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Preface

P r a c t ic e  s t a n d a rd s  a re  th e  h a l lm a r k  o f  c a l l in g  on e 's  s e l f  a  p ro fe s s io n a l.  
M e m b e r s  s h o u ld  f u l f i l l  t h e ir  r e s p o n s ib i l i t ie s  a s  p ro fe s s io n a ls  b y  in s t i t u t in g  a n d  
m a in t a in in g  s t a n d a rd s  a g a in s t  w h ic h  t h e ir  p ro fe s s io n a l p e r fo rm a n ce  c a n  be  
m e a su re d . C o m p lia n c e  w it h  p ro fe s s io n a l s ta n d a rd s  o f  t a x  p ra c t ic e  a ls o  co n 
f i rm s  th e  p u b l ic 's  a w a re n e s s  o f  th e  p r o fe s s io n a lis m  t h a t  is  a s so c ia te d  w it h  
C P A s  a s  w e l l  a s  th e  A I C P A .

T h is  P u b l ic a t io n  s e ts  fo r th  e t h ic a l t a x  p ra c t ic e  s ta n d a rd s  fo r  m e m b e rs  o f  th e  
A I C P A :  S ta te m e n ts  o n  S ta n d a rd s  fo r  T a x  S e rv ic e s  ( S S T S s  o r  S ta te m e n ts ) . 
A lt h o u g h  o th e r  s ta n d a rd s  o f  t a x  p ra c t ic e  e x is t ,  m o s t  n o ta b ly  T r e a s u r y  D e p a r t 
m e n t  C i r c u la r  N o . 2 3 0  a n d  p e n a lt y  p r o v is io n s  o f  th e  I n t e r n a l R e v e n u e  C o d e  
( IR C ) , th o se  s t a n d a rd s  a re  l im it e d  in  t h a t  (1) C i r c u la r  N o . 2 3 0  does n o t  p ro v id e  
th e  d e p th  o f  g u id a n c e  c o n ta in e d  in  th e se  S ta te m e n ts ,  (2) th e  I R C  p e n a lt y  
p r o v is io n s  a p p ly  o n ly  to  in c o m e - ta x  r e t u r n  p r e p a r a t io n ,  a n d  (3) b o th  C ir c u la r  
N o . 2 3 0  a n d  th e  p e n a lt y  p ro v is io n s  a p p ly  o n ly  to  fe d e ra l t a x  p ra c t ic e .

T h e  S S T S s  h a v e  b e e n  w r it t e n  in  a s  s im p le  a n d  o b je c t iv e  a  m a n n e r  a s  
p o s s ib le . H o w e v e r ,  b y  t h e ir  n a tu re , e t h ic a l s ta n d a rd s  p ro v id e  fo r  a n  a p p ro p r ia te  
ra n g e  o f  b e h a v io r  t h a t  re c o g n iz e s  th e  n e e d  fo r  in t e r p r e ta t io n s  to  m e e t a  b ro a d  
ra n g e  o f  p e r s o n a l a n d  p ro fe s s io n a l s itu a t io n s .  T h e  S S T S s  re c o g n iz e  t h is  n e e d  
b y , in  som e  se c t io n s , p r o v id in g  r e la t iv e ly  s u b je c t iv e  r u le s  a n d  b y  le a v in g  c e r t a in  
t e rm s  u n d e f in e d . T h e se  te rm s  a n d  co n ce p ts  a re  g e n e ra l ly  ro o te d  in  t a x  c o n 
cep ts , a n d  th e re fo re  s h o u ld  be  r e a d i ly  u n d e rs to o d  b y  t a x  p r a c t it io n e r s .  I t  is ,  
th e re fo re , re c o g n iz e d  t h a t  th e  e n fo r c e m e n t  o f  th e se  ru le s ,  a s  p a r t  o f  th e  A I C P A 's  
C o d e  o f  P r o fe s s io n a l C o n d u c t  R u le  201 , G e n e ra l S ta n d a rd s  [ E T  se c t io n  201 .01 ], 
a n d  R u le  202 , C o m p lia n c e  W ith  S ta n d a rd s  [ E T  s e c t io n  202 .01 ], w i l l  be  u n d e r 
t a k e n  w it h  f le x ib i l i t y  in  m in d  a n d  h a n d le d  o n  a  ca se -b y -ca se  b a s is . M e m b e r s  
a re  e x p e c te d  to  c o m p ly  w it h  th e m .

H is to ry

T h e  S S T S s  h a v e  t h e ir  o r ig in  in  th e  S ta te m e n ts  o n  R e s p o n s ib i l i t ie s  in  T a x  
P r a c t ic e  ( S R T P s ) ,  w h ic h  p ro v id e d  a  b o d y  o f  a d v is o r y  o p in io n s  o n  good  t a x  
p ra c t ic e .  T h e  g u id e l in e s  a s  o r ig in a l ly  s e t  f o r th  in  th e  S R T P s  h a d  com e  to  p la y  
a  m u c h  m o re  im p o r t a n t  ro le  t h a n  m o s t  m e m b e rs  re a liz e d .  T h e  c o u rts , I n t e r n a l 
R e v e n u e  S e rv ic e , s ta te  a c c o u n ta n c y  b o a rd s , a n d  o th e r  p ro fe s s io n a l o rg a n iz a 
t io n s  re c o g n iz e d  a n d  r e l ie d  o n  th e  S R T P s  a s  th e  a p p ro p r ia te  a r t ic u la t io n  o f  
p ro fe s s io n a l c o n d u c t  in  a  C P A 's  t a x  p ra c t ic e . T h e  S R T P s ,  in  a n d  o f  th e m s e lv e s , 
h a d  be com e  de  fa c to  e n fo rc e a b le  s ta n d a rd s  o f  p ro fe s s io n a l p ra c t ic e , b e cau se  
s ta te  d is c ip l in a r y  o rg a n iz a t io n s  a n d  m a lp r a c t ic e  ca se s  in  e ffe c t r e g u la r ly  h e ld  
C P A s  a c c o u n ta b le  fo r  f a i lu r e  to  fo llo w  th e  S R T P s  w h e n  t h e ir  p ro fe s s io n a l 
p r a c t ic e  c o n d u c t  f a i le d  to  m e e t  th e  p r e s c r ib e d  g u id e l in e s  o f  co ndu c t.

A IC P A  P ro fe s s io n a l S ta n d a rd s TS §200.04
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T h e  A I C P A 's  T a x  E x e c u t iv e  C o m m it te e  c o n c lu d e d  t h a t  a p p ro p r ia te  a c t io n  

e n ta i le d  is s u a n c e  o f  t a x  p ra c t ic e  s ta n d a rd s  t h a t  w o u ld  be com e  a  p a r t  o f  th e  
I n s t itu te 's  C o d e  o f  P r o fe s s io n a l C o n d u c t .  A t  i t s  J u l y  1999  m e e t in g , th e  A I C P A  
B o a rd  o f  D ir e c to r s  a p p ro v e d  s u p p o r t  o f  th e  e x e cu t iv e  c o m m it te e 's  in i t ia t iv e  a n d  
p la c e d  th e  m a t te r  o n  th e  a g e n d a  o f  th e  O c to b e r  1999  m e e t in g  o f  th e  I n s t itu te 's  
g o v e rn in g  C o u n c il.  O n  O c to b e r  1 9 ,  1999 , C o u n c i l  a p p ro v e d  d e s ig n a t in g  th e  T a x  
E x e c u t iv e  C o m m it te e  a s  a  s ta n d a rd - s e t t in g  b o d y , t h u s  a u th o r iz in g  t h a t  c o m 
m it te e  to  p ro m u lg a te  s ta n d a rd s  o f  t a x  p ra c t ic e . T h e se  S S T S s ,  la r g e ly  m ir r o r in g  
th e  S R T P s ,  a re  th e  re s u lt .

T h e  S R T P s  w e re  o r ig in a l ly  is s u e d  b e tw e e n  1964  a n d  1977 . T h e  f i r s t  n in e  
S R T P s  a n d  th e  I n t r o d u c t io n  w e re  c o d if ie d  in  1976; th e  t e n th  S R T P  w a s  is s u e d  
in  1977 . T h e  o r ig in a l S R T P s  c o n c e rn in g  th e  C P A 's  r e s p o n s ib i l i t y  t o  s ig n  th e  
r e t u r n  ( S R T P s  N o . 1, S ig n a tu re  o f  P re p a re rs , a n d  N o . 2 , S ig n a tu re  o f  R e v ie w e r: 
A s s u m p tio n  o f  P re p a re r 's  R e s p o n s ib ility ) w e re  w it h d r a w n  in  1982  a f t e r  T r e a s 
u r y  D e p a r tm e n t  re g u la t io n s  w e re  is s u e d  a d o p t in g  s u b s t a n t ia l ly  th e  sa m e  
s ta n d a rd s  fo r  a l l  t a x  r e t u r n  p re p a re rs .  T h e  s ix t h  a n d  s e v e n th  S R T P s ,  c o n c e rn 
in g  th e  r e s p o n s ib i l i t y  o f  a  C P A  w h o  b e com es a w a re  o f  a n  e r ro r ,  w e re  re v is e d  in  
1991 . T h e  f i r s t  I n te rp re ta t io n  o f  th e  S R T P s ,  I n te rp re ta t io n  1-1, " R e a l is t ic  
P o s s ib i l i t y  S ta n d a rd ,"  w a s  a p p ro v e d  in  D e c e m b e r  1990 . T h e  S S T S s  a n d  I n t e r 
p r e ta t io n  su p e rs e d e  a n d  re p la c e  th e  S R T P s  a n d  t h e ir  I n te rp re ta t io n  1-1 e ffe c 
t iv e  O c to b e r  31 , 2000 . A lt h o u g h  th e  n u m b e r  a n d  n a m e s  o f  th e  S S T S s ,  a n d  th e  
su b s ta n c e  o f  th e  ru le s  c o n ta in e d  i n  e a ch  o f  th e m , r e m a in  th e  s a m e  a s  in  th e  
S R T P s ,  th e  la n g u a g e  h a s  b e e n  e d ite d  to  b o th  c la r i f y  a n d  r e f le c t  th e  e n fo rce a b le  
n a tu r e  o f  th e  S S T S s .  I n  a d d it io n ,  b e cau se  th e  a p p l ic a b i l i t y  o f  th e se  s ta n d a rd s  
is  n o t  l im it e d  to  fe d e ra l in c o m e - ta x  p ra c t ic e ,  th e  la n g u a g e  h a s  b e e n  c h a n g e d  to  
m ir r o r  th e  b ro a d e r  scope.

O n g o in g  Process
T h e  fo llo w in g  S ta te m e n ts  o n  S ta n d a rd s  fo r  T a x  S e rv ic e s  [se c t io n s  1 0 0 -8 0 0 ]  

a n d  In te rp re ta t io n  1-1 to  S ta te m e n t  N o . 1, " R e a l is t ic  P o s s ib i l i t y  S ta n d a rd "  
[se c t io n  9100 ], r e f le c t  th e  A I C P A 's  s ta n d a rd s  o f  t a x  p ra c t ic e  a n d  d e lin e a te  
m e m b e rs ' r e s p o n s ib i l i t ie s  to  ta x p a y e rs ,  th e  p u b lic ,  th e  g o v e rn m e n t, a n d  th e  
p ro fe s s io n . T h e  S ta te m e n ts  a re  in te n d e d  to  b e  p a r t  o f  a n  o n g o in g  p ro ce s s  t h a t  
m a y  r e q u ir e  c h a n g e s  to  a n d  in t e r p r e ta t io n s  o f  c u r r e n t  S S T S s  in  re c o g n it io n  o f  
th e  a c c e le r a t in g  r a te  o f  c h a n g e  in  t a x  la w s  a n d  th e  c o n t in u e d  im p o r ta n c e  o f  t a x  
p ra c t ic e  to  m e m b e rs .

T h e  T a x  E x e c u t iv e  C o m m it te e  p ro m u lg a te s  S S T S s .  E v e n  th o u g h  th e  1999 - 
2 0 0 0  T a x  E x e c u t iv e  C o m m it te e  a p p ro v e d  t h is  v e r s io n , a c k n o w le d g m e n t  is  a ls o  
d u e  to  th e  m a n y  m e m b e rs  w h o se  e ffo r ts  o v e r  th e  y e a r s  w e n t  in to  th e  d e v e lo p 
m e n t  o f  th e  o r ig in a l s ta te m e n ts .

[T h e  n e x t p a g e  is  18,011.]

Preface C o p y rig h t ©  2001, A m e ric a n  In s titu te  o f C e rtifie d  P u b lic  A c co u n ta n ts , In c .
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o the rw ise  ind ica ted : 
A u g u s t, 2 0 0 0

In trod uc tion
.01 T h is  S ta te m e n t  se ts  fo r th  th e  a p p lic a b le  s ta n d a rd s  fo r  m e m b e rs  w h e n  

re c o m m e n d in g  t a x  r e t u r n  p o s it io n s  a n d  p r e p a r in g  o r  s ig n in g  t a x  r e tu rn s  
( in c lu d in g  a m e n d e d  r e tu rn s ,  c la im s  fo r  re fu n d , a n d  in fo rm a t io n  r e tu rn s )  f i le d  
w it h  a n y  t a x in g  a u th o r it y .  F o r  p u rp o s e s  o f  th e se  s ta n d a rd s , a  ta x  re tu rn  
p o s it io n  is  (a) a  p o s it io n  re f le c te d  o n  th e  t a x  r e t u r n  a s  to  w h ic h  th e  t a x p a y e r  
h a s  b e e n  s p e c if ic a l ly  a d v is e d  b y  a  m e m b e r  o r  (b ) a  p o s it io n  a b o u t w h ic h  a  
m e m b e r  h a s  k n o w le d g e  o f  a l l  m a t e r ia l  fa c ts  a n d , o n  th e  b a s is  o f  th o se  fa c ts , h a s  
c o n c lu d e d  w h e th e r  th e  p o s it io n  is  a p p ro p r ia te .  F o r  p u rp o s e s  o f  th e se  s ta n d 
a rd s , a  ta x p a y e r  is  a  c l ie n t ,  a  m e m b e r 's  e m p lo y e r , o r  a n y  o th e r  t h ir d - p a r t y  
r e c ip ie n t  o f  t a x  se rv ic e s .

S ta tem ent
.02 T h e  fo l lo w in g  s ta n d a rd s  a p p ly  to  a  m e m b e r  w h e n  p r o v id in g  p ro fe s 

s io n a l s e rv ic e s  t h a t  in v o lv e  t a x  r e t u r n  p o s it io n s :

a . A  m e m b e r  s h o u ld  n o t  re c o m m e n d  t h a t  a  t a x  r e t u r n  p o s it io n  be  t a k e n  
w it h  re s p e c t  to  a n y  it e m  u n le s s  th e  m e m b e r  h a s  a  g o o d - fa ith  b e l ie f  
t h a t  th e  p o s it io n  h a s  a  r e a l is t ic  p o s s ib i l i t y  o f  b e in g  s u s ta in e d  a d m in 
is t r a t iv e ly  o r  j u d ic ia l ly  o n  i t s  m e r it s  i f  c h a lle n g e d .

b. A  m e m b e r  s h o u ld  n o t  p re p a re  o r  s ig n  a  r e t u r n  t h a t  th e  m e m b e r  is  
a w a re  t a k e s  a  p o s it io n  t h a t  th e  m e m b e r  m a y  n o t  re c o m m e n d  u n d e r  
th e  s t a n d a rd  e x p re s se d  in  p a ra g r a p h  .02a .

c. N o tw it h s ta n d in g  p a ra g r a p h  .02a , a  m e m b e r  m a y  re c o m m e n d  a  t a x  
r e t u r n  p o s it io n  t h a t  th e  m e m b e r  c o n c lu d e s  is  n o t  f r iv o lo u s  a s  lo n g  a s  
th e  m e m b e r  a d v is e s  th e  t a x p a y e r  to  a p p r o p r ia t e ly  d is c lo se . N o tw it h 
s t a n d in g  p a ra g r a p h  .02b , th e  m e m b e r  m a y  p re p a re  o r  s ig n  a  r e t u r n  
t h a t  re f le c t s  a  p o s it io n  t h a t  th e  m e m b e r  c o n c lu d e s  is  n o t  f r iv o lo u s  a s  
lo n g  a s  th e  p o s it io n  is  a p p r o p r ia t e ly  d is c lo se d .

d . W h e n  re c o m m e n d in g  t a x  r e t u r n  p o s it io n s  a n d  w h e n  p r e p a r in g  o r  
s ig n in g  a  r e t u r n  o n  w h ic h  a  t a x  r e t u r n  p o s it io n  is  ta k e n , a  m e m b e r  
s h o u ld , w h e n  re le v a n t ,  a d v is e  th e  t a x p a y e r  r e g a rd in g  p o te n t ia l p e n 
a lt y  co n se q u e n ce s  o f  s u ch  t a x  r e t u r n  p o s it io n  a n d  th e  o p p o r tu n ity ,  i f  
a n y , to  a v o id  s u ch  p e n a lt ie s  th ro u g h  d is c lo s u re .

.03 A  m e m b e r  s h o u ld  n o t  re c o m m e n d  a  t a x  r e t u r n  p o s it io n  o r  p re p a re  o r  
s ig n  a  r e t u r n  r e f le c t in g  a  p o s it io n  t h a t  th e  m e m b e r  k n o w s—

a . E x p lo i t s  th e  a u d it  s e le c t io n  p ro ce s s  o f  a  t a x in g  a u th o r it y .

b. S e rv e s  a s  a  m e re  a r g u in g  p o s it io n  a d v a n ce d  s o le ly  to  o b ta in  le v e ra g e  
in  th e  b a rg a in in g  p ro ce s s  o f  s e t t le m e n t  n e g o t ia t io n  w it h  a  t a x in g  
a u th o r it y .
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.04  W h e n  re c o m m e n d in g  a  t a x  r e t u r n  p o s it io n , a  m e m b e r  h a s  b o th  th e  
r ig h t  a n d  r e s p o n s ib i l i t y  to  be  a n  a d v o ca te  fo r  th e  ta x p a y e r  w it h  re s p e c t  to  a n y  
p o s it io n  s a t is f y in g  th e  a fo re m e n t io n e d  s ta n d a rd s .

E xp lan a tion
.05 O u r  s e lf -a s s e s sm e n t  t a x  s y s te m  c a n  fu n c t io n  e f fe c t iv e ly  o n ly  i f  t a x 

p a y e r s  f i le  t a x  r e tu rn s  t h a t  a re  t ru e , co rre c t , a n d  co m p le te . A  t a x  r e t u r n  is  
p r im a r i ly  a  t a x p a y e r 's  r e p re s e n ta t io n  o f  fa c ts , a n d  th e  ta x p a y e r  h a s  th e  f in a l  
r e s p o n s ib i l i t y  fo r  p o s it io n s  t a k e n  o n  th e  re tu rn .

.06  In  a d d it io n  to  a  d u ty  to  th e  ta x p a y e r ,  a  m e m b e r  h a s  a  d u t y  to  th e  t a x  
sy s te m . H o w e v e r ,  i t  is  w e l l  e s ta b lis h e d  t h a t  th e  ta x p a y e r  h a s  n o  o b lig a t io n  to  
p a y  m o re  ta x e s  th a n  a re  le g a l ly  ow ed , a n d  a  m e m b e r  h a s  a  d u ty  to  th e  t a x p a y e r  
to  a s s is t  i n  a c h ie v in g  t h a t  re s u lt .  T h e  s ta n d a rd s  c o n ta in e d  in  p a ra g r a p h s  .02, 
.03, a n d  .04  re c o g n iz e  th e  m e m b e rs ' r e s p o n s ib i l i t ie s  to  b o th  t a x p a y e r s  a n d  to  
th e  t a x  sy s te m .

.07  I n  o rd e r  to  m e e t th e  s ta n d a rd s  c o n ta in e d  in  p a ra g r a p h  .02, a  m e m b e r  
s h o u ld  in  good  f a it h  b e lie v e  t h a t  th e  t a x  r e t u r n  p o s it io n  is  w a r r a n te d  in  
e x is t in g  la w  o r  c a n  be  s u p p o r te d  b y  a  g o o d - fa ith  a r g u m e n t  fo r  a n  e x te n s io n , 
m o d if ic a t io n ,  o r  r e v e r s a l o f  e x is t in g  la w . F o r  e x a m p le , i n  r e a c h in g  su ch  a  
c o n c lu s io n , a  m e m b e r  m a y  c o n s id e r  a  w e ll- r e a s o n e d  c o n s t ru c t io n  o f  th e  a p p l i 
c a b le  s ta tu te , w e ll- r e a s o n e d  a r t ic le s  o r  t re a t is e s ,  o r  p ro n o u n c e m e n ts  is s u e d  b y  
th e  a p p lic a b le  t a x in g  a u th o r it y ,  r e g a rd le s s  o f  w h e th e r  s u ch  so u rce s  w o u ld  be  
t re a te d  a s  a u th o r ity  u n d e r  I n t e r n a l R e v e n u e  C o d e  se c t io n  6 6 6 2  a n d  th e  re g u 
la t io n s  th e re u n d e r .  A  p o s it io n  w o u ld  n o t  f a i l  to  m e e t  th e se  s ta n d a rd s  m e re ly  
b e cau se  i t  is  la t e r  a b a n d o n e d  fo r  p r a c t ic a l  o r  p ro c e d u ra l c o n s id e ra t io n s  d u r in g  
a n  a d m in is t r a t iv e  h e a r in g  o r  in  th e  l i t ig a t io n  p ro ce ss .

.08  I f  a  m e m b e r  h a s  a  g o o d - fa ith  b e l ie f  t h a t  m o re  t h a n  one  t a x  r e t u r n  
p o s it io n  m e e ts  th e  s ta n d a rd s  s e t  fo r th  in  p a ra g r a p h  .02, a  m e m b e r 's  a d v ic e  
c o n c e rn in g  a lt e r n a t iv e  a c c e p ta b le  p o s it io n s  m a y  in c lu d e  a  d is c u s s io n  o f  th e  
l ik e l ih o o d  t h a t  e a ch  s u ch  p o s it io n  m ig h t  o r  m ig h t  n o t  c a u se  th e  ta x p a y e r 's  t a x  
r e t u r n  to  be  e x a m in e d  a n d  w h e th e r  th e  p o s it io n  w o u ld  be  c h a lle n g e d  in  a n  
e x a m in a t io n .  I n  s u c h  c ir c u m s ta n c e s ,  s u c h  a d v ic e  is  n o t  a  v io la t io n  o f  p a r a 
g r a p h  .03a .

.09  In  som e  cases , a  m e m b e r  m a y  c o n c lu d e  t h a t  a  t a x  r e t u r n  p o s it io n  i s   
n o t  w a r r a n te d  u n d e r  th e  s t a n d a rd  se t  fo r th  in  p a ra g r a p h  .02a . A  ta x p a y e r  m a y , 
h o w e ve r , s t i l l  w is h  to  t a k e  su ch  a  p o s it io n . U n d e r  s u ch  c ir c u m s ta n c e s , th e  
ta x p a y e r  s h o u ld  h a v e  th e  o p p o r tu n it y  to  t a k e  su ch  a  p o s it io n , a n d  th e  m e m b e r  
m a y  p re p a re  a n d  s ig n  th e  r e t u r n  p ro v id e d  th e  p o s it io n  is  a p p r o p r ia t e ly  d is 
c lo se d  o n  th e  r e t u r n  o r  c la im  fo r  r e fu n d  a n d  th e  p o s it io n  is  n o t  f r iv o lo u s .  A  
f r iv o lo u s  p o s it io n  is  on e  t h a t  is  k n o w in g ly  a d v a n c e d  in  b a d  f a it h  a n d  is  p a t e n t ly  
im p ro p e r .

.10 A  m e m b e r 's  d e te rm in a t io n  o f  w h e th e r  in fo rm a t io n  is  a p p r o p r ia t e ly  
d is c lo s e d  b y  th e  ta x p a y e r  s h o u ld  be  b a se d  o n  th e  fa c ts  a n d  c ir c u m s ta n c e s  o f  th e  
p a r t ic u la r  ca se  a n d  th e  a u th o r it ie s  r e g a rd in g  d is c lo s u re  in  th e  a p p lic a b le  
t a x in g  ju r is d ic t io n .  I f  a  m e m b e r  re c o m m e n d in g  a  p o s it io n , b u t  n o t  e n g a g e d  to  
p re p a re  o r  s ig n  th e  re la te d  t a x  r e tu r n ,  a d v is e s  th e  ta x p a y e r  c o n c e rn in g  a p p ro 
p r ia t e  d is c lo s u re  o f  th e  p o s it io n , th e n  th e  m e m b e r  s h a l l  be  d e e m e d  to  m e e t  
th e se  s ta n d a rd s .

.11 I f  p a r t ic u la r  fa c ts  a n d  c ir c u m s ta n c e s  le a d  a  m e m b e r  to  b e lie v e  t h a t  a  
ta x p a y e r  p e n a lty  m ig h t  b e  a s s e r te d , th e  m e m b e r  s h o u ld  so a d v is e  th e  ta x p a y e r
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a n d  s h o u ld  d is c u s s  w it h  th e  t a x p a y e r  th e  o p p o r tu n it y  to  a v o id  s u ch  p e n a lt y  b y  
d is c lo s in g  th e  p o s it io n  on  th e  t a x  r e tu rn .  A lt h o u g h  a  m e m b e r  s h o u ld  a d v is e  th e  
ta x p a y e r  w it h  re s p e c t  to  d is c lo s u re , i t  is  th e  ta x p a y e r 's  r e s p o n s ib i l i t y  to  d e c id e  
w h e th e r  a n d  h o w  to  d is c lo se .

.12  F o r  p u rp o s e s  o f  t h is  S ta te m e n t ,  p r e p a r a t io n  o f  a  t a x  r e t u r n  in c lu d e s  
g iv in g  a d v ic e  o n  e v e n ts  t h a t  h a v e  o c c u r re d  a t  th e  t im e  th e  a d v ic e  is  g iv e n  i f  th e  
a d v ic e  is  d ir e c t ly  r e le v a n t  to  d e te rm in in g  th e  e x is te n c e , c h a ra c te r ,  o r  a m o u n t  
o f  a  s c h e d u le , e n t r y ,  o r  o th e r  p o r t io n  o f  a  t a x  r e tu rn .

[T h e  n e x t p a g e  is  18,031.]
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TS Section 9 1 0 0

Tax Return Positions: Tax Services 
Interpretation o f Section 100

Issue d a te , unless 
o the rw ise  ind ica ted : 

A ugust, 2 0 0 0

B ackground
.01 S ta te m e n t  o n  S ta n d a rd s  fo r  T a x  S e rv ic e s  ( S S T S )  N o . 1, T a x  R e tu rn  

P o s it io n s  [ se c t io n  100], c o n ta in s  th e  s ta n d a rd s  a  m e m b e r  s h o u ld  fo llo w  in  
re c o m m e n d in g  t a x  r e t u r n  p o s it io n s  a n d  in  p r e p a r in g  o r  s ig n in g  t a x  r e tu rn s .  I n  
g e n e ra l,  a  m e m b e r  s h o u ld  h a v e  a  g o o d - fa ith  b e l ie f  t h a t  th e  t a x  r e t u r n  p o s it io n  
b e in g  re c o m m e n d e d  h a s  a  r e a l is t ic  p o s s ib i l i t y  o f  b e in g  s u s ta in e d  a d m in is t r a 
t iv e ly  o r  j u d ic ia l ly  o n  i t s  m e r it s ,  i f  c h a lle n g e d . T h e  s t a n d a rd  c o n ta in e d  in  S S T S  
N o . 1, p a ra g r a p h  2a  [se c t io n  100 .02a ], i s  r e fe r re d  to  h e re  a s  th e  r e a l is t ic  
p o s s ib i l i t y  s ta n d a rd . I f  a  m e m b e r  c o n c lu d e s  t h a t  a  t a x  r e t u r n  p o s it io n  does n o t  
m e e t  th e  r e a l is t ic  p o s s ib i l i t y  s ta n d a rd :

a . T h e  m e m b e r  m a y  s t i l l  re c o m m e n d  th e  p o s it io n  to  th e  ta x p a y e r  i f  th e  
p o s it io n  is  n o t  f r iv o lo u s ,  a n d  th e  m e m b e r  re c o m m e n d s  a p p ro p r ia te  
d is c lo s u re  o f  th e  p o s it io n ;  o r

b. T h e  m e m b e r  m a y  s t i l l  p r e p a re  o r  s ig n  a  t a x  r e t u r n  c o n ta in in g  th e  
p o s it io n , i f  th e  p o s it io n  is  n o t  f r iv o lo u s ,  a n d  th e  p o s it io n  is  a p p r o p r i
a t e ly  d is c lo s e d .

.02 A  f r iv o lo u s  p o s it io n  is  one  t h a t  is  k n o w in g ly  a d v a n c e d  in  b a d  f a i t h  a n d  
is  p a t e n t ly  im p ro p e r  (see S S T S  N o . 1, p a ra g r a p h  9  [se c t io n  100.09]). A  m e m 
b e r 's  d e te rm in a t io n  o f  w h e th e r  in fo rm a t io n  is  a p p r o p r ia t e ly  d is c lo s e d  o n  a  t a x  
r e t u r n  o r  c la im  fo r  r e fu n d  is  b a se d  o n  th e  fa c ts  a n d  c ir c u m s ta n c e s  o f  th e  
p a r t ic u la r  ca se  a n d  th e  a u th o r it ie s  re g a rd in g  d is c lo s u re  in  th e  a p p lic a b le  
ju r is d ic t io n  (see  S S T S  N o . 1, p a ra g r a p h  10 [se c t io n  100.10]).

.03 I f  a  m e m b e r  b e lie v e s  th e re  is  a  p o s s ib i l i t y  t h a t  a  t a x  r e t u r n  p o s it io n  
m ig h t  r e s u lt  in  p e n a lt ie s  b e in g  a s s e r te d  a g a in s t  a  ta x p a y e r ,  th e  m e m b e r  
s h o u ld  so  a d v is e  th e  ta x p a y e r  a n d  s h o u ld  d is c u s s  w it h  th e  ta x p a y e r  th e  
o p p o r tu n it y ,  i f  a n y , o f  a v o id in g  su ch  p e n a lt ie s  t h ro u g h  d is c lo s u re  (see  S S T S  
N o . 1, p a ra g r a p h  11 [se c t io n  100.11]). S u c h  a d v ic e  m a y  be  g iv e n  o ra lly .

G enera l In te rp re ta tio n
.04  T o  m e e t  th e  r e a l is t ic  p o s s ib i l i t y  s ta n d a rd ,  a  m e m b e r  s h o u ld  h a v e  a  

g o o d - fa ith  b e l ie f  t h a t  th e  p o s it io n  is  w a r r a n te d  b y  e x is t in g  la w  o r  c a n  be  
s u p p o r te d  b y  a  g o o d - fa ith  a r g u m e n t  fo r  a n  e x te n s io n , m o d if ic a t io n ,  o r  re v e r s a l 
o f  th e  e x is t in g  la w  th ro u g h  th e  a d m in is t r a t iv e  o r  ju d ic ia l  p ro ce ss . S u c h  a  b e l ie f  
s h o u ld  b e  b a se d  on  re a s o n a b le  in t e r p r e ta t io n s  o f  th e  t a x  la w . A  m e m b e r  s h o u ld  
n o t  t a k e  in to  a c c o u n t  th e  l ik e l ih o o d  o f  a u d it  o r  d e te c t io n  w h e n  d e te rm in in g  
w h e th e r  t h is  s t a n d a rd  h a s  b e e n  m e t  (see  S S T S  N o . 1, p a ra g r a p h s  3 a  a n d  8 
[se c t io n  1 0 0 .03 a  a n d  .08]).
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.05 T h e  r e a l is t ic  p o s s ib i l i t y  s ta n d a rd  is  le s s  s t r in g e n t  t h a n  th e  s u b s ta n 
t ia l  a u th o r it y  s ta n d a rd  a n d  th e  m o re  l i k e ly  t h a n  n o t  s t a n d a rd  t h a t  a p p ly  u n d e r  
th e  I n t e r n a l R e v e n u e  C o d e  ( IR C )  to  s u b s t a n t ia l  u n d e r s ta te m e n ts  o f  l i a b i l i t y  b y  
ta x p a y e rs .  T h e  r e a l is t ic  p o s s ib i l i t y  s t a n d a rd  is  s t r ic t e r  t h a n  th e  re a so n a b le  
b a s is  s t a n d a rd  t h a t  i s  in  th e  IR C .

.06  In  d e te rm in in g  w h e th e r  a  t a x  r e t u r n  p o s it io n  m e e ts  th e  r e a l is t ic  
p o s s ib i l i t y  s ta n d a rd , a  m e m b e r  m a y  r e ly  o n  a u th o r it ie s  in  a d d it io n  to  th o se  
e v a lu a te d  w h e n  d e te rm in in g  w h e th e r  s u b s t a n t ia l  a u th o r it y  e x is t s  u n d e r  I R C  
s e c t io n  6662 . A c c o rd in g ly ,  a  m e m b e r  m a y  r e ly  o n  w e ll- r e a s o n e d  t re a t is e s ,  
a r t ic le s  in  re c o g n iz e d  p ro fe s s io n a l t a x  p u b lic a t io n s ,  a n d  o th e r  re fe re n ce  to o ls  
a n d  so u rc e s  o f  t a x  a n a ly s e s  c o m m o n ly  u s e d  b y  t a x  a d v is e r s  a n d  p r e p a re r s  o f  
re tu rn s .

.07 I n  d e te rm in in g  w h e th e r  a  r e a l is t ic  p o s s ib i l i t y  e x is t s ,  a  m e m b e r  s h o u ld  
do  a l l  o f  th e  fo llo w in g :

•  E s t a b l is h  r e le v a n t  b a c k g ro u n d  fa c ts

•  D i s t i l l  th e  a p p ro p r ia te  q u e s t io n s  f ro m  th o se  fa c ts

•  S e a r c h  fo r  a u th o r it a t iv e  a n sw e rs  to  th o se  q u e s t io n s

•  R e so lv e  th e  q u e s t io n s  b y  w e ig h in g  th e  a u th o r it ie s  u n c o v e re d  b y  t h a t  
s e a rc h

•  A r r iv e  a t  a  c o n c lu s io n  s u p p o r te d  b y  th e  a u th o r it ie s

.08  A  m e m b e r  s h o u ld  c o n s id e r  th e  w e ig h t  o f  e a ch  a u th o r it y  to  c o n c lu d e  
w h e th e r  a  p o s it io n  m e e ts  th e  r e a l is t ic  p o s s ib i l i t y  s ta n d a rd . I n  d e te rm in in g  th e  
w e ig h t  o f  a n  a u th o r it y ,  a  m e m b e r  s h o u ld  c o n s id e r  i t s  p e r s u a s iv e n e s s , r e le 
v an ce , a n d  sou rce . T h u s , th e  ty p e  o f  a u th o r it y  is  a  s ig n if ic a n t  fa c to r . O th e r  
im p o r t a n t  fa c to r s  in c lu d e  w h e th e r  th e  fa c ts  s ta te d  b y  th e  a u th o r it y  a re  d is t in 
g u is h a b le  f ro m  th o se  o f  th e  t a x p a y e r  a n d  w h e th e r  th e  a u th o r it y  c o n ta in s  a n  
a n a ly s is  o f  th e  is s u e  o r  m e re ly  s ta te s  a  c o n c lu s io n .

.09  T h e  r e a l is t ic  p o s s ib i l i t y  s t a n d a rd  m a y  be  m e t  d e s p ite  th e  a b se n ce  o f  
c e r t a in  ty p e s  o f  a u th o r it y .  F o r  e x a m p le , a  m e m b e r  m a y  c o n c lu d e  t h a t  th e  
r e a l is t ic  p o s s ib i l i t y  s t a n d a rd  h a s  b e e n  m e t  w h e n  th e  p o s it io n  is  s u p p o r te d  o n ly  
b y  a  w e ll- r e a s o n e d  c o n s t ru c t io n  o f  th e  a p p lic a b le  s t a tu to r y  p ro v is io n .

.10  I n  d e te rm in in g  w h e th e r  th e  r e a l is t ic  p o s s ib i l i t y  s t a n d a rd  h a s  b e e n  
m e t, th e  e x te n t  o f  re s e a rc h  r e q u ir e d  is  le f t  to  th e  p ro fe s s io n a l ju d g m e n t  o f  th e  
m e m b e r  w it h  re s p e c t  to  a l l  th e  fa c ts  a n d  c ir c u m s ta n c e s  k n o w n  to  th e  m e m b e r . 
A  m e m b e r  m a y  co n c lu d e  t h a t  m o re  th a n  one  p o s it io n  m e e ts  th e  r e a l is t ic  
p o s s ib i l i t y  s ta n d a rd .

Specific Illus tra tions
.11 T h e  fo llo w in g  i l lu s t r a t io n s  d e a l w it h  g e n e ra l fa c t  p a t te rn s .  A c c o rd 

in g ly ,  th e  a p p l ic a t io n  o f  th e  g u id a n c e  d is c u s s e d  in  th e  G e n e ra l I n te rp re ta t io n  
s e c t io n  to  v a r ia t io n s  in  s u ch  g e n e ra l f a c ts  o r  to  p a r t ic u la r  fa c ts  o r  c ir c u m 
s ta n c e s  m a y  le a d  to  d if f e r e n t  c o n c lu s io n s . I n  e a ch  i l lu s t r a t io n  th e re  i s  no  
a u th o r it y  o th e r  t h a n  t h a t  in d ic a te d .

.12  I l lu s t r a t io n  1. A  t a x p a y e r  h a s  e n g a g e d  in  a  t r a n s a c t io n  t h a t  is  a d 
v e r s e ly  a ffe c te d  b y  a  n e w  s ta t u t o r y  p ro v is io n .  P r io r  la w  s u p p o r ts  a  p o s it io n  
fa v o ra b le  to  th e  ta x p a y e r .  T h e  t a x p a y e r  b e lie v e s , a n d  th e  m e m b e r  c o n cu rs , t h a t
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th e  n e w  s ta tu te  i s  in e q u it a b le  a s  a p p lie d  to  th e  ta x p a y e r 's  s it u a t io n .  T h e  
s ta tu te  i s  c o n s t it u t io n a l,  c le a r ly  d ra f te d , a n d  u n a m b ig u o u s . T h e  le g is la t iv e  
h is t o r y  d is c u s s in g  th e  n e w  s ta tu te  c o n ta in s  g e n e ra l c o m m e n ts  t h a t  do  n o t  
s p e c if ic a l ly  a d d re s s  th e  ta x p a y e r 's  s itu a t io n .

.13  C o n c lu s io n . T h e  m e m b e r  s h o u ld  re c o m m e n d  th e  r e t u r n  p o s it io n  s u p 
p o r te d  b y  th e  n e w  s ta tu te . A  p o s it io n  c o n t r a r y  to  a  c o n s t it u t io n a l,  c le a r , a n d  
u n a m b ig u o u s  s ta tu te  w o u ld  o r d in a r i ly  be  c o n s id e re d  a  f r iv o lo u s  p o s it io n .

.14  I l lu s t r a t io n  2 . T h e  fa c ts  a re  th e  s a m e  a s  in  i l lu s t r a t io n  1 e x c e p t t h a t  
th e  le g is la t iv e  h is t o r y  d is c u s s in g  th e  n e w  s ta tu te  s p e c if ic a l ly  a d d re s se s  th e  
ta x p a y e r 's  s it u a t io n  a n d  s u p p o r ts  a  p o s it io n  fa v o ra b le  to  th e  ta x p a y e r .

.15  C o n c lu s io n . I n  a  ca se  w h e re  th e  s ta tu te  i s  c le a r ly  a n d  u n a m b ig u 
o u s ly  a g a in s t  th e  ta x p a y e r 's  p o s it io n  b u t  a  c o n t r a r y  p o s it io n  e x is t s  b a se d  o n  
le g is la t iv e  h is t o r y  s p e c if ic a l ly  a d d re s s in g  th e  ta x p a y e r 's  s itu a t io n ,  a  r e t u r n  
p o s it io n  b a se d  e it h e r  o n  th e  s t a t u t o r y  la n g u a g e  o r  o n  th e  le g is la t iv e  h is to r y  
s a t is f ie s  th e  r e a l is t ic  p o s s ib i l i t y  s ta n d a rd .

.16  I l l u s t r a t io n  3 . T h e  fa c ts  a re  th e  s a m e  a s  in  i l lu s t r a t io n  1 e x c e p t  t h a t  
th e  le g is la t iv e  h is t o r y  c a n  be  in t e rp r e te d  to  p ro v id e  som e  e v id e n ce  o r  a u th o r it y  
in  s u p p o r t  o f  th e  ta x p a y e r 's  p o s it io n ;  h o w e ve r , th e  le g is la t iv e  h is t o r y  doe s n o t  
s p e c if ic a l ly  a d d re s s  th e  s itu a t io n .

.17  C o n c lu s io n . I n  a  ca se  w h e re  th e  s ta tu te  i s  c le a r  a n d  u n a m b ig u o u s , a  
c o n t r a r y  p o s it io n  b a se d  on  a n  in t e r p r e ta t io n  o f  th e  le g is la t iv e  h is t o r y  t h a t  does 
n o t  e x p l ic i t ly  a d d re s s  th e  ta x p a y e r 's  s it u a t io n  does n o t  m e e t th e  r e a l is t ic  
p o s s ib i l i t y  s ta n d a rd .  H o w e v e r ,  b e cau se  th e  le g is la t iv e  h is t o r y  p ro v id e s  som e  
s u p p o r t  o r  e v id e n ce  fo r  th e  ta x p a y e r 's  p o s it io n , s u c h  a  r e t u r n  p o s it io n  i s  n ot  
f r iv o lo u s .  A  m e m b e r  m a y  re c o m m e n d  th e  p o s it io n  to  th e  t a x p a y e r  i f  th e  
m e m b e r  a ls o  re c o m m e n d s  a p p ro p r ia te  d is c lo s u re .

.18  I l lu s t r a t io n  4 . A  t a x p a y e r  i s  fa c e d  w it h  a n  is s u e  in v o lv in g  th e  in t e r 
p r e ta t io n  o f  a  n e w  s ta tu te . F o l lo w in g  i t s  p a ssag e , th e  s ta tu te  w a s  w id e ly  
re c o g n iz e d  to  c o n ta in  a  d r a f t in g  e r r o r ,  a n d  a  te c h n ic a l c o r re c t io n  p ro p o s a l h a s  
b e e n  in t ro d u c e d . T h e  t a x in g  a u th o r it y  is s u e s  a  p ro n o u n c e m e n t  in d ic a t in g  h o w  
i t  w i l l  a d m in is t e r  th e  p ro v is io n . T h e  p ro n o u n c e m e n t  in t e r p r e t s  th e  s t a tu te  in  
a c c o rd a n ce  w it h  th e  p ro p o se d  t e c h n ic a l c o r re c t io n .

.19  C o n c lu s io n . R e tu r n  p o s it io n s  b a se d  o n  e it h e r  th e  e x is t in g  s t a tu to r y  
la n g u a g e  o r  th e  t a x in g  a u th o r it y  p ro n o u n c e m e n t  s a t is f y  th e  r e a l is t ic  p o s s ib i l
i t y  s ta n d a rd .

.20  I l lu s t r a t io n  5 . T h e  fa c ts  a re  th e  s a m e  a s  in  i l lu s t r a t io n  4  e x c e p t t h a t  
n o  t a x in g  a u th o r it y  p ro n o u n c e m e n t  h a s  b e e n  is s u e d .

.21 C o n c lu s io n . I n  th e  ab se n ce  o f  a  t a x in g  a u th o r it y  p ro n o u n c e m e n t  
in t e r p r e t in g  th e  s ta tu te  in  a c co rd a n ce  w it h  th e  te c h n ic a l c o r re c t io n , o n ly  a  
r e t u r n  p o s it io n  b a se d  on  th e  e x is t in g  s t a t u t o r y  la n g u a g e  w i l l  m e e t  th e  r e a l is t ic  
p o s s ib i l i t y  s ta n d a rd . A  r e t u r n  p o s it io n  b a se d  o n  th e  p ro p o se d  te c h n ic a l c o r re c 
t io n  m a y  be  re c o m m e n d e d  i f  i t  is  a p p r o p r ia t e ly  d is c lo s e d , s in c e  i t  i s  n o t  
f r iv o lo u s .

.22  I l lu s t r a t io n  6 . A  t a x p a y e r  is  s e e k in g  a d v ic e  f ro m  a  m e m b e r  r e g a rd in g  
a  re c e n t ly  a m e n d e d  s ta tu te . T h e  m e m b e r  h a s  re v ie w e d  th e  s ta tu te ,  th e  le g is 
la t iv e  h is t o r y  t h a t  s p e c if ic a l ly  a d d re s se s  th e  is s u e , a n d  a  re c e n t ly  p u b l is h e d  
n o t ic e  is s u e d  b y  th e  t a x in g  a u th o r it y .  T h e  m e m b e r  h a s  c o n c lu d e d  in  good  f a i t h  
th a t ,  b a se d  o n  th e  s ta tu te  a n d  th e  le g is la t iv e  h is to r y ,  th e  t a x in g  a u th o r it y 's  
p o s it io n  a s  s ta te d  in  th e  n o t ic e  doe s n o t  re f le c t  le g is la t iv e  in te n t .
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.2 3  C o n c lu s io n . T h e  m e m b e r  m a y  re c o m m e n d  th e  p o s it io n  s u p p o r te d  b y  
th e  s ta tu te  a n d  th e  le g is la t iv e  h is t o r y  b e c a u se  i t  m e e ts  th e  r e a l is t ic  p o s s ib i l i t y  
s ta n d a rd .

.24  I l lu s t r a t io n  7. T h e  fa c ts  a re  th e  sa m e  a s  in  i l lu s t r a t io n  6 e x ce p t t h a t  
th e  t a x in g  a u th o r it y  p ro n o u n c e m e n t  is  a  te m p o ra r y  re g u la t io n .

.25  C o n c lu s io n . I n  d e te rm in in g  w h e th e r  th e  p o s it io n  m e e ts  th e  r e a l is t ic  
p o s s ib i l i t y  s ta n d a rd , a  m e m b e r  s h o u ld  d e te rm in e  th e  w e ig h t  to  be  g iv e n  th e  
r e g u la t io n  b y  a n a ly z in g  fa c to r s  s u ch  a s  w h e th e r  th e  re g u la t io n  is  le g is la t iv e  o r  
in t e r p r e ta t iv e ,  o r  i f  i t  is  in c o n s is t e n t  w it h  th e  s ta tu te . I f  a  m e m b e r  c o n c lu d e s  
t h a t  th e  p o s it io n  does n o t  m e e t th e  r e a l is t ic  p o s s ib i l i t y  s ta n d a rd , b e cau se  i t  is  
n o t  f r iv o lo u s ,  th e  p o s it io n  m a y  n e v e r th e le s s  b e  re c o m m e n d e d  i f  th e  m e m b e r  
a ls o  re c o m m e n d s  a p p ro p r ia te  d is c lo s u re .

.26  I l lu s t r a t io n  8 . A  t a x  fo rm  p u b lis h e d  b y  a  t a x in g  a u th o r it y  i s  in c o r 
re c t , b u t  c o m p le t io n  o f  th e  fo rm  a s  p u b l is h e d  p ro v id e s  a  b e n e f it  to  th e  ta x p a y e r .  
T h e  m e m b e r  k n o w s  t h a t  th e  t a x in g  a u th o r it y  h a s  p u b l is h e d  a n  a n n o u n c e m e n t  
a c k n o w le d g in g  th e  e r ro r .

.27  C o n c lu s io n . I n  th e se  c ir c u m s ta n c e s , a  r e t u r n  p o s it io n  in  a c c o rd a n ce  
w it h  th e  p u b l is h e d  fo rm  is  a  f r iv o lo u s  p o s it io n .

.28  I l lu s t r a t io n  9 . A  ta x p a y e r  w a n t s  to  t a k e  a  p o s it io n  t h a t  a  m e m b e r  h a s  
c o n c lu d e d  is  f r iv o lo u s .  T h e  t a x p a y e r  m a in t a in s  t h a t  e v e n  i f  th e  t a x in g  a u th o r 
i t y  e x a m in e s  th e  r e tu rn ,  th e  is s u e  w i l l  n o t  b e  ra is e d .

.29  C o n c lu s io n . T h e  m e m b e r  s h o u ld  n o t  c o n s id e r  th e  l ik e l ih o o d  o f  a u d it  
o r  d e te c t io n  w h e n  d e te rm in in g  w h e th e r  th e  r e a l is t ic  p o s s ib i l i t y  s t a n d a rd  h a s  
b e e n  m e t. T h e  m e m b e r  s h o u ld  n o t  p re p a re  o r  s ig n  a  r e t u r n  t h a t  c o n ta in s  a  
f r iv o lo u s  p o s it io n  e v e n  i f  i t  i s  d is c lo s e d .

.30  I l lu s t r a t io n  10 . A  s ta tu te  is  p a s s e d  r e q u ir in g  th e  c a p it a l iz a t io n  o f  
c e r t a in  e x p e n d itu re s .  T h e  t a x p a y e r  b e lie v e s , a n d  th e  m e m b e r  c o n cu rs , t h a t  to  
c o m p ly  f u l ly ,  th e  ta x p a y e r  w i l l  n e e d  to  a c q u ire  n e w  c o m p u te r  h a rd w a re  a n d  
s o f tw a re  a n d  im p le m e n t  a  n u m b e r  o f  n e w  a c c o u n t in g  p ro ce d u re s . T h e  t a x p a y e r  
a n d  m e m b e r  a g re e  t h a t  th e  co s ts  o f  f u l l  c o m p lia n c e  w i l l  b e  s ig n if ic a n t ly  g re a te r  
t h a n  th e  r e s u lt in g  in c re a s e  in  t a x  d u e  u n d e r  th e  n e w  p ro v is io n . B e c a u s e  o f  
th e se  co s t  c o n s id e ra t io n s , th e  t a x p a y e r  m a k e s  n o  e f fo r t  to  c o m p ly . T h e  t a x 
p a y e r  w a n ts  th e  m e m b e r  to  p re p a re  a n d  s ig n  a  r e t u r n  o n  w h ic h  th e  n e w  
re q u ir e m e n t  is  s im p ly  ig n o re d .

.31  C o n c lu s io n . T h e  r e t u r n  p o s it io n  d e s ire d  b y  th e  t a x p a y e r  is  f r iv o lo u s ,  
a n d  th e  m e m b e r  s h o u ld  n e it h e r  p re p a re  n o r  s ig n  th e  r e tu rn .

.32  I l lu s t r a t io n  1 1 . T h e  fa c ts  a re  th e  sa m e  a s  in  i l lu s t r a t io n  10 e x ce p t 
t h a t  a  ta x p a y e r  h a s  m a d e  a  g o o d - fa ith  e f fo r t  to  c o m p ly  w it h  th e  la w  b y  
c a lc u la t in g  a n  e s t im a te  o f  e x p e n d itu re s  to  be  c a p ita l i z ed  u n d e r  th e  n e w  p ro v is io n .

.33  C o n c lu s io n . I n  t h is  s it u a t io n ,  th e  r e a l is t ic  p o s s ib i l i t y  s t a n d a rd  h a s  
b e e n  m e t. W h e n  u s in g  e s t im a te s  in  th e  p r e p a r a t io n  o f  a  r e tu rn ,  a  m e m b e r  
s h o u ld  re fe r  to  S S T S  N o . 4 , Use o f  E s tim a te s  [ s e c t io n  400],

.34  I l lu s t r a t io n  12 . O n  a  g iv e n  is s u e , a  m e m b e r  h a s  lo c a te d  a n d  w e ig h e d  
tw o  a u th o r it ie s  c o n c e rn in g  th e  t r e a tm e n t  o f  a  p a r t ic u la r  e x p e n d itu re . A  t a x in g  
a u th o r it y  h a s  is s u e d  a n  a d m in is t r a t iv e  r u l in g  t h a t  r e q u ir e d  th e  e x p e n d itu re  to  
be  c a p it a l iz e d  a n d  a m o r t iz e d  o v e r  s e v e ra l y e a rs .  O n  th e  o th e r  h a n d , a  c o u r t  
o p in io n  p e rm it t e d  th e  c u r r e n t  d e d u c t io n  o f  th e  e x p e n d itu re . T h e  m e m b e r  h a s  
c o n c lu d e d  t h a t  th e se  a re  th e  r e le v a n t  a u th o r it ie s ,  c o n s id e re d  th e  s o u rc e  o f  b o th  
a u th o r it ie s ,  a n d  c o n c lu d e d  t h a t  b o th  a re  p e r s u a s iv e  a n d  re le v a n t .
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.35  C o n c lu s io n . T h e  re a lis t ic  p o s s ib il it y  s ta n d a rd  is  m e t  b y  e ith e r  p o s it io n .

.36  I l lu s t r a t io n  13. A  t a x  s ta tu te  i s  s i le n t  o n  th e  t r e a tm e n t  o f  a n  it e m  
u n d e r  th e  s ta tu te . H o w e v e r , th e  le g is la t iv e  h is t o r y  e x p la in in g  th e  s ta tu te  
d ir e c t s  th e  t a x in g  a u th o r it y  to  is s u e  r e g u la t io n s  t h a t  w i l l  r e q u ire  a  s p e c if ic  
t r e a tm e n t  o f  th e  ite m . N o  re g u la t io n s  h a v e  b e e n  is s u e d  a t  th e  t im e  th e  m e m b e r  
m u s t  re c o m m e n d  a  p o s it io n  on  th e  t a x  t r e a tm e n t  o f  th e  ite m .

.37  C o n c lu s io n . T h e  m e m b e r  m a y  re c o m m e n d  th e  p o s it io n  s u p p o r te d  b y  
th e  le g is la t iv e  h is t o r y  b e cau se  i t  m e e ts  th e  r e a l is t ic  p o s s ib i l i t y  s ta n d a rd .

.38  I l lu s t r a t io n  14 . A  t a x p a y e r  w a n t s  to  t a k e  a  p o s it io n  t h a t  a  m e m b e r  
c o n c lu d e s  m e e ts  th e  r e a l is t ic  p o s s ib i l i t y  s t a n d a rd  b a se d  o n  a n  a s s u m p t io n  
re g a rd in g  a n  u n d e r ly in g  n o n ta x  le g a l is s u e . T h e  m e m b e r  re c o m m e n d s  t h a t  th e  
t a x p a y e r  s e e k  a d v ic e  f ro m  i t s  le g a l c o u n se l, a n d  th e  ta x p a y e r 's  a t to rn e y  g iv e s  
a n  o p in io n  o n  th e  n o n ta x  le g a l is s u e .

.39  C o n c lu s io n . A  m e m b e r  m a y  in  g e n e ra l r e ly  o n  a  le g a l o p in io n  o n  a  
n o n ta x  le g a l is s u e . A  m e m b e r  s h o u ld , h o w e ve r , u se  p ro fe s s io n a l ju d g m e n t  
w h e n  r e ly in g  o n  a  le g a l o p in io n . If, o n  i t s  fa ce , th e  o p in io n  o f  th e  ta x p a y e r 's  
a t to rn e y  a p p e a rs  to  be  u n re a s o n a b le ,  u n s u b s ta n t ia te d ,  o r  u n w a r ra n te d ,  a  
m e m b e r  s h o u ld  c o n s u lt  h is  o r  h e r  a t to r n e y  b e fo re  r e ly in g  o n  th e  o p in io n .

.40  I l lu s t r a t io n  1 5 . A  t a x p a y e r  h a s  o b ta in e d  f ro m  it s  a t to rn e y  a n  o p in io n  
o n  th e  t a x  t r e a tm e n t  o f  a n  it e m  a n d  re q u e s ts  t h a t  a  m e m b e r  r e ly  o n  th e  
o p in io n .

.41  C o n c lu s io n . T h e  a u th o r it ie s  o n  w h ic h  a  m e m b e r  m a y  r e ly  in c lu d e  
w e ll- r e a s o n e d  so u rc e s  o f  t a x  a n a ly s is .  I f  a  m e m b e r  is  s a t is f ie d  a b o u t th e  sou rce , 
re le v a n c e , a n d  p e r s u a s iv e n e s s  o f  th e  le g a l o p in io n , a  m e m b e r  m a y  r e ly  o n  t h a t  
o p in io n  w h e n  d e t e r m in in g  w h e th e r  th e  r e a l i s t i c  p o s s ib i l i t y  s t a n d a r d  h a s  
b e e n  m e t.

[T h e  n e x t p a g e  is  18,041.]
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A n s w e rs  to  Q u e s tio n s  o n  R e tu rn s 18,041

TS Section 2 0 0  

A nsw ers to Questions on Returns
Issue d a te , unless 

o the rw ise  ind ica ted : 
A ugust, 2 0 0 0

In trod uc tion
.01 T h is  S ta te m e n t  se ts  fo r th  th e  a p p lic a b le  s ta n d a rd s  fo r  m e m b e rs  w h e n  

s ig n in g  th e  p re p a re r 's  d e c la r a t io n  o n  a  t a x  r e t u r n  i f  one  o r  m o re  q u e s t io n s  on  
th e  r e t u r n  h a v e  n o t  b e e n  a n sw e re d . T h e  t e rm  q u e s tio n s  in c lu d e s  re q u e s ts  fo r  
in f o rm a t io n  o n  th e  r e tu rn ,  in  th e  in s t r u c t io n s ,  o r  in  th e  re g u la t io n s ,  w h e th e r  
o r  n o t  s ta te d  in  th e  fo rm  o f  a  q u e s t io n .

S tatem ent
.02 A  m e m b e r  s h o u ld  m a k e  a  re a s o n a b le  e ffo r t  to  o b ta in  f ro m  th e  t a x 

p a y e r  th e  in fo rm a t io n  n e c e s s a ry  to  p ro v id e  a p p ro p r ia te  a n sw e rs  to  a l l  q u e s 
t io n s  o n  a  t a x  r e t u r n  b e fo re  s ig n in g  a s  p re p a re r .

E xp lan a tion
.03 I t  is  re c o g n iz e d  t h a t  th e  q u e s t io n s  o n  t a x  r e t u r n s  a re  n o t  o f  u n ifo rm  

im p o r ta n c e , a n d  o f te n  th e y  a re  n o t  a p p lic a b le  to  th e  p a r t ic u la r  ta x p a y e r .  
N e v e r th e le s s ,  th e re  a re  a t  le a s t  tw o  re a so n s  w h y  a  m e m b e r  s h o u ld  be  s a t is f ie d  
t h a t  a  re a s o n a b le  e ffo r t  h a s  b e e n  m a d e  to  o b ta in  in fo rm a t io n  to  p ro v id e  
a p p ro p r ia te  a n sw e rs  to  th e  q u e s t io n s  o n  th e  r e t u r n  t h a t  a re  a p p lic a b le  to  a  
ta x p a y e r .

a . A  q u e s t io n  m a y  be  o f  im p o r ta n c e  in  d e te rm in in g  ta x a b le  in c o m e  o r  
lo s s , o r  th e  t a x  l i a b i l i t y  s h o w n  o n  th e  r e tu rn ,  in  w h ic h  c ir c u m s ta n c e  
a n  o m is s io n  m a y  d e t ra c t  f ro m  th e  q u a l i t y  o f  th e  re tu rn .

b. A  m e m b e r  o f te n  m u s t  s ig n  a  p re p a re r 's  d e c la r a t io n  s t a t in g  t h a t  th e  
r e t u r n  is  t ru e , c o rre c t , a n d  co m p le te .

.04 R e a s o n a b le  g ro u n d s  m a y  e x is t  f o r  o m it t in g  a n  a n s w e r  to  a  q u e s t io n  
a p p lic a b le  to  a  ta x p a y e r .  F o r  e x a m p le , re a s o n a b le  g ro u n d s  m a y  in c lu d e  th e  
fo llo w in g :

a . T h e  in fo rm a t io n  is  n o t  r e a d i ly  a v a i la b le  a n d  th e  a n s w e r  i s  n o t 
s ig n if ic a n t  in  te rm s  o f  ta x a b le  in c o m e  o r  lo ss , o r  th e  t a x  l i a b i l i t y  
s h o w n  o n  th e  re tu rn .

b. G e n u in e  u n c e r t a in t y  e x is t s  r e g a rd in g  th e  m e a n in g  o f  th e  q u e s t io n  in  
r e la t io n  to  th e  p a r t ic u la r  r e tu rn .

c. T h e  a n s w e r  to  th e  q u e s t io n  is  v o lu m in o u s ;  in  s u ch  cases , a  s ta te m e n t  
s h o u ld  be  m a d e  o n  th e  r e t u r n  t h a t  th e  d a ta  w i l l  be  s u p p lie d  u p o n  
e x a m in a t io n .
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.05 A  m e m b e r  s h o u ld  n o t  o m it  a n  a n s w e r  m e re ly  b e ca u se  i t  m ig h t  p ro v e  
d is a d v a n ta g e o u s  to  a  ta x p a y e r .

.06  I f  re a s o n a b le  g ro u n d s  e x is t  fo r  o m is s io n  o f  a n  a n s w e r  to  a n  a p p lic a b le  
q u e s t io n , a  ta x p a y e r  is  n o t  r e q u ir e d  to  p ro v id e  o n  th e  r e t u r n  a n  e x p la n a t io n  o f  
th e  re a s o n  fo r  th e  o m is s io n . I n  t h is  c o n n e c t io n , a  m e m b e r  s h o u ld  c o n s id e r  
w h e th e r  th e  o m is s io n  o f  a n  a n s w e r  to  a  q u e s t io n  m a y  c a u s e  th e  r e t u r n  to  be 
d e e m e d  in c o m p le te .

[T h e  n e x t p a g e  is  18,051.]
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C e rta in  P ro c e d u ra l A s p e c ts  o f  P re p a rin g  R e tu rn s  18,051

TS Section 3 0 0

Certain Procedural Aspects o f 
Preparing Returns

Issue d a te , unless 
o the rw ise  ind ica ted : 

A ugust, 2 0 0 0

In trod uc tion
.01 T h is  S ta te m e n t  se ts  f o r th  th e  a p p l ic a b le  s ta n d a rd s  fo r  m e m b e rs  

c o n c e rn in g  th e  o b lig a t io n  to  e x a m in e  o r  v e r i f y  c e r t a in  s u p p o r t in g  d a ta  o r  to  
c o n s id e r  in f o rm a t io n  re la te d  to  a n o th e r  t a x p a y e r  w h e n  p r e p a r in g  a  ta x p a y e r 's  
t a x  r e tu rn .

S ta tem en t
.02  I n  p r e p a r in g  o r  s ig n in g  a  r e tu rn ,  a  m e m b e r  m a y  in  good  f a i t h  re ly ,  

w it h o u t  v e r if ic a t io n ,  o n  in fo rm a t io n  fu r n is h e d  b y  th e  ta x p a y e r  o r  b y  t h i r d  
p a r t ie s .  H o w e v e r ,  a  m e m b e r  s h o u ld  n o t  ig n o re  th e  im p l ic a t io n s  o f  in f o rm a t io n  
fu r n is h e d  a n d  s h o u ld  m a k e  re a s o n a b le  in q u ir ie s  i f  th e  in fo rm a t io n  fu r n is h e d  
a p p e a rs  to  b e  in c o r re c t ,  in c o m p le te , o r  in c o n s is t e n t  e it h e r  o n  i t s  fa ce  o r  o n  th e  
b a s is  o f  o th e r  f a c ts  k n o w n  to  a  m e m b e r. F u r t h e r ,  a  m e m b e r  s h o u ld  re fe r  to  th e  
ta x p a y e r 's  r e t u r n s  fo r  one  o r  m o re  p r io r  y e a r s  w h e n e v e r  fe a s ib le .

.03 I f  th e  t a x  la w  o r  re g u la t io n s  im p o se  a  c o n d it io n  w it h  re s p e c t  to  
d e d u c t ib i l i t y  o r  o th e r  t a x  t r e a tm e n t  o f  a n  ite m , s u ch  a s  ta x p a y e r  m a in te n a n c e  
o f  b o o k s  a n d  re c o rd s  o r  s u b s t a n t ia t in g  d o c u m e n ta t io n  t o s u p p o r t  th e  re p o r te d  
d e d u c t io n  o r  t a x  t re a tm e n t ,  a  m e m b e r  s h o u ld  m a k e  a p p ro p r ia te  in q u ir ie s  to  
d e te rm in e  to  th e  m e m b e r 's  s a t is fa c t io n  w h e th e r  s u ch  c o n d it io n  h a s  b e e n  m e t.

.04  W h e n  p r e p a r in g  a  t a x  re tu rn ,  a  m e m b e r  s h o u ld  c o n s id e r  in f o rm a t io n  
a c t u a l ly  k n o w n  to  t h a t  m e m b e r  f ro m  th e  t a x  r e t u r n  o f  a n o th e r  t a x p a y e r  i f  th e  
in f o rm a t io n  i s  r e le v a n t  to  t h a t  t a x  r e t u r n  a n d  i t s  c o n s id e ra t io n  is  n e c e s s a ry  to  
p r o p e r ly  p re p a re  t h a t  t a x  re tu rn .  I n  u s in g  s u ch  in fo rm a t io n ,  a  m e m b e r  s h o u ld  
c o n s id e r  a n y  l im it a t io n s  im p o se d  b y  a n y  la w  o r  r u le  r e la t in g  to  c o n f id e n t ia l i t y .

E xp la n a tio n
.05  T h e  p re p a re r 's  d e c la r a t io n  o n  a  t a x  r e t u r n  o fte n  s ta te s  t h a t  th e  

in f o rm a t io n  c o n ta in e d  th e r e in  is  t ru e , c o rre c t , a n d  c o m p le te  to  th e  b e s t  o f  th e  
p r e p a r e r 's  k n o w le d g e  a n d  b e l ie f  b a se d  o n  a l l  in f o rm a t io n  k n o w n  b y  th e  
p re p a re r .  T h is  ty p e  o f  re fe re n ce  s h o u ld  be  u n d e rs to o d  to  in c lu d e  in f o rm a t io n  
fu r n is h e d  b y  th e  ta x p a y e r  o r  b y  t h i r d  p a r t ie s  to  a  m e m b e r  in  c o n n e c t io n  w it h  
th e  p r e p a r a t io n  o f  th e  re tu rn .

.06  T h e  p r e p a r e r 's  d e c la r a t io n  does n o t  r e q u ire  a  m e m b e r  to  e x a m in e  o r  
v e r i f y  s u p p o r t in g  d a ta . H o w e v e r ,  a  d is t in c t io n  s h o u ld  be  m a d e  b e tw e e n  (a ) th e  
n e e d  e it h e r  to  d e te rm in e  b y  in q u ir y  t h a t  a  s p e c if ic a l ly  r e q u ir e d  c o n d it io n , s u ch
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a s  m a in t a in in g  b o o k s  a n d  re c o rd s  o r  s u b s t a n t ia t in g  d o c u m e n ta t io n , h a s  b e e n  
s a t is f ie d  o r  to  o b ta in  in fo rm a t io n  w h e n  th e  m a t e r ia l  f u r n is h e d  a p p e a rs  to  be 
in c o r r e c t  o r  in c o m p le te  a n d  (6) th e  n e e d  fo r  a  m e m b e r  to  e x a m in e  u n d e r ly in g  
in fo rm a t io n .  I n  f u l f i l l i n g  h is  o r  h e r  o b lig a t io n  to  e x e rc is e  d u e  d il ig e n c e  in  
p r e p a r in g  a  r e tu rn ,  a  m e m b e r  m a y  r e ly  o n  in fo rm a t io n  fu r n is h e d  b y  th e  
t a x p a y e r  u n le s s  i t  a p p e a rs  to  be  in c o r re c t ,  in c o m p le te , o r  in c o n s is te n t .  A l 
th o u g h  a  m e m b e r  h a s  c e r t a in  r e s p o n s ib i l i t ie s  in  e x e rc is in g  d u e  d il ig e n c e  in  
p r e p a r in g  a  r e tu rn ,  th e  t a x p a y e r  h a s  th e  u lt im a t e  r e s p o n s ib i l i t y  fo r  th e  co n 
te n ts  o f  th e  r e tu rn .  T h u s ,  i f  th e  t a x p a y e r  p re s e n ts  u n s u p p o r te d  d a ta  in  th e  fo rm  
o f  l i s t s  o f  t a x  in fo rm a t io n ,  s u ch  a s  d iv id e n d s  a n d  in te r e s t  re c e iv e d , c h a r ita b le  
c o n t r ib u t io n s ,  a n d  m e d ic a l e xp e n se s , s u ch  in fo rm a t io n  m a y  be  u s e d  in  th e  
p r e p a r a t io n  o f  a  t a x  r e t u r n  w it h o u t  v e r i f ic a t io n  u n le s s  i t  a p p e a rs  to  be  in c o r 
re c t, in c o m p le te , o r  in c o n s is te n t  e it h e r  o n  i t s  fa ce  o r  o n  th e  b a s is  o f  o th e r  fa c ts  
k n o w n  to  a  m e m b e r.

.07 E v e n  th o u g h  th e re  is  no  r e q u ir e m e n t  to  e x a m in e  u n d e r ly in g  d o cu 
m e n ta t io n ,  a  m e m b e r  s h o u ld  e n co u ra g e  th e  ta x p a y e r  to  p ro v id e  s u p p o r t in g  
d a ta  w h e re  a p p ro p r ia te .  F o r  e x a m p le , a  m e m b e r  s h o u ld  e n co u ra g e  th e  t a x 
p a y e r  to  s u b m it  u n d e r ly in g  d o c u m e n ts  fo r  u se  in  t a x  r e t u r n  p r e p a r a t io n  to  
p e rm it  f u l l  c o n s id e ra t io n  o f  in c o m e  a n d  d e d u c t io n s  a r is in g  f ro m  s e c u r it y  
t r a n s a c t io n s  a n d  f ro m  p a s s - th ro u g h  e n t it ie s ,  s u ch  a s  e s ta te s , t r u s t s ,  p a r t n e r 
s h ip s ,  a n d  S  c o rp o ra t io n s .

.08  T h e  Sou rce  o f  in fo rm a t io n  p ro v id e d  to  a  m e m b e r  b y  a  ta x p a y e r  fo r  u se  
in  p r e p a r in g  th e  r e t u r n  is  o f te n  a  p a s s - th ro u g h  e n t ity ,  s u ch  a s  a  l im it e d  
p a r tn e r s h ip ,  in  w h ic h  th e  ta x p a y e r  h a s  a n  in t e r e s t  b u t  is  n o t  in v o lv e d  in  
m a n a g e m e n t . A  m e m b e r  m a y  a c ce p t th e  in fo rm a t io n  p ro v id e d  b y  th e  p a ss -  
t h ro u g h  e n t i t y  w it h o u t  f u r t h e r  in q u ir y ,  u n le s s  th e re  is  re a s o n  to  b e lie v e  i t  is  
in c o r re c t ,  in c o m p le te , o r  in c o n s is te n t ,  e i t h e r  o n  i t s  fa ce  o r  on  th e  b a s is  o f  o th e r  
fa c ts  k n o w n  to  th e  m e m b e r. I n  so m e  in s ta n c e s , i t  m a y  be  a p p ro p r ia te  fo r  a  
m e m b e r  to  a d v is e  th e  ta x p a y e r  to  a s c e r t a in  th e  n a tu r e  a n d  a m o u n t  o f  p o s s ib ly  
e x p o su re  to  t a x  d e f ic ie n c ie s , in te re s t ,  a n d  p e n a lt ie s ,  b y  c o n ta c t  w it h  m a n a g e 
m e n t  o f  th e  p a s s - th ro u g h  e n t ity .

.09  A  m e m b e r  s h o u ld  m a k e  u se  o f  a  ta x p a y e r 's  r e t u r n s  fo r  on e  o r  m o re  
p r io r  y e a r s  in  p r e p a r in g  th e  c u r r e n t  r e t u r n  w h e n e v e r  fe a s ib le . R e fe re n c e  to  
p r io r  r e t u r n s  a n d  d is c u s s io n  o f  p r io r - y e a r  t a x  d e te rm in a t io n s  w it h  th e  t a x 
p a y e r  s h o u ld  p ro v id e  in fo rm a t io n  to  d e te rm in e  th e  ta x p a y e r 's  g e n e ra l t a x  
s ta tu s , a v o id  th e  o m is s io n  o r  d u p l ic a t io n  o f  ite m s , a n d  a f fo rd  a  b a s is  fo r  th e  
t r e a tm e n t  o f  s im i la r  o r  r e la te d  t ra n s a c t io n s .  A s  w it h  th e  e x a m in a t io n  o f  
in f o rm a t io n  s u p p lie d  fo r  th e  c u r r e n t  y e a r 's  r e tu rn ,  th e  e x te n t  o f  c o m p a r is o n  o f  
th e  d e ta i ls  o f  in c o m e  a n d  d e d u c t io n  b e tw e e n  y e a r s  d e p e n d s  o n  th e  p a r t ic u la r  
c ir c u m s ta n c e s .

[T h e  n e x t p a g e  is  18,061.]
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TS Section 4 0 0  

Use of Estim ates
Issue d a te , unless 

o the rw ise  ind ica te d : 
A ugust, 2 0 0 0

In trod uc tion
.01 T h is  S ta te m e n t  se ts  f o r th  th e  a p p lic a b le  s ta n d a rd s  fo r  m e m b e rs  w h e n  

u s in g  th e  ta x p a y e r 's  e s t im a te s  in  th e  p r e p a r a t io n  o f  a  t a x  r e tu rn .  A  m e m b e r  
m a y  a d v is e  o n  e s t im a te s  u s e d  in  th e  p r e p a r a t io n  o f  a  t a x  r e tu rn ,  b u t  th e  
ta x p a y e r  h a s  th e  r e s p o n s ib i l i t y  to  p ro v id e  th e  e s t im a te d  d a ta . A p p r a is a ls  o r  
v a lu a t io n s  a re  n o t  c o n s id e re d  e s t im a te s  fo r  p u rp o s e s  o f  t h is  S ta te m e n t .

S ta tem ent
.02 U n le s s  p r o h ib it e d  b y  s ta tu te  o r  b y  r u le ,  a  m e m b e r  m a y  u s e  th e  

ta x p a y e r 's  e s t im a te s  in  th e  p r e p a r a t io n  o f  a  t a x  r e t u r n  i f  i t  is  n o t  p r a c t ic a l to  
o b ta in  e x a c t  d a ta  a n d  i f  th e  m e m b e r  d e te rm in e s  t h a t  th e  e s t im a te s  a re  re a s o n 
a b le  b a se d  o n  th e  fa c ts  a n d  c ir c u m s ta n c e s  k n o w n  to  th e  m e m b e r. I f  th e  
ta x p a y e r 's  e s t im a te s  a re  u sed , th e y  s h o u ld  be  p re s e n te d  in  a  m a n n e r  t h a t  does 
n o t  im p ly  g re a te r  a c c u ra c y  th a n  e x is ts .

E xp lan a tion
.03 A c c o u n t in g  re q u ir e s  th e  e x e rc is e  o f  p ro fe s s io n a l ju d g m e n t  a n d , in  

m a n y  in s ta n c e s , th e  u se  o f  a p p ro x im a t io n s  b a se d  o n  ju d g m e n t . T h e  a p p l ic a t io n  
o f  s u ch  a c c o u n t in g  ju d g m e n ts ,  a s  lo n g  a s  n o t  in  c o n f l ic t  w it h  m e th o d s  s e t  fo r th  
b y  a  t a x in g  a u th o r it y ,  i s  a c ce p ta b le . T h e s e  ju d g m e n ts  a r e  n o t  e s t im a te s  w i t h in  
th e  p u r v ie w  o f  t h is  S ta te m e n t .  F o r  e x a m p le , a  fe d e ra l in c o m e  t a x  r e g u la t io n  
p ro v id e s  t h a t  i f  a l l  o th e r  c o n d it io n s  fo r  a c c ru a l a r e  m e t, th e  e x a c t  a m o u n t  o f  
in c o m e  o r  e xp e n se  n e e d  n o t  be  k n o w n  o r  a s c e r ta in e d  a t  y e a r  e n d  i f  th e  a m o u n t  
c a n  be  d e te rm in e d  w it h  re a s o n a b le  a c c u ra cy .

.04 W h e n  th e  ta x p a y e r 's  re c o rd s  do  n o t  a c c u ra te ly  re f le c t  in fo rm a t io n  
re la te d  to  s m a l l  e x p e n d itu re s ,  a c c u ra c y  in  re c o rd in g  som e  d a ta  m a y  b e  d i f f ic u l t  
to  a c h ie v e . T h e re fo re , th e  u se  o f  e s t im a te s  b y  a  ta x p a y e r  in  d e te rm in in g  th e  
a m o u n t  to  be  d e d u c te d  fo r  s u ch  it e m s  m a y  be  a p p ro p r ia te .

.05 W h e n  re c o rd s  a re  m is s in g  o r  p re c is e  in f o rm a t io n  a b o u t  a  t r a n s a c t io n  
is  n o t  a v a i la b le  a t  th e  t im e  th e  r e t u r n  m u s t  be  f i le d ,  a  m e m b e r  m a y  p re p a re  a  
t a x  r e t u r n  u s in g  a  ta x p a y e r 's  e s t im a te s  o f  th e  m is s in g  d a ta .

.06  E s t im a te d  a m o u n ts  s h o u ld  n o t  be  p re s e n te d  in  a  m a n n e r  t h a t  p ro 
v id e s  a  m is le a d in g  im p re s s io n  a b o u t  th e  deg re e  o f  fa c tu a l a c cu ra cy .

.07 S p e c if ic  d is c lo s u re  t h a t  a n  e s t im a te  is  u s e d  fo r  a n  it e m  in  th e  r e t u r n  
is  n o t  g e n e r a l ly  re q u ire d ;  h o w e ve r , s u c h  d is c lo s u re  s h o u ld  be  m a d e  in  u n u s u a l
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c ir c u m s ta n c e s  w h e re  n o n d is c lo s u re  m ig h t  m is le a d  th e  t a x in g  a u th o r it y  r e 
g a rd in g  th e  d eg re e  o f  a c c u ra c y  o f  th e  r e t u r n  a s  a  w h o le . S o m e  e x a m p le s  o f  
u n u s u a l c ir c u m s ta n c e s  in c lu d e  th e  fo llo w in g :

a. A  t a x p a y e r  h a s  d ie d  o r  is  i l l  a t  th e  t im e  th e  r e t u r n  m u s t  be  f i le d .

b . A  ta x p a y e r  h a s  n o t  re c e iv e d  a  S c h e d u le  K - 1 fo r  a  p a s s - th ro u g h  e n t it y  
a t  th e  t im e  th e  t a x  r e t u r n  is  to  b e  f ile d .

c. T h e re  is  l i t ig a t io n  p e n d in g  ( fo r  e x a m p le , a  b a n k ru p tc y  p ro ce e d in g )  
t h a t  b e a rs  o n  th e  r e tu rn .

d . F i r e  o r  c o m p u te r  f a i lu r e  h a s  d e s tro y e d  th e  r e le v a n t  re co rd s .

[T h e  n e x t p a g e  is  18,071.]
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D e p a rtu re  F ro m  a P o s itio n 18,071

TS Section  5 0 0

D eparture From a  Position Previously  
Concluded in an Adm inistrative Proceeding  
o r Court Decision

Issue da te , unless 
o the rw ise  ind ica ted : 

A ugust, 2 0 0 0

In trod uc tion
.01 T h is  S ta te m e n t  se ts  fo r th  th e  a p p lic a b le  s ta n d a rd s  fo r  m e m b e rs  in  

re c o m m e n d in g  a  t a x  r e t u r n  p o s it io n  t h a t  d e p a r ts  f ro m  th e  p o s it io n  d e te rm in e d  
in  a n  a d m in is t r a t iv e  p ro c e e d in g  o r  in  a  c o u r t  d e c is io n  w it h  re s p e c t  to  th e  
ta x p a y e r 's  p r io r  r e tu rn .

.02  F o r  p u rp o s e s  o f  t h is  S ta te m e n t ,  a d m in is t r a t iv e  p ro c e e d in g  a ls o  in 
c lu d e s  a n  e x a m in a t io n  b y  a  t a x in g  a u th o r it y  o r  a n  a p p e a ls  co n fe re n ce  r e la t in g  
to  a  r e t u r n  o r  a  c la im  fo r  re fu n d .

.03 F o r  p u rp o s e s  o f  t h is  S ta te m e n t ,  c o u r t d e c is io n  m e a n s  a  d e c is io n  b y  
a n y  c o u r t  h a v in g  ju r is d ic t io n  o v e r  t a x  m a t te r s .

S ta tem ent
.04 T h e  t a x  r e t u r n  p o s it io n  w it h  re s p e c t  to  a n  it e m  a s  d e te rm in e d  in  a n  

a d m in is t r a t iv e  p ro c e e d in g  o r  c o u r t  d e c is io n  doe s n o t  r e s t r ic t  a  m e m b e r  f ro m  
re c o m m e n d in g  a  d if f e r e n t  t a x  p o s it io n  in  a  la t e r  y e a r 's  r e tu rn ,  u n le s s  th e  
t a x p a y e r  i s  b o u n d  to  a  s p e c if ie d  t r e a tm e n t  in  th e  la t e r  y e a r , s u ch  a s  b y  a  fo rm a l 
c lo s in g  a g re e m e n t. T h e re fo re , a s  p ro v id e d  in  S ta te m e n t  o n  S ta n d a rd s  fo r  T a x  
S e rv ic e s  ( S S T S )  N o . 1, T a x  R e tu rn  P o s it io n s  [ s e c t io n  100], th e  m e m b e r  m a y  
re c o m m e n d  a  t a x  r e t u r n  p o s it io n  o r  p re p a re  o r  s ig n  a  t a x  r e t u r n  t h a t  d e p a r ts  
f ro m  th e  t r e a tm e n t  o f  a n  it e m  a s  c o n c lu d e d  in  a n  a d m in is t r a t iv e  p ro c e e d in g  o r  
c o u r t  d e c is io n  w it h  re s p e c t  to  a  p r io r  r e t u r n  o f  th e  ta x p a y e r .

E xp lan a tion
.05 I f  a n  a d m in is t r a t iv e  p ro c e e d in g  o r  c o u r t  d e c is io n  h a s  re s u lt e d  in  a  

d e te rm in a t io n  c o n c e rn in g  a  s p e c if ic  t a x  t r e a tm e n t  o f  a n  it e m  in  a  p r io r  y e a r 's  
r e tu rn ,  a  m e m b e r  w i l l  u s u a l ly  re c o m m e n d  t h is  sa m e  t a x  t r e a tm e n t  in  s u b 
s e q u e n t  y e a rs .  H o w e v e r ,  d e p a r tu re s  f ro m  c o n s is te n t  t r e a tm e n t  m a y  be  j u s t i 
f ie d  u n d e r  s u ch  c ir c u m s ta n c e s  a s  th e  fo llo w in g :

a . T a x in g  a u th o r it ie s  te n d  to  a c t  c o n s is te n t ly  in  th e  d is p o s it io n  o f  a n  
it e m  t h a t  w a s  th e  su b je c t  o f  a  p r io r  a d m in is t r a t iv e  p ro c e e d in g  b u t  
g e n e ra l ly  a re  n o t  b o u n d  to  do  so. S im i la r ly ,  a  ta x p a y e r  is  n o t  b o u n d  
to  fo llo w  th e  t a x  t r e a tm e n t  o f  a n  it e m  a s  c o n se n te d  to  in  a n  e a r l ie r  
a d m in is t r a t iv e  p ro ce e d in g .
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b. T h e  d e te rm in a t io n  in  th e  a d m in is t r a t iv e  p ro c e e d in g  o r  th e  c o u r t 's  
d e c is io n  m a y  h a v e  b e e n  c a u s e d  b y  a  la c k  o f  d o c u m e n ta t io n . S u p p o r t 
in g  d a ta  fo r  th e  la t e r  y e a r  m a y  be  a p p ro p r ia te .

c. A  ta x p a y e r  m a y  h a v e  y ie ld e d  in  th e  a d m in is t r a t iv e  p ro c e e d in g  fo r  
s e t t le m e n t  p u rp o s e s  o r  n o t  a p p e a le d  th e  c o u r t  d e c is io n , e v e n  th o u g h  
th e  p o s it io n  m e t  th e  s ta n d a rd s  in  S S T S  N o . 1 [se c t io n  100].

d . C o u r t  d e c is io n s , r u l in g s ,  o r  o th e r  a u th o r it ie s  t h a t  a re  m o re  fa v o ra b le  
to  a  ta x p a y e r 's  c u r r e n t  p o s it io n  m a y  h a v e  d e v e lo p e d  s in ce  th e  p r io r  
a d m in is t r a t iv e  p ro c e e d in g  w a s  c o n c lu d e d  o r  th e  p r io r  c o u r t  d e c is io n  
w a s  re n d e re d .

.06 T h e  c o n se n t  in  a n  e a r l ie r  a d m in is t r a t iv e  p ro ce e d in g  a n d  th e  e x is te n c e  
o f  a n  u n fa v o ra b le  c o u r t  d e c is io n  a re  fa c to r s  t h a t  th e  m e m b e r  s h o u ld  c o n s id e r  
in  e v a lu a t in g  w h e th e r  th e  s ta n d a rd s  in  S S T S  N o . 1 [se c t io n  100] a re  m e t.

[T h e  n e x t p a g e  is  18,081.]
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K n o w le d g e  o f  E rro r . R e tu rn  P re p a ra tio n  18,081

TS Section 6 0 0  

Know ledge o f Error: Return Preparation
Issue da te ,  unless 

o the rw ise  ind ica te d : 
A u g u s t 2 0 0 0

In trod uc tion
.01  T h is  S ta te m e n t  se ts  fo r th  th e  a p p lic a b le  s ta n d a rd s  fo r  a  m e m b e r  w h o  

b e co m es a w a re  o f  a n  e r r o r  i n  a  ta x p a y e r 's  p r e v io u s ly  f i le d  t a x  r e t u r n  o r  o f  a  
ta x p a y e r 's  f a i lu r e  to  f i le  a  r e q u ire d  t a x  r e tu rn .  A s  u s e d  h e re in ,  th e  t e rm  e r r o r  
in c lu d e s  a n y  p o s it io n , o m is s io n , o r  m e th o d  o f  a c c o u n t in g  th a t ,  a t  th e  t im e  th e  
r e t u r n  is  f i le d ,  f a i ls  to  m e e t  th e  s t a n d a rd s  s e t  o u t  in  S ta te m e n t  o n  S ta n d a rd s  
fo r  T a x  S e rv ic e s  ( S S T S )  N o . 1, T a x  R e tu rn  P o s it io n s  [ s e c t io n  100]. T h e  t e rm  
e r r o r  a ls o  in c lu d e s  a  p o s it io n  t a k e n  o n  a  p r io r  y e a r 's  r e t u r n  t h a t  n o  lo n g e r  
m e e ts  th e se  s ta n d a rd s  d u e  to  le g is la t io n ,  j u d ic ia l  d e c is io n s , o r  a d m in is t r a t iv e  
p ro n o u n c e m e n ts  h a v in g  r e t ro a c t iv e  e ffe c t. H o w e v e r ,  a n  e r r o r  does n o t  in c lu d e  
a n  i t e m  t h a t  h a s  a n  in s ig n if ic a n t  e ffe c t o n  th e  ta x p a y e r 's  t a x  l ia b i l i t y .

.02 T h is  S ta te m e n t  a p p lie s  w h e th e r  o r  n o t  th e  m e m b e r  p r e p a re d  o r  
s ig n e d  th e  r e t u r n  t h a t  c o n ta in s  th e  e r ro r .

S ta tem ent
.0 3  A  m e m b e r  s h o u ld  in fo rm  th e  t a x p a y e r  p r o m p t ly  u p o n  b e c o m in g  a w a re  

o f  a n  e r r o r  in  a  p r e v io u s ly  f i le d  r e t u r n  o r  u p o n  b e c o m in g  a w a re  o f  a  t a x p a y e r 's  
f a i lu r e  to  f i le  a  r e q u ir e d  re tu rn .  A  m e m b e r  s h o u ld  re c o m m e n d  th e  c o r re c t iv e  
m e a su re s  to  b e  ta k e n .  S u c h  re c o m m e n d a t io n  m a y  b e  g iv e n  o ra l ly .  T h e  m e m b e r  
i s  n o t  o b lig a te d  to  in fo rm  th e  t a x in g  a u th o r it y ,  a n d  a  m e m b e r  m a y  n o t  do  so 
w it h o u t  th e  ta x p a y e r 's  p e rm is s io n ,  e x c e p t w h e n  r e q u ir e d  b y  la w .

.0 4  I f  a  m e m b e r  i s  re q u e s te d  to  p re p a re  th e  c u r r e n t  y e a r 's  r e t u r n  a n d  th e  
t a x p a y e r  h a s  n o t  t a k e n  a p p ro p r ia te  a c t io n  to  c o r re c t  a n  e r r o r  in  a  p r io r  y e a r 's  
r e tu rn ,  th e  m e m b e r  s h o u ld  c o n s id e r  w h e th e r  to  w it h d r a w  f ro m  p r e p a r in g  th e  
r e t u r n  a n d  w h e th e r  to  c o n t in u e  a  p ro fe s s io n a l o r  e m p lo y m e n t  r e la t io n s h ip  
w it h  th e  ta x p a y e r .  I f  th e  m e m b e r  doe s p re p a re  s u ch  c u r r e n t  y e a r 's  r e tu rn ,  th e  
m e m b e r  s h o u ld  ta k e  re a s o n a b le  s te p s  to  e n su re  t h a t  th e  e r r o r  is  n o t  re p e a te d .

E xp lan a tion
.05  W h i le  p e r fo rm in g  s e rv ic e s  fo r  a  ta x p a y e r ,  a  m e m b e r  m a y  becom e  

a w a re  o f  a n  e r r o r  in  a  p r e v io u s ly  f i le d  r e t u r n  o r  m a y  becom e  a w a re  t h a t  th e  
ta x p a y e r  f a i le d  to  f i le  a  r e q u ir e d  r e tu rn .  T h e  m e m b e r  s h o u ld  a d v is e  th e  
t a x p a y e r  o f  th e  e r r o r  a n d  th e  m e a su re s  to  be ta k e n . S u c h  re c o m m e n d a t io n  m a y  
be  g iv e n  o ra l ly .  I f  th e  m e m b e r  b e lie v e s  t h a t  th e  t a x p a y e r  c o u ld  be  c h a rg e d  w it h  
f r a u d  o r  o th e r  c r im in a l  m is c o n d u c t , th e  ta x p a y e r  s h o u ld  b e  a d v is e d  to  c o n s u lt  
le g a l c o u n s e l b e fo re  t a k in g  a n y  a c t io n .
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.06  I t  i s  th e  ta x p a y e r 's  r e s p o n s ib i l i t y  to  d e c id e  w h e th e r  to  c o r re c t  th e  
e r ro r .  I f  th e  t a x p a y e r  doe s n o t  c o r re c t  a n  e r ro r ,  a  m e m b e r  s h o u ld  c o n s id e r  
w h e th e r  to  c o n t in u e  a  p ro fe s s io n a l o r  e m p lo y m e n t  r e la t io n s h ip  w it h  th e  t a x 
p a y e r . W h i le  r e c o g n iz in g  t h a t  th e  t a x p a y e r  m a y  n o t  be  r e q u ir e d  b y  s ta tu te  to  
c o r re c t  a n  e r r o r  b y  f i l in g  a n  a m e n d e d  r e tu rn ,  a  m e m b e r  s h o u ld  c o n s id e r  
w h e th e r  a  ta x p a y e r 's  d e c is io n  n o t  to  f i le  a n  a m e n d e d  r e t u r n  m a y  p r e d ic t  fu tu re  
b e h a v io r  t h a t  m ig h t  r e q u ir e  t e rm in a t io n  o f  th e  re la t io n s h ip .  T h e  p o te n t ia l fo r  
v io la t in g  C o d e  o f  P r o fe s s io n a l C o n d u c t  r u le  301  [ E T  s e c t io n  301 .01 ] ( r e la t in g  
to  th e  m e m b e r 's  c o n f id e n t ia l c l ie n t  r e la t io n s h ip ) ,  th e  t a x  la w  a n d  re g u la t io n s ,  
o r  la w s  o n  p r iv i le g e d  c o m m u n ic a t io n s , a n d  o th e r  c o n s id e ra t io n s  m a y  c re a te  a  
c o n f l ic t  b e tw e e n  th e  m e m b e r 's  in t e r e s t s  a n d  th o se  o f  th e  ta x p a y e r .  T h e re fo re , 
a  m e m b e r  s h o u ld  c o n s id e r  c o n s u lt in g  w it h  h is  o r  h e r  o w n  le g a l c o u n se l b e fo re  
d e c id in g  u p o n  re c o m m e n d a t io n s  to  th e  ta x p a y e r  a n d  w h e th e r  to  c o n t in u e  a  
p ro fe s s io n a l o r  e m p lo y m e n t  r e la t io n s h ip  w it h  th e  ta x p a y e r .

.07  I f  a  m e m b e r  d e c id e s  to  c o n t in u e  a  p ro fe s s io n a l o r  e m p lo y m e n t  r e la 
t io n s h ip  w it h  th e  ta x p a y e r  a n d  is  re q u e s te d  to  p re p a re  a  t a x  r e t u r n  fo r  a  y e a r  
s u b s e q u e n t  to  t h a t  in  w h ic h  th e  e r r o r  o c cu r re d , th e  m e m b e r  s h o u ld  ta k e  
re a s o n a b le  s te p s  to  e n su re  t h a t  th e  e r r o r  is  n o t  re p e a te d . I f  th e  s u b se q u e n t  
y e a r 's  t a x  r e t u r n  c a n n o t  be  p re p a re d  w it h o u t  p e rp e tu a t in g  th e  e r ro r ,  th e  
m e m b e r  s h o u ld  c o n s id e r  w it h d r a w a l f ro m  th e  r e t u r n  p re p a ra t io n .  I f  a  m e m b e r  
le a r n s  t h a t  th e  ta x p a y e r  i s  u s in g  a n  e r ro n e o u s  m e th o d  o f  a c c o u n t in g  a n d  i t  is  
p a s t  th e  d u e  d a te  to  re q u e s t  p e rm is s io n  to  ch a n g e  to  a  m e th o d  m e e t in g  th e  
s ta n d a rd s  o f  S S T S  N o . 1 [se c t io n  100], th e  m e m b e r  m a y  s ig n  a  t a x  r e t u r n  fo r  
th e  c u r r e n t  y e a r ,  p r o v id in g  th e  t a x  r e t u r n  in c lu d e s  a p p ro p r ia te  d is c lo s u re  o f  
th e  u se  o f  th e  e r ro n e o u s  m e th o d .

.08  W h e th e r  a n  e r r o r  h a s  n o  m o re  th a n  a n  in s ig n if ic a n t  e ffe c t  o n  th e  
ta x p a y e r 's  t a x  l i a b i l i t y  is  le f t  to  th e  p ro fe s s io n a l ju d g m e n t  o f  th e  m e m b e r  b a se d  
o n  a l l  th e  fa c ts  a n d  c ir c u m s ta n c e s  k n o w n  to  th e  m e m b e r. I n  ju d g in g  w h e th e r  
a n  e r ro n e o u s  m e th o d  o f  a c c o u n t in g  h a s  m o re  t h a n  a n  in s ig n if ic a n t  e ffe c t, a  
m e m b e r  s h o u ld  c o n s id e r  th e  m e th o d 's  c u m u la t iv e  e ffe c t a n d  i t s  e ffe c t o n  th e  
c u r r e n t  y e a r 's  t a x  re tu rn .

.09  I f  a  m e m b e r  b e com es a w a re  o f  th e  e r r o r  w h i le  p e r fo rm in g  s e rv ic e s  fo r  
a  t a x p a y e r  t h a t  do n o t  in v o lv e  t a x  r e t u r n  p r e p a r a t io n ,  th e  m e m b e r 's  r e s p o n s i
b i l i t y  is  to  a d v is e  th e  ta x p a y e r  o f  th e  e x is te n c e  o f  th e  e r r o r  a n d  to  re c o m m e n d  
t h a t  th e  e r r o r  be  d is c u s s e d  w it h  th e  t a x p a y e r 's  t a x  r e t u r n  p re p a re r .  S u c h  
re c o m m e n d a t io n  m a y  be  g iv e n  o ra lly .

[T h e  n e x t p a g e  is  18,091.]
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K n o w le d g e  o f  E rro r : A d m in is tra tiv e  P ro c e e d in g s  18,091

TS Section 7 0 0

Know ledge o f Error: Adm inistrative  
Proceedings

Issue d a te , unless 
o the rw ise  ind ica te d : 

A ugust, 2 0 0 0

In tro d u c tio n
.01 T h is  S ta te m e n t  se ts  f o r th  th e  a p p lic a b le  s ta n d a rd s  fo r  a  m e m b e r  w h o  

b e co m es a w a re  o f  a n  e r r o r  in  a  r e t u r n  t h a t  i s  th e  su b je c t  o f  a n  a d m in is t r a t iv e  
p ro ce e d in g , s u c h  a s  a n  e x a m in a t io n  b y  a  t a x in g  a u th o r it y  o r  a n  a p p e a ls  
co n fe re n ce . T h e  te rm  a d m in is t r a t iv e  p ro c e e d in g  d oe s n o t  in c lu d e  a  c r im in a l  
p ro ce e d in g . A s  u s e d  h e re in ,  th e  te rm  e r r o r  in c lu d e s  a n y  p o s it io n , o m is s io n , o r  
m e th o d  o f  a c c o u n t in g  th a t ,  a t  th e  t im e  th e  r e t u r n  is  f i le d ,  f a i ls  to  m e e t th e  
s t a n d a rd s  s e t  o u t  in  S ta te m e n t  o n  S ta n d a rd s  fo r  T a x  S e rv ic e s  ( S S T S )  N o . 1, 
T a x  R e tu rn  P o s it io n s  [ s e c t io n  100]. T h e  te rm  e r r o r  a ls o  in c lu d e s  a  p o s it io n  
t a k e n  o n  a  p r io r  y e a r 's  r e t u r n  t h a t  n o  lo n g e r  m e e ts  th e se  s t a n d a rd s  d u e  to  
le g is la t io n ,  j u d ic ia l  d e c is io n s , o r  a d m in is t r a t iv e  p ro n o u n c e m e n ts  h a v in g  r e t r o 
a c t iv e  e ffe c t. H o w e v e r ,  a n  e r r o r  doe s n o t  in c lu d e  a n  it e m  t h a t  h a s  a n  in s ig n i f i 
c a n t  e ffe c t  o n  th e  ta x p a y e r 's  t a x  l ia b i l i t y .

.02 T h is  S ta te m e n t  a p p lie s  w h e th e r  o r  n o t  th e  m e m b e r  p re p a re d  o r  
s ig n e d  th e  r e t u r n  t h a t  c o n ta in s  th e  e r ro r .  S p e c ia l c o n s id e ra t io n s  m a y  a p p ly  
w h e n  a  m e m b e r  h a s  b e e n  e n g a g e d  b y  le g a l c o u n s e l to  p ro v id e  a s s is ta n c e  in  a  
m a t t e r  r e la t in g  to  th e  c o u n se l's  c l ie n t .

S ta tem ent
.03 I f  a  m e m b e r  i s  r e p re s e n t in g  a  t a x p a y e r  in  a n  a d m in is t r a t iv e  p ro ce e d 

in g  w it h  re s p e c t  to  a  r e t u r n  t h a t  c o n ta in s  a n  e r r o r  o f  w h ic h  th e  m e m b e r  is  
a w a re , th e  m e m b e r  s h o u ld  in fo rm  th e  t a x p a y e r  p r o m p t ly  u p o n  b e c o m in g  a w a re  
o f  th e  e r ro r .  T h e  m e m b e r  s h o u ld  re c o m m e n d  th e  c o r re c t iv e  m e a su re s  to  be 
ta k e n .  S u c h  re c o m m e n d a t io n  m a y  be  g iv e n  o ra lly .  A  m e m b e r  i s  n e it h e r  o b l i 
g a te d  to  in fo rm  th e  t a x in g  a u th o r it y  n o r  a llo w e d  to  do  so w ith o u t  th e  ta x p a y e r 's  
p e rm is s io n ,  e x ce p t w h e re  r e q u ir e d  b y  la w .

.04  A  m e m b e r  s h o u ld  re q u e s t  th e  ta x p a y e r 's  a g re e m e n t  to  d is c lo s e  th e  
e r r o r  to  th e  t a x in g  a u th o r it y .  L a c k in g  s u c h  a g re e m e n t, th e  m e m b e r  s h o u ld  
c o n s id e r  w h e th e r  to  w it h d r a w  f ro m  r e p re s e n t in g  th e  ta x p a y e r  in  th e  a d m in is 
t r a t iv e  p ro c e e d in g  a n d  w h e th e r  to  c o n t in u e  a  p ro fe s s io n a l o r  e m p lo y m e n t  
r e la t io n s h ip  w it h  th e  ta x p a y e r .

E xp la n a tio n
.05 W h e n  th e  m e m b e r  i s  e n g a g e d  to  re p re s e n t  th e  t a x p a y e r  b e fo re  a  

t a x in g  a u th o r it y  in  a n  a d m in is t r a t iv e  p ro c e e d in g  w it h  re s p e c t  to  a  r e t u r n  
c o n ta in in g  a n  e r r o r  o f  w h ic h  th e  m e m b e r  is  a w a re , th e  m e m b e r  s h o u ld  a d v is e
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th e  ta x p a y e r  to  d is c lo s e  th e  e r r o r  to  th e  t a x in g  a u th o r it y .  S u c h  re c o m m e n d a 
t io n  m a y  be  g iv e n  o ra lly .  I f  th e  m e m b e r  b e lie v e s  t h a t  th e  ta x p a y e r  c o u ld  be  
c h a rg e d  w it h  f r a u d  o r  o th e r  c r im in a l  m is c o n d u c t ,  th e  t a x p a y e r  s h o u ld  be  
a d v is e d  to  c o n s u lt  le g a l c o u n se l b e fo re  t a k in g  a n y  a c t io n .

.06 I t  is  th e  t a x p a y e r 's  r e s p o n s ib i l i t y  to  d e c id e  w h e th e r  to  c o r re c t  th e  
e r ro r . I f  th e  ta x p a y e r  does n o t  c o r re c t  a n  e r ro r ,  a  m e m b e r  s h o u ld  c o n s id e r  
w h e th e r  to  w it h d r a w  f ro m  re p re s e n t in g  th e  ta x p a y e r  in  th e  a d m in is t r a t iv e  
p ro c e e d in g  a n d  w h e th e r  to  c o n t in u e  a  p ro fe s s io n a l o r  e m p lo y m e n t  r e la t io n s h ip  
w it h  th e  ta x p a y e r .  W h i le  r e c o g n iz in g  t h a t  th e  t a x p a y e r  m a y  n o t  be  r e q u ir e d  b y  
s ta tu te  to  c o r re c t  a n  e r r o r  b y  f i l in g  a n  a m e n d e d  r e tu rn ,  a  m e m b e r  s h o u ld  
c o n s id e r  w h e th e r  a  t a x p a y e r 's  d e c is io n  n o t  to  f i le  a n  a m e n d e d  r e t u r n  m a y  
p r e d ic t  fu tu re  b e h a v io r  t h a t  m ig h t  re q u ir e  t e rm in a t io n  o f  th e  re la t io n s h ip .  
M o re o v e r ,  a  m e m b e r  s h o u ld  c o n s id e r  c o n s u lt in g  w it h  h is  o r  h e r  o w n  le g a l 
c o u n se l b e fo re  d e c id in g  o n  re c o m m e n d a t io n s  to  th e  ta x p a y e r  a n d  w h e th e r  to  
c o n t in u e  a  p ro fe s s io n a l o r  e m p lo y m e n t  r e la t io n s h ip  w it h  th e  ta x p a y e r .  T h e  
p o te n t ia l fo r  v io la t in g  C o d e  o f  P r o fe s s io n a l C o n d u c t  r u le  301  [ E T  se c t io n  
301 .01 ] ( r e la t in g  to  th e  m e m b e r 's  c o n f id e n t ia l c l ie n t  r e la t io n s h ip ) ,  th e  t a x  la w  
a n d  re g u la t io n s ,  la w s  o n  p r iv i le g e d  c o m m u n ic a t io n s , p o te n t ia l a d v e rs e  im p a c t  
o n  a  t a x p a y e r  o f  a  m e m b e r 's  w ith d r a w a l,  a n d  o th e r  c o n s id e ra t io n s  m a y  c re a te  
a  c o n f l ic t  b e tw e e n  th e  m e m b e r 's  in t e r e s t s  a n d  th o se  o f  th e  ta x p a y e r .

.07  O n c e  d is c lo s u r e  is  a g re e d  o n , i t  s h o u ld  n o t  b e  d e la y e d  to  s u c h  a  
d e g re e  t h a t  th e  t a x p a y e r  o r  m e m b e r  m ig h t  b e  c o n s id e r e d  to  h a v e  f a i le d  to  
a c t  i n  g o o d  f a i t h  o r  to  h a v e , i n  e ffe c t , p r o v id e d  m is le a d in g  in f o rm a t io n .  I n  
a n y  e v e n t ,  d is c lo s u r e  s h o u ld  b e  m a d e  b e fo re  t h e  c o n c lu s io n  o f  t h e  a d m in is 
t r a t iv e  p ro c e e d in g .

.08 W h e th e r  a n  e r r o r  h a s  a n  in s ig n if ic a n t  e ffe c t o n  th e  ta x p a y e r 's  t a x  
l i a b i l i t y  is  le f t  to  th e  p ro fe s s io n a l ju d g m e n t  o f  th e  m e m b e r  b a se d  o n  a l l  th e  fa c ts  
a n d  c ir c u m s ta n c e s  k n o w n  to  th e  m e m b e r. I n  ju d g in g  w h e th e r  a n  e r ro n e o u s  
m e th o d  o f  a c c o u n t in g  h a s  m o re  t h a n  a n  in s ig n if ic a n t  e ffe c t, a  m e m b e r  s h o u ld  
c o n s id e r  th e  m e th o d 's  c u m u la t iv e  e ffe c t  a n d  i t s  e ffe c t o n  th e  r e t u r n  t h a t  is  th e  
su b je c t  o f  th e  a d m in is t r a t iv e  p ro ce e d in g .

[T h e  n e x t p a g e  is  18,101.]
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TS Section 8 0 0  

Form an d  Content o f A dvice to Taxpayers
Issue d a te , unless 

o the rw ise  ind ica ted : 
A ugust, 2 0 0 0

In trod uc tion
.01 T h is  S ta te m e n t  se ts  fo r th  th e  a p p lic a b le  s ta n d a rd s  fo r  m e m b e rs  

c o n c e rn in g  c e r ta in  a sp e c ts  o f  p r o v id in g  a d v ic e  to  a  ta x p a y e r  a n d  c o n s id e r s  th e  
c ir c u m s ta n c e s  in  w h ic h  a  m e m b e r  h a s  a  r e s p o n s ib i l i t y  to  c o m m u n ic a te  w it h  a  
t a x p a y e r  w h e n  s u b s e q u e n t  d e v e lo p m e n ts  a f fe c t  a d v ic e  p r e v io u s ly  p ro v id e d . 
T h e  S ta te m e n t  does n o t, h o w e ve r , c o v e r a  m e m b e r 's  r e s p o n s ib i l i t ie s  w h e n  th e  
e x p e c ta t io n  is  t h a t  th e  a d v ic e  re n d e re d  is  l i k e ly  to  be  r e l ie d  o n  b y  p a r t ie s  o th e r  
t h a n  th e  ta x p a y e r .

S ta tem ent
.02 A  m e m b e r  s h o u ld  u se  ju d g m e n t  to  e n s u re  t h a t  t a x  a d v ic e  p ro v id e d  to  

a  t a x p a y e r  re f le c ts  p ro fe s s io n a l c o m p e te n ce  a n d  a p p r o p r ia t e ly  s e rv e s  th e  
ta x p a y e r 's  n e ed s . A  m e m b e r  is  n o t  r e q u ir e d  to  fo llo w  a  s t a n d a rd  fo rm a t  o r  
g u id e lin e s  in  c o m m u n ic a t in g  w r it t e n  o r  o r a l a d v ic e  to  a  ta x p a y e r .

.03 A  m e m b e r  s h o u ld  a s su m e  t h a t  t a x  a d v ic e  p ro v id e d  to  a  ta x p a y e r  w i l l  
a f fe c t  th e  m a n n e r  in  w h ic h  th e  m a t te r s  o r  t r a n s a c t io n s  c o n s id e re d  w o u ld  be  
re p o r ted  o n  th e  ta x p a y e r 's  t a x  r e tu rn s .  T h u s , fo r  a l l  t a x  a d v ic e  g iv e n  to  a  
ta x p a y e r ,  a  m e m b e r  s h o u ld  fo llo w  th e  s t a n d a rd s  in  S ta te m e n t  o n  S ta n d a rd s  
fo r  T a x  S e rv ic e s  (S S T S )  N o . 1, T a x  R e tu rn  P o s it io n s  [ s e c t io n  100].

.04 A  m e m b e r  h a s  n o  o b lig a t io n  to  c o m m u n ic a te  w it h  a  t a x p a y e r  w h e n  
s u b se q u e n t  d e v e lo p m e n ts  a f fe c t  a d v ic e  p r e v io u s ly  p ro v id e d  w it h  re s p e c t  to  
s ig n if ic a n t  m a t te r s ,  e x c e p t w h ile  a s s is t in g  a  ta x p a y e r  in  im p le m e n t in g  p ro ce 
d u re s  o r  p la n s  a s so c ia te d  w it h  th e  a d v ic e  p ro v id e d  o r  w h e n  a  m e m b e r  u n d e r 
t a k e s  t h is  o b lig a t io n  b y  s p e c if ic  a g re e m e n t.

E xp lan a tion
.05 T a x  a d v ic e  is  re c o g n iz e d  a s  a  v a lu a b le  s e rv ic e  p ro v id e d  b y  m e m b e rs . 

T h e  fo rm  o f  a d v ic e  m a y  be  o r a l o r  w r it t e n  a n d  th e  su b je c t  m a t te r  m a y  ra n g e  
f ro m  r o u t in e  to  co m p le x . B e c a u s e  th e  ra n g e  o f  a d v ic e  is  so e x te n s iv e  a n d  
b e cau se  a d v ic e  s h o u ld  m e e t th e  s p e c if ic  n e e d s  o f  a  ta x p a y e r ,  n e it h e r  a  s ta n d a rd  
fo rm a t  n o r  g u id e l in e s  fo r  c o m m u n ic a t in g  o r  d o c u m e n t in g  a d v ic e  to  th e  t a x 
p a y e r  c a n  be  e s ta b lis h e d  to  c o ve r a l l  s itu a t io n s .

.06 A lt h o u g h  o ra l a d v ic e  m a y  se rv e  a  ta x p a y e r 's  n e e d s  a p p r o p r ia t e ly  in  
r o u t in e  m a t te r s  o r  in  w e ll-d e f in e d  a re a s , w r it t e n  c o m m u n ic a t io n s  a re  re c o m 
m e n d e d  in  im p o r ta n t ,  u n u s u a l,  o r  c o m p lic a te d  t ra n s a c t io n s .  T h e  m e m b e r  m a y  
u se  p ro fe s s io n a l ju d g m e n t  a b o u t  w h e th e r ,  s u b s e q u e n t ly ,  to  d o c u m e n t  o ra l 
a d v ic e  in  w r it in g .
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.07  In  d e c id in g  o n  th e  fo rm  o f  a d v ic e  p ro v id e d  to  a  ta x p a y e r ,  a  m e m b e r  
s h o u ld  e x e rc is e  p ro fe s s io n a l ju d g m e n t  a n d  s h o u ld  c o n s id e r  s u ch  fa c to r s  a s  th e  
fo llo w in g :

a . T h e  im p o r ta n c e  o f  th e  t r a n s a c t io n  a n d  a m o u n ts  in v o lv e d

b. T h e  sp e c if ic  o r g e n e ra l n a tu r e  o f  th e  t a x p a y e r 's  in q u ir y

c. T h e  t im e  a v a i la b le  fo r  d e v e lo p m e n t  a n d  s u b m is s io n  o f  th e  a d v ic e

d . T h e  te c h n ic a l c o m p lic a t io n s  p re s e n te d

e. T h e  e x is te n c e  o f  a u th o r it ie s  a n d  p re ce d e n ts

f . T h e  t a x  s o p h is t ic a t io n  o f  th e  t a x p a y e r

g . T h e  n e e d  to  se e k  o th e r  p ro fe s s io n a l a d v ic e

.08 A  m e m b e r  m a y  a s s is t  a  ta x p a y e r  in  im p le m e n t in g  p ro c e d u re s  o r  p la n s  
a s so c ia te d  w it h  th e  a d v ic e  o ffe re d . W h e n  p r o v id in g  s u ch  a s s is ta n c e , th e  m e m 
b e r  s h o u ld  r e v ie w  a n d  r e v is e  s u ch  a d v ic e  a s  w a r r a n te d  b y  n e w  d e v e lo p m e n ts  
a n d  fa c to r s  a f fe c t in g  th e  t ra n s a c t io n .

.09  S o m e t im e s  a  m e m b e r  is  re q u e s te d  to  p ro v id e  t a x  a d v ic e  b u t  doe s n o t  
a s s is t  in  im p le m e n t in g  th e  p la n s  a d o p te d . A lt h o u g h  s u ch  d e v e lo p m e n ts  a s  
le g is la t iv e  o r  a d m in is t r a t iv e  c h a n g e s  o r  fu tu re  ju d ic ia l  in t e r p r e ta t io n s  m a y  
a f fe c t  th e  a d v ic e  p r e v io u s ly  p ro v id e d , a  m e m b e r  c a n n o t  be  e xp e c te d  to  c o m m u 
n ic a te  s u b s e q u e n t  d e v e lo p m e n ts  t h a t  a f fe c t  s u ch  a d v ic e  u n le s s  th e  m e m b e r  
u n d e r ta k e s  t h is  o b lig a t io n  b y  s p e c if ic  a g re e m e n t  w it h  th e  ta x p a y e r .

.10  T a x p a y e r s  s h o u ld  be  in fo rm e d  t h a t  a d v ic e  re f le c t s  p ro fe s s io n a l ju d g 
m e n t  b a se d  o n  a n  e x is t in g  s it u a t io n  a n d  t h a t  s u b se q u e n t  d e v e lo p m e n ts  c o u ld  
a f fe c t  p r e v io u s  p ro fe s s io n a l a d v ice . M e m b e r s  m a y  u se  p r e c a u t io n a r y  la n g u a g e  
to  th e  e ffe c t t h a t  t h e ir  a d v ic e  i s  b a se d  o n  fa c ts  a s  s ta te d  a n d  a u th o r it ie s  t h a t  
a re  su b je c t  to  ch ang e .

.11 I n  p r o v id in g  t a x  a d v ic e , a  m e m b e r  s h o u ld  be  c o g n iz a n t  o f  a p p lic a b le  
c o n f id e n t ia l i t y  p r iv i le g e s .

[T h e  n e x t p a g e  is  18,111.]
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A p p e n d ix 18,111

TS Section 9 0 0

A ppend ix : Cross-Reference o f Previous an d  
Revised Statements

P re v io u s  
S ta te m e n t N o .

P re v io u s  
S e c tio n C h a n ge s

1 9 8 8  
R e v ise d  
S e c tio n

2 0 0 0  
R e v is e d  
S e c tio n

1 111 W it h d r a w n  1982 —

2 121 W it h d r a w n  1982 —

3 131 S u p e rs e d e d  b y  S ta te m e n t  
N o . 2, A u g u s t  1988 122

3 131 S u p e rs e d e d  b y  S ta te m e n t  
N o . 2, A u g u s t  2 0 0 0 200

4 141 S u p e rs e d e d  b y  S ta te m e n t  
N o . 5, A u g u s t  1988 152

4 141 S u p e rs e d e d  b y  S ta te m e n t  
N o . 5, A u g u s t  2 0 0 0 500

5 151 S u p e rs e d e d  b y  S ta te m e n t  
N o . 4 , A u g u s t  1988 142

5 151 S u p e rs e d e d  b y  S ta te m e n t  
N o . 4 , A u g u s t  2 0 0 0 40 0

6 161 S u p e rs e d e d  b y  S ta te m e n t  
N o . 6, A u g u s t  1988; 
R e v is e d  M a y  1991 162

6 161 S u p e rs e d e d  b y  S ta te m e n t  
N o . 6 , A u g u s t  2 0 0 0 600

7 171 S u p e rs e d e d  b y  S ta te m e n t  
N o . 7, A u g u s t  1988; 
R e v is e d  M a y  1991 172

7 171 S u p e rs e d e d  b y  S ta te m e n t  
N o . 7, A u g u s t  20 00 700

8 181 S u p e rs e d e d  b y  S ta te m e n t  
N o . 8, A u g u s t  1988 182

8 181 S u p e rs e d e d  b y  S ta te m e n t  
N o . 8 , A u g u s t  2 0 0 0 800

9 191 S u p e rs e d e d  b y  S ta te m e n t  
N o . 3 , A u g u s t  1988 132

9 191 S u p e rs e d e d  b y  S ta te m e n t  
N o . 3, A u g u s t  2 0 0 0 300
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1 8 , 0 22 Tax Services

P re v io u s  
S ta te m e n t N o .

P re v io u s  
S e c tio n C h a n ge s

1 9 8 8  
R e v ise d  
S e c tio n

2 0 0 0  
R e v is e d  
S e c tio n

10 201 S u p e rs e d e d  b y  S ta te m e n t  
N o . 1, A u g u s t  1988 112

10 201 S u p e rs e d e d  b y  S ta te m e n t  
N o . 1, A u g u s t  20 00

 

100

[T h e  n e x t p a g e  is  19,001.]
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TS Topical Index 19,001

TS TOPICAL INDEX
References are to TS section and paragraph numbers.

ADMINISTRATIVE PROCEEDINGS
• Contrary Tax Return

Positions............................... 500.01-.06
• Definition........................... 500.02; 700.01
• Disclosure of an Error...............  700.04-.06
• Errors......................................  700.01-.08

ADVICE TO CLIENTS
Alternative Acceptable Positions . . . .  100.08 
Communication of Significant

Developments............................. 800.09
Corrections on Return.............  600.03-.05;

............................................  700..03-.05
Discovery of Error in Non-Tax

Engagements............................... 600.08
Errors Subject to Administrative

Proceedings........................... 700.03-.05
Factors to Consider.........................  800.07
Follow-Up on Adv ice .......................  800.08
Form and Content.....................  800.01-.11
Judgment.................  800.02; 800.06-.07;

..................................................  800.10
Legal Consultation.............  600.05; 700.05
Oral Communications...............  800.04-.07
Precautionary Statements...............  800.10
Subsequent Developments........ 800.01-.11
Tax Return Positions.......................  100.08;

.............................100.10-.11; 9100.03
Written Communications...........  800.04-.07

ANSWERS TO QUESTIONS— See Questions 
on Returns

CLIENTS
• Advice— See Advice to Clients
• Disclosure of Error to IRS.......... 700.04-.06
• Errors on Tax Returns...............  600.01-.09
• Errors Subject to Administrative

Proceedings...... ............. .. 700.01-.08
• Estimates on Tax Returns.......... 400.01-.07
• Failure to File Return.................  600.01-.09
• Information Furnished to

Member.........................  300.02; 300.07
• Position Contrary to Member's

Advice...................................... . 100.09
• Prior Year's Returns.......... 300.02; 300.09
• Responsibility for Return.......... 100.05-.06;

.................................... 100.11; 300.06;

........ .............  400.01; 600.06; 700.06

CLIENTS— continued
• Tax Return Position Contrary to

Administrative Proceedings... 500.01-.05
• Tax. Return Position

Recommendations............... ..100.02-.04

COMMUNICATION
• Privileged— See Confidential Client Information 

CONFIDENTIAL CLIENT INFORMATION
• Information Related to Another

Client..........................................  300.04
COURT DECISIONS
• Contrary Tax Return

Positions............................. 500.01-.05
• Definition........................................  500.03

D
DATA
• Examination of Supporting

Data.................  300.01-.02; 300.05-.07
DECISIONS
• Court— See Court Decisions 

DECLARATIONS
• Reliance on Client's

Information........................... 300.05-.06
DEFINITIONS— See Terminology 

DISCLOSURE
• Errors on Tax Returns.............  700.04-.06
• Estimates.....................................  400.07
• Tax Return Positions............. .......  100.02;

.....................  100.09-.11; 9100.02-.03

DUE PROFESSIONAL CARE
• Information Supplied by Client to

Member......................................  300.06

E
ERRORS
• Advice to Clients........................... 600.03;

............................... 600.05; 700.03-.05
• Applicability of Statement on Member's

Responsibility.................  600.02; 700.02
• Communication to IRS........ 600.03; 700.03
• Definition........................... 600.01; 700.01
• Disclosure............................... 700.04-.06
• Effect on Tax Liability.......... 600.08; 700.08
• Knowledge of E rror.................  600.01-.09;

..........................................  700.01-.08
• Subject of Administrative

Proceedings.........................  700.01-.08
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19,002 TS Topical Index
References are to TS section and paragraph numbers.

MEMBERS— continuedESTIMATION
• Disclosure............. ........................  400.07
• Judgment........................................  400.03
• Tax Returns.................  ........ 400.01-.07
• Transactions Involving Small

Expenditures................................. 400.04
• Unavailable Data............................. 400.05

EVENTS
• Subsequent— See Subsequent Events 

EXPENSES
• Estimates on Returns.......................  400.04

I
ILLUSTRATIONS
• Realistic Possibility

Standard...................... 9100.11-.41

INCOME TAX RETURNS— See Tax Returns

INTERNAL REVENUE CODE
• Member's Treatment of Conditions

Imposed by Tax Regulations.......... 300.03

INTERNAL REVENUE SERVICE
• Administrative Proceeding.............  500.02;

..................... ........................ 700.05
• Communication of Errors . . .  600.03; 700.03

JUDGMENT
• Advice to Clients........................... 800.02;

............................... 800.06-.07; 800.10
• Effect of Error on Tax Liability........ 600.08;

.................................................. 700.08
• Legal Opinion.................................9100.39
• Realistic Possibility Standard..........9100.10
• Use of Estimates............................. 400.03

M
MEMBERS
• Applicability of Statement on

Responsibility.................  600.02; 700.02
• Client's Failure to File Tax

Return................................. 600.01-.09
• Client's Information Provided by a

Pass-Through Entity.....................  300.08
• Communication of Errors. . .  600.03; 700.03
• Communication of Significant

Developments Affecting
Previous Advice........................... 800,09

• Conditions Imposed by Tax
Regulations..................................  300.03

• Contrary Tax Return
Positions.......................  100.02; 100.09

• Discovery of Error in Non-Tax
Engagement................................. 600.08

Error on Client's Tax Return___  600.01-.09
Errors Subject to Administrative

Proceedings.........................  700.01-.08
Estimates on Tax Returns.......... 400.01-.07
Examination of Supporting

Data.................  300.01-.02; 300.05-.07
Follow-Up on Advice to C lients.......... 800.08
Information Related to Another

C lien t............................. 300.01; 300.04
Litigation Support Services...............  700.02
Procedural Aspects of Preparing

Returns................................. 300.01-.09
Reliance on Client's Information . . . .  300.02;

............................................ 300.05-.06
Responsibilities...............  100.04; 100.06;

......................................  300.06; 600.09
Signatures—See Signatures 
Subsequent Developments

Affecting Advice...................  800.01-.11
Support for Tax Return Positions . . . .  100.07
Tax Return Positions................. 100.01-.12;

.......................................... 9100.01-.10
Tax Return Positions Contrary to

Administrative Proceedings . . .  500.01-.05 
Unanswered Questions on

Returns................................. 200.01-.06
Use of Prior Year Return___  300.02; 300.09
Withdrawal From 

Engagement...........  600.04-.06; 700.04

MISREPRESENTATION
• Estimates on Return.................  400.06-.07

PENALTIES
• Tax Return Positions..................... . 100.02;

........................ 100.11; 9100.03

PREPARER'S DECLARATION— See Declarations

PRIOR YEAR RETURNS
• Errors on Return............... .......  600.01-.09
• Tax Return Positions Contrary to

Administrative Proceedings . . .  500.01-.05
• Use in Preparing Tax Returns.......... 300.02;

.................................................... 300.09

PRIVILEGED COMMUNICATION— See
Confidential Client Information

QUESTIONS ON RETURNS
• Definition........................................  200.01
• Reasonable Grounds for

Omission of Answers.............  200.04-.06
• Signature of Preparer...............  200.01-.03
• Unanswered Questions.............  200.01-.06
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TS Topical Index
References are to TS section and paragraph numbers.

19,003

REALISTIC POSSIBILITY STANDARD
• Background.............................9100.01-.03
• Definition......................................  9100.01
• Disclosure............................... 9100.02-.03
• Frivolous Position.........................  9100.02
• General Interpretation.............  9100.04-.10
• Illustrations.............................9100.11-41
• Judgment....................................  9100.10
• Meeting the Standard...................  9100.04;

..........................................  9100.06-.10
• Penalties......................................  9100.03
• Stringency....................................  9100.05

SIGNATURES
• Evaluation of Tax Positions.............  500.04
• Tax Returns........ 100.02-.04; 9100.01-.02
• Unanswered Questions on

Returns................................. 200.01-.03
SUBSEQUENT EVENTS
• Advice to Clients.......................  800.01-.11

TAX RETURN POSITIONS
• Advice to Clients............................. 100.08;

.............................100.10-.11; 9100.03
• Alternative Acceptable Positions___  100.08
• Client Asserts Position Against

Member's Advice.......................   100.09
• Contrary Positions.............  100.02; 100.09
• Contrary to Prior Administrative

Proceeding........................... 500.01-.05
• Contrary to Prior Year's Return........ 500.04
• Definition........................................  100.01
• Disclosure.................  100.02; 100.09-.11;

..........................................  9100.02-.03
•Frivolous.........................  100.09; 9100.02
• Materiality......................................  100.01
• Penalties.............  100.02; 100.11; 9100.03
• Realistic Possibility Standard............ 100.02;

.......................................... 9100.01-.41
• Recommendations to Client___  100.02-.04;

.......................................... 9100.01-.02
• Rights and Responsibilities........ 100.04-.05
• Settlement Negotiation...................  100.03
• Support for Positions.....................  100.07

TAX RETURNS
• Conditions Imposed by Tax

Regulations..................................  300.03
• Cumulative Effect of E rror.............  600.08;

..................................................  700.08
• Declaration of Preparer...........  300.05-.06
• Errors on Returns...................  600.01-.09
• Errors Subject to Administrative

Proceedings......................... 700.01-.08
• Estimates on Returns...............  400.01-.07
• Failure to File........................... 600.01-.09
• Incomplete......................................  200.06
• Information Related to

Another Client.................  300.01; 300.04
• Preparation.......... .. 100.02-.04; 100.12;

........................................  9100.01-.02
• Prior Year—See Prior Year Returns
• Procedural Aspects of Preparing

Returns................................. 300.01-.09
• Responsibility of Client........ 100.05; 100.11
• Signatures— See Signatures
• Supporting Data.......................  300.01-.02;

..........................................  300.05-.08
• Tax Return Positions— See Tax Return

Positions
• Unanswered Questions on

Returns................................. 200.01-.06
TAX SERVICES
• Advice— See Advice to Clients
• Error on Client's Return...........  600.01-.09
• Estimates on Returns...............  400.01-.07
• Misrepresentation— See Misrepresentation
• Tax Return Positions—See Tax Return

Positions
• Unanswered Questions on

Returns................................  200.01-.06
TERMINOLOGY
• Administrative Proceedings...........  500.02;

.................................................. 700.01
• Court Decision................................. 500.03
• Error................................. 600.01; 700.01
• Frivolous Position........................... 100.09;

................................................9100.02
• Preparation of a Tax Return............. 100.12
• Questions......................................  200.01
• Realistic Possibility Standard..........9100.01
• Tax Return Positions.......................  100.01
• Taxpayer........................................ 100.01

[T h e  n e x t p a g e  is  20,001.]
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