilledioll with !IT05il4't'lQ'!eS 

fend oGrnm'ml('atloils 
Any r;u::on who~ 

(,)) i.:t:~~e!,8 ~.d' Jel~s 2:. t\..:r.ul}t~; in Yi~dation of sertion 77(, of 
th:s tiU~', or 

(2~ c~::Pt'tl or 1\t·!1F a iM2\~jltity (wheth(,t' (Jr nDt eXl!mpt('d L:r' 
; tle P"31'i:;'oni ..:f ,1('( t:l:'~ '17e of t.his title, ~thcr lhan paragraph 

21ft 
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f.)@ot'Uttli~9 ct of Hf:'Iool, .t~) 17 r:Vjt 2..10~IOO et aeq. 
;,~u .. rftl ...... ~!I (JI-y ,1011(,)"", 

~\Irlt\\~ Exrbftnjif.' lvt I)! 1~'):\4. J!I"'" ~: CFR 24(},0-1 vt seq. 

rt.lf~,rOlR.tI,) . l"'f'·~UIP.l"tl'4. t'l\', ~(O(>, 17 c"~n 2f)iJs;,t] et 1M'q. § II 
Notes of DII"eislonl 

I~!!!n .. rtdl,. 1 

AflWtndm"nt ur j:\uilpl .. mt'fltallol1 01' JIFO. 

• pffhn ~ 

F'.II.I. r , Ir.-.r-'f'u_tf', or n""l!.'b,dlnl Ill!"~m~_ 
Hen ! 

!nJIHu:-tlon ~ 

'<.I1"ral l.,.-

A j}l')Fp~l'HI l't'llltiu.5.j t() Ii I'('('llrlty 

In 1111 t (",mull!!, wIth f<!.f',·jrl'}11 ""I:"f'11t!O"". 

liB Inf{)Tril~ll(m ('elHfI!npd r~'f{t~trHthn 

st.n.t<"'mf'nt. lI.nd, In ~'Jrn, rf';;rllillrruldn 

IIItJlt~m«'t mlH'1 ""nf.ain '"'.'rtgln !nt,)t"ftJ!l o 

tlon, In('hld~nJ( IllJ.i~ of fIT(;"W'f!loI, P.-<t1'i!dtf>'i 

net prn~lM, prlc .. at v:hlr'h l:?f.j'llL'!ty will 

t;.0'! ott('r n '1 tQ pr~l:l;c (\';r! fill:: )"~:"L\!tlf)n 
thf>r,'!'rl":I, l\ot1 II!! (""" 1'..1"",1"(1'1 Ill" .]1" 

,'''l!UI-: Iialr! I" 11!,'krn":'l'~'r~ dlr .... ·t1y I):' 

Indlr"dl) ~"'"H jt :~,. ll~d. EJf'hlloj{(, 

("~!'H'll'''I"j'lTl v, :\!Jj nil !' ~~'J:~it!K (''''nrfor''l, 

In"" CA5,Y,lP~~, ·1:.>'1 F.'2~ !I)!-;~. 

when l~r"::;l!rln .. rlocUtllentK whl,'h Win .. 

r"'~"'li \j,"}n lu ('l'~I!;··ctJ'1D wit.1i ... ale nt_. 

(IIr!t!\·./ 5i.(."II:'lIif"" 111111 r<7,.,'h.8D~ C~~. 

mi.wi'yL v ~~l1rJCf)fl.1 ; .. tud,'!\t .:\Idrk~tl'. 
COr'II., D,C.D.C.1975-, 402 F.St.pp_ &n. 

AJ'l:tll'"ndm@nt or luppl,.rnll'"ntatlott crt 

P!!"'''1I't('hlJ::l 

P(V'llllonll flf (,fHl,rrIAMlnn hOldln).1' that 

,.elirlfltrtHltlll lltat"mpnt ne@d /Jot ~ 

flnlE'l)d@d t(j reflect POl'tf'trf>('tlve 4,P'lt@.m", 
ment nf'vlPrt.heIMlII rp.,.,gnize that prOSfl4t'. 

tlU mnllt b.- Ilmendpd IIr Inlppl~Yn(>nt@d 111 

80mf' mannf''' to reflt'"t FilCh chaTl~'\.. 

s..curltl,pli and l~xcttnn .. t>- Comrnls$loD y, 

:\!n~or !"urM!ng Ct'M.{'tll, Jne.. C.A.N.l', 
}072. 4~ f~.2d h.r-:~, 

A~I!Hlndllg that prOMpf-.. ~tuFi f'f!"lstlr:g fa 

Ptlb!lc IItock M!nl-ttr flpok€" ')!'I)' SII of 

the effe<'tlve d6te !It rPltlSlntjon ~tab>, 

l"ent and that (1roApt'rtU8 eJlnlaln(!d ttl'; 

{~lls@ or mlfHI"p.(\laK t<lat.'mf'llts B.~ of f!'f. 

!. Fal .. , I nJtIlt'It'IH'lI\tr , ,,,. n'!,IMd1rlK 111!'or. tf":'tlve d.fl.tf', "(lrp"rlHlml aud its prl!ld. 

m.tlon lla!.s wen' II>Wl"dhf'If'11!O under a dUty to 

ItnplklT III J,,'rovhl'ln r,t tr,!" ,,~,'tlnn I'lnfOnd 'Ir 111Ip\llt'mvnt pr-nRt "'(",It.!'; to re. 

tllti' Frr'lIq;,""'~1'l'l N,latlnj' !, R ",t>"'il"lt, t'1t.'c!' P')Mteftt'("tlvv devf'lopm~nt.s. and their 

('1':'llI.ITI In',,rll,}I' I~ ri"I(llri~" f.li1Ut"f' til (.1,; 1',1 olw>rHI,'d t,) jiIl"t!'\p pro. 

~~IlH In~,'l"PI~.I!')f1 !w! A.I <1 flPfl'etiul I'{ ('mnpll8.TI:'~ with thlM .Ii~ctJon 

t,}"t'"f'lr .. It :'rdti,"dl'JO:l ,1(11"" Slid o(~rilled Ii) violate Ilrnlspectu\ii-dellv-

ll.l{'t'l rt"\l!lrr'I')'>ld \f" Inf.)!'l""Oth'lI d;i4do~n·~l 1;") rp.q:dl"'''m.-nr 

I~ I1ll1tt"rirl:!Y fl!,l~ "r mi'!l .. ad::I,I(. Rh'ltf'i- this title. ld. 

t!"11 ... .oj rC1d,J.\I!f{1.' ("H'lmiJaI'!I"D v, ;\hllwr 

of flI\('ti'yfi 7'7('( II] (~:l of 

NU!'tl!!u~ CfO(lI(~l'" Ill,'. C . .A.:".". r.I:17!!. 45/5 <Ii. InJunof'tlon 

!' l(\K:! 

,\ 1':',lqj;"'llli'< flill" I', \\ 11 h ttl!I< 

.... '~,'I,"n 8n'~. 1!.IJi!iI \ !,r'l)'<t""'I'IN lit' 

I, .1'(\· f"'julr.·, 1"c,1 ,,' 1'" •• 't1',L} 77 ... ' Ii' ':1 

,r I!~!" nth'. ('1'''11 11"'"J,d1 I ",PI .. t,q"tli 

iU r'H';:lh""Tl 

'f ',I~ I" ii,' 

[.re .11,1 ,rr .. ,' Ii 

i'(''',11),',dnl I!;llhfltl'lll"" ,,( 

\P h'~ I, '" ,) 1,1 ,,' ,\-1 II ')' I,' ''i' ':1 ! ... \.~,j \ ,\" f II 

.),1,.)",,, J'''d 

e()II\:LI$.~j()a 'A'll't t>!tIJllt'-d :0 r.t'~limln8r.r 

1~:jl1n(,thB r" ~lljolll ,·~rp";"!:lfi'ln Rnd. ott!. 

pr~ fr,HI\ tfl~'"\J1IDIl ill Deh ~nd praC't1C'e:ll 

,,\o.JIDlin)C Ih1i~ "''I!;''h'llf'~'r 'u, j ~'>('llrit!H 

EXf'ho!jrjr!f' ,A'·f. ~,·('tjOll 7~!1 "I ."l'q. or t.,IQ 

Ilrh-. 1n >.1.1.., '1/ '''rfl'lra( i'ln',~ I"I'lI'k, whprf' 

('rlli'!!,;··'t" "nlf' "f ';f(I('1t dld 0.(,1 

"1('", ~hJllil"',I:.~nl.J :!lil'< .'.,h,.tIOp!f't, 

1111.1 In1'~"':, 1'1' I,)!,I ,,'~n illilll,'J·d t,1 I,tlr' 

,·~\tI.'he ''''hH'k IIY J!1I)<o.l'l.'I,,-piO"'nhlt\'IQI'l lIod 

Ild"~'r<.lenleDt,... ~;"endlil', .. !~lld Jr..\.('hfln(ift' 

,'{mlfll!N"i'JD ':. :'><!)rlli An! F~n'ln'.'" «(I., 

It ,< \rl, :n:'"·, I :!J.i F .. ':-"lI!Pt', !":. 

~ 77k Civil ll!,NEtf('·, "n Il.eCl)unt of la1'1(' registration state­

m .. nt 

t'rrilon. IHU.~lta'n .. {"\'tU~ of .~U ... ftl ,""'niftllll Ibtbl .. 

III ca;-H,1 of th€' rE"giBtrnt.~~)n ~tatem.ent, whf'O 8Ul~h 

pa.d t}I~CB.rnf1 t'ffe<:tin:', t(lntHi~~J\d an untrue stntci":1('nt rlf a r:;ateriaJ 

IB~ 

factor omitted 'to 8'Ul1.e 8. rnllt.Cf.l(1, 1.,'\,1 

necessary to make the Rtatementa the;-eili not misleading, any 

~n acquiring such seeurity (unle~8 it is p~oved that at the time 

of such acquisition he knew of such untruth or omi~sion) Inny, ei­

thft' at law or in equity, in any court of competent jurisdiction, sue--

(1) ',7ery person who signed the registration p,tatem.~nt; 

(2'1 every person who W!iS a dir"ctor of (-.,r person perform­

ing similar functions) or partner in t!",\ i3~\uH at the time of 

the filing of thl' part of the rell'i"tra'cion ~t"tem€nt with TI'spect 

to which his liabillty is asserted; 

(3) every per~on who, with his consent, is 'I[,meo in the ~eg­

ietration statem!'nt as being or about to become" director, per­

son periorn:ting ~i:.!1nQ!" rljn('tion~, or parLlf:r i 

(4) eVH'y acc',untll.nt, engineer, or IIpprais~r, cr nny persof' 

whose profe~~ion gives authol'ity tc a "ta~ement made by him, 

who h~s with his consent been named as ha\'illg prepared or 

certified &:1y part of the registration statemi'.!lt, or as having 

prppar~d or certified any report or valuation which is u~ed in 

connection with the "'gi'ltration statemel", with reaped to the 

s~lltement in such registration statemf:nt, report, or valuation, 

which purports to have h,"Cll prepared or certified by him: 

(5~ every underwriter with resFf.'I:t to !J.uch f'!ccurity. 

If such person acquired the security aft"r the issuer has made gen­

erally anilable to its security holderi! an earning statement cover­

Ing Ii period of at least tw~lve months btgin:1ing after the effective 

date of the registration statement, then the right of recovery under 

this 8ubsec.tion ;hall h" conditioned '>n proof that such perRon aC· 

quired the security relying upon such untrue statement in the re::;,,­

tralion statempnt vf relying upon th~ r',gistration gU,tement and not 

knowing (.f 9uch omission, bul 8'~ch rpjjan<:(! may be eRtabli,h~d 

without pco(,f of the readinv of th~' J'I"51i~t!'";lticP1 'ltHtt::'ment by such 

pe~n_ 

l'e ...... @1.mpt tnna. !"I!.blllty opo. proof of , ••• u·. 

(h) Notwithstanding !he provisicn.q of 8uh"p,tion i a) of thig sec­

ti~n no pernon, other than the iRl"Jer, .hall t". liabh' as provided 

therein who shall sURt"in the burden of proof- -

(!) that Dl'fore the eff"<:tive date of tile pnrt of the r'lgistra­

ti0n 8tatement with respect to whic'l his liabiiity iti Il~.'f,-ted 

(A) he had resigned from or h1!d take', .mrl! ·!tep~ F.'; are per­

mitt"d by law to rpsign from, or ceft91'd or refuged :0 crt in, ~v­

cry office, capecit)', or rel~t:o'1shir: h .... hich \1'" wa. described 

in the regi~tration statenent !l3 3;".tlr.g '}r ~g!'eeit!~:~ t,,, ~rt, and 

(B) .b: hp.d adviseit f:l .. e Commig,r5~/)!1 l:D·.~ th~ ie,'fV(t" jy~ writing 

thkl: he pad taKen sud! BeLicn and that r,'~ "'0U 10 ;liJt lJ,' !'-e:~v}:r" 

aib!e for ~nch purt of the r'~gip~,rati'~n st&t~:rncn~; or 

1.87 
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hlf"'l'math) , 'ff''1U+'!:'lIfOl, ~tt), IH"f! Ii c"'n '2i)(Uru et M'ti, § J f 
Not". of Ileclslona 

"l'l""fOrMJry 1 

Arn.-n.lml'nl ttl' 1tuppl"mt-ttl"U(lh (If' fli'O_ 

8PMtt". , Whl'!D prf';"arJn. ih>cuI'HPnh. whl('h wHl .. 
l'i.1'f'!1 LY,n ir. "nll11P('tinD with ~nle .'ff 

f.·I&I.~. 1~"H4'. CiT mhi! 'ibodln.- tnt, "m.,. 
tll;n t 

!nJdft:('t1on ,.. 

!l P&o'lLI'Jty 

r'lf.,lfjltut)'oll 

"tntpml"nt and, ~r, t ,rn lr'i\IMtr!lti,ul 

.!tftJ\tt!mr-ill 1'111uJ t ""nuln !~1t"'n:rHl. 

rl,)'I\, In('iJ~I''l.K IJIII"j .1! pr,w'w'!iiI "'''''l \ljJt~'d 
O/i"t llrl~~fll prlt,'i' .at '!J:iillrh 

t'h\ltlt -\ r;l!IJ,~ 1,' ur.'l"'r'~ri'pr~ 

IDdlr("~'t_t}, 

("fl>lm:R!Jlt:.r, Y. !\.1Al1l)r 

In.:., C.A ~.Y.Hl?2. 4~ 
C"Jl!pr", 

!. Fat_, Ih~UT"tfO. at' n.l.Je.dh •• In!l'tu.­

mathnt 

lmplh;!t lu provI4 !·tll (,t '{PFt!fI!l 

IfT(I~I~d:;Hi rl"hl.~lo.lt' ~I, ~"'.-t'!:jt. 

"'1tlt,~n N~rt8;n I" r"'11'1;r.'-

• ~.' t P:flt !f'!~')"~J"'~!>Hl IJ~ iliA 

t~wn'rqr .. lit I'r(>l,t~'i lJ~ IJ!.'t 

,,'H'>:>\ r"'llIlr."j;J<'ll( !f' i!,f'1!'d,!1.1.1(,tI dil'ldoilll"': 

,'" Itlat,r'r!"':J'Y flil~ .)r ml rn ,jfoAd'lIJr Ht-':~!fj. 

t11'lA .,,01 f<:1cl,a'lCP COtl"H\~,.t,'n v. ~rl'!:nqr 

NU)"iIIlnltl' C$'IH~l"II Ilk. C A :-"', Y HI';'::::, ~.~ 
W"'~, 

~, II h 
'''h'~\.ln 

1,"":/'V ';'7f" i': I":!. 

f"'''"tl r!""'jfh 

~'ilrlt~~q ~nft 
ml*;;totl v, ~Rfij)I'Hd 

Corp,. V_C.D.C 1'D15. 402 F,Stll'l!J. {tU. 

A.n:t .. ndm.-nt or '\lttP'''~nt.Uo,. ¢iif 

P<",npN'tul 

nnd";oTltl .,t t;1J[!Hrlbgl(\TI hOldlf1~ thlt 

~KI~~rn.th"11 .tMt~mi'nt nMd !:lot ". 

am.nded t" refl~<!t J~o.Heff~('tl" 1jE'".el~f. 
tn@nt ""@" .. rth"I~1III14 rP4'''t'nllW, Ulat pr05i~_ 
til", mnIJt ~ "m"'nd,.t1 'Ir ill 

Bornp ID.ann@t ! 0 I"@tlf>t't 

s.cllrItlps fUld 1~x('h9nr C(lmml'uIQu Y, 

~r!lnnr XUH;t\K ("'@CU'''R, Jur" C.A..N.l, 
H'l";'Z, U8 P.2d lll:'<! 

f\~Bum;nB that l'lfvtlJ;:wdUlI i't'lllUng to 
puh!!.; .toek: f;.fff'rl!!1l' Mt'nk~ N:I;r fUI of 

thA prf~tlve dAte (.It rf'gistl"fitil)n sutp.. 

meat lind tbat pro$!f>el'tull .fMltalnf*d ftn 

false or ml!I~I!~I!liE' l'tat<"nH'Hts as of -et­
r~'tlv~ dMf\ ':(,rp'H"HI.H1 and as pr''!ll'''j, 

pals ~'1!-n' IjPYNth!!lt,t. tl !"hlN" II duty to 

llim .. nd 'U' A1!{I pli'ITumt prU&p""·~tI:R t(l ,. 

fli:rt postetrevti"..., and Ultlr 

r,;'liluM" tfl dn ~r! "trip pI"&-

PP'ftidu!'l d • flmplluH'i! wlttl thl!Jl 8~tlon 

.. nct o~~.rat(>d vh)\atf> pr.l¥ pe('tm,,-ctl" Ii'l'­

f>;:;'- rf"Qt;;1""nldlt of jIjS~'t,on ';"7l.}(i,j cn at 
ttl;:& t\ tl4". 1 t~ > 

4, IJlJun.-tl"n 

~\nHn!t,~!t'n W~<Ii P!lUflV""i try pr~lIml'Odrr 

)t,.,llall'I-('IJ:1 h, nnj")ji.l. u\rp":-sq .. n And I'tW­

(Oro: trrllll 'l\f:j.n.\tlDjf In aN$< Iwil 

YlvIA~jf4.ot ttd .. 

g\;{'ha ,~it .. A'L "'''.-firm -;.0:11 

'31~ "t 

";)twtl)lptfl f • 

iU.lun d to pJlr­

dHua~ .. t,wk 11>' ;J;ir.~"l'r'N"~otilln'l!ljol JiDd 

1"111'lt'ttitf'rnenrlt. ~H'lHltl~~ lth.J ICxebtt!:lltf" 

f".',rnni!s'l'l!'.'D '\ :\',n"th Ani j-'Inqrwf' ~ 'tl, 

'-",\d~ :1;;"·· .. ~H ,"' ~1l'\l' 

§ 771{, Ch'iI li~,h!rti('S !11l W;!!OImt. of J'al~ re¢strntlon !ltare· 

ml·,.,t 

""1'"1"""111 pn .... adU1( ('\i" •• of .of'tjonl I~*'"O". fI.b' .. 

In ca;;'! 
part b{'cnrne l~ffc,:'fir:\ 

Tn'? r~gistr6.tit}.n statl.:m~nt. 

an untrue Ht"teJ11('nt 

IE·,; 

whl''!) such 
~ateriaJ 

bet or omitted to 8t.nT.e a man""! .ld..1 1t1,\-\ " ',\ .• ~~ 

... necessary to make the Btatement,l tnere!ll not misleading, any 

,enon acquiring such security (UnleR$ it is proved thut at th" time 

" IIlIch acquisition he knew of such lJntruth or omission) may, ei­

Ut'I' at law or in equity, in any court of competent jurisdiction, ~ue---

(1) ,,',ery person who signe,j the registration st.atem"nt; 

(21 every person who was a dirfCctor ()~ ,; "I' p"rson perform­

;nlr ~imilar functions) or partner in th" Issuer at the time of 

the Willll' of the part of the regi~<;ratiQn stlltement with re~l}ect 

to wbicb his liability i~ Jl5~ert,;d; 

(3) en'ry person who. with hiB COMe nt, is nnmerJ in the reg" 

i@trati(ln atatem{'d as b'!ing or about to become di~c!.Qr, per­

son perfonning simi1"-:'" fl.lnct.ion9, or part:';{:,r, 

(4) every ac('(,untlint, engineer, or appraisl'r, or any persol' 

whose profeg8ion I/:ive~ authority to IL ~ta~ement made by him, 

who hn~ with his consent huen named as having prepared or 

rerlified any port of th!' re;lis!ration statemf!nt, or as havinl< 

rrepared or certified any report 01' valuation which is used in 

connection with the r~gi,tration st~tentelCl, wlth resped to the 

statement in such registration stat0!nf:nt, report, O~ valuation, 

which purports, to have b0~n prepared or certified by him' 

(6! every underwriter with ~eSl"'~ft to quch security. 

If such person acquired the security af~ H the issuer ha~ made gen· 

erally evallable tAl il.i! security holdl'rL' an earning statement cover­

illg 8 peri0d of at least h._lve months bf~inning after the effectiv~ 

date of the registration ~tatement. then the right of recovery under 

tbig 8ubsedion shllE be ronditioned on proof that such per~on ac .. 

qlJired the security relying lIpon such notTUI' ~tat"rnent in the r~l:is­

tration stateml'nt or relying upon th~ n'lriSll"lltioll 5bltement and not 

Knowing d ~uch omission, but Ruch 1'f'liar:',e may be e5tablished 

'O'ithout of th" l'ead (nIT d ttl" "(,~i,tr..tior. ',vAtpment hy such 

J)eroon, 

I· ........ ~1._J)t fro_ '~lt"Ul1:y UPOD ltPOOf .f l •• u~. 

Ib) Notwith~tandinll ~he ;.rov(sionR of q\Jh~~di()TI :11) thi9 sec-

tion no person, other than the i~,'upr, ~haU liable aR provided 

th~r~in wbo shaH l'u~tain th.! burden of prooC--

(l) that before the eff.,~tive date of the p"rt of the registra­

tion ~tatemeTlt with respect to whic'l hi~ liability in U",'l'ted 

fA) he had resigned from or h.ad tak!"l '<I!~h "tep~ Il.'" :E~ per· 

mitted by Jaw to resign frum, c:!!fl.sed or ;\!'fElied ;0 ~ct in, ev­

ery o!fie", capacity, or rel~tio'1shi); in ,"hich h~ W"g descdh\!d 

in the registntion stater:lel>t lliS .lding 'Jr l1.gre"!ir,;( t.() ~~t, "nd 

(B) h,; hl\d !!dvi~e<i '.,li~ GO!i1ffii.."';,'n th~ iT' writing 

t:~~: he had taken &ll;.~:l adicn Ilud tl1at W(l\i:O n,}t 0; '~€'f>tnf}r, 

Bible for stH.:h purt of the r':~!li:o:"1"~ti"1U state:mcni; or 

187 
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!.~ "I' t! ~·',li i" A '1:;' 'n,t 

.·1 "',11 »!l.~lf',.,' ,'!,'''; \" iI. -, 'f' 
; 'OJ,)' I,f tI; ... ,~ ! ; ..... r; ~ 

{!Ill Jl:bM'!i. ~)un"h:a~'" ~"ihl/1' I' 

,.;JIi' h;ji;i" ahl! Ipi";'-k(lilljl ro~ "!r"l1l n 

_;,t.t~f!!, Uhdll>Q In rp'flrL~f' /oj'."'.'I-';';"!',, 
,f..'"Ji;-,QlJ() tnr ,-"lot... i 'I" I' :q<:'~l1111t.,n 1I:,;I I' 

.,r .,':111,"1111 f,'.', .r ""ff?'r. ,;!,I h"t ;,.~r!l 

/;;111 "lolAhl;,.t. 1 1,11.1 '1;"," '-'I;JU n 'f ti!!.I"*' 

-' ,"'f'~D 1!IlWllr:lfu In 1'"r;_","lS-I!·,n'. hUN! 

:>1''''' whirh. tvrlfil/lotl II,~ IttH.I" f\.lf' I h~ 
.<1 .(HI Ihllil w> tf' ::u.L;.., t,l "h"w tid!.! 

WllU'. \"lIl1ll',lllut " .. " ..,.hv!t,'lI .. ly "j!h 

'~\UHII Id. 

f"'u 1, ... ll- t-ff'tl14!bt. "t li;h "*,,,-,',,1'1 r ... 

'" t ,11",( rlt'r I',· ;'1:;' rl'. M rtl he "i" 
911"n,I" .. ~~., I,. "fH' .,{ ',I!~ fl >1111" 

.,r;rr 11 "hrnt'lr,' .1:,,:1 Ie ,,_I ,t ";'.1, .~;l" 

iill Hi [,!-Ol!lt In. lit un11l't'f!'lkinll til rll'\-',-r X4f 
"a (Jof IHIIl tlDder I hill IHII,,-hbldPr liro!' 

.~.{ mart .. r I. within proll"r ,H"'-t.·tI'H) , ~ 
l' (''}urt aad thai tur fm,IL,U 1>1 .. \1,>1' ..... '01 

, t\'fldllot mu.t tletlwtu;lrSfe 1\\",1 ,IIt;!r h. 

"d'J'llJL merit, Gt:n .. ul hu (,,,, IIf Cionn. 
A¢~f'rlTl.li. lI,C.X.Y.IMt, 31' 1<',11. H, 3'"' 

j"'I,!tj,lrl"",,1 

,t>;f ....,;I:-..-ul ;",to'.'r If! ,tofll'" rPljll.· .. IPII rf' 

i;Ff )\!lhi,'Q IQ,PllOlrl ... , Inl', '. F,d"'rl', l' 

\.:\ Y 1\1oI:\'. il),..,' .',;:>! il3~. 

')",11-1"" ){rllnllh..t dPllll,'.:"-!"'1 ("I" ,,1,'111"1 
r, .. fi."l"dfantlf, II-ti,,!1 r.y liiVHfmlf"nt nHdl','t- I)' Itq' '1l',"'HLltJl .. \4IU'fl JipP"K-; ,I,.!kn.r"'" 
1~ Ilodltr th l ..... 't!.un f,lr Illh'K .... 1 IlIj"n'tJ '''lin',,", I." .... >!r 101 
,:"t'olafh,ruM "frhh'h ladij!',-;I liUI",-half" I,f 
.. ,criffe-ll. f.HP<ti hI IIhOl'" ,,,,if ...... li. qr;; r-:;I", ii:lp,I·; .. r<l 1I:1'jil'l;IlttqC fl""w Ilrd"'l" ,!hi· 

r\-"IIHU aatul"_ ao-;1 111 .. 11" 1I.,rll"O PI 101; .... hl;( "11',11'111.101 :.11" II"un'3 I\Ifi,,'n& lIul 

,!itt! p"atiol of huod to l,."vp'1' '-"<If. r I" -1:1.«,.,1 .,;)tl"u!hful 4faldll"uIJ. 10 allU 
f~!1. lIidl.1dln. '1'*" ... "oal". aU"rnt"yli. fl .... , f.-~,p:tJIi'ftl I'dnoJlll'l 10 If~ "I l'r1l1il1'~'tH. 
"'U Ilenl¥d, hI. "I" r", • .n,d"~dl"o ,,1,.1 .. ,ll('nl 1',ol;!.1 ,h..,lh--rtp 

\lii, ;": 'f r"'IJdl"vn-U'l.It "f ;'I'!/-.01 it'" ,-"r>!' 
If". ,·r I"P:!I"ar!ruI(, ,dnl'II" f,.llllt ... III ,'''If!­
I';y n"";l ,'Hl.lllhIO It'd Iii Ih.., On,,1 PI",j"1" 

"f ,Ii.:. ".",,1 F!.lI'hfh,dl I' It", liu' \11 ~If". 

l· .. I'"' =" r 1":;1. !~ F:ld ~~J 

WHeT. II rfI1la",lI" 1ft "lalnllff tillwltll,,;,1 

,". la .,'flfiD e.ala",t l'ul"l)"'l"l:IlInn I,nl)"r 

,,1\. Iluh,'haptel" baWl! lib ell"!lf'd 1'11"­
"alelht!:nlill ur IIR!l .... I(lO In re.,h.! rllli"n 

'alltlileul ID l·IIUO .... 'II.ID wll h Ih1<oL'ln," .,f 
c.rIY~rlll>le pn~f"I"I"f",1 !<I,~HII, dill n.,t ,IIM1,d 

""rlpli iha' u1albllfh knif'\\ lit "i.I,,,,,11 
;,,r .. lt'It,IILij( ",lalt>I!I"!lljit lIt'flll"," 1:111" .Jh'jjPII 

"I!llIlalol. plalft.llfh w"lffll " .. rp'llIlrt'11 

'" (jl" ~'urll,!! Jo'IM'hI1l4n v. UaY'!I .. "n 
\Ir-" Cc .. IU:_S YYi.;U Il ~'IUI ";'11";' 

Ail '\ltal'd of atf',l'fI"Y". '1'1.'. "Knlrlhl 

i,,8'f;Qff .111'&(0 b' 'Ii "II !,,,I:;;(,'<t tI I;r"\..f'r 

,I'll! ~:lW Whl- (:L·)II~.I«"j Will, l,rl'j*lJ:l'" 

\\'1"'''1";- 1'''ltll'hdOI n,>;,ht.;I\lnX Iw.1 ""!;I"!t 
~I'f f"rlt; IHII} litll' ril!lfln f"r I"I,H,'f, hdOW-l1 

II, I'rlr! nl! !flt' ,,,,atH,IO 14\\ IH~ll iff 1IIII"t 

"II \ til,. 1<1<;'11.10 lI.n(1 i't't'l !IO" .,:' JI,i" I! 
til', O.,IIII\,I" .n ul",lrr ... rklll la" I,nol 1,,11 111 

I\~ .. "lit' '<dbnl 11,'r Ju.l.,,'iI'nl ,n"I'd~i'I 
,I'i! ,,'II'h "ani 1"Il~I!:K 1t.1' ",tll"- 11,'111111114 

"'''lIld III- IHI ~f'I"'<;.I.ld.· 'fi!lul ,h~'I"I,;n" 

,,{ IInl ,I,dl "'! "lOllrl \\ .. jjthf " lill""'II, 

'I';i 1\11:", '::"i F :.!.I "H", 

"'\~ "f I'rrpllt'''''''' \"11,, ,,( 

,Lid Idjt lit' UI,t'U:It! II; f,;f."l 1,1(> ~tf f.",I, " I 

j{1! ut f.,'t and {"ll1h'!U_j""H; Ilf I!I:W 'I Il~. 

'III I .... ," .. tI" ''''' i' Il~ ft.-n ,I 1-' III' 
• I\;~ ,'"jill II~ .. j'"",.1 I"JoII,;, -,I I" 1"1' 

rl't'l't hI frl'h..d\ty Ilf lh· rnl1Jl'htllll. 

,ddrJ v, tlhl.-ida A: C(I" (',A.S.Y, Hi'iZ, nn 
',;';,1 IlH. 

hI \'If'\', Ilf illttrld "",llrl'~ ra!lllr~ I" !'II" 
1;- "'11 Hi' thHllltKH lIt rt:1'I 1:r..,1 ,-'''11,·[,; .. 1''0-. 

Jl' .;~ wi!!1 l'I""JII>I:,'p »:11'1" I,L111~!ir~1o )11'1.11 

;,'f", "'1 I" '''~''''I<f 't'i! iI'p"-IIi" It[,I!fl'I"".(i 
." ,1"'I')I,j,jfll? \\ 11111'11\_"' j' ;"'lr'd"l1'", ;' 
.1' r ;,,-:;, ;':..'~I f':':11 I:i"'-J, ,';';I·'~~n ,~,':d!',1 
','" ~ 1'1. '..'II.~lt, L!rl 1'.:'4 II:tA, 111 !. I-<;.! ,;,;." .. 

~ 77/. CIvil lIahilitle-. arhill/{ iII cOllllcdion with I't')SIWC'('IU_ 

flnd comm'Jnicll.tions 
Any T,~rr.on wlm-

\:i) o"~erft t.·r ~el~s It ;(~:('lfrlf·; in VjiJI:ltioli of section 77l' of 
this titho. or 

(?) o!fpl'kl or 1lt-"!b a Bef"lrity i \vht-,ther or nut e~l'mpted hy 
t-h~ p"',j\'i;dof'l-' I~f Dh:th), 'l7c of thit~ tith.\ otht'r than paragraph 

21!J 



ell .. A i 
~; :t!~;;~:: :~'~:':~~ ~\~~~ ~; ~ n!~~;':~l~ft r;;:~':::~ rl:.~'rr~;: Ul~tl~ .~: .~~~ nO ~n;t ;;;h~~rt:~~I'I.'" 
(',mmler,'I; \ r of ihf~ nUi,LlI, by nh"":H'S ,:f u pro:<Ti'('tl;:l or orB 
rommUDh atiull, "\-hi('h illclltth'h ar; Ufltrlfl' ;{tatt'fT1t'nt tlf If. mat'?­

rial Li.,'t or nrnlts to :-\t.ltc a rnat'-'f'hd {at't I\!.!('t'~~ary ii, onlf'r to 
r:1ake the: ;;;tatt:17h'ntit, in the lil{ht of th<:' cir(,Un1foitlEH'C3 under 
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whit"lt tht':Y \\'!'r,~ rn;u.1I_'. rtt.',t mi.~!t'a:iit:g : lnt'> Ptll'ch;1~i!r Ij(;t knl'}W~ 

iny of ~:j{'h untruth tlf (.r.iRstonL and who ,~ht.ill T:,)t :-tu'tlain th£l 
~HHI1._~n uf !lr!}t'lf tl:~d ht, dLd not knnH" :lHlt in the ;"\':I'rl'tSe ill 

rCluona;Ji,'. tl!rt! coul,) pot huv.· kno\\,II. of slh.:h untruth or .JmlJ-

8hall be ll!lble to thu i'cr::!'(,a pl1r('ha~iftg Much ~(~rurity (rom him, wno 
rr:ay ~ue either at law or in (tQuity in any court l)f ..:orr:pt'ttnt jJri:l~ 
dictio!l, to reCf}'.'('r tht~ c()fl!tft.h:J"ation i'uid for t;ueh .:it'cuJ"it)' with ~n~ 
te:rest tlwft:'olt, lv,,-~ tht' nntuur~l of any iIfCI)I11C' fl~c('i\'t'd i !'H!rt',1n. U;iO" 

the h!nfit:r ef SUl'h -,c('urity, or flJr dfUlTagp~ if he IHI lOf1jll'r o\-vn:'i the 
sf'('urity. 

!\1ay 27, ]'):u, L :~M, Tit1!; L ~ L~, ,1:-\ SLIt. ',\..1, AtI,.~, Hi. I~!;~)·t, ;,;. t:6~, 

Titl.:' 1, ~ !;, I.;~ ~t;tL G;~.{l. 

Historical :\lot€" 

,,!'n.-d J" I":'" ,I; »nl: ,::1 ,,(ft'rlOl. .• r" .\11 ... ,).."",'111 U .. f,- 1",,1,-; 
I,r-"'I >l1f<1oi "·,"f,' ,lit,. .h,,' 

\"",_1., •• ", I.tr" n~ .", ,lfI\., "",'r All": Ipd,,,, ,1".1 I,,,r;""" ,,( ,,' '\'Oll f", Ill,"! 

iI, 'lA'jl, I'l'''' '<I' ".It ~'LI <If .'\_ I '--r .... '''. "'I' n,',1 ,- ~ 1 >II' ""'1;,( ,. !H! .\,In' :\1'11. 
H :"'",1;:1 

1')'.,rHI"Ifl>Zl .tIll! ''''''u''.\''''~ :" '.f'r,'r--Il!!,,' ",Ilotlt. ~ity .,( 11»11 
,,' Iud,,,·. ! 11:1', ' ... , I,,,! ", IIIHI'I"" .1;.;.- hI, !o"" J-LI,-;'f ,II 

t.IJ:i".,t) .. I .'"Id' 

I 1:ldl *~I"·' !If 11 

J: IlI'r1<>,/I,," 1 'lIfl'r (IIiI' ",!",·th>!), 

",'I' "'I" ) I, \I ~~.- "I "r 'I 1 .. :' t II' 

I. I r· "IltoL-' Ll~l' I~~."") 

!I t',Lt 'U· ..... l'~ ql' Ill- I',.:, "<L'" ." .,;,.-. 
111 J'l.h""iJ"''"I Lt4..Hl.t; ItI-i'lI' 

II Pll\i i'1"!: ,\?<oJ> l'Hn,·,..t>l 'l)"_4,,,"l- H \' 1,-, I d~~11l 

Y. (I'··.cr',~j'l~ '!I!-h:14 
U; \;t,pU ~ llit. Itr;LIf,~ ;,'\)_.;/(."1 

,. 

.. ! 

,: ;'",,: .. lh:111/i ul ~vldt'(I 

,"·¢",:"t, ,;\lI 

At(" "I' .. And t.:...- .. It .... _ I.' 

A·tit .... :0;11.1 .bor!th'lf '; 

t...w"'''~'i'.l'''i 
t; ~."Jlli"O~ly -':~K 

a"'E.i I.-a ~)rY. 1".1 

"'~toftt ,~! ..t&l;>I~."" 

"P'P'l:,!t'10nt 01 1'f"t'.-h l" 
""~J::t". to 4.f .... "d, t,..· 

r"'1","y at l".m~tf.h'l 
,\.joi'Hf\""fII M 
'-~-UI')J,lU ... • f 1'1_", ikt 

Att.)a";l&1 r..- '!M 

""""1\..,.,.-_ ttl n:&,._, ~,.r_4"_ ('.n~hl ... t ....... '/l.~ he" .... _ 

Dr. ... ,.. "",_0',. ('otl" 

Bq:r4.-1'l c.! pro.r 
li-o'<IlIr'r.lly t7t 
C.n •• I1.... 111 
C .. rrur."I::' f •• rr'litd 
(' lI"tr~fll hI( prn-<tll­

nUll dIU.rntf' I:, 
I!'u"nl. k;la-""Iltdl(t' 

"-rhat .. o:fl"rhc 

R .. lIa.nwl't 111 
Hhltlfn. 1M 

(' .. u.",II",D 

11u NI~ of " .... t I 
il!J~nl. of nfff'I'U_ 

R .... lul.ltr .... 4 

It. 
a ..... 1'I;ltl-<m Qf ct .... ' 

Noll .. #! ua 
Slll ..... 1'!;iI:.n .. _ •• f ;~ 

P ....... Ta- entHh:~ l , .. 
Proaf .t r!.lm It 
SP""hH'. d,.,..._ .. ,(~ 
Tl'l'k.1 f'hll.-n. h' 

Common. f •• '"'"d l b, 
t~'i,mmn" qllt".thlln_ ttt 

.... tlon. 141 
CamplJaJut lit-fA!' 
('Oh.fOqUf>;,tls' d .. ;na",.. 
Con ... r .... r_, 1>#'V.fHI4i 

t.t,. IM'tlCD t;M 

'~fJn.hh .... Uon pslJ: t'-l 

('an., rll("th.u .r to"OiII-i 

"Hlatrud.14D of -.rile"t 

f ..... n .. r"lIy I 

\"nth Ff'd~r.[ Mn 

"nrlP' ! 
"'"ll @'th4P::- I;u.~ 

,o)nlriblltloll !!jfI 

t'Olltf 'bular)" .. ",.1: .... j>,> 

;;'o.troilin. p.t'ruuu 
R))ntf'n O'f pro('f 

P"r.on. If.ht*" I)' 

R'·-.t,;u'.I1_ lind 
~laJnt iii 
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{d, ,,: 2,3 (,'mph",:s ,1,ld.',Il, 

!"'{~' :L'j1J Dod,.. r ('. H"f,l)(" tn':" F S~IPP, ~~;!1. 

2l'iti (::,DS,)" In,',) ("I Al .,!:Iinti'!'. ill ,,",h'r 
to haVi-' 1\ va1jd § 11 riQ/:,.(' nf ;1('tion, !f'.lIst 

pl<'rl.tl :1nti pr\.}\'(' that hi~ .:.t'K'k Wil:i i;;Sllt'ti 

I 'lr:iU~lnt to lh(' partl!"a!:1r rt'gi."Ilratinn 
statl'ment aI1('Kt"I to hl' .kft,{'tf\'l'."); ['ni .. 

c,)rfl rid", In\.'. \' C.t.nflf'n (;nHf/), Inc" 1ji) 

F,E,!), 217, :!Zli (S ns y, HJ7;]), This (''':lrt 
c"n~'ur$ rul~y with Jilfig-t, FriuuHy'.., (,;)l1l:I.1· 

Slt)tcS. If plaintiff ;~" ttJ stnh' a !·aH.~f_· .,f 
action ufllh'r l'-t",ti()l! lI, hI: flW!'\t ;,,{kg'{' t'!~!L 

hl' purch:a~~l'd Il~'W ::;tllf.'k. l\H('g'l'1J{ or I,rll\' 

:ng that the :-<.i£l( k, i'ur('ha:-;t-~ll in the 'If· .. ·'n 
rr.arhf·t. :H1Kl--t ha\-~' hi {'ll is'ilfni pur~',a:1t Vi 

th.' r\'~:)::<tt';\ti'ilJ Sl;t:; n:('nt tI.,.,.. r,'{ PH d 

:1<;5 n"pJiri'Plt'rtt. ,"';n' I.t'rh·r 1 Hel I~" .... 1· 

/,r,~, ,:U7 F,SI\f'P .It 2!'-7 j "1 i jt :> ~ 1I;.,.l :'r;.'" ct 
rLd st(h'k 'H~ir~ht' ",~\, h, en L,,;I,"d ,11· 

;i/tl tv II d.·(t'('l:\(' ;:<;:r!~ n1l'nL"," F .. r tlti .. 
rt'!i!,un nlnll',~, lhe ~,,(,"ij)n 11 dap~1 nlH.'~ hi' 
(li",m:;;;:i(,'!L E\l n apart frl'/l! tilI>, p::liHt~ft 

car. ,--'111)' sta'" a \';til>,1 .If ,f;'~i;l!l ull;kr ;...'(', 

ti('11 11 r;.'[aillst ('\'r:;,i~l dt f( Edanh, 

1, O((h't:0 "",I hee' .. ",r", 
{7j Ii is uf"II:~Plltt'd ttl.~t :~I\,r;!\\r"\'... ,Ii. 

rvd\;r;<; ht'llr p'\tt'Hual ;,·,.·tf;\/I 11 lial ,"t~ 
.... rht-,th('r t)r not lb'y ~jgltl".1 the i"'g-I:itr:Jti{'H 
;:t;tlt'm(!lIl. Hilt t!H,' ~:(!llt' tln(;{ ll:·t h,,:,J 
',rue of nific('rs. ~{"d;';n l){nl nf ::;. 1:1:::1 

At'L, 15 l:,S,(, § 7~L I'Hl11:r\"~ tlt,lt :111 L·· 
:'tl('r';;. pri;jI'ip~lI ('Xt'('uti\'(' <1!'fj,"'1', i::\ 

pill fic:lfll';;d nfff,'j'r, .tnd 
;;I'r\ \jilting nff:,'\'f ,,,,;;':11 a rl C'~i"tr:.tln~1 ... 'tt.­
ilwnt ~1t.'I~>.rt''( ('nnt,';~d, tI .. ilIiH;.'- tnt{ (r 
iL"i ofr\('(>r$ \\ h) n ('<"t' L,d ,11;0.\ di"'" nrc; 
:~l;rr;('tl the rq~·f;.:r~lt:' Il _,I;(iJ'llh':-,t. ;\!t-II;(j~ 

1';!ntil1rtl uf Poillt:: .iIi.! .\':It;.ll'ftlv; 'fl .~·l'l\' 

il('rt of :.~(\~inJl tn ,., Jl' l; ~J (:,:",1 f~.· !. 
}:i7~<i Dire, t h~ti<l:)' ,d';h r '\ 'l\'\f! ~ 1 
!,mtL j tv : t1<';"_' ',\\'j' .. f~','(-c" ;,rd [.; ! II' 

r,'d('~ (·r i·;lr~J/('j-'· 

;-;.~t ~'.I l'r;'j .. U"\'l/! .If ("r'tf,' 

,J ;k .. ;(gi-j'i':l~' :.lh'lI~i·l1t.,,. 

.'!"s I.-ith rl-"pv t t .. : :',1' t:'_'·';I' '! 

[~I Plaintiff aswrf,s that he cr.n sliltll a 
''"<'ti,m 11 daim again!t the r.onsifPling offi­
l~<'!"S H"dcr a ",,'clion 15 "controlling I',,~n" 
the.,ry, ,\. will he di.cu!.:lCd helow, plain­
liif has /lot adequately alleged any :;.oction 
15 ci;;im, But evcn if he had, Section 15 
,I",,. not make control persons dir<e<:lly lia-

1,1 .. un".'r '''clion II. 

Rplyir.;r "n In N! c',C',,-,J'!I P"lnre Sccuri­
!ie. I,iti,,:l!j,;n, :160 F,SuPP, 366, 384 (S.~. 
S Y 19n), plaintiff abo sugll""ts that til<! 
n,)"sigo:in;;- office"" c!tn be h~ld liabl~ under 
~('rtldn 11 fCor aidrftK and ahetting other 
'\'f{'Infl(lot'r"i In tll.lt c::uc, the court did 
Iwrmit "'h('oIr,;:"piratt}r and aid!'f ano abettor 
l~;ihilit:.- t.lndt'r :'Il'{'tlo-n 11. Thi" Cnurt (lfr<> 
1'::nl':l, i ;\'Vt \ er. to follow \1" hat it reg;u'd:l as 
1 mir:. n~y !li;;iition. Jwlg€' LW':l£i rea.,Nn'"' 
iJf~ in In fl' g'/uity Funding Corp. of :tmer­
ii'':. Sf't'W .. :tif,~ LitiJ(:lti;Yn . .{ 16 f.Supp. 161 
1(' D. Cal. 19~1't»), is more p{~r$:J~~ive: 

Thert" an' i·tlll'r limitations on the plain .. 
ttrr~' ;(id('r Hnd ah(,!ttor c1,tim:;. Most of 
lh,' t:!tlltes no which pl,,;ntifLl base 
tlw,],' ',aims spccir;c~l\y limit the catcgn­
ri" "r 1,:rsoM that ('an be Iwld liable 
Hult'r thq~e :,-tatutea Tllia 
('ollrt l~ df the npinion th:lt wh('re .'l !itat· 

utt' s/k.,,,ifi.'lllIy limit,." rnth'!! l+'ho max be 
11,1<1 Ii"/I'" ft:r the c(md"ct d,,<criti<'d loy 
thf' .-.t"tfutf'. the COllrt3 c.lnnl}t (!xtl:l1d 1iB~ 
f";:it.l', under ti OWt)ry {,.f .'ljd;~lg ;!nti tibet· 
till,J(. t.l {hi 1,',,1 , l' ,~o do not (:ll! within the 
,""11 t',l;" wi. '_"i p{ IJIltl,ftti:" dt·f.'ndants· de­
:-'\'riJ~'d' by Ow >!;IUlfi>, To impose ,'1uch 
li;d;li,tr \t';\:rft! c:"r<'uTJ/\'t'IIt chi' PXprt.':is in· 

nf ·r ("0'1;.['.',"'''' it! ('.'1IIC'tinJ[ these .'it&t .. 

:tk. UI'U f,rn.'-,·rih~_' rf!lrruwly defined con .. 

dIU'! lind ;1!!"I't rt l;~'( from pn"('i!k:/J 
dcf{!f('lj j;;trt:( S 

1.1 .tt t·; "1~1!,hn::"L~ l1;idL'IH 

Tt it th"'lr)' I1r ;H,H:l!! an·) ailt:ainJ 

wl'li;,i Lt' .';4:~t'J:tia;/: ~:ft the statutory 

ti"f;::ir: '!, ',f ;n.'ar.in,h". ~ud'l a theory is 
on' If CI1r:gT'~'"<i had ir;tl'cded that 

the,,!"} ,tH)~) to ~<,'(·ti(jn 11, it ,"'Oi..liJ 
'>1LI'l\~ ,.:11twr in t~h' st(ltute ur in 

t.,;i ',I.~j\_( L .tl>r)', Hi ('all.1(' it did nn: do so, 
.~:;"; ('II:' -: '.\11: nnt mon: i"evond ~;-;e drar 
:U',j ;:i':';tr",f} n:"~iIilP!': i!r tre" statutory for­

;;;'lhlv'n 



Lic lJ nd ... >r s('~'liun 11 
drafl",J, Tr,l' !.:;r;~.::_v' 

;;bin!y statl's th:,d 

::-ul'd .• nlr with rl"'iH'''-: 
registration ;;latt';'n; 

hav€' ht'l'n prl.:parcd "r 
15 U,S,C § ~70., j" 1, 
part of a rl"gi~ttra~t(JH "\.,:1'1';. n~ 

iug, th{~re is no iJ.t'i.'tltJn~;~:~t 

th<.: m:s.lt.'a.dtltg data 1·;tr1 t.t . \} 
~ted tLl Lhr- a,,'n.JunLt!iL 

~', ~rhilf1ey~FihJagv 81':11:-;,;.].s, 

Tran~Jer Hii .. lt·rJ Ft'd.;~.-:\ J._Itt 
f 96,029, at 91,tJ(ig (~) (~l).s y 

[10] As di:icu~:;\;.·d .1I10\'L'. the a 1-",1 ;~,tlttt. 

are nameti in th~ rq{i",tratlon 
having pn'parcd or I'j,;rtified L:Lj: UI': 
solidated ftnan('ial st:,tl'rr:t:nt:. Lr Ul:" >'t-;i.f3 

1974 through 1~77, The "",,,p!ainl ',\ 
lil:ri!ruHy construL·d, chan,'tlg"'~ ttl\"- I~f;'~ f~~ 

oandal informatiH!1. n:t' ft ~~,,: r:.t 't,n 

5tutcmef'1.t pr'Jlf:ir.l.:1tly laitCb a~1 / ,:;':I,d 
Elatt:mcnts or ,'iUmfHdr:,·:'5 .. f "!H--,:"lj",tL .. f"r 

1978 as "ul'""dit.,<i ,," rh'":''''' ,,( ll''''. lh.· 
accountanL..; c:.;n lu.:a.r nCo ~ iL-:1 i 1 ; ... I"i:itr 
(or allY mf:~;-itiltt-im:Tit ,.f ~ht.,' 1:}7r: filillncrai 

data. 

Plaintiff l'tlnkfiIJ:.: that h' .ti It'):! ," 
that tr.o: ~~t.;,Jitl'li sta'..l ::;v~:L,; lJ; --.it'·,,!:d~ 

as wdL A:.J di."tLJ:'Sdl ~lh·'\l.', ! r" k.r(" a;:·.'-
gati()r' cannut :~I.;.l.tc a ti<lirn r ;"1'::.10 

jl. Mon: sigl',i:icant. 11(\\\\:\,,,:"', Pk 
mtnt that 

The 'ICC0Ul1tart,: po'.. "t",; 
d~r § 11 ,,1$0 :lris'.'s (,-."" 'I,,' 
they were ir.\,qln~d in tllL' pi'!'i';lrat . .,Q !l1.d 
r'Cview of tl1l.' unaudilt·d (tt'.illIl';al ;.,t:.~e­

mcnts of the I;vmpany for tb" ~,ix !'!:I.nth;J: 

ended June 30, HI,S. In tlli" rv;,:at"ll, lh.'y 
provided "cotti cl)rnfurt" h"ul·r;.:. :tId tlth .. :r 

r('ptjrts allll \'a!uauons In lilt, nnd;':·'.~rlt-

U'. SI"t" Atlw!~·J,,·tJ Ht'l~~slr.r"JIt :'"-,I,d' !I.;'I.I "I tJ 

("Thf C()I1~tAl;ta1(·.j St.Hem/;,l;t ~ •• ! i 

for the thrt'~' months elld~>d ,\1.J,1 \ tl 

ant: 1977 tH\\'f' Wit hl't.·!) €,x,tI):,L('c! hv 
dtfi'. cl:rtILt"d p,.hilc :lccnuIltJ!1I:," I 

Ifl. On Den:':dfwr ::', :!17~, 1:"1' ~:,,·t ';rJt'.~:,> I:lil 
Exchange C:m;rr~S'ilqr, a,,,,,·,~!ti·d ,. I r I ". j(j. 
irtg tr!a:l d rrjJo;-; :- f~'" t,,' ;n, 

"CC~)t:",;lr.: \' lth;;1 

r: 

t'()nncctlnn 

:.:i"l' the at'­

h.:'>- :t!~ pr('~ 

,j, I}': j'>lrti',ns !)r 

:-':'llt..."tl ::'!'t't<dali":l n~'t ,1 ntl: o[ t't'ltr~e he (,<1n­

,i,krc·,1. ,f i',hinL[! t.".l pru~rJy 
r;.'.ij .... ~l the puint. hl! ha/ nt) :-tar~tling tf\ bd..;;e 

vnLo·n 11 "'",m ·.n " kttor \0 the uml.:r­
\\ ritrrs ~·:"I'·e. L'~ .1-,".. ,l..:{I'i~tt r Har{"hris 
("'"'!r, (,wi' .• ::"l F.S,'l'p, <>43. 698 (S,D. 
:-.; y, l:lI,S) ("P::,;r;t,f($ la:l: not t .. k" aavan­
~ ';gl' of any nn,I . .-rl:"ki il~"\ vr nl;.'-:r~"pre!Entu­

','I'" 1ft lI", lett.r. lTlh~t i. a 
m,.Ut'r whit':'l ft'btt·:- ;':llj to lht' cfHs~laims 

a-<Y(flt,d Rgaimlt 

lll:it n,>y-Fild.go 
."1. J(ilt'>tJ.,;, 1:11',. ,'t:;i;r~i. at ~n.t~YJ 

(\-.ntr;"r;' t,' thl' ;l'{,"crtf(J!l that "DeJoitte, 
ii.,:.k:ll; .\.: ;:;,.11.' i':<rti",,:;lli"it :n the p~pa­
r:lt;Uti ./ { I' >1;ltt:nwnt~ i ... a .)ut·!'tinn of 

~;wf " i P;aln'.if:", ~11<IlI"nlt~dum :.t 33L ttd!i 
;. I l',J! .'L~dl'< ;l:; a tl1illtt:f of LiW :hat "an 

i;~:. t,t-rllknt :'\.T.;,:nb,lit'~ HIl.Lility under 
>l't': )q~1 : 1 .,' ! ;,l;kd j" 1 h·,::~, figHrl..~5 which 

;,ti;-:,':';." 1.1. at 'j} .~~:,,( '1'h(> ,Iniy <1U"':."-

i " 'n whd t ICC«li1lt:UIU f\rt' "l1sme.J 

k·"tng' l:,'""f-,.r,,',j ,'I' t'l'4:;[:l'.t :lns "art of 
th(,~ rl'Kt~,,!r:ll; 'n liat.-m,'1IC" 15- 1',S.C. 
§ 77i--.:;lh-J; !d11rr':;...;i:>! ad,io,:,d), The Ht'cnunt­

.,nb' :'('I'~:,m ~ 1 liahil;ty i~ lim;teti 

(d pr"!,,t'r-ly ;.I('ntifil..·.j m:~iL'atlintr. qtate­

meLL, nl tilt' "~'f!l:ied fir,at1t'iai d,lLa in('bai­
".1 ill Uw n ).1'1 tr,ltit)H sllli.t:m,'nt. iti 

11,-: ;';1: \<'\ -h,dt I~Jtl!l!I,· ,\ r"p.}rt h} rltl. 

,.'1d,', .• ', II; ,1 II" 'f'\~' t/f tHl,ltj· 

11111' ·!"!.)I'!lI:lL' ..... ·j tr.cH'b-y ('.If. 

1 ~ ,,';j!l~ :,tj •. h ;,·p·,'rh: fp'lH 

~;';Il ; \' \1 : ,jLl\~'. i!, 'I'C 11":0'..1 that Its 
'II' " t ,\',1\ ,'. 

\'''_;<1,; .: 

l'. ".'dd\L;ijl \-. 

\\,,1(11; ~;f .... t~\I~; f'i:;'~ lclW 

tj·~n lila) ILlb,(:I,\' 
11.13 • pl,,"J 10'1 



l:!!)4 

w;~:.;, i,r"iJOi,;;('d ;11 {krl'I)!!,,'!, l~t-;-t \1:,tl'\i,~I"1 

dlsc;/:.,.-;p,l ... .;,',th H:r~,·q!n'-\ h '., 'h.-r til" 

!l:{I)(+k i\i~~ r(\"~rl":~I',1 ,:fn/ t ".tll';( of • .t It;;ll Af.' 

~h\Juld n,q ~1('\'i1U, ... (, lit, ,Ji,1 Hi,t Irn,t I'~t. 

; ";':: al ";<:r'op, .... tlul h:ut 

d~'rl'd ,'of! till.' qUI',1 iOIl, 

~:4} ~tt!'ki"I!!l St'lI! ~L n, \\--"p~q'j'r dil'l'ing­

In (\F ,,,!'.j,l,, CIIUO,"'I't, w,,",'11 "{;It, i to'I,'tt.l 

(,l~rtain I rl<J...l'r·,I('ai,,'r !l,ul I,,~'n 1-:1,lnillc>! 

from tr:-,j,nl{ In <'1'\'I'f.d ... t'l'llrit;c .. , :lh,:!ud;ll),t 

I hl)st: nf O"I:anqj.(raplly 

(0 On 1)-'I','ml~T It, l~.7:!, At' :>L,d il 

(kC:lIIIIg-m;"IY hnldllil-r-" ;1,' I:".irly ;l II't;;! 

Iq~~, 

,\F':; :"fl"HII,,;.<ion tl' ;X' I,rue, VIC find {ha!, 

J"fll':-' 1I!1,," nn~ I'll ad,;- :';l'}\\'n lna: M~'rkh:";l 
'J!' tit I}; j~ itt ,\F \""ITl~ l,ut un i,(l:!ce 0; ttl>: 

,llll'K'-'.! m,;->rt:J'~\':{I'lllHlil.m t!:al lh~ Ck,,(,ll­

rHl~r:qlfP' j,LI"'~ "",'f.' tJllfc-;triql'd. 

~,1.,rk'/ .. )n·;oo :t'llt,:" \'i Cantl\!' llJaY tu read 

;L~ ;Lppl;, /:1;'; nnly ! II the ~/uJX~h~· (rorn Ser ..... 

i('il);1 ~1undia)\:,." Hi'f\l.mJ of the 13irkenmt:Y'" 

!'t' pllrd'ltl-"", may lh! (,x~llalnl .... J hy the inV't'st. 

1llvnt d"t*I:'!tll) that AI-" hell I a 8ufticil'nt 

,!lH!lII!lt nf (k\'lln(ij{l"'Rphy. The newspapd' 

, !ij'loing dlli'S itPlllt"llr unN.:1at{,lt, and the de-­

ill t~i! .. ' :'['I'l:k'!i 1o-alue may he expl.-.inec:l 

ll~ IIli~PI;III;'~!'lfh'lIt, ('!'nnnmic lIedin(', dC, 

Sq' nrl~""k:m', j':rn:il & 1\~"'mil. ,1).K9 F,2d at 

AI-' n';->pnlldl'll til ttHo.,,' Lu't!J:d a~"('rI:I>~I" I:'lt:"-':: 

\\,~h :111 :I:f;,bvit frllftl AI;1I1 'Ld'I/,)J~ Ik 

~Wtlr! In.~t H.:Llld"ijln 111.1.1,· ,,!! i)l',1 '1111'.11 

Ilt·";;'1' (ilr AF 11:11;; hL~ oI"II;lr"'uy 'II ,Ln,,­

i~.fl'2. \": au:iI l-'t'hl"',UI".\ fIr .\1:l.',;·h ,,( 1;1'7,\ 

dOll Ill' (~,1;ukizdll) Lr:,t f'4t-'ILl'- a'~,d'l' "r 
itqtr('l'r;, li,'~ in rl'!,I:I"1I ;1' \1"."". !'ITI[.,}i,) 

·.tf~·~'", 1l"~,lHl th,It :11,_· f' .. ·;,",·r 'r"lI',,:tt'tlllll 

I.\';~.~ 1';':h'l'I:,d I~T.I;, .. ,· I: .. \.\:.c; \,\(I!idK I. 

~i\t' tn.' h"ld h"r:L!, ~ kill-I" Tit"f,' \\;,~ 

"i- ,il;.', ;;;';~h',~f of th,' ;.11.1.[" .. : 

Ol'~'anq~{r !Jill). Tb, Hq';"'1I1 

P'L ilion In t)t'!',u',";...;r''1dl: ;I'I',l, 

it(! ('Xp~;t11:' d dl!' HI ,\ ~l"q"" ,f:)VJl ~ ~"fH 

lo :\ F' :l~' !llItd,II, ,j tIl \ F' .. in',ll"'t:r;q'lt.\ 

lHldi, go:., 

\h\, i;(t\" 11(,::1 th.iI !b, I'd~'''f", .. 'til'"il 

frall,1 t:-\ ,11"",'n\t'y,".i (;-> :,,1' \b .. '\'wr II' 

Hrish.;-fi \ f:nl~; i '!".'f---.r. "",1 I' ~d 1:11'.;' ;:'\). 

('ir, Hl';'r.l, ffill. II t' ,\1 .. .'n.) \, ":~ F;~; 

(!hh Cir l:rl.'). ('( (ilh,' .. ,· ..... I'·i. I ~,! 

r'.2d 1i.t'7 t Hnt. ,'if IT~li ;1", HI:-! I".,d'_~ 

I :: ~ :' '-I '" 1 i., 'I 

I " I ;, :. !: t" .... 1:' \ \\ "~! i ". l" 

m"I.-rnl LJ..:t fI',;,''!!'''';I''; 1"1..,', 

L., LI 

"",1, ,,'! .1 

!'., j ~I ,>,011 p 

,:., 

," 

"I 

TholJ~~'1 ;t i~ _.I;:r l,n'rl,~atiH' tu ilfrirrn 

",:HI!:,II",\' :~,d~:ll:"lIt "II j..'Tllunds nthl:r th:w 

~ 1:,' .... (' !"'cd 1,.\ II!., trt;!I I'<lurt. Wl' dl'clint~ to 

'!if .:" lli't'~· \\'1' lnrn t~l J',nFi' a&:;ertion 

111,lt 1;1' .':n~"(,, I~' liahh· \fl1d~T ~ 1:1(2) be~ 

;JII-", !Ii,' \\',1:; 1I,'t a "st,j\, r," 

IHI :.: 8 1,,,.110/1 J:""(:.!J ::~':h r:-, The rnc,t.n~ 

'.: ,. "III·!''' r,'r p-Ilrp""'l'~ qf ~ 12: hw 

;., 'I tl ,-l-l:.-i,t!l~ ('vp,LIldl·d IX'YIIlld ~ re p"'I'S(JO 

,\ 1.,1 lr,d' ... kr', 1/:1(. ttl ;mlu.if.! "1",rtit'ip,~nL"" 

if', 11:1' tr:IlI:·.;;rdi',n. rlll~ It:~t i_~ \\ ht'lner tht­

Ie.! lr~ til III;· )I:;~jil~ :'f [1llW";i !tiredly nod 

P'II\'PI:J1t f,'n7l1 th,' ;tt'li:ln.' of tire Ilt-fend-

;:!il • ...:;,-"t \, .U'lrphy, !',~!~ F.~~l tl.1.1, 6;;0 

~:It!t {'ir i~I;-'J": IV;.Jr'o \-', Sn,ilh, i.J:!1 F,Zrl 

I'.¥,l<, 1",.1;1'\;' Kr:c!~r,'d, t):.!;i F :,~! I;.:~!r; Chn C:r. 

II >."'/1 1, n, f rnrk (~'rp. t '\.f'.,-'ri.'.'-w Intern;!'" 

(1,,,;,,,1 F(,lll,-i,t" ',,1(;1'., ,j L": l"::!d f~), n92 93 

( -.\!t f' d·. !". ~ ';""1 t r 

,\1 ,Jl)~1,,'~ tl!;,t J01H,,~' I.kHit;q" itS <;lll 

()f'l 'n ti'lg-r:q _II;' \\ ,1. ... ;,Ilfficit'nl to 

I'""" h;;~1 dlrt,.'lh- I~iddl' :l., U ":o.t.'lIl'r:' in 

·.h.c, J ""itlt'n Ill' l·l~l.In. d and ('fred.aauld the 

u'liqn 1n ~ <J;lt'n~aU~I', .\1" tlfg'oJCS 

t 1 . .1 !. ".'1 ,-, ;tt h .. d !lid,~!' untler the ~. 

I' ,f, ;,:~ ;t "')~"'I;'~lql"l:I'" :\." an alficr and 

,,!-,: 1 ( (lI'i1fj".'"\ ~ild.I\Or!'l i:'l:t:',nl.-\C Wi' 
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l~ :'. i r:r<~1 

h[l!d:fW tr',:,t pl:.\l,: 
\'Jd)} 'll [!;e 1 ,'; 1 ). \, 

df.1~'h.i.rd 1)[ ; r''',: 

~' ,','I r~ '~ 

! ','.'. 

.\c-t:- t~rt·;t~;", '.·I'L.~ ".": 

w:.,..:h ;;- I, 

to thl' 

I!~;wr i r j;'.::- " ,(.' '\ 

a:;{'gl'dl~' fr:tldlu;"Lt "'1;,1\',.'1 

the l,c.:-I:': !,.'r a ,Llll,n.:t' 
:\cc tl '1 Lr 7"1' 'j,tutli.J: "[ 

two JJr>1V,:c-.i,'l:::- ir:v,.lv,_' 
l{ln!led ~u adt!rf'~:-; diffcr"h~ t: 

Seetiufl 11 of ~hf' 1;1:.1-:{ Acl ;1 

seeurity to ~ue cd1,;JJ.n i;':",1!;-. 

(t!ring ~ht'll fabt- \.,1' p',<('~ 
rt'g-i:'t!"4lifJll ,:-t.:,l\'rw~'nL L: 
cornpli:"lh,t \nth th~' d:;-I .d' ;;1'" I r,,' 
pdSll!~ a :-!rUl;.'t'I:t ;'\:;lI>!:~r'l "./1 '",II 

I Sf."I.l!'It!t' A,'t, ~~ I L I~, i: 
E~f'h .. lJilo:t' Act, ~§ :1, il;, ,~ 1,·,-

j' .. \' 

1,( I hI' :--:, '\'U r.: ,I'" \ ~. 

I:' .t, ,i·.\ I 1:1· .... 11, \ I I" 

"~.r ,J II'S Ex\ },~,!~,' :\.1 ,,~, . 

:~t;i-L t'1·rt. J,·t.,.-.L 'I;; I ;- >-1',' 
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,'HUr. d~·tlH!lO r.:ld rt';I(," ",j 3 :,.j',: r'~r:- ' j. 

tt"t< I:f'j[db~i,>n I":';;:~ ;"1 _" ~I. 1~1+ 
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L;lhdll1 ii~<i.lr:$t : hi" i$~ut'r 
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fl .. ' ,"-:11' ."; :1~ t' ""n'., l.cd ,'.n 11!1!:/ to(~ :.'r'ouj{i:t 31!':linst 
, 'll.~.: "", 1. :,'"cr IT: j'H AI"iMll"\l1 be bruu~r.t by a 

, t ,,;,'::,'r ,)( '{j/,UI ::,t'\'ur:r,y" ~i"oijns~ "iltiy persur:" 
,~.\ '!, I 'tilly ~1"l:~:pU~;~t~\e Jr \it~¢·-:p-~ive d",'\'ict! or con-
!;\: ;~. I' ill "jlnr,·:dif,r, wlln the pun'hue ,if ::41e of a se~'"U· 

;:1,: "I (',~, l', §-:~j,f,q;\pLi.~l~add(~d). Huwevl'r,aSec-
I I~ L; p~.l;n: iff ('arr:~s 3: he.:;:\ lcr burden tha..'1 a ~ction 11 

i' ,u;t\,L }!"5t "gmf;calltly, "c m~gt pr<lve that the def~nd· 
;tl;! ;lrtl',j \-'\lih ~Clt'ntf'r. i. t., y,'ith mtent to dei't!i'.:~, manipu­
I,lle, (,r ~h ;ralHL I' 

:';,I1n' ;;,'0 i,.11 11 anti St'cticll 100b) add~," ".n:~rent types 
d wrj".:: . ..:,t"m~, wt" !\l't~ nit n:lL1nn lo t3l"Ve out an fx.'eption to 
,~;t'ftioll I'ld), for fraud on:~lr!"lng tn a n-gistrtAtiGn -5ta~ment 
:'I>t h"I,;,!J:"',' I ht~ f-amf! t'(I(iduct may also be &t,tionable under 
~"t'l:HH 1 L r"'mptill,z' s.u('h i..'Gnduet £rom liabHity under 

iO'!1I '.;I'luid t~n!',l!iLt with the b&sic p~lrpo8-e of the 
I:t",\ '\' l L! ~,ro\"idl' .':'r~'~tt('r prlttt,,!.:tinn to pUl'("h~n of reg­
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lo-b 15 § 78j SECURITIES EXCI 

Sec, 

7f<,'c. \'alidity of contractii--·Continued 
(d "alidity of loans, extension L 

Iien~: actual knowledge of \' 
7~dd. Forehm sfCcurities exchanges. 
7~dd-1. Foreign corm pt practle,·s by i,wer,. 

(a) Prohibited practic~s. 
b 1 llefinition. 

-'", 

7~dd 2. Foreign corrupt practices by domc~tic Cl'IlC(!rtlS. 

~l. j Prohibited pradiu';o1. 
1 b) Penalties. 

Ch.Q 

creation of 

'(') i 'lyil ,tetl1,l) r.y Atton)\'y l;(;l1i'f.t1 to pC(!\'l'nt viol;;;.tiOD!L 
d} D(~finiti()n;~. 

7)"(\·0. Tr;l!i:iiiction fi:~'~. 

7Fir. Penal!i,'s. 
Willful \'i(jlatiolls: fal". and mbk"dir,,: statements. 

I" Failure to file information, do, ilm,'"ts, or r"!-orU. 
e) \~iolations by i"',..;uer~, officer .... , d;nctl.lrs, stotkholden, 

(·mployees. or agC'nt:1 of i~sucrR 
7;";~~, SeparahiJity of pro\'i:.;ions. 
7~hh. Effccti\'p date. 
7~hh .. 1. f:ffecth'e date of certain s(('tions. 
• Bii, 78jj. Omitted. 
78kk. Authorization (Jf appropriatir.:1' 

§ 78j. Manipulative and deceptive devlres 
It shall be unla· ... ·ful for any person. directly or indirectly. by the 

use of any rr.~ans or instrumentality of interstau! commerce or of the 
mails, or of any facility of any national securiti<,g exchange-

(a) To efft'ct a short sale, or to u.e or employ any stop-Io •• order 
in connection with the purchase or sale, of any security reristered 
on a national securities exchange. in contravention of such ruleelJld 
regulations a~ the Commission may prescribe as necessary or app"'­
priate in the public interest or for the protection of illveston. 

(b) To use or employ. in connection with the purchase or aale of 
any security registered on a national securities exchange or any se­
curity not 80 r~gistered, any manipulative or dereptive device or coli­

trivance in contravention of .ucb rules and regulations all the C0m­
mission may prescribe as necesSilry or appropriate in the public in­
terest or for the protection of investor •. 

June 6, 1934, c. 404, Title I. § 10,48 Stat. 891. 
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OIL AND GAS-Price Ceilings 

K~Pl";t'" 'JtUf';i I C;IS Prict' 
t'(lr:~i,j(',\tti(jll nf c.:ilior rjf:\··~, 

;Jppiil',:]i,m qf gtl.crnnh:n~ar 
rt.'ddt:rrlHJI.Jtinn 1...'[;111'1"':' cpnLlllll"l 

Ir;lL-L __ , ;lnd \\hich :flHih rrj(~l' In"II..';I'>I..'\ llJ"!l'j ~"._-h L";.") ,1:\\1 

l':au..,c;, III 111tcr<ita1t g;h ccilili r.! pf"ic(' "'\tab!I.,,hcd dl' 

federal '3tura[ Gas PUtll'Y .\1,.'" \)1' I <)?~, It-X'; 

tracts bt'twccn !jib ~ur-rlicr :lnJ. p~lblil: Ul,;.t\ In \'1l:L111PIJ <I! 

('pnlrilcl Cbu:-.c, :lnd llh;rcf>lrc rrH.'C rn,l! 'I'\'! be 

('sJ..:,!latn.i umh.,( pricr ,'se.dill,q '. ,-he:, tu fl.~dt:ral \l!';' §ltl2 

t'L"iliOf_ ilpplieabk tv "1:1..'\\' lit' -t,!l~ g;ls; §IO~ pI h-der;)i Act. 

\o\hich pWVIJC.S th,)t ceiling PrJ,:).:' ll( inlr;t',J,!l(" !1~h :-.il;)11 b(" ;O\\,:f 

df § In? Pf;I,.'~ tlf rrll,.'C llntkr h'f}n-.. !If !.:'\I,;linf! L'llIl1f,l,'!S ill) d:J1c 

J1f 1.:'11::I,.'1111I.:'nt. duL's ndt ;;U!<llll Itil.\liI} tri~fJ:r !21J\':':flIliIClll;11 priL'L' 

I,."L'alal,jr \,:Iau,cs in g;ls "t~pply c\1rnr~ICI;\: K,In~.I;" SlijllL'.'lIC 

(dun';.. dl~(J:"ll1n thaI !-!llVC'fl1l1h'H! pficc l'''c;l1.Jhlf C!;.lIj,>cs .'.1 I ,,-,.,.1 Il.' 

\A('ft: ill:\ulliL"'Clll to 1.'-..1,.',11,111,.' ~cl" f'fn.C IlIlt:f[)f('J;l1illll of ~t;lh' 

i;lW t(> \I, hll'h C.S. SlJprellJt: Ctlltrl defers, (EnLfg} Rc·,cnc:\ 
(lrdilp, 111'-.', v, K;~ns;L" P!lw~r ,Illd Ltf!ht ("I.. ~,), !·IJ~l)) 

SECURITIES AND EXCHANGES-Anlilraud Provisions 

SC(:Uf;tj<~ pUfch;l:'.crs who ~J.lIIl! 'tw,\ ',1.Cf( JI,.'lf,l()ij,,'d b\ 

llJj"ofL'prc'lcnt,nilln:'> in fcgistnthlJI ~1;Jl!.:'ll1l·llt ~~l1d prc:-;:'C(l1; ... (>lr 

·,t:l,'llritie:- h;n,c ,_'Jus!.!' 'J! ,Ic;jt;n t;lld~r §!Od_I};Jf l'/J.f S':t:lHIIIl'''' 

F\I,.'han!h; Ad e\'Cl! iAh~ll 1,.·,mdL.,,:t l'dJ1lpr"llIed ,)f JI~J.!2!Jt ;::',jJ lJ~ 

,IL'tl,ln;lhlc llnuer § II Ill' i')J.1 Sl'l'lIr!lH!S Act: pa-.ons ~i:rkjll~,~ 

rl,.'t:o\.cr! under §l!l(h} 111,.',:*J pnl\L' thl"ir (;~U~t' .II' ,1(:LillJ h~ 1 I',;: f\.' 

pfCf'tlnocr.H1l:C df cvid~n;.'c. (tkflnan &: \L:d.ClIl \, l!llOJ~k­

,,1''00, 'os, ,~I-ohO \~ ~ I ~I O-() l ,,,,!,~~::- .UJ91) 

TAXATION-Slole Franchis" Tax 

.liq 

I II II T t' \ I II r f) I. i n I " n )4 

HEI::llAX ,~ ~1A,~LL\:-;, PETITIO:-.1ER 
~ 1_i;''':;) u. 

RALPH E. Ht:DDLESTON ET AL. 

RAl.PH K HUDDU:STOS ET AL., PETLTIO\'ER 
;-<1-ld7ti ". 

HERMAN & MACLEAN 

U:.i WRITS m' C£R'110RARI TO THE <':SlTED STATES CO<':RT OF 
APPEALS FOR THE FlFIH CIRCUIT 

Syllabus 

~o. ~1-4';"\.{(} Arjlut"d :-.'o\'ember 9, l~\,,!2-D(>('ided Janu.a..ry 24, 1983· 

Aii .. 'j{ir'f( th;,t Ih,~y wt'rt' d<'fraud,>ti by ml.!lrepJ'esematjon~ in a reg15tn:tion 
-",t:li.l .. mi"cL ;snd prQ~pectus (ur t"ertain ~urities, pu.rcltasen; of such se­
<.'\;ritw$ t:ni-llght; a cja..~ acthJn in .Federal DIstrict Court against most of 
Jhl~ particlpants ill th~ offering. &li.'king ret.--ov{'ry under § lll(bl o( the Se­
,·urlllt''> E:-cha.nge Act of 19.14 \1934 ALt), which makt"S it unlawful for 
",my" p, r.<iiTl tiJ \Jt>e "any" marupufativt' or ..ieCt."ptj\'e dl,'vicl: or eomriv. 
mf't' in the Jlllrch~e or gale of ·'an)"" ~urity. The trial judge in~ 
slrJ~t;,;d tf-":e JUT}' to detennine whether the plaintdfs had proved their 
<3U;;e ,if :lcrion by a pn"pnoo("i1ln(',t' of the e\'hience, and judgment W3.S 
"IHf'rf'd!ln J h .. ba:sis d a jury Yl"nii,:t in pl.aintlffs.' f3\'(lr. 'The Court oC 
,\I,pt-'a:,{ h,';,j that a ,~au.w o( a('tio-n may be maintained under § H)(b) for 
fr:: '.Jdl:iel'!{ n;i:.n'i)rl'!'i:mtationt' 1100 "lmlS$JOn.s even when. as in this C85e, 

,''!I;,JU,'t llri)o!ht ;:US(,) 'Li' a.clitmabf-e under § 11 oC the ~:J.rl!les Act of 
.\n;, v,.hidJ t-:xprt;$dly aiilJws purt'hast'r'S of a r("gi~J t!re<l se-cu­

r,lY to .;-t'rt .. ..;n i.muJflt-ntl?d parties ",'ho play Ii (hrect rn-ie in a rE'gls­
"7v,i "lY,·rill!4 wr.rn IaJf-t' ,)r misleading mformamJn ir:t!'Jded in 1 t'('g­

,'tr:.V!lH: ~1.at,'nwr;L HiH\'€\'f:'f, th" (,q'urt of Appea~ concluded thtll J: 

l!h.l';liff fP\?f'Yt'r;.' undE'r ~ h:\bj of Ule 1~34 ;\("1 mUt.t Pf'1WF his 
>;l'<p [J:/ ''',';,'aj Mid <.'JJnvirK'ing" e"idrn{'t', a.nd n.;'Y cc:r'5M and rrmanded on 

", hJ"f j[r,_ md.:;" 
!{"(,{ 

L Tnt' ;i;\,-.li:.itllitj a( an \·'l,PrE>Sl!!. r~'mf:'Jy uncier § 11 of the 1933 Act 
1(",-" n!;t 1It),'~udt, defr:mded pu.r~h.a.~H'rs of reg1!tet'('d St!~urltlt"9 rn\m 

':':i1iPI .. iHlPo!' an :1ctian ll~,it>r § lOtblof the E~ Act. 

two prc"i~ii)n.! invoive di:,tinct <lAuses of &etlon and Were in-
1c!),k-d (,,; d.dtirE';<'s different type$ of\lt~ngdoing+ t:nder § 11. a plaintiff 
Ill'I--,1 :~h'j'K a m:l!f'riai mis;;;.au'm~nt ,lr ilmbsion in a registration 
,tat"I'II'rlt 10' (':Hiih:13h 3 prima f&.!'ie ClL're. SUl'h an M'tion mU:Jt ~ 
J'r';;J/~n;, ~IY:1. jlun·h""".-r ora t'('J(I!lten"'l'i 'iof.~urity • .and 1.:3. ... 1 tmly be brought 
,J!i..1.iJ,st C.-r7;tlD partJ('~" In oontr.:L!lt, § H)(bl IS a '\::at~hall" antifraud pro-­

a purcr~r ar sdJer of a ~urjty, m order to esUiD­
;;eL\ln, :0 ~rl)vt' lhat 1re ,j.efendant acted with seienter. 

~'Ir.d·O-'d :«:tldnab;t> Linder § 11 from !iab:1ity und .. r 
w~lh th~ ba.si.c purpo«c of the 1933 Act; to pro...-ide 

51 1.W' 4099 



:, I I.WIIOU 

gTl'at('r~pn)t~·t;',f! to pun::h~""n G1' :f'j(l"tt'f,·:j ~h'\,r;Cf'~ 
n'_''-E'i jftHJ)llSitinn that the two Acts til 
Cf. E_""1Uft & Errt:1! v, 

i\tr Jtl ion Df t h€ remt!'dies 
~Nt wht:'n ('Qmprt'ht>r,~~vt"IY reV;3{,.j m 1 'J7.'i , 
fl'1ienJ rjy.l~,!l _'tJr-.tU>tenti1 ref:,-~"TIlz~"i .if! 'r:~lf;if'1'l prwtJ.te r,du 1'( ;.l'~ 
Hu\ Urt.lN § 10' bi {'v(>n whNe "'P!Y'fS n''Twdw:; Il:-Hl.-r ~ II or "trw, 
"'"H(1tI~ wvre ava..it.abie. A (~,m'Ul.al;n:, ," !1;'1 rl,"-!Hf\ tl: '-~'o{' """Lirl~ll'~ 

ai •. !, furthers th,'U' br9ad remt',l.al 
;( 

;:':jY'.l!Wf, :;aw ~3 lHl~ILil~~ 

Ing An Impt.11..anl purpn~e of the :< ;vra; ~0;"Jr~tll)S! -'~:i~';1tt'!' ',4~"'; ~.) 

r»('tify pcrt'eivf<d .jt'fCli~;,cle-S ;,n 

":;,! acilshing hl~hn si.:md:tnl:01 'If l'1')Lth\l't 

ha::.cl('(' d the part;(·s' ;nh'n'f_;~' 
,<,'r.1Jice Atandard, wbd,; aa,~w~ ;~Jlh 
(ul,Khly F'ILaL {a.. ... h:'-il'l. ''''''hilt' 
1: liM, filly N'sult fTl'm a 
tv!""> an: arr,l;ng the 
l'>e1, .. uri~:f'$ :awo-:, and 
wt're .jt'(~",uded> tnpy 

PM F_~d ;~H, affirmed in part. rev,'r,~t'd In P;J...'"t, itri·j r.'m:lf"j('d. 

\fAHSHALt., J .• dl~1i\,pf'"{>ti tht' "t;iL'iln d :!1t- {",-lrt, <!j whi,'!\ ,in r)~lwr 
:\tt·milt.'1":'4 ;"In,,:d, <"XCt'pt P1)\\ t:LL, J , \\- h,) t,j<,K r',tl P"lrt H':,_' ','(j~. ;,j"r:lb)~ 

',r >1",'""-",;,,n 'ff the ,~a'it·S, 

Jt;STICE MARSHAU, delivered the ')pininn of the Court, 

The~e con::>(;lidatE'd caSeS rai:.-:..e two tlr~rcso!n·d qne~:jlm:::: 
cOfl1:erning S~dion lOfb) of the S(;(~uritte~ Exch:mg-€ Ad of 
l!n .. L I:> tL g, C. §7~j(b). T'he flr:-:.t i;-\ Whl'lhl'r ;ji;r{'h:t"I'r~, 
Ilf r,',,-.;i>tl'r1,d 5t'C!lritit':"i \-V}U1 .11l"~ll : hi'Y iVI'f(' ,l.'fra,~!kd !»)' 
mi!"rpprpselltatilJtl.s in a rt'h":i-t r;ltinn ~tat (-'mpnt may nl:lir.taln 
a::. ;H.~tjDn under Section lO~b) rhltwith2,tanding tnt,' ('xrn',:;~ 

rqnl'dy fiJr mbsta~t'mpnt.s ~md Gmi:--';-',lH1l3 in 
c'~at. m,~llts pr(!\'i.Jed by S"l'ti(!n 11 HI :he 
I!f:)~i, 15 l), ;;, C, § 77k. T~w SeC'jb! 'Fll\~tllln !::' \yr.t-th,'r 
1H'~dJI;-; :-~::('kir\~ rl~('I)\'ery under SN'n"l1 1l!1 hl mu:,t prl}\v 
their j~aUse of action bv dear ~md c1m\'ir~dng' eVi!Jencl' rath.>r 
than by a pr(*pondera~ee I)f ~t:e f;'vid(:nce. 

It, 1~t)9 Texas Internatior:al SPl'{'dW;'lS, Inc. l'"TIS"), fll,'d a 
regi",tration ::ltat,'ment ;.ll~d with the ~'('C1.rritit:;:; 

and Exchange C{}mmi:::sicn ;l '..Hull I,f ,$-l,:j!18.,9t}u in 
~ecurities to the public_ The proceeds of the ,ale w,'re to he 
us;('J to finance the constnlction of au :lutnl!1lj·bile ,m·,'';!"".v 

Tht:' er.tire i'5sue was ~old on ~h€' offt}ring- datt:, October 
1%9, TIS did not meet with succese, h,)we,er, and the c')r­
poration fileci a petitiun for barkruptry 0n ",-,,",,mner !liJ, 
1970, 

In 1'J72 plaintiffs Ht1ddh:~ti)n find Brad:e:' in:::: i!,~l!t~d 
acti(ln in the L'r.ited State . .; D:4rld C',-Jurt f;Jr th· ~(f41thl'i~1l 
Di~trict of Tcxa.5; on b~ohaLf {,f th"fi1 
('r~ d TIS securities, Th,' 
~t'"ct:jn l(i,h} of the Sl'curitit's 
['~l:l-I Ad') and SEC Rult, lO!:~5 

erR 240, lOb-5! Plaintiffs 

P~",,;n{ilT;.{ a!.;; .. :,',h';:>-';l \;, 
"urjL"~, Aft "f 1!U3, L, I,' ,', l' 
j'>I'~:",'n ,m wht'th,'r ~',':,'Ai 17,:{' 

j" 

aJ"tp :~a,;:;t'_ of ;«~t;'ln 

",) !"ilr ;l~ t,1 :1eC1li,' tf<l' 

t!. ,lrt'u:-:der. 17 
the partkipanL+ in 

the offt'rlflK. lrll'1tbiinJ4 the tlt'cotuuing- ftrrn, Herman & 
\tlt:Lt':m, which had ::":tlcd an f.'pinhm m.ICerrcllW cert;un fi­
nancial ;4a,'t~mvl;ts and J. pro forma balance that were 
'-'nnt~i}nf'd itl the ri·J,:.-;~rr::ltion :':tatement and 
P:aill~i([::, L':dlIiU,(i ~hat tht~ dt:fendan~~ ;laJ 
tiknt tlJ mbr"~ln'''e:~t Hr t.'1H1c{':\1 m~tt'riaj facts re­
h: .. rdl~';! lh,· finarH::~ti cHndiU!Jn L·f TI;:;, ;n,>Iu!i:r~~ t!;~~ ,-~;)~ts in-

J:l>':i:"~ Albmittcd :he 
rdating ;l:\bi:ity. 

Ul{' jury Uabili~)j cou;lj be found 
dt.'ft...'n,janc", a-ett-"j with Sci-e!lter/ T:i.t;" jH,!~e also 

in;-:tr..ld t'l} til(> :ury tn determine whether plaintiffs had 
pro\',"n lht'ir 1)( ~h'tlim h;: a pr('pnnd"'!'~tnce t)f th·, pvi~ 
tit-l'(:l'. ft'ndl'rpd a. \'l-'r.1H~t in fav1Jr the 

lin til(' i~:stl!~:s. the '{Y'llc:ad,·d ~t-:at 

,\: :\-lae.L::lH an,! o;:.h\'r~ had Scdlon lUib; 
ar.d R,l:L' :ob·,j :!y H~a;"in~ frau.Iult!llt li1;~n'~;n~H'nt;J,ti1!B;; in 
the TIS r,,'g1;-.;Lrati,m ~t:ltcmt:nL:' The Ctlll(t lht.~n det(::r~ 

rnilted tb: :HihHlnt !Jf dam!l~t')~" and (-,llh~r;,'d jc:!:g-rr:('nt fur ~:1E' 

pl;lint: (f:;<,. 

Or, appeal, the Lmlpd States Court of Appeals for the 
Fifth Circult hpjd th::tt ;J call~e of adion may be rnaint~\incd 
~nder 8,'e' iull liltb) 'Jf the 1;134 Act (.,,- fr:ludul .. nt nll,reJ)­
rV:->l'ntathms anti umL~fii)n:3 even when that ,Ymdud might 
'llsu be adinnabte under Section 11 of the Serurities Act of 
!:J;J;l !."the I~;l;} Art"), H"ddleston v, Hn-man &- Jtu,-Lean, 
tHO F, ::d ;:';'~l, [i.llJ-;H:l (1981)_ However, the Court of AJ}­
peals dI5",;1','.:<1 with the Di,;trict Court ;,8 to the appr"priate 
st:md.ard of pro{lf (.Jr all action under S(~ctjon lOfb). rtmdud­
illg- f h:lt a rl:tild iff 1l111~t pr.I\'!' his. i'a~(> hy "d1':lr ;llId t'HHViHr~ 

iE~" l'\'idt'Il~·(,. (li., nt :J-liN-U), The C(!llIt I)f AI1p,'ab rt>­
v!'l~ed the Di:.trlt't C!Jurt'~ jt!db''1TH!nt on I)!Jwr b!Tnunt.!s and 
!'vrr.audl'd the cU~:t~ fur a nc\\-' trial. Id., at 547-'-;50, ;)f~O. 

\V ... ,,:T:UltC.i ~'l,ti.i{lr~ri td t,',m::::ider wheth(:r an implil>d ('aa;::;c 

,,( :lCU"1I under ::'e~li<Jn W(b) of the 19:34 Act wiJIlie for con­
durt ;"ubjt'd to ~lJl t'xIJr\::"s dvil rt\medy unJl'r the Hf;l:3 Ad. 
all i;-:~ue -..ve h:lve pre\ illusly reserved,6 and t() decide th~ 
otamlard df proof applicuble' to actions under Section Hi(b1. 

a-, to I~\'t>rl!.:" 

'The ju,jge :<:alt'd ~h,Jt fC<.'klcs.!f lwh3.\'I,)r ,'HU;.] 

';'hU'mt'rtt. Whllt: thiE ir.6tf"ueti.)r, fvM('(:ts th(> 
lhe :,tit!!11t':­

viE'';\! of tbe 
~hat bl".!1' ;:ui,ir":<~hi trw l!'~ue, ~,-'e- \\ A:i'.rand.>r, 
!1~7 .. ,)\.1 Ii I~ '-C;\:\ 1~r;9i '(\i:lrx:tH'X -:"'*S', ,j"t~ have {l)... 

t!wit!y :I'fl "pl'n Ih.' '~UI'7·;ml , .. dw~'wr rt'ddf"',~;a',.;~ rhe-
,1,2 t:r--d( v. ;{,wr/l'!,j.'r, ·t.!tl 1"', ,/',1. n,4, n. L 



a.:~i"Ii~ cn';"lt,d by Lht, l~n;) al""i 1 ;,l:q 
;,'curt.~ ha\'e T'lP~lt;J prlva;i/ n"rrh'd;p~ ";n~llt'r 

.)e tht', ~\\'!l :;t;"-;;.~ .\[u,:!t :;i~Ei~k;..int!y Ier 

)_::lrpQ.~(:~. a pri~'(~,t· ,ri~~~: 'j~f ?~ddn ur.,lL·r _~('et;l~n 
"f tne E~:-~-1 A~L :lfld l\,~l;,o lllb-,'; h~:.~ ht'en t'(lit.':'l::-tel1LiY 

n~i."f);.;nizl"d for mOiL' rr:3.n :~.j :,'(-:IN. '" The c'Xi2tt'f1<:e of ~hi~ 
imphed n'mt-'dy b b(:'j'Dr.d pt'r:1dvt'!!ture. 

Th(' i:.-::,up in thi::; t'ase ~'ht·tr.er a [l.lrty :::hnuid !Jv h;L!'Tt'tl 
frflm 1I;'\''Jki11~ th:> I ~t;j~Jl;;:::h~'li n'!r.edy :',;r fraud bL>I~:J,u;-t' Uit~ 

(,ilt'j.{.;rily fr;wl!u;em t'dHd\l-ct wij:ild :lbu pr>Jl'l,te­
th{~ ba • .;i::: ['Ir a d:l.maL!'t'· ~ld:lm uT:.}("r St'ctilm 1 Ilf the l~,ri;,~ 

Act. (, l:lf: n-''';_f}~llti0n .if [hi:; i::;'"lt' tUnlS on the fact tn3t [he 
two pn)\':'~lr'H$ il~\»lVe di~tir;t·t C:ia::eS (jf actidl1 :utd V.:~:re in~ 
tended to addn::,~s d!fferent uf ... \TDngdlimg. 

Section 11 of the 1~;l:1 Act pur<:ha:;"r" ofa rt'gi.,t,·red 
sl'curltv [0 cue ~er!ain er::..lfficr:tted part 1t.'S in a .,if, 
f(-'rin~ ~'hen false Ifr j;" :s;caliln~ infurnlation is :n a 
rE'gi~"'trati'Jn :"tat()ment. TI,(" :-,l'l't;lJn wa..., dl'~l....,rn('d : j) it,S:,ure 
cumpliaIH!f' with ~hf: d:::,l'lll;-'U!'C' vf tht~ Act, DY iln~ 

po~illg a ~trin~ent standard 'Jf ~ on the p:.i.rtif·~ whl) 

"C,r;I'l':; l::,d,angl' AI.'IJ, !{;"Ji!i~'rv. , 
l:r:l:<l. ("','r'L .~t·njt'd, -!,Ll L :3. Jli') ,l~'';':~i 
.\('1), But ,-t'I3, ,'. g,. ["-h,he l\.""'; , .... (',) \' 
'1:I'';';!: 'no linFlit .. i prn;L;I' fl,tl'! 
t~(';.; E·, 

~T~:!' r:;.:h! ',I ad .HI 'F;L., i~Nt n""'~;~''':''-'! 
~i,m C, •. , I,:l F .. ~;.;,il). ;;,t:2 ~rlJ P,I I:qt;;. 

,tL~.I r,;tH1_, in nl nl'f 

;1 j(nVil.\t' r.-<:h·.iy ~;ndl'r ::=,h'n'H~ 

'>IUr':; /-;;.,j n·-\dh,.l:1. ".,.f'~r:U"y ," 

no L :.;. 1 
.)( J..r; .. n ,);~dcT 

;)\ tW \.101 

lday \!:rt>('~ rq!e in a n',I.s-':;;,u)red 'Jffer:ng, ", If 3. plaintiff pur­
\·~'.;J~~ .. l;l I'~'arily bS"<-ll!J pur~~-:Ja.nt to a r::'glstrat;on :ota[e­
Ph':;':, :,huw a rr;;:l.! vr:~ ~ni:.;:~tatement or OmlS-SkOn 

t'a..'{"!. Lii.1bility against the i~,::uer 
virtually ~h~,-.-dutt:.'~ even fur innoc(lnt mis~ 

Otr:l'r dt'fL~:;danl~ bf'J.r the burrien of ,jemon-

S*-'I.'tl~jll 11 ;~lac('s a re;ativt'h: ' 
In t'vfi:raM, $cl':lNl 10th) is ~ .. 

l"'D\II"')fJ.'~ U:Jt it t't?quUt'5 a piaintiff to 
carr,:." ;\ heavier to e.s~abli;:l.h a l'.I!]",f: "f a~tion. \\1111e 
:l ::l't'tiU!' 11 actiun mu,St b€- bny!gnt bY'1 purena.:;er of a regi:;-~ 

. must he ba.3,ed on mL~~tj,:t.'mt!nts 0r omL;~i(;ns 
In a ,;;tatement, and I,'ar: onI) be brought ag3..inst 
n:rt:lm p;tI1.ie5, a ,set'tion 10th} a~ti~Jn c:ut be brouk:'[,t by a 
pt.iJ"t·ha;-\-r ,')f ~E'Her of "any 2eClirity" agaiMt pprson" 
\Vnll has ~l::,eli "an ij rT:af;lvu;utive or dei.:'epti'.o'e or l.'on~ 
tf'~v:ml'e" in CIHifkt.'tion with the parcha . .'H~ Dr :!:tle of a SE'CU~ 
rit~,. 15 U. ;l. C. §78j iempha.<is added). However, a Sec· 
",10 10, bi Id:timiff I'a.rrles a heavier burden than a Sec:ior: 11 
p;"illltif. ~I'iSt ~i)!1l;Jl.:antiy, he must prove that the defend· 
;llit ~lL,tl'd with :-teie-llttlr, c, v.;th :llt~nt to deceive, m:mipu~ 
late, or tlt'lrilUlL;~ 

~';:il!"f' ;lcctiun 11 and S~ction 100b) address different t)l)eg 
,}f \\trr)l1l!'dning, \\:e ::;ee no rea.son to carve out an ext:eption to 
Sl't'tioll 10(0_1 for irdud o(~curring in a registration statement 
lt1:'t bl.)elU~€ t1;e ~ame conduct rnav ;1L"o be actJonahle under 
S.'eti,)fl I L" Exemptir,/r ~uch cC)~lduct [rom liability .mder 
:::,,··tion [Ilib) wouid conrliet "ith the badic pllTpo;e of the 

grt!-ater pr0t.:ction to purcL:l~e rs of reg­
It would be anomalous indei:d if the spa· 

t.'1:11 prnt<:,t'tivl1 a.(;-orde',j tu purd~a..,ers in a registered Dffering 
by the 1 P3:i ;\et Wt~re dt·emed to deprh'e t-Hlch pUrl'haSN1! of 
thl' 1}rlJie~t;0rt'" :I~;l~n~t m:-mipulatirm anti dl'l'f'ption that Sec­
ti'lll ~!)\bi rn:d{t';:--: availabll' to ;In per::·_tflS who 1 It·,>aJ in 
:-it',_·antit1 .7<. 

\\"i:dt' "" .. n~,' 1":I:,Ld .ldi.!j;;lbh, Hlid·:r ~!·!.'iLJll I; ;~l:ly ;11,';'11 

j ... ;[dl«(!;ai;il' :;r~dL'r ;-::1'1;:.1011 lihbl, it i;.; har!_:IY:I n'ivt'! 
~i,·n :b:!t ',hl.' ;:;t!.,<tlr:tie~ Exchani!"e ;\('~ and the 

uf ltw ~:l!:lt? l'Ghdllt'L" l' ;tt!(d ;5;.1![-.'5 v, 
1 l' S. :l)~. '7';t'i t197:P lapplyitlg ;31'CtltJil ;';';.al 

:Ih' i:~:~:) A·:,: c-Induct ai~i-; l-HYIr:iciteli b~' ~t,('titJr, 11}1,b} '1fthe 
l:l;~,t ,,\I't m ;m ilctil):i. h,''; tht: :SEC), '''Thtl 111('t th.tt there 
l!lay \\"1·;1 ~ome oH,rlap is neither uml,Sual nor 'Jri.fortu· 
l';;!tf:, ». quotir.;.:r SEC V. ,\'tltioflill Spclait;'ej. f'lc-, , :193 
C. S .l~". 4ilS ,[ilflf,), In savingll clau;'es il",iucied in the 
E!:{;3 ,1;;·1 H~:3"~ At't:::, Congre,~;$ rejpcted the notion tnat ~ht' ex­
prt)}:", rd'n~,tEe~ uf t!w fief;urities lawd would preo!',pt ... 1: other 

~'edion In of ~he 1:J:~1 Act ;::t:ltes nnequivo­
lht' r!;:ht~ me remedies tJroddfd by thi'f> 

bi:.' in addition to an\' a.,t")fi ali ,)tner tights and 
~'t'i:h-,ilt·:: ~ilaL 1:::1)." at b\v ,;r -in ('qt~i;y," 1f) C. S. C. 
~ :':p. ~L "': :uh 2;":', ;llilf tht! ! ~n4 Act CI)ut4in" :1 !_~-a.r:111t,l pn,vi~ 

;:'qrp 
;tq,rJ.:JI;,Jj 



inll an tl{."~il"·n untit'r :"':,~'ctiun Ii:t hi rtf U:-.' t:.-q Act. "[I) thi:-" 
('xtent ~hl' jU'!PTld~t nf tIl(' :~ ai{ln~~(',J_ 

t:t'ld that 
t'~t;lbii:"h 

!1:u~t 

.~in1.i-

~;. ~, :H-1, ~L},) ( . pr'·IIJ( i~ "(fl'},,,,j :;1 :I cIvil 
attltrn, as here, a pn'pI'-I1zlt!r::mcE' of ttl(' t'vi,jt_'n,~e wiill:!:.tab-
lish (hi' <.:a."'e . , ,." flY/.t Tht: :,-:ll!lt} .,,;tandard m ad-
mini~Lrati\'E' prc,<el~dir.g~ bt·fc-rt· d~.~ ::'EC:; ,U';tl Ot'l'll l',on-
sistenU~r t'mplu;n'd by thl..' j')\"l'r ,,'IJUr':,,;, In [:.rh'atl' ~i.t:tir.H1~ 
und.:r tru.' ,~t:~uritie$ iaw::!..!oft 

The Cour: ,.[ Appl'al~ n(/!lt'trwk:":; hdd ~!;~lt in a 
~el'L~(in lVlb) i-i:lit :n!...i;:,t t':,tuh:i;.h tr.t,lr >.:3.:-'t.! 

vincing eviri(')l!ft::. The Coun ',f ;\ ;lpt'al:­
~hl: tr~ld;t~rmal U~L' j)f a hlgh1.'f burtkn pl"jr;f itT ('i\-;1 t'r:.t.t;.d 
al'tinn~ at (,~mn:nun la',\-", ,~,q F. :1d. rlt },1:)-,~}·hL HI ft'rl·r:;!,!e 

Cr)mm'ifl bw pr'_lt:t!Ct-S r:an be ;;-:i~h';lrling', [;ll\\'f.'\'I'r. ~ilh:l~) 

the ht;:;turi~al l'or.~itlt:rati0H~ ',..:.ndt-rlying thl' lntp' ~'iuf1n '.If a 
hight·r ~tan"lal"tl rjr' pr<;of h:n l" .r;, >Unnabll' pl'rl rrklkt' hl'l"t'.-" 

Sll~ i:i/.;u' c'/;!'p y, .\f'!iwr V"119 ~-!{.rF,,!, t.!.l :;, 72:L 
";",H-7-i5 (197~)) typk:ti f:u:t ~;it'",ati0n in ,,\'hil'h ~hl' t'ias~ 
:-:1(' turt nf rr.:>'_ri'IH-\':'-t'nt:tHqli and dt',,'eit t'voh"(·,.-{ W;1:-1 h~ht 

Vl'ar:; from tlj.,' Wr)dd IIf ,:'_:ilia:t-r",bi I r;Hl~a .. :tiIH:> tl) whit'h 
Ru\l:' lub-.-, i~ app:i(·:ILlt.'. .'{(n",;!.)\ t'r, tht: antift'~Hld provi­
~lHn;;;, iJf the :.'l'l'uriti,,'" b,\\s hre nut tf/~.'\tf'n~i;~'e \\'ith l'Ummon 
iaw ,irll'trl;;1'3 of !'r:r_lti."" Illd('~:d, il!1 l~r.porta:-It purp()~t~ uf 
thl' ft'Jefai ~':":lirities :natutt';3 \\':1.:-- U} i_'t'rl't!Jvl'd ih!n-
\:il'lIt.'h'i'l tht, rc,-;..Jlable L'cn;n>_)lllaw by ('~tabll.s;l-
in)! higher ~r ,ifi/l:!rd3 ot' l'nndut'~ in ~he 
St'(A SEC v, Capit{;(' (J,n'w; [(,,-,"1('111',)1 

i.~O, 1.~6 (19t}3). \\c't: ~twrefo.r;' Y'nn rt.'IVft'DCl' ~i) thl,.· t';Anrnun 
la'.-\' in !.his ir;~~arh't' uC:l';adlll>-:. 

\\,'-hl'rt' C;)Y:grt~:':' n,-lt j'a-,.':'l'l'lht'd U~t' _,-1:iII.1 w 

ard of pn)l)f and the C')r.stituLillll d'jt'~ IW~ 
::Llndard, \\'(.1 mu:::t pr{"~('ribt, ,)-Ilt', St-'t' ;;it .:nn 
~;)d U, S, ~)l, 9:) fl~)8U. St'l' P'lIl,:-;~a?' Hr." { 
.~f'1l10r Dr!,g .. '5f,-,rt'.~. ,~upnl, ·t.!1 {' ,S" at t,Ht l;,m:fl' 
',f 3.ctlOl1 under ~~>('tn)n If)(bt awl Hnh' ;!:rr-;-j In!lst bt' jlltii~ 
daily ddimitt;d until C 0r,gn'~5 ,Jt,'L:(,. In duitlg- Wf.' art' 

A,k (f9'H~1 T"r<1f!;, ~·tl t" ;S, ll~, --I.:.::; EJ::,' 
z Ve' ;:I,'ad!"£l)( \' $l:~,(:, i;A) 1: $. (H 'I!"-'"l: 

;r;\"IV :;~ 

:-:Ud'i 
l'kir I 

mindful that a standard -"r' proof 'lS€!"V€'S to aile,cate the ri!'Ok of 
t'rrnr bt~twcl:n the litigants and to indicate the rt'iatlYl· impor~ 
lance attached to the ultimate decision," A,,j(filu;tort \~, 

Texas, 4-11 TJ, S. 418, 42:~ (1979). See abo In re n~'1I3hip, 
;l97 \.1. S, a58, 370,.,371 (1970) (Harian, J., I'oneurrir.;r). 
Thu~, we have n~quired proof by dear and ct!r.\'in.:in~ c\'i~ 

dt'nn~ v.ht're particularly important individuai inh"rl':-it:; ur 
ri!l"hts are at suke. See, f. g .. ~",'(lntosk!l Y, Krr.lm~'r( 

L ::;, -- (1:)82) (proceeding to terminate parent"; right,,; 
:lddtti;;ton y, Te.nu, 3Upro tinvoluntary l'ufllmitml'nt lJro­
e,'cdlllgi: H'IK,lb!l v, ISS, 385 U. S. 276, ~'<f>-:!1:'ti Wiliti) (de, 
ptlrtation),lt By contrtlSt, impo,sition vf e ... ·en SeVere civil 
:Aanl'til)n~ that do not implicate such tnter~~ts ha..--; bl'en per­
mitted after proof by a preponderance of th€ evidence. S"e, 
e. g., L'n.tcd ;;t<lie8 y, Regan, 2.'12 t'. S. :17, ~S-Hj I Hll~) 
,prOiA by a prepond~r.u1t:e of the (,,'ide-nee suffice~ in 1..'1',/11 
f.uits involving proof of acts that expose a party to a criminal 
pro~ecutlun). Thus, in interpreting a ~tatutor,\" pro\'i-sitJn in 
-'",'fcatim.ln v, SEC, supra. we upheld UBe of the prppnndL'r­
:lnCl' standard in SEC administrative proceedings ~or.cerning 
ai!q{('u vioJatlDn:5 of the antifraud pro\'i~i()ns_ The ,;:mcthlfl$ 
i!ntyr)St'U in the proceedings included ;Ul order pt'ml:lnt:lidy 
tarrir.!,( :m mdi\'idual from practicing his pr":'~",,ion. And ill 
.'16'e \', C. J/, JOiner LeUiling Corp .. 320 C. ~., Cit :l.i;), we 
tlt·hi that a pr~ponderar;ce of the evidenl't:' ::ufth~ps tn t':-:t;10-
li~h rr:IUJ Iln.kr Sed ion 17(,,) 'Jf the 1~l;13 Act. 

A pr,pond,'r:ince-of-the·.,\,id"nl'e ~tantlard ail"w, both 
l~;l rdp,~ to "$hare tht! ril"-k of error in rlJ~l~hly l'qllul fJ,~~hii)ll. II 
A(i,j;-"'!Jiu" \", Texa.s. 421 U. S., at 423. Any ,)tht!r stan.lard 
expres.se~ a prl'ference for one side's inter\l~:ts. The balance 
of imer.':;ts in this case warrants use of the prepOilderance 
clan,JanL On the one hand, the dcfendllnts face the risk of 
',ppr<lbrillm that may result from a IInding of fraudulent con­
lillt:t, but this risk is identical to that in an "ttion under Sec­
linn 17(:1), which is go\'em<~j by the prepond~rance·,)f-th,,·ev­
i,j,'ncc' otandard. The int.erests of defend,mt< in a seeur!ties 

do nnt differ qualitatively from the interests of deiend­
ants sued for violations of other federal statutes such as the 
t1lltltrust or dvii r'g-hts laws, for which proof by a prt'llOnder· 
.:.m(~ ()1' the evidence suffices. On the other hand. the jnt(Jr~ 
ests uf plaintiffs in such ,;wts are significant. Defraud,'d 
\','stor.; are among the very individuals Conwess sought til 
pmtt'ct in the securities laws. If they prove that it i,; more 
iikely than not that they were defraudeu. they "holl:d 
rel~{)Ver. 

We therefore decline to depa.rt from the preponderance-of­
the~\.'v1dence standard generally a; plicable in \.:\\"i1 actiuns,:!Ii 
Aecordingly, the Court of Appeals' de"ision as to the appr,,­
priate st;mdard of proof is reversed, 

IV 

Th" ,UdglTlfnt of the Court of Appeals is a{fumed in part 
an.l reven:t,d in part and otherwise remanded for prLc,,~dillgs 
t'nn~i~~tent '-I"lth this opinion~ 

f: 

a t-mrtk'lllu !ltanda;"fj .If 
"'CC""'';'''iCP A'4!ld&rcl ;0 expatnflt'rlo 

,',--,_"rc ,~( Aj-,;::'*"als au,o nt;led :hat tnt' 

"rl,':1 a rr.atteT of mfpn';V1> bHd, ;n'un1~!:.u:t:al 

,,( ~'jru"ing ~h4i' jtcier,oart ," l'~<ijf' {J( mmr1 ~';n,,'r l 

In any t'vcnt, '~e ha't't' ~(jll"(; ebt'1.,,-,,-n.< ";a:! ".-­

L-e :nore- lr,an ~ti:1~Lit'nL \f.('h(j,',-.~ \ 
; i;jt~lj_ ,~t:' Jld!:pj;"r~ !~", 

r18, -1I~1, :':1 <; U7hr, 
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15 C, ~. C, ; 7~bb(a). Thi':,f: p"")\'i$;-on~ c(lr:f~rm ~hat 
tht> ref'::redie.!' in each Act W('r~ tc b~' S}lFP~pn~Ii'ntt'd hy "~my 
ar,d ail ,I ~.Hiditional remedies. 

T:lis cnncim;ion is reinforced by i)ur n;a':~j;r.l:r;ll in E.."rnsi .~. 

v. }f'iL'ht~'l ft"T, SlIP I'll , whkh ht:'l,i t.h:lt dctior-."'i :;\,d(Jf 
~t.,:til)n ll.l\.b) rj:q~irr· pr:"'{lf of :;Clt'Htt'f :md do not 
!;{"gllgl'n~ 1~1jnd'-..h:t. It~ W it,;ldH'g. We f;ott·d [hat t~':H,>h 

t!xt;fl:.:'S civil N~medie.' in o:{;.' l:j:):l Ad 
:w~ligent curdud is 
J;lkable to a. Section ·~:!5 C. S., a~ 
\Vt· emph~;~ized that l:'xten.s.}rm {)f S.f,ction IG~b} to 
t'nrioluet wrmJd ha.ve a.!k}wc-d cau~e_-i nf action for ne"Til",>,w" 

ut\d;:~r the (>xpn!S5 remedies to be ir!.stt?ad 
lOt h), "thereby nu;lif:y[ing~ the 

tJlly dra\\tn procedural fl'Rtr:dLl)nd ,:n (-'X press lc~lon!'." 
Id, at 210 ifootnote nmittc,riL In n·a . .,":'/.Jr:inl.; that scle'nter 
;·!;lJ<;id be requirt:d in Sectl{lH lUd:;! actio.w,;$ in ')rdf~r ~o 3V(nJ 

drf'umVI~ntJ(,n !If the prn~ed\'H'3J rf":~lrictkns :{-uITo·undfng the 
eXJJl't'ss remedies( we :-.;<~LU':It'd th.lt t he exp:r('~~ 
remedies were not exdu5ive. there would have 
been no danger of nullification, Cvnversciy, becaus,,? the 
aJded burden of proving Sc:en,er a~'arhes to >uits under See­
tion lOibl, invo"at;on of the :"ection 100b) remedy ,,~ll n,lt 
"rudify" tht: precedur;ll n:'~trkti0f1s that app~y to the exprcs:; 
rt'n;(',Hcs. (; 

This. cumulative construction (if the rem,?dies under the 
19:\:1 and 1934 Acts is also supported by the f.1ct that, wh"n 
Coq~ress c1Jmprehen.sin:iy revised the srcuriti€s laws in 
I~7:), a cor,;3istent line of judicial deci:;\ons had permitted 
plamtiif' to "ue under ;:ic'diotl lO(b) of tit<, uvail-
abihty of expres.5 remedie;.;. In l~r;-;,,} enacted the 
"m'Jst substantial and ~ignificant rf:vli'inn {1f thi:. COUf!tr.y'':,i 

F"dt:ral securities Jaws ,,;l:r.ce ~he }1as~a~'"e of the Securitiv:'; 
Ex,;hange Act in 19:J4."" See Set':u-itie;- Ads Aml'nilment8 
,If 197~, ?uo, L. ~o, 9,1-29, 89 Stat. 9'7, When Cvn"re,~ 
a<.:t{ ~i. ff'ti(;rai cuurt~ h:ld cOfu,istently 3.t1(i nmtindy permit. 
ted ,1 pbinti.t'f to prl)c('ed under Sectiom IU{bi f:-'n:-n where ex­
prl'~;S rt medics imder Scc~i(;n 11 I"r I"thcr \V(~n' 

.,i":l:lable"t In light ofthi.s \n:il-f'~t,lb1ished 

, r ,J!" {'-x:mtp:(,. a 

a l)</H! II»)'" c';~1 S, 15 
a ~+>dl"n 1! .. W~l'Jn nll!y t .. ' rnjLI.rt\,! '_(I p,';,l 

~ i':k't'), :tr:d rhl' "~<.:1l1",' "l~:mH{al:,)!If fA 
ilr,,-: ""iir, ~ ';7nJ. b t;1Y111"'4?·C ~t'r!..l,)fll-d(\)l n'l pnH'l>h.)ll Ti:"_phr;r,~ 

p:.;..r;'.lff, hI ~;('HT!I1/ {;,)( C1}:;ts, .\:l'>O, l'K'\{ I,) the mo!::'t .1.JW!V-

~"G.} ~I;llme ~ of the !'flT'Um n;;lt~, Whirh 

r.ronded for SectIOn 11 a('!;,m~, '{, 
8Upro, 4!!:j C, S" at 210, n. ;''9, 

;'~tet F;'~fhrtul't \'. Rnflh4!UlI J(fr}. Cn., l~ F :!d 78.1, 1,\;lf ... :(:"';7 ,eA2 
J;!51I, A, Br0mbHR &: L Lil"w{'r.if'I"5, ~,(-('ur:l:f~ Fra011 & C,m~m'Jli:~;t':'$ 

Fral){} §'2 . .l"ib:~),:<'! ~:l"'!j·-:::ll'{) 11~):><'-n 

InVi'::;["~, 

Se~'< !'i1 d~r;.),. 

J-, ,"\-f"uirr v. F;··~t X·l{;i)na: H,:!';,,:, 
'i'A, 197;)), ,'!!ft. ';I' Htd, r." 94:~ 

i)v~r:ap WIth Si'('"tl:Y'1 11. 
1.:?J ,Elj [ili" 1:+11;; . . \['1":<'U;I>1' \ 

\ \\ \\ 

I_"ir:<!~'t':~~' dl!n,~jdn to :eavl..' ~S,,!..:til)n IG-(b) intact 5tlg-~ 
~,.';,.t:- ·.>{)c;:;:t"~;i' rati:led the cumuiative n:J.ture ('fthe ~ec~ 
ibn Ijl;:b; ;lC~l'm, ~>:.;'l.-" J[(>rr-;U P:crce, PI'Hnfr &-
31fd:h, !Jil·, ., (',,-:7.'l."f, S. -- !jH~:2); 

{.,,,·)!,"u··j '>. ",O):L ·j;t.1 C.~. 57!). ~k"'O--fl."l iW7~). 

.\ t'\ ·;:~~n~('tit:n IiI' ! he :::,ec'.lr[ticl:i bws al~o 

{ljr'.h( N :heir hrq~hl rf'r.h-:'Iiiul pUrpG.:o'fs. In ,~na('!it:g the 
l~!;~·~ Act, \. ';)nt:·rt·~::-< ~,t:lt('li 1!::it its \~'3.$ "to :mp\ise re--
il~l.:n·nh't1L'::; ::t't'C:::·<I.r:!' rf.ake n,(ruiatl'Jn ~l.IJd 

(,1.!11~rll: !"t'~1::;,;r:.lbl.r complete and eifectiv('." 15 U. S. C. 
TSh-_ In furt~.t'ran('t: uf that ,)bjertil:e, S~,.:ti()n tl"b) make;; 

it \ldaw-ful tu U:::'f' '\ltly manipUlative ',r d("t~t'pt~ye de\,--:ee or 
~:fi;';t..rivanl.",-," in .:unnt·dtoll with the purl':la:;e or sale of an\" 
;~e('ur;ty. T1:t~ ·.~(ft;,(~th'elle6g of the broad prosc,~ption ag-ain;t 
rr:1.ud m !'h't;ll11 ll)ih) would be undermined if its $cope ',\'ere 

~.'xL~ttml..~e of an ex-prE'SS remedy under Sec­
~jtin 1 we h,a\:t-, rept'a.te-dly r,:cljgni:led that st.'-eurities 
;aws t~nmbat I;W iraud ",hould be \,Ol1;;trutl(). "not tfdmicaJiy 
:,nd hut flexibly to e ffecluate ! their J ," .. medial 

v. C,lpit<ll Gilin~'f Re:warch 1"}i-irl~(IU, 375 
1;..0, t~);; i 19t):n. _-\('urll: of I n,'51,,'1H!Ct! 

v Hrl0kt /;-1 LU~' S.,< ('Ilj. Co., -l04 S. t;, 12 (1971l: AlriEatrd 
r-tf (';ti:, ,'.' v. {'nded SI"le", 4{Ni U, S. 12il, \.';1 (1;172), W~ 

th'rl,foj't: rl',JI't;-t ;.in ~ntt'rpret;ltitJn il{ tilt' ?;l'CUritft-'S ia\vs that 
di~p!a,-,t.~~ ,~n adroH ;m,h·, ~(!diun lOfb)...1! 

AC""rdt:l~ly, we hold that tht- availability uf an expre,;, 
r('I~h'tiy nr:dt.'r ;:';!,)I,'~ion 11 of the 1933 Act does not ~)redtlt~e 

dl'fr~lU;il'-(l IJurcha .... E'r~ of n:gistered $f'cur;ties (rom ;;aint:Ul1-

S-I)~Y f~:"t:-'i 

~;'H~tht'rrl I~;;:-~r)('i, 

:~q'1i" ,md II haS 

(tlU;!f> "f ,)J'Il,m 

;'.\pl"t~.;~ n'mt~~ 

l,_"fHHJ1 ifC'JY"}J,.-F' 
{{J v. ,\";;t;O'rlf-..; Stwlit'nt .1(<Ir-

F ~,l J.~::!, ;\:}.j.~;j:;,9,CAnC l~:·~':n, ct'rt. ,jenit*tL ·C:'! c. ,S. 

Ftd L Rptr. *'1)f),1}1;", at 
"1 ~{on'Gvt-'r, c\~rtain indl\'i(jua~s who p~.ay a part in pl"f~pa.rU4g Ihe n'g.~\ 

l'3nnot reachcr' hy a ::;ect1on 11 ;lc":.wn. 
T~1I'>(" ("llrp'I~~I~I' {\tr.f'r than tho:ii:' ~dlt'-d in 15 C. :j,. C 

iv:fiLi{ i1.i "(>xr~"rts," :u:d <ier."lUulanL'5 With rt!sl)(>clIQ 

"U,.lt'nH'nt which Ihey an' not nan~fd :4.$ h .. Vlfl\l: pI.." 
[f, :L.., H.·rpv,m & ~tarL;;·an ar,L'Uuj" tJurrha.StM I;) 

'0 

rer:lt..-itt-"'- :"t'r:T!':';"4 ,I;f· 
A,':s ·,,,",,,-~.d 



Regulations of the Fair Political Practices Commission 
(Title 2, Division 6 of the California Administrative Code) 

18427. Duties of Treasurers and Candidates With Respect 
to Campalgn Statements (Gov. Code Sectlons 81004, 
84100, 84213, 91004) 

(al Treasurers. The treasurer of a committee 

must verify that to the best of his or her knowledge the 

committee campaign statements are true and complete and must 

use all reasonable diligence in the preparation of such 

statements. To comply with these duties the treasurer shall: 

(1) Establish a system of record keeping 

sufficient to ensure that receipts and expenditures 

are recorded promptly and accurately, and sufficient 

to comply with regulations established by the 

commission related to record keeping; 

(2) Either maintain the records personally 

or monitor such record keeping by others; 

(3) Take steps to ensure that all requirements 

of the Act concerning the receipt and expenditure 

of funds and the reporting of such funds are complied 

with; 

(4) Either prepare campaign statements per-

sonally or review with care the campaign statements 

and underlying records prepared by others; 

(5) Correct any inaccuracies or omissions in 

campaign statements of which the treasurer knows, 

and cause to be checked, and, if necessary, corrected, 
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not exercising all reasonable diligence in the 

performance of his or her duties; 

(3) Review with care the campaign statements 

prepared for filing by the committee; 

(4) Correct any inaccuracies and omissions 

in campaign statements of which the candidate 

knows, and cause to be checked, and, if necessary, 

corrected, any information in campaign statements 

which a person of reasonable prudence would question 

based on all the surrounding circumstances of 

which the candidate is aware or should be aware by 

reason of his or her duties under this regulation 

and the Act; 

(5) perform with due care any other tasks 

assumed in connection with the raising, spending 

or recording of campaign funds insofar as such 

tasks relate to the accuracy of information entered 

on campaign statements; 

(6) Unless such steps are required to meet 

the standards set forth in the foregoing paragraphs 

(1) through (4), a candidate is not responsible 

for establishing a record keeping procedure for a 

committee, monitoring committee record keeping, 

reviewing campaign finance records other than 

campaign statements, or personally taking steps to 

corroborate any information contained on a campaign 

statement. 
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concerning the questionable nature of the contribution and 

neither, through performance of their respective duties 

(such as monitoring campaign records or reviewing campaign 

statements), could have learned any facts that would lead 

one to question the contribution, the candidate and treasurer 

have no duty of inquiry with respect to the contribution. 

There is no duty of inquiry even though if Smith were asked 

he would have revealed the true source of the funds. 

Once the known circumstances are such that a question 

is raised concerning the accuracy of information on a campaign 

statement, an inquiry is required. It is not possible in a 

regulation to describe with particularity every factual 

situation that might trigger such an inquiry since the variety 

of circumstances that could arise with respect to any par­

ticular campaign transaction are endless. By way of example, 

however, such circumstances might include the following in 

the case of a contribution: The size of the contribution, 

the reported source, the likelihood of that source making a 

contribution of the size reported, the circumstances surround­

ing receipt, and the manner in which the contribution is 

recorded in campaign records. 

The burden of inquiry is likely to fall more heavily 

upon the treasurer because it is he, rather than the candidate, 

upon whom the major record keeping and reporting responsibility 

falls. Therefore, the treasurer is more likely than the 

candidate to be the person who, by reason of performance of 

duties, is aware of or should be aware of facts which would 

give rise to a duty of inquiry. 
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