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Neither the Internal Revenue Code (“I.R.C.”) nor Treasury Regulations requires
taxpayers to file amended returns.1 However, the ethical rules of Circular 230, the NAEA, and
the AICPA call for tax practitioners to advise their clients about errors or omissions in their tax
filings.2 Once you have advised your client about an error, the client likely will ask you “should
I correct the error, and, if so, how?” Under certain circumstances, a qualified amended return, or
“QAR,” may provide a method for correcting an error without penalties.
A QAR is an amended return that corrects an error in a previously filed return before the
IRS contacts the taxpayer about that return.3 Specifically, in order to be a QAR, the taxpayer
must file the amended return before he or she is first contacted by the IRS about an examination
(including a criminal investigation) of the return at issue and before the IRS contacts a passthrough entity in which the taxpayer is a partner or a member about an audit of its return. Other
less common disqualifications for a QAR are, if, before the taxpayer files the amended return,
the promoter of an abusive transaction in which the taxpayer participated is already under audit,
the IRS has issued a third party summons to any person, group, or class to which the taxpayer
belongs regarding any activity for which he or she reported a tax benefit, or the IRS has
announced a settlement initiative or compromise for a listed transaction in which the taxpayer
participated.4
The effect of a QAR is to reduce or eliminate the accuracy penalty under I.R.C. § 6662
on the amount shown as additional tax on the QAR.5 The I.R.C. § 6662 penalties are for
negligence or disregard of rules or regulation, substantial understatement of income tax, and
substantial valuation misstatements or gross valuation misstatements.6 A QAR will not prevent

the IRS from assessing fraud penalties or penalties under other IRC sections, as the QAR
Regulations only provide for reduction in I.R.C. § 6662 penalties.7
That a QAR cannot be used to avoid fraud penalties is consistent with the Supreme
Court’s analysis in Badaracco v. Comm’r,8 in which it considered the impact of filing an
amended return correcting a previously filed fraudulent return. The Supreme Court held that the
filing of non-fraudulent amended income tax return following the filing of a fraudulent return did
not trigger three-year period of limitations for assessment under I.R.C. § 6501. The Supreme
Court held that “once a fraudulent return has been filed, the case remains one ‘of a false or
fraudulent return,’ regardless of the taxpayer’s later revised conduct, for purposes of criminal
prosecution and civil fraud liability.” If you are concerned that the client’s original return was
fraudulent, you should not attempt to file a QAR, but should consider other options, such as
making a voluntary disclosure.9
A question that is commonly asked in this context is whether the filing of a QAR will
extend the statute of limitations for assessment for that tax year. The answer is generally, “no,”
but there is one narrow exception. Section 6501(c)(7) states that if the taxpayer files an amended
return showing that the taxpayer owes additional tax 60 days before the statute of limitations
would otherwise expire, the statute of limitation is extended for 60 days after the IRS receives
the amended return.10
Another question that may arise is whether an amended return must correct all errors.
The answer to this question is, unequivocally, “yes.” The amended return, like the original tax
return, is the taxpayer’s representation to the IRS that all information on the return is true,
correct, and complete to the best of his or her knowledge. To file an amended return that does

not correct all known errors is to file a false return. Accordingly, if you are planning to submit a
QAR on behalf of a client, make sure that all incomplete and/or incorrect items are addressed.
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