Jennifer A. Becker
David P. Borovsky
Shoshana Y. Chazan
Chip B. Cox

Edward F. Donohue, 111
Kathleen M. Ewins
Kathleen A. Foley
Bruce N. Furukawa
Howard M. Garfield
Jason A. Geller

J. Michael Higginbotham
John B. Hook
William L. Jacobson
Farand C. Kan

Anna Kapetanakos
Joseph P. McMonigle
Douglas J. Melton
Robin M. Pearson
Jessica B. Rudin
Richard J. Sciaroni
Steven Sharafian
Jennifer W. Suzuki
Jeanette Traverso
Karen L. Uno

Seth E. Watkins
Gerald G. Weisbach

Irene K. Yesowitch

LONG & LEVITLLP

September 23, 2002

ATTORNEY'SFEES

CdiforniaLaw

By David P. Borovsky and Jennifer A. Becker

Issue No. 135

Auditors hired by a client to audit attorney’ s bills owe the attorney no duty of care.

Glen K. Jackson, Inc. v. Richard Roe (9th Cir. 2001) 273 F.3d 1192

Thelaw firm of Jackson & Donahue

(“ Jackson™) represented Golden Eagle
Insurance Company and itsinsuredsin
workers compensation cases. The
accounting firm of Suart, Maue,
Mitchell & James (“ Stuart, Maue’)
conducted an audit of Jackson's billings
to determine if they were in accordance
with Golden Eagl€ s hilling guiddines
The audit reported over $250,000 in
unverified fees. After Jackson and
Golden Eagle sttled the fee dispute,
Jackson sued Stuart, Maue for audit
negligence. The Ninth Circuit Court of
Appeds afirmed the trid court’s grant
of summary judgment.

Under Cdifornialaw an auditor owes no

duty of care to the entity being audited.
The only exception isif the audit
engagement contract expressy identifies
athird party beneficiary. The court
determined that Jackson was not a third
party beneficiary to the agreement
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between Golden Eagle and Stuart Maue.
Although Jackson was an “incidenta”
beneficiary of Stuart Maue' swork,
Stuart Maue owed no duty of careto
Jackson.

Comment: Law firms should take care
to follow thar inditutiond dient's
billing guidelines and be ready to judify
ther feesin the event of an audit. A law
firm has no recourse againgt an auditor

for negligently prepared reports.
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