Ace 490 — Week 1 Answers
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True. The offering was filed with the SEC and was public.

Tme. This is the essence of the 1933 Act. The effect of the Securities Act of 1933 is to
give to third parties who purchase repistered securities similar rights against the
auditor as are possessed by the client tnder law.

True. Plaintiffs can show that the financial statements omitted material facts necessary
to prevent the statements from being misleading. Investors need not prove that they
relied on the statements, however. The burden is on the auditors to demonstrate that
the losses were not the result of omissions in the financial statements.

Tme. Accountants have no liability if they can show that their work was adequate to

suppaort their opinion (the "due diligence” defense).

True. One defense available to the accountants is to demonstrate that the losses of the
inventories were due to canses other than errors or omissions in the financial

statements.

Tme. Any action must be filed within three years after the securities have been offered
to the public and within one vear after the discovery of the emmor or omission has been

made._

False. That is not the function of the SEC. The SEC does not pass judgment on the

merit of securities, nor does it defend accountants.

False. The fact that the financial staternents are management’s responsibility is not a
defense if the auditor know of loans and collateral that were not disclozed.



