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FINRA Issues Due Diligence Reminder

OnApril20,2010,theFinancialindustryRegulatoryAuthority (FINRA) issued Regulatory
Notice 10-22 reminding broker-dealers of their obligation to conduct reasonable due
diligence investigations of issuers in PIPEs and other private placements.

The Notice also reminded broker-dealers of that personnel conduct reasonable due

theirobligation to analyze whetheran invest- diligence on each private placement, and
ment is suitable for particular investors. that records should be maintained that

The Notice outlines due diligence pro- document the process and results of such
cedures that many broker-dealers would investigation. Accordingly, broker-dealers

already consider good practice, but by should:
doing so signals that FINRA is concerned m Review existing supervisory procedures

about the state of practice in some cases and consider them against the “best
¥ and will be focusing on deal diligence in its practices” outlined in the Notice.

William C. Hicks, Partner regulatory process. The Notice indicated m Ensure that personnel are keeping

that the scope of what constitutes a reason- detailed records of transactional due

able investigation will be based on various diligence.

facts and circumstances, including the bro- m Consider advance diligence practices

ker-dealer’s affiliation with the issuer, its for anticipated overnight and other fast

role in the transaction and preparation of paced deals.

offering materials and whether the offerees While the FINRA Notice identifies pro-

are retail or institutional investors. cedures that many broker-dealers have in

FINRA noted that member firms must place, it is a reminder of the importance of
have supervisory procedures that ensure making sure these practices are followed.
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This advisory is for guidance only and is not intended to be a substitute for specific legal advice. If you would like further
information, please contact the Edwards Angell Palmer & Dodge LLP attorney responsible for your matters or the attorney
listed below:

William C. Hicks, Partner 617.239.0435 whicks@eapdlaw.com

This advisory is published by Edwards Angell Palmer & Dodge for the benefit of clients, friends and fellow professionals on matters of interest. The informa-
tion contained herein is not to be construed as legal advice or opinion. We provide such advice or opinion only after being engaged to do so with respect
to particular facts and circumstances. The Firm is not authorized under the U.K. Financial Services and Markets Act 2000 to offer UK investment services to

clients. In certain circumstances, as members of the U.K. Law Society, we are able to provide these investment services if they are an incidental part of the
professional services we have been engaged to provide. DMRDS

Please note that your contact details, which may have been used to provide this bulletin to you, will be used for communications with you only. If you would

prefer to discontinue receiving information from the Firm, or wish that we not contact you for any purpose other than to receive future issues of this bulletin, AN G E I I
please contact us at contactus@eapdlaw.com.
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