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Selected Estate Tax Claims 

Loss Prevention Claim Analysis — Code Explanation 
 

SCOPE PROBLEM ENTITY 

AUD – Audit ADV – Advice CORP – Corporation 

BKPG – Bookkeeping/Write-up ADVF – Adverse Financial Result EST – Estate 

BSMGT – Business Management BUY/SELL – Buy/Sell Decision GOVT – Government 

COMP – Compilation CMPL – Compliance HOA – Homeowners Association 

EP – Employment Practices DEF – Defalcation IND – Individual 

EXEC – Executor/Trustee ELEC – Elections LLC – Limited Liability Company 

INV – Investment Advice ERR – Preparer Error LLP – Limited Liability Partnership 

LIT – Litigation Support FEE – Fee Related Result NP – Non Profit 

MCS – Management Consulting FRD – Fraud PEN – Pension 

MIS – Computer Consulting ICON – Internal Controls PTR – Partnership 

PROJ – Forecast/Projection IND – Lack of Independence S-CORP – S-Corp 

REV – Review LATE – Missed Deadlines TRT – Trust 

TAX – Tax LIQ – Liquidation UNION – Union 

VAL – Valuation NDIS – Nondisclosure  

OTH – Other 
REM – Remedial Accounting 

Services 
 

 UPAY – Underpayment  

 OTH – Other  
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Selected Estate Tax Claims 

 Error Date Scope  Problem Entity  Total 
Incurred  

Description 

1.  TAX LATE EST $99,695 

The CPA was engaged to prepare an estate tax 
return originally due in March 2012. The CPA filed 
a total of two extensions that extended the return 
due date to February 2013. However, the return 
was not filed until March 2014. Although the 
estimated tax was timely paid with the original 
extension, the amount was based on the estate 
being able to utilize an alternate valuation date. 
Because the return was filed more than one year 
late, the IRS disallowed the use of the alternate 
valuation date, which resulted in additional tax, 
interest and penalties. 

2.  TAX OTH TRT $104,301 

The CPA incorrectly prepared the 2008 Gift Tax 
returns showing gifts to plaintiffs/beneficiaries 
directly, instead of to the trusts of the plaintiffs/ 
beneficiaries. The result was an opting out of 
automatic allocation of GST exemption to those 
trusts. The CPA firm prepared the returns based 
on what they were told about the gifts by the 
personal representative (PR) of the estate of 
decedents, who managed the personal financial 
affairs of the decedents. There was inconsistency 
in what was communicated between the PR and 
the CPA about the gifts. The argument against the 
CPA firm is that if there was conflicting information, 
the firm should have sought clarification because, 
as CPAs, they should have recognized that there 
was a substantial GST tax impact of gifting to 
trusts vs. to the children directly. The plaintiffs 
allege that as a result of the firm's negligence, the 
GST tax exemption was wasted. The plaintiffs 
allege that they have suffered damages including 
attorney fees, expert fees, court costs and the 
diminishment of the estate, with a total estimate 
approaching $3 million. 

3.  TAX ERR TRT $57,650 

The CPA was retained to do the trust tax returns. 
The trust was in three parts. The first part 
terminated the first year the CPA did the return, 
and the second part will terminate 6 years later. 
The CPA filed the 1041 timely. While looking at the 
second part of the trust and preparing the return, 
the CPA realized that they had not advised the 
client to pay the generation skipping tax. The client 
asserts that the error is the CPA's and wants the 
CPA to pay half of the tax, penalties and interest. 
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Selected Estate Tax Claims 

 Error Date Scope  Problem Entity  Total 
Incurred  

Description 

4.  EXEC ADVF TRT $65,758 

The CPA was co-trustee for a trust established by 
a long-time client for the benefit of one of her 
surviving sons. The other co-trustee is the son’s 
brother. In accordance with the deceased’s 
expressed wishes, since her death 12 years ago 
the CPA has made monthly payments to the 
beneficiary and quarterly accountings to his 
brother. The beneficiary is requesting an 
accounting (unaware that his sibling has received 
the quarterly accountings). The CPA and co-
trustee have received ~$185K for managing the 
trust, and ~$70K remains in the trust. The 
beneficiary has accused the CPA and co-trustee of 
being opportunists by making incremental 
distributions, prolonging their roles and depleting 
the trust’s assets. The trust agreement did not 
include indemnification language to protect the co-
trustees and was silent regarding the mother’s 
expressed wish to “slow pay” trust assets to the 
beneficiary. 

5.  TAX ADVF EST $170,000 

The CPA provided tax preparation services for an 
estate, the surviving spouse and the decedent’s 
son. The surviving spouse alleges that the CPA 
has conspired with the decedent’s son to the 
estate’s detriment. 

6.  TAX LATE EST $97,250 

The CPA extended the time to file a client’s Form 
706, but failed to include the payment due. The 
CPA mailed the payment and a copy of the 
extension to the IRS along with a letter of 
explanation. The CPA does not have proof that the 
extension was timely filed. The IRS denied the 
extension stating that is was received late. The IRS 
assessed a failure to file penalty, failure to pay 
penalty and interest totaling ~$96K. The CPA is 
still pursuing abatement of the penalties. 

7.  TAX OTH TRT $20,001 

The CPA was engaged to prepare trust returns 
from 1984 to 2010. A beneficiary is suing to obtain 
copies of the trust returns. The trust was dissolved 
and no trustee exists to authorize the release of 
the copies. The CPA has requested a court order 
to release copies of the trust returns to the 
beneficiary. 
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Selected Estate Tax Claims 

 Error Date Scope  Problem Entity  Total 
Incurred  

Description 

8.  TAX ADV TRT $185,026 

The CPA was engaged to prepare trust tax returns 
for a 20-year client whose trust was being 
managed by a private university foundation. The 
foundation as trustee and sole beneficiary alleges 
that the CPA provided bad tax advice related to the 
2011 trust tax return when the CPA advised them 
to distribute all of the sale proceeds from real 
estate the trust sold. The proceeds generated 
$200K in capital gains, which resulted in an over-
distribution to the beneficiary. The excess 
distribution could not be replaced. The CPA 
asserts that he thought all the proceeds could be 
distributed as income in the year of sale. The 
trustee demands $200K+ to cover damages 
including related professional fees. 

9.  TAX ERR TRT $94,137 

The CPA prepared the trust and estate tax returns 
for a decedent’s estate. The trustee, who is also 
the sole beneficiary, alleges that the CPA erred in 
the preparation of multiple years’ trust tax returns 
by not amortizing the $2.7M future value of royalty 
payments on copyrights held by the decedent at 
his date of death, for which the federal one-year 
SOL has closed. The CPA asserts that he believed 
the royalties on the copyrights were income in 
respect of a decedent and therefore not 
amortizable as a receivable before the date of 
death. The trustee demands $90K to cover the 
overpaid federal tax in the closed year and related 
professional fees. 
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