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EFIFERAE 517650 Securities Exchange Act of 1934

See SEC. 18. (a) Any person who shall make or cause to be made any statement in any application,
report, or document filed pursuant to this title or any rule or regulation thereunder or any
undertaking contained in a registration statement as provided in subsection (d) of section 15 of
this title, which statement was at the time and in the light of the circumstances under which it was
made false or misleading with respect to any material fact, shall be liable to any person (not
knowing that such statement was false or misleading) who, in reliance upon such statement shall
have purchased or sold a security at a price which was affected by such statement, for damages
caused by such reliance, unless the person sued shall prove that he acted in good faith and had no
knowledge that such statement was false or misleading. A person seeking to enforce such liability
may sue at law or in equity in any court of competent jurisdiction. In any such suit the court may,
in its discretion, require an undertaking for the payment of the costs of such suit, and assess
reasonable costs, including reasonable attorneys’ fees, against either party litigant.

P BIHYE > FESOEEE 20 E5E 2 HEANEMRILIRE S E — & AN AR B A HETROL

Bf— GENESEEES 131 1 - 2009 £ 7 H - H 194-201 -

Y [AAREE - B 201 -
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200 # > 2012 4.5 H » EH 112-123 »

See SEC Staff Accounting Bulletin: No. 99 (SAB 99).
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B R B MO BT AR AL N 3] — B R AR B 0 RN 8] T AR R E A — AR
WG ERAZEN 2R FHMAZEF TR R T A5 9454 2R £ N3] 7T
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T EER AiEREs EH 117

8 Securities Exchange Act of 1934 § 13(a).

17 C.F.R. § 210.4-01(a)(1)(“Financial statements filed with the Commission which are not
prepared in accordance with generally accepted accounting principles will be presumed to be
misleading or inaccurate, despite footnote or other disclosures, unless the Commission has
otherwise provided. This article and other articles of Regulation S—X provide clarification of
certain disclosures which must be included in any event, in financial statements filed with the
Commission.”)

1 See Staff Accounting Bulletin No. 99, 2. (“Each Statement of Financial Accounting Standards
adopted by the FASB states, ‘The provisions of this Statement need not be applied to immaterial
items.”).

o 1d,at2 (“The staff is aware that certain registrants, over time, have developed quantitative
thresholds as “rules of thumb” to assist in the preparation of their financial statements, and that
auditors also have used these thresholds in their evaluation of whether items might be considered
material to users of a registrant's financial statements. One rule of thumb in particular suggests
that the misstatement or omission of an item that falls under a 5% threshold is not material in the
absence of particularly egregious circumstances, such as self-dealing or misappropriation by
senior management. ).

James J. Park, Assessing the Materialityof Financial Misstatements, 34 J. Corp. L. 513, 524-525
(2009). (“For example, if a revenue recognition issue involves sales that impact income by only
one percent, GAAP would not apply. Even if the company recorded the sale in a way that violates
GAAP, it would not be liable under the securities laws because the misstatement would not be

12

material.”)
Id., at 525. (“The benefit of a quantitative standard is that it makes it easier for companies to deal
with GAAP. Because it sets forth a clear rule, companies who encounter difficult accounting
issues can be sure they are not violating GAAP if those issues have a minimal numerical impact
on their earnings. On the other hand, a quantitative standard gives companies discretion to
manage their earnings so long as the earnings management is within a numerical threshold.”)
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materiality) | #9M S > EHREZHERNELAEHE LA S (SEC) A N3G
FEHEEEOHER O RBRD 1980 F4X 0 ik fn £ l:&k ﬁz;&a@ (SEC) 4
TR EIBERR Y HAZ M A AT BB 1999 £ ARBASEEE € (SEC)
S T et a4 F A+ Ak (Staff Accounting Bulletin: No. 99) (£ %&j SAB
No.99) x> £HEHAEHEELZEE (SEC) RET ' —HERATHE T -
WEMEARARLEZHFHERLERY | iR jmf%fwmm@rﬁ
FR BETHRBARERNERR £ > il ZAFTEETHERAWABHK
G BRTOAATRENRY - SAEEETETAENRENYETE A ES
FeEg'.
SABNo0.99 Frit e BE AR R > HEHBENEAATRNBE Pl ERF T
PHEARCAMBAETER T PHRATELOZE LRBATHELZE6LEE
N E) B e R LB R A E ﬁﬂ%”
BBRERERENES  £BRRSG/EMRA TSC Industries, Inc v. Northway

Inc.(426 U.S. 438,1976) % & > ﬁ% BABEHRERTER SRR THHE "2

Park, supra note 12, at 525-526. (“In particular, the SEC argued that companies should disclose
ethical violations by management; an early form of qualitative materiality one commentator has
referred to as “ethical materiality.” But soon after, the move to a qualitative standard (at least in
terms of requiring disclosure of ethical violations) lost momentum. Throughout the 1980s, both
the courts and the SEC seemed to reject a qualitative conception of materiality.”)
SAB No. 99, supra note 6, at 2. (“A matter is “material” if there is a substantial likelihood that a
reasonable person would consider it important.”)
SAB No. 99, supra note 6, at 3-4. (“Among the considerations that may well render material a
quantitatively small misstatement of a financial statement item are--
» whether the misstatement arises from an item capable of precise measurement or whether it
arises from an estimate and, if so, the degree of imprecision inherent in the estimate
swhether the misstatement masks a change in earnings or other trends
swhether the misstatement hides a failure to meet analysts' consensus expectations for the
enterprise
swhether the misstatement changes a loss into income or vice versa
swhether the misstatement concerns a segment or other portion of the registrant's business that has
been identified as playing a significant role in the registrant's operations or profitability
swhether the misstatement affects the registrant's compliance with regulatory requirements
swhether the misstatement affects the registrant's compliance with loan covenants or other
contractual requirements
swhether the misstatement has the effect of increasing management's compensation--for example,
by satisfying requirements for the award of bonuses or other forms of incentive compensation
swhether the misstatement involves concealment of an unlawful transaction.”).
However, it is undeniable that SAB No. 99 has had significant influence. The United States Court
of Appeals for the Second Circuit has applied the qualitative materiality standard to securities
actions involving financial misstatements. SAB No. 99 has been applied in a federal criminal case.
The SEC has enforced the qualitative materiality standard in a number of cases. It appears that the
SEC Division of Corporation Finance has increasingly applied a qualitative standard in reviewing
company filings. Practitioners urge their clients to consider SAB No. 99 in assessing financial
misstatements. Park, supra note 12, at 527-528.
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as having significantly altered the “total mix” of information made available.
Something more than the mere existence of adverse event reports is needed to satisfy
that standard, but that something more is not limited to statistical significance and can
come from the source, content, and context of the reports. ) e
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Mk 1 R Bk EEATER 24T
SEC Rule 10b-5: Prohibiting Securities Fraud

HEARARIE

The Securities Exchange Act of 1934 granted the Securities and Exchange
Commission (SEC) broad authority to make rules aimed to eliminate fraud in the
trade of securities. One of the rules that the SEC enacted is Rule 10b-5, which
prohibits fraud, misrepresentation, and deceit in the sale and purchase of securities.

HXANE
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 exchange,
(a) To employ any device, scheme, or artifice to defraud,
(b) To make any untrue statement of a material fact or to omit to state a
material fact necessary in order to make the statements made, in the light of
the circumstances under which they were made, not misleading, or
(c) To engage in any act, practice, or course of business which operates or
would operate as a fraud or deceit upon any person, in connection with the

purchase or sale of any security.

F& Bk R R ¢ http://www.law.cornell.edu/wex/securities_exchange act of 1934
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