TAX ENGAGEMENT LETTER EXAMPLES

Here are examples of letters you can use to document the terms of an engagement for: 

· Estate Tax Return (Form 706)

· Individual Income Tax Return (Form 1040)

· Income Tax Return for Estate or Trust (Form 1041)

· Income Tax Return for Partnership/LLP/LLC (Form 1065)

· Corporation Income Tax Return (Form 1120)

· S Corporation Income Tax Return (Form 1120S)

· Qualified Retirement Plan Return (Form 5500)

· Examination of Returns

· Tax Advice protected by Confidentiality Privilege

We also have included several optional paragraphs that you might use instead of paragraphs in the examples, or to provide additional information. Optional paragraphs discuss:

· substantial understatement penalty disclosures, 

· disclosure of reportable transactions

· limiting the scope of the engagement, 

· client records, 

· use of an outside processing service, 

· outside disclosure for peer review programs, 

· finance charges, 

· the negligence penalty, and 

· electronic filing. 

We recommend use of engagement letters for all tax services. To assure that their content is appropriate, you should review them carefully and modify them for your use. Be sure to consider the following: 

· Treasury Circular 230, Standards of Practice,

· AICPA Statements on Standards for Tax Services,

· IRC Section 6694, Preparer Penalties,

· IRC Section 6707A, Penalties for failure to disclose reportable transactions,

· State law relating to disclosure of finance charges,

· IRS rules regarding disclosure of outside processing,

· Value of signed confirmation of arrangements when dealing with complex matters, and 

· Need for separate engagement letter, or separate language, for separate services (such as providing privileged tax advice, or preparing certain state returns).

These letters serve as examples. Please read them carefully and consider the engagement you are attempting to document. Engagement letters can and should be tailored to the specific circumstances of each engagement. A “canned” engagement letter might be more dangerous than none at all. 
Before introducing engagement letters into your tax practice, we urge you to consult your attorney, or discuss the matter with your professional liability insurer. They may have important information that will affect how you use engagement letters and what your engagement letters must contain to comply with rules in your state.

