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SUMMARY

A single investor and a group of investors who had lost their investments in a company that manufactured portable

personal computers brought two separate lawsuits for fraud, negligent misrepresentation, and professional
negligence against an accounting firm that had been hired by the company to perform an audit of the company's
financial statements, alleging that they had invested in the company in reliance on the accounting firm's unqualified
audit opinion. The two lawsuits were consolidated for trial, and the trial court entered judgment on a jury verdict in
plaintiffs' favor on the professional negligence counts and against plaintiffs on their other causes of action. (Superior
Court of Santa Clara County, No. 536562, Eugene M. Premo, Judge.) The Court of Appeal, Sixth Dist., No.
HO003695, affirmed.

The Supreme Court reversed and remanded the matter to the Court of Appeal with instructions to direct judgment in

favor of defendant against the single plaintiff, and to decide a cross-appeal that had been filed by the remaining
plaintiffs claiming that the defendant was an aider and abettor of the client's fraud. The court held that the trial court
erred in entering judgment for plaintiff on the professional negligence count since an auditor can be held liable for
general negligence in conducting an audit of financial statements only to the person or entity contracting for the
auditor's services, and the accounting firm's sole client was the company. The court further held that although an
auditor may not be held liable to third parties for general negligence, an auditor may be held liable for negligent
misrepresentation to third parties who are known to the auditor and for whose benefit the auditor has rendered the
audit report. The court further held that an auditor may also be held liable to third parties for intentional fraud in the
preparation of an audit report, if the auditor had no belief in the truth of the false statements made in the audit report
and made them recklessly, even though the auditor may not have had actual knowledge of the false or baseless
character of its opinion. Although the jury was not instructed in accordance with the rules the court announced
concerning negligent misrepresentation and intentional fraud, plaintiffs failed to establish that they were prejudiced
by the trial of those causes of action, and thus they were not entitled to a retrial. (Opinion by Lucas, C. J., with
Panelli, Arabian, Baxter and George, JJ., concurring. Separate dissenting opinion by Kennard, J., with Mosk, J.,
concurring.) *371
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