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Preface to Supplement 10

This Supplement contains all the changes that you will need in the text, compliance forms,
practice aids, and checklists for use in your 1999 return filings. In addition to providing you
with up-to-date forms, practice aids, and checklists for individual, corporate, partnership,
S corporation, and fiduciary filings, this Supplement presents:

Updated technology coverage throughout, including new information on electronic filing,
electronic research, and on-line training,

New coverage on leveraging tax preparation into value-added services, including the
introduction of the concept of Desktop Review.

A new tool for justifying changes in fee structure as a result of code complexities.
Thoroughly updated forms and checklists for managing, administering, and streamlining
tax preparation.

A rundown of the 18 leading software vendors, their programs, and how they are rated.
More practice tips throughout supplementing related subject matter.

As usual, we are grateful to our colleagues and partners who review the manual annually
for changes and additions. We also thank the members of the AICPA Tax Practice Management
Committee, past and present whose comments and suggestions have been incorporated into
this year’s Supplement.

January 2000 W.H.B.

RJR.
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Preface

In Tax Practice Management we have created a handbook dedicated to the unique challenges
of managing a professional tax practice. The book does not include discussion of technical issues
of tax law and tax planning, such matters being effectively dealt with in other publications.
Instead, Tax Practice Management presents highly practical discussions of hands-on administra-
tive issues:

Controlling and organizing client information

Establishing work flow

Staff selection and training

Office procedures

Billing

Marketing .

Procedural dealings with the IRS

Coordination of the tax function with other elements of CPA practice
Using technology to improve system efficiencies.

The book offers suggestions, illustrations, sample checklists, logs, schedules and data-gathering
questionnaires that have worked for us and for other tax practitioners.

In putting our work together, we have relied extensively on previous studies and articles,
but primarily on the considerable experience of many practitioners and firms who furnished
recommendations and resource materials to us. We also drew upon our own experiences
(encompassing both successes and failures) in attempting to come up with concise, effective
practice tips. We believe that its organization, its practical approach, and its focus on client-
centered issues make Tax Practice Management a necessary reference for every tax practitioner.

Tax Practice Management can be used as a management tool for all types of tax practices.
In fact, most of the guidance applies equally to practices involved with any of the following
types of returns:

Individual tax returns (Form 1040)
Partnership tax returns (Form 1065)

Corporate tax returns (Form 1120)

S Corporation tax returns (Form 1120S)
Fiduciary tax returns (Form 1041)

Estate tax returns (Form 706)

Gift tax returns (Form 709)

Tax-exempt organization tax returns (Form 990)
Excise tax returns (Form 720)

Information returns and required filings

Tax Practice Management is composed of three major parts or chapter clusters. Part I,
Management and Administration, focuses on administrative issues, moving from overall
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control and profit matters to marketing, personnel, and tax education. Part II, Tax Return
Preparation, is a guide to the mechanical steps in the tax return preparation process, including
computer processing of tax returns, research of tax matters, accounting and auditing considera-
tions, and dealing with the IRS. Part III, Legal Liability, includes three detailed chapters
on standards of tax practice, tax preparer penalties, and criminal tax fraud.

You can locate material in Tax Practice Management in three ways. The upfront Table of
Contents lists all major sections of the book. At the beginning of each chapter, directly following
each chapter guide card, is a detailed Table of Contents and Exhibits List. Finally there is a
detailed index, which presents a cross-referenced alphabetical listing of all the topics and
subtopics covered in the book located by decimally numbered chapter sections (appearing in
the left margin and at the bottom of each page throughout the text). Tax Practice Management
is filled with examples and practice aids, many of which can be used directly or require only
minor modification for use in your practice. Topic discussions contain highlighted practice
tips—hints you can readily assimilate to improve your practice.

We have avoided long lists of rules and specific instructions on how best to accomplish
a task. Instead, we provide alternative suggestions, accompanied by the pros and cons of each,
thus allowing you to select and implement the approach most applicable to your own practice.
The result is a guide that professionals in diverse tax practice environments can use to strengthen
and enhance management and profitability.

We have included a comment sheet to solicit your observations and suggestions. Please
give us recommendations, criticisms, sample forms and materials, and even pertinent personal
experiences, using the comment sheet, or write to us directly.

William H. Behrenfeld
1800 Second Street, Suite #790
Sarasota, F1. 34236

Robert J. Ranweiler
Biebl, Ranweiler & Company, Chtd.
P.O. Box 696
New Ulm, MN 56073

We will personally review and consider every comment for inclusion in the annual supplement.

Acknowledgments

Tax Practice Management was reviewed and commented on by the members of the AICPA
Tax Division’s Tax Practice Management Subcommittee. The subcommittee provided us with
important guidance and will continue to work with us on annual supplements. We are grateful
to Donald H. Skadden, Vice President, AICPA Federal Tax Division, and James A. Woehlke,
Technical Manager, Federal Tax Division, and the members of the Management of a Tax
Practice Subcommittee who shared with us their knowledge and experience. Their ongoing
efforts in tax management provide valuable assistance to all tax practitioners.

AICPA Tax Practice Management Subcommittee
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Introduction

Tax Practice Management is designed primarily to address the needs of sole proprietors and
smaller firms. However, most of the concepts discussed should prove equally useful to tax
offices of larger firms. You can use the book to reexamine and analyze your own administrative
procedures in light of what other firms are doing. If you need to implement administrative
changes and improvements, you can use the book as a model from which to draw ideas.

The Tax Practice Management text is divided into three parts:

I. Management and Administration
II. Tax Return Preparation
III. Legal Liability

Each part discusses a unique aspect of practice management. Together, these sections
provide a global view of what you need to know to effectively and efficiently manage your tax
practice.

Management and Administration

Every tax practice requires control of the workload, of information flowing through the tax
preparation system, and of due dates and other deadlines associated with a tax practice. Chapter
101 addresses the overall control system required in managing a tax practice. We show you
how to establish the necessary control mechanisms to assure that deadlines are properly met,
information is properly disseminated to staff and clients, and workloads are properly assigned
and managed. Chapter 102 provides numerous pointers on profit management. We describe
alternative methods for billing tax returns, including discussion of minimum fees, controlling
billing writedowns, collection techniques, and many related topics that allow you to enhance
the profitability of your firm. Chapter 103 illustrates marketing opportunities to be considered
in managing a tax practice. We give you many practical development tips which you can
implement to expand and enhance your practice.

A professional service firm is only as good as the personnel it employs. Refer to Chapter
104 for a discussion of personnel issues, including recruiting and hiring, staff evaluation, and
staff motivation suggestions. Once personnel are on board, the responsibility of management
is to develop each individual to his or her fullest ability. Chapter 105 recaps professional tax
education alternatives and clarifies the education alternatives most beneficial for different staff
at different experience levels. Chapter 106 completes the Part I discussion by illustrating the
importance of tax planning services to a tax practice. We'll show you how to enhance your
practice and better serve clients by making tax planning services virtually a continuing part of
your client file organization routine.

Tax Return Preparation

Part II of Tax Practice Management focuses on the “mechanical” tasks of actually completing
tax returns. We describe the steps required to complete a tax return in Chapter 201, and detail
the responsibilities and requirements of each step for you. Most tax practitioners now use
automated capabilities to assist in the tax preparation process. In Chapter 202, we provide you
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with a recap of the alternative computer processing capabilities available. We describe the
advantages and disadvantages of each so that you can make an informed decision about which
method or combination of methods best suits your needs. Chapter 203 details tax research
sources, citations and alternatives, including electronic database searches, and how to present
and retain records of research. Again we present the advantages and disadvantages of a variety
of methods to assist your decisions about the most appropriate techniques. We also clarify the
accounting and auditing issues to be considered and coordinated with tax practice in Chapter
204, including tax-related checklists to integrate in audit or accounting workpapers. In Chapter
205 we discuss how to most effectively deal with the IRS by detailing IRS examination proce-
dures, the types of examinations, and how to prepare for them, as well as IRS assessment and
collection activities.

Legal Liability

Part I1T of Tax Practice Management addresses legal liability issues. A number of pronouncements
summarize the professional standards of operating a professional tax practice. We detail these
for you in Chapter 301. In Chapter 302, we recap the current penalties that can be imposed
on tax preparers. You'll need to keep this information handy to avoid costly and embarrassing
penalty situations. Finally, Chapter 303 discusses the issue of criminal tax fraud. We show you
how to respond to fraud investigations of clients and what to do if the IRS issues a summons.

Tax Practice Management can be used as either a guide or set of blueprints for fully
organizing and managing a tax practice, or as a handy reference tool for applications in specific
issues or problems. Although busy practitioners will want to keep the book on hand for specific
problem-solving suggestions, we urge you to consult it frequently, for the information, guidance
and practice aids it contains are otherwise obtainable only through many years of experience
and hundreds of hours of discussions and meetings with peers. Consider using sections of Tax
Practice Management as a training guide for staff on how a tax practice operates and why
management considerations are important.

We are confident Tax Practice Management will become a handy tool in your practice,
frequently referenced, which will assist you in achieving greater personal success and providing
timely, quality service to your clients.
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Dear Subscriber:

Tax Practice Management is supplemented annually to keep its guidance abreast of current
developments. We believe the book should be responsive to users’ needs as well, with supple-
ments containing materials identified by readers. Thus, we would appreciate your taking a few
minutes to tell us what you think of Tax Practice Management and how it can better serve you.
Please use the reverse of this form if you need extra space.

1. In general is Tax Practice Management helpful in your practice?

Very helpful 0 Somewhat helpful O Not helptul O

2. What chapters do you read or refer to most often?

3. What topics or elements should be added or expanded?

4. Are there changes we should effect in presentation or format?
Yes 0 No [l

Additional comments:

Please return the form to
AICPA/Publications Administration
Tax Practice Management
Harborside Financial Center
201 Plaza III
Jersey City, NJ 07311-3881



Moving?

Please let us know so that we can ensure prompt delivery of future orders and supplements
to Tax Practice Management. We need advance notice and your old as well as new address and
zip code.

NAME

OLD ADDRESS

Telephone

NEW ADDRESS

Telephone

Please send this form to
AICPA
Order Department
P.O. Box 2209
Jersey City, NJ 07303-2209
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The Overall Control System

Just as rush hour gridlock could develop on city streets if no traffic signals, stop signs, or
directional signs were in place, so could a tax practice grind to a halt without proper control
of the information and tax files flowing through its office. An efficient and orderly practice
requires an analysis of office facilities, personnel needs, client lists, and the overall flow of
information and tax files long before the busy season starts. A tax practice calendar like that
shown in Exhibit 101-1 can help ensure that your planning process comprises important dates
for inception and completion of activities.

You must address a number of critical control issues, including the proper monitoring
and management of lead times, control of due dates and promised dates, and control of workload
assignments.

The two main components of your tax practice’s control system are overall management
of client tax information and control over clients. The overall management system includes
client information such as carryover schedules and information required for future tax returns.
Client control includes the acceptance and elimination of clients and the control of risk through
proper use of engagement letters.

Tax Practice Quality Control

For a tax practice to operate effectively, a formal system of quality control must address all
key areas of the practice. The AICPA Tax Division’s Tax Practice Guidelines Task Force has
developed a Voluntary Tax Practice Review program to assist practitioners in developing a
quality control system. Based closely on the AICPA Recommended Framework for Establishing
a Required or Voluntary Quality Control System (May, 1996), the review program recommends
that a firm’s tax practice policies and procedures address these five areas:

Advocacy, Integrity, and Objectivity

Personnel Management

Acceptance and Continuance of Clients and Engagements
Engagement Performance

Monitoring

The Voluntary Tax Practice Review (VTPR) program is consultation-oriented and is not
a tool to regulate tax practices. A tax practice review is.a wholly voluntary type of review, the
sole function of which is to enable tax practitioners to enhance the quality of their practices.
No records are kept by the AICPA and no records are kept by the reviewer, except for the
engagement letter used for a firm-on-firm review. The firm decides whether to follow the
advice resulting from the review, as it would any advice rendered by a consultant. The VTPR
should not be confused with the accounting-and-auditing practice-monitoring programs. The
tax practice reviews are not designed as either “quality reviews” or “peer reviews” as the terms
are used to refer to the accounting and auditing practice reviews required to maintain AICPA

101.1



Chapter 101 /Page 2

101.1.1

101.1.1

membership. Rather, voluntary tax practice reviews are designed to identify methods to improve
the quality of a tax practice. The program is designed for two types of reviews:

e Internal self-assessments

e External firm-on-firm reviews
A system of tax practice quality control should foster an environment for rendering high-quality
tax services. The environment should maximize the likelihood that the expectations of the client
will be identified accurately and met effectively.

Additional ideas for establishing a tax practice quality control system can be extracted
from the following AICPA publications:

Statements on Responsibilities in Tax Practice (1991 edition), Pub. no. 065012
Standards for Performing and Reporting on Peer Reviews (1995), Pub. no. 067021
AICPA Peer Review Program Manual, Pub. no. G01017

SEC Practice Section Peer Review Manual, Pub. no. 017980

Guidelines for Voluntary Tax Practice Review (1998), Pub. no. 061065

Tax Practice Guides &> Checklists (1998 edition), Pub. no. 059522

These AICPA publications can be ordered by calling 888-777-7077. Fax orders to 800-362-
5066. Publications or CD-ROM versions may also be ordered from the Online Catalog on the
AICPA Web site at http://www.aicpa.org.

Policies and Procedures

Tax practices should strive to adopt formal written policies and procedures covering these five
points to the extent warranted by the firm’s size, the nature of its practice, and other cost-
benefit considerations.

Advocacy, Integrity, and Obijectivity

The firm should require that all employees adhere to the AICPA Code of Professional Conduct
and to the rules, regulations, and interpretations of the IRS and other regulatory agencies or
be able to document and justify contrary positions. All tax professionals should be familiar with
the AICPA’s Statements on Responsibilities in Tax Practice (see Section 301.3.4) and OMB
Circular 230.

Personnel Management

Tax practices should develop policies and procedures that ensure that work will be performed
by employees having sufficient technical training and proficiencies (see Section 101.6.1).

In addition, they need reasonable assurance that employees will seek assistance, as required,
from authorities within or outside the firm who are knowledgeable and competent. The policies
and procedures developed will depend, in part, on the availability of library and other resources
and the expertise among others in the firm (see Chapter 203).

A quality tax practice cannot exist without ensuring that the professionals it hires display
integrity, competence, and motivation. The firm’s quality control policies and procedures should
establish qualifications and guidelines for those involved in the hiring function as well as for
evaluating potential hirees (see Chapter 104).

Continuing professional education and training activities help provide assurance that
employees have sufficient knowledge and skills to handle responsibilities and to advance in the
firm. The policies and procedures should establish guidelines for the firm’s tax education
program and encourage individuals within the firm to strive for professional advancement (see
Chapter 105).

Policies and procedures should be established that document the qualifications needed
at each level of advancement, provide for periodic progress reviews, and assign responsibility
for making promotion decisions (see Section 104.4.1).

Acceptance and Continuance of Clients and Engagements

The firm should have written policies and procedures for evaluating and approving potential
clients in order to minimize the firm’s risk exposure and maximize its profitability. Procedures
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should be established to document the understanding of services to be provided and the financial
arrangements for fees. Procedures should also be established to periodically evaluate existing
clients to determine whether a specific engagement should be continued, modified, or terminated
(see Section 101.11 and Section 101.12).

Engagement Performance

A quality tax practice should establish policies and procedures which assure that the tax engage-
ment follows applicable professional standards, regulatory requirements, and the firm’s standards
of quality. These policies and procedures should encompass all phases of the engagement
including planning, performing, supervising, reviewing, documenting and communicating the
results of each engagement. -

Monitoring

To ensure that all elements of the firm’s quality control system are suitably designed and are
being effectively adhered to, the firm should establish policies and procedures to monitor each
of the other elements of the quality control system. The results of the monitoring program
should be reported to management with recommendations for appropriate follow-up action.

A sample quality control document is presented in Exhibit 101-2. The sample document
is designed for a local CPA firm without a structured tax department. Sole practitioners and
firms with structured tax departments should refer to the Guidelines for Voluntary Tax Practice
Review for examples of quality control documents more closely applicable to their practices.
All practices should modify such sample documents as necessary.

In addition, the firm’s tax practice quality control policies and procedures can address the
following items:

e Actual steps to be completed in preparing a tax return

e Rules regarding input preparation for the computer software being used
¢ Required attachments for all tax returns

o ChecKklist of review items

e Sample forms and checklists

e Status tracking

e Computer software training

e Fee structure of tax returns

¢ Confidentiality of client information

A sample set of these tax return policies and procedures is contained in Exhibit 101-3.
Policies and procedures such as these should be prepared, approved by management, and
distributed and explained to all staff. The policies and procedures in Exhibit 101-3 are an
example only and are not intended to be all-encompassing. For example, the policies and
procedures may also address the assignment of technical responsibilities for areas of expertise
or the assignment of administrative responsibilities. Some firms even expand the policies and
procedures to address issues such as workpaper preparation, supplies ordering, microcomputer
use, record retention, and security concerns. Naturally, to the extent a separate administrative
manual does not address issues such as vacations, holidays, sick leave, and overtime policy, the
policies and procedures for the tax department should also address these areas. In developing
your own firm’s policies and procedures, you may adapt the exhibit to fit your own practice.
However, the material discussed in Chapter 201 should be reviewed and incorporated as an
integral part of your firm’s policies and procedures.

To ensure quality, all staff should be aware of, and understand, Treasury Department
Circular 230 on preparer penalties and the AICPA’s Statements on Responsibilities in Tax
Practice. Staff members should also respect the confidentiality of client tax information and
the need for independence of mental attitude in tax client relationships.

The five elements of tax practice quality control are discussed in greater depth as follows:
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Element Discussed in Detail

Advocacy, integrity, and objectivity Chapter 301

Personnel management Chapter 101, 102, 104, 105,
and 203

Acceptance and continuance of clients and ~ Chapter 101

engagements

Engagement performance Chapter 101 and 201

Monitoring Chapter 101

Practice Tip. A tax practice quality control program yields the dual benefits of 1) superior
work quality and 2) improved service delivery.

Superior quality results in less exposure to litigation since a quality control system
emphasizes activities that improve documentation, staff training, and review procedures.
Quality work limits the occurrence of preparer penalties. Finally, superior quality contri-
butes to staff morale because the steps that insure satisfied employees—a staff development
and training system, careful hiring and promotion practices, and appropriate supervision—
are part of the nine elements of quality control. A well-designed quality control program
emphasizing consistency, structure and systemization, results in improved service delivery.

Tax Practice Review

The Guidelines for Voluntary Tax Practice Review, prepared by the AICPA Tax Division, is
filled with useful checklists, guidelines, and sample documents that can be used to improve
the quality of your tax practice.

A tax practice review not only concentrates on policies and procedures and the implementa-
tion of the policies and procedures but also focuses on matters such as whether there is
compliance with the firm’s tax practice quality control system, whether the practitioner is asking
questions that best serve the client, and whether the practitioner’s compliance work is technically
correct. Exhibit 101-4 and Exhibit 101-5 reproduce tax engagement review checklists used in
a voluntary tax practice review.

The VTPR program is an ongoing commitment of the AICPA Tax Division. Practitioners
who wish to use the program or to make suggestions on improving the program should contact
the AICPA Tax Division at 202-434-9268, or write to:

Staff Aide

Tax Practice Management Committee
AICPA

1455 Pennsylvania Avenue NW, Ste 400
Washington, DC  20004-1007

Firms undergoing VTPR can optionally ask the reviewer to look at special areas of their
practice, such as marketing opportunities, proactive client service opportunities and so forth.
Because VTPR is in fact a voluntary undertaking, it is much less rigid than a required review
(such as might occur in the audit and accounting area). Firms that have undertaken a VTPR
report improved morale in staff, who recognize the importance of the VTPR and the firm’s
commitment to quality in its tax practice.

While checklists and other materials are provided as part of the VTPR program for the
reviewer, the less rigid approach allows the reviewer to make observations and recommendations
in a great number of areas. Many firms request that the reviewer complete an “exit interview”
upon completion of the VTPR. A formal report is later prepared by the reviewer and issued
to the firm, noting any “matters for further consideration,” and in general, making observations
and recommendations to improve the quality and efficiency of the tax practice. Firms who have
gone through the VTPR process report that in many cases the costs can be recovered through
increased efficiencies and improved quality (less re-do of work).

Costs of a VTPR vary, depending on the extent of the review and whether the reviewer
is asked to look at special areas of a tax practice. At a minimum, smaller firms should expect
VTPR fees in the range of $2,000 to $3,000.
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The five areas discussed in Section 101.1.1 (and cross referenced at the end of that section)
represent the primary areas looked at during a VTPR.

The VTPR materials also provide for a firm’s self-evaluation. By acquiring the VTPR
materials from the AICPA Tax Division and internally completing a review, significant improve-
ments can result. This approach saves the cost of bringing in an outside reviewer, but requires
significant discipline on behalf of the firm completing the self-evaluation.

VTPR Case Study

In describing an actual VTPR, a practitioner reviewed the AICPA VTPR materials and requested
the firm being reviewed to gather up materials used in the administration of their tax practice.
This included organization charts, policies and procedures, sample worksheets and checklists
and so forth. Additionally, the reviewer requested that a certain number of individual tax files,
corporate tax files, partnership tax files and fiduciary tax files be pulled.

The reviewer arrived at the site the evening before, and met with tax department manage-
ment personnel immediately the next morning. At that time, the tax department management
personnel requested that some special areas of the tax practice be looked at, such as ways to
better offer proactive client service, improvement of quality issues, and better ways to generate
work during the summer months.

The reviewer analyzed the tax department policies and procedures, reviewed the various
checklists and forms, and then set up a series of meetings with selected tax department personnel.
The personnel included individuals at all levels, including partners, tax managers, tax seniors,
and seasonal personnel. Inquiries regarding the tax preparation process, use of the policies and
procedures, techniques for follow-up work and so forth were all discussed. At the end of the
first day, the reviewer had compiled a list of issues to discuss with the firm the following day.

On the second day, the reviewer selectively analyzed some of the client files, looking at
client organizer information, source documents, review comments, and any communication
with the client at the time of forwarding the tax returns. The reviewer also looked at the
technique the reviewed firm was using in terms of generating follow-up work after April 15.
The reviewer also analyzed both individual and corporate files which were related, such as the
Form 1040 of a sole shareholder and the related corporate return. Again, a list of observations
to discuss with the firm was completed.

In the middle of the afternoon on the second day, the reviewer met with the managing
partner of the firm, the tax department partner, and other technical people selected by the
managing partner (including two tax managers, and other tax department personnel). The
reviewer then briefly discussed the observations that had been noted during the review. Some
of the observations were quickly cleared by tax department personnel explaining that what
appeared to be a deficiency was addressed in other ways, and that the firm did not feel an
overall problem existed. In other areas, personnel concurred that the observations were valid
and worthwhile, and requested recommendations on how to follow-up on the issues in the
future. As an example, although the firm had tax department policies and procedures, they had
not been updated in some years, and had not been distributed to all tax department personnel.
Besides the recommendation of updating the policies and procedures, the reviewer also recom-
mended that the firm hold training sessions during January of each year to fully go through
the tax department policies and procedures with all tax department personnel, including seasonal
help.

P After the exit interview was complete, the reviewer formalized the observations and
recommendations within a few days time and forwarded them to the reviewed firm. The reviewer
also made available various checklists and forms which the reviewer felt might assist the firm
undertaking the VTPR. Several weeks later, the reviewer then contacted the firm to see if any
questions existed or if any additional follow-up work was desired.

The overall feeling of the managing partner and the tax department partner in the firm
undergoing the VTPR was that the entire exercise was very worthwhile, and that the firm
had met its objectives of efficiency improvements, quality improvements, and profitability
improvements from the observations and recommendations obtained from the reviewer. With
the preparation work, the actual review and exit interview, and follow-up correspondence and
report, total fees of approximately $3,000 were incurred by the reviewed firm. Again, however,
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the feeling of the firm was that many of the recommendations could be turned into profit
improvements, allowing the cost of the VTPR to be easily recouped.

Office Layout

The physical layout of the office affects both the efficiency and the control of files and informa-
tion. Because a well-designed office facilitates the flow of work and allows better supervision
and communication, it is part of the control system.

Office Appearance

The client’s first impression of your firm occurs when he or she walks through the front door.
The image conveyed by appearances creates a strong sense of your firm’s professionalism,
attention to detail, and overall control over work. An unorganized, cluttered otfice may reflect
on your management skills and may at worst shake your client’s confidence in your technical
abilities.

Reception Amenities

The office reception area should be orderly and clean at all times, and client comfort should
be considered. Some firms offer coffee and other refreshments. Magazines and other reading
material should be available for waiting clients. The types of magazines offered often convey
an image of the type of work you do (or would like to do). (See Section 103.3 for a thorough
discussion of image setting.)

Practice Tip. Make a wide selection of magazines available in sufficient numbers for all
clients waiting at any one time. Brochures from the AICPA and state societies and the
firm’s brochures or client newsletter should be prominently displayed because they confirm
your professional involvement and may provoke interest in additional services the firm
can provide.

The office manager can keep on hand a supply of activity books to prevent children
from becoming too restless in the waiting room and during their parents” interviews.

Background music “piped” into the reception area and used in telephone systems
while clients are waiting helps convey an image of the firm. Remember that such music
is provided primarily for the comfort of clients, not for staff entertainment. Background
music is also helpful in masking distracting conversations throughout the office common
areas.

If appointment times with staff for tax services are prescheduled, estimate the time required
for each appointment and stagger the schedule to keep an even flow of clients moving through
the reception area. Recognize that clients are also busy, so try to keep on schedule. Should
the appointment schedule be delayed, have the receptionist call clients sufficiently in advance,
inform them of the delay, and communicate the approximate time they will be seen. When
appointments are scheduled, always learn where clients can be reached by phone if a cancellation
or adjustment is necessary.

Examp’e. In an office with four staff taking appointments, try to schedule the appointments
to begin at, say, 15-minute intervals, as follows:

Interviewer: Bob Sally Tim Joan
7:45 8:00 8:15 8:30
8:45 9:00 9:15 9:30

9:45 10:00 10:15 10:30
10:45 11:00 11:15 11:30
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Cleanliness

Overall cleanliness of the office is a significant issue. Especially during the busy season, frequent
file transfers, meals taken at desks, and heavy client traffic in the office result in a rapid
accumulation of paper scraps, paper clips, and dirt from shoes. Doors left open to offices may
allow clients and other visitors to see files and other information spread out across the floor
and desks, all of which conveys an unfavorable image.

A messy office not only transmits an out-of-control image to clients but is also, most likely,
a symptom of, or precursor to, bad work habits or a time-management problem. Follow up
with staff who habitually keep a messy, disorganized office. Encourage staff to keep doors
closed, and be sure cleaning personnel keep the office clean. Discourage staff from storing
client work on the floor; cleaning personnel might mistake it for trash.

Practice Tip. In this age of smoke-free office environments, clients are sensitive to the
effect of passive smoke. If your office has still not adopted a non-smoking policy, clients
who insist on smoking should be scheduled late in the day so as not to inconvenience
other clients. Offer gum or candy to help some clients through the stress of a tax interview.

Confidentiality

Confidentiality must not be impaired by keeping client files in open view. You should direct
staff to limit discussion of client matters to places where confidentiality is insured, such as in
offices with closed doors. Client matters should not be discussed in hallways, elevators, or in
open offices. Desks should be kept clear of open client files. Informational forms such as Forms
W-2 and 1099 and Schedules K-1 should not be left in open view.

Practice Tip. You should see that staff members have enough temporary filing space to
keep files in cabinets during their work on a particular set of returns, and that they
store information in a neat, orderly manner. Firm partners may be the worst offenders!
Information should be filed so it can be easily located, yet assuring confidentiality. The
firm’s filing system plays an important role, as personnel must have confidence knowing
files returned to central filing are properly and quickly filed. Files cannot be allowed to
wait for days to be refiled.

Evaluation of Work-Space Needs

Physical work-space needs for both full-time and part-time staff must be considered. Many
issues go into work-space needs analysis:

e Are separate offices or only workstations required? How does this impact on the privacy
of client meetings?

e Can staff members use different offices for completing work and meeting with clients?

e What is the client’s impression of the work space? Does it look clean and orderly, or
does it give the impression of things being out of control?

e Might confidentiality be impaired by having client files in open view?

Responsibilities

The responsibilities of each staff member must be considered. For example, staff who primarily
deal with clients on an ongoing basis require privacy and ambient noise control to conduct
client interviews. Staff who rarely meet with clients may require only a semiprivate workstation
or a desk in a common area.

If possible, design the physical work place so that staff have a separate office exclusively
for meeting with clients. With this approach, the client meeting office is always uncluttered,
while the “work office” allows the person to keep files and projects spread out for ongoing
activity. Of course, the luxury of extra offices and computer terminals simply isn’t available in
many practices, due to physical space and cost limitations.

Part-Time Work Accommodations

Space limitations can be addressed by using library and conference areas as temporary work-
stations. Part-time employees, who normally do not have direct client contact, make excellent
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candidates to use the library and conference rooms on a temporary basis. A specific work area,
even for part-time staff, enables you to organize supplies and information to allow an efficient
approach to the work.

Practice Tip. Seasonal preparers using interactive data entry can work from completely
remote locations, for example, from their homes. By connecting to the firm’s network via
modem, the seasonal preparer may only need to visit the office once daily to exchange
files and discuss problems encountered on specific files. However, if remote access to the
firm’s network is allowed, password protection is essential to prevent unauthorized access
into your tax return files. Again, confidentiality enters the mix when remote work sites
are involved. Paper “checkout” of files is a must.

Evaluation of Equipment Needs

Hardware and Office Furnishings

You should evaluate the availability and adequacy of equipment prior to the busy months. This
includes personal computers, calculators, photocopiers, typewriters, filing cabinets, fax machines,
and other hardware, furniture, and machines. Remember to take part-time staff into account
when evaluating your need for desks, chairs, and other equipment. Be sure to include stationery
supplies, and storage.

Practice Tip. Short-term leasing of required equipment may be economically advanta-
geous. Consider renting equipment such as computers and printers during the busy season.

Communications Software

One dilemma of the busy tax season is that practitioners are usually involved in closed-door
client meetings at the same time that other clients are attempting to phone them. To speed
response time, handwritten messages taken by receptionists and assistants are rapidly being
replaced by electronic mail and voice mail. Voice mail has many advantages, including enabling
a caller to give detailed or technical messages with less risk of misinterpretation. However,
work thus tends to be upwardly delegated because clients leave messages with partners and
senior staff that could otherwise have been presorted and delegated to other staff levels.

Practice Tip. E-mail software now exists to help users sort and prioritize incoming mes-
sages. A user can preprogram an E-mail system to automatically route messages from
certain people directly to an assistant while retaining only important messages from speci-
fied senders.

Accountants can take advantage of the ultimate in E-mail communications by becoming
a part of the Internet. This worldwide community of computer users allows for immediate
communication between terminals regardless of location. The information and communication
potential of the Internet for accounting firms is nothing short of phenomenal. E-mail can be
sent from other tax preparers or clients directly to one’s terminal even though those users are
not on the same local area network (LAN). Telephone “tag” is avoided as messages are sent
and returned completely at the user’s convenience.

The research capabilities of Internet are virtually boundless, ranging from access to the
daily status of all current tax legislation, to the ability to discuss accounting and tax issues with
other accountants on-line or to order professional publications. Further information on Internet
providers and capabilities can be found in many publications, including the Journal of Accoun-
tancy.

Equipment Failure Planning

In addition to evaluating equipment needs, formulate contingency plans for equipment failure.
Emergency service agreements can be completed, business-interruption insurance considered,
and backup power supplies and surge protectors purchased as deemed necessary. In general,
plans should be made for using backup equipment if primary equipment fails.
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Maintain a close working ‘relationship with a local computer vendor so that they will
immediately jump to action if you have a system failure. Make sure temporary computer
equipment can be leased until suitable replacement equipment is purchased. Even though the
network file server may be destroyed by an unforeseen casualty, the computer vendor may
nonetheless be able to salvage your hard disk file information.

Other firms in your area may allow you temporary use of their tax preparation software
(when compatible), but software vendors can normally provide these programs immediately to
get a system back up and running. In fact, licensing agreements may prevent one from using
other firms’ software even in an emergency.

Practice Tip. Speak with computer vendors in your area. Compile a written list of those
vendors who are able to provide software and rental equipment in an emergency. You
should also contact your tax software technical support and determine if they can provide
emergency service-bureau operations.

Review and update your backup procedures for the data processing system on an ongoing
basis. In general, the backup procedures should include a daily or weekly “father” backup and
an offsite “grandfather” backup. Alternatively, consider your firm’s need for a fireproof storage
safe on the premises. Particularly during the busy time, the destruction of data processing
records without adequate backup may be devastating.

Data processing records could be destroyed even with adequate backup if there are
inadequate security controls. These controls must keep unauthorized persons from operating
the system or making changes that affect the input or output. Do not assume your firm is too
small for password protection. If your software allows for individualized passwords, make sure
that every system user has a unique password.

Review the adequacy of the insurance coverage on equipment. Consult with your firm’s
insurance agent regarding whether any equipment requires a rider on your general policy.
Business interruption and additional expense coverage should also be purchased. See Exhibit
101-6, Computer Disaster Recovery Checklist.

Practice Tip. Some fire extinguishers can seriously damage electronic components. At the
next annual check of your office fire extinguishers, make sure that only those that are
rated safe for electronic components are placed near computer equipment.

Central Control

An overall centralized control system must be established for tracking the flow of all information
and the movement of all files within the office. This centralized control system must address
due dates and promise dates of individual files and should minimize bottlenecks in the tax
preparation process.

Use of a Central Control System

In the absence of a central control system, how would your firm handle client inquiries regarding
the status of their tax returns? No doubt, the request would require an office-by-office search
until the file was located. As your practice size grows, this primitive method of file retrieval
becomes increasingly time consuming, costly, and downright embarrassing from a client inquiry
perspective.

By using the central control system described in this chapter, a file can always be located.
This system dramatically reduces the time required to locate and retrieve files. Because a due
date and a promise date are often associated with a file when it is activated, the file locator
log or database can be sorted by due date, promise date, or by type of return to monitor the
status of files. Under either a manual or automated system, slow-moving work can be identified
and reassigned to clear up bottlenecks as they arise.
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Central Control System Components
A central control system consists of—

e Updating current file status at each stage
e A central routing location for files and client data
¢ Routing a file to the most appropriate staff person

Updating File Status

Update the status of the file with either a manual or an automated system. In either case,
assign and enter a file identifier (such as a client name or number), along with an identifier of
the file location (such as a staff person’s initials or employee number) and the current date, in
the appropriate area on the log. Exhibit 101-7 contains an example of the file locator log used
in a central control system.

Several vendors provide tax return tracking software, and deadline tracking software for
tax professionals. Such software not only tracks due dates, but also allows one to view the entire
firm’s workload on screen, including job status and responsible staff member. While manual
control systems can capture the same information, software will greatly reduce the administrative
time needed at a modest price.

Central Routing Location

The basic premise of a central control system is that information and client files do not move
without being routed through a central location or entered on a file locator log. As a file is
routed, the current status, due date, promise date, and other information are monitored and
controlled. Client information is routed through the central location to update the status of the
file and to correctly forward the information to the person or group currently processing it.

The key element is one specific area through which information and files can be routed,
the status of the file updated, and the information or file forwarded for required action. After
a client interview has been completed, for example, the file is forwarded to the central area
and its status is updated. The file is then forwarded for tax preparation to an assigned staff
person. After tax input is completed, the file is again routed to the central area, where it is
updated. It is then sent for further processing to another staff person. The file is continually
routed to the central area for all stages of the tax return preparation process (see Section 201.2
for a detailed description of this process).

Smaller firms that are not networked may find it best to assign a single individual to be
responsible for monitoring the due date control log. Even a manual log may satisfy a small
firm’s needs, because it gives the firm the ability to evaluate the effectiveness of a manual
tracking system prior to investing in tracking software.

The larger the firm, the greater the opportunity to decentralize the tracking process. A
PC-based network can allow each individual to update the tracking system as he or she completes
work on the file.

The choice between centralized or decentralized file tracking must take into account
staffing availability. In larger firms, centralized tracking can leave one individual dedicated
solely to monitoring and routing files. This person will have the best knowledge of relative
workloads and can assign files accordingly. On the other hand, decentralized tracking requires
that each preparer update the tracking system as files are moved. While no one person is
shouldered with the entire responsibility for updating, it does result in additional nonproductive
time for the employees preparing returns. There is also the increased risk that the tracking
system will be corrupted by the failure of certain preparers to diligently log the movement of
files.

A decentralized tracking system where preparers are independently deciding where files
are routed increases the likelihood that returns are not assigned to the most efficient preparer.
Prior to tax season, staff should discuss which preparers are comfortable and have experience
with different types of returns. A listing should be distributed as an aid for later reference,
particularly to assist newer staff who may not be familiar with other preparers’ expertise.

Many tax software products contain a file management system that can be used in conjunc-
tion with tax return preparation.
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Exhibit 201-5 in Chapter 201 illustrates a flow chart of the tax return process. Using the
flow chart as a guide for all tax returns, the file locator log should be updated as the file moves
from one step in return completion to another.

Routing Files to Staff
When assigning work to staff, route files based on the following criteria:

e Current workload of individual staff members

e Simplicity or complexity of work to be assigned, and technical abilities and experience
of staff members

Assigning work to the proper staff is not a simple chore. Through staff meetings and other
means of communication, you must monitor the current workload of each staff member. New
files should not be assigned to staff that have numerous deadlines or large volumes of work.
Of course, staff to whom work is to be assigned should only receive files that are appropriate
for their abilities and experience. One method of categorizing files is through a simple coding
system. Under such a system, the person conducting the initial tax return interview or reviewing
the file for staff assignments uses a letter coding system, whereby returns are judged complex
(A), average (B), or simple (C). An entry-level person should not be assigned to work on a
“code A” complex return containing, for example, passive losses and alternative minimum tax.
Conversely, an experienced person should not be given simple, straightforward “code C” returns
except in emergency situations or when absolutely required to even out the flow of work. (See
Section 101.6 for further information on workload assignments.)

Practice Tip. Problems occur, even with the best-designed system. Document all such
instances with the central control system, and properly address weaknesses. For example,
if one individual is routing files directly to another without passing the files through the
central area, speak with that person immediately. This is not only a violation of the central
control system, but may negatively impact quality control and efficiency, since the file
may have been routed to the wrong staff level.

Incoming Client Information

As tax returns are being worked on, additional client information is often needed. Information
may be mailed in, dropped off in the reception area, or forwarded directly by banks and other
third parties. Your staff must closely control incoming information related to client files. Exhibit
101-8 contains a sample control sheet to be used for incoming client information.

Steps for handling incoming client information are as follows:

1. Use a form similar to Exhibit 101-8 for each piece of client information.
2. Attach the client information to the control form.

3. Check the file locator log to determine the physical location of the file.
4.

Request the file (if this is necessary), add the new information, update the central
control status, and forward the file to the proper individual.

It is critical that all client discussions be documented. Thorough documentation not only
allows proper follow-through and closure on client questions but also provides a permanent
record of advice given for billing purposes and could be important from legal perspectives.
Exhibit 101-8A is a client telephone discussion memo for logging client questions relative to
taxes.

Practice Tip. You should consider not accepting client information over the telephone
that might have a significant effect on the taxpayer’s return, unless it is also received over
a FAX machine or via E-mail. Telephone calls alone do not provide sufficient documenta-
tion for the tax preparer’s file, and the likelihood of error is increased. At a minimurn,
practitioners or clients should follow up with written confirmation whenever significant
information, such as year-end inventory valuation, is received in a phone call.

From a practical standpoint, however, many clients call with data to finalize tax
information. Be sure to use a form similar to Exhibit 101-8 to control this incoming
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information. Again, for information that has a material impact on the tax return results
(such as home mortgage interest expense and year-end inventory) be sure to have the
client follow up with written confirmation. For immaterial items, such as daycare provider
identification number and verification of certain small amounts, properly document the
call using a form similar to that shown in Exhibit 101-8.

Due Date and Tax Return Control

A tax return due date is important not only because of the filing deadline, but also because of
the lead time necessary to physically complete the return. For example, April 13 is too late to
identify individual tax returns not yet completed if there is a three-day turnaround period for
completion of input, computer calculation, and tax return finalization. Ideally, returns should
be ready for clients 10 days before the due date to ensure clients an adequate opportunity for
review prior to signing (see Section 201.4.2).

Practice Tip. Because due dates and lead times differ for various types of returns, your
staff must continuously check the status of returns. Review returns that have not “moved”
from one preparation stage to another to be sure they have been properly logged and
assigned. For example, if on March 3, the file locator log shows that a return was assigned
for review on February 14, contact the assigned individual to be sure all information is
in and completion of the return is on target.

As busy season deadlines approach, consider holding regular tax department meetings
to monitor the status of files (see Section 104.5 on Team Meetings). Team meetings of
the entire tax department are a good way of tracking current status on all open jobs.
Although tracking software can show the number of returns assigned to an individual, it
cannot tell a supervisor if certain returns are extremely time consuming.

Scheduling Lead Time

The typical number of days required to complete a tax return can be determined by working
backwards from the completion of several returns to the date all information was first available.
As filing deadlines approach, the file locator log should continually be reviewed to be sure
there is adequate lead time to complete all work.

Example. One firm may determine that all computer input must be entered by April 8 to
meet the April 15 completion deadline. Another firm, having enhanced in-house computer
capabilities, may find that the required date is April 13. Lead times for each type of
return must be determined and used in monitoring the file locator log. Partnership and
S corporation returns have earlier deadlines, since the Schedules K-1 flow into other
individual returns. Keep in mind that returns to be mailed to clients have a longer lead
time than returns that will be picked up at your office (see Section 201.4.2).

Lacking adequate resources, some sole practitioners may contract with other firms to
complete the review procedures. However, this may add additional turnaround time due to
the logistics of physically moving files to and from another office.

Monitoring Delivery of Tax Returns and Other Client Materials

It is important to have control records of when completed tax returns leave your office—
whether they are picked up directly by, or mailed to, a client—for two key reasons:

1. To provide a written log “proving” that mailing took place on a certain date in the
event a client fails to receive and file the return timely or should the IRS assert an
unjustified late filing penalty

2. To monitor due dates on projects or materials to be picked up by clients
A mail log should be used for all outgoing mail. Consider using a spiral notebook or
automated list to log the date, addressee, and contents. The IRS does not consider such a log

proof of timely filing, but a log does lend at least some support to the taxpayer’s position that
timely filing did occur. Certified mail, return receipt requested, is recommended for all tax
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returns mailed to an IRS Service Center. Because of the risk associated with late-filed returns,
make every attempt to get returns to clients for client signature and mailing, while always
recommending the use of certified, return receipt requested, mailing by clients.

Practice Tip. Should you receive an IRS notice that a return was not filed in a timely
manner, remember that a certified-mail return-receipt by itself proves little, except that
an envelope was mailed to an IRS Service Center. All returns and elections filed using
certified mail should have the return-receipt number entered on the top of the return.
In this way, the return can be directly associated with the certified mail receipt to substanti-
ate timely filing.

A secretary or the receptionist should maintain a log of materials to be picked up by
clients. Even though a client may have been informed of a critical due date, it is embarrassing
to the firm should the project sit in a “pickup drawer” beyond its due date without client
reminder phone calls being made.

The information pickup log (see Exhibit 101-9) records the client’'s name, due date,
contents, date placed in drawer, date client called, date picked up, and the responsible employee’s
initials.

These monitoring procedures can be further strengthened by requiring the client to sign
an acknowledgment of the materials picked up. See Exhibit 101-10 for a sample Client Materials
Return Form.

File Control

In addition to overall centralized control, control of individual files and individual file information
is essential.

Essential file information includes the date the file was activated, its due date, and any
promise dates associated with it. It also includes special processing and secretarial instructions,
and information required for billing purposes, such as special billing instructions and a quoted
range of fees.

Tax Return Routing Schedules

Exhibit 101-11 illustrates a sample tax return routing schedule. Information on an individual
tax return routing schedule may include the following items:

e Client name and number

Date information received

Target completion date

Due date

Date engagement letter signed

Grading of the return’s complexity

Information for next year’s return

e Instructions for processing and secretarial staff
 General data to allow file tracking by the control system
e Billing information

A routing schedule sheet provides a simple reference spot for noting items unique to a
return. The schedule also notes important items to be used in next year’s return preparation,
such as net operating loss carryovers or changes in dependents. Special instructions may be
noted for the processing stage, such as multiple state returns or special forms to attach to the
return. Finally, the schedule may provide billing data, such as the prior year’s fee, work-in-
process, or a quoted fee range.

The tax return routing schedule generally provides data that can be determined from
other sources. However, it assembles all this data in one convenient place for later reference.
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Even though the schedule may indicate carryover items from the previous year, it is not a
substitute for reviewing last year’s return. Carryover information may have changed because
of subsequent amended returns, carryback claims, IRS examinations, and other events. (See
the discussion at Section 201.2.2 on completing routing schedule data.)

Operating at Full Capacity

The objective in operating the organization at full capacity is to increase the firm’s profitability
while reducing stress and staff hours. Efficiently moving files through the office and timely
completion of quality returns allow the firm to bill clients on a regular basis and accelerate
cash receipts.

Ygur practice must secure necessary personnel to meet demand, yet operate in an efficient
manner (so that the maximum resources are used). You must control the busy season, rather
than allow the busy season to control you.

Despite the best plans, many firms find that the seasonality of a tax practice results in
long hours and significant stress. Alternatives discussed at Section 101.5.2 that result in spreading
out the workload and pushing some of the work into the nonbusy months may be advisable.

Chargeable Time Budgeting

The tax return routing schedules and data base information for the prior year become the heart
of charge-time budgets for the coming tax season. By analyzing the time spent on the prior
year’s returns, your firm can develop a charge-time budget for the current year’s returns.
Charge-time budgets are indispensable in—

e Assigning staff workloads equitably.
e Dividing clients according to their returns’ level of difficulty.
e Assigning clients to staff members according to the staff member’s level of experience.

e Allocating the workload so that each staff member has an equal share in terms of the
total budgeted hours.

® Measuring and evaluating employee performance.

See Section 101.6, Workload Assignments, for more information about assigning work to
the staff. After developing a time budgeting process within your firm, your own ideas for the
use of time budgets will evolve.

As the tax season progresses, some staff members will meet their budget goals more
consistently than others. You can use this information for awarding pay raises and bonuses.
However, you may find it counterproductive to create excessive competition among your employ—
ees who, instead of working with each other, may begin to work against each other. Also, if
employees feel too much pressure to meet budget goals, they may develop a tendency to
underreport their actual times. Monitor the reported time to determine if it conforms to your
perception of the employee’s actual time. For example, if the employee’s reported time reflects
very little overtime and yet the employee is in the office evenings and weekends, it is likely
that time is being underreported. By requiring daily time reports (see Section 102.10), the
tax manager or tax partner can check more closely reported time and keep aware of daily work-
loads.

Practice Tip. By compiling the total time budgeted for various functions on the tax return
routing schedules, you can compare the budget to the total amount of staff time available
to determine if the firm is over- or understaffed for the coming tax season. While some
overtime is normally expected during tax season, using time budgets allows you to predict
it and determine if it is within reasonable bounds.

Total time budgets can be developed for clerical functions, preparer functions, and reviewer
functions. Your firm may find itself understaffed in some areas and overstaffed in others. Excess
reviewer staff time might be assigned to preparer functions to ease a shortage of preparer staff
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time. An extra clerk may be necessary to help with clerical functions. Exhibit 101-12 provides
a sample tax season workload projection for budgeting total hours for the entire staff.

The AICPA Tax Division Voluntary Tax Practice Review Program recommends that firms
maintain a reasonable estimate of the total number of tax hours for the following activities:

e Tax preparation by type of entity, including corporation, fiduciary, individual, partner-
ship, tax-exempt

Tax planning

Tax examination

Special tax projects

Other tax projects

Time budgets are a useful device for an end-of-tax-season analysis. If the returns consistently
took more time to prepare than had been budgeted, there may be a problem with the preparation
system, or there may simply be a flaw in the budgeting process. By examining the total time
spent on the various return preparation components—interview, forms input review, and so
on—you may be able to pinpoint areas of the process that created bottlenecks. Because budgeted
times are developed from the prior year’s data, you should consider factors that have changed
from one year to the next: a law change, new employee, or change in the computer system. If
your budgeting system is automated and updated regularly, you may be able to discover problem
areas as the season progresses while there is still time to take corrective action.

Practice Tip. A number of time and billing systems are available as computer software
packages. In today’s environment, it only makes sense to consider a Windows based
program, which allows employees to use multi-tasking with other software. Older DOS
based programs lack the open architecture platform which allows data to be manipulated
in various ways for analytical purposes. The time and billing system can work hand-in-
hand with the routing schedules to track and record return preparation times. In fact,
some tracking software can export data directly into time and billing programs.

Developing and analyzing overall time budgets can help your firm determine if the overall
client base is too large or too small. If your firm is overstaffed for the total work-load, you have
the choice of trimming excess staff or finding ways to induce more clients to the firm. If your
firm is in the position of having more clients than it can handle, you should seek new staff
members to handle the workload.

Practice Tip. As soon as possible after the busy season, compile statistics on the number
of tax returns, extensions, and reruns processed. Compare these statistics to prior-year
statistics to determine staffing needs for the next year and training requirements in certain
areas.

Managing Workloads

First, plan and prioritize all work. For example, banks and other financial institutions have
essentially all of their tax information complete within the first few days after the calendar year
ends. This allows for early scheduling of these corporate returns. A significant amount of tax
return work for banks with a December year-end can be completed within the first two weeks
of January, prior to the time individuals and other corporations have completed and assembled
their information. '

Practice Tip. Consider the following general timetable for scheduling tax return prepara-
tion in a manner that effectively manages the office workload:

Early January: Financial institutions

Late January: Business returns needing assistance with payroll and
informational returns
Qualified farm tax returns eligible for the March 1 tax
payment election
Preparation of state and/or local tax returns
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Early February: Wage earners expecting refunds
Partnership and S corporation returns
Smaller returns with investment income only

Late February: Other business returns
Other wage eatner returns
March: Returns with income from pass-through entities

Extending Tax Returns

Another approach is to consider extensions. Several types of returns are likely candidates for
extension:

Returns with no tax liability

Returns with only small refunds

Returns with income from pass-through entities

Returns awaiting additional client data in the final weeks or days before the due date
S corporation returns when your firm prepares the shareholders’ returns

Returns for clients who are chronic slow payers of fees

Returns automatically granted additional time in declared disaster areas

Returns that have no tax due or only a small refund may be candidates for extension.
Clients who indicate they had losses for the year or those with significant loss carryovers may
be quickly identified as fitting this category. Many individual tax returns contain income from
pass-through entities as reported on Schedules K-1 and other information that is often not
available until a few days before the filing deadline. These returns also are excellent candidates
for extensions, along with returns requiring additional information to be submitted to the
preparer in the final two or three weeks before the due date.

Another method for identifying tax returns for potential extensions, and also an opportunity
to create additional work for the firm, is to do year-end tax planning and projections for individual
clients. This allows a client to know where they will stand on April 15, and many clients expecting
to owe some tax are willing to extend their tax returns, since the preparation of the return is
simply a finalization of the overall plan that was begun in November or December of the
previous year.

Practice Tip. Encourage your clients, through your year-end client letter, to bring in data
early.

The main objective in encouraging extensions is to push as much work as possible out of
the peak season into the normal months. The disadvantage is that, while it may solve your
workload problems, it may not be servicing the client’s needs. After all, your clients may feel
you have unfairly prioritized your own needs over theirs. Estimating tax and preparing extensions
take time. Preparing tax returns outside of tax season may be inefficient, as the staff members
turn their attention to other matters. Even if lower billing rates are used outside of tax season,
these inefficiencies may actually increase the tax preparation time and fees. If this time will
be billed to clients, they should have the opportunity to decide whether extending the returns
is in their best interests.

There is also a risk of error in quickly estimating the tax liability—errors that could result
in late payment penalties imposed on the client for which the preparer may be responsible.

Many sole proprietorships, faced with high income and self-employment tax rates, may
benefit from incorporating their businesses. Several valid business reasons could exist for
adopting fiscal year-ends on newly incorporated proprietorships that would shift much of the
tax preparation work out of the busy season.

Limiting Interruptions

Frequent interruptions from phone calls and questions from staff reduce efficiency in preparing
tax returns. To keep work flowing smoothly to the next preparation stage, consider designating
activity times, or quiet times. During these designated times, interruptions from telephone calls
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and staff inquiries are not permltted Rather, staff are directed to work on specific activities
and to limit discussion with others in the office to absolute necessities. While efficiencies may
result from this strategy, the opposite may occur if it is too rigidly enforced. That is, pro]ects
may stall if staff are unable to commumcate with others when problems are encountered.

Practice Tip. Consider having a quiet time the first hour of every day during which no
phone calls or appointments are allowed. The purpose of the quiet time is to make partners
and managers available to other staff for inquiries and discussion. The designated time
also forces staff to accumulate their questions rather than creating several interruptions
throughout the day.

Practice Tip. Try to limit the length of phone calls by having your receptionist or secretary
take down much of the information or inquiries dlrectlv Returns of client phone calls
can largely be held to a certain time each day, such as from 4:00 pL to 5:00 P, or later,
provided they are not time critical.

Strong communication is a key element in operating an organization at full capacity. You
should consider holding regularly scheduled team meetings (see Section 104.5), perhaps weekly,
with all staff to—

e Communicate technical developments.
e Discuss problems or office procedures.
e Monitor due date lead times.

e Monitor overall workload status.

The larger the firm, the greater the need for a structured meeting agenda. A tremendous
amount of firm resources may be tied up in one meeting, so the meeting should have a definite
direction. Staff meetings also allow management to monitor due date lead times and overall
workload status (see Section 101.3.3). Consider requiring each staff person to submit a schedule
of the coming week’s activities. As required, distribute internal memorandums or send E-mail
on particular problems encountered, computer solutions uncovered, and issues of general
interest to the practice as a whole.

Example In rev1ew1ng a tax return output from computer preparation, vou discover that
“Listed Property” is not printing in the proper section of Form 4562. "To override this
error a special code needs to be entered on the depreciation input.

If your firm holds staff meetings weekly, many returns may reach data entrv before
you can bring this matter to the entire staff’s attention. When items are so critical that
they must be communicated immediately, distribute internal memorandums, send E-mail,
or hold brief staff meetings at the beginning or end of the day.

Prescheduling Appointments

Some practitioners are at the mercy of tax season because they allow clients to come in to see
them at will. Invariably, many clients delay this often unpleasant task as long as possible,
creating an avalanche of last-minute appointments. Clients often procrastinate in tackling the
unpleasantries of their income tax returns. Even allowing clients to call your office to schedule
appointments in advance can lead to an overload of last-minute appointments.

One method of controlling the busy season is the prescheduling of tax appointments for
the expected length of time needed. Appointment letters can be forwarded to clients setting
up a date and time for them to bring in their tax information. Since clients generally prefer
appointments around the same time of year, you can use a database system to simply update
dates and times from the previous year. Although prescheduling appointments may not be
workable for all clients, it is an option that should be explored. Sample correspondence for
prescheduling appointments is found in Exhibit 101-13. Section 201.2.3 discusses which clients
may need appointments and which may simply mail in their data.

Problems are almost certain to arise even though great care may have been taken in
prescheduling appointments.
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Example. A client may have acquired or disposed of a business since last year, greatly
expanding the length of time needed for the appointment in the current year. A business
client may have retired during the year and expects to file a very simple tax return in the
future. This client could be assigned to a less experienced staff member for future years.

Exhibit 101-14 contains a sample worksheet to note appointment changes for next year.
You can note appointments that should be scheduled earlier, that require a longer or shorter
time frame, or that should be reassigned to another individual in the office.

Practice Tip. Be aware of those clients who must schedule their appointments at certain
times of the day. Small business owners, such as retailers, restaurant operators, and dairy
farmers, cannot be simply scheduled at random. Note these restrictions on your data base
for next year’s appointment letters.

Incomplete Client Information

Most tax practices have no trouble operating at full capacity during the busy season. However,
keeping the organization operating at full capacity is a challenge when some of the client
information is missing. Do you place the entire client file on hold until the missing information
is supplied, or should return preparation be initiated and then finalized when the missing
information is supplied?

Practice Tip. Always encourage clients to use the tax organizers when gathering tax informa-
tion to assist in a complete gathering of the information. Possibly even consider the
implementation of a discount for submitting organizers in a thorough and timely manner.

Section 201.5 discusses missing information from a preparation perspective. However, to
answer this question from a control perspective, you need to assess the overall workload within
your firm at a given point in time. If some staff have fairly light workloads, files currently on
hold could be assigned to them for partial preparation using the data currently available. On
the other hand, if all staff people have sufficient work to keep them busy, there is no need to
bring additional returns into the system and create a potential bottleneck. It would be more
efficient to route the file to the “hold drawer” and continue working on returns that can be
moved directly to the next preparation stage.

While there are obvious inefficiencies in picking up a file and setting it down partially
completed, it is generally more important to keep the practice operating at full capacity at all
times. Even the busy months have their own workload peaks and valleys, and leveling this will
help prevent bottlenecks later.

The central control system (see Section 101.3) requires that missing information be properly
documented on each file. In reviewing the hold drawer at a later time, it should be readily
apparent why a file is on hold.

Exhibit 101-15 contains examples of follow-up forms for recording what missing information
must be received to complete the return. Clearly indicate on the file control sheet what specific
items are missing, such as “Form 1099 from First National Bank” or “property taxes on rental
house.” Also indicate the date the file was placed on hold and the date by which information
is needed, so stalled projects can be reactivated if it appears the client has forgotten to follow
up. Consider using a two-part carbonless form, giving the client one copy and retaining the
other on top of the file.

Practice Tip. You should review all files on hold every 5 to 10 days and more frequently
as filing deadlines approach. This can often be done simply from the tracking software.
When certain staff are light on work, the hold drawer may provide a number of projects
that can be partially completed. It may also reveal clients who need follow-up contact to
bring in requested information. Be sure to document any follow-up telephone calls on
the follow-up form.

Computer Reruns

When using automated services, reruns of some returns are unavoidable. Since computer reruns
can involve significant lost time and inconvenience, you should monitor and track all reruns.
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Exhibit 101-16 contains a form to analvze computer reruns. This form is intended to gather
sufficient information so that vou can identifv and discuss common or frequent pxoblems at
staff meetings.

Example. The form may reveal that a significant number of reruns occur for Form 2106,
Emplovee Business E\penses Simplv dlscussmcr the particular problems encountered with
Form 2106 or engaging in further training on it may reduce the number of future reruns.
A form to control reruns allows a firm to learn from its mistakes.

Practice Tip. Be sure to clearly label © supelseded returns as soon as an error is noted
to prevent confusion when the corrected return is processed.

Workload Assignments

For all tax firms except sole practitioners, the most important element in assigning work to
staff is assigning it at the appropriate level. That is, assign the more complex w 01k to more
knowledgeable and experienced staff, and a351gn sunpler tasks to less experienced staff. Keeping
all staff working at their highest skill level is important both to enhance profitabilitv: and to
maintain staff morale
Practice Tip. Consider having the interviewer indicate on the tax return routing schedule
whether the return is simple, moderate, or complex. This will assist the individual assigning
returns for preparation to target the return to the proper preparer skill level. The coding
for tax return complexity should also be placed on the file folder. (See Section 101.3.2

for further information.)

Assigning Staff

Determining the proper level of staff to assign to a particular tax return is often difficult.
Reviewing the prior vear’s file mav reveal that a lower level of staff should have been assigned
toa 1etum Exhibit 101-17 contains sample cor respondenee to reassign a client file. —\ddlessmU
this issue immediately after the busyv season gives clients and staff sufficient time to prepare
for the following vear. Some clients are sensﬁne to being shuffled among staff accountants
from vear to vear “and mav react negatively to a letter announcing the Ieasswnment of their
files. Knowmcr vour clients well, and reassigning those clients by pelsonal 1nt10ductlon rather
than by mail, \wl] help ease the transition.

You should clearly communicate to vour staff that billing rates are associated with experi-
ence and capability levels. In faimess to the client, assign work to the appropriate level.
Experienced personnel with higher billing rates who find themsel\ es assigned to simpler tasks
should be encouraged to bring thls to manacrement s attention. so that the task can be reassigned.
Similarly, less e\penenced people finding themsel\ es overwhelmed with a complex file should
also brmc this to management’s attention so the file can be reassigned to a higher. more efficient
level.

Staff members should be advised of their assignments and any changes with sufficient
advance notice via posted staffing schedules or memos. The person with final responsibility for
larger engagements should approve the scheduling and staffing.

Using the Team Approach

Because client contact is often limited to one staff member, clients are often under the false
impression- that onlv that individual works on all stages of their tax returns. Follow these
guidelines to educate vour clients about the team approach:

e Explain that several people are involved in preparing the tax return.

e Point out that numerous people provide a better perspective on the file.

e Explain that the work continues to flow if one or more individuals are exceptionally
busv.
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e Indicate that overall fees are lowered because certain tasks can be assigned to accountants
with lower billing rates.

e Note that, in general, the team approach makes the entire firm capable of responding
to client inquiries and needs.

Despite these advantages of the team approach, some clients are extremely sensitive (often
because of confidentiality concerns) about the involvement of numerous people in their work.
Clients who insist on working only with one or two specific individuals should clearly understand
that inefficiencies may result (along with higher fees), and that a longer time may be required
to complete their work.

Practice Tip. Explain the team approach policy to clients through your firm’s newsletter
or correspondence accompanying the appointment schedule.

In all cases, be alert to the impact on quality of having only one or two people involved
in preparing a tax return. Errors may go undetected if the return is not reviewed by the most
qualified staff. For example, one staff person might attempt to limit fees by having inexperienced
staff with lower billing rates review the return.

Sole practitioners can overcome this obvious dilemma by contracting with another firm
to handle the review process. Sole practitioners who have no other choice but to review their
own preparation should allow at least one day before going back over the return. Doing this
will allow for a fresh look and may uncover errors or opportunities overlooked during preparation.

Assign Primary and Secondary Accountants

All clients should be assigned both a primary and secondary accountant. The primary accountant
would normally be a partner, responsible for the highest level services to that client.

The primary accountant normally meets with the client for the tax interview and signs
the return, but not always. Large returns may actually have the information gathering task
delegated to the secondary accountant, while the primary accountant retains purely a global
perspective; only consulting on business planning matters and ensuring that the client is being
tully serviced.

The secondary accountant is typically the “DO-er,” and often has significant direct client
contact. This system guarantees that each client has one accountant ultimately responsible for
services, particularly when several accountants provide different services for the same client.

In summary, the responsibilities of the Primary Accountant should be as follows:

1. Management of overall technical responsibilities for the client, including adequate
professional judgment on when to implement the “Consultation” function.

2. At least an annual contact with business clients, either at the client’s place of business
or via telephone, preferably by a partner, or at least by a manager (see Section 103.7).
— Contact is not required for business clients such as trusts, where only the Form
1041 is completed.
— Justification should exist for any business clients for whom contact by a partner is
not made.

3. Current status of billing and accounts receivable.
4. Realization percentage (see Section 102.2.6).
5. Ongoing meetings with secondary accountant to review additional services that could
be provided.
The function of the Secondary Accountant is as follows:

1. Completion of technical work, such as tax returns and financial statements.
2. Ongoing day-to-day client work and client contact.

3. Exercise of professional judgment as to when to bring the primary accountant in to
discuss technical and administrative issues associated with client.

4. Identification of additional services to be provided to the client (see Section 103.11).
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Tax Permanent Files

A tax permanent file is an integral part of the control over client information. Consider using
permanent files to track critical items for future returns. Permanent files contain information
that is a permanent part of the client record and that can be referred to and used year after
year for work that is pertinent to the client. Permanent files include information such as carryover
items, tax depreciation schedules, research findings, tax elections, certified mail receipts proving
timely filing of returns, and IRS correspondence and audit information.

Carryover ltems

A number of items not deductible by a taxpayer in the current year may carry forward to be
used to the taxpayer’s benefit in the future. It is essential to keep an ongoing record of these
items, so the amounts can be picked up in subsequent years for the client’s benefit.

There are a large number of these carryover items. Examples include, but are not limited
to, the following:

General business credit carryover

Net operating loss carryover

Capital loss carryover

Passive loss carryover—regular tax

Passive loss carryover~alternative minimum tax

Minimum tax credit carryover

Four-year spread amounts related to change in accounting method or year-end
Investment interest expense——regular tax

Investment interest expense—altemative minimum tax

State estimated tax paid after January 1 that becomes deductible on the federal Schedule
A the following year

Cost basis in residence

Basis in nondeductible IRA contributions

Installment sale gross profit calculations

Goodwill purchased with a business

At-risk limitation amounts

Suspended Section 179 depreciation

Basis in subchapter S stock, limited partnerships, or mutual funds
Loan amortization schedules

U.S. Gift Tax Returns, Form 709, if not maintained in a separate permanent file

Original election forms with year filed notated, including Form 3115 for change in
accounting method, Form 970 election to use LIFO, and so forth

These items are all critically important to a taxpayer. The minimum tax credit, passive
loss amounts, and capital loss amounts can significantly reduce the tax burden in future years,
so it is vital to maintain carryover schedules. It is also important to inform the client of carryover
items, because there may be opportunities throughout the year to create offsetting income or
expense against the carryover.

Carrying these amounts forward in a tax permanent file provides a schedule that can be
updated and evaluated annually.

Depreciation and Amortization Schedules

Because the detailed schedules of depreciation and amortization deductions are not required
attachments in a tax return (only Form 4562 needs to be included in certain cases), consider
keeping detailed schedules of depreciation and amortization in the permanent records.

Some practitioners prefer to keep detailed depreciation records and fixed asset information
on a separate data base, to calculate the depreciation amounts during the nonbusy months.
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Others use the computer software used to prepare the tax returns to calculate depreciation
amounts also. Either way, if the detail is not included in the tax return, you should keep a copy
of it in the tax permanent file.

Practice Tip. Most tax return software packages can produce an estimate of the following
year’s depreciation. Providing a copy to the client along with the return and retaining a
copy loose in the file will greatly assist year-end planning whether or not the client formally
meets with you.

Similarly, many taxpayers either pay or receive installment contract amounts, or amortize
intangibles such as noncompete covenants. The tax permanent file provides a perfect place to
keep detailed amortization schedules.

Consultation on Special Tax Problems

Because of the complexity of the tax laws, many client matters require specialized research.
Upon completing such research, the tax permanent file provides the opportunity to permanently
store the research findings. The research could be easily referenced should any future questions
arise on the technical issue, such as in an IRS audit.

The tax permanent file should also contain research and support for accounting treatments
contrary to IRS positions. Such tax positions may require adequate disclosure within the return.

Consultation with other individuals or technical research sources should be documented.
Consultation can occur with technical library resources, the AICPA, a state CPA society, another
firm, or another individual. The resolution of any differences of opinion between the engagement
personnel and tax specialists should likewise be documented. The firm should designate individu-
als who have specialized expertise and experience in certain technical tax areas as being available
for consultation.

Many on-line tax research systems, as well as those on CD-ROM, can provide an audit
trail of the research process used. A copy of this audit trail should also be included in the file
to document the methodology used in arriving at the research conclusion.

Exhibit 203-1 contains sample forms to document specialized research problems. The
forms ask for background information, a simple one- or two-sentence statement of the problem,
the technical citations, and a brief conclusion. The research forms, along with background
information from technical services, can be filed in the tax permanent file. Chapter 203 discusses
tax research in detail.

Practice Tip. Consider setting up separate topical research files where technical research
can be filed and referenced should another client require similar research.

Engagement Letters

Engagement letters are discussed in Sections 101.13, 201.1.1, and 301.6.3. Regardless of the
form your engagement letter takes, you should either file the signed letter in the tax permanent
file or in the current year file. As engagement letters are received in future years from the

client, they should also be filed accordingly.

Practice Tip. Maintaining a record in the permanent or current year file stating that the
engagement letter was properly received will prevent tax returns from being released
without having a signed engagement letter.

Billing Data

Some practitioners prefer to record billing information, particularly as related to tax services,
in the tax permanent file. Other practitioners prefer to file billing information in a separate
billing file. Either method provides an easily referenced record for tracking billing information
from year to year. Chapter 102 discusses the relationship of the current year’s fee to the prior
year’s fee.
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Client Information
When you accept a new client, certain information should be obtained:

Name

Address

Telephone and FAX numbers

E-mail address

Prior accountant

Prior year’s tax returns

Previous year’s fees

Other services desired

Previous bankruptcy filing (YES or NO)
Previous IRS audit (YES or NO)

Any outstanding Powers of Attorney
Previous IRS payroll tax and collection problems (YES or NO)

Many firms require this basic information to be completed prior to accepting a new client
(see Section 101.12). Once you have entered this client information in the data base, file a
copy of the information in the tax permanent file. See Exhibit 101-22 for a data form capturing
this information.

Post-Busy-Season Work

During the busy months, many work projects can be identified that are not time critical and
that can be deferred until the nonbusy months. In fact, the busy months provide an excellent
opportunity to earmark other work. A few of the opportunities for client service during slow
months that often surface during tax season client file review are the following:

Carryback claims

e Amended returns

e Estate or business planning opportunities
e Incorporation work

e Revision of quarterly estimates

e Accounting system design and consultation

See Chapter 103, Marketing and Practice Development, and Chapter 106, Tax Planning Services,
for discussions of how tax season creates work year round.

Practice Tip. Consider requiring each staff preparer to complete a form for each return
prepared, suggesting at least one planning or compliance idea. This procedure compels
all staff to be cognizant of tax planning opportunities as an integral part of each engagement.

Exhibit 101-18 contains a sample form for creating a follow-up during the nonbusy months.
As work is completed on tax files, the follow-up form should be completed for every post-tax
season project or opportunity for work identified during the busy months.

Because the follow-up forms contain a due date as part of the information, have your
secretary file them by month and prepare a comprehensive list immediately after the busy
season is over. The work can then be assigned by the accountant initiating the follow-up, and
prioritized based on due date and significance.

Off-Season File Reviews

One of the greatest opportunities for spreading work into the off-season rests with a detailed
review of client files. Besides generating additional work (and additional revenue), this signifi-
cantly enhances your firm’s image with the client, because it communicates a “we care” attitude.

101.8.1



Chapter 101/Page 24

101.9

101.9.1

101.9.2

101.9

The review also can identify files that are not up to firm standards. Exhibit 101-19 contains
sample forms for reviewing files during the off season.

Based on these file reviews, many opportunities for additional work that may have been
overlooked earlier can be identified and assigned.

Practice Tip. You can obtain a fresh and impartial review by assigning an individual not
already familiar with a file the responsibility to review all data in it and by having the
reviewer complete the form in Exhibit 101-19. Someone unfamiliar with a client cannot
rely on his or her own knowledge of the client to explain transactions or events. The
workpapers must stand on their own merits. Deficiencies in file documentation or inade-
quate review are easily observed when the individual has not previously worked with the

file.

Coordinating Responsibility for Other
Required Returns

One of the areas with greatest potential liability and a need for strong controls is coordinating
responsibility for completing other required tax returns. Many projects involve an accountant
as well as other professionals, such as attorneys and bankers, who are responsible for coordinating
the variety of professional functions. The importance of coordinating responsibilities is signifi-
cant.

Example. The late filing of the annual Form 5500 for a retirement plan could result in
costly penalties if you assumed that a bank trust department was responsible, and they
assumed that you were responsible, for its preparation.

Types of Returns

While preparing an income tax return, you should be alert to other types of returns and services
that require completion. Examples include, but are not limited to, these:

Corporate and partnership returns identified while completing an individual return
Individual returns identified while completing corporate and partnership returns
Estate tax and fiduciary returns upon the death of a client

Federal and state ID number applications for new entities

Gift tax returns

Returns for pension and profit-sharing plans

Intangible tax returns

Use tax and other similar returns

Communicating Responsibility

The most important rule in coordinating and communicating responsibility for other required
returns is communicate, in writing, your understanding of the responsibilities assigned.

You should identify the other returns and filing responsibilities, and then communicate,
in writing, to the client, with copies to all involved parties the responsibilities that have been
discussed (or have been assumed). Indicate clearly that, unless you hear otherwise, you assume
that the responsibilities will be addressed as summarized in the correspondence.

Example. One of the most frequently encountered confusing situations on assigned
responsibility is the election of S status by a corporation. Since attorneys are normally
involved in establishing the corporation, and the accountant is normally contacted early
to establish an accounting system and file for identification numbers, coordination of the
responsibility for the S election is vitally important. Once a decision has been made,
forward correspondence to those with responsibilities assigned regarding the decisions
reached.
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File Storage Systems

The larger the practice, the greater the need to select a file storage system to maintain control
of client files and information. Seemingly minor issues such as color coding and types of file
folders have significant impact, on the overall control system.

Color Coding

By color coding file folders or labels, different file contents can be identified. For example,
corporate tax files may have yellow labels, partnership files brown labels, individual files red
labels, and fiduciary files blue labels.

Through the color coding scheme, files can be easily identified and segregated by type.
For example, preparers can more easily identify partnership returns associated with individual
tax files, and incorrect filing can be minimized.

File Folder Alternatives

There are several useful alternatives among file folders. Some practitioners prefer a multi-sided
file jacket, while others use a one-sided file folder. Some practitioners prefer hanging files and
others prefer loose folders.

A multi-sided file jacket allows you to segregate different information in various sections.
For example, copies of prior-year returns could be held in one section, copies of client correspon-*
dence in another section, and information used for preparation of the tax return in the third
section. A one-section file folder essentially requires all this information to be combined, and
adds complexity to locating and retrieving information in the future, since information must
be filed in the exact chronological order in which it occurred.

Practice Tip. Single-sided folders tend to be less expensive than three-sided folders, but
are also less durable and offer less protection to their contents. This type of folder is most
approprlate for simple returns of wage-earner clients that are less likely to be retrieved
in the future. Segregating file information may also aid in your firm’s record retention
effort. For example, returns are kept for the life of a client, but some information may
be destroyed after a period of time, as required by the firm’s record retention policy.
Segregated information is easily removed from a file to be discarded, reducing overall
firm filing space needs.

Regardless of the type of file folder used, you should keep client information neatly
organized to allow for convenient referencing later. Retrieving information will be further
simplified by using permanent files (see Section 101.7) for data that is likely to be needed in
future engagements.

Retrieval Key Alternatives

While often considered to be a minor issue, the policy on the retrieval key for filing client files
is of paramount importance. For example, is a file labeled as “Rex Havoc, Inc. d/b/a The Donut
Shop” filed under “R” for Rex, “H” for Havoc, “T” for The, or “D” for Donut?

In many firms, each client file is assigned a client number, and a separate index is maintained
by this number. This is particularly true when data processing systems are involved. Consider
filing by client number, as opposed to client name. While this does not usually allow an
alphabetical filing approach, it eliminates misfiling under the wrong name. However, if an
alphanumeric coding system is used whereby the numbering closely follows the alphabet (for
example, A is 1000-1999, B is 2000-2999, and so on) the files will be in alphabetical and
numeric order.

Closed Files

The lack of adequate file storage space often presents a problem. As information is filed and
stored, the need for additional space quickly grows because of the volume of stored information.
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Consider setting up a new file for each client annually. In this manner, files can be stored
by year, with the previous year’s files moved to another location. After a certain number of
years, old client files and records can be destroyed or microfilmed.

Regardless of the approach taken, neat and orderly maintenance of closed files will facilitate
file retrieval. Some firms are forced to move old files off site for storage. Off-site storage should
be filed under the same retrieval key, with the year of the information clearly labeled on the

file.

Practice Tip. If long-term storage in house or off site is not feasible, consider forwarding
correspondence to present and former clients after a certain period of time, once the tax
year is closed, for example, informing them their records for specific years will soon be
destroyed, and giving them the option to request the information. Upon request, forward
the complete file to the client. Clearly indicate whether there are handling charges in the
initial correspondence.

Although this approach may solve the space limitation problem that many firms encounter,
there could be disadvantages if this information is required in the future. The contents of files
could be permanently lost or jumbled and nearly useless if needed, for example, to research
the carryover basis of assets or to detail the year-by-year components of a 15-year net operating
loss carryover.

Practice Tip. Closed files should not contain unnecessary duplicated data. Significant file
space can be saved by removing tax return input sheets. Similarly, tax return processing
and diagnostic sheets often contain no data of lasting importance for years that have closed
under the statute of limitations.

Client Information Retention Guidelines

No strict rules exist regarding the length of time client information must be retained. Obviously,
from a legal perspective, information must be retained for the period the statute of limitations
remains open. Practically, however, client information should be retained for a longer period
of time. Recommended guidelines on the retention of client information are as follows, although
this may vary from firm to firm.

e For active clients, retain tax files for the last three years within the office and in off-
site storage on a permanent basis.

e For former clients, retain tax files within the office for three years from the time of last
work, and for seven years from the time of last work in off-site storage.

e For correspondence files, retain the information within the office for three years and
in off-site storage for seven years.

Exhibit 101-23 illustrates a sample label that can be used for file folders, containing not only
name and contents information, but retention information as well.

Practice Tip. When files are destroyed, make sure an accurate list is prepared of which
clients and years are removed. This may save plenty of time later searching for a file which
no longer exists.

Evaluafion of Present Clients

Chapter 301 deals with standards of practice, and includes a discussion of risk management.
Your firm should evaluate clients on an ongoing basis to identify and consider terminating service
to undesirable clients and focus the practice on those who represent minimal or controllable risk
or potential for additional value-added services.

This annual evaluation becomes particularly important with respect to tax protestors, those
aggressively taking positions contrary to the IRS, habitual late filers, or even repentant nonfilers.

Tax clients should be reviewed and evaluated at the end of specific periods or upon the
occurrence of specified events to determine whether the relationship should be continued,
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modified, or terminated. Such events might include a significant change in the client’s business
activities, bankruptcy, or change in ownership.

Terminating Service to Undesirable Clients

Exhibit 101-20 contains a sample form for rating clients in terms of risks, profitability, collection
issues, and other factors. Your firm can identify undesirable clients and take an approach to
terminating services to them.

Example. Bankruptcy services may be low risk, highly profitable, and easy to collect in
your practice. But if your staff finds this work unsatisfying or stressful, you might reconsider

the desirability of the work.

Example. A staff member may recommend that a client be terminated because they have

a “messy bookkeeping system.” A tremendous work opportunity might exist during the

nonbusy months to assist the client with changing and enhancing the system. Be careful

that clients are not labeled as “undesirable” and terminated without giving the client a

fair chance to improve and the firm an opportunity to upgrade or enhance its services.
Before terminating undesirable clients, ask these questions:

e What have we done to assist the client with this problem?

e Is there a mutually beneficial way to convert the client’s troublesome aspects into
opportunities for the firm?

e Is there a “personality clash” and could this client be better served by another tax
preparer in the firm?

After firm management has identified undesirable clients and agreed to terminate them,
notify them that the firm no longer desires to work with them and offer assistance in locating
an alternative preparer. Exhibit 101-21 contains sample correspondence for terminating service
as a result of fee disputes.

Risks of Removing Clients

Because of the unpredictable nature of certain clients, such as tax protestors, there is some
risk in terminating service. While it is desirable to eliminate or minimize risks in a tax practice
by removing certain clients, the client, in fact, may look for opportunities to challenge the firm
after he or she has been notified the firm wishes to terminate services. Section 301.6.2 discusses
the potential exposure in terminating clients.

This is an extremely sensitive area, so analyze each situation carefully prior to notification.
Take great care that no basis exists for the client to allege malpractice, and make every attempt
at a friendly parting.

An alternative is to gradually phase out your involvement over a one- or two-year period
by turning over certain aspects of your services to a new firm. By disassociating your firm from
payroll, audit and accounting, and other management services, the client may reach its own
conclusion that another firm is better able to service its needs. The transition period, however,
increases the risk of vital services not being completed because the predecessor and successor
firms did not communicate (see Section 101.9.2).

Accepting New Clients

One of the best approaches to minimizing risk with clients is to be highly selective when
accepting new ones. Be wary of new clients with a past history of IRS problems, whether audit
or collection, or with a general reputation for not dealing effectively with professionals.

It may be difficult to ascertain this information prior to initiating work with a client.
Greater care must be taken with clients with whom the firm has no familiarity, as opposed to
clients referred by attorneys, bankers, and other professionals. Use caution in accepting taxpayers
who have had several preparers in recent years. An early review of prior tax returns may raise
other concerns about the client’s integrity.
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Practice Tip. Prior to acceptance, carefully analyze clients who wish to work with your
firm but who have not been referred. Take great care with those who learned of your
firm through yellow page advertising, or who simply walked in, to ensure that the firm is
accepting the proper type of client.

Using Referrals

Section 103.6 deals with referrals from other professionals. When a new client is referred by
an attorney, banker, insurance agent, or other professional, it is helpful to briefly discuss the
client with the referral source to see if the client will fit your practice. Be sure to discuss issues
such as “business” attitude, payment history, and general attitude toward professionals.

Continually analyze your sources of good referrals. Professionals dealing with specialized
areas, such as bankruptcy matters, may provide referrals who need different treatment than
other new clients. For example, such referrals may require retainer amounts (see Chapter 102)
and, in general, a different billing approach than other clients.

Thanking Referral Sources

Whenever clients are referred from other sources, follow up with a “thank you™ to the referring
source. Personally contact and thank the individual making the referral and make every opportu-
nity to work with the referring source and the client in the future.

Give general feedback to the referral source, assuming the source was another professional,
if your ongoing relationship with the client has been positive. However, refrain from discussing
any client problems.

New-Client Registration Forms

Exhibit 101-22 contains a sample form used to gather information on new clients. The form
helps facilitate the decision whether to accept the client. Besides the basic client information,
such as name and address, the form also focuses on issues relevant to accepting the client.

If a client is accepted, the registration form provides sufficient information to set up the
client on the computer system or other permanent record and to properly record the services
and due dates required for the client.

Example. The registration form can identify clients with past collection problems, past
problems with the IRS, or who appear to offer little opportunity for additional services.
For them, another practitioner may be a better alternative.

New-Client Data Base Information

When a new client is accepted, various items of data base information should be immediately
collected. Additionally, this is an ideal time to put the new client on the mailing list for tax
bulletins and newsletters. Exhibit 101-24 contains an example of a new client data base form.
Note in the lower, right-hand area the alternatives regarding mailings for the new client.
Naturally, the fields contained in Exhibit 101-24 should be customized for your own practice.

Engagement Letters

Engagement letters are also an integral part of the control system, because they define the
practitioner’s and client’s responsibility for the preparation of an accurate tax return, and,
therefore, are a must for a quality tax practice. Many professional liability insurance companies
provide discounts for firms that routinely use engagement letters for tax services. Engagement
letters are covered in Section 301.6, in the discussion dealing with risk management.

Frequency

Firms take different approaches to the frequency of obtaining engagement letters. Some obtain
an engagement letter annually from each client, while others require only an initial letter.
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Under the latter approach, the client signs an open-ended engagement letter, which the firm
files in the tax permanent file. Although the open-ended engagement letter provides a measure
of simplicity, it does not periodically reinforce the responsibilities assumed in the way an annual
letter does.

Explanation of Fee Structure

Some firms prefer to explain their fee structures, including the billing mechanism and even
hourly rates, in the engagement letter (see the sample engagement letters in Chapter 301).

The philosophy of including this information in an engagement letter is that the firm
desires to eliminate any misunderstanding regarding how they calculate fees. The objective is
to avoid any surprises regarding fees that may occur at a later time.

Other firms prefer to remain silent on fee matters in engagement letters, and limit the
discussion to the engagement terms. Under this approach, the engagement letter is obtained
primarily for liability protection and may, in fact, be required by the firm’s liability insurer.

Practice Tip. Consult your liability insurance carrier to determine whether any special
conditions are imposed on engagement letters signed by the firm’s clients.

If value billing (see Section 102.6) is to be used, special consideration may need to be
given to the engagement letter to allow value billing to occur. One way to address this is to
include wording in the engagement letter to indicate that fees are “generally based on time
and direct costs.” The engagement letter can then go on to indicate that fees might also be
based on certain other factors, “including the complexity of the issues and the particular skills
required to complete the services,” or on other factors such as “short-time requirements allowed
for the matter,” or “the accountant’s experience, reputation, and ability.”

Without such qualifying comments included in the engagement letter, a literal interpreta-
tion of an engagement letter stating that fees will be based on “time and direct costs” would
normally preclude value billing.

Explanation of Payment Terms

Similar to an explanation of fee structure, some firms prefer to explain their payment terms in
the engagement letter:

e Does the firm automatically assess interest charges?
e Does the firm reserve the right to charge interest?
e Is payment due at time of return pickup? after 30 days? or when tax refund is received?

Again, other firms simply prefer to remain silent on this issue in engagement letters on
the premise that good clients may be offended by a discussion of the firm’s collection policy.
However, if not disclosed in an engagement letter, the payment terms should be referred to
on the eventual invoices.

The exhibits in Chapter 301 contain sample engagement letters, some of which include
payment terms.

Control of Engagement Letters

As explained in Section 101.7 4, after filing engagement letters in the tax permanent file, monitor
them on an ongoing basis. Maintain a master list to ensure that engagement letters for some
clients don’t fall through the cracks.

Example. Clients may have been sent engagement letters but have failed to sign and
return them, or new clients may have returns completed for them in conjunction with an
existing business client without passing through the normal registration process. Projects
should not be finalized until the engagement letters have been returned.
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101-1
101-2
101-3
101-4

101-5
101-6
101-7
101-8
101-8A
101-9
101-10
101-11
101-12
101-13

101-14
101-15
101-16
101-17
101-18
101-19
101-20
101-21
101-22
101-23
101-24

Exhibits

Tax Practice Calendar

Sample Quality Control Document

Sample Tax Return Policies and Procedures
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October 1

October 15
October 31

November 15
December 1
December 31
January 1
January 10

January 15
January 31
March 1
March 10
March 15
March 31
April 10

April 15
April 20

May 15
May 15

June 15

July 1

July 1

July 15

July 31
August 15
September 15
October 15

1/00

Finalize financial budget and establish charge hour and total hour budgets. Finalize
staffing needs. .

Contact IRS to order Forms & Package X. Install Forms software.

Assess staff & office layout resources and needs. Update office policy & procedure
manual for tax practice. Contract with seasonal tax help.

Contact clients to arrange year-end tax planning

Contact various states to request forms

Preschedule tax season appointments and send out organizers
Correspondence to clients requesting data to complete Forms 1099

Complete business returns for those clients with up-to-date trial balances (e.g.,
financial institutions)

Farm tax returns can be extended to April 15 if estimated tax paid
Payroll tax returns and Form 1099 informational returns are due
Farm tax deadline if over 2/3 gross receipts from farming

Extend corporate returns as necessary

Corporate tax deadline for calendar year-ends

Follow up on all clients that have not gotten data into office

Extend partnership & individual returns as necessary. Consider first quarter estimated
tax due for these clients.

Individual, Partnership and Fiduciary tax return deadline

Ask all staff to evaluate problems and successes of the tax season and hold special
staff meeting to discuss.

Form 990 returns due for calendar year ends

Issue resuits of post-tax-season critique meeting and assign responsibilities and due
dates for action items.

Extended Partnership returns due. Consider 2nd quarter estimated tax due for
extended returns.

Review staffing requirements for upcoming tax season

Complete internal self-assessment using selected internal VTPR procedures
Follow up on all extended returns that still need information

Form 5500 returns due for calendar year end plans

Extended individual returns due. May re-extend two months.

Final deadline for extended corporations

Final deadline for extended individuals
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SAMPLE QUALITY CONTR DOCUMENT
FOR A LOCAL CPA FIRM WITHOUT
A STRUCTURED TAX DEPARTMENT

PREAMBLE

This sample document was prepared to summarize and communicate quality control policies and
procedures for the tax practice of a local CPA firm without a structured tax department.
References made to any partner titles will vary depending on the administration of the individual
firm. This sample document assumes that the firm has a managing partner and a tax partner. It
is intended that the quality control program, as outlined here, will provide the firm with
reasonable assurance that it is maintaining and applying quality controls in accordance with the
Statements on Responsibilities in Tax Practice recommended by the Tax Division of the AICPA.

In this sample, the tax partner is charged with the overall responsibility for the implementation,
communication, and monitoring of quality control policies and procedures. Other technical
coordinators and the managing partner assume varying degrees of responsibilities.

In an actual document, this Preamble will be replaced by an introductory section titled
"Background of the Firm" that briefly describes the firm's history, goals, and objectives. This
introduction may be adapted from the firm's quality control document pertaining to its
accounting and auditing services.

ADVOCACY, INTEGRITY, AND OBJECTIVITY

The firm has established policies and procedures to provide reasonable assurance that people
pursue with professional integrity the firm's role as a client advocate in its tax practice. As
advocates, members of the firm seek to advance the client's position as long as that position and
firm members' efforts are within standards set by the law and by appropriate regulatory and
professional bodies.

1.  People are required to adhere to the AICPA Code of Professional Conduct and to the rules,
regulations, interpretations, and rulings of the Internal Revenue Service and any other
regulatory agencies, to the extent applicable, or must be able to document and justify
appropriate departures (for example, a filing position contrary to an IRS revenue ruling).

Source: Guidelines for Voluntary Tax Practice Review (New York: AICPA, 1998).
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In addition, all tax professionals are familiar with the AICPA Statements on
Responsibilities in Tax Practice.

a.  The managing partner is responsible for resolving questions relating to the foregoing
matters and is available to provide guidance when required.

b.  The managing partner communicates with legal counsel, the AICPA, the (state)
Society of CPAs, or other authorities for assistance in resolving any of the foregoing
matters that are not satisfactorily resolved within the firm.

c. Memorandums documenting the resolution of these questions are prepared and
retained by the managing partner. The other firm personnel involved in the
questions review and sign the memorandums.

2. Policies and procedures relating to advocacy, integrity and objectivity are communicated
to people within the firm. This includes the need to treat as confidential any and all
information regarding client tax matters and to maintain an independent mental attitude in
client relationships.

a. A written statement is used to inform personnel of the firm's policies and procedures
and advise them that they are expected to be familiar with these policies and
procedures.

b.  Independence of mental attitude, coupled with advocacy of the client's interest and
maintaining objectivity in discharging professional responsibilities is emphasized
during training sessions and in the supervision and review of tax engagements.

c.  The library contains current professional, regulatory, and the firm's own literature
relating to tax matters, rulings and interpretations of the IRS, AICPA, the (state)
Society of CPAs, the (state) Board of Accountancy, and federal and state law.
These rulings and interpretations include Treasury Department Circular 230,
preparer penalties, and AICPA Statements on Responsibilities in Tax Practice.

d.  The firm considers all information relating to a client's tax matters to be confidential
client information. The profession's Code of Professional Conduct generally
prohibits disclosure of confidential client information without the client's consent.
In addition, civil and criminal penalties are imposed by the Internal Revenue Code
for disclosure of taxpayer information by return preparers.

1/00



Chapter 101/Page 36

Exhibit 101-2: Sample Quality Control Document (cont.)

(1) No disclosure of client tax information to any person outside the firm is
permitted without the written approval of the managing partner and either
express client consent or an enforceable court order.

(2) No disclosure of client tax information to any person within the firm is
permitted except in the following circumstances:

@)

(b)

©

(d)

©

Any communication to the tax partner or the managing partner.

A communication to appropriate professional staff of information
relevant to the audit, review, or compilation of financial statements for
such client.

A communication in the normal course of preparation of such client's
tax return.

The research of issues arising from the preparation of such client's tax
return or tax planning rendered to such client.

Any other situation expressly permitted by the managing partner
pursuant to written policy or confidential memorandum.

3.  Compliance with policies and procedures relating to advocacy, integrity and objectivity is

monitored.

a.  The tax partner is charged with the responsibility for monitoring the firm's policies
and procedures in its tax practice.

b.  The managing partner is responsible for the resolution of exceptions to the firm's
policies and procedures relating to tax practice.

PERSONNEL MANAGEMENT

The firm has established policies and procedures encompasses hiring, assigning personnel to
engagements, professional development and advancement to provide reasonable assurance that
work will be performed by persons having the degree of technical training and proficiency
required in the circumstances. In making assignments, the nature and extent of the supervision
to be provided is taken into account. In general, the more able and experienced the personnel
assigned to a particular project or engagement, the less the need for direct supervision. The
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quality of the firm's work depends on the integrity, competence, and motivation of the people
who perform and supervise the work. Continuing professional education and training activities
enable the firm to provide its people with the knowledge and skills to fulfill responsibilities
assigned to them and to progress within the firm.

1. The firm's approach to assigning people includes planning the overall needs of the firm, its
office and tax work needs, and the measures needed to achieve a balance between
engagement requirements, individual qualifications, individual development, and
utilization.

a.  Each year the tax partner projects the total hours and number of people needed to
process tax returns within the prescribed time. Staff needs will then be reviewed by
the firm's partners.

b.  On all audits, and on other financial statement engagements, a partner reviews the
tax accrual working papers. The purpose of this review is to determine that all
material tax matters have been addressed.

c. A log is maintained for all tax services, including recurring and nonrecurring
matters.
d.  The tax partner reviews significant client matters prior to fiscal year-end with a view

toward identifying potential problem areas and tax planning suggestions for
discussion with a client.

e. The tax partner considers the following factors in achieving a balance of
engagement manpower requirements, personnel skills, individual development, and
utilization:

(1) Engagement size and complexity.
(2) Availability of personnel.

(3) Special expertise required.

(4) Timing of work to be performed.

(5) Continuity of personnel.

(6) Opportunities for on-the-job training.
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2.

The tax partner is responsible for assigning personnel to engagements after considering the
following criteria:

a.  Staff and time requirements of the engagement.

b.  Evaluation of the qualifications of personnel as to experience, position, and
possession of any special expertise.

C. Planned supervision and involvement by managers and partners.

d.  Projected availability of individuals assigned.

e.  Need for continuity to provide for efficient conduct of the engagement.

The firm maintains a program designed to obtain qualified people by planning for future
requirements, establishing hiring objectives, and setting qualifications for those involved

in the hiring function.

The firm has established qualifications and guidelines for evaluating potential employees
at each level.

a. The firm seeks to employ individuals who possess high levels of intelligence,
integrity, honesty, and motivation and high aptitude for the profession.

b.  The firm generally requires that a professional staff applicant's academic preparation
be sufficient for taking the CPA examination.

c.  In certain situations (such as hiring relatives of personnel or clients, rehiring former
employees, or hiring clients’ employees), the approval of the managing partner is
required before making an employment offer.

d.  To have reasonable assurance that persons with acceptable qualifications are hired
by the firm, the background of all new employees is appropriately investigated by
obtaining completed application forms, college transcripts, and personal references.

Applicants and new employees are informed of the firm's policies and procedures relevant
to them and their work.
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a. The firm's personnel policies and procedures relevant to applicants are
communicated to them before offers of employment are extended.

b.  Personnel policies and procedures are in writing and distributed to all personnel.

c.  The managing partner discusses the firm's personnel policies and procedures with
new employees.

Guidelines and requirements have been established for the firm's tax education program
and are communicated to all people involved in tax work.

a.  The managing partner is responsible for the formulation and implementation of the
firm's policy regarding the guideiines and requirements for the firm's professional
development programs. The firm's professional development year is from May 1 to
April 30. Prior to the start of each year the tax and managing partners are to prepare
the professional development program for the coming year with input from the tax
partner, including:

(1) Professional development objectives.

(2) Specific courses to be taken, identified by individual.

(3) Tentative dates for professional development by individual.
(4) Cost.

b. A basic program of tax training will be provided to staff accountants and will consist
of on-the-job training, formal group programs, and self-study programs, as
appropriate.

c. To maximize the training benefits of job assignments, the managing partner
develops a plan for each accountant.

d.  Each partner and professional staff member is required to complete a minimum of
20 hours of continuing professional education each year and a minimum of 120
hours in any three-year period. The managing partner is responsible for having the
personnel files of each partner and professional employee updated to include a
current record of the hours of professional development completed. Types of
programs qualifying for the fulfillment of the requirements include :
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(1) Continuing professional education programs of the AICPA and state societies.
These include both sessions attended and cassette/workbook or workbook
programs, as long as there is written evidence of completion.

(2) College courses related to the profession.
(3) In-house education programs.
An evaluation of each program is completed and forwarded to the managing partner.

e.  Personnel may be reimbursed for membership dues paid to the AICPA, the AICPA
Tax Division, one state society, and the local chapter of the state society.

f. Personnel are encouraged to serve on state society or AICPA committees, write
articles for professional publications, serve as discussion leaders at professional
development seminars, give speeches, etc.

g.  Resolution of conflicts between professional development course attendance and
engagement scheduling requires managing partner approval.

7. Information about current tax developments, changes in professional standards affecting
tax practice, and materials containing the firm's policies and procedures affecting its tax
practice is made available to all professionals involved with tax work.

a.  Pronouncements (such as those issued by the Internal Revenue Service and other
taxing authorities) relating to areas of specific interest are distributed to persons who
have responsibilities in such areas.

b.  The firm conducts formal in-house educational programs. The purpose of the
programs is to discuss current literature and elaborate on the distributed materials.

8. The firm encourages people to grow and mature as individuals and as professionals

through seminars, workshops, college and university course work, and self-study
programs. It also provides, to the extent necessary, programs not otherwise readily
available, to fill the firm's needs for people with expertise in specialized areas and
industries.

1/00



Chapter 101/Page 41

Exhibit 101-2: Sample Quality Control Document (cont.)

1/00

10.

a.

The firm designates certain individuals to join the appropriate associations and pays
for those memberships that are concerned with specialized areas or industries in
which the firm is engaged or intends to become engaged.

The tax partner is responsible for maintaining technical literature on specialized
areas and industries.

The firm provides for on-the-job training during the performance of tax work.

Personnel with in-charge responsibility on engagements explain to assistants the
reasons for any additional work requirements discovered through the review
process.

Personnel are evaluated in part on their effectiveness in properly training and
developing subordinates.

The tax partner monitors tax assignments to determine that personnel are:
(1) Gaining experience in various engagements and varied industries.

(2) Working under different supervisory personnel.

The firm has established qualifications for the various levels of responsibility for people
involved with tax work in the firm.

a.

The firm has established the following staff classifications:
(1) Staff. The staff accountant is expected to :

(a) Prepare individual, corporate, partnership, and various other tax returns
for clients, under close supervision of a partner or supervisor.

(b) On smaller tax engagements, perhaps perform all aspects of the
engagement, including maintaining minimum client contact.

(c) Prepare various payroll tax, sales tax, and other local tax returns.

(d) Become familiar with the contents of the firm's manuals.
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@)

G)

©

®

Know the rules, regulations, and Code of Professional Conduct of the
AICPA, the (state) Society of CPAs, and the (state) Board of
Accountancy.

Progress professionally by working toward passing the CPA
examination as soon as possible.

Supervisor. The supervisor is expected to :

@
(b)

©
(d)
©

®

Pass the CPA exam, if not already completed.

Demonstrate the ability to resolve most tax problems through sources
available within and without the firm's library.

Supervise a number of engagements at one time.
Be able to develop, complete, and review most tax planning situations.

Adequately review all working papers and completed returns to
ascertain that both meet the firm's standards.

Be involved in coordinating the filing of due date extensions.

Manager. The manager is a CPA and is expected to :

@

()

©
(d)

(©

Assume full responsibility for assignments falling within his or her
level of expertise.

Supervise the assignment of duties to, and the training of, personnel
assigned to the engagement.

Supervise a number of engagements at one time.

Be invo'ved in the scheduling of personnel, compliance with due dates,
and monitoring the time budgets of engagements.

Adequately review all working papers and the completed returns for
compliance with the firm's standards.
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(f) Resolve all problems before submitting the returns for final partner
review.

(g) Communicate the firm's policies and technical information to all
personnel through individual or group meetings.

(h) Motivate and assist staff in professional development.

(i) Represent the firm in professional and service development by
conducting seminars, making speeches, writing articles, and similar
means.

(J)  Assist partners with practice development and practice management.

b.  The firm's personnel manual provides information about the firm's advancement
policies and procedures. The managing partner issues updates as needed to
incorporate changes made by the firm in the policies and procedures.

11. The performance of people is evaluated and their progress periodically reviewed with
them. Personnel files are maintained containing documentation relating to the evaluation
process.

a. All professional employees receive an evaluation of their performance at least
annually. The individual's progress, strengths, weaknesses, and future objectives
and the firm's future objectives are among the items discussed. Documentation of
the interview, evaluation forms, and staff assessment are included in personnel files.

b.  Personnel with the responsibility for the preparation of evaluations are evaluated at
least annually by the managing partner.

12. The managing partner is responsible for making promotion decisions.

ACCEPTANCE AND CONTINUANCE OF CLIENTS AND ENGAGEMENTS

To minimize its exposure to risk and maximize its long-run profitability, the firm has established
policies and procedures for deciding whether to accept or continue a tax client. The firm's image
in its practice area is heavily affected by the public perception of who its clients are. Thus,
prudence suggests that the firm be selective in determining its professional relationships.
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1.  The firm has established procedures for evaluating and approving prospective clients.

a.  The tax partner should be consulted before the firm accepts a new client if there is
any doubt that the firm possesses the tax expertise to complete the job adequately.

b.  Prior year's tax returns are obtained and reviewed.

c. A review is made to ensure that the acceptance of the client would not violate the
requirements of the profession and of the firm.

d.  The managing partner performs an annual review of compliance with the firm's
policies and procedures for the acceptance of clients.

2. A partner will ensure that the client understands and accepts the scope of the firm's
services, the firm's responsibility for tax advice and returns, and the financial aspects of
the client's relationship with the firm.

a. Engagement letters are used to document service arrangements for tax clients.

b.  All clients are informed that they are required to provide adequately substantiated
information.

3.  Tax clients are reviewed and evaluated at the end of specific periods or upon the
occurrence of specified events to determine whether the relationship should be continued,
modified, or terminated.

a.  Reevaluations are made of existing clients on a regular basis or whenever there are
new conditions that would have caused the firm to reject the client had such
conditions existed at the time of acceptance.

b.  The following are some reasons for terminating a professional tax relationship:

(1) The client is chronically slow to pay.
(2) The client clearly fails to provide adequately substantiated information.

(3) The client wants to take a position inconsistent with the firm's policies.

(4) The engagement involves tax matters the firm is not competent to handle.

1/00
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(5) The timing of the engagement makes unreasonable demands on the firm's
personnel.

(6) Insurmountable personality conflicts exist.

(7)  The return on the engagement is too low for the effort expended and the risk
taken.

c.  The tax partner should be consulted when significant tax engagements are being
considered for termination.

ENGAGEMENT PERFORMANCE

The firm has established policies and procedures for the conduct and supervision of work at all
organizational levels to provide reasonable assurance that the work performed meets applicable
professional standards, regulatory requirements and the firm’s standards of quality. The extent
of planning, preforming, supervision, review, documenting and communicating in a given
situation depends on many factors, including the complexity of the subject matter, the risk of
penalties being proposed, the qualifications of the persons performing the work, and the extent of
the consultation available and used. The firm has also established policies and procedures that
personnel are to refer to authoritative literature or other sources and consult, on a timely basis,
with individuals within or outside the firm, when appropriate. The nature of arrangements for
consultation will depend on a number of factors, including the size of the firm, the availability of
library and other resources, and the levels of knowledge, competence and judgment possessed by
the people performing the work.

1.  All engagements are adequately planned by persons knowledgeable about the client and
the type of engagement, including specific evaluation of risk factors.

a.  Substantial tax engagements are budgeted and planned prior to commencement.
The plan contains specific follow-up points for supervisory personnel.

b.  For engagements in which the firm represents a client in a tax examination by the
IRS or other tax authority, the tax partner will develop an approach to the
examination, including assignment of appropriate personnel to work with the
examining agent.
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c.  An engagement letter or memorandum of understanding is used for all tax returns
and substantial tax services to document the nature of the engagement.

2. Procedures are provided for maintaining the firm's standards of quality for the work
performed.

a. Tax engagements, or those segments of other engagements that include tax matters,
are supervised directly by the tax partner or a person designated by the tax partner.

b.  Working papers document the sources of data used, conclusions reached, and
actions taken on behalf of clients.

c.  To resolve questionable items, a memorandum is prepared stating the interpretation
of the facts and citing the authorities relied upon.

d.  The tax partner is responsible for ensuring that the firm's client filing system meets
such needs of the tax practice as accessibility, confidentiality, quality control, and
retention.

€. A control system is established for the miscellaneous reports and returns prepared or

reviewed by the firm.

f. The tax partner is responsible for ensuring that file-retention policies comply with
the Internal Revenue Code and other regulatory requirements.

g.  The tax partner reviews any returns, tax working papers, or correspondence files that
are scheduled for destruction.

h.  Conversations with clients in which advice is given or an interpretation of tax
impact is made should be documented.

3. The firm maintains systems for tracking the compliance aspects of a tax practice including
tax return status and due date maintenance.

4.  Procedures are provided for monitoring and reviewing engagement working papers,
reports, tax returns, tax opinions, substantive tax correspondence, and oral advice.

a.  Before delivery to the client, all returns are reviewed by a person other than the
preparer and the review is documented in the workpapers.
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b.  Tax research projects are reviewed by the tax partner whether or not the research
results in a formal communication to the client. In addition, the managing partner or
other responsible person familiar with the client reviews the project documentation
to ensure that the facts are properly understood.

c. For engagements in which the firm represents a client in a tax examination, the tax
partner or the tax partner's designee reviews the examining agent's proposed
adjustments and all related working papers before conclusion of the engagement.

5. Areas and specialized situations in which consultation is required are identified, and
people are encouraged to consult authorities in other situations that may be complex or
unusual to them.

a.  All personnel are advised of the firm's consultation policies and procedures through
the quality control document.

b.  The tax partner has listed areas or specialized situations that require consultation,
because of the nature or complexity of the subject matter. This list is periodically
updated by the tax partner and distributed to all tax personnel. Areas and situations
receiving special consideration in preparing the list include:

(1) Application of newly-issued IRS requirements.
(2) Situations with unique reporting requirements.
(3) Choices among different tax treatments.

C. A technical reference library is maintained to assist personnel in resolving tax

problems. The tax partner is charged with the responsibility of reviewing the

library's contents and making necessary changes.

d.  All personnel are encouraged to seek advice from the tax partner when confronted
with a situation that is not in their area of expertise.

e.  When expertise on a tax question or problem is not available within the firm, the tax

partner will authorize consultation with outside sources, including other firms or
educators with expertise on the subject.
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f. The results of outside consultation are reviewed by the tax partner before a decision
is reached on the matter in question.

6.  Specific individuals are designated within and without the firm as consultants to serve as
authoritative sources, and their authority in consultative situations is defined. Procedures
are provided for resolving differences of opinion between the people working on an
engagement and the consultants.

a.  The tax partner maintains a listing, by subject and industry, of those within and
without the firm who are particularly knowledgeable in the tax matters related to
those subjects and industries.

b.  The following procedures are used to resolve differences of opinion on tax
problems:

(1) Differences of opinion between professional staff members are brought to the
attention of the tax partner.

(2) If the tax partner and staff are able to reach an appropriate resolution, the
matter is concluded.

(3)  If the tax partner is unable to develop an appropriate resolution, the managing
partner is consulted. The opinion of the managing partner shall prevail.

(4) Any professional personnel, if not in agreement with the decision, may
document their disagreement.

7. For those situations in which the firm's policy requires the use of a consultant, a summary
of the consultant's conclusions and rationale is to be prepared by the person seeking the
consultation. The summary shall be filed in the working papers.

MONITORING

The firm has established policies and procedures for monitoring to provide reasonable assurance
that the procedures relating to the other elements of quality control are suitably designed and are
being effectively applied. Procedures for inspection have been developed and may be performed
by individuals from within or without the firm acting on behalf of the firm's management. The
type of inspection procedures used will depend on the controls established by the firm and the
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assignment of responsibilities within the firm to implement its quality control policies and
procedures.

1. The firm conducts an annual inspection program regarding its quality control policies and
procedures.

a.  Each year the managing partner will perform an inspection to evaluate the firm's
quality control policies and procedures for conformity with professional guidelines.

b.  The managing partner obtains reasonable assurance that quality control policies and
procedures are being followed by reviewing:

(1)  Selected administrative and personnel files.
(2) Selected engagement working paper files, tax returns, and reports.
(3) Other evidential matter.

2.  Provision is made for reporting inspection findings to the partners for monitoring actions
taken or planned.

a.  The results of engagement reviews are discussed with the engagement partner and
personnel responsible for the engagement.

b.  The partner involved in the inspection must correct specific deficiencies noted in the
inspection and should address general comments for improvement in writing.

c.  The managing partner has the responsibility for determining that planned corrective
actions were taken and for reporting the extent of compliance to all partners.
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SWIFT, MARCH & COMPANY
TAX RETURN POLICIES AND PROCEDURES

JANUARY 20XX
INDEX

MODULE 1—The Tax Return Preparation Procedure
MODULE 2—Rules Regarding Individual TAXSOFTWARE [nput
MODULE 3—Required Attachments with All Tax Returns
MODULE 4—Checklist of Review Items
MODULE 5—Sample Forms and Checklists
MODULE 6—Tax Return Status Tracking
MODULE 7—TAXSOFTWARE Training
MODULE 8—Fee Structure of Tax Returns

MODULE 9—Vacation Scheduling
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~ Module 1
THE TAX RETURN PREPARATION PROCEDURE

The normal steps necessary to complete a tax return are as follows:

1. The appointment date and time is set up:

a.
b.

The firm contacts the client with the date and time set up, or

The client contacts the firm to set up an appointment.

2. Prior to the appointment, clerical personnel complete the following steps:

a.
b.
c.

d.

Pull necessary files (tax and general ledger).
Pull Process Sheet and complete top portion.
Pull following forms and put in file:

¢ Interviewer’s Estimate Sheet
e Review Point Sheet
¢ Interview Worksheet

Route file and attachments to the accountant.

3. Steps normally followed during the actual interview are:

a.

b
C.
d

h.

Review all client-completed worksheets with-client and make necessary notations.
Review Forms W-2, 1099, etc., to make sure all materials are properly completed and present.
Review last year’s tax return and any amended returns to verify tax refunds and payments.

Make notations from last year’'s Process Sheet on tax benefits, etc., available for
carryforward to current year.

Go over interview checklist with client.

Answer any questions client may ask and make any general recommendations to client that
are appropriate. ’

If time permits, prepare a rough calculation on tax planning software to give client a general
projection of balance due/refunds and to assist in decisions on use of Section 179, etc.
Indicate in file if expected tax liability figures were given to client.

Determine if electronic or paper filing will occur.
When the interview is finished, enter time on Process Sheet and route file for preparation.

4. Steps to be followed in the preparation stage:

a.
b.
c.
d.

Complete input—refer to Module 2.

Preparer to review input data.

Calculate return and review results on screen.
Send file to review.

5. Steps to be followed in the review stage:

a.
b.

1/00

Refer to Module 4 for checklist of review items.
Clear diagnostics.
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c. - Compare return with interviewer’s calculation and year-end projection.
d. Make all necessary follow-ups.
e. |If return is correct, return goes to processing.

6. Steps to be followed when return is processed:

a. Make appropriate number of copies, depending on whether hard copy or electronic filing will
occur.

Compare W-2s and attach to the proper returns.
Put client’s copy in folder with documents enclosed.
Attach envelopes to the returns.

Complete filing instruction sheet.

Copy W-2 forms for file.

Organize file.

S@ ™o oo T

Send file to billing.

7. Steps to be followed when return is in billing:
a. Run work-in-process report.
b. Send file to signer.

8. Steps to be followed when return is being signed:

Check return for accuracy.

Check return for processing.

Write note/letter to client regarding the resuits of the tax return.
Sign return.

Bill return from WIP report.

-~ 0o Qoo T ®

Send file to administrative secretary for bill approval.

9. Steps to be followed to finish the return:
a. Prepare bill.
b. Notify client that return is ready for pickup, either by phone or mail.
c. Mail return or put in pick-up drawer, and put file away.
d. Monitor status and filing of electronic returns, including mailing Form 8453 to the IRS.
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Module 2
RULES REGARDING INDIVIDUAL TAXSOFTWARE INPUT

For an introduction to the TAXSOFTWARE system and a general overview of operating instructions,
pages 1.1 through 1.4 of the 20XX TAXSOFTWARE Practitioner's Manual have been reproduced for
reference purposes.

All returns are normally prepared by interactive input by staff accountants. However, in the event that
manual input sheets are necessary, the following rules apply:

Particular attention should be given to placing the client’s name, office no., and input no. in the
required area of each input sheet.

Work should be completed in pencil and photocopied as required, and all entries should be neatly
made in order to reduce the likelihood of data entry errors. Do not use a red pencil or marker.

TAXSOFTWARE comments and rules:

General Comments

1. All blank pages must have an “X” marked through the entire page.
All pages should have client name, office no., and input no. on them.

All pages should be in the proper order.

0 ® D

If more than one sheet is needed for two different schedules, each sheet should be numbered.
5. Only whole dollar amounts should be used.

6. Proforma’ed sheets must not be removed—clearly “X” out unnecessary data.

7. Preparers are to review the return on-screen and compare results to interviewer’s expectations.

8. Network manager should be notified to print “Review” copy of return.

/0
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Module 3
REQUIRED ATTACHMENTS WITH ALL TAX RETURNS

The following information must be included with all computer input review:

1.

2.

© ® N o

10.

11.

The complete file should go to the reviewer.

Completed client information worksheets related to itemized deductions and other items should
be punched into file.

Forms 1099, W-2, etc., are to be clipped inside file cover.

Organize all information and put in a legal-size file.

Any time more than one number is combined with another number for the purposes of computer
input, a schedule must either be attached or a code system must be used so that the combination of
the numbers can be clearly traced to the return.

A Tax Return Process Sheet (enclosed) must accompany all computer input.

Attach a Review Point Sheet (enclosed) to each file.

Complete an Interview Worksheet (enclosed).

Clearly mark and note on separate correspondence any questionable entries on the computer
input, so that the reviewer will give special attention to such items.

Clearly indicate on the interviewer’s tax projection any material differences observed during
preparation.

Note any special tax preparation options, such as various decisions regarding Keogh/IRA
contributions, use of Section 179 expense, etc.

1/00



Chapter 101/Page 55
Exhibit 101-3: Sample Tax Return Policies and Procedures (cont.)

Module 4
CHECKLIST OF REVIEW ITEMS

The following checklist shall be used by the reviewer on each individual tax return:

1. Is current-year taxable income consistent with taxable income as shown for previous years? If
not, the difference should be explained. Watch for net operating loss carrybacks and amended
returns.

Check tax benefit carryforward amounts.
Check net operating loss carryforward amounts.
Check for other carryforward amounts.

Check for optional SE/Earned Income Credit.

Review general format of tax return vs. previous year’s format.

N~ ® O & © N

If tax projection information is included, review completed return vs. projection and reconcile
differences.

®

Review Schedule A information and use of any tax estimates.

9. Compare Form 1099 information and other information in file to numbers in tax return.
10. If return is submitted for signature, review envelopes, instruction sheets, estimates, etc.
11. The reviewer is to make no assumptions regarding input, and is to verify all entries.

12. Make notes to the Preparer for clearing on the Review Point Sheet.

13. THE REVIEWER IS TO MAKE NO ENTRIES OR CHANGES ON INPUT WITHOUT NOTIFYING THE
PREPARER.

14. Does it appear that the preparer’s return decision (i.e., depreciation method, use of Section
179, etc.) is consistent based on the level of taxable income during the current and prior
years?

1/00
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Module 5
SAMPLE FORMS AND CHECKLISTS

Sample forms related to process sheets, filing instructions, tax return schedules, and miscellaneous
forms/schedules are enclosed. Refer to specific forms.

Caution: Use the enclosed forms as required for photocopy purposes. Do not write on the originals.

NOTE: (Include in this module copies of all forms used by your firm in the return preparation process.)

Module 6
TAX RETURN STATUS TRACKING

To facilitate the timely completion of all tax returns, a status tracking mechanism used internally by
Swift, March & Company will be adhered to.

By January 1 of each year, Swift, March & Company will update a list of all individual, partnership,
and corporation income tax returns that have a due date between January 1 and April 15. Such

a list is completed by reviewing returns completed in prior years and also by reviewing the list of tax
returns that are expected to be processed. Additions and deletions to the master list can be

made as the tax seasons progress. All returns noted on the database without a specific due date
should be reviewed for inclusion on the tax season due date list.

As each return is prepared, the return shall be internally tracked in terms of its progress through the
tax return completion cycle. Levels of progress include interview, preparation, at computer, post-
computer review, processing, signature, etc.

As the file goes from one step to the next, the file should move through the “Logging Basket” so that
the tracking mechanism stays current.

1/00
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Module 7
TAXSOFTWARE TRAINING

Much of the basic computer preparation training for new preparers will be done by the computer
software organization. If all preparers have previous experience with current computer input forms,
only one or two staff persons need to attend refresher courses to pick up current-year changes. That
person will then prepare and present a short in-house course for the rest of the staff. All preparers will
receive an input manual.

Module 8
FEE STRUCTURE OF TAX RETURNS

Charges for tax returns will be billed to the client based on actual time and expenses involved. Specifics
are as follows:

1. Charges will be at the hourly billing rate of the individual working on the return. Normally, this billing
rate should be in the range of $XX to $YY per hour.

2. The actual computer charge will be billed to the client.

3. A flat processing charge of $XX per tax return will be imposed. The processing charge will take into
account placement of client covers on the client copy of the return, preparation of estimates where
required, preparation of instruction sheets and other information, postage and phone charges,
proforma charges, etc.

An extension of time at normal billing rates, with additions for processing, computer charges, and
proforma, will be completed, and a statement will be submitted with each tax return to the client.

Charges for partnership income tax returns, corporate income tax returns, and other services such as
tax audits will also be based on actual time and expenses.

1/00
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Module 9
VACATION SCHEDULING

Because vacations have a significant impact on our summer scheduling, we have developed the
following guidelines with respect to vacations:

¢ All vacation requests should be submitted to the Tax Dept. Scheduler on the attached
form by March 31 of each year.

¢ Requests should be for a minimum of one (1) work week.

¢ Please review your current job responsibilities and try to schedule your vacation around
those assignments.

o All vacations should be taken between April 16 and October 31; any post—October 31 vacation
requests will not be guaranteed and are discouraged. Any of these requests can and will
be cancelled if client service requires it. (Unused vacation will be paid if a post 10/31 vacation
is cancelled.)

The management group is committed to honor your vacation requests if the above guidelines are
followed. On rare occasions where we would deem it necessary to cancel a vacation, we will work
with you to rectify the situation.

If there are any questions or comments about these guidelines, see the Tax Department Scheduler.
We feel that this area is extremely important to the continued success of our office and hope that
you will be of assistance.

1/00
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QUESTIONNAIRE ON TAX PRACTICE QUALITY CONTROL
POLICIES AND PROCEDURES

This questionnaire is intended to provide the reviewer with basic information about the firm's tax
practice quality controls. It is not necessarily a checklist of all the policies and procedures that
might be applicable to the firm's tax practice. Careful completion of this questionnaire should
help firms evaluate the continuing appropriateness of their policies and procedures. Firms
should briefly describe the policies in effect and, to the extent possible, make reference to other
documents of the firm, such as the firm's tax practice quality control document, personnel
manual, tax practice manual, checklists, or forms in which the policies are described in more
detail.

In completing the questionnaire, the reviewed firm should use the response column and attach
other sheets if necessary. Answers should not be lengthy or elaborate. Wherever practicable, the
reviewed firm should provide references to policies and procedures in the firm's quality control
document, staff manuals, or other reference materials that adequately convey the response to the
particular question. Such references will assist reviewers in finding the indicated policy or
procedure in the reviewed firm's materials. In addition to responding to the questions, the
reviewed firm should indicate any significant changes in its quality control policies and
procedures during the period under review.

Response, Including Reference
to the Firm’s Documents

A. ADVOCACY. INTEGRITY. AND OBJECTIVITY

1. How does the firm inform personnel (for
example, through its tax practice quality
control document, personnel manual, memor-
andums, client lists, or training meetings) of
the policies and procedures relating to:

a.  Client advocacy in tax practice?

b.  The need for objectivity in tax client
relationships?

Source: Guidelines for Voluntary Tax Practice Review (New York: AICPA, 1998).

1/00
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Response, Including Reference
to the Firm's Documents

c.  The understanding of and conformance
with Treasury Department Circular 230,
preparer penalties, AICPA Statements
on Responsibilities in Tax Practice, and
other applicable rules, regulations, and
professional standards?

d.  The requirements for confidentiality of
client tax information?

e.  The requirements to avoid conflicts of
interest?

2. Does the firm's library contain the AICPA
Code of Professional Conduct, Treasury
Department Circular 230, and AICPA State-
ments on Responsibilities in Tax Practice?

3. How does the firm monitor compliance with its
policies and procedures on advocacy, integrity,
and objectivity with regard to:

a. Contrary filing positions?
b.  Confidentiality?
c. Conflicts of interest?

d. Code of Professional Conduct?

e.  Statements on Responsibilities in Tax
Practice?

4. Has the firm or its personnel ever paid a
“preparer penalty” or otherwise been penalized
or disciplined in connection with its tax
practice?

1/00
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and Procedures (cont.)

Have legal claims alleging negligence been
made against the firm or its personnel
regarding its tax practice?

Who is responsible for resolving questions on
matters of advocacy, integrity and objectivity?

a. In what circumstances must the
resolution of such questions be docu-
mented? Where is the documentation
maintained?

b. What sources are or would be consulted
to resolve these questions?

C. Has the firm found it necessary within
the last year to consult with sources
outside the firm on these matters?

PERSONNEL MANAGEMENT

Are staffing schedules, time budgets, or both
used for tax engagements?

a. If so, who is responsible for preparing
and approving them?

b. If not, how are time requirements
identified?

Who is responsible for assigning personnel to
tax engagements?

Does the person with the final responsibility
for the engagement approve its scheduling and
staffing? Is this approval documented and, if
so, where?

Response, Including Reference
to the Firm's Documents
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Response, Including Reference
to the Firm's Documents

4. How are staff advised of their assignments and
changes in them (for example, copies of
staffing schedules, memoranda, or discussion)?

5. Does the firm require the following to have
experience appropriate to the engagement :

a.  Staff?
b.  Partner-in-charge of the engagement?
c. Concurring reviewers?

6. Who is responsible for determining the firm's
needs for professional personnel, for deciding
on and carrying out a program to meet those
needs, and for monitoring the effectiveness of

the program?

7. What personal, educational, and experience
requirements have been established for :

a.  Entry-level personnel?
b.  Experienced personnel?
C. Tax specialist personnel?

8. What types of background information
regarding the qualifications of potential
employees (for example, resumes, transcripts,
application forms, interviews, references) are

required to be obtained? Is this information?

9. Who is responsible for making the decision to
hire?

1/00



Chapter 101 /Page 63

Exhibit 101-4: Review Questionnaire on Tax Practice Quality Control Policies
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10.

11.

12.

13.

14.

15.

16.

and Procedures (cont.)

Does the firm provide an orientation program,
relating to the firm and the profession, for
newly employed personnel? If so, attach a
copy of the program outline.

Are all personnel in compliance with
continuing professional education require-
ments needed to meet applicable licensing
requirements?

Who is responsible for monitoring compliance
with applicable (for example, state) continuing
professional education requirements?

Does the firm have a broad program to
facilitate  professional development (for
example, a mentoring program, regular staff
meetings)?

Where are the professional development
records maintained (including attendance
records, course materials, etc.)?

How are professional personnel made aware of
current tax developments, changes in
professional standards affecting tax practice,
and the firm's technical policies and
procedures related to the tax practice (for
example, by distributing technical pronounce-
ments and holding training courses on recent
changes and areas identified by the inspection
program)?

Have guidelines and requirements been
established for the firm's tax education
program and communicated to all people
involved in tax work?

Response, Including Reference
to the Firm's Documents
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17.

18.

19.

20.

21.

22.

23.

and Procedures (cont.)

Who is responsible for the formulation and
implementation of the firm's policy on
professional development?

Does the firm's professional development
policy provide a program to fill its needs for
expertise in specialized areas and industries?

Is a basic program of tax training and
computer training provided to staff accountants
using on-the-job training, formal group
programs, and self-study programs, as
appropriate?

Have the appropriate personnel been offered
training that, in addition to dealing with their
technical tax skills, addresses computers skills,
computer-assisted tax return preparation,
computer research, and the development of
other skills appropriate to tax practice?

Are personnel encouraged to serve on state
society or AICPA committees, write articles
for professional publications, serve as
discussion leaders at professional development
seminars, give speeches, and so forth?

What levels of responsibility exist within the
firm (for example, partner, manager,
supervisor, and senior)?

Have descriptions been prepared of the
responsibilities at each level, expected
performance at each level, and the
qualifications necessary for advancement to a
particular level? If so, attach a copy of each
description or indicate where (for example, in
a personnel manual) this information can be
found.

Response, Including Reference
to the Firm's Documents
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24.

25:

and Procedures (cont.)

Does the firm periodically evaluate the
performance of personnel and advise them of
their progress in the firm?

a. When are these evaluations performed?

b.  Are these evaluations documented? If
so, indicate where this documentation is
maintained (for example, in the
individual's personnel file).

C. Is a standard evaluation form used?

d. How are partners evaluated (for
example, counseling, peer evaluation, or
self-appraisal)?

Who is responsible for:

a. Making advancement and termination
decisions?

b.  Monitoring the system of personnel
evaluations and counseling?

C. ACCEPTANCE AND CONTINUANCE OF
CLIENTS AND ENGAGEMENTS

1.

Has the firm established procedures for
evaluating and accepting prospective clients
and engagements?

Who is responsible for evaluating the
information obtained regarding prospective tax
clients and engagements and for making
acceptance decisions?

Response, Including Reference
to the Firm's Documents
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Response, Including Reference
to the Firm's Documents

3. Are acceptance decisions documented (for
example, on a questionnaire or in minutes of
partners' meetings)?

4. What procedures are used to document :

a.  The client's understanding of the scope
of services?

b.  The responsibility taken by the firm?

c. That each client has ultimate
responsibility for all tax returns?

d. That each client is responsible for
providing adequately  substantiated
information?

e.  The financial aspects of the relationship?

5. Are tax clients and engagements reviewed and
evaluated at the end of specific periods or upon
the occurrence of specified events to determine
whether the service should be continued,
modified, or terminated?

6. Who is responsible for evaluating the
information obtained, making recommenda-
tions for the continuance of clients and
engagements, and administering the firm's
procedures for continuance?

7. Are continuance decisions documented? If so,

in what form? If the firm uses a standardized
questionnaire, attach a copy.
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and Procedures (cont.)

Who is responsible for monitoring the firm's
compliance with its policies and procedures
regarding the acceptance and continuance of
tax clients and engagements?

ENGAGEMENT PERFORMANCE

Does the firm have documented procedures for
budgeting and planning substantial tax
engagements and, if so, where are those
procedures found (for example, in the tax
manual)? If not, briefly describe the planning
procedures followed in practice (including the
information considered and the nature, extent,
and timing of partner involvement) and
indicate any variations in those procedures
based on factors such as estimated time
requirements, the nature of the engagement, or
evaluated risk factors.

Does the firm have written guidance material
regarding :

a. Involvement of tax personnel on
engagements that include significant tax
matters?

b.  Tax return tracking system?

c.  Due date monitor system?

d.  Documentation of advice to clients?
e.  Documentation of tax research?

f. Form and content of tax working
papers?

Response, Including Reference
to the Firm's Documents
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Response, Including Reference
to the Firm's Documents

g.  Other pertinent matters (such as
manuals)?

3. If the answer to any of the questions under
item 2 above is “yes ”:

a. Indicate where the material is found.

b.  Describe the documentation required to
be included in tax engagement working
papers.

4. Does the firm use any standardized forms,
checklists, and questionnaires for tax return
preparation or other tax services? If so, attach
a list or indicate where those materials are
found and indicate which forms are required
and which are discretionary. If not, briefly
describe the procedures expected to be
followed and indicate how the preparer's self-
review process is documented.

5. How does the firm provide for review of
changes made in tax returns that are the result
of additional information received or of error
in preparation?

6. How are differences of opinion on tax matters
between engagement personnel resolved and
how are the staff informed of the procedures to
be followed?

7. Does the firm use other offices or
correspondents for tax engagements? If “yes,”
does the firm have documented procedures for
the supervision and control of that work?
(Indicate where those procedures are found.)
If “no,” briefly describe:
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10.

11.

12.

and Procedures (cont.)

a.  How instructions are given to the other
office or correspondent.

b.  The extent to which the work of that
office or correspondent is reviewed b
the referring office. ’

Does the firm have documented procedures for
the review of tax returns, tax research reports,
correspondence, and other working papers by
the personnel assigned to the engagement? If
so, indicate where those procedures are found.
If not, briefly describe the procedures expected
to be followed and indicate how the review
process is documented.

If applicable, how does the firm train and
integrate the professional personnel of a
merged-in practice in the firm's tax practice
quality control policies and procedures?

Are all engagements (tax compliance, research
and planning, tax examinations, etc.) ade-
quately planned by persons knowledgeable
about the client and the type of engagement,
including specific evaluation of risk factors?

How is communication among personnel
concerning functional issues (for example,
A&A, tax, and consulting) facilitated?

Are tax accountants involved in reviewing
working papers related to a financial statement
engagement included in engagement planning
conferences related to that engagement?

Response, Including Reference
to the Firm's Documents
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13.

14.

15.

16.

17.

18.

19.

20.

21.

and Procedures (cont.)

If the firm relies on the audit staff to collect
information to be used in the tax return, what
are the steps taken to assure that all necessary
information is gathered by the auditors?

When resolving questionable items, is a
memorandum prepared stating the interpreta-
tion of the facts and citing the authorities relied
upon?

Who is responsible for assuring that file-
retention policies comply with the Internal
Revenue Code and any other applicable
professional or regulatory requirements?

Does the firm have a log to monitor outgoing
tax returns?

Are any tax returns being prepared manually?
If so, which types of returns?

Does the firm use computer-assisted tax
preparation? If so, what tax return processing
package is being used? How is staff selected
for preparation of various types of returns
(including consideration of degree of
difficulty)?

Who is responsible for ordering all computer
software and tax forms?

Who is responsible for the evaluation of the
tax processing software and other computer
software?

Who is responsible for updating the computer
software?

Response, Including Reference
to the Firm's Documents
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22.

23.

24.

25.

26.

27.

28.

29.

30.

31.

and Procedures (cont.)

Does the firm test the accuracy of the
computer system software at least annually? If
so, how?

What method of computer input is being used
(direct entry or input sheets)?

Are control totals used in inputting returns?

Does a recovery plan exist for disasters,
including down time and foul play?

Is anti-virus software in place?

Are vital files protected by backup and other
procedures? If so

a.  How often is the file backed up (that is,
is there a regular system of backup)?

b. What other protective (f any)
procedures are in place?

Is a backup of the computer kept offsite?

What controls are in place should it become
necessary to override the system?

Have certain areas of tax law or specialized
situations been identified as requiring consul-
tation? If so, attach a list of such areas and
situations or briefly describe them, and
indicate where this list will be found (for
example, in the tax practice quality control
document or tax procedures manual).

Explain how all personnel have been advised
of the firm's tax practice consultation policies
and procedures.

Response, Including Reference
to the Firm's Documents _
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32.

33.

34.

35.

36.

37.

38.

and Procedures (cont.)

Does the firm designate individuals as having
specialized experience and expertise in certain
technical tax areas and being available for
consultation? If so, attach a list of the desig-
nated individuals and what their specialties
are, and indicate how personnel have been
made aware of this information.

How are differences of opinion between
engagement personnel and tax specialists
resolved?

What outside sources are consulted on tax
matters when it is deemed necessary (for
example, AICPA, state CPA society, another
firm, or an individual)?

Does the firm maintain an adequate technical
reference library to assist personnel in
resolving tax problems?

Does the tax partner monitor the library
contents and make necessary changes?

Does the firm require that consultations on tax
matters be documented? If so:

a. To what extent must they be
documented?

b.  Where is this documentation maintained
(for example, in the working papers or in
a subject file)?

If professional personnel are not in agreement
with a decision, do they have a right to
document their disagreement and disassociate
themselves from the resolution of the matter?

Response, Including Reference
to the Firm's Documents
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39.

and Procedures (cont.)

Does the firm have a process in place while
performing client engagements, to generate
planning ideas (tax, personal financial
planning, client advisory services, etc.)? If so,
is there a procedure in place to follow up on
these planning ideas?

MONITORING

How does the firm monitor its tax practice
quality control system?

Who is responsible for the annual tax practice
inspection?

Have instructions been prepared concerning
the performance of tax practice monitoring
activities, including the scope and content of
those activities and the necessary qualifica-

tions of inspectors? If so, indicate where they
can be found.

Does the firm use any of the following
materials during annual inspections:

a.  Inspection work programs?
b.  Questionnaires?
c.  Taxengagement or other checklists?

d.  Other [identify]?

Response, Including Reference
to the Firm's Documents
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and Procedures (cont.)

5. Does the firm retain evidence of the inspection
procedures performed and the conclusions
reached regarding the tax practice? If so,
describe the materials retained and indicate the
periods covered.

6. Have inspection findings been acted upon? If
so, briefly describe the corrective actions
identified and taken.

Response, Including Reference
to the Firm's Documents

1/00
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AICPA TAX DIVISION
TAX ENGAGEMENT REVIEW CHECKLIST

This section is used as a guide for reviewing each engagement selected for review. It is not
practical to review every aspect of each return.' The reviewer should perform a brief review of
the work product.

The reviewer starts by identifying some of the significant issues related to the work product. A
reminder list of potentially significant issues is contained in appendix I. This initial step reduces
the review of the work product to a more manageable size and allows the reviewer to concentrate
on significant issues.

After the significant issues are identified this checklist is used as a guideline for reviewing the
work product.. A separate checklist should be used for each engagement. All responses on
the checklist are understood to be based solely on the information revealed in the course of the
review.

At the end of the checklist, the reviewer should provide any appropriate comments relating to
this engagement. Comments and notes should be made on the last page of the checklist or
attached to the back.

Name or Identification of Engagement:

Responsible Person(s):

List the significant issues appearing in the tax return:

a.

b.

1. For purposes of this checklist, the term return includes the final draft of any document (such as a memorandum or client
letter) associated with the engagement.

Source: Guidelines for Voluntary Tax Practice Review (New York: AICPA, 1998).

1/00
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10.

YES NO

Is there evidence that the return was reviewed in
accordance with the firm’s policies and procedures?

Have all review notes been adequately cleared?

Was the return signed in accordance with the firm’s
policies and procedures and pursuant to Treas. Reg. Sec.
1.6695-1(b)(2)?

Woas this return entered in the office’s:

a.  Due date reminder system?

b.  Tax return control system?

Are the reciprocal items, if applicable, handled correctly
on related party returns prepared by the firm?

Were the firm’s policies and procedures concerning
advocacy, integrity, and objectivity complied with?

In relation to the complexity or other requirements of the
engagement, does it appear that there was a proper mix
between experience and training of engagement
personnel and the extent of the supervision provided?

Was there appropriate consultation:

a.  Insituations specified by the firm’s policy?

b.  When the complexity or unusual nature of the
issue warranted consultation?

If any consultation took place, was it appropriately
documented?

Was the engagement properly planned?

1/00
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Exhibit 101-5: Tax Engagement Review Checklist (cont.)

YES NO N/A

11. If an appropriate engagement letter was not obtained, do
client files contain sufficient documentation of
communications with the client that clearly establish the
firm’s responsibilities?

12. To the extent required by the firm’s policies and
procedures, were forms, checklists, or questionnaires,
-.adequately completed?

13.  Were differences of professional opinion, if any,
resolved 'in accordance with the firm’s policies and
procedures?

14. Does the file clearly designate carryover items?

15. Does the technical treatment of items in the firm’s work
product appear to be substantially correct?

16. Does it appear that the return is adequately supported by
workpapers?

17.  Are the tax workpapers generally well organized?

18. If tax positions are being taken that are likely to be
challenged:

o

Do workpapers support the position taken?

b.  Has the risk associated with the position been
communicated to the client?

c. Do the workpapers indicate that the responsi-
bilities under SRTP (1991 Rev.) No. 1, IRC
section 6694 and, if applicable, IRC section 6662
have been met?

d. If appropriate, has adequate disclosure been
included in the return?

1/00
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Exhibit 101-5: Tax Engagement Review Checklist (cont.)

19.

20.

21.

22.

Does it appear that the return was provided to the client
in sufficient time for consideration and proper action?

Is there evidence that relevant tax-saving ideas were
considered?

Is there evidence that various avenues of potential new
service to the client were investigated?

Do client files indicate a record of continuing client
contact, including the presentation of tax-planning
opportunities?

YES

NO

N/A

1/00
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Exhibit 101-5: Tax Engagement Review Checklist (cont.)

COMMENTS:

Reviewer’s Signature Date

Team Captain’s Signature Date

1/00
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Exhibit 101-6: Computer Disaster Recovery Checklist

Vital information can be lost through equipment theft, malfunction or destruction. Preparing for possible
data loss enables a firm to rebuild and reopen in a short time. Here are some important tips:

1. Secure computer equipment. This can be accomplished by controlling access to the building during off-
hours. A recent study revealed that most office equipment theft occurs between the hours of

6 aM. and 8 aM. Thieves find office buildings unlocked for employees who arrive early but unguarded by a
receptionist or other employee.

2. Back up data daily. Programs needn’t be backed up as often, but should be backed up periodically—or
when adding upgrades.

3. Monitor the tape backup procedures daily to ensure they are strictly followed. The tape should be tested
to be sure the backup procedures are working.

4. Maintain a current list of hardware and serial numbers as well as software and version numbers.
Doing so will help in case of loss or insurance claims.

5. If employees are allowed to take equipment out of the office, set up and follow a system that tracks
usage and returns.

6. Acquire a fire-rated file cabinet in which to store and maintain valuable data processing equipment and
software. While there should be backups for software, such a cabinet is a good place to store original
diskettes and other types of magnetic media.

7. Acquire antivirus software. It is extremely important to choose software the manufacturer updates
regularly because new and more innovative viruses are being created all the time. Data should be tested
periodically for viruses. In addition, all outside media should be tested before they are placed on a
network or other company computer.

(S%Jgil)sz American Institute of CPAs Information Technology Division’s Practice Aid Computer Disaster Recovery Planning Guide

1/00



Exhibit 101-7: Central Control File Locator Log
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INCOME TAX RETURN FILE LOCATOR LOG

NOTE: Indicate Accountant'’s initials and date for each step.

1/00

Client Name/ Process/ Sign/
Number Interview Hold Prep. EDP Review Collate Corr.
ARB
Gary Gaap 3/10
RJC CBS RJC
Fred Henley 2/13 2/15 2/25
DAT KMY
Ben Johnson 2/25 3/4
ARB CBS CA
Mario Bros. 2/15 2117 3/4 2/20 3/8
RJK SKB DAT RJR
John Smith 21 2/2 2/26 2/16 3/3 3/5
George Thomas 2/28
RJS KM RJS
Vacation Inc. 2/4 2/6 2/15 3/6 3/3
CAM
Frank Zoro 3/9
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Exhibit 101-8: Control Sheet—Incoming Client information

CLIENT NAME: PHONE:

Accountant: DATE: TIME:

INCOME:

TYPE SOURCE AMOUNT
(Interest etc.)

EXPENSE:
TYPE PAYEE AMOUNT

COMMENTS:

Call taken by:

1/00



Exhibit 101-8A

1/00

Memo—

Client Telephone Discussion

Client

Client File No.

Date
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Firm staff:

Discussion
summary:

Specific
recommendations
made:

Follow-up action
required:

Copy of this memo
sent to client?

yes

date

no
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Exhibit 101-9: Information Pickup Log

Client
Name

Due
Date

Materials

Date
‘In

Date
Called

Date
Picked Up

Employee
Initials

1/00
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Exhibit 101-10: Client Materials Return Form

(Date)

CLIENT:

Enclosed we are returning to you the following:

Comments:

Sincerely,

ACKNOWLEDGED:

Signature

Date

1/00
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Exhibit 101-11: Tax Return Routing Schedule

TAX RETURN ROUTING SCHEDULE
(To be bound with )

CLIENT NAME/NUMBER TAX YEAR

TYPE OF RETURN STATE/LOCAL RETURN(S) REQUESTED

DUE DATE EXTENDED DUE DATE

DATE DATA RECEIVED FROM CLIENT TARGET COMPLETION DATE

IN-CHARGE SIGNER ENGAGEMENT LETTER SIGNED

Assigned to/ Actual Budget
Target Date Initial/Date Time/Cost Time/Cost
Client Interview
Preparation
Update Permanent File
Math Check
Forms Input Review
To Computer Processing
Data Entry/Typing
Returmed from Computer Processing
Forms Output Review
Technical Review
Update Carryforward Schedule
Assembly
Signature
Mail/Pick-Up/Delivery (Circle One)
Estimate Reminder Log Updated
Total

BILLING Time Charges Computer Charges Qut-of-Pocket Total Billing
Prior Year
Current Year

SPECIAL INSTRUCTIONS/BUDGET EXCEPTIONS:

Source: Reprinted from AICPA, 1999 Tax Practice Guides and Checklists (New York, 1999).

1/00
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Exhibit 101-12: Tax Season Workload Projection

Tax Season Workload Projection
Budgeted Hours

Acctnt. Admind | Interview Preparation Review Sigm’ng Total

f;he.r

ABLC! 50 0 v 75 Br
BF 500 5l0! 1756 /125 75 6715

GiH 0 25/0 50 175 510 6|7
JAL 5\0] 17 1125 2755 g 7
Vidli%ie 715 75 1310(0 2o 215 475
ROR /5lo 76 #lolo 510 75
1Y 12lofo 4[5(0 2|5 415
Y WX 2510] 2610
Projkdted Avaliedii}] | | 4 075 17|76 virae; 27 91715
st Yearl Adtlal 91510 12 118|715 9|76 21715 bi2lojo
Lixpedted Chapges T 50 16 25 2/5 17
Brojlect (eed qlslo 11715 [ 19500 /lojolo 3blo ol

Pibjéc Shontfall 2l5 J1olo 1|7 715 kls ool

1/00
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Exhibit 101-13: Sample Appointment Prescheduling Correspondence

SWIFT, MARCH & COMPANY

CERTIFIED PUBLIC ACCOUNTANTS
200 Main Street
Noplace, Anystate 00000

January 1, 20XX

Mr. & Mrs. John Doe
100 South Main Street
Noplace, Anystate 00000

I have scheduled your 19XX income tax return appointment with David
Swift on March 1, 20XX at 1:30 p.M.

If for any reason this appointment time is inconvenient for you,
please feel free to call and I will be happy to reschedule. No
confirmation is required if the date and time are acceptable to you.

You may not be aware that there is an automatic extension of time in
which to file your tax return. That date is August 15 of each year. This
does not extend the time for payment of tax. In order to avoid
interest, payment of the actual tax amount must be paid by April 15. If
you are at all interested in having your return extended until August
15, we request that you contact Cathy Olson at our office.

Sincerely,

SWIFT, MARCH & COMPANY

Jane Smith
Secretary

1/00
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Exhibit 101-14: Appointment Changes for Following Year

ALTERNATIVES REGARDING TAX RETURN APPOINTMENTS

Codes

Reschedule

Time allotment change
Pass-down

Extend past 4/15
Other

oD

Date Client Name Code Comments

%6 Ken Houso / 22@[_@ %ﬂ&; Lo Fodr. -

Not Ton.

1/00
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Exhibit 101-15: Information Request

1/00
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Exhibit 101-16: Internal Rerun Control Sheet

SWIFT, MARCH & COMPANY
TAXSOFTWARE INTERNAL RERUN CONTROL SHEET

Taxpayer Name:

Social Security No.:

Form Initiator ____ (use Employee Number)

Rerun Category:
— Client Change—rerun charge billed through to client

—  TAXSOFTWARE Problem—no charge for rerun from TAXSOFTWARE or
charge to be discussed with TAXSOFTWARE

— Internal Error—attach copy of Rerun Control Sheet

1/00
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Exhibit 101-17: Sample Correspondence to Reassign a File

SWIFT, MARCH & COMPANY

CERTIFIED PUBLIC ACCOUNTANTS
200 Main Street
Noplace, Anystate 00000

Dear Client:

The 200X Tax Act is the latest in a long line of recent Tax
Acts that significantly changed our tax system. For many
individual Form 1040 taxpayers, the system has improved in
recent years: rates declined, and larger standard deductions
eliminated the need to use the complicated ’‘‘itemized
deduction’’ schedule. Fortunately, few of the complicated tax
law changes have an impact on your retqrn.

Conversely, many of our business clients face the opposite:
loss of tax benefits and increased complexity. To compound
the problem, the law changes have forced many businesses and
trusts that have been reporting on fiscal year ends to
convert to calendar year reporting. This is a major problem
for us. We now must handle many complex business and trust
tax returns during the 1040 filing season, rather than in
summer or fall months.

Our office will continue to handle your tax return work, but
I will no longer be conducting the initial tax return
interview meeting. I will be scheduling your tax return
interview with Cindy Goblirsch, CPA, one of our technical tax
persons, rather than with me. Cindy will meet with you to
gather your tax return data and complete many of the
fundamental tasks that I have completed in the past.

Please be assured that your return will go through the same
series of preparation and review checks as in the past. While
my time will be largely tied up with the new work load of
business filing during ‘‘tax season,’’ I still will retain
responsibility for the final review on your Form 1040. Also,
I will continue to sign your return and complete the memo on
observations and planning points that accompanies the
completed return.

I believe you’ll find Cindy a knowledgeable and capable
accountant, and I can assure you the same quality tax return
product as in the past. If you have any questions now, or
special circumstances in the future that require my
involvement, please contact me at your convenience.

1/00
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Exhibit 101-18: Sample Follow-Up Form

FOLLOW-UP/SUMMER WORK

Date/Initials
Client Name: Client No.:
Primary Accountant:
CHECK APPROPRIATE LINES:
Assign to:
Staff Primary

Scheduie Year-end planning

Order organizer

Request social security earnings history/benefits estimate

Taxpayer pays quarterly tax estimates (to add to database)

Review quarterly estimates 6/15 9/15 12/31

Education needed on payroll tax reporting

Education needed on bookkeeping

If proprietorship or partnership, discuss fringe benefit alternatives
- Candidate for potential administration of Cafeteria (Sec. 125) Plan

Amended return (detail below)

Carryback claim (detail below)

Other (detail below)

Candidate for gift/estate planning and review of Wills

Business incorporation/entity selection to be discussed

Near retirement, business transition discussion needed

Financial/refinancing/debt restructuring planning

1/00
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Exhibit 101-19: Sample Forms for Off-Season File Review

FILE REVIEW CHECKLIST—INDIVIDUALS

Client:

Acct. No.

Iltem

1. Carryovers (Reg. & AMT):
- Passive
- Contributions
- Investment Interest Exp.
- ACRS Modification
- NOL
— General Business Credits
- Capital loss
- Minimum tax credit
— Nondeductible IRA/State Modif.

2. Keogh/SEP/IRA—if Keogh
is client on 5500 list?

3. Remaining basis in rental
property—inform client?

4. Adequacy of withholding

5. Year-end planning: Set up
est. depr., carryovers, etc.

6. Employment agreements/current?
Bring forward in file

7. Wills and estate planning

Init.

Initial Review

Date

Primary Acct. Review

Work order completed? N/A

File to Secretary

Comments

1/00



1/00

Exhibit 101-19: Sample Forms for Off-Season File Review (cont.)

8.

10.

11.

12.

13.

14.

Item Comments

Bookkeeping/recordkeeping
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Soc. Sec. questionnaire

Reassign accountant?

Consumer interest exp. high?

Process sheet c/over items
current?

Was interview checklist
completed?

Other
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Exhibit 101-19: Sample Forms for Off-Season File Review (cont.)

Client:

FILE REVIEW CHECKLIST—CORPORATE

Acct. No.

10.

Item

. Corporate minutes

. Debenture payments

Update depreciation/ACRS
Modification

. Workpapers

Buy-Sell agreement/Are we
picking up key person insurance?

Employment agreement

2% shareholders (S corp.)
Fringes

Stock ownership

Shareholder loans—
Authorization/Interest
Evidenced by actual note?

Vehicles—personal use

Init.

Initial Review

Date

Primary Acct. Review

Work order completed? N/A

File to Secretary

Comments

1/00



Exhibit 101-19: Sample Forms for Off-Season File Review (cont.)

11.

12.

13.

14.

15.

16.

17.

18.

19.

20.

21.

1/00

Item Comments

Summarize items for next year’s
year-end projection
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Outstate sales/need for
outstate returns

If have in-house accounting

systems—send monthly stmts?

Annual financial statements—

Do working draft for next yr.

Business development call?

Bookkeeping/Recordkeeping

Any carryover limitations?

Are 1099s being done?

Current leases in file?

Expense allowance scheme

Other




Chapter 101/Page 98

Exhibit 101-19: Sample Forms for Off-Season File Review (cont.)

TAX PERMANENT FILE CONTENTS - INDIVIDUAL

Amended return schedule

Basis for mortgage interest computations
Buy/sell agreements

Client background data

Closing documents for purchase/sale of a residence
Contracts

Copies of gift/estate tax returns

Divorce decree(s)/Separation agreement(s)

Estate planning documents

Forms 2119 (gain on sale of a personal residence)
Powers of Attorney

Record of taxing authority audits

Trust documents

Wills

Qualified plan documents, if applicable

Form 8606 - nondeductible IRA contributions

1/00
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Exhibit 101-19: Sample Forms for Off-Season File Review (cont.)

TAX PERMANENT FILE CONTENTS - BUSINESS ENTITIES

Amended return schedule

Annual minutes-continuing matters

Approval of fiscal year election

Approved S election/termination

Articles of incorporation/Partnership agreement

Automobile policies

Buy/sell agreements

By-laws

Client background data

Earnings and profits calculation

Employment/independent contractor agreements

Federal and state taxpayer identification numbers

Form 966 liquidation form

Fringe benefit information (i.e., medical reimbursement, education, deferred
compensation, etc.)

Officer life insurance information

Qualified plan IRS determination letter and Summary Plan Description
Record of taxing authority audits

S election acceptance letter

Statement of assets transferred (sections 351/751)

Inventory information (i.e., LIFO layers, constant unit values, § 263A formulas, etc.)
Basis information (i.e., long-term investments, land, etc.)

Accounting methods and elections

Consolidation and elimination history

1/00
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Exhibit 101-19: Sample Forms for Off-Season File Review (cont.)

TAX PERMANENT FILE CONTENTS CARRYFORWARD SCHEDULES

Alternative minimum tax credit carryforwards

Basis computation for S corporations/Partnerships

Basis investments (including dividend reinvestments/stock dividends)
"Built-in gain" valuation workpapers

Business credits

Capital losses

Contributions

Data diskettes

Depreciation schedules

Excess home office expense

Excess section 179 deduction

Installment sales schedules

Loan amortization schedules and related notes

Net operating loss and AMT net operating loss carryforwards
Non-deductible IRAs

Section 1231 gains/losses

Suspended passive loss/credits carryforwards

Unamortized mortgage points schedule

1/00
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Exhibit 101-19: Sample Forms for Off-Season File Review (cont.)

INDIVIDUAL CLIENT REVIEW FOR ADDITIONAL SERVICES

CLIENT NAME/NUMBER

PERSON IN CHARGE PREPARED BY DATE

ROUTE TO: ) , > )

The following services should be considered for this client: (check applicable items)
DISPOSITION/COMMENTS CLEARED BY

Amend prior year returns - additions,
deductions, carrybacks, etc.

Cash/credit management

Compensation and benefit planning

Income and AMT tax planning

Investment and insurance evaluation
and planning

Estate planning

Liability and risk management

Tax Attribute Maximization:
- NOL planning
- Review for available tax credits

Retirement funding adequacy

Children’s education funding

Other:

1/00
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Exhibit 101-19: Sample Forms for Off-Season File Review (cont.)

BUSINESS CLIENT REVIEW FOR ADDITIONAIL SERVICES

CLIENTNAME/NUMBER

PERSON IN CHARGE PREPARED BY DATE

ROUTE TO: , > ) )

The following services should be considered for this client: (check applicable items)

DISPOSITION/COMMENTS CLEARED BY

Amend prior year returns - additions,
deductions, carrybacks, etc.

Business/Strategic Planning

Buy/sell agreements

Cash/credit management

Change in Accounting Method:

- Alternative methods to defer recognition
of income

- Alternative methods to accelerate
expense recognition

- Alternative methods to minimize AMT

Enhance or change accounting system

Change tax year

Compensation and benefit planning:
Retirement plans (retirement/401(k))
Deferred compensation plans
Flexible benefit plans

- Medical reimbursement

Computer Services:

- has no computer, may need one

- has computer, may need I/C review
- has computer, needs assistance
needs PC network or enhancements

Disaster recovery planning

Estate or succession planning

Finance and banking relations

Income tax planning

State and Local Tax Planning:
- Income and franchise tax

1/00
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Exhibit 101-19: Sample Forms for Off-Season File Review (cont.)

1/00

BUSI LIENT REVIEW FOR ADDITIONAL SERVICES

- Ad valorem/property tax

- sales and use taxes

- Excise taxes and duties compliance
review and planning

Tax Attribute Maximization:

- NOL planning

- Review for available tax credits

- Review for applicable economic
development and other business
promotion incentives

MAS service - financial, marketing,
operations, etc.

Owner and/or executive retirement or
financial planning

Risk management

Tax entity changes - incorporation, S
election, liquidation, etc.

Other:

DISPOSITION/COMMENTS CLEARED BY
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Exhibit 101-19: Sample Forms for Off-Season File Review (cont.)

CLIENT REVIEW COMMENTS
CLIENT
RETURN/PROJECT TAX YEAR
REVIEWED BY DATE COMPLETED
CLEARED BY DATE COMPLETED
DISPOSITION/ I
REF. : REVIEW COMMENTS EXPLANATION

1|

Page of ___

1/00



Exhibit 101-20: Client Risk Rating

Rate each characteristic from 1 (lowest) to 5 (highest).

Client

Integrity

Payment ability

Profitability of work
Condition of records
Timeliness

Attitude toward professionals
Desirability of type of work

Likelihood of referrals

Opportunity to expand services

Appreciation for work done

Conscientious toward due dates

Total Score

Average Score

1/00

CLIENT EVALUATION FORM

Rating
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4 5
4 5
4 5
4 5
4 5
4 5
4 5
4 5
4 5
4 5
4 5
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Exhibit 101-21: Sample Correspondence For Terminating Clients

August 26, 20XX

Mr. and Mrs. John Doe
100 South Main Street
Noplace, Anystate 00000

Dear John and Mary:

We appreciated the opportunity to work with you in the past
regarding your tax matters. However, as a result of
differences in our firm’s approach to providing professional
tax services and your expectations, we believe you would be
better served in the future by another tax preparer.

The ever-increasing complexity of the tax law requires us to
incur extensive costs in training and research materials. To
maintain quality control over the sophisticated nature of
most of our clients’ returns, we also require that each step
of the tax return preparation receive an independent review.
These measures have forced us to raise our fee structure to a
point that seems to exceed the level necessary for your
return.

We would be happy to refer you to another firm whose fee
structure 1is better suited to less complicated returns such
as yours. Of course, we are always available for consultation
should your situation change in the future. Thank you again
for the opportunity to serve you.

Sincerely,
SWIFT, MARCH & COMPANY
David Swift, CPA

DS/1w

1/00



Exhibit 101-22: New-Client Information

NEW-CLIENT REGISTRATION FORM
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Spouse’s Name
(if applicable)

Name:
Last Name First Ml
Address:
Street
City State Zip
Phone Number:
Home Work
Occupation: Self:
Spouse:
Prior Accountant:
Last year’'s approximate tax preparation fee:
Have you ever been sued for collection? ____ Yes No

Why did you choose our firm:
o Referred by

e Familiar with employee (give employee name)

» Directory service

e Other (detail)

Brief description of tax return

e Sources of income (check all that apply) w-2
— Rental Property —_____Interest & Dividend Farming
Instaliment Receipts
¢ Partner/stockholder in another entity? (if YES, name of entity:

e Out-state returns?

e Other major items

Self-Employed
— Sale of Property

Are you interested in other services our firm can offer, such as Estate Planning and Financial

Planning? (If YES, state areas of interest:

Please complete form and return to:

Swift, March & Company, 200 Main Street, Noplace, Anystate 00000

After our review of the form, we will forward information about our firm and an appointment to you.

FOR INTERNAL USE ONLY

CLIENT NUMBER
INTERVIEW ASSIGNEE

1/00

DATE

PROCESSED BY



Chapter 101/Page 108

Exhibit 101-23: Sample Workpaper File Label

(1)
(@)
(3)
(4)
(5)

(6)
(7)
(8)

DRAFT

WORKPAPER FILE (Imprint on Redwelds)

File name

Entity’s name

Date

Contents

Tax return due date, including extensions allowed
(whether or not actually extended)

Cleaned out By/Date /
Scheduled destruction date

Extended destruction date (contact person )
(indicate reason )

(1) Enter name under which filed, e.g., if all files for companies in a consolidated or family group are filed
together, enter that name here. Enter in the box at the right the letter under which you want the file stored.

(2) Enter name of entity for which this folder is used. Leave blank if not part of group, (i.e., if prior line is
same name). Can also be used to identify the name the company is doing business under (d/b/a), or
a/k/a (also known as) name.

(3) Enter applicable date, e.g., 12/31/9 or 199 for calendar year 199 audit, 199 for individual 1040 tax
return for 199 , etc. Also note two digit year end in box at right for use in filing in file room (e.g., “96").

(4) Describe the file contents, e.g., “1040” for individual income tax return; “Liabilities and Equity” for audit
file containing workpapers for those areas.

(5) Show extended due date allowed, whether or not return was actually extended.

(6) Enter initials and date of person cleaning out file, i.e., forwarding any items of continuing interest. This
is to be done as part of the planning process.

(7) Scheduled destruction date based on Workpaper Retention Policy.

(8) Revised destruction date, reason and person controlling retention (i.e., responsible for decision to retain).

1/00



Exhibit 101-24: New-Client Data Base Form
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CLIENT FILE MAINTENANCE FORM

( ) Marketing

( ) New Client—All Information On This Page Must Be Provided For New Clients
Send copy of this page to Marketing Director and PIC

( ) Changes to an Existing Client
( ) Inactive

Client Number

(5)

Summary Number(A)

®)

Display/Print Name

Search Name

Originated By

Date

Mailing Name
Address: Line 1

Line 2

Line 3

City

(17) State () Zip

Name of contact person
Telephone number ( )

GSO Office

Date Opened

Additional Job Numbers:

(4) Description
(4) Description
(4) Description
(4) Description

(30) Salutation

Fax number ( )
Biller *

Finance Charge Yes No

(circle one)

(receives duplicate billing worksheet)

Job Number (2)
Job Number )
Job Number 3]
Job Number 2)
Reviewer
Previous Accounting Firm
Client Type 2)*

Group Code (Form of Organization)
Financial Year End /
Tax Year End

/

(5)"

SIC No. (3) (see list in supply area)
County

Federal I.D. No.

Ownership Type 3)*

Basis of Accounting 2)*

Client Classification 2"

Number of Employees
Total Assets *

Annual Sales *
Services: Type of Service

Service Period

Estimated annual fees $

Computer:
Computer System _____ (2)*

Manufacturer
System Description

Software

How we got them as a client:
Firm member (who) contact (how):

Be specific
Client referral

Attorney referral

Banker referral

Other

Entered by Date

Copy sent to PIC

Place on mailing list (check one or more):
Footnotes (general)
GSO Tax Letter
Inside Commercial Lending
(for bank officers)
On-Site (construction)
Nonprofit Agendas
World Class Manufacturing
Financial Institution Executive
Tax Update
Real Estate Advisor
Government Finance Reporter
Dealer Insights (dealerships)
Aware (area computer
services)
Add’'nl Mailing Name:

T

(10)
(30)
(40)
(40)
(40)
(40)

(15)

Add'nl Mailing Name:

Employee Benefit Plans (check if applicable):

Defined Benefit Plan
Defined Contribution Plan:
401(k) Plan
Profit Sharing Plan
Money Purchase Plan
ESOP
Other
Cafeteria Plan
Self Funded Medical Benefit Plan
Insured Medical Benefit Plan

Date

Copy sent to Marketing Director, if new client

Date

* see reverse for selections

()
(A)

1/00

indicates number of characters available
common number for group of related clients (“Mother number”)

T
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Exhibit 101-24: New-Client Data Base Form (cont.)

CLIENT DATA BASE CODES

Client Type Ownership Type
Financial Institution............cccoovvrnniiiiciree e 01 Closely-held (family owned or only a few
Nonprofit Organization..........cccccoeveveriiviciiininrne 02 shareholders) ........ccoeveeiiiiiiieicec e CLD
CONSUCHON ......coiieiiiiit et e 03 Publicly-held (large number of shareholders but
Governmental ..........cocovveiiiiiiiie e 04 NOt SEC) .ot PLD
Manufacturing .........cco.ceeeiiiiii e 05 SEC or equivalent .............cccccoimniiniiinie SEC
WhOIESAIE ... 06 Basis of Accounting
RetaIL.. e 07 AP oo GA
SEIVICE ...ttt e 08 Income Tax Basis.............. .. o IT
Real Estate .............................................................. 10 CaASN BASIS oo oo CB
Dealership.........cccooiiiiiiii e 11 CUITENE VAIUS oo cv
Er?r\?)ifgyggrgéﬁgf'i{ﬁlgﬁ """""""""""""""""""""""" ;g Statutory/regulatory ..........ccoceeeivniiicciin e SR
Other iINdUSes .......cccoeveeiieee e 24 Client Classificatior:
INQIVIAUAL ..o 25 Star ..o, e S
EState OF TIUSt........c.oevverveeeeneeerereeeereee e seeseeessenes 26 Unrealized Potential ..., up
NON ClieNnt ChArgES.........c.erumrerererreererireesinresenreane 27 Bread and Butter ... BB
Form of Organlzatlon Rj/largl(r:l|a| t .................................................................. “NA
W ClIENt ..ot
C COMP oot CCORP Problem/Investment ACCOUN ..o PI
S Corp R N S SCORP SUDMAIGINAL e SM
[\ [oTqT o] (o] {1 PR NONPR Type of Service
Proprietorship ..........ccceeviiiiiiii PROPR _
Partnership .....c.cocvevveeeeieeienieeereeeeee e, PARTN Audit—unqualified.................... s 1
INAIVIAUAD ..o INDIV Audit—qualified GAAS (scope limitation).................. 2
GOVENMENtal ...........ccoeererriieieniieisieeeenn GOVTL Audit—qualified (GAAP departures).......................... 3
EState.....oocveieieeiiie e ESTAT Audit emphasis (uncertainties, going concerns) ....... 4
TIUSE vttt TRUST Audit—diSCIAIMET ..o 5
Employee Benefit Plan .........cc.cocreeerunrureenn. EMPBP Audit—pension/profit sharing plan ..............cc...c...... 6
PEEI REVIBW oo PRRVW Review........... s 7
Computer System Compilation with disclosures ... 8
- Compilation without disclosures............ccocoevcerernnnn. 9
ngnframe ............................................................... MF AGIeed-UPON PrOCEAUIES ... .. ..ereeseseeresrrerreeeeeeeeer 10
M'nl ........................................................................... MI Reportable Conditions Ietter (SAS 60) .................... 11
PC ............................................................................ PC Audit committee letter (SAS 61) ........................... 12
Number of Employees . Payroll tax retUMnS ..............cc.oeceereeremvererersrnenireeenen. 13
T80 et 1 Accounting services (Write-Up) .......cocveveeeeeiiveneeenns 14
B1=100 . e 2 Management consulting services (MCS) .............. 15
T0T-250 it 3 Tax return preparation............ccccecveeeeeenceeesieeeneenn. 16
251-500.....c.ceceeiirrreee s 4 Other tax ServiCes .........cccoceevirneiie e, 17
BOT=750 ... ceeieeeee ettt 5 Service Period
T11=1,000 ...ttt 6
e 7 B
Total Assets (millions) L
BTo50 ittt 1 AS reqUESEEd ......ooveiiiieeiceceee e R
XY 1 0 PP 2 Annual Sales (millions)
S101=200 ... ceiitiieeeeiee e e 3
§201-800 1o 4 S0 B ;
301400 ... e 5 $6_16" o 3
B401-500.....cceireeereieeeene e 6 $1 A5, 4
OVET $500.-vssvvsvssvrsoss oo 7 $16-25 . .oooeooosoeosooe oo B
B26-50 ... et e 6
LS By 4 SOOI 7
B76—100 ...t 8
OVEr 100 ...t e 9
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Profit Management

Tax practitioners operate a business as well as engage in a profession. Unfortunately, firms are
too often too busy helping clients toward their financial objectives to work toward their own.
Profits lag and client service suffers because of inadequate attention to internal financial consider-
ations. Consultants to the profession suggest that the firms themselves are their most important
customers. Accordingly, as you place more emphasis on keeping the financial affairs of your
firm in order, you should

¢ Complete financial budgets and regular financial reports for your firm, similar to those
you prepare for other clients.

e Compare budget versus actual, and pay prompt attention to significant variances.

e Impose the same rigid financial controls and establish the same financial budgeting and
reporting systems on your firm that you do on your clients.

e Identify and monitor key performance indicators such as number of clients, average
annual fee per client, billable hours, and so forth.

Internal Financial Control System

In addition to financial budgeting and reporting and the imposition of a strong financial control
system, profit management involves the planning and control of many other areas, including
hourly billing rates, value billing, billing writedowns, and collection policies.

You must set goals for profitability, and adequately communicate your profit management
approach to all employees. You should educate everyone in the firm on the need for a fair
return on investment and labor and on needed capital to fund future growth, and communicate
policies and procedures on profit management. It is important to have staff and management
evaluation of tax season, so as to improve the next tax season. This will contribute to profit
management.

Practice Tip. Set up your firm as a “client” on your due date list for monthly financial
reports, annual budget completion, and annual tax return. Treat a task not completed on
time for your firm as seriously as you would a client’s missed due date.

Fee Setting

Fee sensitivity among clients continues to intensify. Unfortunately, tax practitioners are finding
that many clients are so cost-conscious that price has become the controlling force in their
professional relationships. In reality, clients, not practitioners, set fees. However, many prac-
titioners have also learned that one of the most effective techniques for responding to fee
sensitivity is to provide high-quality and value-added services to clients, in addition to the
standard tax-return preparation. Staff must understand the importance of completing efficient

yet high-quality services that allow the firm to make a profit while charging the client fairly.

102.2
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102.2.1

Different firms use various approaches in setting fees for tax services. Some decide on
one technique and use only that one. Others use a number of methods, depending on the type
of engagement. Some calculate fees under several methods for each engagement and use an
average of the techniques, or occasionally choose the highest (or lowest) result.

It is usually best to choose a fee-setting approach and use it consistently. Failure to
consistently apply a fee-setting method can result in client inquiries for justification of billings
and lost profits and will make it impossible to compare different types of tax return services
and determine whether they are profitable.

Example. A firm billed Mr. and Mrs. Foreman for their tax return based on the different
forms contained in their return (this method is described in Section 102.2.3). Their return
included Schedules A, B, C, D, SE, and Form 6251. The cost to the Foremans for
completion of the tax return was $495. The same firm billed Mr. and Mrs. Timeman
based on the professional time required to complete their return (described in Section
102.2.2). The Timemans return included almost the same schedules and forms as the
Foremans’ tax return. The cost to the Timemans was $325. At a firm-sponsored seminar,
the Foremans and Timemans happened to chat about their tax situations, and the discussion
moved into the cost for tax return preparation. The firm will have some tough explaining
to do to the Foremans.

Hourly Rate Formulas

Cost Plus

There are many formulas for establishing standard hourly billing rates. One is the cost-plus
method. To find the rate under this method, first determine the desired net income for the
firm in excess of partners’ salaries. Then, calculate the firm’s total cash needs by assessing the
additional cash requirements for salaries and other expenditures. To find the “cost” rate, divide
each staff person’s annual salary by thp estimated number of annual billing hours for that person
to estimate his or her hourly cost. Then, divide the total of the desired net income in excess
of the partners’ salaries and all other overhead expenditures by the firm’s total billable hours
to determine the total “plus” rate. Finally, add each person’s “cost” rate to his or her “plus”
rate to calculate each individual’s hourly billing rate. One of the advantages of this method is
that it can be used to measure attainment of the firm’s profit goals because it includes overhead
and profit in the calculation.

Example. A small firm has employees with total salaries of $189,500 (levels are broken
out in Figure 102.1, below). The firm also estimates $75,000 in other expenditures, and
desired net income in excess of the owner’s salary of $40,000. Total billable hours for the
firm are estimated at 6,700. A total of $75,000 of other expenditures and desired net
income of $40,000 divided by the 6,700 total billable hours = $17.16 “plus” rate.

Figure 102.1: Cost-Plus Fee Table

(1) (2) (3) (4) (5)

Annual Billable Cost Rate “Plus”  Hourly Rate
Salary  Hours 1+2 Rate  (3+4 rounded)

Owner $84,000 1,400 $60.00 $17.16 $77
Senior 42,500 1,700 25.00 17.16 42
Junior 36,000 1,800 20.00 17.16 37
Paraprof. 27,000 1,800 15.00 17.16 32
Total $189,500 6,700

It is important to consider the firm’s rate of realization (see Section 102.2.6) and collection
of accounts in calculating the cost plus rates. On an average, the firm may find that only 90
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percent of chargeable hours are actually billed through to clients. This could be due to any
number of factors, such as errors in preparation, time overruns on fixed-fee projects, or even
courtesy discounts. One should also consider that not all amounts billed to clients are actually
collectible, either due to client complaints or inability to pay.

These factors need to be included i an employee’s billable hour calculation. For example,
if the firm overall loses 10 percent on billing realization and another 2 percent on accounts
receivable charge-offs, only 88 percent of an employee’s chargeable hours should be used as
the “billable hours” in the cost-plus fee calculation.

Weighted Value

Another approach to establishing billing rates is the weighted-value method, under which each
staff level is assigned a weighted value based on the work of that level relative to the remainder
of the firm. (Use a value of one for the least complex level.) First, estimate the total billable
hours for each member of the firm. This estimate should already be available if proper firm
budgeting has been completed. Multiply each firm member’s total number of billable hours
by his or her assigned value weight to calculate that member’s number of “weighted hours:”
As in the cost-plus method, next calculate the total of the desired net income in excess of the
partners’ salaries and the annual salaries and other expenditures. Divide this by the total number
of weighted hours calculated for the firm to determine the basic hourly rate. Finally, multiply
the basic hourly rate by each person’s value weight to determine the hourly billing rate.

Example. Assume XYZ Firm Inc. has $1,125,000 of cash requirements (assume $725,000
for salaries, $320,000 for other expenditures, and $80,000 for desired net income in excess
of partners’ salaries). Assume a total of 22,500 weighted hours in the firm, for an hourly
basic rate of $50 per hour. (See Figure 102.2.)

Figure 102.2: Weighted-Value Fee Table

(1) (2) (3) 4) (5
Basic Hourly

Value Billable Weighted Firm  Rate
Weight Hours  Hours  Rate (1x4)

Partner 1 2.3 1,250 2,875 $50 $115.00

2 2.3 1,250 2,875 50 115.00

3 1.8 1,400 2,520 50 90.00

4 1.8 1,400 2,520 50 90.00

Senior 1 1.5 1,600 2,400 50 75.00

2 1.5 1,600 2,400 50 75.00

Jumior 1 1.0 1,810 1,810 50 50.00

2 1.0 1,700 1,700 50 50.00
Paraprofessional 1 1.0 1,700 1,700 50 50.00
2 1.0 1,700 1,700 50 50.00

15,410 22,500

Salaries Multiple

Another method of determining hourly rates is based solely on a multiple of salaries or salary

costs. Some firms use a multiple of 3 X salary, while others use 3Y/2 X salary or even more. Take

care in determining what goes into the calculation of “salary.” Some firms include discretionary

bonuses, while others use only base salary. Many do not use overtime or other amounts in the

base calculation. For part-time employees, the total salary cost is total hours x a per-hour wage.
The following formula may be used to arrive at a factor between 3 and 3V/z:

Budgeted chargeable hours x Current billing rate
Total salary cost

Example. John Smith is paid a base salary of $2,500 per month, and also receives a
discretionary bonus. His bonus on April 15, 19XX is $2,000. John’s budgeted chargeable
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hours are 1,800 hours. John’s current billing rate is $50 per hour. Using the formula above,
John’s factor is 2.81 (1,800 hours x $50/hour divided by $32,000). If John’s billing rate is
increased to $55 per hour, the factor is 3.09 (1,800 x $55/hour divided by $32,000) and
would be in a more acceptable range. If the bonus amount is unknown when the billing
rates are set, an estimate can be used in making the calculation.

Practice Tip. While it does not seem surprising that there is a positive relationship between
the multiple employed and the profitability of the firm, most surveys reveal that firms
using a multiple of 3'/2 X or more of total salary (including bonuses, overtime, and other
payments) are generally among the leaders in terms of profitability.

Time Based Method

Under the time based method of setting fees, each individual involved in tax services keeps
track of the specific time spent on a project. This time spent is multiplied by the individual’s
hourly billing rate (set by using one of the methods described in Section 102.2.1) to calculate
the total amount of fees on a particular project.

Many firms feel this approach is the most equitable. Billing fees normally reflect each
individual’s experience and capabilities, and clients pay for the specific time required to complete
a project. As complexities and other issues arise, resulting in additional time, a higher fee
results.

Disadvantages of the time based billing method include the management oversight required
to see that time is properly recorded by all personnel, and the fact that the resultant fees may
not properly reflect the services performed due to variable efficiencies associated with certain
personnel. Also, time based billing may not reflect the true value of the work to the client. An
exceptional job in tax planning may be worth more than straight billable hours might suggest.
Hopefully, billing rates established for different people take these variables into account, but
this is not always the case. Value billing, as discussed in Section 102.6, may be appropriate in
a number of cases.

Proper recording of professional time is important in terms of both underrecording and
overrecording. Underrecording hurts firm profitability; overrecording is unfair to clients.

Practice Tip. Use a chargetime budget at the start of all work to minimize problems of
under- and overrecording of time. Similarly, closely monitor actual staff charge hours
versus the charge hour budget established for each firm member. Some firms distribute
a schedule comparing actual hours to budgeted hours on a regular basis (weekly or

monthly).

Practice Tip. Managers should help set salary and billing rates. This involvement makes
them aware of the firm’s profit goals.

Form Based Method

Under this approach, charges for the preparation of a tax return are based on the number of
forms and schedules included in the return. For example, completing a Schedule D may
generate a $40 fee; a Form 4797, a $50 fee, and so on. The theory is simple: As forms become
more detailed and complex, a higher charge results. One disadvantage is that the same charge
results for a Schedule D (for example), whether the form has one transaction or many, unless
the charge varies depending on the volume of transactions on a form.

An advantage of the form based method over the time based method is that many forms
can be generated and completed with a minimum of effort with computer processing and
preparation of tax returns (see Chapter 202, Computerized Tax Return Preparation). The time
based method may not accurately reflect certain complexities associated with preparing a tax
return. For example, preparing an alternative minimum tax schedule may be fairly “automatic”
with computer preparation. The time based method would bill a lower amount, whereas the
form based method would impose a fairly substantial charge on the preparation of such a
complex form.

1/00
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Practice Tip. Some firms calculate fees using both the time based and the form based
methods, and then use the higher of the two amounts. Although the two calculations
should produce somewhat similar results, billing consistency problems may arise. This
could result in similar client engagements” being charged at differing amounts. Even if
billing is actually to occur using only one method, as should be the case, it is a useful
management exercise to monitor fees on a sampling of returns using both methods, to
assure that profits are being protected and to provide meaningful information for decisions
on future fee-setting methods.

A combination of time-based and form-based methods provides a good compromise
when the cost per form is kept minimal in relation to the hourly rates. For example, billing
through direct computer charges of $20 for a basic 1040, $5 for a Schedule A, and $15
for Form 6251 in addition to the time charges, can recognize both the amount of effort
expended on a tax return and also allow the tax practitioner to benefit from the efficiencies
of computer-generated tax forms.

Using Multiple-Rate Schedules

Some firms use different hourly billing rates depending on the service being performed. The
theory behind this approach is that while billing rates should be based on the individual's
experience level and the complexity of tasks completed, the same person may complete certain
tasks that cannot be justified at the same hourly billing rate. Clients don’t require the experience
level of partners to have accurate payroll tax reports completed, and would be unwilling to pay
the higher hourly rate normally assigned to partners.

The multiple-rate method assigns each individual several rates depending on the task
undertaken. This approach minimizes or eliminates billing writedowns and adjustments. For
example, an experienced person completing a rather simple task, such as payroll reports, will
charge a lower hourly rate for the services. Multiple rates should be used sparingly, since the
practice implies an inefficient use of firm resources. Employees are not challenged to work at
their highest abilities, and professional development may suffer. Compensation should be
somewhat based on billing rates, to provide. an incentive for an experienced person to use a
higher rate on more complex projects, and, consequently, to grow professionally.

There is always an opportunity to charge significantly higher billing rates for such tasks
as IRS audit representation and estate planning. The theory behind the multiple-rate approach
is simple: Certain projects command a premium billing rate, while other projects merit a lesser
rate. One way to address this is by using multiple billing rates.

Example. Bob Smith has been assigned a three-tiered billing rate as follows:

Compiled Financial Reports
Payroll Reports
Sales Tax Reports $60/hr

Individual Tax Returns
Partnership Tax Returns
Corporate Tax Returns $80/hr

IRS Audit Services
Strategic Planning
Business Consultation $120/hr

Bob records his time based on the specific task completed. If he is assigned a Form 941,
Quarterly Payroll Tax Report, to complete, a $60-per-hour rate is charged. If Bob works
with the CEO of a company on strategic planning, an $120-per-hour rate is charged. The
tiered rate structure recognizes that Bob may occasionally be required to complete less
complex tasks at a lower rate, while at the same time recognizing that he should command
a premium rate for complex and specialized services.

102.2.4



Chapter 102/Page 6
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Multiple-rate schedules allow you to obtain a “premium rate” for certain services,
while minimizing billing writedowns that could occur when an experienced individual is
assigned (due to workload demands) to less complex tasks. Disadvantages of multiple rates
include the inefficient use of firm resources previously mentioned, and the temptation
for staff to categorize certain projects as fitting into a lower billing rate, even though the
project may in fact be extremely complex.

The use of a chargeable-dollar goal with multiple rates may be appropriate. For
example, if an individual has a chargeable-dollar goal of $120,000 (1,600 hours at $75.00
per hour), the individual may reach the $120,000 goal with more or fewer chargeable
hours, depending on the billing rate associated with work he or she completes.

Practice Tip. Closely monitor the services performed when multiple rates are used. For
a variety of reasons, staff may use a lower rate for more complex services (including lack
of confidence, sympathy for the client, and so forth). Be sure staff members are completing
work (and charging professional time) at the proper levels. Larger firms may find this
system to be impractical because of the time necessary to monitor the system.

Fixed Fees

Some tax preparers occasionally advertise or charge a fixed fee for certain types of tax returns
(for example, the Form 1040 with a Schedule A and Schedule B may be billed at a flat $200).
The fee is adjusted for each additional schedule, for preparing tax estimates, and for additional
returns and services. Carefully consider the relationship the fixed fee has to certain types of
returns, particularly complex returns and those containing numerous interest and dividend
sources. Profit on most fixed-fee work is made through volume.

One risk of the fixed-fee arrangement is that clients may erroneously assume that an
unlimited amount of professional services become available by paying a fixed amount. Clients
may assume that the fixed-fee arrangement includes the right to call you about tax questions,
seek year-end planning advice, or expect the firm’s assistance in the event of an IRS or state
tax audit. This risk can be minimized through a clear engagement letter detailing what is covered
under the fixed-fee arrangement, so the client can budget for professional fees and plan for
these expenditures.

Another risk of the fixed-fee arrangement is that a lower quality job may be done in an
effort to stay within the project’s budget if the actual time requirement exceeds the time
projected.

If a fixed-fee arrangement is considered, use a range of fees or, at the very least, clearly
communicate the services associated with the fixed fee. A misunderstanding could be costly to
the firm.

Example. Jones, Inc. has asked you for an estimated fee for preparing their corporate
income tax return. Rather than quoting a fixed fee of, say, $750, consider quoting a range
of fees, say $650 to $1,100. The range provides greater flexibility to deal with unexpected
complexities, while allowing Jones to adequately budget for your professional services cost.

Practice Tip. Include a range of fees in the annual engagement letter and, in the same
document, clearly specify the services to be performed for those fees.

Realization Expectations

Billing “realization” is the difference between the amount billed to a client and the amount of
work charged to that client at standard billing rates. Billing rates should be set where realistic
realization occurs. Your goal should be to bill as much as possible of the amount charged by
staff to the client at standard billing rates. Strict control should be placed on billing writedowns
(discussed at Section 102.11.4).

Example. Ron’s billing rate is $40/hour, and he charges 3!/2 hours to the completion of

the tax return for Blue, Inc. Sue’s rate is $55/hour, and she charges 2 hours to the same
job. Total charges in the account amount to $250 (3Y/2 hours at $40 and 2 hours at $55).
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Depending on the amount of the actual invoice sent to Blue, Inc., realization would be

as follows:
Amount
of Invoice Realization
$300 120%
$275 110%
$250 100%
$225 90%
$200 80%

Consider the analogy of a retail store with strict credit policies. While it may seem admirable
for a retail store to have no bad debts, this may indicate credit policies that are far too restrictive.

Similarly, a realization rate at or near 100 percent may indicate that billing rates are set
too low. One consultant suggests to set rates to achieve about a 90 percent overall realization,
and then work to raise the realization level to 97 percent or 98 percent. When this is achieved,
the consultant suggests that billing rates again be raised to fall back to the 90 percent realization
level. This forces you to continually update and monitor your firm’s billing rates and billing
writedown criteria. Your engagement letter should communicate the current range of billing
rates and the fact that these rates are subject to change.

Minimum Fees

There is wide divergence among minimum-fee philosophies. Many firms set minimum fees for
tax return preparation and other services, attempting to limit, through fees, the types of clients
they deal with.

Whichever fee-setting method (see Section 102.2) is used, strongly consider the implemen-
tation of minimum fees. For example, small and simple tax returns, easily completed by a less
qualified and less experienced tax preparer, may not be appropriate work for your particular
practice. By establishing a minimum fee based on the least complex type of tax return you
would handle, you signal to potential clients that such simple tax returns would not be appropriate
for your firm; the minimum fee would effectively price your firm “out of the market.” The
advantage of establishing minimum fees is that they automatically “select” work of an acceptable
level for the firm. Minimum fees are disadvantageous in that even simple, straightforward tax
returns can provide opportunities to build skill and confidence in less experienced staff, and
to evaluate the work habits of new staff. Remember that some “small clients” may be excellent
referral sources or may turn into larger, more desirable clients in the future.

Establishing Minimum Fees

You should establish minimum fees for each type of tax return completed, because it eliminates
any doubt as to fee expectations, and discourages those clients who are most likely to question
the amount of a bill. Describe minimum fees in engagement letters, along with billing rates
and an explanation of the billing process.

~ Take special care to assure that your clients understand that the fee quoted is a minimum
fee, and not an estimate of the actual fee to be charged for the tax return in question.

Some firms establish strict criteria for the types of clients they will deal with. For example,
some firms only complete individual tax returns for clients for whom they also complete business
services. Other firms discourage simple and straightforward individual tax returns, and refer
such work to other qualified tax preparers. The decision relates in part to the image-setting
process, discussed in Chapter 103.

Examples of Minimum Fees

The minimum fees charged by CPA firms vary widely. Smaller firms in rural communities,
which often complete a large volume of individual tax returns, may establish minimum fees in

102.3.2
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the range of $100 to $150 for individual returns and several hundred dollars for corporate
returns. Larger firms in metropolitan areas often establish minimums of several hundred dollars
for individual tax returns, electing to concentrate on clients associated with business returns.

Practice Tip. When minimum fees are established, be sure to consider current clients
who, in the past, have paid amounts under the established minimum. Are these returns
to be grandfathered in terms of fee structure? Many firms find it extremely difficult to
implement a minimum fee structure for existing clients, when many of these clients were
the firm’s primary source of revenue in its start-up phase. They elect to grandfather these
~clients in, even though the fee may be below the established minimum.

Competitors’ Fees

Chapter 103 deals with marketing considerations and discusses topics such as image setting
(Section 103.3) and competition (Section 103.9). Determine how important is the relationship
of your fees to those of your competitors. But be careful in making comparisons. What types
of clients do the competitors deal with? What experience do they demand of staff people?
What level of quality do they provide? These questions require analysis if a firm is truly interested
in comparing its fees to those of its competitors.

Higher or Lower Than the Competition?

You must first determine if comparison is justified. Perhaps you have a particular area of
expertise or, by design, you employ more experienced people. Many factors go into the fee-
setting process: A different fee may be justified based on a particular niche you have developed,
or on the people involved.

The fee-setting process must be carefully constructed. While it is not particularly important
to justify the difference in fees from those of a competitor, it is important that some rational
basis for establishing fees be considered.

You should budget from the bottom up, and establish billing rates using one of the methods
described in Section 102.2. Assuming that there are efficiencies in the tax return process, and that
billing rates have been properly established, a billing should occur using only this information. Of
course, to the extent that there is a large disparity with competitors’ fees without any discernible
difference in services, the impact of the competitors’ fees on the long-term health and existence

of the higher priced firm could be substantial.

Practice Tip. Just because you receive one or two complaints about “high fees,” don’t
automatically assume that your fees are totally out of line with the competition. In fact,
a firm without any fee inquiries or complaints probably has underpriced its services.
Investigate all fee inquiries and complaints, but consider the numbers compared to the
potential total number of inquiries.

In some circumstances, tax preparation fees might be kept artificially low, to act as
a loss-leader for more valuable services. In fact, one of the nation’s largest tax preparers
specifically targets smaller business or professional clients with the opportunity to provide
personal financial planning or to sell financial products.

Even in traditional accounting practices, it is not uncommon to prepare the personal
return of a company CEO at a deeply discounted rate in exchange for other profitable
audit or consulting services.

Current-Year Versus Prior-Year Fees

Many firms closely monitor the fee for preparation of the current-year income tax return versus
the fees charged in prior years. Although much of this appears to be based on client sensitivity
to tax fees and, often, on personal and other nonbusiness relationships with clients, the rationale
for considering fee increases should be as carefully considered as a retail operation’s decision
to raise prices.

1/00



102.5.1

102.5.2

1/00

Chapter 102/Page 9

Client Expectations
The first considerations involve a set of questions about client expectations—reasonable or not:

e Does the client expect the fee for a tax return to bear a relationship to the fee paid in
prior years?

e Might the client expect the fee to remain the same?

o Will the client agree to a small increase for inflation?

One year’s tax return may be extremely complicated compared to the previous year’s,
whether due to a change in client conditions and/or a change in the statutes. Client education
can minimize fee-increase misunderstandings. When tax-law changes make general tax prepara-
tion more complex, you should consider a mailing to all clients prior to the busy season explaining
the situation. When you are aware that a particular client’s situation will be significantly more
complex, it is imperative to inform that client and explain the matter as soon as possible.

Practice Tip. Operate under the general rule that the fee charged for tax services should
be based solely on the work completed. By establishing fair and reasonable billing rates
and methods of time recording, prior-year fees should not have an influence. However,
you must be prepared to explain to clients how your fee was determined.

Fee Increase Justification

If you feel uneasy about the increase in tax-service fees over previous years (and if you feel an
absolute need to compare these amounts), a number of reasons may justify the fee increase:

1. Given some of the massive tax-law changes in the last few years, as well as current
regulations, rulings, and notices, fee increases are simply the result of more complex
tax laws. A sample memo to be provided with the individual tax return and bill is
included as Exhibit 102-1.

2. Significant expense increases, such as occurred with professional liability insurance a
few years ago, may warrant special explanation.

3. The return may be significantly more complex this year than in previous years. You
may want to detail the reason for the increased complexity, such as.the imposition of
the alternative minimum tax, tax-free exchanges, sales of property, special tax calcula-
tions, and so forth.

4. The client’s recordkeeping system may be inadequate. To the extent that tax profession-
als need to do more “bookkeeping” to prepare information for a tax return, additional
fees will result. It is advisable to bill this work separately and not combine it with the
tax return charge.

Practice Tip. Many practitioners complete bookkeeping activities during the busy time,
but then write off much of the billing related to these services. They often feel the cost
of the tax return would be disproportionately high compared to other similar types of tax
returns (which do not require the bookkeeping function). Why not make it a point to
contact clients after the busy season to work with them on problem areas of their bookkeep-
ing systems? If such services are not to be billed, it is more tolerable to write off or
discount time during your nonbusy season; preparation of the tax return will be easier in
the future. The best recommendation, however, is to bill engagements to improve the
bookkeeping systems. Both you and your clients will be happier.

5. The client supplies insufficient data. To the extent that the preparer frequently needs
to contact the client for additional information or to better understand transactions,
additional time and fees result.

6. Part of the increase might be explained as an “inflationary increase,” since most general
expenses in the firm rise at approximately the rate of inflation.

7. Additional services may have been rendered during the tax return interview, including
discussions and advice on estate or investment planning, or other tax-related issues.
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Practice Tip. Practitioners who use newsletters can use the newsletters as a mechanism
to “warn” clients of impending fee increases due to tax law changes, increases in professional
liability, insurance, changes in billing policies, etc., long before the client incurs any
charges.

Practice Tip. Make sure any additional services are clearly detailed on the billing. If
possible, try to provide additional services discussed at a return preparation interview after
tax season rush. This will help to relieve stress and will make billing the work easier.
Development of a post-tax-season follow-up system (see Exhibit 101-18) is advisable.

How to Bill a Higher Fee

If factors arise that affect individual retarns, consider adding a paragraph to a transmittal letter
or other correspondence to a client explaining the increased services necessary for the preparation
of the current return.

A good approach is to look for opportunities to suggest techniques that the client can use
to reduce the fee. This might be establishing better recordkeeping systems, or using worksheets
and other devices to clearly summarize data.

As mentioned in point 1 of paragraph 102.5.2, a straightforward, yet justified, technique
to bill a higher fee is to capitalize on complexities added to the Internal Revenue Code by
Congress, or through regulatory interpretations by the Treasury. It is particularly easy to capitalize
on these complexities when they are to the benefit of the taxpayer. As an example, the new
education credits effective in 1998, as well as the child tax credit added in 1998, can provide
significant benefit to taxpayers. This is particularly true when using some of the elective opportu-
nities provided by Treasury via regulations.

Example. Charlie and Jane, with AGI of approximately $250,000, pay qualified tuition
of $8,000 for their son, Brett, to attend college. Brett entered college in September of
this year, and because Charlie and Jane provided over half of Brett’s support for the year,
Charlie and Jane would normally claim Brett as a dependent on their U.S. Individual
Income Tax Return. This would normally make the parents eligible for the education
credits, but because of their high AGI, no education credit is allowed.

Under proposed regulations [Prop. Reg. 1.25A-1(g)(1)]issued by the Treasury, Charlie
and Jane could elect not to claim Brett as a dependent on their tax return, even though
they are eligible to do so by reason of having provided over 50% of Brett’s support for
the year. Because Charlie and Jane do not claim Brett, Brett is now eligible to claim the
education credits himself on his U.S. Individual Income Tax Return and Charlie and Jane
are not allowed to claim any education credits. This result occurs whether the parents or
Brett actually pay the qualified tuition.

While Charlie and Jane lose the benefit of claiming the dependency exemption for
Brett, this only results in a tax loss of approximately $500 because the benefit of the
personal exemption is phased out at Charlie and Jane’s AGI level (e.g., $2,750 x 36%
federal rate x 50% phaseout = $500). Assuming the education credit is of greater value
in Brett’s return, the practitioner has successfully capitalized on code complexities for the
benefit of the taxpayer, and is entitled to bill a higher fee for this work.

However, as illustrated in Exhibit 102-1, it would probably be advantageous to detail and
explain the increased billing and the benefit to the taxpayer in a memorandum attached to the
actual tax returns.

In addition to explaining the advantages to the taxpayer in a memorandum attached to the
tax return, some practitioners also prefer to provide a detailed billing description in explanation of
the additional work performed. Exhibit 102-11 contains a sample billing explanation associated
with the above example.

Value Billing

Value billing is a popular concept that creates numerous opportunities. Studies have shown
that clients normally rate quality of service as being more important than the cost of the service.
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While clients are naturally concerned about the professional fees associated with the completion
of professional services, many are willing to pay a higher fee for a quality product and timely
professional services, as opposed to a fee based on a strict mathematical calculation of professional
time multiplied by a billing rate.

While every billing system attempts to incorporate some notion of value billing, whether
the value is the professional time spent or the number of forms and schedules produced, these
systems were developed out of cost accounting techniques. Their premise is that price should
be a function of cost, plus a profit. However, pricing can be based on such other concepts as
market demand: How valuable is the service to clients, and what are they willing to pay for it?
Thus, pricing becomes a marketing decision as well as a function of costs.

Practice Tip. Be sure your engagement letter allows for value billing. You need to inform
clients up front that unforeseen or extraordinary circumstances may be billed on other
than time-and-direct-expense bases only (see Section 101.13.2).

Awareness of Opportunities

The opportunity for value billing arises with the successful performance of a service. If extraordi-
nary services are completed for a client, such as the successful completion of a complex IRS
audit, or if a particular efficiency is introduced for the client’s benefit, such as the successfui
argument of a business valuation in a court trial by a practitioner who is a recognized authority
in the business valuation area, value billing should be considered. In addition, the successful
negotiation of the sale of a business, reduction of a proposed IRS deficiency, and other similar
services often allow for value billing.

Example. Mr. and Mrs. Jones are considering the sale of their closely held manufacturing
company. They have already spoken with a potential buyer, who has offered them a price
of $500,000. They are inclined to accept this offer. You ask Mr. and Mrs. Jones for the
opportunity to meet with the prospective buyer and attempt to negotiate a higher selling
price. Based on this meeting, a total sales price of $625,000 is secured. Assume that the
negotiation with the buyer and subsequent meetings with Mr. and Mrs. Jones took thirty
hours of professional time (and further assume your billing rate is $100 per hour). Because
of your outstanding negotiating skills, you managed to secure a significantly higher selling
price for Mr. and Mrs. Jones. Many practitioners would consider billing this engagement
at, say, $5,000 to $7,000, even though only $3,000 of professional services are involved at
standard billing rates. The value-billing amount of $2,000 to $4,000 recognizes your unique
expertise and the outstanding services you performed for Mr. and Mrs. Jones on the sale
of their business. Be sure, however, that you have discussed the value billing alternative
with Mr. and Mrs. Jones prior to the negotiations.

Research Projects

Significant time efficiencies can occur when research projects are completed using a CD-ROM
reference library. Search and retrieval techniques can lead a practitioner to the solution in a
fraction of the time needed to go to the firm’s library, locate the approximate volume, scan
the index, turn to the approximate page, and photocopy the research material. The time savings
are even greater if the publication has been misfiled or not updated timely.

Using a straight time billing approach, solely the client benefits from your efficiency. A
different billing matrix is needed to recover the costs incurred in CD-ROM hardware and
electronic publications.

A completed research project for one client may result in greatly reduced time required
for a similar project for another client. Consider value billing to adequately compensate your
work for the second client. Value billing allows your particular expertise in this area to be
recognized at full value, rather than at a standard hourly billing rate. Additionally, value billing
allows research time that could not be fully billed to previous clients to be spread out over a
wider client base. Similarly, any complex areas in which you have acquired particular expertise,
or in which you have been previously involved, are prime candidates for value billing when the
expertise can be used in work on subsequent engagements.
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Practice Tip. Establish a centralized research file to maintain research and advice letters
prepared in response to specific client issues for future reference (see Section 203.1.8).

Contingency Arrangements

Preparers cannot charge contingent fees for the preparation of original tax returns under the
new Treasury Circular 230 rules. A contingent fee is one based on a percentage of the taxes
saved, a percentage of the refund, or on specified other results. However, Circular 230 allows
contingent fee arrangements for amended returns or refund claims if one can reasonably
anticipate at the time of the fee arrangement that the matter will receive “substantive review”
by the IRS. Additionally, consider value billing when tax savings result from tax planning ideas
or complex tax calculations, or from favorable results in an IRS audit appeal process or in
litigation matters.

You must also consider state-imposed legal restrictions on your ability to engage in value
billing. Recognize the difference between a pure contingency arrangement and value billing
(where a higher fee recognizes your expertise and accomplishments on a certain piece of work).

One final point about value billing: Value billing is the concept behind a billing system
not based strictly on professional time or forms produced. Its aim is to truly capture the value
of your services. However, use the concept judiciously. Imagine your reaction if a mechanic
charged $1,000 for a late-night road-service call, claiming that his expert and timely service got
you out of a “tough spot.” He also reminds you of your last bill to handle an IRS audit, indicating
he likes the concept of value billing. The concept of value billing does not justify gouging clients
for higher fees.

Fees for Additional Services

Many practitioners think of themselves and their firms as being tax preparers or tax firms.
Despite this, many additional services can be completed for a client. These warrant separate

billing,

IRS Examinations

A tax preparation fee should not cover the cost of representing the client in an IRS examination.
The engagement letter should clearly state that any representation of the client by the firm
before the IRS is a separate engagement, subject to separate billing.

Several firms have tried the idea of “IRS audit insurance” with clients. Under this concept,
the client pays a set amount (for example, $50 per year) to the firm as “insurance” against the
cost of professional fees on an IRS examination. This approach may have some merit, but a
major caution against it is that it mitigates the client’s accountability. The client has little
incentive (other than a clear conscience and the risk of IRS penalties) to adequately and properly
provide all information. If client “shortcuts” in some of the recordkeeping result in an IRS
examination, the only cost to the client is the risk of the IRS penalty.

Practice Tip. If you elect to offer IRS audit insurance to your clients, carefully consider
two possibilities:

1. Offer this service to low-risk clients only. This obviously requires work on your part
and the establishment of criteria as to which clients fit in the low-risk category. You
must be prepared to explain your selection criteria to your clients.

2. Offer different insurance rates based on the audit risk of each client. This requires
that you measure and quantify the audit risk of each client.

Technical Research

If technical research is prompted by a problem pertinent to a particular client, the research
time should be billed to the client.
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For example, if a client sells a residence in a different state and moves into your state,
you may need to research the laws of the previous state regarding the tax ramifications on the
sale of the residence. The uniqueness of the situation can only be addressed through adequate
research on your part. The research time should be billed to the client.

The ever-changing tax laws and regulations create an extremely complex environment. It
is unrealistic to expect tax professionals to have first-hand knowledge of all areas. Research is
a normal and required aspect of a tax practice, and research time should be billed to the client.

Practice Tip. Always obtain a client’s clearance up front for research assignments. Adopt
a “No Surprises” billing motto.

Tax Planning Services

True value to a client comes with tax planning and reduced tax costs, as opposed to pure
compliance measures of drafting tax returns. When you spend additional time with clients that
is not specifically required for completion of their returns, and make specific recommendations
that result in reduced taxes, an additional billing should occur. Some practitioners prefer to
simply bill the tax returns at a higher fee; others create a separate billing amount for the tax
planning services.

Computer-Generated Schedules

Many taxpayers request copies of computer-generated loan amortization schedules and work-
sheets. When these services are completed, you should bill an additional amount to the client.
Remember to build in a charge for the hardware and software. However, when billing, remember
that banks offer these services for little or no charge.

There are numerous possibilities for additional services. Be aware of them and fulfill your
primary responsibility to the client: Full service and attention to all client needs.

Fee Setting Based on Demand

Should firms use higher billing rates for periods of high demand? The issue is based on the
simple economic principle of supply and demand. Periods of high demand may include times
when high volumes of work must be completed, as well as rush and other high-priority work.

Billing rates should be established on the basis of a number of factors, including value of
service provided, level of expertise of personnel, competitive pressures, and profit objectives.
Higher billing rates for periods of high demand can be acdomplished either by raising rates
during certain periods, or by discounting rates during other periods. The concept applies not
only to periods of high demand, but also to projects with short timelines.

Higher Rates in Peak Demand

In a perfect world, we would spread out our workload to create an even demand over 12
months. While nothing is perfect, opportunities do exist for leveling out the workload.

For example, if you can offer clients an incentive, such as a discount, to bring in their tax
information early or extend tax returns and services out of the busy season, peak workload
requirements can be diminished and work opportunities for the slower season can be created.
Alternatively, rates can be increased during the busy time. Firms using this approach increase
hourly rates for all tax professionals during the busy time, and use the supply-and-demand
explanation with clients.

Higher rates may be extended to all types of services, including tax and nontax work. After
all, vacation resorts typically raise lodging rates across the board during their peak season even
though they offer only one service: lodging. In a tax practice, however, extending higher rates
to traditional tax services may depend, in part, on whether the competition adjusts rates. This
strategy should be considered in light of the firm’s ability to prepare and complete tax returns
most efficiently during the busy season. Many firms find that during the peak months, professional
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personnel, along with the data processing system and support staff, are geared technically and
psychologically for the tax preparation process. Often, after April 15, the system is not as
efficient. Also consider the time and expense required during peak season to complete an
extension request for a return that will not be billed until months later.

Because encouraging extensions may not be feasible for all firms, the issue is raised for
consideration, and no conclusions are presented. If any consideration is given to encouraging
extensions as a routine matter, care must be taken that you do not lose sight of your primary
responsibility: Client service.

“’Rush’’ Jobs

If higher rates may be appropriate during periods of peak demand, there is justification, as
well, for establishing higher rates for rush and other high-priority jobs.

Client negligence in providing timely data that results in short-fused deadlines justifies a
premium rate or a write-up in the billing to account for the high priority placed on the work.
All rush activity in commercial enterprises engenders higher rates due to the higher costs
incurred. A similar approach in the professional tax area justly recompenses the firm.

Practice Tip. As opposed to actually establishing higher rates for rush and high-priority
jobs, consider simply marking up the bill (see Section 102.6, Value Billing). Much of the
work a tax practice does is of a high-priority status. Consider premium billing, primarily
in instances where client negligence in providing timely data results in a close deadline.

Direct Expenses and Data Processing Fees

A number of direct expenses are normally incurred in tax return preparation, including data
processing charges, phone tolls, postage and handling charges, photocopy expenses, covers and
binders, and so forth. Keep a record of these expenses so they can be fairly and appropriately
passed through when billing the client.

Some firms prefer to show direct expenses as a separate itemized charge on the bill, while
others include expenses in a summarized total amount. Whichever approach is used, be sure
to properly record direct expenses.

It is important, however, to consider materiality when recording and billing direct expenses.
To attempt to identify every long-distance phone toll to a specific client may be inappropriate
from a cost-benefit standpoint, particularly when a charge is very small. Similarly, to attempt
to identify every photocopy and postage charge with a client is inappropriate from a cost-benefit
standpoint. It is fairer and more efficient to set thresholds above which charges are identified
with a client. For example, keep a record of all long-distance phone tolls.

Your long-distance telephone company may be able to provide logs of the calls made from
each telephone station. Some telephone service providers can even require the assignment of
a two- or three-digit code after the dialing of the telephone number before the long-distance
call will go through. A detailed report of the long-distance calls assigned to each code is then
provided along with the monthly billing. A voice-mail system may also provide an automated
method of recording long-distance calls. All long-distance phone tolls over a certain dollar
amount (e.g., $5) on a phone company billing may then be associated with a specific client
from the log of long-distance calls. Then enter the charge in the work-in-process system.

Similarly, a number of photocopies (e.g., 20 copies) could be set as a threshold, with a
dollar amount added to the client’s work-in-process if the number of photocopies exceeds the
threshold. Postage charges, particularly express and overnight charges, exceeding a certain dollar
threshold (e.g., $5) could be identified with a client and entered into work-in-process. Although
the threshold amount is easier to determine if applied on an engagement-by-engagement basis,
it could also be applied on an annual basis for certain clients who incur frequent direct charges
that are individually immaterial but collectively significant.

Practice Tip. Direct expenses below the threshold amount are normally considered part
of the normal operating costs of a tax practice, and billing rates should be established to
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include these smaller amounts as normal overhead. The objective of recording direct
expenses over a certain dollar threshold is to capture material expenses that would normally
be considered over and above the types of expenses already built into billing rates.

Another method of allocating out-of-pocket costs is to establish a standard cost for
each type of return (e.g., Form 1040 with one state: $50; Form 1040 with two states: $75;
Form 1120 with four states: $150, etc.). This allocation should be added to all returns to
cover software costs, copying costs, telephone tolls and so forth.

Some telephone systems require a client number to be entered before long distance
calls can be completed. On a monthly basis a report can be produced showing the client
number, the date called, and the phone charge. Phone charges can then be assigned to
each client for inclusion in the next billing.

Subcontracted Work

Firms sometimes determine that it is more efficient to subcontract certain specialized work.
These costs must be passed on to clients as if the subcontractor were one of the firm’s own
technical employees.

While billing a client an amount higher than the actual subcontracted fees is not strictly
prohibited by the AICPA Code of Professional Conduct, some state boards of accountancy may
have more stringent ethics guidelines. Be sure to consult with your state’s position on the matter
before adopting this policy.

When preparing client invoices, do not mark up direct expenses, such as fees paid on a
client’s behalf, because of the possible ethical and legal restrictions. For example, if you are
passing on a $300 fee paid to obtain an IRS ruling, it would be nothing short of consumer
fraud to identify this fee on your client’s invoice at $500.

Practice Tip. A full recovery of all direct expenses will never occur. Bad debts and other
writedowns will come into play. Many firms use a small index factor to pass through direct
expenses. The index considers the uncollectibility of direct expenses from certain clients,
and compensates for the time value of money between the time the invoice is paid by
your firm and collection occurs from the client.

Determining Internal Data Processing Charges

If you handle data processing services internally, you can use several different approaches to
establish data processing charges. Some include the following:

e Formula based on outside bureau
o Time based
e Form based

Based on Outside Bureau

You can use a data processing charge formula similar to that used by an outside service bureau.
This often involves charges for the number of characters or indexes input, and the number and
types of forms output. The theory behind this approach is to get as close as possible to the
charge that would have been incurred with an outside service bureau. The added benefit is
that it emulates that charge and results in a cost familiar to many practitioners.

Time Based

Another approach is to base the data processing charge on a time factor. Treat the data processing
system as an employee, and assign a charge rate to the system. Determination of this charge
rate is a difficult task, but should be based on the cost and overhead of the system, with a
profit margin built in.

Example. A firm purchased a computer system for a total cost of $15,000, including
hardware and software. The system has an estimated useful life of three years. In addition,
the firm calculates that there is approximately $2,000 of annual overhead costs associated
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with the system. These costs include forms and supplies, materials and disks, insurance,
training, and so forth. The firm also builds in a profit factor of $3,000 annually. The total
amount to be recovered in the course of a year is $10,000 ($5,000 of system costs, $2,000
of overhead, and $3,000 of profit). If the firm assumes that 200 hours of processing time
will occur over the course of a year, a charge rate of $50 per hour would be established
for the system. Note that you may need to allocate the charge rate by percentage between
actual processing (higher percentage), and data entry or printing (lower percentage). It
may take a data entry person 30 minutes to input information for a tax return, but only
2 or 3 minutes for the system to complete the necessary computations.

An alternative approach would be to add an amount to the data-entry operator’s billing
rate to recover the computer system costs. For example, assume the data-entry operator logs
1,000 hours of chargeable time on the computer per year. Using the above facts, a charge rate
of $10 per hour could be added to the computer operator’s hourly rate to recover the costs of
the computer system. No separate billing for the processing time would be required.

Once the charge rate has been assigned, the amount of time spent processing with the
system must be extended by the charge rate. Do this, similarly, for the time spent by data-
input personnel. Because more than one individual may use a system for data input purposes
at the same time, a lower billing rate is appropriate during the data input phase as opposed to
actual processing.

Practice Tip. As more firms move to interactive return preparation, where the preparers
directly input data, charge rates assigned to the data processing department become
inconsequential. Consider providing a higher billing rate for all staff for time incurred
using a computer, such as tax return input or trial balance work. This approach spreads
the cost recovery of a computer system equally among all users of the system.

Form Based

As described in Section 102.2.3, some firms use a form based method of calculating charges.
Conceivably, the per-form charge could have data processing costs already built in. The critical
factor is to recognize that hardware and software costs are significant and that it could be
disastrous to ignore or underestimate costs associated with the data processing system.

Timekeeping

The first requirement for billing, collection, and profitability in a firm is proper timekeeping
by all individuals. This includes technical staff and partners and, normally, secretarial and clerical
personnel. We say “normally” because some firms establish rather high billing rates for their
technical and professional personnel and then do not record clerical time in association with
client service. This approach, however, appears to be the exception rather than the rule; most
surveys indicate that tax practice firms do bill for clerical services.

Whichever approach is used, the requirement for timely and full reporting of all time
spent on projects by all personnel is essential. There should be no exceptions! Time reporting
must occur according to firm requirements. Written reports should be submitted daily; however,
weekly reporting or, at the very least, biweekly reporting may be allowed under limited circum-
stances. Although your firm’s billing cycle may be every two weeks throughout the year, you
should strongly consider more frequent time reporting during the busy season. This is especially
important if you desire to bill clients as tax returns are picked up or mailed. Biweekly time
reporting simply doesn’t provide information fast enough for this strategy.

Practice Tip. Getting personnel to comply with accurate time reporting is a challenge.
Establish charge-time budgets for all personnel, including partners. Work together with
staff to establish charge-time goals for the year. Follow up with reporting of actual versus
budgeted time, and hold follow-up sessions with employees at intervals during the year.
(See Section 101.5.1.)
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Some firms review the charge-time statistics for personnel at staff meetings, on the theory
that peer pressure provides an incentive for more diligent time recording, although care should
be taken to control undue open criticism or competition between staff members.

Practice Tip. The best approach is to require daily completion and submission of time
reports by everyone (including yourself), and to meet with employees regularly (at least
quarterly) to review the actual number of charge hours recorded versus the budgeted
number previously agreed upon.

Distribute written policies regarding time report requirements. Address violations of
policy immediately. No exceptions should be allowed! Assign a staff member to be the
policy “enforcer,” one of whose goals it is to see to it that all employees always turn in
time reports on schedule. Evaluate that staff member in terms of goal achievement.

It is not unreasonable to expect employees to complete time reports before paychecks
are disbursed. After all, proper billing and collection of professional time provides the
funding for the firm’s payroll. Except as might be prohibited by labor laws, the firm’s
policy could be to withhold paychecks until time reports are brought current. Partners
might be the worst offenders!

Timekeeping System Alternatives

There are alternatives for both manual and automated timekeeping systems. Whichever is used,
the fundamental requirement of timely and full recording prevails. Examples of daily and weekly
time reports are at Exhibits 102-2 and 102-3.

Tax Return Routing Schedules

Even with an automated timekeeping system, many firms keep a tax return routing schedule
with each tax return or tax project. The routing schedule is used both to track the file and
provide a record of the date, the staff person, and the time involved in each particular aspect
of a project. The tax return routing schedule can also be used to compare the actual hours
incurred to budgeted hours. Section 101.4 provides a full discussion of routing schedules as a
part of the central control system.

While it appears redundant to record time both in the timekeeping system and on the
routing schedules, the routing schedule allows billing of a project upon completion, even if the
work—in-process report has not yet been generated. It permits monitoring variances between
the routing schedule and the work-in-process reports to be sure that all time is being properly
recorded on the routing schedules. Whenever possible, obtain the most current work-in-process
report and bill by adding unposted time from the routing schedule. Care must be taken not
to overlook charges. After the initial bill has been sent out, the chances of recovering overlooked
charges are minimal.

Avutomated Timekeeping

An automated timekeeping system that allows daily input of time reports provides another
mechanism for expeditious invoicing of work performed. Up-to-the-minute work-in-process
reports can accompany a tax return or other tax project requiring signature, and billing can
occur when the project is forwarded to the client.

The only disadvantage of such an approach is the discipline required from everyone in
the firm. Time reports must be completed on a daily basis, and computer input of the previous
day’s work must be completed as soon as possible after the start of the next day’s work. The
advantages, however, far outweigh the disadvantages. Tax returns and other tax projects for-
warded to clients can be accompanied by a bill.

Practice Tip. The importance of attaching a bill to tax returns and other completed projects
forwarded to clients cannot be overemphasized. Billing collectibility and cash flow are
significantly enhanced. With a well-structured, automated timekeeping system, complete
with enforced policies on daily submission of time reports, little excuse exists for not
attaching bills to tax returns and other completed projects. If for some reason the billing
does not occur at the time the product is forwarded to the client, attempt to total all time
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in the work and complete a billing as soon as possible after completion of the work. Each
day of delay diminishes collectibility and negatively impacts cash flow.

State-of-the-art time and billing systems allow each preparer to record their daily
time report directly, thus eliminating the duplication of manually completing time sheets
that are later keyed. Such systems also provide real-time billing information to allow bills
to be completed immediately as tax returns are signed.

Preparers who use on-line time recording are not immune from the failure of some
employees to report timely. Monitoring must still guard against noncompliance.

Billing Policies

You must develop and enforce billing and collection policies if your firm is to attain long-term
financial success. Your policies should assure that the fees are charged and collected in a way
that brings about the maximum return on the firm’s talent and resources.

The central concept behind your billing and collection policy should be this: Be sure you
get what you are worth, and don't sell yourself short. Tax practitioners are highly trained
individuals who perform extremely complex services. Do not underestimate the value of these
services—be sure that you continually strive to convey full value in everything you do. Always
provide the best possible services commensurate with the fees. Remember that you are billing
for professional advice, whether in person, over the telephone, or via written communication.

Consider the following guidelines when developing billing policies:

e Discuss fee policy during your first meeting with the client.

¢ Communicate your billing policies to clients in your engagement letter (see Section
101.13).

Bill clients immediately upon completion of the services.

Use progress billings for lengthy or sizable projects.

Resist efforts on the part of clients to have their bill reduced.

Use descriptive billing whenever practical.

Send the bill to the person who either pays it or approves it.

Consider application of retainers (see Section 102.12.2).

Discussing Fees With Clients

Discuss your fee policies during the first meeting (note meeting, not phone call or letter) with
a client. Be firm about the fees. Use language such as “per our standard fee” or “with returns
of this type.” Do not let a client dissuade you by claiming another firm charges less. Had the
client wanted to use that other firm, he or she would not be speaking to you. Finally, let the
client know that he or she should always feel free to discuss your fees anytime.

When to Bill Clients

You should send bills to clients promptly to keep cash flow healthy and to reinforce client
awareness of your services. Client appreciation for services rendered diminishes over time. Bill
the client while the end product is still fresh in his or her mind. The faster a client receives a
bill after completion of work, the better your chances of receiving payment. If your timekeeping
system allows (see Section 102.10), prepare and forward the bill at the time the project is
completed. This is true whether a tax project is picked up by the client, or it is delivered or
mailed.

Practice Tip. Add a box on the daily time report to check for any project that is completed
and ready for billing. The marked box will indicate to an administrative person that a WIP
report should be prepared and delivered to the responsible accountant for billing.

Progress Billing

Use progress billing for lengthy or sizable projects. First, clients should be made aware of
charges that are accruing. Second, they often prefer a series of small bills to one large one.
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Bill each significant project, telephone conversation, and piece of correspondence as soon
as possible after completion. Minor items, such as short telephone conversations and brief
correspondence, should be held for billing later with larger projects or more complex services.
Sometimes, monthly billing is appropriate.

Progress billing not only enhances cash flow, but heads off build-up of excessive amounts
in work-in-process, amounts that are eventually difficult to bill. Also, collection problems become
apparent before your firm has invested substantial time and resources.

Example. Charlie Smith has set aside Friday afternoon for billing. In reviewing the work-
in-process report for Colors, Inc., Charlie notes that there is $1,385 of work-in-process.
Charlie also knows that last year the billing for the same project was approximately $2,000,
and that the project this year is only about one-third complete. Progress billing will require
Charlie to analyze the situation immediately. If there are particular problems in the
current year, Charlie can address them at an early time, rather than waiting until after
the completion of the project.

Practice Tip. Require your firm’s administrative coordinator to provide you with a monthly
report on all clients with work-in-process (WIP) over a certain amount (as an example,
all clients with work-in-process over $1,000). Similarly, if the work-in-process system allows,
require a monthly report on all clients with work-in-process exceeding a certain age (as
an example, with unbilled work-in-process over 90 days). Reports showing the average
age of WIP for each accountant can identify those preparers who have ditficulty billing
timely. Special emphasis should be given to those preparers below the firm average in
billing timeliness.

Two questions should be asked about client work showing up on these reports:

1. Because of the large dollar amount, can the account be progress billed?

2. Because of the age of work-in-process, is this account being neglected? The objective
should be either to immediately complete the project and bill the work (resulting in
enhanced cash flow and client satisfaction), or to prepare a progress billing for work-
in-process. A report of this type will head off billing problems early and encourage
timely completion of projects.

All firms should have a regularly scheduled time for billing, either weekly or monthly.
Some firms have the partners bill together or bill each other’s work. Despite the obvious
commitment of additional partner time in nonchargeable activities, billings tend to be more
aggressive when two partners must concur with a write-down.

In any event, scheduling a pre-determined billing session with an administrative person
will help prevent convenient excuses from postponing the billing functions.

Billing Writedowns: When and Why

Resist efforts on the part of clients to get their bill reduced. Be aware of your firm’s fee policies
and their justifications. Recognize that discounting the bill after it has been rendered can lead
clients to believe they were overcharged to begin with.

Realizing work-in-process as cash receipts is essential to a firm’s profitability. Strict criteria
should limit writedowns at the time of billing, and appropriate authorization should be required
for writedowns. In addition, complete an analysis of writedowns to achieve better realization
in the future.

You should involve all staff in the effort to improve realization. Consider establishing a
budget of estimated professional time for all projects, including tax returns. Some firms attempt
to associate writedowns with specific individuals. The advantage of this approach is that strict
accountability is introduced in terms of why a writedown occurred, and this increases staff
awareness regarding the charging and billing of professional time and provides information
useful in personnel reviews. The disadvantage of such an approach is the time required to
allocate the writedowns to specific individuals. Arguments can arise on who should be “charged”
with a writedown amount, and significant effort may be required to reach agreement on the
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exact allocation on the writedown. In addition, the approach could have a negative effect on
staff morale if it is over-emphasized. Staff should not be asked or directed to complete client
work without recording time. Rather, staff should be counseled to improve efficiency of time
spent on a particular job if it is in excess of the budgeted time.

Establish criteria for allowing writedowns based on individual requirements. Some situa-
tions in which writedowns might be appropriate follow.

Training Time

Training might occur when an employee is involved in a project for the first time. The firm
should complete an adequate review of the employee’s work on initial projects so that future
projects of a similar nature do not result in the same training time. Look for instances of
inadequate supervision or lack of communication; inefficiencies that should be avoided can be
detected.

Accountant Errors

When an error on a project necessitates the redo of the work (e.g., an amended return where
an acountant error is involved), a writedown is appropriate. However, be extremely cautious
that writedowns do not occur due to the regular clearing of review points. The number and
complexity of tax regulations make it impractical to assume that everyone can complete all
projects with no theory or clerical errors. Because many errors ordinarily occur due to the
complexity of the tax system, billing rates for accountants are usually based on varying levels
of experience.

More Than One Practitioner Present in a Meeting

Under very limited circumstances, discounted billing may be appropriate in situations where
more than one practitioner sits in on a meeting. As an example, if one practitioner is intending
to be out of the office for some length of time, he or she may request another individual to
sit in on a meeting to obtain background information necessary to complete a project. In such
limited situations, it may be appropriate to discount the billing for the time of the second
individual. Such situations should be closely controlled; minimize times when more than one
practitioner must be present and the time for both cannot be billed. The practitioner may want
to inform the client up-front that billing for only one professional will occur.

Nonprofit Organizations

Some firms recognize the charitable and not-for-profit aspects of certain organizations by
discounting professional fees for them. Because of the discounted fees, many firms do not actively
pursue such work, but consider it only when directly approached by a nonprofit organization.
Regardless of your firm’s policy with respect to charities and not-for-profits, you should handle
such work during the nonpeak months and avoid it during the busy months. Discounted billing
situations should be closely controlled and monitored.

Practice Tip. The amount of the discount should be communicated to the not-for-profit
as if it were a “contribution.”

Quoted or Bid Fees

A writedown will be necessary for projects where a quoted or bid fee is applicable and the
actual work-in-process exceeds that amount. Such projects should be reevaluated before further
commitments are made, and billing should occur for any work completed outside of the
contracted engagement. This additional work should be examined and documented thoroughly
prior to billing for the additional services. In any circumstance, it is preferable to quote a range
of fees as opposed to a specific amount.

In the absence of significant internal errors and inefficiencies, there are situations in which
a writedown of work-in-process should be avoided. Some examples are the following:
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o Research projects that benefit a specific client and may also benefit other clients

e Writedown of work-in-process without client discussion because a higher billing may
result in a negative reaction from the client

¢ Response to an IRS inquiry on client matters

Controlling Writedowns

Billing should be the result of realistic pricing based on services rendered, not on issues such
as prior years’ fees (see Section 102.5) or personal relationships with the client. Establish
accountability related to billing writedowns, and authorization levels for billing anything other
than the total amount in work-in-process.

One practitioner recommends that the best way to control billing writedowns is to request
spousal approval on writing down any bill. While the recommendation-was made tongue-in-
cheek, the primary message holds: always require the approval of another person when writing
down any bill.

Practice Tip. Use a form for approving and tracking billing adjustments. The form requires
the biller to analyze the reasons for the writedown and explain them in writing when
preparing the bill. (Sample forms are included as Exhibits 102-4 and 102-5.)

e If the billing variance amount is less than or equal to 10 percent of the work-in-process
and the total variance is less than $100, the individual supervising the project has the
authority to authorize the billing writedown, other than for work related to tax returns.

o If the billing variance is more than 10 percent and/or the total dollar variance is over
$100, the authorization must be initialed by a partner prior to billing.

e For any billing variance exceeding $500, the approval of two partners is required.

Practice Tip. Some practitioners, when faced with what they believe may be a large
writedown, use the opportunity to telephone the client and discuss the matter up front.
Getting the client involved in the process and aware of the problem may sometimes lead
to a compromise in which less writedowns occur than if the practitioner had made the
decision personally.

Practice Tip. If you do choose to write down the bills of family members or professional
acquaintances, show the writedown as a discount on the bill. For example, if you write
down the bills of family members, show your regular charge and then list “Family Discount.”
For the writedown of a professional acquaintance show “Professional Discount” on the
bill. In cases where the bill was set by a fixed fee, show your regular charges (if they were
higher than the fixed fee) along with the final billing amount. Again, let all clients know
the true value of the services your firm provides.

On any billings that require writedowns due to staff training or errors, involve those
preparers in the billing process. Doing so will give them an appreciation for the agony
that often accompanies writedowns. It will also show them the direct consequence of their
inefficiency and should teach a lesson for future engagements.

Analyzing Writedowns

Once a billing adjustment has been authorized, forward the information forms to an administra-
tive person for review and filing. Have the administrative person analyze the amount of the
variance and complete informational reports on billing variances by client, individual staff
person, and reason. The disadvantage of introducing the administrative step will be more than
offset by the information available from the reports. You may determine that work for specific
clients consistently results in billing variances, that a particular staff person consistently has
significant variances, or that certain projects consistently result in billing variances. Furthermore,
there are computer billing systems that capture and report information, such as historic variances,
for each client.

At the very least, if billing variances are authorized, learn from the writedown. This may
result in staff reassignment, staff training, or even termination of a client.
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Practice Tip. Consider sharing some of the information regarding billing variances with
staff on a regular basis. While it is probably not a good idea to discuss billing variances
by individual staff person, there could be definite advantages to discussing variances related
to certain clients and to certain projects. Staff may be able to offer greater insight as to
the cause for certain variances, providing the basis for changes in work assignment or
client workloads. For example, consistent writedown of payroll tax services may indicate
efficiency problems in the entire payroll preparation rather than specific billing problems.

Billing Language

Some firms prefer a very detailed bill, giving lengthy descriptions of services provided, and
occasionally including the amount of time spent on each aspect of a project and the billing rate
of each individual. The advantage of a detailed billing is that the client is clearly reminded of
the services performed. The disadvantage is the effort and expense required to complete a bill.

Other firms allow computer-generated billing based on the actual time in the timekeeping
system. While the bill may not be as detailed, it provides an impressive document to the client,
assuming the client understands the mechanism by which professional time is recorded and

extended by the appropriate billing rate.

Practice Tip. Regardless-of whether bills are prepared manually or directly from the
timekeeping software, all employees should be encouraged to provide detailed work
descriptions on their daily time reports. The more descriptive the information presented
in a billing, the less likely is the client to question the amount.

Another approach is to use standard billing phrases and a coding system. This can be
accomplished with either a manual or automated system. Under this approach, standard phrases
are set up with an appropriate code. Billing is expedited because simple codes are used and
the detail is handled by clerical staff. Some descriptions may need a year or period added,
while others may need no additional information. For example, the following sample codes

might be used:
Code Description

1 Services related to preparation of 19XX U.S. and state Individual Income Tax
Returns

2 Preparation of 19XX U.S. and state Individual Income Tax Returns, and 19XY
Declarations of Estimated Tax

3 Services related to analysis of transactions for the year ended
and preparation of U.S. and state Corporation Income Tax Returns
4 Services related to analysis of transactions for the year ended

and preparation of 19XY U.S. and state Corporation Income Tax Returns and
19XX Corporate Estimate Declarations

5 Balance due, per prior statement

6 Preparation of Form 5500-C, Annual Report/Return of Employee Benefit Plan
for Sole Proprietorship for the year 19XX

7 Services related to calculation of 19XX U.S. and state individual income tax
projection, and consultation regarding year-end tax planning and recommenda-

tions
8 Services related to preparation of Form 1045, for Refund from Carryback
9 Services related to analysis of transactions for the year ended
and preparation of 19XX U.S. and state Subchapter S Corporation Returns of
Income
10 Services related to analysis of transactions for the year ended December 31,

19XX, and preparation of 19XX U.S. and state Partnership Returns of Income
11 Services related to preparation of Forms W-3 and W-2
12 Services related to preparation of Forms 1096 and 1099
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If justifiable, it is extremely important that detail be given on a bill to allow the client
future deductibility of a portion of the fee as legitimate business expenses.

For example, assume there is a $500 fee associated with summarizing the records for a
Schedule C and completing an income tax return. Two alternative billing approaches are as
follows:

Approach 1: Preparation of 19XX U.S. and state
Individual Income Tax Returns $500

Under Approach 1, the full amount might need to be deducted as a miscellaneous itemized
deduction. The client would probably achieve no benefit under this approach.

Approach 2: Summary of business records and
calculations regarding depreciation $300
Preparation of 19XX U.S. and
state Individual Income Tax Returns 200
Total $500

Under this approach, $300 is deductible as a business expense on the following year’s
Schedule C, reducing both taxable income and self-employment income. $200 is deductible
as a miscellaneous itemized deduction, subject to the limitation for miscellaneous itemized
deductions.

You must be able to justify the type of billing illustrated by Approach 2. A 1992 IRS
ruling, Rev. Rul. 92-29 (IRB 1992-16), provides guidance allowing a reasonable allocation of
a portion of the professional fees to the business portion of a tax return. The ruling applies to
Schedule C and Schedule F proprietors and to Schedule E rental and royalty activities. Some
allocation of time may be required, and specific detail of the breakout is advantageous. For
example, the following codes might be assigned:

la Services related to compilation of farm taxable income, including update of
depreciation computations and adjustments for asset acquisitions/dispositions
and general farm consultation

1b Services related to compilation of rental taxable income, including update of
depreciation computations and adjustments for asset acquisitions/dispositions
and general business consultation

1c Services related to compilation of business taxable income, including update of
depreciation computations and adjustments for asset acquisitions/dispositions
and general business consultation

Practice Tip. Always summarize important meetings and telephone discussions with file
memorandums. Send a copy of the file memorandum to the client “for informational
purposes only.” Besides clearly documenting the services performed, the tangible product
of the file memorandum going to the client often provides a better basis (at least in the
mind of the client) for billing the professional services.

Practice Management Software

The billing function can be significantly simplified through the use of practice management
software. Such software allows the automated preparation of bills based on the timekeeping
records. Often, alternate bill formats can be generated. For example, under one alternative,
the bill might show professional hours involved in addition to a dollar amount. Under another
alternative, only a description of the services and dollar amount is included on the bill.
Practice management software also produces useful management information for control-

- ling and analyzing billing writedowns, and in assessing the overall productivity of various members

of the firm. In fact, analysis of billing writedowns can be completed not only on a firm-member
basis, but also on a client-by-client basis, or on a “type of services” basis (e.g., individual tax
returns, fiduciary tax returns, corporate tax returns, etc.).

102.11.7



Chapter 102/Page 24

102.12

102.12.1

102.12.2

102.12

Information on available practice management software as well as Client write-up and tax
return preparation, and so forth, can be found in a number of technical publications, including
the Journal of Accountancy. On a regular basis, the Journal of Accountancy includes articles
comparing available software by capabilities, hardware requirements, price, etc. A number of
conferences and technology forums are also made available to the accounting community by
the AICPA, state CPA Societies, and software vendors.

Practice Tip. Be sure to encourage all staff to enter adequate descriptions in the timekeep-
ing system. By entering thorough descriptions, the use of practice management software
to automatically generate bills is significantly enhanced.

Collection Policies

The most important step in collections takes place long before an invoice is completed. Discuss
credit policies with clients at the earliest possible time as part of accepting a new engagement,
and as an ongoing part of service. Many professionals do not properly communicate credit
policies because they anticipate client resistance, or because they believe it to be unprofessional.
The engagement letter is one of your best opportunities to communicate credit policies, explain
the progress billing approach, and discuss payment expectations with clients.

Many firms place great emphasis on working long hours, recording significant charge time,
and controlling billing writedowns. Yet, ironically, many of these firms do not follow through
on collection techniques to bring actual cash into the firm. Until the receipt of payment occurs,
the cash effect of long hours, time recording, and control of billing writedowns is zero.

Handle collections diplomatically. Fees must be collected in a manner that minimizes any
adverse impact on client relationships. Consider the following guidelines when developing
billing policies:

e Check the credit of new clients and establish credit limits.

Request advance payments or retainer fees whenever feasible.

Implement procedures that set forth the steps in the bill collection process.
Consider charging interest on overdue accounts.

Personally contact overdue clients.

Consider requesting a promissory note when there is a danger of nonpayment,

Consider dropping clients who constantly dispute their bills.

Client Credit Checks and Credit Limits

If a prospective client’s fee is expected to exceed a certain amount, your firm might benefit
by running a credit check before client acceptance. While such a procedure might not be
practical for individual clients with expected billings under $500, it might be very practical for
a prospective small business client with an anticipated fee over $2,000. Credit bureaus and
collection agencies can provide credit checks for varying fees. It is the policy of some firms
not to begin performing services (i.e., preparation of tax return) until all prior year fees have

been fully collected.

Practice Tip. Set credit limits for your clients and compare your work-in-process to the
credit limits. Where credit limits have been exceeded, a progress billing may be in order.
Accounts in excess of their credit limits should be judged on an individual basis for a
possible discontinuance of services until the bill is paid.

Retainers

Many firms establish retainers for tax services, which presents both advantages and disadvantages.
In any retainer arrangement, the client must clearly understand that a final billing adjustment
will occur upon completion of the project, and that the retainer represents only a down payment,
or an estimate of what the actual fee may be.
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Retainer arrangements are appropriate if there is question about collection (e.g., a nonfiler
for several years or a client who previously had a poor payment history), or as a method to
level out the client’s payments for the year. For example, when monthly or periodic financial
reports are prepared, a monthly retainer allows the business to pay the projected fees evenly
in all months. Retainers are also appropriate when a client is in bankruptcy or a workout
arrangement, and for projects where future collection is questionable, such as a purchase or
sale of a business that has a small chance of actually closing.

The advantage of a retainer is the enhancement of cash flow. Retainer fees are steady,
incoming cash each month or quarter. From the client’s perspective, it is usually easier to pay
smaller amounts on a regular basis than to pay one or two large amounts during the year.

The disadvantage is that some clients do not comprehend the need for retainers and may
react adversely to the proposal. A careful explanation of the retainer arrangement to the client
is essential. In addition, make it clear that the retainer is not a fixed fee, and that additional
billings will occur for services that result in fees over and above the retainer amount.

Practice Tip. Retainer arrangements shouldn’t keep you from analyzing work-in-process
regularly to head off budget overruns or special items that should be billed in the current
cycle.

One alternative to retainers is to estimate a client’s projected fees for a year. These fees
may be for services such as tax planning meetings and preparation of actual tax returns. Divide
the total amount of estimated fees by four to obtain a quarterly amount, or by 12 for a monthly
billable amount. Monitor the actual fees versus the billed amount on an ongoing basis. Adjust
the billed amount, if necessary, at regular intervals during the year. Complete a final adjustment
annually, usually when the tax return is completed.

If these estimated amounts represent a level billing amount through the year, any excess
paid in should be refunded to the client, or applied against future services. This approach is
similar to the budget billing process many utility companies offer.

Practice Tip. Always require a retainer when completing services for a nonfiler of several
years or for a client who previously had a poor payment history.

Collection Procedures

Many different approaches are used in forwarding bills and controlling the collection process.
These are key points for collections:

1. Complete time sheets and other billing data in a prompt and timely fashion.
2. Standardize and computerize the billing process.

Practice Tip. Collections cannot occur until invoices have been completed. Invoices cannot
be completed until time sheets and other billing information are made available to the
billing system. Be sure all professionals, including partners, submit time records in a
prompt and timely fashion. Once all time records and billing information for a client have
been gathered, complete and mail the invoice in the most expeditious manner.

Many firms believe special billing formats are required or additional correspondence
should be submitted with the invoice. It is not uncommon for those responsible for billing to
struggle with the billing information. They often introduce delays by writing and rewriting work
descriptions, struggling over fee writedowns, and mentally reworking almost the entire work
product when the billing is completed.

Streamline billing procedures and make them standard. If computerized bills can be
generated, a faster billing process and a lower inclination for billing writedowns result. Many
clients respond favorably to computer-generated bills. Part of this favorable response appears
to be psychological, as the bills have a favorable appearance, and obviously were automatically
generated (and everyone naturally assumes that the computer knows how to calculate amounts).

Occasionally, firms use the billing process in part as a marketing tool, in an attempt to
generate additional services. Additional correspondence to the client often accompanies the
bill, explaining issues and making recommendations for additional services.
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Practice Tip. The last step of collecting cash must be properly prioritized. Some firms
actually go through all the steps of completing quality services, recording time, and forward-
ing invoices, but do not follow up on the last step of collecting cash and getting it to the
bank!

Some firms accept credit cards, such as VISA and MasterCard, in payment for fees.
Many clients want to use credit cards to get frequent flyer miles, so you may find your
larger individual clients are using credit cards. Your fees in such cases should allow for
bank charges. Discounts are occasionally offered if payment is made when a client picks
up completed work. The advantage of these approaches is the early and certain collection
of cash. The disadvantage is the percentage fee for credit cards and discount amount lost.
Credit card acceptance has become increasingly popular with many firms. Discounts are
less popular; most firms require cash payment or extend short-term credit. These firms
do not feel the discount is a necessary tool to enhance cash collections.

Practice Tip. Consider putting a specific due date rather than “payment due upon receipt”
on your invoice so that your client knows when you expect payment. You will be surprised
how this simple change will improve cash flow.

Handling Overdue Accounts

Be sure to implement follow-up procedures that go beyond the simple reminder bill. Send a
“past due” reminder after 30 days, and again at either 45 or 60 days. Samples of applicable
correspondence are discussed below.

Remember that when you complete professional services for clients, you record the charge
time and create an invoice for the services. When you need to spend time with late payers,
you are actually taking time away from your ability to complete and charge professional services
for other clients.

Many practitioners actually record the time spent in collection activities. They identify
this time by client and then use the resultant management information in deciding which clients
remain desirable. One simple approach is to record the time using the client number and a
category code or other identifying code of “collections,” in order to capture the time spent on
collection matters.

If you elect not to include the time spent on billing, the realization for the particular
client will be lower (since the collection time would be written off). In analyzing your clients
with low realization, those clients requiring collection activity may surface as being undesirable.

Some firms use interest charges to encourage payment. Interest charges must be within
legally allowed amounts. In addition, some states require advance notice and proper disclosure
when interest charges are added to overdue balances, so be sure to review the applicable legal
requirements in your state before imposing interest charges. Other firms do not apply interest
to overdue accounts, arguing that the firm’s policy is payment when due; an interest charge
indirectly gives the impression that other arrangements are acceptable.

Contacting Overdue Clients

If reminder notices on overdue accounts do not achieve immediate results, initiate telephone
contact with the client. Many clients respond better to a telephone call than to follow-up
correspondence. The personal nature of a telephone call may either better justify the billings
or answer questions the client may have.

Practice Tip. Many states and municipalities have restrictions on harassing telephone
calls, so be careful of the number of telephone calls and the tone and approach of the
calls.

When making a collection call, first identify yourself and your firm, and then make certain
of the identity of the customer and the individual to whom you are talking. Talk directly with
the person responsible for paying the bill, such as the owner or controller. Immediately state
the reason you are calling: to communicate that the account is past due and to request full
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payment as soon as possible. Once this has been stated, allow the client to respond and to
explain any possible reasons for nonpayment.

Before concluding the collection call with a client, arrive at a satisfactory solution or a
plan for the next step. Be sure to properly document the conversation and note any agreements
reached. It is best to immediately follow up with brief correspondence to the client summarizing
the discussion and the solution agreed upon.

Some firms have established someone other than the client partner, such as the office
manager, as responsible for collections. The advantage of this approach is that this third party
may generate a quicker response from the client. The disadvantage is that the person may not
understand the facts of the situation well enough to respond to client comments, which could
irritate a client otherwise disposed to pay promptly.

Collection Correspondence

Reminder bills and correspondence for collection take many formats. The correspondence
should reiterate the firm’s policies on overdue accounts.

Exhibit 102-6 illustrates a sample policy on overdue accounts, which can be sent to clients.
Exhibits 102-7 and 102-8 illustrate sample correspondence for an account 60 and 90 days past
due, respectively. Exhibit 102-9 is sample correspondence regarding a second occurrence of
an account being past due.

Suing for Collection

Many firms are reluctant to sue for collection for professional liability insurance reasons. One
of the questions asked on most applications for professional liability insurance is whether the
firm sues clients for collection. The concern of the insurance carrier is a countersuit by the
client. Even a frivolous countersuit could cost the firm and the professional liability carrier
dearly.

Use extreme discretion in suing for collection of accounts. You may want to look at
collection matters on a case-by-case basis. Be sure to leave the impression that a suit for
collection will occur, because it is a lawful recourse. Even professional liability insurance carriers
do not prohibit lawsuits for collection—they simply warn of the potential pitfalls and discourage
lawsuits.

Practice Tip. As an alternative to a suit, consider converting the overdue balance to a
promissory note. If possible, have the client personally sign and guarantee the note. A
promissory note has greater legal enforcement than a simple accounts receivable amount.
Assuming the personal guarantee can be obtained, collection can presumably occur from
the business entity (e.g., a corporation or partnership), or from the individual. Most lawyers
feel that converting an accounts-receivable amount to a promissory note removes any legal
question about the type and quality of services rendered. The client essentially agrees to
the services that were performed—only the collection remains in doubt. With a normal
accounts receivable, the risk is always that the client will argue that payment has not
occurred because the services were unsatisfactory.

Negotiating Trade-Outs

Some delinquent clients may suffer from chronic cash shortages but be long on services or
products useful to a tax practice. Don’t hesitate to take services or goods in lieu of cash to
lower the amount past due. The client may be extremely willing to participate in a trade-out
program because the client account is credited for the value of the goods or services but the
client’s out-of-pocket cost is significantly lower.

Trade-outs can occur with a vast number of clients. Office supplies from a printing
company, software from a computer outlet, company vehicle maintenance from a service station,
or even the annual company party from a restaurant client. Be aware that bartering income is

‘taxable income; however, this usually would be offset by a legitimate company expense. Any

nonbusiness services or goods received by a firm partner need to be treated as personal taxable
income.
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102.13

102.13.1

102.13.2

102.13

Annual Fixed Client Costs

One factor in capturing all costs and setting billing rates and tax service fees is the annual fixed
cost of dealing with a client. Most firms incur correspondence and mailing costs from newsletters,
year-end updates, tax return worksheets, and related materials. File folders and file cabinets
need to be purchased, and insurance secured on the file contents. Entries to the data processing
system must be made, and backups of this information must be completed on an ongoing basis.

Assess this annual fixed cost and facter it into the fee system. Low-fee clients may turn
out to be unprofitable or only marginally profitable once annual fixed costs are considered,
unless they are a valuable referral source.

Calculation of the Annual Fixed Cost

Many of the elements in the annual fixed cost have been discussed above. Some firms complete
file reviews on an annual basis for each client, and require checklists and other documents to
be completed.

An example of calculating the annual fixed cost of a client follows.

Newsletters and postage $ 1.50
Tax organizers and other client worksheets 4.00
File folder and portion of file cabinet 1.00
Annual insurance costs 1.00
Data processing costs, including file backup and printed material 3.00
Professional liability insurance (estimated) 4.50

Total $15.00

This example is given for illustrative purposes only. It highlights the annual costs associated
with a client, whether the fees billed for a tax return are $25 or $2,500. Admittedly, arguments
could be made tying certain costs, such as professional liability insurance, to the size and
complexity of the engagement. The key issue is to recognize that an annual fixed cost exists
for each tax client, regardless of the size of the tax return.

Practice Tip. Consider adding an annual charge to the work-in-process of every client of
(as an example) $25 on January 1 of each year to cover the annual fixed cost of retaining
that client. Alternatively, add $1 or $2 to the professionals’ hourly billing rate to cover
these administrative charges. The amount does not necessarily need to be actually billed
through to a client, but it does allow for using the work-in-process system as a total cost-
capturing tool. If these fixed costs were considered when setting billing rates (as discussed
in Section 102.2.1), no additional adjustment is necessary.

Cost of Adding a New Client

Similar to the cost of retaining a client on an annual basis, there is a cost associated with adding
a new client. Many firms require registration forms and credit checks to be completed prior
to formally accepting a new client. New entries into the data processing system and the due-
date list must be made, and file folders must be set up.

The cost of adding a new client varies from firm to firm, depending on the amount of
effort put into credit checks and background checks (if any) on the client. Some firms immediately
add an amount to work-in-process for the cost of adding this new client. This, again, allows
the work-in-process system to be used as a total cost-capturing tool.

By adding an amount to work-in-process, the acceptance of clients who will generate only
small fees can be discouraged. For example, if a new-client fee of $50 is added for a new client,
it may be difficult to obtain full realization on a tax return fee of a new client whose prior
accountant charged a fee of only $75 to $100 to prepare the tax return. For larger clients, the
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new-client fee is an insignificant amount, having essentially no impact (as a percentage) on
overall realization.

If the cost of acquiring a new client is to be absorbed in overhead, established billing
rates need to be adjusted higher to recover these additional overhead costs. Exercise caution,
however, that a new client is not “penalized” by requesting the services of your firm.

Cost of Tax Return Materials

You should also assess the costs of materials associated with the tax preparation process. Tax
organizers and other materials enter into the annual cost of retaining a client. In addition to
organizers, materials such as estimate vouchers, instruction sheets, client copies of materials,
and tax return packaging materials must be considered. Either build these costs into the rate
structure of the professionals or add a charge to each tax return to account for them.

Many firms add a standard processing charge (e.g., $30) to cover the cost of these materials
and other miscellaneous charges. This is over and above any computer fees and other direct
expenses, and is simply added to other costs associated with completion of the tax return. Many
firms vary the processing charge based on the size of the return, under the reasonable assumption
that the material cost is higher for larger and more complex returns than it is for small and
simple returns.

Developing a Tax Practice Business Plan

Lean times, rising costs, and the tough realities of increasing competition have shown that firms
and practitioners must have a clear sense of mission and purpose as well as plans for practice
growth, staff development, and client service that can make the firm responsive to changing
conditions. Planning, undertaken formally, is the process whereby the firm takes action to
become what it wants to become. The firm identifies opportunities and weaknesses, and allocates
resources accordingly to exploit or overcome them.

A multi-year tax-department business plan should address administration, staffing, training,
and marketing, and should provide general guidance for daily work and decision-making. The
plan should support a creative, innovative, and cooperative environment. It should be action-
and results-oriented, and it should establish priorities.

Generally, most departmental plans begin with a reiteration of the firm’s statement of
philosophy or mission statement. The objectives and goals for each area of departmental concern
(i.e., administration, staffing, training) are derived from these statements of purpose and direc-
tion. Objectives and goals, accompanied by specific activities that are assignable, measurable,
and have due dates, are generally known as strategies. Each area of the firm’s tax practice
would normally set forth strategies for getting to where they want to be—for achieving the
plan’s purpose. Following are some guidelines for setting objectives.

Planning objectives must—

1. Be in writing—definite, clear, and objective.

2. Specify a result to be accomplished in terms of what and when (in dollars, time,
percentages, quality, etc.).

3. Be expressed in action verbs.

4. Be realistic and attainable, recognizing internal and external restraints.
5. Specify a target date of accomplishment.

6. Assign responsibility for goal attainment.

7. Be coordinated with mission and philosophy statements.

A

sample tax group business plan is reproduced as Exhibit 102-10.
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Exhibit 102-1: Tax Return and Billing Memo—Fee Increase Justification

SWIFT, MARCH & COMPANY

CERTIFIED PUBLIC ACCOUNTANTS
200 Main Street
Noplace, Anystate 00000

TO: Mike & Mary Jones
FROM: Robert Swift, CPA
DATE: February 21, 1999
SUBJECT: 1999 Individual Income Tax Returns

The results of your 1999 individual income tax returns are slightly better than we projected at tax interview
time, as the few additional expenses you forwarded helped out. The federal balance due is now $1,547 with a
small state refund of $249.

Your federal taxable income is $96,369, over $15,000 more than 1998. The first $43,050 is taxed at the lowest
15% federal bracket, with the remainder at 28%. The next bracket of 31% starts at $104,050. Deducting the
business vehicle usage saved you over $3,000 in taxes.

If you have not already done so, you could still make a Roth IRA contribution of $2,000 for each of you for
1999 by April 15, 2000. Unless your income is likely to be over $150,000 for 2000, you could also put in a
2000 contribution any time. As your children begin to earn wages, you have an opportunity to make Roth IRA
contributions for them as well.

Finally, a few words about our fees. We arrive at our fees by tracking the time involved in preparation. Your
returns, as with most we are seeing for the 1999 year, have an increase in time and charges. The reason, of
course, is all the changes which have occurred in the federal and state tax system. While this added
complexity is unfortunate, the positive aspect is that most of the changes involved increased tax credits, new
deductions, capital gain calculations and other developments which reduce taxes. We would be pleased to
provide more detail regarding our time and charges, if you should desire any further explanation.

One of the tax changes that affected your return was the HOPE credit. You received a $1,500 reduction in
your taxes as a result of this credit for college tuition.

Thank you for the opportunity to work with you. Please let me know if you have any questions regarding the
returns.
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Exhibit 102-3: Weekly Time Report

WEEKLY TIME REPORT

Employee Week Ended / /

DAY Mon. Tues. Wed. Thurs. Fri. Sat. Sun. TOTAL

Chargeable hours, per
daily time reports

Non-chargeable:

Vacation

Holiday

Sick

Continuing Education

Civic/Professional Soc.

Staff Meetings

Billing/Collections

Clerical (clerical
use only)

TOTALS

Total $ misc. charges $

1/00



Chapter 102/Page 36

Exhibit 102-4: Billing Adjustment Sheet

BILLING ADJUSTMENT

Billing Month: Work-In-Process:
Client Number: Amount Billed:
Client Name: Variance Amount:

Brief Billing Description:

Variance Explanation:

Accountant In Charge Date
Partner Approval Date
Partner Approval Date

Authority Needed

1. Variance less than 10% and/or total dollar variance under $100—Accountant in Charge (optional)
2. Variance more than 10% and/or total dollar variance over $100—Partner approval
3. Variance over $5600—Two partners approve
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Exhibit 102-5: Tax Return Writedown Control Sheet

SWIFT, MARCH & COMPANY
TAX RETURN WRITEDOWN CONTROL SHEET

Taxpayer Name

Form Initiator (use Employee Number)

Amount of WIP $

£

Amount of bill

Category (see below)
—check all that apply

1

Comments (if any):

Categories:

1. TAXSOFTWARE rerun charged to Swift, March and Company.
2. Writedown exceeds $10.00.
3. Writedown exists and 20YY fee is equal or less than 20XX fee.

For administrative use only:
Dollar Variance
Percent Variance

Approved:

{(when required)
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Exhibit 102-6: Collection Policy—Overdue Accounts

SWIFT, MARCH & COMPANY
POLICY ON OVERDUE ACCOUNTS

In order to provide the most timely and highest quality service to those clients most desirous of the
professional services performed by Swift, March & Company, it is hereby adopted as a corporate
policy that the following should occur for any client for whom a balance due amount exceeds more
than 60 days, according to the internal accounts receivable system:

1. All professional services will be immediately terminated until such time as the entire account
balance for the client has been paid.

2. At the time the account hits more than 90 days according to the accounts receivable system,
the account shall be subject to all collection activities.

3. Where a client has previously hit 90 days past due, and there is a second occurrence of the
client hitting more than 60 days past due, the client will be dropped from the active list and
correspondence will be forwarded to the client informing them of termination of services by
Swift, March & Company. Once the client balance is again current, future work will be
performed on a retainer-only basis for the following 24-month period.

There shall be no exceptions to the above policy in the absence of mitigating circumstances. Any
such circumstances must be approved by a partner.

Approved:

Date:

1/00



Chapter 102/Page 39

Exhibit 102-7: Collection Correspondence—Account 60-Days Past Due

SWIFT, MARCH & COMPANY

CERTIFIED PUBLIC ACCOUNTANTS
200 Main Street
Noplace, Anystate 00000

Upon reviewing our records, we note that your account in the amount
of is now in excess of 60 days past due.

We hope that this reminder will be sufficient for you to promptly mail
us your payment. We look forward to receiving your payment within
the next 10 days.

If you have any questions on the computation of our fees, or concern
regarding the services that we provided, please contact us.

Sincerely,

Swift, March & Company

Partner in Charge

Enclosure: Policy on Overdue Accounts
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Exhibit 102-8: Collection Correspondence—Account 90-or-More Days Past Due

SWIFI, MARCH & COMPANY

CERTIFIED PUBLIC ACCOUNTANTS
200 Main Street
Noplace, Anystate 00000

Our office sent correspondence to you on , 20
requesting that you make payment on your account balance of

§______ or to contact us regarding any comments or questions you
may have regarding our billing.

As of this date, we have neither received any payment on your account
nor have you contacted us to discuss payment terms. If we do not hear

from you within 10 days, we will be forced to turn this account over
for collection.

We regret having to take this action, but your inattention to our
previous reguest leaves us no choice.

Sincerely,

Swift, March & Company

Partner in Charge

Send Return-Receipt
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Exhibit 102-9: Collection Correspondence—Second Past Due Occurrence

SWIFT, MARCH & COMPANY

CERTIFIED PUBLIC ACCOUNTANTS
200 Main Street
Noplace, Anystate 00000

Upon reviewing our accounts receivable ledger, we note that your
account in the amountof $ __ is now in excess of 60 days past
due. We also note that your account was recently more than 90 days
past due before collection occurred.

If we do not hear from you within 10 days regarding payment on this
account, we will be forced to drop you from the active list of our clients
and will be unable to perform professional services for you in the
future. If, however, we immediately receive payment, we can continue
to perform professional services but only on a retainer basis.

We regret having to take this action, but your account has become a
recurring collection problem that leaves us no alternatives.

Sincerely,

Swift, March & Company

Partner in Charge

Send Return—Receipt
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Exhibit 102-10: Tax Group Business Plan
TAX GROUP FIVE-YEAR BUSINESS PLAN
2000-2005
Firm Philosophy

o To promote an environment of creative enthusiasm, loyalty, and team spirit, where challenges are faced in a
positive way, where individual potential is encouraged, and where ideas are explored openly.

e To render to our client and community outstanding professional and personalized service, which they perceive
as valuable to their continued prosperity.

¢ To be innovative and progressive, seeking new service areas of high value, while efficiently expanding our
existing areas of service.

Firm Mission

To be a leading (in terms of quality, professionalism, and profitability) regional accounting and management
consulting firm, with intense management involvement in all aspects of the practice and client service.

Tax Group Philosophy

To provide existing clients with the best service and product possible, and to foster the growth and development
of our tax practice by obtaining new clients and fully servicing existing clients.

Tax Group Mission
e To grow and develop our tax practice through effective marketing exposure and satisfied clients.
o To develop a reputation as efficient, creative tax professionals who understand quality client service.

» To develop staff as high-level tax consultants who provide profitable tax products (written research memoranda,
issue-oriented return reviews, etc.). Staff must be more than compliance-oriented technicians.

¢ To find solutions that minimize or eliminate problems caused by diversity of client base, varying degrees of

workpaper quality, amount of tax work done outside the group, varying levels of tax knowledge among staff,
and increasing statutory complexity.

1/00



Exhibit 102-10: Tax Group Business Plan (cont.)

TAX GROUP BUSINESS PLAN

ADMINISTRATIVE

Chapter 102/Page 43

Goal: Provide a system of work flow throughout the office that will both track work and provide for efficient and

timely production.

1. Identify areas of improvement by visiting other firms

a. Discuss with

appropriate local firms to visit.

b. Determine who should make visit and make arrangements.

c. Visit selected firms (above)

2. Other work flow items

1/00

a

d. Library—catalog all tax resource materials; locate missing issues
and publications; establish library checkout procedures; centralize
ordering of tax material; investigate computerized library service.

Tracking of tax work
a.
b.

. Pursue computer network compatibility

Transfer of

Efficiency and timeliness of tax return preparation: Develop system

3

Establish Tax Software Resource Group

s computer responsibilities to other staff.

Forms: Verify that appropriate prior year forms are being kept.

for monitoring for major clients.

. Establish procedures to assure that time budgets for each job are

Establish tax project department control log.

Each person responsible for “A” clients should develop own
tracking device.

Short projects—always get internal due dates and be sure to
inform partner-in-charge of problems well in advance of due date.

realistic and properly communicated to staff.

Staff Assigned

Target Date

7/00
7/00
7/00

Ongoing
2000-2002

Done
Done

6/00
6/00

7/00

7/00
Ongoing
Ongoing

7/00
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Exhibit 102-10: Tax Group Business Plan (cont.)

TAX GROUP BUSINESS PLAN
PERSONNEL

A. Goal: Establish future staffing requirements

1.
2.

Update current organizational chart, change format

Create organizational chart representing 5-year staffing needs.

Develop 2-year goals

a. Department size 30

b. Partners, principals
Managers
Supervisors
Staff
Interns
Administrative Assist.

Total 30

10)[\)0003010)

Bring into Tax Department more preparation work to allow for
training of staff level personnel.

. Coordinate personnel and staffing needs with satellite offices.

. Develop current and projected fee base necessary to support

respective staff levels. Develop 2-year goals.

6. Analyze present office space. Make recommendations for change.

7. Analyze projected office space requirements.

8. Begin planning target dates for tax staff promotions.

B. Goal: Recruit additional staff

1.

2.
3.

Determine the need for an entry level or 12-18 months
experienced person.

Recruit intern to work summer of 2000
Recruit intern to work fall 2000 and spring 2001

C. Goal: Improve scheduling

1.

Develop master schedule from computerized service plan.

D. Goal: Improve evaluation procedures

1.

2.

Improve timeliness and quality of evaluations.

Have all written evaluations pre-approved by group managers prior
to meeting with staff.

Staff Assigned

Target Date

7/00

7/00

Ongoing
5/00 &
Ongoing
8/00
Done
8/00
Done

8/00
Done

Done
8/00

7/00
7/00 &
Ongoing

Ongoing

1/00
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Exhibit 102-10: Tax Group Business Plan (cont.)

1/00

Goals: Provide highest quality service to “A” level clients in an efficient and timely manner.

TAX GROUP BUSINESS PLAN
CLIENT SERVICE

A. “A” Clients
Task Staff Assigned Target Date
1. Develop and implement service plans/extend service plan to Those assigned Continuing—
include budget of time and fee involved. coordinated by report on
status at
quarterly
intervals
2. Encourage more and earlier projections in order to avoid Those assigned
surprises. coordinated by
3. Perform accrual reviews for all audit clients. Those assigned
coordinated by
4. Develop and implement an organized approach to handling Those assigned
“A” clients. in conjunction
with accounting
staff

a. Work must be scoped out in beginning with materiality of all questions evaluated in light of the

budget.

b. Alternatives should be given to the staff/client and an approach agreed upon by everyone
including a budget and a mechanism for follow-up. Any potential problems in budget and
turnaround dates should be communicated to the partner-in-charge/client as soon as possible.

c. Those assigned to “A” clients should establish their own internal files which must include a
profile of the client, including all related entities, copies of all projections and correspondence and
tax memoranda. Additionally, the tax staff assigned to an “A” client should in all cases try to

attend meetings with the client as well as attend client service plan meetings.

B. Direct interaction with all clients.

1.

Copy clients on articles, tapes, memos. Ali staff
. Go over tax returns with clients personally by delivering vs All staff

mailing.

Go over client service plan with clients. All staff

Encourage and solicit feedback from clients on service levels. All staff

Ask client: “What do you want?” “Are you satisfied?” All staff
. Build relationships with controllers: All staff

a. Take to lunch.

Report
quarterly

Report
quarterly

Report
quarterly

Report
quarterly

Report
quarterly

Report
quarterly

b. Coordinate delivery of returns and relevant information material to controller as well as owner.

c. Ask for referrals.
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Exhibit 102-10: Tax Group Business Plan (cont.)

C.

Task

Indirect action relating to all clients.
1. Turn every seminar/study group attended to client benefit:

a. Ask what client coursework is relevant to.
b. How can | use this information to provide a service to a client?

2. All calls should be returned within 24 hours.

3. Short research projects should be turned around in 48 hours,
when possible, or provide alternative.

4. Revise client service plans quarterly.

5. No tax return should be delivered more than two weeks after
interview date.

6. Promise things two days later than you plan to deliver.

7. Use more graphics in client presentations; visual approach is
usually more impressive and easier to understand.

Il. Establish liaison approach for high-volume “B” and “C” clients.

A. Establish technical and administrative liaison for all four accounting groups

B.

1. Responsibility as technical liaison to all groups would be to
monitor changes in the law and current developments along
with the primary liaison to spot potential areas needing tax
alerts or training sessions.

2. Responsibility as administrative liaison to the groups would be
to assure that the groups are getting proper service and
support from the Tax Department and to support the marketing
efforts.

The primary liaisons would be as follows:
Group Liaison

Pro
Auto
RE
M&D
PFP None

1. The responsibilities of the primary liaisons:
a. Attend group meetings when needed.

Staff Assigned Target Date
All staff Report
quarterly
All staff Report
quarterly
All staff Report
quarterly
All staff Report
quarterly
All staff Report
quarterly
All staff Report
quarterly
All staff Report
quarterly
- Immediate
Immediate

b. Handle questions for “B” & “C” clients (under same approach mentioned above for “A” clients

i.e., scoping, giving alternatives, budgets and follow-up).

c. Train group on changes in tax law and any current developments.

d. Handle tax administrative task probiems for the group.

Ill. Render tax examinations services.

A
B.

Centralize office audits under one person.

Begin tracking all issues involved in corporate and partnership tax
examinations.

. Become an expert on IRS procedures.

. Train one other person in handling of office exams as well as IRS

procedures.

7/00
7/00

Ongoing
8/00

1/00
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TAX GROUP BUSINESS PLAN
MARKETING
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Goal: Project a true image of outstanding client service and develop a reputation as a number one tax firm. To
do this we must involve everyone in the Tax Department at every level. To achieve this each individual should
set goals and develop an overall marketing plan for themselves. Goal should be quantified. Each individual
should target areas which he/she wishes to develop further within the firm and build goals around those
objectives. For purposes of the marketing plan four markets have been identified.

1. Current clients

2. Prospective clients
3. Referral sources
4. The firm groups

1. Perform internal marketing to the firm groups

1/00

. Brainstorm with other partners and associates within the firm to

determine how you can help them and/or where your marketing
efforts should be exerted. Through frank discussion, determine
what areas you want to market.

. Continue partner/principal training with success stories more

frequently.

. Continue and improve on current use of tax alerts while trying to

demonstrate the benefits of transforming such information into
chargeable work.

. Develop marketing subcommittee within the tax group to meet on

a regular basis. Stress tax awareness within the firm.

. Continue to improve on our internal training to other groups by

making it more practical and helpful to staff.

Spend more time with “A” clients by scheduling meetings with
them and/or with the accounting staff assigned to them (see
service strategy area for better service to “A” clients), keeping in
mind that a concentrated effort should be made on developing
more “face-to-face” time with clients. A tax planning memo written
by the tax specialist on each account may be advisable.

. Make better use of voice mail for sharing information.

Staff Assigned

Target Date

All staff with
coordination &
follow up by

All staff with
coordination &
foliow up by

All staff with
coordination &
follow up by

All staff with

coordination &

follow up by

All staff with
coordination &
follow up by

All staff with
coordination &
follow up by

All staff with
coordination &
follow up by

All staff with
coordination &
follow up by

8/00

8/00

8/00

8/00

8/00

8/00

8/00

8/00
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Exhibit 102-10: Tax Group Business Plan (cont.)

2. External marketing should be geared toward expanding services to
current clients as well as establishing new client relationships.

a. Make periodic client contact via telephone conversations or, if
possible, in person. Direct meetings and consulting time with
clients are perceived as the most valuable time spent on an
engagement and typically lead to additional tax services. Follow up
in writing with the client. For better relations with other groups,
always inform other members of the client team of your efforts.

b. Operate on a proactive basis by taking the initiative with clients.
Send relevant information to clients, such as articles, current
events, new tax issues, prospective legislation, cases/rulings, etc.
This will make clients feel that you really care about them and their
business.

c. Consider seminars on success stories for referral sources.

d. Set up study groups to help other professionals who can provide
client referrals (i.e., attorneys).

e. Network with other professionals as often as possible especially in
noncompeting areas, to talk about XYZ's strengths and position in
the marketplace. Develop unique ways to network with
professionals such as partnership study groups.

f. Coordinate community involvement through charitable, civic, and
political organizations.

g. Write articles for local/national publications. Circulate these articles
to your network sources and to current and prospective clients in
related areas.

h. Look for marketing possibilities of tax law situations such as buy-
sell agreements, cafeteria plans, estate and trust plans, and
returns.

NOTE: See Exhibit 103-10 for a list of suggested staff marketing activities.

Staff Assigned Target Date
All staff, 8/00
coordinated by
All staff, 8/00
coordinated by
All staff, 8/00
coordinated by
All staff, 8/00
coordinated by
- 9/00
All staff Ongoing
All staff Ongoing
All staff, Ongoing
coordinated by
All staff Ongoing
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Exhibit 102-10: Tax Group Business Plan (cont.)

TAX GROUP BUSINESS PLAN
TECHNICAL

Statement of Background and Objectives

The practice of tax accounting in recent years has gone through revolutionary changes. CPAs can no longer
survive solely as tax return preparers. We must be equipped with a wide range of knowledge and skills to
address the needs of our clients in a climate of increasing change and complexity. All tax professionals must
be prepared to function as highly trained legal researchers in tax law, tax planners with sufficient business
acumen to understand client needs, trainers in tax law to help younger professionals who need guidance, and
risk managers who understand the malpractice and professional responsibility restraints in our everyday
interaction with clients.

Our challenge at XYZ is to gain recognition as the leading tax department among local area accounting
firms. As the public becomes increasingly aware of the difficulty and risks associated with tax reporting, they
will be demanding increased expertise, accuracy, and seasoned judgmental advice to help them through the
complicated system we know exists today. Along those same lines, the tax department at XYZ must provide to
our professional peers within the firm timely, accurate, understandable, and practical knowledge of tax
developments and strategies that are useful to their needs in servicing clients. This guidance must also allow
our peers to be outstanding problem identifiers and potential solution providers.

I.  Goal: Establish office-wide communications of tax developments, issues and planning opportunities, with
Tax Department serving as main source of information on technical developments and planning
strategies.

Staff Assigned Target Date

A. Coordinate effective communication of current developments and _ Immediate
provide guidance on training at all staff levels.

B. Prepare firm-wide written tax alerts. —_— Immediate
Il. Goal: Establish specific Tax Department training and resources.
Staff Assigned Target Date

A. Tax Department will provide high-level technical and planning - 7/00
workshops to its staff.

B. Establish counseling for each Tax Department member to - 7/00
coordinate specific training programs, as necessary.

Ill. Goal: Tax Department will take leading responsibility for maintaining appropriate technical library needed
for firm’s client base. Computerized research tools will be purchased.
Staff Assigned Target Date

A. Recommend to tax committee print purchases and needs. - 8/00
B. Recommend electronic research facility and monitor use. - 8/00
IV. Goal: Increase use of “Accrual Review” as necessity to more efficient tax services and more timely

planning opportunities.
Staff Assigned Target Date

A. Review financial statement workpaper activity to ferret out -_— Ongoing
planning opportunities.

B. Tax Department will become expert on tax accounting under All staff 8/00
FASB Statement 109 and related pronouncements.
V. Goal: Market firm’s tax expertise.
Staff Assigned Target Date
A. Increase number of seminars related to client-specific tax issues. - Ongoing
B. Prepare media articles and monitor them for balance, readability, - Ongoing
and proper degree of participation by Tax Department staff.
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Exhibit 102-10: Tax Group Business Plan (cont.)

VI. Goal: Improve workpaper documentation skills in tax area.
Staff Assigned Target Date

A. Establish easy and accurate communication between Tax and - 8/00
other departments in the firm.

B. Review professional responsibility requirements in light of IRS _.._ Ongoing
and AICPA standards.

VIl. Goal: Continual evaluation of staff and return preparation processes to match people and processes with

client needs in cost efficient ways.
Staff Assigned Target Date

A. Review of computer products. - Ongoing

B. Review all Tax Department staff evaluations to direct appropriate - Ongoing
skill/levels and abilities to appropriate “client teams.”
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Exhibit 102-11: Sample Billing Explanation Associated with Tax Complexities

Traditional Billing Explanation

Preparation of 199X U.S. and State Individual Income Tax Returns, including calculations
associated with education credits $500

Detailed Billing Explanation to Justify Fee Increase

Preparation of 199X U.S. and State Individual Income Tax Returns, including test of benefit

associated with education credits, comparison of tax cost to parents on foregoing dependency

exemption compared to tax benefit to child by being able to claim education credits, also including
determination of most favorabie approach to generate net tax savings of approximately $835 $685

Note: Due to elective opportunities in the tax Code, we were able to maximize the tax benefits associated with
the education credits, resulting in a reduced tax liability of over $800. However, included in the fee amount
being billed is an additional amount of approximately $200 associated with our calculations to maximize your
tax benefit.

1/00
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Marketing and Practice
Development

Competition for new clients and the challenge of retaining existing clients continue to intensify.
Old attitudes against marketing a firm’s services have changed and limitations on advertising
have come down. If you do not yet have a formal marketing strategy for your tax practice, or
your old marketing plan is not working, you should begin developing a new one. Marketing a
firm’s services is necessary to maintain a client base and to create additional profitable business.

Marketing tax services encompasses a wide range of activities, including image setting,
advertising and promotion, client communications, and relationships with other professionals.
In each of these activities, your primary objectives are to assess client types and differences
and to match them with your firm’s abilities and service goals.

In this chapter, we discuss ideas for establishing a marketing strategy. We then offer some
specific marketing suggestions. The long-term success of your practice depends on continuous
updating and refining of your marketing strategy. We also encourage readers to refer to the
discussion of a tax department business plan in Chapter 102 for establishment of other strategies
for a successful tax practice.

Establishing a Fresh Marketing Program

There is a definite positive correlation between marketing efforts and overall revenues. In
addition, a positive attitude about gaining new business helps attract new clients. By targeting
marketing goals and allocating firm resources, you initiate the marketing effort. How much of
the firm’s resources should be applied to the marketing effort? Various surveys indicate that
most accounting firms allocate between one percent to three percent of firm revenue on direct
out-of-pocket marketing expenses. Without a doubt, at least some minimal marketing structure
should be in place. Individual marketing projects can then be analyzed on their own merits.
There are seven basic steps to establishing a marketing structure and setting forth a plan for
your firm:

e Select someone to be responsible for the marketing plan.
e Perform a situation analysis.

e Target reasonable marketing goals.

e Assign tasks and due dates.

e Budget firm resources for the marketing effort.

Put the plan in writing.

Monitor and review the plan’s progress.
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103.1.1

103.1.2

103.1.3

103.14

103.1.1

Assign Responsibility for a Plan

The first step in establishing a marketing program is to select someone within the firm to be
responsible for it. The person selected should be an individual who believes in the marketing
plan and has strong managerial and leadership abilities.

The responsible individual should then identify goals and strategies. Often, this can be
done by a team approach that involves and “empowers” others in the firm. The source of the
most effective ideas is the firm’s staff because it has an investment in the firm’s success.
Periodically holding roundtable marketing discussions (brainstorming) proves useful in devel-
oping new ideas, reviewing the progress of current projects, and conducting post mortems on
completed projects. The person responsible for the marketing plan must be given the authority
to implement strategies and should have access to the firm’s managing partner to be sure the
tax department’s marketing plan fits the overall image and direction of the firm.

Hiring a Marketing Professional

Contrary to what some might believe, it is a mistake to assume that the size of a firm will
determine a firm’s readiness for hiring—and making good use of—a marketing professional.
Instead, key variables include management’s preparedness to confront the tough issues that a
marketing planning process will inevitably bring to the fore, as well as a clear sense of what it
wants to achieve in the way of marketing and business development.

To be sure your firm is ready, ask the following questions:

1. Do our partners believe marketing is a necessary business function, requiring the same
level of attention and resources as client service, billings, and employee recruitment?

2. Do we recognize that a skillful marketing professional will try to touch every aspect
of the firm, seeking changes that will make it more client- and service-centered?

3. Is our managing partner (or partner in charge of marketing) prepared to guide the
marketing professional’s efforts?

4. Do we have a clear sense of what we want to accomplish? In other words, have we
completed a marketing plan?

5. Are we prepared to invest the time, money, and firm resources necessary not only to
hire a marketing professional, but to fund his or her programs?

6. Do we all recognize that our marketing professional will not contribute to bottom-line
profits overnight?

To sum it up, a marketing professional is not a miracle maker, and cannot accomplish significant
results without the support and active participation of the firm’s partners and senior staff.
Making marketing work takes time, money, and sweat equity—everybody’s sweat.

Firm Involvement

The involvement of the entire firm is necessary for any marketing plan to be successful. It
should be the responsibility of the managing partner or a firm’s marketing team to identify the
different levels of involvement for each individual in the firm. See Exhibit 103-10 for a sample
memo to staff to implement a marketing program.

Partners must be the role models for staff. Encouraging staff to engage in marketing
activities is important, but will be ineffective if partners don’t practice what they preach.

Try to establish realistic expectations and goals for everyone. Budget time for each individual
and conduct training sessions regarding the firm’s philosophy on marketing. Finally, monitor
individual and firm results.

Practice Tip. Use an internal marketing newsletter to keep everyone informed on market-
ing efforts.

Perform a Situation Analysis

Before you can determine where you're going, you'll have to be sure of where you are in terms
of the firm’s strengths and weaknesses, its competition, and the opportunities in the client base
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and market. The marketing team should prepare an analysis of the firm’s tax practice situation.
What are the firm’s capabilities, personnel strengths, and image and reputation? What about
its growth rate? Who are the firm’s competitors? How have they grown? What are their strengths
and weaknesses? What makes the firm stand out from other firms?

Sources for this information are analyses of the firm’s current and former clients and
analyses of past referrals and client acquisition activities. The marketing team should attempt to
get external feedback from the business community, for example, by surveying banks, attorneys,
insurance agents, securities brokers, and clients for their perceptions of the firm.

The patterns detected in the situation analysis point to opportunities for exploitation or
corrective action from which the goals of the marketing plan can be derived (see Exhibit 103-
9).

Target Reasonable Goals

When you begin the process of goal setting, remember that it is better to embark on a few
projects and succeed than to spread your energies out over a multitude of ventures and fail.
In other words, be sure to establish attainable goals that advance the firm’s plan and build staff
confidence.

Any new system has a learning curve. A marketing effort should be permitted to build
slowly to allow staff to gain confidence from its successes. Over time, as the system improves,
it will become capable of tackling more and bigger projects. Try to anticipate obstacles in the
way of goal achievement, such as insufficient time, gaps in professional capability, staff reluctance,
or inexperience in marketing. Freeing up time for practice development, hiring a needed staff
person, providing guidance, or training staff in selling professional services are all, in and of
themselves, viable goals in a marketing program.

Remember that goals should justify the time, effort, and expense to achieve them. If your
firm’s goal for the next tax season is to bring in ten new corporate clients, determine what it
is worth to the firm to bring in those corporate clients, and try to keep expenses within those
bounds. Following are key points to remember when developing a marketing budget:

* A portion of your expenses will have a long-term benefit, especially when initiating the
marketing program. Do not cut a project short simply because it cannot pay for itself
in the first year.

¢ The incremental marketing expense necessary to obtain each additional new client is
greater than the expense necessary to obtain each prior client. As the expense of gaining
each new client rises, it may eventually surpass the value of that client to the firm.
However, the value of each new client is not equal. Exercise caution in limiting marketing
expense regardless of the importance of the client and the size of the business.

e Like an annuity, a client represents a flow of revenue over time. Do not judge the value
of a new client simply by the increased revenue generated in the first year.

® Once a new client is obtained, a marketing effort must be maintained to keep the client.
In fact, client retention and service expansion are themselves critical marketing goals.

Assign Tasks and Due Dates

As the marketing plan develops, assign the responsibility for completing each phase of a project
to the appropriate member of the marketing team. The assignments and responsibility for them
should be specific. Do not assign a task to a department or a group of individuals; instead,
establish personal responsibility for each job.

Practice Tip. Establishment of due dates is crucial to the success of your marketing plan.
Set feasible dates for projects, and hold people accountable for meeting them. Plans
without deadlines or accountability are doomed to failure.

Budget Firm Resources

Budget professional time for marketing just as you would chargeable time spent preparing tax
returns. First, this allows you to properly allocate professional time. Second, when you treat
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103.1.8

103.1.9

103.2

103.1.8

marketing time as being as important as rendering professional service, your staff will consider
the hours spent on marketing effort important.

Professional time is your inventory and a valuable asset. By calculating professional time
into the marketing budget, you can evaluate alternatives, such as whether it would be better
to purchase a packaged client seminar or to develop it in-house.

Establish the level of investment the firm is willing to make to market its tax practice.
Budget funds for staff training, acquisition of expertise, and actual implementation of specific
projects such as a client seminar or a direct-mail announcement. Promotion and marketing
expense should be considered a fixed cost, like rent. In hard times, do not cut back, but invest
more wisely. A well-balanced marketing plan might devote half the budget for existing clients
and the other half toward creating new business.

Budgeting a marketing investment that is directed at creating a recurring income stream
should be evaluated over several years, not just the year of expenditure. It is a mistake to
conclude that marketing efforts have failed simply because more was expended than was realized
in increased revenue. The revenue stream from new business may take several periods to
become fully evident.

Put the Plan in Writing

The person responsible for the marketing plan needs to formulate written plans. This is a key
step, even for sole practitioners. The written plan should blueprint the steps necessary to
implement projects. It should briefly set forth—

1. The specific actions the firm will take and the tasks to be performed.
2. The person responsible for each task.

3. The dates by which the tasks will be performed.

4. Anticipated costs and benefits of each task.

Putting the plan in writing avoids confusion about what is to be done and who will do it.
The plan and those involved must be periodically reviewed.

Monitor and Review Progress

Once an overall marketing program is in place, its progress should be monitored against the
written marketing plan that details responsibilities and due dates. The person with overall
responsibility should track the progress of various projects.

Hold team conferences periodically to discuss the plan’s progress. What went wrong?
What went right? Can parts of the project be improved or corrected, or should it be dropped?
Be willing to adapt specific marketing projects to changing situations and new information. Be
willing to reward successes. Firm members who develop successful marketing projects and
ideas should be recognized.

Partners should use a self-assessment form to rate their own involvement in marketing
activities. Besides assessing the value of time they devote to learning about existing clients,
partners should also rate their efforts to expand the client base.

Few firms have performance reviews for marketing efforts as structured as for general
accounting performance. Feedback should come from supervisors throughout the year and at
least annually on a formal basis.

Practice Tip: Each employee’s job description should include specific responsibilities for
marketing activities. For example, upon passing the CPA exam, a staff accountant might
be required to join a community organization of his or her choice. Senior staff might be
expected to author articles for the firm newsletter.

Higher staff levels would be expected to accept speaking engagements and managers
to engage in networking activities.

Sustaining a Marketing Program

Marketing creates the “face” a firm shows the public, and marketing considerations enter almost
every management decision. The firm markets itself when it chooses its office location, decor,
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and even its employees. Marketing decisions determine what type of services will be emphasized,
and once a marketing niche is selected, this decision flows down to the firm’s recruitment
efforts and programs for continuing education.

Marketing plans succeed when practitioners have a marketing orientation. To sustain the
marketing effort in your firm over time you can—

Develop staff training programs.

Prepare guidelines and procedures in support of the marketing effort.

Relate marketing concepts and the firm’s development plans to all professional activities.

Reward employee efforts and successes.

Develop Staff Training Programs

New accountants are trained in accounting and tax law, but they often lack the interpersonal
skills necessary for communicating effectively with clients, professionals, and other associates.
Establish training programs for your practitioners to develop their ability to conduct client
interviews, create a network of business contacts, write effectively, make speeches, identify
additional client services, and attract new clients. Send new staff to seminars where selling
skills can be developed and trained. Similarly, consider training in effective telephone skills as
an area of staff development.

Making speeches is one of the best ways to leverage a practitioner’s marketing time, as a
message is conveyed to an entire group of individuals already interested in what that person
has to say. Develop speaking skills in junior staff by encouraging them to speak to community
groups at any opportunity. Train staff in becoming comfortable with group presentations by
having them come along and participate in a limited manner when more experienced staff get
in front of an audience.

In the service industry, most clients judge a firm by the person sitting across the desk
from them. If that person is trained to meet the client’s needs and to generate client confidence,
the client is more likely to seek additional services from the firm as well as recommend the
firm to others.

Develop Guidelines and Procedures

Review your firm’s policies and procedures from a marketing perspective. Do they enhance
the marketing effort? Do they promote client satisfaction? For example, does your firm have
guidelines for conducting a tax return interview? Guidelines should spell out that client interviews
should not be overbooked so that the waiting room becomes crowded and hectic; that clients
should be offered a beverage while they wait; and that interviews should be held on time,
emphasizing the value of both the practitioner’s and the client’s time. Policies and procedural
guidelines to enhance the marketing effort range from employee dress recommendations to
the tax preparation and review process. In other words, think of the tax interview and every
other service you provide from a marketing perspective and develop guidelines for your staff
to follow throughout.

Keep Marketing Awareness High

Staff members should make a conscious effort to stop being shopkeepers and start being
rainmakers. Bring marketing concepts into non-marketing conversations. Talk about marketing
frequently. You need not hold special meetings to discuss practice development. Raise marketing
issues with your employees when conducting job evaluations. Review marketing objectives
during department meetings. Write about the marketing plan and projects in the office news-
letter. Your objective is to remind staff members that the firm is selling a service product, and
the better the product sells, the better off every member in the firm will be.

Marketing opportunities identified during the tax preparation process should be exploited.
See Section 101.8, “Post-Busy-Season Work” for a further discussion of this topic.
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Reward Employee Efforts and Successes

Your efforts to market the firm must include ways for the staff to share in practice growth
rewards. The staff should not consider the marketing effort simply as more work for them,
more money for the partners. Money is not the only means for rewarding staff marketing efforts.

Recognition for staff marketing efforts starts with praise. A personal word in a memo, or
even a lunch, can let staff members know that you see and appreciate their efforts. If an
employee develops a terrific new marketing idea or generates an exceptional response from a
seminar, recognize the achievement at a department conference or in the office newsletter.
Finally, compensate staff marketing efforts with additional pay. If you do not tie performance
to salary, the marketing efforts of your staff will dwindle. With experienced and upwardly mobile
personnel, it’s critical to give additional pay or bonuses for successfully attracting new clients.
Without such an incentive, manager-type employees may forego a marketing effort or may
leave your firm to go out on their own. Consider paying an employee who refers a tax client
a bonus based on a portion of the first year fees, or special merit salary increases that reward
practice development.

Practice Tip. Create a firm scrapbook containing newspaper articles, photographs and
advertisements covering the firm’s exposure. Include copies of articles in trade magazines
authored by the firm. Keep the scrapbook in the reception area for clients to peruse while
waiting.

Image Setting

To establish the proper image, you must first decide the market you wish to pursue. For
example, some firms cater primarily to corporate clients and do individual tax work only for the
owners and top executives of these corporations. Other firms concentrate heavily on individual tax
work. Some of these firms pursue a low-cost, high-volume approach, while others concentrate
on a higher cost, lower volume approach.

The marketing approach you establish should be consistent with the image you want and
the clients you hope to attract. For example, if you want to attract large volumes of individual
tax returns, you may find that a marketing program emphasizing accessibility and availability,
which includes newspaper and radio advertising to a wide local audience, is appropriate. Alterna-
tively, if you want to attract primarily corporate clients, you may find that client seminars and
newsletters, which emphasize selectivity and highly personalized service, are more appropriate.

A number of other issues represent important visual images for your firm. Examples
include the following:

Firm logo

Office decor, including reception area and publications displays
Type of stationery, including color, weight, and design
Business cards

Newsletter design, including its tone and content

Graphic designers and marketing specialists can help you create the image you want to
project. A graphic designer can help create a firm logo, design business cards and the firm
newsletter, and even help you select stationery and other materials. Professionals from an
interior decorating firm can assist with the establishment of the desired office decor.

Practice Tip. New clients are more comfortable if they can recognize a practitioner at
their first meeting. Consider placing a sign board in the reception area with photos of
each staff member. Even existing clients who often speak with other staff over the phone
will appreciate associating a face with the voice.

Working towards a desired image may include establishing a dress code in the office.
Some firms require suits and ties for all male employees, and dresses or business suits for all
female employees. Conversely, firms wishing to attract large numbers of lower-cost tax return
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filers may find that the white-shirt-and-tie image intimidates potential clients, and thus they
encourage informal attire for employees.

Practice Tip. By creating an appropriate image for your firm and establishing a client
service approach consistent with that image, you will attract the types of clients you want.
You should be prepared for the decisions required to properly arrive at the desired image,
the amount of time you and your firm must commit, professional fees that may be incurred
in obtaining assistance, and direct costs for furnishings and materials required to create
the image. Remember, too, that image is conveyed by memberships in community, social,
civic, and professional organizations.

103.3.1  Receptionist’s Responsibilities in Setting Image

Do not underestimate the importance of the role the receptionist and other administrative
people play in establishing the image of the firm. Phone calls should be answered by the second
or third ring; delays in answering a phone call may promote an image of a frenzied or inattentive
office, or of slow responsiveness to client needs.

Similarly, the receptionist and others should be trained in telephone skills so that they
can handle inquiries in a pleasant, but efficient tone. If the firm is truly committed to client
service, the receptionist should be trained to be sure client inquiries and requests are adequately
addressed at inception. Placing clients on hold for an extended period of time may prove
annoying to clients. Rude responses to client inquiries may provoke the client to seek help
elsewhere. In general, the role the receptionist plays in establishing an image for the firm
should not be underestimated. Involve these people in the marketing plan, as they often interface
with clients or prospective clients.

Practice Tip. Receptionists should be informed that clients walking into the office should
obtain their immediate attention. Surveys show there is nothing more annoying than a
receptionist who ignores a client standing at the reception desk and continues to complete
filing or other clerical tasks or continues to carry on a conversation with other firm members.

103.4  Advertising and Other Promotion

One of the first things you need to consider is the kinds of promotional techniques that are
appropriate. Some firms prefer to operate primarily from a strong referral base, since, in most
cases, some of the best promotion comes from providing quality service to clients. Satisfied
clients, along with their attorneys, bankers, and other professional associates, refer others to
the firm based on the high quality of services they receive. Other firms find that active methods
involving advertising and direct promotional techniques are useful for generating the type of
work they desire, particularly if they seek to deliver their messages to a large number of
prospective clients.

10341  What Advertising Can Accomplish

There are a few “general” purposes for undertaking an advertising campaign, regardless of how
limited:
e It can provide some contact with potential clients when personal selling efforts cannot
be undertaken or must be limited.
It assists personal-contact efforts.
It keeps your firm’s name before the public, including referral sources.
It helps establish your image.
It buttresses and reinforces new clients’ decisions to use your firm.

In addition, advertising specifically can inform potential clients of hours of service, locations,
identity and qualifications of new staff, extent of tax services offered, and length of time you
have been in business.
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If advertising is deemed appropriate, you must determine the type of advertising media
that will reach the maximum number of potential clients at an acceptable cost. You should
analyze the price of the media alternatives—newspapers, radio, and direct mail (newsletters
and firm announcements)—on a cost-per-100, or 1,000 readers or listeners, basis. Exhibit 103-
13 compares the strengths and weaknesses of various advertising media. One of the best
opportunities for efficient advertising on radio or cable TV or in a newspaper would be a talk-
show or interview appearance or a regular by-lined column.

Although newspapers are a relatively untargeted medium, newspaper advertisements can
be used for messages aimed at specific markets. (For example, if you want to reach senior
citizens, you could run an advertisement dealing with social security—"See Us if You are Paying
Tax on Your Social Security Benefits.”) Firms that want to specialize in service to specific
industries find that advertisements in industry trade magazines are most efficient. (For example,
a firm dealing with a number of financial institutions might advertise in publications aimed at
the financial institution industry.)

Developing a print advertisement that will get results is not easy. Because most readers
tend to flip through a publication only once, the ad must be strong enough to capture attention.
To achieve the best response rate, follow a simple formula for print advertisement.

1. Define one action or one idea you want a reader to remember.

2. Because many readers will only read the headline, try to get your message across there
before writing the text of the article.

3. Use graphics to make the ad eye-catching. Consider using humor or pictures that startle
the reader. A headline that asks a question may provoke one to read the text to elicit
the answer.

4. Use as few words as necessary to state your case. Words must be carefully chosen so
they do not make unsubstantiated claims or promises that violate ethics rules.

5. Say how you can help a client solve a problem, not just the services you offer.

6. Invite readers to contact the firm by including names of practitioners and phone
numbers.

Regardless of the media used, repetition or frequency is the key for all advertising,
In an advertising approach, you should follow these steps:

1. Establish acquisition goals in terms of the dollar amount of net billings or the number
of new clients to be achieved. This will allow you to measure the effectiveness of your
advertising or promotional approach at a later time.

2. Determine the type of clients you want to work with and determine which advertising
approach best reaches these potential clients.

3. Decide on your overall budget for advertising and spend only what has been allocated.

4. Monitor the results. Chapter 101 includes an exhibit illustrating a sample new-client
registration form, by which you can determine how each new client learned about your
firm. By properly monitoring results, you can minimize ineffective media expenditures.
Bear in mind that marketing results are sometimes difficult to measure, since there
may be several factors that together influence a client’s selection of a firm.

Some firms advertise by direct mail, that is, through informational flyers and brochures
describing tax services. These can be supplied to attorneys, bankers, insurance agents, brokers
and other financial product businesspeople, and other professionals in the area, who in turn
provide the brochures and flyers to people they deal with. The brochures will have a greater
impact if you give them out at your own seminars rather than sending them through the mail.

Some firms take advantage of the business section of the local newspaper to announce
special achievements and awards obtained by individuals within the firm. This public relations
effort enhances the market awareness of both the staff members’ and the firm’s expertise and
specialty areas. Examples of such achievements include election or appointment to offices of
community or professional organizations, obtaining professional designation, such as an enrolled
agent, CPA, personal financial planner, ChFC designation, or publication of a professional
article or book.
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Practice Tip. Rule 502 of the AICPA Professional Standards prohibits advertising or other
forms of solicitation in a manner that is “false, misleading, or deceptive.”

Getting Published

There are substantial promotional benefits to preparing articles, regular tax season columns for
the local press, or conducting a radio show. This exposure not only accomplishes many of the
same goals as advertising, it also helps create a favorable impression of your firm and its expertise
and bolsters your firm’s community involvement and presence. Articles in local newspapers
can result in client inquiries or in still more opportunities for public relations and sales efforts,
such as invitations to speak or to present community seminars. Your published articles can
always be clipped and reproduced to accompany your firm’s brochure or newsletters to clients
and referral sources.

Developing a Niche

Many firms achieve significant growth by developing a specialty in a certain area or by finding
and servicing a particular population segment. Some firms develop an industry niche, such
as manufacturing, agriculture, governmental accounting and nonprofit organizations, financial
institutions, health care, and so forth.

Other firms develop a niche in particular service areas, such as business valuation, corporate
liquidations and reorganizations, litigation support, pension and profit sharing, and so forth.

Niche development makes a great deal of sense. Many firms find themselves unable or
unwilling to fully train and develop staff in all areas of tax planning and compliance. They must
look to other sources for expertise they cannot provide in-house, and concentrate on their own
areas of expertise. Firms should capitalize on this specialization by broadcasting their niche
abilities to other firms in the area in an effort to obtain referrals.

Niche marketing of services is not a metropolitan, large-firm strategy. The opportunity is
often greater for smaller firms, or firms operating in rural areas. Firms attempting to develop
a niche in large metropolitan areas often find their specialty difficult to highlight among the
many firms operating there. Conversely, a firm operating in a suburban or rural setting and
providing a specialty can achieve a greater identity and higher recognition level, which result
in referrals from other professionals. The networking approach will develop further, with firms
referring clients to other firms (potentially even within the same locale), because of growing
specialization.

The advantages of niche development and specialization include the opportunity for faster
growth, the potential for higher fees, and the ability to select and work with clients you want.
Disadvantages include the investment and training required to develop a specialty, the challenge
of promoting and highlighting the specialty to others in order to achieve referrals, and the risk
associated with limiting your market to a specific area or kind of engagement.

Practice Tip. Niche development is enhanced by involvement in the following;
e Professional committee work

e Public speaking

e Professional writing

e Civic, community, and specialty groups

* Continuing professional education course development and instruction

These forums provide excellent opportunities to make others aware of your firm’s specialty
and to enhance its image.

Communication With Other Professionals

Referrals from other professionals provide one of the strongest and best sources of new clients
for many firms. Examples of these professions include attorneys, bankers, real estate agents,
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insurance agents, brokers, and other similar groups. Of course, referrals from other accountants
can also be a significant factor. Because of these referral possibilities, many firms attempt to
stay in close contact with other professionals, and to indirectly market through them.

Marketing through other professionals is particularly important if your firm operates in
niche areas. Because the development of a specialty and emphasis on a particular niche by
design provides for a limited marketplace, it is essential that other professionals be made aware
of your specialty so they can refer potential clients to you. This might even include other tax
practice firms. Besides making these other professionals aware of your specialty, you should
attempt to place your firm’s name before them as often as possible. The whole objective is to
make this potential referral base think first about your firm, and to recognize situations in
which referrals should be made.

Networking with other firms can be mutually beneficial, especially in light of the new
quality review standards imposed on many firms. For example, a tax firm might refer potential
certified audits to other firms which, in exchange, may generate opportunities for future tax
consultations in their areas of expertise. A firm is not as likely to overstep its bounds in pursuing
the other firm’s retained services if it is clearly understood that future networking opportunities
depend on each firm’s respect for the other’s relationship with the mutual client.

Practice Tip. Several firms in one geographic area can form monthly roundtables at which
common problems and issues are openly discussed. Topics for roundtables may include
audit issues actively pursued by a local IRS office, liability insurance, time and billing
systems, new software tools, or any number of current issues. Roundtables can be very
informal or highly structured, with agendas and continuing education credits.

Special Mailings on Developments

One of the best communication approaches with other professionals is through special mailings.
Send letters containing news items as developments arise affecting their professions or customers.

There are numerous opportunities for communication. Review publications such as the
Wall Street Journul to learn of early information on developments in your area of expertise.
Even developments within a local city or municipality may impact other professionals and
warrant contacting them.

For example, suppose Congress proposes a tax law change regarding group medical insur-
ance. By immediately summarizing the news and forwarding information to all insurance profes-
sionals in your area, your firm is effectively saying, “We are watching out for developments
affecting your profession and our common clients—please keep us in mind when some of these
clients need help.” Or, photocopy a news article or similar information, add a personal note,
and drop it in the mail to those it will impact.

Retain Names and Addresses on a Computer Database

With computers and mailing lists in place, a few simple steps provide numerous marketing
opportunities. Retain a list of referral sources on a database. The list should be segregated by
profession. For example, it might include all attorneys within a 50- to 75-mile radius, as well
as bankers, insurance agents, real estate agents, brokers, and so forth. It must be continually
expanded, updated, and culled. It is normally advantageous to include all the individuals within
each office. However, you might elect to send only one mailing to a location, even though the
office may include many attorneys or bankers, for example, in order to reduce postage and
mailing costs.

If a mailing is sent only to a location address, you run the risk that your information will
not be properly routed within the office. Remember, your objective is to put your firm’s name
and area of expertise in front of as many professionals as possible and to have them think of
your firm first. This is best achieved by “going the extra step” and sending the information to
all individuals within a given location.

Practice Tip. Use the yellow pages of area telephone directories to create the mailing list
and keep it up to date.
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Complete a Brief Summary of Developments

Do this on firm letterhead as developments occur affecting a particular profession or the clients
of a profession. Communicate that your firm wants to make the recipient aware of a development
affecting his or her profession, and that, if necessary, your firm is available to provide services
required to assist the professional.

Send Personal Letters

Do this as soon as possible after a development occurs using the names and addresses on the
computer database.

With a current database, and through personalized correspondence, your firm can achieve
a strong marketing approach with other professionals. The whole task is primarily clerical, with
little technical effort required (other than completing the summary of the development). For
the cost of a few envelopes and postage stamps, you can significantly enhance awareness of
your firm and the services it offers.

Exhibit 103-1 illustrates correspondence that was sent to attorneys on a change in tax
laws. Remember that the objective is not so much to generate a direct response to the correspon-
dence as it is to create awareness of your firm and its expertise.

Seminars for Professionals

Many firms hold seminars on specific topics for other professionals. This is a well known and
highly efficient means of directly encountering qualified purchasers of professional services, as
well as professionals who can directly refer their own clients. Seminars can either be directed
to a group of professionals at one time, or they can be tailored for specific professions, such
as law, banking, real estate, insurance, securities brokerage, and so forth.

The advantage of offering a single seminar for a professional group as a whole is the
simplified manner of constructing materials. Designing seminars toward specific professions
allows the materials and general approach to be aimed directly at the group. This provides
attendees with material and information they will find most beneficial. The professionals them-
selves will appreciate the advantage to mingle and discuss common issues.

Exhibit 103-2 illustrates an invitation sent to bankers for a seminar on the Small Business
Job Protection Act.

The number of attendees should be controlled to allow adequate time for all questions
to be answered and comments to be addressed. While the maximum number of participants
varies depending on physical facilities and the amount of materials to be covered, it is generally
advised that a group of twenty to thirty attendees is optimum, with a maximum normally not
much greater. Remember that while training and technical updates are important, one of your
primary objectives is to strengthen the professional bond between the attendees and your firm.
This includes making them more aware of your firm and the services you can perform to help
them and their clients. Seminars are an opportunity to provide education for attendees who
get something besides a sales pitch. Done correctly, these seminars should present the firm as
a strong, competent, service-oriented group of professionals.

When designing seminars, be sure to consider the value of the attendees’ time. Take care
not to hold seminars too often, and be sure the material presented is worthwhile. A seminar
that runs too long may result in attendance dropping off in the future because of the time
commitment required. Section 103.7.3 discusses seminars for clients, and many of the rules
and recommendations discussed there also hold for seminars for professionals. It is generally
recommended that the maximum length not exceed two hours.

Many firms hold seminars for professionals annually. Others hold them only as special
developments occur, such as significant changes in the tax laws (which over the last few years
have resulted in annual seminars).

Should you charge a fee for seminar attendance? The advantage of charging a small fee
is that the cost of materials and other incidentals is at least partially offset. More important,
charging a fee obtains a commitment from the attendees. By paying even a small fee, professionals
tend to feel more of an obligation to attend. If no cost is involved, the opportunity to skip is
far too easy. In addition, a small fee, preferably payable in advance, allows a better estimate
to be made of the number of attendees. Note the notice of a small fee of $15 in Exhibit 103-2.
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The disadvantage of charging a fee is that an opportunity to build goodwill is missed, as
some attendees may feel you are “nickel and dime-ing” them. You should analyze what your
goals and objectives are in having a seminar; creating goodwill should be among them.

Because professional attendees normally have continuing professional education require-
ments, the best approach is to structure seminars and materials that give attendees continuing
education credit. To qualify for credit, formal outline materials must normally be constructed,
and an application to qualify the session for credit may have to be submitted to the state board
responsible for licensing the professional group.

Firms with particular expertise can generate revenue by producing or instructing continuing
education courses for other accountants. The market may be as small as a single workshop for
another small firm or as large as group study courses sponsored by the AICPA or state CPA
societies. Beyond the instructor’s fees, the courses may generate additional services from subse-
quent consultations with attendees on complex issues.

Practice Tip. In developing course materials, treat the course as a client, recording all
professional time in work-in-process. Compare the fees generated by the course against
the work-in-process to determine the effectiveness of this approach.

A number of other alternatives can be considered for seminars for professionals. Refer
to Exhibit 103-7 for a checklist on organizing client seminars.

Electronic Means of Communication

With today’s technological advances, communication via electronic means provides new opportu-
nities. Some practitioners use broadcast fax messages, have created Internet home pages, and
use other electronic mail capabilities to communicate with professionals and others.

Obviously, different objectives can be addressed with alternative communication capabili-
ties. Broadcast fax and e-mail capabilities provide an effective way to stay in constant communica-
tion with other professionals, and to update them on important matters. Alternatively, an Internet
home page not only provides a mechanism to communicate with others, but also creates new
and exciting marketing opportunities as others can learn more about your firm, its capabilities,
and special areas of expertise.

Firms who have created an Internet home page have found a new creative way to market
their services and communicate with clients and others. However, firms creating a home page
must be sure that the information is kept current. Someone within the organization must be
assigned responsibility to manage the contents of the home page, and to make changes and
updates as appropriate. Similarly, the individual in charge of the home page content should
assume responsibility for updating appropriate “links” and for constantly monitoring the contents
of the links. Additionally, someone within the organization must assume responsibility for the
technical aspects of the electronic capabilities, including hardware, software, and communication
requirements.

Firms with Internet home pages should also look for opportunities in which links to their
home page can be added. As an example, a firm specializing in not-for-profit accounting may
wish to request that links to its home page be added to the home pages of various not-for-
profit associations, state society home pages, and so forth.

Communication With Clients

While communication with other professionals is important to help your business grow, commu-
nication with clients is essential to maintain it. You can use an approach similar to the mailings
on special developments for professionals (see Section 103.6.1) with specific clients. For example,
a major development affecting the retail industry should result in a special mailing to clients
associated with that field. Further, assume a particularly important IRS news release or revenue
ruling is issued dealing with inventory valuation. By making a copy of the notice and putting
a cover letter on it, you not only inform your retail clients of an important development that
might affect them, but you also convey the image to your clients that “we care.”
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Practice Tip. Be mindful not to give away the store. Special mailings to clients should
give enough information to generate interest but not so much as to allow them to believe
they can solve the problem on their own. A do-it-yourself approach can be disastrous.
Don’t give out too much gratis advice if it could result in losing a chargeable client
engagement.

You can communicate with clients in many ways. A special mailing on a timely topic is
only one strategy. For example, you can take advantage of transmittal letters accompanying tax
projections and tax returns to point out additional concerns to clients and recommend possible
additional services. In fact, every piece of correspondence and every meeting with a client
should be considered a marketing opportunity. Don’t hesitate to raise additional issues and
recommend ways in which your firm could be of additional benefit to the client.

Databases

The long-term viability of accounting firms will increasingly depend on the willingness of CPAs
to invest in databases that can provide powerful marketing intelligence. With a well-crafted
marketing database, a firm can anticipate client and prospective needs which will allow the
firm to maximize client service, sales efficiency, and ultimately, firm profits.

For most firms, the first and most important client database is the computer system used
to manage time and billings. While not designed to support marketing, it almost always contains
the basic client information needed to begin a marketing database.

Once downloaded (or copied) into a separate file, this data forms the beginning of your
marketing database. Please note the implicit recommendation that you maintain a separate
database for marketing purposes. While a second database means that some basic information
will be redundant, marketing databases can quickly expand until they become memory hogs
in your computer. They also require significant amounts of management and processing time
and this work is usually best handled by someone who is directly involved in the marketing
process.

With just the basic fields such as name, address, etc., a number of useful reports can be
generated. For example, labels and custom-addressed letters and envelopes can be prepared
for mailings. By adding a few new fields—business year-end, and size (by revenues) of client—
the process of building a more powerful marketing database has begun.

Tax Bulletins and Newsletters

The objective of tax bulletins and newsletters is to put your firm name in front of clients as
often as possible while at the same time providing them with tax updates and information on
recent developments. Some developments must be communicated to clients to prevent potential
liability. For example, certain tax law changes may occur during the year that require immediate
notification of those clients impacted by the change, especially if timely elections are required.

It is often difficult to recognize situations in which the client must be notified, as opposed
to issues in which it is desirable, but not mandatory. Exercise professional judgment in determin-
ing when communication must occur. For example, a change dealing with methods of contractor
accounting would be of critical importance to firms dealing heavily in the construction industry,
while the change would probably be of almost no importance to many other firms. One general
rule to use is that changes that are made retroactively, or developments that have a significant
impact on the current-business practices of a wide group of clients, should be communicated
at the earliest possible time.

Different schedules are used by firms in the publication frequency of newsletters and tax
bulletins. Some firms prefer a monthly approach. This tends to place a huge technical and
administrative burden on them and can be extremely costly in terms of printing, mailing,
postage, and materials. Other firms use a quarterly approach, and still others, a semiannual
approach. Newsletters and tax bulletins on a frequent, regular basis keep the name of the firm
and the ideas you promote in front of your clients.

Alternatively, some firms forward bulletins and newsletters on an irregular, as-needed
basis. The advantages of this approach are that it is less demanding and far less costly. The
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disadvantage of irregular mailings is that it is too easy to forget to prepare them or to forego
their completion when no regular mailing schedule exists. Since accountants generally work
best with deadlines, establish dates on which newsletters are to go out (for example, quarterly)
to impose upon yourself and your staff a discipline to complete and mail the newsletter.

Practice Tip. One of the most common reasons given for not preparing newsletters is the
perceived inability of firm members to write. To remedy this situation, newsletters can
be purchased and the firm name imprinted at the top of the first page. Often, the publishers
of such newsletters restrict the geographic area in which competitive firms can buy the

- same newsletter for mailing. Purchased newsletters can be obtained from the American
Institute of CPAs, from many large publishing companies, and from firms specializing in
providing marketing materials to practitioners. For more information, review professional
publications for newsletter offerings.

Internal Newsletter Preparation

An effective approach to creating a newsletter in-house is to assign different articles and topics
to staff within the firm. The workload is even, and many staff members become involved in
completing the newsletter. Staff who write the articles often learn more than the clients reading
them. Credit for authorship of each article should be noted in the newsletter. Staff are rewarded
thereby with recognition of a “specialty,” and clients know whom to ask for when calling with
specific questions.

One person within the firm should be assigned overall responsibility to coordinate the
effort and act as editor, normally a partner or supervisory level person. Absolute accuracy in
the newsletter must be assured, so a responsible and technically experienced person must be
put in charge.

Staff should be directed to make articles short, since the purpose of the newsletter is to
inform clients of tax updates and other information, but not to answer all questions related to
the topic. In fact, the newsletter, when properly prepared as a marketing tool, should arouse
curiosity and result in client calls for more information and assistance on issues.

Be careful not to “give away the store” through the newsletter. If there is a specific action
clients should take that could result in consulting engagements with a large number of clients,
think twice before simply giving away the advice free of charge through the newsletter. Provide
just enough information to provoke clients to want to discuss it further.

Practice Tip. When preparing a newsletter internally, accumulate topics on an ongoing
basis in a special folder. As the time approaches for the newsletter to be written, select
topics from the folder.

Include issues of tax update and technical information. Do not assume that because a
topic has been included in the past it cannot be discussed again. People don’t always respond
the first time they read something. You might also include articles on firm matters, including
staff changes, individuals passing the CPA or IRS enrolled-agent exam, promotions, and other
individual and firm accomplishments. Items of a purely personal nature, such as birthday and
family matters, should normally be avoided. Other possible topics include continuing education
sessions completed and attendance at meetings and conferences, including quotes from speakers
highlighting important issues.

Other pertinent issues for a newsletter are a tax calendar, which summarizes important
near-term dates such as when payroll deposits and tax estimates are due, other tax-related
deadlines for filing, and so on. Articles offering staff members as speakers at client meetings
or service groups might be considered.

Some newsletters occasionally spotlight specific client accomplishments. Pick these items
carefully to ensure you are not showing favoritism. Be aware of the negative impact this may
have on other clients who may feel slighted, and attempt to give all clients an opportunity for
some exposure. Be sure to inform those clients selected in advance, as some may decline the

honor if they feel privacy is being invaded.
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Practice Tip. Include a disclaimer in the newsletter to warn recipients against attempting
to rely on the newsletter as specific advice. An example of such a disclaimer is: “This
newsletter contains general information only. You should consult your tax advisor for
answers to specific questions.”

Once the newsletter has been produced, decide how it should be distributed. Many firms
send newsletters to the entire client list. Others prefer to limit distribution to business and
other specially identified clients. The issue must be decided from a cost-benefit perspective.

The newsletter distribution list should include local businesses that are not clients, particu-
larly bankers, attorneys, real estate brokers, and insurance agents (see Section 103.6.1 for
identification of the professional distribution list). The mailing list should also ideally include
prospects and referral organizations, and other acquaintances from professional groups, service
organizations, and civic and community groups.

Newsletters, like mailings to professionals, should be mailed to individuals, not organiza-
tions, and, if possible, they should be sent to the recipient’s home address. Such mail is less
likely to get lost in the mass of paper that arrives at the workplace.

Some firms prefer to enclose the newsletter in an envelope and to use all of the space
available on the newsletter pages for topical information. Other firms use a self-mailer design,
where a portion of the last page is used for the address. With either approach, you should use
bulk mail, which significantly reduces the postage costs.

Exhibit 103-3 contains a sample newsletter.

Practice Tip. Many newsletters are immediately “deep-sixed” or even culled out by execu-
tive secretaries before getting to the intended reader. Consider adding a personal cover
letter suggesting that a particular item in the newsletter may be of special significance.
This will elevate your newsletter above that of other unsolicited junk mail received every

day.

Electronic Communication

Technological advances now allow new electronic means of communication. These means of
communication may be as appropriate for client communication as they are for communication
with professionals and others, as discussed in Section 103.6.3. Broadcast fax and electronic mail
messaging may be appropriate for clients in certain industries, or for certain functions, such
as reminders to pay quarterly tax estimates.

Similarly, Internet capabilities, including a firm home page, may provide an effective
means of allowing interaction with clients. It also provides an effective mechanism of informing
clients of important developments, similar to what could be communicated in written form via
tax bulletins or newsletters.

Seminars for Clients

As with seminars for professionals (see Section 103.6.2), client seminars are extremely important.
They provide needed information, and put the firm’s name and its staff in front of attendees.
They offer opportunities to appeal directly to qualified purchasers of professional services and
to train them in bookkeeping and other matters, thereby helping to create a more efficient
preparation process at tax time. In fact, besides communicating tax and other developments,
client seminars provide an opportunity for a firm to inform clients about procedural matters,
such as how to summarize information required for tax return preparation.

The cost of client seminars is often a concern. Either the firm can absorb the full cost or
it can charge a small fee to cover part of the cost. This may discourage some clients from
attending but, on the other hand, it may limit the audience to a controllable size. A small fee
often helps clients make a commitment to attend, thereby allowing a better estimate of the
number of attendees. The fee should be small enough that clients are not discouraged from
attending.

The length and content of client seminars are critical. Normally, the maximum length
should not exceed two hours, to keep client interest throughout. While technical developments
in the tax and related areas should be addressed, be careful the client seminar does not turn
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into a technical training session. Remember that client understanding of a tax-related matter
is at a different level from that required of a trained practitioner. The objective is not to make
the client a technical expert in a topic; rather, it is to make the client understand an issue well
enough to identify matters that require additional technical assistance from your firm.

Practice Tip. Whether the people presenting the seminar are partners or staff members,
staff should be present. This increases their visibility to clients. Introduce the staff and,
if possible, use them for part of the presentation.

Some firms prefer to bring in outside speakers. To the extent that such speakers bring
expertise that does not exist within the firm and provide information pertinent to the clients,
the approach is appropriate. Disadvantages include the cost of bringing in the outside speaker,
and the possible client confusion created by introducing a “strange face.” Occasionally, firms
will contract with someone who is well known (e.g., an athlete or a politician) to increase
attendance at the seminar. While this may be appropriate in some cases, the risk is that the
seminar will turn into nothing more than a marketing tool for the firm, and no pertinent
information will be provided to the attendees. This will result in decreased attendance at future
seminars and possible client displeasure.

Presenting Client Seminars

A wide variety of topics can be addressed at client seminars. Examples of technical topics
include, but are not limited to, the following:

Payroll taxes and payroll reports
Year-end planning

Bookkeeping and cash flow training
Estimated tax payment reminders
Tax updates

Pending tax legislation

Corporate matters

Social Security tax developments
Estate planning

Computer capabilities

Provide outline information, so attendees can follow the speaker during the presentations.
Quality visual materials are also appropriate. The client packet should include an evaluation
sheet, so that suggested improvements can be addressed at future seminars. It should also
include an organizer form for potential leads on new opportunities. A seminar evaluation sheet
is shown in Exhibit 103-4, and a seminar follow-up sheet is shown in Exhibit 103-5.

On a selective basis, extend invitations for client seminars to nonclients, including persons
identified as prospective clients as well as acquaintances who might find the seminar beneficial.
An unsolicited invitation may be frowned upon in many marketplaces; consider calling before
issuing formal invitations to nonclients.

You might consider sponsoring seminars jointly with law firms, banks, or other professionals.
The advantages of joint sponsorship include sharing development and other direct costs, demon-
stration of coordinated services, and more informative sessions. In addition, you will be afforded
the opportunity to meet clients of the joint sponsor, thus developing new prospects for your
firm. The need for careful coordination and organization and potential client confusion about
which professionals provide what types of services are potential disadvantages.

Seminars are often held in meeting rooms of local hotels or at a location that is well suited
for group presentations. These rooms must allow good visual contact between the audience
and the speaker, comfortable temperature and seating arrangements, and adequate acoustics
so all attendees can hear the speaker without a problem.

Client seminars are occasionally held in-house at the firm itself. In such a case, the offices
must have a good appearance, and the size of the facility must be adequate. At seminars held
in your office, the attendees are given an opportunity to learn more about the firm, the physical
layout of the office, the image it conveys, and so forth.
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There are a wide variety of seminar formats. The two most important variables in deciding
which format is best for a seminar are audience size and the desired level of interaction between
the speaker (or speakers) and the audience. The overall length of the program may also be a
determinant. The program’s objectives and the audience’s information needs are key factors
in determining which format to use.

® Lecture. The lecture format is the traditional theater format most people are familiar
with (the speaker is at the front of the room, usually at a dais, and the audience is
seated in rows, facing the speaker). This is ideal when you plan to have a large audience
and when the subject matter is such that interaction between the presenter and the
audience is limited to a brief question and answer period at the end of the lecture.

e Classroom. The classroom format does not differ markedly from the lecture format,
except that there are narrow tables in front of each row of chairs so participants can
comfortably follow handouts. This format is ideal if the seminar is to last for two hours
or more or when the subject matter is rather technical and it is expected that participants
will want to take notes.

¢ Round table. The format of this type of seminar is suggested by the title. The audience
and speaker are seated around a large conference table. In this arrangement, the target
audience is usually quite small and select: no more than a dozen people. An ideal venue
would be the firm’s own conference room.

Client seminars normally take place in the slower months, and should be considered one
piece of off-season business. They must be scheduled dependent on the ability of clients to
attend. For example, firms with a large number of clients in the construction industry should
not schedule seminars until colder weather has set in, so clients’ schedules allow them to attend
the seminar. In most cases, autumn is typically a good time to schedule seminars. By this time,
much IRS guidance applicable to the current year has been issued and other developments
have occurred, and you and your staff are prepared to discuss them. It is also the natural time
to raise issues related to year-end planning and topics associated with tax return preparation.

After the seminar, review the list of attendees and follow up with key individuals. Thank
them for attending and determine if any open questions remain. Look for opportunities for
additional work as a result of issues raised during the seminar. Exhibit 103-6 contains a sample
follow-up letter.

Checklist for Organizing Seminars

* Assign the task of organizing the seminar and assuring the quality of it to a firm member
who has adequate time to devote, marketing talent, and, perhaps, experience in setting
up such a meeting. Exhibit 103-7 contains a Seminar/Marketing Checklist to be used
in organizing a seminar.

e Plan the seminar in detail to ensure the highest quality. This is your production, and
its success will directly project an image of a successful accounting firm. Its failure will
project an image of an unsuccessful firm.

e The length should not exceed two hours. Ideally, 14 to 1%4 hours.

e The invitation list should include clients, prospective clients, and community leaders.

* Determine an advance registration procedure. Send confirmations of registration.

e Registration of each guest is important so that a follow-up “thank you for coming” letter
can be sent.

* A good mix of speakers includes firm members other than partners. A firm should show
oft the talents of the entire staff. Show off the “rising stars.”

¢ The speakers should possess a good blend of technical knowledge and excellent speaking
ability. Don’t select the speakers without seeing them perform first.

* Each speaker must submit an outline, which should be bound into an attractive, preserv-
able manual that the participants can carry home. Enclose ample “soft sell” information
about the firm in the manual.
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103.7.4

103.7.5

103.7.6

103.7.4

e A refreshment hour following the presentation or between sessions allows the staff to
socialize with clients in a relaxed setting. All professional staff should be present and
instructed to mingle. Your best “soft selling” could occur here.

e Name badges for each participant and for firm members are needed.

e Vary the topics from technical to light and alter them each year. Seminars do not need
to be (and should not be) all accounting and taxes.

e Publish the dates and topics in your newsletter far in advance of the seminar, and send
professionally prepared invitations with RSVPs.

e Ban smoking at the seminar site.

e Don’t have the seminar in the firm’s office during business hours, unless under special
circumstances. There are just too many interruptions (which must be controlled if the
office is used).

e Select a seminar site only after conducting a personal inspection of the facilities, lighting,
and so forth.

e Have a formal follow-up with nonclient participants who have shown a lot of interest
in the firm.

o If the speakers prepare their own visual aids, make sure you review them for quality.
Shabby visual aids give the impression that the firm performs shabby accounting work.

The Seminar/Marketing Checklist at Exhibit 103-7 will assist you in insuring that you are
adequately prepared when presenting a firm seminar.

Personal Contacts

While it is never uncommon to think of using unsolicited personal contacts in connection with
obtaining new clients, it is even more important to call on and stay in touch with your existing
clients. Let them know you care about and are thinking of them. Remember, your best source
of referral is your existing client base.

Make it a point to visit your client’s place of business. Also, pick up the phone to see how
they are doing. Not only does the development of a close relationship assist in referrals, it also
helps to ensure client retention.

Unsolicited contacts should, of course, be without a fee, unless additional services are
generated. Your success in this area will be measured by your ability to turn your inquiry or a
client’s question into a firm project. Exhibit 103-15 contains a sample form to be used for
“Client Relationship Building.”

Let Clients Know You Want Business

All too often, accountants in public practice are hesitant to let clients know they are interested
in additional business. Do not hesitate to let a client know you would appreciate referrals. A
good time is when a client compliments you on a project you have just completed.

Do not convey an impression to clients that you are too busy. Clients are hesitant to ask
for additional services from, or refer a friend to, someone who is too busy to be of service.

Whether or not a particular referral received proves productive, always acknowledge the
person who made it. Set up a system to ensure that every referral is acknowledged by a
telephone call and a follow-up letter. Referrals that result in significant new business may also
be acknowledged with an appropriate gift.

Most professionals and business owners are looking for business. Therefore, referrals
received should be reciprocated.

Obtain Client Feedback

Find out what is important to your clients. The use of a questionnaire enables you to find out
if your firm is meeting the clients’ expectations. Ask questions such as:

1. Did you receive prompt service?
2. Were you satisfied with the services you received?
3. Would you refer our firm to a friend?
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It is also wise to simply ask clients if your service is meeting their expectations. The feedback
you gain may save that client or possibly others who may have had common concerns. See
Exhibit 103-14 for a sample questionnaire.

Thank-You'’ Marketing

One of the easiest marketing activities is to forward a short thank-you note at every opportunity.
Besides properly expressing gratitude to clients and potential clients for special favors and other
matters, this approach strengthens the bond between your firm and the recipients.

There are numerous opportunities for the “thank-you” approach. Perhaps the local newspa-
per favorably mentioned a staff person or the firm; a simple thank-you note to the staff writer
is appropriate. Perhaps a client invited a firm member to a theater or sporting event; a thank-
you note is again appropriate. Perhaps an attorney or a banker made a referral; a thank-you
note is imperative. Every day provides numerous opportunities to say “thank you” to others. A
short, one-paragraph thank-you note, whether typed or handwritten, not only properly expresses
gratitude, but enhances the image of the individual and the firm in the recipient’s eyes.

Balancing the Referral Ledger

As a trained accountant, you understand the double-entry method, and the fact that the ledger
must always be in balance. The same method applies to referrals. Be sure to keep the referral
ledger “in balance.” Think of it as a double-entry set of books: When a referral is received
from a specific individual, bank, or law firm, be sure that a balancing of the ledger occurs
through a referral back to the individual, bank, or law firm.

Practice Tip. When you make a referral to another professional, be sure you let your
colleague know that you have referred a potential client to them. The important point is
that the referral source be aware that you are thinking of them. It is not critically important
whether the prospect actually contacts them or not.

While keeping the referral ledger in balance, be cautious of frequent, specific referrals.
Spread referrals around—don’t find yourself accused of favoritism with specific individuals or
professionals. Attempt to determine if a client has a particular preference or has worked with
certain bankers or attorneys before. Present alternative referral possibilities to clients and let
them choose. Be careful of specific referrals; yet, remember to keep the ledger in balance.

Competition: Friend or Foe?

When marketing a tax practice, consider the competition. If a firm is able to establish a specific
image (see Section 103.3) and to develop a particular niche (see Section 103.5), other firms
may not represent “competition.” Rather, they may be a strong referral base. They can assist
your firm with specialties they have developed. In fact, locally competitive firms may help to
fulfill the quality control element of consultation. A firm is expected to be able to provide
assurance that staff members seek assistance, to the extent required, from persons within or
without the firm having appropriate levels of knowledge.

You might become concerned if a new low-fee tax preparation firm opens in the vicinity.
Are the clients these firms deal with truly the clients you want? If not, the lower cost preparers
may provide an alternative to which your firm can refer smaller clients. Hopefully, they will
reciprocate by referring more complex clients to you. This may allow your firm to better develop
its niche and to focus on larger clients, providing greater opportunity for other services.

Practice Tip. Many firms attract work that doesn’t fit their client-acceptance philosophy,
and so look for lower cost tax preparers to refer that work to. Not only does this assist a
taxpayer, and possibly please the referral source, but the firm might develop a referral
source for itself with the lower cost preparer. Many of these preparers will encounter
complex situations that they need to refer to someone else. Hopefully, those complex
situations will be sent back to you.
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103.10

103.10.1

103.11

103.10

Client Feedback

Continually solicit client feedback to provide the highest level of service. You can obtain feedback
using a number of techniques. One approach is to monitor verbal and written comments from
clients. Another is to provide a form or postcard for feedback along with the tax return and
other materials. Yet another strategy is through a formal client service questionnaire, which is
sent to selected clients for completion. Exhibit 103-14 contains a sample Client Feedback
Questionnaire.

Besides obtaining client feedback, you must act on it. Investigate and address noted
problems and concerns.

Client Service Questionnaire

In addition to soliciting comments from clients on opportunities for improvement, the client
service questionnaire gives you the opportunity to mention additional services that you offer.
Because of the time required to complete the questionnaire, carefully choose a sample of clients
to whom it should be sent.

A client service questionnaire should request information in the following areas:

Professional services used

Awareness of other services provided by the firm
Evaluation of specific services

Problem areas

Satisfaction with the firm and its staff

Other areas of specific interest and concern can be addressed in designing the client service
questionnaire.

Practice Tip. Questionnaires are probably best sent shortly after April 15. During the
busy months, client services become strained, and the questionnaire provides meaningful
information on how your firm performed during this time. Questionnaires should be
solicited at regular intervals, such as every year or two years. If you feel your clients may
not respond to a formal questionnaire, incorporate questions regarding quality of service
and future areas of service into a client permanent file update request.

By using techniques such as a questionnaire, and by acting on information returned to
the firm, significant improvements in client service can result.

Other Client Services

One of the surprising comments many practitioners hear is that clients are unaware the firm
offers services other than tax preparation. However, more and more practitioners are moving
away from emphasis on traditional compliance services and moving toward developing other
areas such as business and financial planning, registered investment advisory services, business
development services, business valuations, studies of internal controls, recommendations on
accounting systems, and so forth.

The tax interview is often the only time a practitioner meets face to face with some clients,
and therefore offers a prime opportunity to discuss the needs of clients in relation to other
services you can provide. Developing a “menu” of services to provide clients and asking a few
probing questions during client conferences will very often lead to new service areas for that
client. For example, asking a business owner when the owner wants to retire and how much
the owner wants the business to be worth in order to provide needed retirement cash flow can
often lead to several engagements including but not limited to, business valuation, personal
financial planning, business development services and business succession planning. Upon
retirement and the sale of the business, firms offering registered investment advisory services
are often the natural candidate to provide investment services for the sale proceeds.
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The image you create of your firm is critical. Newsletters, seminars and other mailings
can be used to advise clients, attorneys, bankers, and other referral sources of the many services
you offer. It is important that everyone within the firm knows all the services you provide and
recognizes the need to refer clients to other experts in the firm for some of these specialty
areas.

Cross-selling

Essentially, selling one service while you perform another is cross-selling. It is an effective
client-centered technique that keeps your firm involved in the client’s affairs. The best way to
effect cross-selling is to create a services plan for major clients.

Too often clients get the impression that a firm operates exclusively in the tax area, and
that your firm is unable to offer management advice, to assist with accounting systems, and,
in general, to provide other professional services to them. Exhibit 103-8 contains a checklist
of potential nontax services that should be completed for each client. Complete such a checklist
annually and follow up on those areas identified.

Practice Tip. Staff often tend to market only in their own areas of knowledge. Be sure
that everyone is made aware of the services offered firmwide, so that staff can recognize
potential opportunities and market toward those opportunities. Continually address the
capabilities of the entire firm through internal memorandums and staff meetings, and
encourage cross-selling in all contact with staff.

Organizational Tools

Most clients appreciate organizational tools (checklists, summaries, etc.) provided by their
accountant. These so called “tools” not only organize the client’s financial and other important
data, but also get the client and accountant thinking about the client’s financial affairs. This
thought process can lead to additional services, such as review of wills, estate planning, etc.
Exhibits 103-11 and 103-12 are examples of some client organizational worksheets.

Introductory Services

In an effort to attract new tax clients, practitioners could offer low cost/stepped down services
to the public. One such service is a “Desktop Review.” This is essentially charging a minimal
flat fee for up to a one hour review of a taxpayer prepared tax return. The firm looks for any
errors and makes recommendations to the taxpayer. Professional staff with three to five years
experience could be assigned this task. This not only gives the taxpayer some peace of mind,
but also provides the professional staff exposure to potential clients and experience in communi-
cating with clients and reviewing tax returns. Naturally, this client meeting then also gives the
practitioner an opportunity to identify other services of benefit to the taxpayer, such as estate
planning, investment advice, successorship planning and so forth.
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Exhibit 103-1: Sample Correspondence on Change in Tax Laws

SWIFT, MARCH & COMPANY

CERTIFIED PUBLIC ACCOUNTANTS
200 Main Street
Noplace, Anystate 00000

MEMO TO: Attorneys and Other Interested Parties
FROM: SWIFT, MARCH & COMPANY
DATE: August 30, 200X
RE: Small Business Job Protection Act

Summary of changes that may have a direct impact on yourself or your clients.

The Small Business Job Protection Act was signed into law on August 20, 200X by the President. The
foliowing is a brief summary of some of the changes that may impact you.

DEVELOPMENTS AFFECTING INDIVIDUALS
SOURCE TAXATION OF PENSIONS BY STATES

Taxpayers who previously lived and worked in one state, but then retired and moved to another state and
began collecting a pension, often were taxed in the state in which they originally lived and worked, even though
they were no longer a resident of that state. Effective January 1, 200X, states are prohibited from taxing
retirement income of an individual where the taxpayer is no longer a resident of that state.

SELF-EMPLOYED HEALTH INSURANCE DEDUCTION

The deduction for the health insurance premiums of self-employed individuals and their families increases
from 30% in 200X to 40% in 200Y. Beginning in 200Z, 45% is deductible, 50% in 201A, 60% in 201B, 70% in
201C, and 80% in 201D and after.

LONG-TERM CARE INSURANCE

Uncertainty has existed regarding deductibility of long-term care insurance. Effective in 200X, insurance
premiums for long-term care insurance will be treated as medical deductions. Accordingly, employers will be
permitted to provide long-term care insurance to employees in a tax-free manner (but not within a cafeteria
plan or flexible spending arrangement). For individuals, the premiums will be deductible as itemized

medical deductions, subject to the 71/2%-of-income floor. For self-employed individuals, amounts paid for
long-term care insurance are treated as medical insurance, allowing deductibility of 40% of the amount (increased
to 45% in 20QY, etc.).

ADOPTION EXPENSES AND ADOPTION TAX CREDIT

The new law adds both an exclusion from gross income for an employer-provided adoption assistance
program, as well as a nonrefundable tax credit for those who do not receive employer assistance. Both the
exclusion and credit are limited to $5,000 per child. This limit is increased to $6,000 in the case of a child
with special needs, generally defined as a child who cannot be placed with adoptive parents unless
assistance is provided. However, all foreign adoptions, including special needs adoptions, are limited to a
maximum of $5,000. These privileges, which begin in 200X, are phased out as taxpayer income

exceeds a $75,000 threshold, with no exclusion or credit available once income reaches $115,000.

DEVELOPMENTS AFFECTING BUSINESSES
EXTENSION OF JOBS TAX CREDIT

The former Targeted Jobs Tax Credit ended in 200X. This is now replaced by a similar Work Opportunity
Tax Credit for employees hired after September 30, 200Y through September 30, 200Z. The categories of eligible
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Exhibit 103-1: Sample Correspondence on Change in Tax Laws (cont.)

employees are much like in the past—AFDC recipients, Veterans, vocational rehab referrals, etc. The tax
credit is 35% of the first $6,000 of first-year wages; effectively, the government will reimburse up to
$2,100 of wages per employee.

RESEARCH AND DEVELOPMENT TAX CREDIT

The former Research Tax Credit expired June 30, 200X. The tax credit is restored for an 11-month period
from July 1, 200Y through May 31, 200Z. As in the past, the business receives a tax credit equal to 20% of the
amount by which current research expenditures exceed the company’s historical base. However, there is

now an elective alternate method, where a business spending as little as 1% of its gross receipts on

research and development may qualify for a tax credit.

50% DISALLOWED MEALS AND ENTERTAINMENT

For several years now, 50% of any meal or entertainment expenditure has been disallowed as a tax
deduction. However, there are a number of subtle, yet significant, exceptions where 100% deductibility

is still permitted. For example, employee-wide meals and entertainment (the summer golf outing.or December
holiday dinner), as well as open houses available to the general public, remain fully deductible. Now,

an important Tax Court case has also suggested that employer-subsidized cafeterias and on-premises
business meals may also be fuily allowable.

INDEPENDENT CONTRACTOR RELIEF

The classification of workers as employees versus independent contractors continues to be a contentious
issue with the IRS. Congress has now updated an old 19XX safe harbor rule to better protect businesses from
the aggressive reach of the IRS. If your company engages workers as independent contractors, we should
review the new safe harbor rules which allow reliance on the “long-standing practice of a significant

segment” of your industry to protect independent contractor classification.

FAILURE TO DEPOSIT PAYROLL TAXES
The tax law contains an especially harsh provision when a business does not remit withheld employee
payroll taxes to the IRS. A penalty mechanism effectively shifts the financial burden to responsible individuals
within the company. Congress has now added taxpayer protection, especially where the IRS assesses
multiple officers or individuals within the business.

We wanted to immediately bring these changes to your attention and urge you to please let us know if you
should have any questions or if we can be of any assistance.
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Exhibit 103-2: Invitation to Banker’s Seminar

BANKER’S SEMINAR
HOT TOPICS IN THE SMALL BUSINESS JOB PROTECTION ACT

Date: Tuesday, August 25, 20XX

Location: Holiday Hotel
Noplace, Anystate 00000

Schedule: 7:00 p.m.—8:30 p.m. Seminar
8:30 p.m.—9:00 p.m. Social and discussion

Fee: $15.00 per registrant (includes materials and refreshments)
Sponsored by: Swift, March & Company

Seminar Objective:

To bring you and your key staff people up to -date on the implications of the Small Business Job Protection
Act. Coverage will include provisions affecting bank taxation, as well as the many changes affecting businesses
and individuals which you and your staff deal with on a day-to-day basis.
Topics to be covered:
e Financial institutions eligible for “S” corporate status
» Key business changes (i.e., depreciation, fringe benefits)
o SIMPLE Retirement plans
¢ Repeal of Interest Income exclusion on ESOP loans
To Register:
Complete the form below and send with payment to Swift, March & Company in the enclosed pre-addressed
envelope.
For Questions:
Call Jane March at Swift, March & Company at (000) 000-0000

REGISTRATION FORM

HOT TOPICS IN THE SMALL BUSINESS JOB PROTECTION ACT Holiday Hotel
August 25, 20XX Noplace, Anystate
Bank: Bus. Phone:
Address:
Zip:

Registrant Names

Send form and payment to:
Swift, March & Company, 200 Main Street, Noplace, Anystate 00000
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Exhibit 103-3: Client Newsletter

(YOUR FIRM’S LOGO)

SEPTEMBER 200X

10 Ways to Cut your 200X Taxes Now!

Although most people do not
want to think about taxes at this
time of the year, it's never too
early to take action to reduce
your 200X tax liability. Effec-
tive planning should help you
achieve your personal and
business financial objectives in
a tax efficient manner. Strive
for sound business decisions
which will minimize your taxes.
Following is a list of ten actions
you can take now to take a bite
out of your 200X tax obligation:

1. Make your 200X IRA contri-
bution now to start deferring
taxes on the earnings more
quickly.

2. If you belong to a 401(k)
pian, fund your account to the
maximum. Earnings are tax
deferred and many employers
make matching contributions.

3. If you are self-employed,
consider establishing a Simpli-
fied Employee Pension (SEP)
plan.

4. Utilize an employer pro-
vided flex/cafeteria plan which
allows you to set aside pre-tax
dollars for health care or child
care expenses. Both income

and social security taxes can
be reduced by using the plan.
However, compute your
expected costs wisely. Any
unused money at the end of
the year is forfeited.

5. Be sure to get documenta-
tion for any single charitable
contribution of $250 or more;
a canceled check is no longer
sufficient documentation. You
must receive a receipt from the
charity.

6. Make a gift of appreciated
stock to a charity. No tax is due
on the appreciation (the differ-
ence between the stock’s cost
and fair market value), yet you
will receive a deduction equal
to the fair market value of the
stock (provided you held the
stock for a full year).

7. If you own a business, con-
sider putting your children to
work. The shifted income may
be taxed at a lower rate if the
child is at least age 14. If you
are self-employed, you may
also realize payroll tax sav-
ings. In all cases, the compen-
sation must be reasonable
based on the work performed
and the child’s age.

8. Pay off your consumer debt
(credit cards, etc.). The inter-
est expense is nondeductible.
Consider a home equity loan if
you lack the funds to pay off
the debt. In most cases, the
interest on a home equity loan
is fully deductible.

9. Consider investing in tax-
exempt bonds. Taxpayers in a
federal tax bracket of 28% or
more may be able to earn a
better after-tax return on tax-
exempt bonds vs. taxable
investments such as certifi-
cates of deposit or money mar-
ket funds.

10. Take full advantage of the
$10,000 annual gift tax exclu-
sion if you may be exposed to
estate tax or want to transfer
wealth to your children.
Although these gifts are non-
deductible, they do remove
earnings on the gifted property
from your tax return in future
years.

These are just ten ways of
reducing your tax liability.
Please call our office for addi-
tional tax planning ideas and
clarification of these items.
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Building wealth during an indi-
vidual's lifetime is a goal of
many. An individual’s net worth
can grow significantly over a
lifetime to include real estate,
retirement . funds, securities,
life insurance, etc. Upon death,
this wealth transfers to the
heirs' and may be subject to
federal and state estate tax.

As a general rule, every U.S.
citizen can transfer up to
$675,000 (year 2000 amount)
of assets, including lifetime
gifts, free of estate tax. If the
fair market value of an individu-
al's estate at death exceeds
$675,000, the tax on the
remaining estate can be as
high as 55%.

With proper estate planning,
estate tax can be significantly
reduced or avoided altogether.
Estate planning is a team

Estate Planning

approach  which  normally
involves  the individual's
accountant and attorney.

There may also be reason to
include a financial planner,
trust officer, and life under-
writer.

If an individual or married cou-
ple’s estate is larger than
$675,000, estate planning is
essential to minimize estate
tax. Although each individual is
allocated a $675,000 exemp-
tion from tax, couples need to
structure the ownership of their
assets and the provisions of
their Wills to avoid squan-
dering each spouse’s exemp-
tion.

EXAMPLE: Dad’s and Mom’s
net worth is $400,000 and
$500,000, respectively. The
provisions of both their Wills
call for the transfer of assets to

pass to the surviving spouse.
If there is no surviving spouse,
the assets go to the children.
Assume Dad dies first.

There is no estate tax on Dad’s
estate because spouses are
allowed to transfer assets to
each other exempt from estate
tax. Mom now has an estate
worth $900,000. If Mom dies,
the first $675,000 of the estate
is exempt from tax, leaving a
taxable estate of $225,000.
Proper estate planning could
have avoided taxation of the
estate.

Unfortunately, this example is
far too common. Our office can
assist you and your attorney in
the preparation of a good Will.
Please give our office a call to
set up an appointment to dis-
cuss your estate planning.
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Exhibit 103-3: Client Newsletter (cont.)

BUSINESS UPDATE

CLUB/ORGANIZATION
DUES
A deduction is no longer

allowed for certain club and
organization dues. Dues paid
to belong to clubs organized
for business, pleasure, recre-
ation, or other social purposes
are disallowed.

By this definition, it would
appear that all club dues are
disallowed. However, the IRS
has issued guidance which
makes it clear that the follow-
ing types of club dues are
deductible:

» Professional organizations

¢ Trade associations

e Chambers of Commerce

e Boards of trade

» Real estate boards

o Civic and public service
groups (Rotary, Lions, etc.)

Dues for civic clubs and pro-
fessional organizations will
generally be deductible if other
IRS rules for deductibility are
met (such as the requirements
that dues be an ordinary and
necessary business expense
and the expense is properly
documented).

If the principal purpose of the
club or organization is con-
ducting entertainment activi-
ties for members or guests or
providing access to entertain-
ment facilities, the dues will be
disallowed. “Principal pur-
pose” is not defined, but it is
clear that the following types of
dues are non-deductible:

e Country clubs

¢ Golf and athletic clubs
¢ Airline clubs

e Hotel clubs

¢ Business lunch clubs

Businesses may continue to
pay for these non-deductible
dues. However, in order to
identify non-deductible dues,
we suggest you establish two
general ledger accounts within
your bookkeeping system: one
entitled “Deductible Dues” and
the other “Non-Deductible
Dues.” This will eliminate
expensive backtracking at
year-end when these amounts
must be identified for tax return
preparation.

TRAVEL EXPENSE OF A
SPOUSE

Travel expenses of spouses
and other companions can’t be

deducted unless the compan-
ion is an employee of the tax-
payer claiming the deduction
and is present for a genuine
business purpose. This
doesn’t mean, however, that if
you bring your nonworking
spouse along on a business
trip, you can deduct only half
the cost of the hotel room.
Instead, you deduct what a sin-
gle occupancy<ns1:XMLFault xmlns:ns1="http://cxf.apache.org/bindings/xformat"><ns1:faultstring xmlns:ns1="http://cxf.apache.org/bindings/xformat">java.lang.OutOfMemoryError: Java heap space</ns1:faultstring></ns1:XMLFault>