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letters that Arthur Young had obtained from Phillips's law firms. Among other top- E
ics, these attorneys’ letters were known to inchide discussions of “unasserted claims”

by Phillips’s altorneys. The federal grand jury believed that both sets of workpapers

might provide important insight on the allegations involving Phillips.

Arthur Young had refused to provide the contested workpapers to the grand jury
on the grounds that they contained confidential information that, if disclosed. would
be potentially damaging to Phillips. Tax accrual audit workpapers, for example, typi-
cally contain an audit firm’s analysis of tax-related decisions made by their clicnts.
Access to such workpapers would make it much easier for the Internal Revenue Ser-
vice (IRS) to “build a case” against a given company.

Bill Grant was released from the Tulsa County Jail on October 7, 1975, but was
ordered to make an appearance the following week before Judge Barraow. If Grant
again refused to produce the workpapers subpoenaed by the grand jury, he faced
the risk of being cited for criminal contempt and receiving a 17-month jail term.
- During the week between Grant’s two court appearances, Arthur Young's attorneys
4 worked out a compromise with Judge Barrow. Under the lerms of the agreement,
Arthur Young turned over copies of the requested tax accrual workpapers. All matters
other than those specifically identified by the subpoena were masked in the copies
of the workpapers given Lo the grand jury. Judge Barrow also granted Arthur Young
the right to contest any subsequent court order to provide the original “unmasked”
tax accrual workpapers o the grand jury.

Judge Barrow did not relent with respect to the contested attorneys' letters. He or-
dered Arthur Young to provide copies of thase letters to the grand jury. Phillips filed a
motion to appeal this order. but that appeal was denied.

.

P
a

Coad

Ty

pleading no contest to four related tax evasion

The Watergate-related problems of Phillips Pe-
charges, and paying a fine of $30.000.

fr troleum continued to plague the company fol-
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lowing the resolution of the dispute involving
the Arthur Young workpapers. In early 1976,
Phillips’s executives temporarily turned over
control of the company to its outside directors.
This decision was spurred by the filing of a
large class-action lawsuit against Phillips linked
to the charges of illegal campaign contribu-
tions. In November 1977, Phillips settled these
charges by pleading guilty to engaging in a con-
spiracy to make illegal campaign contributions,

Ironically. Arthur Young's tax accrual works
papers for another audit client, the large oil
company Amerada Hess, became the focal
point of another major litigation case, The issue
in this case was whether the IRS had the right
to review copies of audilors’ lax accrual work-
papers. In 1984, the Supreme Court decided
the case by unanimously ruling that the IRS has
the right to review lax accrual workpapers pre-
pared during an independent audit. '

Questions

L. Do you believe that Bill Grant was justified in refusing to provide the requested
workpapers to the grand jury? Explain.

What responsibility, if any. does a public accounting firm have to its partners
and employvees when they are subpoenaed to testify regarding a client?
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3. What is the purpose of “attorneys’ letters” oblained during the course
of an audit? If attorneys are aware that these letters can be routinely
subpoenaed, how does this fact likely affect the quality of the audit evidence

yielded by these letters?

likely affected by auditors’
the IRS? Explain.

Do you believe the documentation included in tax accryal audit workpapers is

knowledge that those workpapers can be obtained by
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