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2. 
3. 
OPTIONAL PARAGRAPHS FOR TAX ENGAGEMENT LETTERS

A.  Accuracy-Related Penalty Disclosure Warnings

a. Individuals:

The law imposes a penalty when a taxpayer has a “substantial understatement” of tax liability. For individuals, a substantial understatement exists when the understatement for a year exceeds the greater of 10 percent of the tax required to be shown on the return, or $5,000. The penalty is 20 percent of the tax underpayment. Taxpayers may avoid all or part of the penalty by showing that (1) they acted in good faith and there was reasonable cause for the understatement, (2) the understatement was based on substantial authority, or (3) the relevant facts affecting the item’s tax treatment were adequately disclosed on Form 8275 or 8275-R attached to the return and there was reasonable basis for the position. You agree to advise us if you wish disclosure to be made in your returns or if you desire us to identify or perform further research with respect to any material tax issues for the purpose of ascertaining whether, in our opinion, there is “substantial authority” for the position proposed to be taken on such issue in your returns.

b. Partnerships and Limited Liability Companies:
The law imposes a penalty when a taxpayer has a “substantial understatement” of tax liability. For partnerships and individual taxpayers, a substantial understatement exists when the understatement for the year exceeds the greater of 10 percent of the tax required to be shown on the return, or $5,000. The penalty is 20 percent of the tax underpayment. Taxpayers other than “tax shelters” may avoid all or part of the penalty by showing that (1) they acted in good faith and there was reasonable cause for the understatement, (2) the understatement was based on substantial authority, or (3) the relevant facts affecting the item’s tax treatment were adequately disclosed on Form 8275 or 8275-R attached to the return and there was reasonable basis for the position. A taxpayer is considered a “tax shelter” if its principal purpose is to avoid federal income tax. Because a partnership is an entity whose tax attributes flow through to its partners, the penalty for substantial understatement of tax relating to partnership items may be imposed on the partner. You agree to advise us if you wish disclosure to be made in your returns or if you desire us to identify or perform further research with respect to any material tax issues for the purpose of ascertaining whether, in our opinion, there is “substantial authority” for the position proposed to be taken on such issue in your returns.

c. C Corporations:

The law imposes a penalty when a taxpayer has a substantial understatement of tax liability. For corporate taxpayers, a substantial understatement exists when the understatement for the year exceeds the greater of 10 percent of the tax required to be shown on the return, or $10,000. The penalty is 20 percent of the tax underpayment. Taxpayers may avoid all or part of the penalty by showing that (1) they acted in good faith and there was reasonable cause for the understatement, (2) the understatement was based on substantial authority, or (3) the relevant facts affecting the item’s tax treatment were adequately disclosed on Form 8275 or 8275-R attached to the return and there was reasonable basis for the position. You agree to advise us if you wish disclosure to be made in your returns or if you desire us to identify or perform further research with respect to any material tax issues for the purposes of ascertaining whether, in our opinion, there is “substantial authority” for the position proposed to be taken on such issue in your returns.

d. S Corporations:

The law imposes a penalty when a taxpayer has a “substantial understatement” of tax liability. For S corporations and individual taxpayers, a substantial understatement exists when the understatement for the year exceeds the greater of 10 percent of the tax required to be shown on the return, or $5,000. The penalty is 20 percent of the tax underpayment. Taxpayers other than “tax shelters” may seek to avoid all or part of the penalty by showing (1) that they acted in good faith and there was reasonable cause for the understatement, (2) that the understatement was based on substantial authority, or (3) that the relevant facts affecting the item’s tax treatment were adequately disclosed on Form 8275 or 8275-R attached to the return and there was reasonable basis for the position. A taxpayer is considered a “tax shelter” if its principal purpose is to avoid Federal income tax. Because an S corporation is an entity whose tax attributes generally flow through to its shareholders, the penalty for substantial understatement of tax relating to S corporation items may be imposed at either the corporate or shareholder level. You agree to advise us if you wish disclosure to be made in your returns or if you desire us to identify or perform further research with respect to any material tax issues for the purpose of ascertaining whether, in our opinion, there is “substantial authority” for the position proposed to be taken on such issue in your returns. 

e. Fiduciaries (Estates and Trusts):

The law provides for a penalty to be imposed where a taxpayer makes a substantial understatement of its tax liability. For fiduciary taxpayers, a substantial understatement exists when the understatement for the year exceeds the greater of 10 percent of the tax required to be shown on the return, or $5,000. The penalty is 20 percent of the tax underpayment. Fiduciaries may seek to avoid all or part of the penalty by showing (1) that they acted in good faith and there was reasonable cause for the understatement, (2) that the understatement was based on substantial authority, or (3) that the relevant facts affecting the item’s tax treatment were adequately disclosed on Form 8275 or 8275-R attached to the return and there was reasonable basis for the position. You agree to advise us if you wish disclosure to be made in the returns or if you desire us to identify or perform further research with respect to any material tax issues for the purpose of ascertaining whether, in our opinion, there is “substantial authority” for the position proposed to be taken on such issue in the returns.

B.  Disclosure of Reportable Transactions

The law provides substantial penalties for failure to disclose “reportable transactions.” Generally, reportable transactions include transactions identified by the IRS as primarily tax motivated. The rules are complex, and whether or not a transaction is “reportable” may be open to interpretation. In any event, you agree to advise us of any transaction you engage in that is either a “listed transaction” as identified in published IRS guidance, or a transaction whose primary purpose is tax avoidance. Because the law imposes penalties on preparers as well as taxpayers for failure to disclose reportable transactions, you agree that the decision to disclose any such transaction in the returns we prepare for you is ours alone. Should we not be permitted to complete the returns, you agree to pay all fees and expenses incurred. 

C.  Additional Services

This engagement does not include any services not specifically stated in this letter. However, we would be pleased to consult with you regarding other tax matters, such as proposed or completed transactions, income tax projections, and for research in connection with such matters. We will render additional invoices for such services at our standard billing rates

D.  Representation as to Accuracy

You represent that the information you are supplying to us is accurate and complete to the best of your knowledge and that your claimed expenses for meals, entertainment, travel, business gifts, charitable contributions, dues and memberships, and vehicle use are supported by records as required by law. We will not verify the information you give us. However, we are required by federal regulations to ask you for clarification of information that is inconsistent or incomplete.

E.  Outside Processing

Parts of your tax return will be processed by an outside processing center. Please advise us if you prefer that we not use the outside processing resource for your return.

F.  Peer Review Disclosure

We subscribe to a program of peer review for maintenance of quality control in our practice. As part of this program, your return may be selected for review by other CPAs under strict rules of confidentiality. Your acceptance below includes your agreement for disclosure under the program. 

G.  Disclosure of Interest Charge (where permitted by state law)

A late payment charge of __ percent per month will be assessed on any balance that remains unpaid after deduction of current payments, credits, and allowances after 30 days from the date of billing. This is an Annual Percentage Rate of ___ percent. 

H.  Negligence Penalty Warning

The law imposes a penalty of 20 percent on any underpayment that results from negligence or disregard of rules or regulations. Negligence “includes any failure to make a reasonable attempt to comply...” with the tax law. Disregard “includes any careless, reckless or intentional disregard.” Taxpayers may avoid all or part of the penalty by showing that they acted in good faith and by demonstrating that they have a reasonable basis for the understatement: in other words, by showing that they were not negligent.

I.  Confidentiality Privilege Disclosure

The IRS Restructuring and Reform Act of 1998 provides limited confidentiality privilege for communications between you and our firm involving tax advice. The privilege does not cover items other than tax advice such as your tax records, tax return preparation, state tax proceedings, criminal proceedings, or private civil litigation. Any disclosure of otherwise qualifying confidential information to the government or any third party may result in waiver of confidentiality privilege protection. To protect your right to privileged communication, please contact us if you have any questions or need further information.
