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Under The Liability Provisions Of Section 11 Of The Securities Act Of 1933, A CPA May Be Liable To Any
individual or entity who suffers damages as a result of inaccuracies or omissions in a registration statement
filed with the Securities and Exchange Commission (SEC). This section of the Securities Act of 1933 establishes
strict liability for certain parties involved in the preparation and dissemination of registration statements,
including Certified Public Accountants (CPAs). Understanding the scope of CPA liability under Section 11 is
crucial for professionals in the accounting and securities industries, as it delineates their responsibilities and
potential legal exposures during securities offerings.

---

Overview of Section 11 of the Securities Act of 1933

Section 11 was enacted to promote transparency and accuracy in the registration process for new securities
offerings. It aims to protect investors by establishing liability for false or misleading statements contained
within registration statements. Unlike common law claims that require proof of negligence or intent, Section
11 imposes strict liability, meaning that a plaintiff does not need to demonstrate fault to recover damages.

Key aspects of Section 11 include:

- Liability for material misstatements or omissions
- Broad scope covering various parties involved in the registration process
- A statutory right to sue for damages

---

Parties Potentially Liable Under Section 11

Liability under Section 11 extends to several parties involved in the registration process, including:

Issuer (Company issuing the securities)1.

Underwriters2.

Signatories to the registration statement3.

Legal counsel involved in drafting the registration statement4.

Accountants, including CPAs, who prepared or certified financial statements5.

Of particular interest to CPAs is their potential liability given their role in preparing financial disclosures.

---



Liability of CPAs Under Section 11

Scope of CPA Liability

CPAs may be held liable if they:

- Prepared or certified financial statements or schedules included in the registration statement
- Made any material misstatements or omissions in the financial disclosures
- Failed to conduct adequate due diligence in the preparation or review of financial documents

Key considerations include:

- Whether the CPA's work was incorporated into the registration statement
- The materiality of the misstatement or omission
- The CPA’s level of involvement and knowledge

Elements of a Section 11 Claim Against a CPA

To establish liability, plaintiffs must typically prove:

The registration statement contained a material misstatement or omission1.

The CPA was responsible for or participated in the preparation or certification of the financial2.
statements

The plaintiff suffered damages as a result of the misstatement or omission3.

The misstatement or omission was material4.

Note: Because liability under Section 11 is strict, negligence or intent need not be proven, although evidence of
gross negligence or fraud can influence damages and defenses.

---

Limitations and Defenses for CPAs

While liability can be broad, there are defenses available to CPAs under Section 11, including:

Due Diligence Defense: Demonstrating that the CPA conducted a reasonable investigation and had1.
reasonable grounds to believe the statements were true at the time of filing.

Knowledge or Lack of Knowledge: If the CPA did not know and, in the exercise of reasonable care, could2.
not have known about the misstatement.

Reliance on Information Provided: If the CPA reasonably relied on information provided by the issuer or3.
other professionals.

Statute of Limitations: Claims must be brought within a specified period after the registration statement4.



becomes effective.

Important: The effectiveness of these defenses often depends on the specific circumstances and the evidence of the
CPA’s due diligence and professional conduct.

---

Implications for CPAs Preparing Financial Statements

Given the potential liability, CPAs involved in securities offerings should adhere to rigorous standards of
professional conduct. Best practices include:

Conduct comprehensive audits and reviews of financial statements1.

Document all procedures and findings thoroughly2.

Ensure full compliance with applicable accounting standards and SEC regulations3.

Engage in thorough due diligence to verify all financial disclosures4.

Maintain clear communication with legal counsel and underwriters5.

Adhering to these practices not only minimizes the risk of errors but also strengthens the CPA’s position in any
potential legal defense.

---

Legal Cases Illustrating CPA Liability Under Section 11

Understanding how courts have interpreted CPA liability provides valuable insights. Some notable cases
include:

Case 1: Ernst & Ernst v. Hochfelder (1976)

While primarily about securities fraud, this case clarified the scope of liability and the importance of due
diligence, emphasizing that CPA negligence could lead to liability under securities law.

Case 2: SEC v. Coates (1974)

This case demonstrated that CPAs could be held liable if they failed to detect material inaccuracies in
financial statements that were incorporated into registration statements.



Case 3: Central Bank of Denver v. First Interstate Bank of Denver (1994)

Although focusing on securities fraud, it reinforced the importance of careful examination and due diligence by
professionals involved in securities disclosures.

Lessons Learned:

- Courts scrutinize the extent of the CPA’s involvement
- Due diligence is a critical defense
- Materiality of misstatements influences liability

---

Best Practices for CPAs to Mitigate Liability Risks

To reduce exposure under Section 11, CPAs should:

Engage in thorough audits aligned with GAAS (Generally Accepted Auditing Standards)

Maintain detailed documentation of audit procedures and findings

Participate actively in review processes for financial disclosures

Communicate transparently with clients and legal counsel about potential risks

Stay updated on SEC regulations and securities law developments

Proactive measures can significantly diminish the likelihood of being held liable and strengthen defenses if claims
arise.

---

Conclusion

Under the Liability Provisions Of Section 11 Of The Securities Act Of 1933, A CPA May Be Liable To Any
party harmed by material misstatements or omissions in securities registration statements, especially those
related to financial disclosures. Recognizing the scope of this liability is essential for CPAs involved in
securities offerings. By adhering to professional standards, conducting diligent reviews, and maintaining
comprehensive documentation, CPAs can mitigate potential liabilities. Ultimately, understanding the legal
landscape surrounding Section 11 empowers CPAs to perform their roles responsibly while safeguarding their
professional integrity and legal compliance.

---

Disclaimer: This content is informational and does not constitute legal advice. For specific legal concerns,
consult a qualified securities attorney.



Frequently Asked Questions

What is the scope of liability for a CPA under Section 11 of the Securities
Act of 1933?

Under Section 11, a CPA can be held liable for material misstatements or omissions in a registration statement,
even if they were not directly responsible for the misstatement, provided they were involved in the preparation
or review process.

Who can be held liable to a security holder under Section 11?

Liability can extend to CPA firms, individual CPAs, underwriters, directors, and other parties involved in the
preparation or certification of the registration statement.

Does a CPA have any defenses against liability under Section 11?

Yes. A CPA can establish defenses such as due diligence, proving they had reasonable grounds to believe the
statements were true, or that they lacked knowledge of the misstatement at the time of signing.

What is the significance of the 'due diligence' defense for CPAs under Section
11?

The due diligence defense allows a CPA to avoid liability if they can demonstrate they exercised reasonable
care and thoroughly investigated the statements before signing or certifying the registration statement.

Are CPAs liable for statements made after the registration statement is
filed?

Liability under Section 11 generally pertains to statements contained within the registration statement at the
time of filing. Post-filing statements may fall under other legal provisions, but not directly under Section 11.

How does the concept of 'materiality' affect CPA liability under Section
11?

A misstatement or omission is only actionable if it is material, meaning it would influence an investor’s decision.
CPAs are liable for material misstatements or omissions, not immaterial errors.

Can CPAs be held liable for innocent mistakes under Section 11?

While liability primarily hinges on material misstatements or omissions, the due diligence defense can protect
CPAs from liability if they can show they exercised reasonable care, even if mistakes occurred.

What role does the 'knowledge' of the CPA play in liability under Section
11?

Liability depends on whether the CPA had knowledge or reason to believe that the registration statement
contained false or misleading information. Lack of knowledge, combined with due diligence, can serve as a defense.



Additional Resources
Liability Under The Liability Provisions Of Section 11 Of The Securities Act Of 1933: A CPA’s Potential
Legal Exposure

The Securities Act of 1933 stands as a foundational pillar in U.S. securities law, designed to foster
transparency, protect investors, and restore confidence in the burgeoning capital markets following the Great
Depression. Among its many provisions, Section 11 is particularly notable for establishing strict liability
standards for certain misstatements and omissions in registration statements filed with the Securities and
Exchange Commission (SEC). This section has significant implications for various professionals involved in the
preparation and review of such filings, notably Certified Public Accountants (CPAs).

In this comprehensive review, we examine Section 11’s liability provisions, emphasizing how and when a CPA may
be held liable. We analyze the scope of liability, defenses available, and practical considerations for CPAs
operating in this legal landscape. Our goal is to provide an expert-level understanding of this complex legal
area, enabling professionals to navigate their responsibilities prudently.

---

Understanding Section 11 of the Securities Act of 1933

Overview of the Securities Act of 1933

Enacted during the aftermath of the stock market crash of 1929, the Securities Act of 1933 was designed to
regulate the initial issuance of securities, ensuring that investors receive accurate and complete disclosures
about the securities they purchase. The act mandates that companies registering securities with the SEC file
comprehensive registration statements containing essential information about the company’s financial health,
management, and risks.

What Is Section 11?

Section 11 of the Securities Act addresses civil liability for false or misleading statements or omissions
contained in a registration statement. It primarily aims to deter fraudulent disclosures and compensate
investors who suffer losses due to inaccuracies in registration filings.

Key Elements of Section 11:

- Liability Scope: It imposes liability on various parties involved in the registration process, including the
issuer, underwriters, directors, and accountants.
- Strict Liability Standard: The provision generally holds liable those responsible for false statements
without requiring proof of fraudulent intent or negligence.
- Coverage: It applies to statements contained in registration statements at the time they become effective,
including financial statements, disclosures, and other information provided.

---

Liability of CPAs Under Section 11



Who Can Be Held Liable?

CPAs, as auditors or financial statement preparers, occupy a critical role in the registration process. Under
Section 11, they can be held liable if their work contributed to materially false or misleading statements in the
registration statement.

Parties Subject to Liability:

- Accountants and Auditors: Responsible for the accuracy of financial statements they prepare or certify.
- Accounting Firms: In cases where the CPA is part of a firm, the firm as an entity can also be held liable.
- Others Involved: Underwriters, directors, and issuers, but our focus remains on CPAs due to their specialized
role.

Legal Basis for CPA Liability:

Section 11 explicitly states that any person who signs a registration statement, or who is responsible for its
contents, can be liable if the statement contains untrue statements of material fact or omissions of material
facts necessary to make the statements not misleading.

---

Scope of CPA Liability

CPAs’ liability hinges on several factors:

- Materiality: The misstatement or omission must be material—significant enough to influence an investor’s
decision.
- Knowledge or Reckless Disregard: While liability is strict, courts often interpret that the CPA must have
knowledge of the falsity or act with reckless disregard to avoid liability.
- Causation: The false statement must have directly contributed to the investor’s loss.
- Participation: The CPA’s role in preparing or certifying the financial statements is critical; mere involvement
without knowledge or responsibility might limit liability.

---

Types of Statements and Omissions That May Lead to Liability

CPAs can be liable under Section 11 if their work is involved in the following:

- Financial Statements: Including balance sheets, income statements, cash flow statements, and notes thereto.
- Disclosures: Management’s discussion and analysis, risk factors, and other disclosures included in
registration statements.
- Auditor’s Reports: If these reports contain material misstatements or are misleading due to negligence or
misconduct.
- Omissions: Failing to disclose material facts that should have been included, such as known financial
irregularities or pending litigations.

---

Defense Strategies for CPAs



While liability under Section 11 can be strict, certain defenses are available:

Due Diligence Defense

The most common defense is demonstrating that the CPA conducted a reasonable investigation and had
reasonable grounds to believe the statements were true and complete at the time of filing. To invoke this, CPAs
must show:

- They performed a thorough review of the financial statements.
- They relied on information provided by management in good faith.
- They disclosed any known issues or irregularities.

Lack of Materiality

Proving that the misstatement or omission was immaterial and unlikely to influence an investor’s decision.

Statute of Limitations

Claims under Section 11 must be filed within a specific period—generally one year after the plaintiff discovers
the facts constituting the violation, but no more than three years after the registration statement becomes
effective.

Absence of Knowledge or Recklessness

Demonstrating that the CPA was unaware of any falsity or misleading omission, and acted with reasonable
care.

---

Practical Implications for CPAs

Understanding the liability landscape is essential for CPAs involved in securities offerings. Some key
considerations include:

- Rigorous Due Diligence: Implement comprehensive review procedures for financial statements and disclosures.
- Clear Documentation: Maintain detailed records of procedures, findings, and communications related to the
registration process.
- Legal Consultation: Work closely with legal counsel to ensure compliance and understand evolving case
law.
- Insurance Coverage: Consider professional liability insurance that covers securities-related claims.
- Training and Education: Stay updated on securities laws, accounting standards, and best practices in
disclosures.

---



Conclusion: Navigating Liability Risks with Prudence

The liability provisions of Section 11 of the Securities Act of 1933 serve as a potent reminder of the critical
role CPAs play in securities offerings. While the law emphasizes strict liability, a well-informed, diligent
approach can significantly mitigate risks. CPAs must balance their professional responsibilities with legal
prudence, ensuring that financial statements and disclosures are accurate, complete, and truthful.

In an era where securities fraud and misstatements can lead to substantial legal exposure, understanding the
nuances of Section 11 is vital. By adhering to rigorous standards, maintaining meticulous documentation, and
seeking expert legal advice when needed, CPAs can protect themselves while upholding the integrity of the
capital markets. The stakes are high, but with careful stewardship, CPAs can navigate these liabilities
effectively, contributing to the transparency and fairness that underpin investor confidence and market
stability.
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