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Department of the Treasury Internal Revenue Service
You may not have met your EITC due diligence requirements on returns reporting 
income received  as a household employee
Our review of the tax year 2015 returns you prepared shows that a high percentage of the returns claiming earned income tax credit (EITC) also reported wage income of a household employee who didn’t receive a Form W-2 from an employer. You may not have met your EITC due diligence requirements. Disregarding EITC tax law could result in penalties and other consequences for you, as the paid preparer, and your clients.
Work as a household employee is done in the home of an individual or family. The homeowner provides the necessary supplies, determines the type of work done, and how to complete it. Examples of household employees are babysitters, caretakers, house cleaning workers, domestic workers, drivers, health aides, housekeepers, maids, nannies, private nurses, and yard workers.
An employer is required to report income paid to a household employee on Form W-2 or Form 1099 if that employee earned $2,000 or more in 2016. If a household employee earned less than $2,000 from each individual household in 2016, the household employee will not receive any Forms W-2 or 1099. However, household employees may be considered self-employed, and may be required to file a Schedule C, Profit or Loss from Business (Sole Proprietorship). All household employees must keep records of who they worked for, how often, how much they were paid, and when. The records must show the employers’ names, telephone numbers, addresses where they worked, and payment receipts. Your clients will need to provide this information in case of an audit.
As a paid preparer, you must take extra steps to ensure returns you prepare claiming the EITC are complete and correct.
EITC due diligence requirements for paid preparers:
•  Know the tax laws.
•  Inform clients of EITC eligibility requirements to determine if each qualifies for the EITC.
•  Interview clients every year as their circumstances may change. You must use current information when determining eligibility for, and the amount of, the EITC.
•  Don’t rely solely on tax return preparation software. It is only a guidance tool, not a substitute for knowledge of the tax law.
•  Meet all four due diligence requirements when preparing an EITC claim:
1. Complete Form 8867, Paid Preparer's Earned Income Credit Checklist, and submit it with every return you prepare claiming the EITC.
2. Complete an EITC worksheet, or its equivalent, showing how you computed the EITC.
3. Question the client if any information appears to be incorrect, inconsistent, or incomplete. Document your questions and the client's responses. Failure to adequately question the client and document the responses is the most common reason we assess penalties. 
4. Keep all required records, including copies of any documents you relied upon to determine eligibility for, or the amount of, the EITC.
Paid preparers who prepare inaccurate returns claiming the EITC:
•  May face a $510 penalty per return if they can't prove they met their EITC due diligence requirements.
•  May receive a due diligence audit, have the e-filing privileges for you and your firm suspended or terminated, or be referred to the IRS’s Criminal Investigation Division for further investigation or to the Department of Justice for possible prosecution.
Your clients:
•  May be audited after we issue their refunds. If we determine your clients don't qualify for the EITC, they must repay the overpayments plus interest.
•  May be unable to claim the EITC for 2 years if the claim was due to reckless or intentional disregard of the EITC rules, or 10 years if the claim was due to fraud.
For additional information:
•  Review “Employee Compensation” in Publication 17, Your Federal Income Tax for Individuals, Part Two, Chapter 5.
•  Review Publication 4687, Refundable Credits Due Diligence Brochure.
•  Visit EITC Central at www.eitc.irs.gov and enter the keywords “Letter 5025(SP)” to read this letter in Spanish. (Visite www.eitc.irs.gov e ingrese las palabras claves “Letter 5025(SP)” para leer esta carta en español.)
We’ll continue to monitor future returns you prepare claiming the EITC to ensure you're meeting your EITC due diligence requirements. This letter is for your information only. You don't need to respond.
You can get any of the forms or publications mentioned in this letter by visiting our website at www.irs.gov/forms-pubs or by calling 1-800-TAX-FORM (1-800-829-3676).
If you have questions, you can contact us at the e-mail address on the first page of this letter. For security purposes, don’t include any personally identifying information (PII) for your clients in your email. PII includes any information that could be used to distinguish or trace the identity of your client.
Please note that we can’t provide you with information about the specific returns that are questionable.
Sincerely,
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