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Keys to Mastering Due Diligence Requirements

and What to Expect During a Due Diligence Audit
Tuesday, August 10, 2021

Start Time: 11:00am Eastern / 10:00am Central
9:00am Mountain / 8:00am Pacific

Note: You should be hearing music while waiting for webinar to start.

Having Technical Issues?
View the “Technical Issues” troubleshooting guide in the Materials drop-down
menu on the left side of this page
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Today our webinar will:

* Discuss paid preparer due diligence requirements

* Review due diligence documentation requirements

* Describe IRS’ due diligence educational contact methods
* Explain the due diligence audit process

* Share IRS’ online educational resources for paid preparers
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Due Diligence Tax Benefits
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Online Educational Resources

SHIRS ‘ Earned Income Tax Credit & Other Refundable Credits

EITC Central | Tax Preparer Toolkit Partner Toolkit  Other Refundable Credits

Welcome to the Tax Return Preparer Toolkit

About Refundable Credits for

Preparers L E

Hot Topics for Return Preparers

Preparer Due Diligence

=
' ’
Due Diligence Training Module . m@\ -
I\ Y

Nationwide Tax Forum Videos

Due Diligence Videos

irs.gov/toolkit
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Due Diligence

As a paid tax return preparer, you must:
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Complete
and submit
Form 8867

Form 8867

- 8867 Paid Preparer’s Due Diligence Checklist

Earmed Income Credit (EIC), American Opportunity Tax Credit (AOTC),
Child Tax Credit [( g the Additional Child Tax Credit {ACTC
Credit for Other D.peno‘ent-: {ODC)), and Head of Household (HOH) Filing Stafus
» To be completed by preparer and filed with Form 1040, 1040-SR, 1040-NR, 1040-PR, or 1040-5S.
» Go to www.irs.gov/Forma8867 for instructions and the latest information.
Taxpayer identification number

N return
r's name and PTIN

Due ence Requirements
Please check the appropriate box for the credit(s) and/or HOH filing status claimed on the return and complete the related Parts |-V
for the benefit(s) claimed (check all that apply). [ 1 EIC || CTC/ACTC/ODC L | AOTC || HOH
Did you complete the return based on information for tax year 2020 provided by the taxpayer or
reasonably obtained by you? .
If credits are claimed on the rsturn, dld you complete the appllcable ElG and.n’or CTC/ACTC!DDC .
worksheets found in the Form 1040, 1040-SR, 1040-NR, 1040-PR, or 1040-SS instructions, and/or the

that you relied on:

s e y Ir ing
, whom you asked, when you ‘asked, the mfol ﬂa‘tlon that was pruwded and the impact thr-

|nfnrmamn had on your preparation of the return.) . . (] 1

Did you satisfy the record retention requirement? To meet lhe record retention requlrement you must --
keep a copy of ycur documentation referenced in 4b, a copy of 1h|s Form 8867, a copy of any
> and rrom wnom the I‘|
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Compute the Credits




Preparer Due Diligence
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Knowledge
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Knowledge — Example 1
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Knowledge — Example 2
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Knowledge — Example 3
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Are Client Documents Needed?

Additional documents can be helpful
when information seems incorrect,
inconsistent or incomplete to prepare a
return or claim for refund claiming;:

EITC
CTC/ACTC/ODC
AOTC

HOH

If you see it and rely on it, keep a record of it.
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Preparer Due Diligence




Keep Records

L COC M@= XEL i




Keep Records
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Contact Methods
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Department of the Treasury
Internal Revenue Service

IRS

e're sending you this letter

A review of the returns you prepared shows you may not have met your due diligence requirements
and may have prepared inaccurate returns for your clients, claiming at least one of the following:

+ Earned Income Tax Credit (EITC)

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

= American Opportunity Tax Credit (AOTC)

= Head of Houschold (HoH) filing status
Paid preparers must know and follow due diligence requirements. You may be penalized if you don't prepare

accurate returns and comply with due diligence requirements under Internal Revenue Code Sections 6695(g)
and 1.6695-2(b) of the Income Tax Regulations. The penalty is per failure for tax returns filed in

Failure to exercise due diligence can also result in an audit, the suspension or termination of your e-filing privileges,

or a referral to the IRS Criminal Investigation Division. We may also audit your clients which could prevent
them from claiming the credits for a period of time in the future.

* Know and follow due
diligence requirements

* You may be penalized if
you don’t comply

* Penalty is $545 per
failure for returns filed
in 2022



+— | Letter 4858 — You May Not Have Met Due Diligence Requirements

Department of the Treasury
Internal Revenue Service

IRS * You must comply with
all due diligence
requirements

You may not have met your due diligence requirements

‘Why we're sending you this letter

 If you do not, you may
We're writing to make you aware of due diligence requirements for paid preparers. .
You prepared tax year returns claiming at least one of the benefits listed below. b e p enallz e d

+ Head of Household (HoH) filing status
= Earned Income Tax Credit (EITC)
merican Opportunity Tax Credit (AOTC)
= Child Tax Credit (CTC) / Additional Child Tax Credit (ACTC) / Credit for Other Dependents (ODC)

IRS Nationwide

Penalty is $545 per

Our review of these returns indicates you may not have met your due diligence requirements.

Paid preparers must comply with all due diligence requirements. If you do not prepare accurate returns and
. . - . . .
comply with due diligence requirements under Internal Revenue Code section 6695(g) and section 1.6695-2(b)
of the Income Tax Regulations, you may be penalized. The penalty is per failure for tax returns filed in al ure Or re I I I S 1 e
The failure to exercise due diligence can also result in an audit, the suspension or termination of your

e-filing privileges, or a referral to the IRS Criminal Investigation Division. We may also audit your clients . 2 O 2 2

DTax
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Letter 5364 — Missing Forms 8867

G e nr * You must comply with all
RS

due diligence requirements

.

* Include F 8867 with
nciude rorm |
h ret laiming HOH
Why we're sending you this letter g >
We're writing to make you aware of due diligence requirements for paid preparers because we received six or
more tax year paper returns you prepared claiming at least one of the benefits listed below without a EI I ‘ ‘ I ‘ / A‘ I ‘ / O D ‘ Or
b

Form 8867, Paid Preparer's Due Diligence Checklist:
- Head of Houschold (HoH) filing status

« Earned Income Tax Credit (EITC) A
- American Opportunity Tax Credit (AOTC) l

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

Missing Forms 8867 Alert

‘We've enclosed a list of these returns 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 cach return claiming one or more of the benefits listed above. Failure to do so may result in a

il * Failure to do so may result
in a penalty of $545 per
failure, and up to $2,180
per return
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What Should You Do if You Receive a Letter?

= Don’t Panic
= Take action
= Review due diligence requirements

= Review your office procedures
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Educational Phone Calls — Is 1t really the IRS?

IRS representative will:

= Provide an IRS employee ID number

= Refer to previous IRS contact

" Ask security questions to confirm preparer’s identity
= Provide educational information

= Not demand any payments
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Educational Office Visit
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Due Diligence Examination
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Due Diligence Examination

Video Part I — Placeholder
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Due Diligence Examination
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Due Diligence Examination

Video Part II — Placeholder
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Examination Report — Letter 1125

Department of the Treasury
Internal Revenue Service

IRS I We are proposing a return
preparer penalty

We have enclosed a copy of our examination report explaining why we are proposing a tax return preparer

I If you agree, please sign and
Szﬁﬁﬂﬁl:;:lzﬁ::&;slzgosed assessment and let us know whether or not you agree by following the re tum Our repo I’t Form 5 8 1 6
\\ )

‘What to Do If You Agree

If you agree to the assessment and collection of the proposed penalty or penalties, please sign, date, and return

one copy of the enclosed Form 5816, Report of Tax Return Preparer Penaliy Case, in the envelope provided.
Make your check or money order payable to the United States Treasury for the amount indicated on the form.
If you agree but cannot pay in full, pay what you can within 30 days from receipt of this notice and we

you a bill for the remaining amount with information about your payment options.

What to Do If You Disagree \ If you don ,t agree, you can

If you don't agree with our findings, you may request a meeting or a telephone conference with the supervisor of
the person whose name is shown above. If you still do not agree with our findings, you have the right to request

a conference with our Appeals Office. You may request an appeals conference as follows: r e qu e St a m e etin g With th e

supervisor or our Appeals
Office




Due Diligence Penalties and Next Steps

Form 5816
Report of Tax Return Preparer Penalty Case

Preparer's name
Street address

Select one box. Preparer is [] Employer preparer

Date of report

The following information identifies the tax return or claim for which penalty is being charged

Taxpayer's name Taxpayers

Street address ¥ ZIP code

Tax period

Kind of Preparer Penalty Charged

|. Failure to comply with due diligence requirements. (IRC Sec. 6695(g))

Gther information

Iyﬂ’é@ Tax IRS Nationwide ‘ 2 O 2 /I
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Due Diligence Correspondence Examination
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Online Educational Resources

SHIRS ‘ Earned Income Tax Credit & Other Refundable Credits

EITC Central | Tax Preparer Toolkit Partner Toolkit  Other Refundable Credits

Welcome to the Tax Return Preparer Toolkit

About Refundable Credits for

Preparers L E

Hot Topics for Return Preparers

Preparer Due Diligence

=
' ’
Due Diligence Training Module . m@\ -
I\ Y

Nationwide Tax Forum Videos

Due Diligence Videos

irs.gov/toolkit
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IRS.gov/toolkit

Use the
return preparer
toolkit as a
due diligence
resource

Key Points

Four
Requirements

Know the rules for
tax benefits
subject to due
diligence

Review your
procedures to
ensure you
comply with the
four requirements |

Complete
Form 8867

when filing a
return or claim for
the EITC,
CTC/ACTC/ODC,
AOTC or HOH

\
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Keep required
documentation for
three years

Client records can
be helpful

If you see it
and rely on it,

keep a record of it |

Key Points

IRS Contact
Methods

Avoid IRS letters,
calls, visits and
enforcement
actions by
practicing
due diligence

Penalties
Can Be Costly

For returns or
claims filed in

2022:
$545 per failure

Up to $2,180
per return




	Slide Number 1
	Today our webinar will:
	Due Diligence Tax Benefits
	Online Educational Resources
	Due Diligence
	Form 8867
	Form 8867
	Compute the Credits
	Preparer Due Diligence
	Knowledge
	Knowledge – Example 1
	Knowledge – Example 2
	Knowledge – Example 3
	Are Client Documents Needed?
	Preparer Due Diligence
	Keep Records
	Keep Records
	Contact Methods
	Letter 5025 – You May Not Have Met Due Diligence Requirements
	Letter 4858 – You May Not Have Met Due Diligence Requirements
	Letter 5364 – Missing Forms 8867
	What Should You Do if You Receive a Letter?
	Educational Phone Calls – Is it really the IRS?
	Educational Office Visit
	Due Diligence Examination
	Due Diligence Examination
	Due Diligence Examination
	Due Diligence Examination
	Examination Report – Letter 1125
	Due Diligence Penalties and Next Steps
	Due Diligence Correspondence Examination
	Online Educational Resources
	Key Points
	Key Points

