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The World According to Vince

= Audiing was one of accountants’ raison d’etre.

= Audiing became a commodity
w Marein pressure
= Consulting 15 king.
» Higher marsins
» Bigoer projects
w Iore subjective quality determinations
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shift to Consulting

1053

Accourtingffuditing Canzulting
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Pendulum Swings for Accountants

= Standing 1ssues

= 1995 Private Securities Litization Reform Act
= Proportionate Liability v, jant and several
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Restatements/Scandals

=4 of 5: questionable accounting 1s widespread

= R estatem ent npant

ﬁl

[

w 1HEE-1957

I_:[|I

[
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PRE-SUIT CONSIDERATIONS

 SOLVENCY OF DEFENDANT

e [ISTTEED?

w SBELEF-TMSTTEEDY
s CHECEK OUT REEGISTEATION

e SECTTION 102 OF THE ACT - - FINANCTAT, TNEO?
s STATUTE OF LIMITATIONS

= EXPERT WITNESS
~ AFFIDAYVIT OF ATTORMNEY
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AUDITOE COMPANIES
Arthur Andersen Enron®, Worl dCom ¥,
Crwest™® Global © 1-:-::111-r+

I'"n'-'r"*, Chs Energy™,

Halliburton™, Peregrine™,

III"II hok
Fricewaterhouse Coop

EPMG

Delaitte & Touche 1 Paso Corp™, Adelphia
Emst & Young AOT Whilliams Cos.

A5 veported by CHIM. This table weflects the maditors at the tive these comparnes
allegedlyused questonable acconmhnge practices. Comparnes marked with an
asterisk have changed thewr anditors simce then
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CAUSES OF ACTION

= NEGLIGENCE/MAI.PRACTICE
s NEGLIGENT MISEEPEESENTATION
= INTENTIONAL MISREPRESENTATION

= BREACH OF CONTEACT

= BREACH OF FIDUCIARY DUTY

= COMMON LAW AIDING AND ABETTING
= MN CONSUMER FRAUD ACT

Slide 8 of 14



SECURITIES CLAIMS

s SECTION 11
» NORELIANCE REQUIREMERNT
w ACCOTNTANT LIABILITY FOE EXPERTIZED
POETION: OF EEGISTEATION STATEMEINT
» LEE V. EEINST & YOUMNG
s SECTION 12

w Only if accountant 15 a seller.
= Rule 10b-5
= Section S0A.23
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STANDING/RELIANCE

= RELATES TO NEGLIGENT MISREP. CLAIM
= PRIVITY

= REASONABLY FORSEEABLE

= SECTION 522. Liabilityis lirmted:

— (&) by the person or one of alimited group of petsons for
whose benefit and gudance he intends to supply the
information or ktwows that the recipiert intends to supply it,
atucl

— (b} tlrough reliance upon it 1n a transaction that he intends the
information to influence or knows that the recipient so intends
ot 111 a substatdi ally sitmilar transaction

Slide 10 of 14



Minnesota cases under

Bonhiver v. Graf
TCF v. Arthur Y oung

Noram v. Strtz Bernards
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BESPEAKS CAUTION

= Court created: No securities fraud 1f the allegedly
fraudulent statements are accompamed by
(cloaked 1n) sutheient cautionary language.

=" PSLRA - - projections given a safe harbor 1f the

projections are clearly identified as forward
looking statements.
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KEY ELEMENTS OF NEW LAW

= Must change audit partner every 5 vears
= Severe limits on consulting for audit clients.

® Fxtend statute of limitations.

= CEO and CFO must certify. 10 vears for false
cert.

= Creates accounting oversight board under SEC.

= Tougher penalties for corporate frand.
= Increases SEC budget.
= 2 Biz day disclosure of insider stock sales.

® Predi ction; Will make auditors rnicher.
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Look for the Shredder
= New law puts 20 yr penalty for shredding
documents.
= Find former employees

= What 15 missing?

= Document retention policies
» Changes 1n enforcement o 1n policies themselves
w New law imposes 7

papers,
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