IRS Nationwide

The ABCs of Due Diligence



S During our presentation today we will discuss:

* Paid preparer due diligence requirements for tax year 2024
returns claiming the:

* Earned Income Tax Credit (EITC).

* Child Tax Credit (CTC)/ Additional Child Tax Credit
(ACTC)/ Credit for Other Dependents (ODC).

* American Opportunity Tax Credit (AOTC).

* Head of Household (HOH) filing status.

* Consequences of not meeting your due diligence requirements.

! * Frequently asked due diligence questions and answers.




~  We will also share the following information:

* IRS imitiatives and ongoing efforts to help tax professionals
including:
* Tax Professional Awareness Week.

* Webinars training modules and videos.
* IRS Document Upload Tool.

* Online resources @ IRS.GOV 1n the Tax Preparer Toolkit/EITC
Central.
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Question of the Day

IRS Mationwide

How would you define
due diligence 1n your
own words?
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i Preparer Due Diligence Requirements

questions and Compute the Complete Kee
document your credits based and submit recorgs
client’s on the facts. Form 8867. .




The first due diligence requirement 1s :

ide
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Ask all the right questions and document your
client’s answers.
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= Asking the Right Questions

* Ask direct but open-ended questions, avoid leading questions.
= Listen to your client’s responses and ask more questions if the
@ information provided 1s incorrect, incomplete or inconsistent.
g * Use your expertise and skills to find out the right information

for you to prepare a complete accurate tax return.

* Document and keep a paper or electronic copy of all the
questions you asked, and the responses provided by your client.
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Poll Question #1

IRS Mationwide

As a paid tax preparer, are you required to request documentation
fé if your client is claiming her niece, HOH and EITC?
=

A. Yes, supporting documentation 1s always required.

B. No, but you must ask additional questions if the responses
do not appear to be correct, consistent and complete.

C. No, aunts nor uncles are never required to provide
supporting documents.




i Poll Question #1 (Answer)

As a paid tax preparer, are you required to request documentation
(>I—é if your client 1s claiming her niece, HOH, and EITC?

52 A. Yes, supporting documentation 1s always required.

C. No, aunts nor uncles are never required to provide
supporting documents.
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e Compute the Credits

id

IRS Mationw

* Figure each applicable credit based on information from your
client or that you otherwise reasonably obtain or know.

* Use appropriate worksheets such as those found 1n instructions
for Form 1040 or create a record of the computation, including
the method and information used.
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e Complete and Submit Form 8867

IRS Mationw

* Complete Form 8867 for each return or refund claimed.

 File 1t with the tax return or claim for refund (if e-filed), or
provide 1t to your client (if not e-filed) or provide it to signing
preparer (if a nonsigning preparer).

— S| Tax
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The final due diligence requirement 1s:
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Keeping Records




How long should you keep your records?




= Poll Question #2

To meet your due diligence requirements, you do not
have to keep all questions and answers (Q&A) in your
| paper or electronic files.

True or False?




Poll Question #2 (Answer)

False, any questions asked, and answers relied upon to
determine tax benefit eligibility must be retained by

. you, the paid tax preparer either electronically or on

paper.

If you see it and rely on it, keep a record of it.
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& Consequences of not meeting your due diligence
requirements

‘>I—é Consequences can include but are not limited to:

20 * Preparer Penalties — We can review the returns you prepare
24 and assess a penalty for each failure to meet due diligence

requirements.

* Client Audits — We can examine your client’s returns and 1f
we disallow certain credits, your client must pay back any
amount refunded 1n error plus any interest and penalties.




IRS Mationw
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What should you do 1f you receive a letter from
the IRS?

We send educational letters to preparers who have submitted
returns with a high likelihood of errors or who fail to include Form
8867, Paid Preparer Due Diligence Checklist.

_ If you receive a letter from us, do not ignore 1t, you should:

* Act - Review your return preparation methods.

* Change — Make any necessary changes to your office
procedures to consistently meet all four due diligence
requirements.



Letter 5025-F, You Prepared Inaccurate Tax

Returns — You Risk Penalties from an Audit

@ Department of the Treasury Date:
Internal Revenue Service 42024
Wage and Investment Bregarst 1D number-
IR 4800 Buford Highway Ms 50
Chamblee, GA 30341 Contact telephons number:
866-860-4250
Contact e-mall addrees:
. wi.rcpreparemesponse @irs.gov
[Recipient name]
[Address line 1]
[Address line 2]
[Address Line 3]

Alert: Our review shows you prepared inaccurate tax returns in [YYYY].
You risk preparer penalties fr[m an audit, and we may inform your
clients about mistakes you made on their returns.

Dear [Name]:

‘Why we're sending you this letter

Qur review of the tax retums you prepared in [YYYY] shows client retums maccurately claiming tax
benefits and that you possibly failed your due diligence requirements. Failure to perform such due diligence
can result in penalties under Internal Revenue Code Section 6695(g), Failure to be Diligent in Determining
Eligibility for Certain Tax Benefits, and 1.6695-2(a) of the Income Tax Regulations. We may also inform
your clients that you prepared their returns inaccurately.

In addition, you and your clients may face one or all the following consequences:

You may face:
» A preparer audit and a penalty of $ 360 per failure for each tax benefit per return or claim for refund filed
in [YYYY]: in [¥¥YY], average total penalty was around § 60,000.
« The suspension or termination of your e-filing privileges.
« A referral to the RS Criminal Investigation Division.
Your client may face:
= An audit, which will hold their refund until we can determine eligibility.
= An obligation to repay any refund, plus interest, 1f meligible for the tax benefit claimed on the return.
* A ban from claiming the tax benefit for 2 years (if the claim was due to reckless or intentional disregard of
rules and regulations) or 10 years (if the claim was due to fraud ).
We can't tell you which returns were questionable or provide specific information from those returns; however,
we found the following primary issues:
Remember: It's your job to make sure your client is eligible for any tax benefits claimed.
« Conduct an in-depth interview with every client each year.

Letter 5025-F (Rev. 11-2022)
Catalog Number 74518A

‘What yvou need to do
Meet your specific due diligence requirements. The most common reason we assess due diligence penalties is
for failure to meet the knowledge requirement. You should always:
= Applya standard to the i ion your client provides.
= Ask additional probing and relevant questions if any information appears to be incorrect, inconsistent,
or incomplete.
= Document additional questions you ask and the client's response.

‘What happens next

‘This letter is for your information to ensure you are aware of the due diligence requirements and potential
consequences for not meeting them. You don't need to respond. We'll check retums you prepare claiming these
‘benefits to ensure you're meeting your due diligence requirements_

‘Where you can find more information
= Review Publication 4687, Paid Preparer Due Diligence.
= Use the preparer toolkit on our website at IRS.gov/toolkit, which includes a free Etue Diligence Training

ms or calling 300-TAX-FORM (800-829-3676)

If you have questions, you can contact us at the phone number or email address on the first page of this letter.
For security purposes, don't include any p identil i ion (PIT) iging to your clients in
an email. PII ncludes information used to distinguish or trace the identity of an individual.

Sincerely,

Tshinael P Alejo

Ishmael P. Alejo

Director

Refundable Credits Program Management

Letter 5025-F (Rev. 11-2022)
Cataiog NumBer 746184




Letter 4858, You May Not Have Met Your Due

i1ligence Requirements

@ Department of the Treasury Date:

Internal Revenue Service

Wage & Investment Preparer ID number:
I RS IStreet address]

[City, State ZIP] Contact tslephons number:
866-860-4250
Ccontact 6-mall aoaress:
=] wircpreparerresponse@irs.gov
[Address line 1]
[Address line 2]
[Address line 3]

Dear [Name]:
Why we're sending you this letter
+ Earned Income Tax Credit (EITC)
» American Opportunity Tax Credit (AOTC)
* Child Tax Credit (CTC) / Additional Child Tax Credit {ACTC) / Credit for Other Dependents (ODC)
= Head of Household (HoH) filing status
Paid preparers must follow all due diligence requirements. If you don't prepare accurate retumns in compliance
with Internal Revenue Code Section 6693(g) and Section 1.6693-2(b) of the Income Tax Regulations, you may
face:
= An audit and $0  penalty per failure, with & maximum penalty of $0  per retum.
= Suspension or termination of your e-filing privileges.
= Referral to the IRS Criminal Investigation Division.
Your clients may face:
= An audit, which would prevent them from claiming the credits or receiving a refund until we determine
eligibility.
* An obligation to repay any refund, plus interest, if ineligible for the tax benefit claimed on the return.
= A ban from claiming the tax benefit for 2 years (if the claim was due to reckless or intentional disregard of
rules and regulations) or 10 years (if the elaim was due to fraud).
Remember: It's your job to make sure your client is eligible for claimed tax benefits.

‘What you must do to ensure you meet your due diligence requirements

1. Complete and send Form 8867, Paid Preparer's Due Diligence Checklist, with every future return or elaim
for refund you prepare claiming any of the benefits listed above.

2. Complete all worksheets, or equivalents, showing how you computed the credits claimed on a return or
amended return.

3. Conduct an in-depth interview with every client each year. Question any client if any information
seems incorrect, i i ori Applya standard to the information your
client provides. Ask additional probing and relevant questions if any information appears to be incomrect,
inconsistent, or incomplete. Document your questions and the client's responses.

4. Keep required records for the retention period. This includes copies of documents relied on to determine
benefit eligibility and compute credit amounts.
Common earned income tax credits (ETTC) errors include claiming:

* An incorrect amount of earned income. This includes under reporting wages or income and mieporting
income and expenses from Schedule C, Profit or Loss from Business. mI
* EITC for children who didn't meet the qualifying relationship, residency, age, or joint retumn tests_
= EITC for tax year 2021 for specified students under age 24 who didn't claim a qualifying child.
* EITC for a married client not filing a joint return who doesn’t meet the additional rules to claim the
EITC as a separated spouse.
‘What happens next
You don't need to respond to this letter. We'll continue to review the returns you prepare claiming these benefits
to ensure you're meeting your due diligence requirements and initiate the compliance activities referenced above
if necessary.
‘Where you can find more information
* Review Publication 4687, Paid Preparer Due Diligence.
* Use the tax retum preparer toolkit by visiting IRS.gov/toolkit or scanning the code below. The toolkit
includes a free due diligence training module and other resources.

« Find tax forms or publications by visiting TRS.gov/forms or calling 800-TAX-FORM (800-829-3676).

If you have questions, you can contact us at the phone mmber or email address on the first page of this letter.
For securnity purposes, don't include any p i I iom (PIT) iging to your clients.
P includes information used to distinguish or trace an individual's identity.

Note: We can't provide you with information about specific returns.
Sincerely,
Ishmael P. Alejo

Ishmael P. Alejo
Director, Refundable Credits Program Management




Letter 5364, Missing Forms 8867

w Department of the Treasury Dats:
Internal Revenue Service 04/10/2024
Wage & Invesiment Praparer ID Number:
] RS 4800 Buford Highway Mail Stop #50
Chamblee, GA 30341 Contact telephone number:
586-860-4250
Contact s-mall:
- wi.rcpreparemesponse@irs.gov
[Recipient name]
[Address line 1]
[Address line 2]
[Address line 3]

Missing Forms 8867 Alert

Dear [Name]:
‘Why we're sending you this letter
‘We're wniting to make you aware of due diligence requirements for paid preparers because we received paper
returns you prepared in 2022 claiming at least one of the benefits isted below without a Form 8867, Paid
Preparer's Due Diligence Checklist:

= Head of Household (HoH) filing status

+ Earned Income Tax Credit (EITC)

= American Opportunity Tax Credit (AOTC)

* Child Tax Credit (CTC) / Additional Child Tax Credit (ACTC) / Credit for Other Dependents (ODC)
We've enclosed a list of these retums with this letter for you to review.

Paid preparers must comply with all due diligence requirements. Under IRC Section 6695(g), you must include
Form 8867 with each return claiming one or more of the benefits listed above. Failure to do so may resultina
penalty of $560 per failure, with a maximum penalty of $2,240 per retum.

‘What you need to do

This letter is for your information only. You don't need to respond. Do not send us a copy of any missing
Forms 8367 or amend any returns to include the missing Forms 8867. We'll continue to monitor future
retums you prepare that claim these benefits to ensure you're meeting your due diligence requirements.

‘Where you can find more information
= Publication 4687, Paid Preparer Due Diligence, available on our website at www.irs.gov/forms.
= The preparer toolkit on our website at www.irs.gov/toolkit.

Letter 5364 (Rev_ 11-2022)
Catalog NUmDer 661096

If you have questions, you can contact us at the phone number or email address on the first page of this letter.
For security purposes, don't include any p identi i ion (PIT) \ging to your clients. PIT
includes information used to distinguish or trace the identity of an individual

Sincerely,
Ishmael P. Alejo

Ishmael P. Alejo
Director, Refundable Credits Program Management

Enclosure:
List of 2022 returns without Form 8867

Letter 5364 (Rev. 11-2022)
Catalog Number 651026
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Letter 6595, Pre-Filing Season Phone Call Letter

Department of the Treasury
pra s
Wage & Investment
IRS [Street address] January 15, 2024
[City. State ZIP] Letter.
6595 (en-sp)
Preparer ID number:

IRS Mationwide

[Recipient name] Cantact felephone number:
[Address line 1] 866-860-4258
[Address line 2] Contact email address:
[Address line 3] wi.rps@irs.gov

Our review of tax returns you prepared for your clients in [¥YYY] shows inaccurate
tax benefit claims and your possible failure to meet due diligence requirements.

‘What you need to know u . N
Paid tax return preparers are required to follow due diligence regulations found under Treasury Regulation An- IRS E]]Ipll]}'ﬂ‘ m—“ ﬂ“ 01l 1IN ear ]-F Jﬂ]] lliﬂ'j' to d.lS»ﬂl 55 Fﬂur due (] o |

e e e oo o e <00 (IRE) Section 669 requirements. Generally, the call may last up to 30 minutes.
= Eamed Income Tax Credit (EITC),
= American Opportunity Tax Credit (AOTC),
= Child Tax Credit (CTC) / Additional Child Tax Credit (AC’
= Head of Household (HOH) filing status.

An IRS employee will cal
requirements. Generally, the call may last up to

s
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‘What you can expect during the call
The IRS employee will discuss:
= Your due diligence requirements in preparation for the upcoming filing season,
= Consequences of preparing erroneous tax returns,
Any issues, concerns, questions, and

‘What if you don't want to accept the telephone call

You aren't required to accept this educational call However, your participation is highly recommended The
employee will review information to help ensure the returns you prepare for your clients are complete and
correct so they can avoid a potential audit.

‘What will happen going forward

‘We'll continue to monitor future returns you prepare. You may be subject to a due diligence examination or
other actions if subsequent return filings show inaccurate claims of tax benefits.

If you have questions, you can contact us at the phone number or email address at the top of this letter. For
security purposes, don't include any personally identifiable information (PII) belonging to your clients in an
email. PII includes information used to distinguish or trace the identity of an individual.

Letter 6595 (en-sp) (1
Catalog Number 24326M
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Preparer Notification

IRS Mationwide
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%@é The Exam
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Due Diligence: Penalties and Next Steps
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= Depariment of the Treasury - Intemal Revenue Service

g port of Tax Return Preparer Penalty Case

[ Check f multipie violations
Taxpayer's name

Tax period

Kind of Preparer Penal
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A. Understatement due to unreasonable positions. (IR
Inderstatement due to wikful or recks

C. Failure to fumish 3 copy to taxpayer. |

D. Faiure to sign { &

E. Failure to fumish identfying numb

F_Falure to retain c

. Failure to I

L Failure to be diigent in determining eligibility for cenain
1.D  use of information by preparers of retums.

Total penalties

Exam nature

information

ba form tht explains these penaltes

ion - | do not wish to exercise my appeal rights with the Intemal Revenue Service or to contest in
e findings in th th give my consent 1o the immediate and colizction of

atalog Number 2.

Part 1




e Poll Question #3
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The penalty amount under Internal Revenue Code section 6695(g)
for one return or claim for refund filed in 2025 can be up to:

A. $635
B. $500
C. $2,540




= Poll Question #3 (Answer)

3

= The penalty amount under Internal Revenue Code section 6695(g)
%2 for one return or claim for refund filed in 2025 can be up to:

A. $635
B. $500




Video 2
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Frequently asked due diligence requirement;
questions and answers

IRS Mationwide

Question: I’ve known my client for years; do I still need to
perform due diligence?
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Yes. You must make reasonable inquiries to determine
your client’s eligibility for certain benefits and document your
client’s responses. Even if you believe you already know the
answers, you must ensure your information is current, and includes
any life changes.
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Frequently asked due diligence requirement;

IRS
questions and answers cont:
Question: What documents should I ask for when interviewin
¢ g
ﬂ my client for a tax return claiming certain tax benefits and HOH

filing status?

Due diligence does not necessarily require you to request
documentation. However, you must make reasonable inquiries 1f
the client gives you information that appears incorrect, incomplete,
or inconsistent. In some cases, a reasonable inquiry may entail

asking for documentation.
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i Poll Question #4
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IRS Mationw

When 1s Form 8867, Paid Preparer’s Due Diligence required?

3
20 A. For a return claiming EITC, CTC/ACTC/ODC, AOTC or
24 HOH filing status.
- B. When completing an electronic return, per Internal Revenue
Code 7896.

C. For a return that claims the credit for child and dependent
care expenses.




i Poll Question #4 (Answer)

When 1s Form 8867, Paid Preparer’s Due Diligence required?

B. When completing an electronic return, per Internal
Revenue Code 7896.

C. For a return that claims the credit for child and dependent
care expenses.
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IRS 1nitiatives and ongoing efforts to help tax
professionals

IRS Mationwide

IRS provides tax professionals with various online tools and
information to help tax professionals prepare accurate returns.

Let’s discuss some of the initiatives and efforts, such as the:

| K8/ Tax

* Tax Professionals Awareness Week.
* Webinars, videos and training module.

e IRS Document Upload Tool.
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Tax Professional Awareness Week

IRS Mationwide

v [RS Earned Income Tax Credit & Other Refundable Credits

EITC Central Tax Preparer Toolkit Partner Toolkit Other Refundable Credits

Tax Professional Awareness Week

About Refundable Credits for
Preparers

Tax Professional Awareness Week

s
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Hot Topics for Return Preparers

. . ’
Preparer Due Diligence What is Tax Professional Awareness Week?

ore filin

Due Diligence Training Module e ax nrofess y

Nationwide Tax Forum Videos

Due Diligence Videos Why are Tax Professionals so important?

Paid tax professionals play an important role in assisting taxpayers with their filing obligations. In Fiscal Year 2022, paid tax

Preparer Compliance - Focused




Tax Professional Awareness Week cont:

IRS Mationwide

Stay informed - Access resources designhed to enhance your expertise in tax
preparation.

EITC Assistant

EITC Due Diligence Training Module
e-Services

Filing Taxes After Divorce or Separation
Interactive Tax Assistant

IRS National Tax Forums Online (4

PTIN Requirements for Tax Return Preparers

Tax Return Preparer Toolkit

s
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Tax Pro Account
Webinars for Tax Professionals

Online Publications:

» Publication 1345, Handbook for Authorized IRS e-file Providers of Individual Income Tax Return
» Circular 230, Regulations Governing Practice before the Internal Revenue Service Treasury Department

* Publication 5835, Who Do You Trust to Prepare Your Return?
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e Webinars & Videos

* Webinars for tax practitioners, offer a variety of tax related
<>§ topics. Continuing Education Credits are available for most

I webinars.

%2 e Search @ irs.gov “webinars”.

The IRS Video Portal contains video and audio presentations
on topics of interest to small businesses, individuals and tax
professionals. You will find video clips of tax topics, archived
versions of live panel discussions and webinars.

* Search @ irs.gov “video portal”.
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Document Upload Tool for Tax Professionals
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The IRS Document Upload Tool allows users to securely upload
documents to the IRS 1n response to:

* Specific IRS notices or letters.
* Correspondence due diligence audits.

Provides electronic confirmation that IRS received the documents.
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Online Educational Resources

YIRS Earned Income Tax Credit & Other Refundable Credits

7

IRS Mationwide

EITC Central Tax Preparer Toolkit Partner Toolkit Other Refundable Credits

elcome to the Tax Return Preparer Toolkit

) YIRS ‘ Earned Income Tax Credit & Other Refundable Credits
About Refundable Credits for
Preparers
EITC Central ~ Tax Preparer Toolkit  Partner Toolkit ~ Other Refundable Credits _

Due Diligence Best Practices Training Module

Preparer Due Diligence

NS | Tax

| English | Espafiol
S SEPRDVED This self-study course is approved for one continuing education credit for

= ; ¥ ul:iDNTINLIING EDUCATION
Nationwide Tax Forum Videos S =X pPROVIDER enrolled agents and other tax return preparers.

Due Diligence Training Module

Due Diligence Videos

Preparer Compliance - Focused
and Tiered
Password Reset

We respond to re
email, junk email




Contact Information:

EITC.program(@irs.gov




Thank you for attending.
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