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FORWARD

CURRENT FEEDBACK IS THAT THE IRS ENROLLED AGENT EXAM IS DEFINITELY GETTING MORE
DIFFICULT. Enrolled Agent Exam candidates have an ever-expanding amount of information to master. To make
this more manageable, this course presents selected conceptual content to prepare candidates to pass the IRS
Special Enrollment Examination (also known as the SEE, the EA Exam, and the IRS Enrolled Agent Exam).

MOST EXAM CANDIDATES NEED MORE THAN AN ABRIDGED VERSION OF INFORMATION TO
PREPARE THEM TO PASS THE EA EXAM. Don't be fooled by "streamlined" or "fast" study methods, as such

abbreviated efforts may not adequately prepare you for this increasingly difficult . Exam candidates have
varying tax proficiency backgrounds and hence there is no appropriate one-sizg-fitszall study program.
WHICH TOPICS WILL BE ON YOUR EXAM? There are only one estions on each part of the EA

Exam. Since there are easily over a thousand possible questions
the subject matter is tested on each version of the exam. W

, only a representative sampling of

ics\will be on'y am? No one knows. The
actual questions are not released, and different versions of the e e comput l@ed and randomly
assigned. Also, it sounds like there is much overlap of topics appearing on t! P@ee Exam! So, pay attention
to "hints" throughout this Lesson Book about topicsytha pear on,yo ree Exam even though the
subtopic is identified by Prometric as a Part Onegr P. o topic. S |\ at is the reality.

“wBecause of |privacy regulations, candidate
materia&a nd honestly report
e

THE OBJECTIVE IS TO PASS THE EA EXAM ON THE FI
scores are not released, making it impossib rfany providerief stu

statistically valid "pass rates" of their o . However, over thirteen years, students have used our study
materials to help them pass the EA Examy, If you use t eGuides™ | t eCourse Plus or Internet
eCourse Premium, and y llow study pla includes i lessons and achieving targeted
completion rates and Pract scores per p N UARANTE u will pass.

USE THE WISEGUI OMPREHE PROG &HOOSE THE STUDY METHODS THAT
WORK BEST F xam topicsjare introduced in%n Book or in the Internet eCourse or CD
Coursewar o ext, topics a entally, ma d using the Question & Answer Software with
complete e Ianation t d with topics. To wrap-up the learning process, the

WiseGuides™ eStudy Cards x re helps to tr, e material by challenging you to answer questions

without the crutch of cho% ween given r options (also known as multiple choice guessing). Use of
eStudy Cards enhances essential concept 1@ g skills critical to applying tax law.
O FINISH. The EA Exam continues to evolve with additional

READ THIS LESSON BOOK F| N@l
subtopics. Providing students with content and questions on every possible question would be a very unmanageable

study tool. However, masterin pics in the WiseGuides™ lessons and questions and answers will prepare

you to pass the exam.

NON-SCORED EXAM QUESTIONS. When you take the IRS Special Enrollment Examination, your test will
include some questions that are being field tested. Field testing is the source for future test questions. These
questions do not count as part of your score, but you will not be told which questions they are. Keep this in mind
as you take your timed exam, and use your time wisely. Our advice is to answer every question, not skipping any
but marking those that stump you for review if time permits.

Thank you for choosing WiseGuides™ as your IRS Enrolled Agent Exam study partner!
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Section 3.01

Practice Before the IRS

Changes to Regulate Paid Return Preparers

CHANGES TO REGULATE PAID RETURN
PREPARERS. For years, there have been ongoing
discussions about the need to regulate paid income
tax return preparers. Discussions have now turned
to actions and there are quite a number of proposed
and impending changes in the income tax
preparation industry. The following summarizes
what led to and the current status of these changes
as of April 1,2011.

In June 2009, the Commiissioner of Internal Revenue
initiated a review of paid preparers to help IRS
strengthen its partnerships with paid preparers
ensure that paid preparers adhere to applicable
professional standards and follow tax laws. IRS
recommended changes to the oversight of

preparers in its December 2009 Return
Review report. \

Recommended changes incl

e Mandatory r ati paid prep
who are requi sign a federa
return :
id preparers K
er with IR
CPAs or

hether
red to sign a

who are require
who are not attern

e Holding all paid prepare
standards of practice,
or not the preparers
federal tax return.

gardl

The objectives of the above changes are to:
e Improve service to taxpayers
e Increase confidence in the tax system

e Increase taxpayer compliance.
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REQUIRED PTIN INITIATED. IRS has already
implemented a requirement that paid preparers
obtain a PTIN if they prepare all or substantially all
of a tax return filed after December 31, 2010.

e  Paid preparers may register for a PTIN
online or on paper via Form W-12, IRS Paid
Preparer Tax Identification Number (PTIN)
Application.

e  Paid preparers who currently have a PTIN
must register in the new PTIN registration

system, butsin most cases will retain their
old PTI long as IRS can verify identifying
information fer the existing PTIN.

gistrants are supposed to receive
sional PTIN immediately, while paper
istrants ar osed to receive a
rowswnal 6 weeks.

éas SUBJECT TO
When applying for a PTIN, paid

LF- DIS

VERIF

preparers a sked to self-disclose if they are
mpli h their personal and business taxes,

nd nalty of perjury.NAutomated tax compliance
will be peNed on all paid preparers. Paid
eparers d if they have been convicted

a felon ast 10 years, under penalty of
perjury. N application includes space to

ation for both tax compliance and

Pe e IRS, registrants who provide false
ormatlon on their PTIN applications will have
verely limited appeal rights if IRS proposes to deny
em PTINSs.

As of March 30, 2011, IRS had issued approximately
700,000 PTINs, approximately 60 percent of which
were issued to paid preparers with existing PTINs
and approximately 40 percent of which were issued
to paid preparers without existing PTINs.

NEW CATEGORY OF PRACTITIONER. IRS
plans to hold paid preparers to Circular 230
standards of practice and will establish a new
category of practitioner—registered tax return
preparer. These paid preparers will be limited in
their practice before IRS to preparing tax returns,
claims for refund, and other documents for
submission to IRS, but will be required to adhere to
professional ethical standards when doing so or face
a penalty.

Section | Practice Before the IRS 3.01I.
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Additionally, paid preparers who are supervised by
an attorney, CPA, Enrolled Agent, Enrolled Actuary,
or Enrolled Retirement Plan Agent at a law firm,
CPA firm, or other recognized firm and do not sign
tax returns but obtain a PTIN, while not being
granted rights to practice before IRS, will be
required to meet the same standards. If paid
preparers are denied a PTIN or have their PTIN
revoked, paid preparers will have the right to appeal
this denial or revocation in the same manner as
other Circular 230 sanctions.

EDUCATION REQUIREMENTS AND
COMPETENCY TESTING DELAYED. The
dates for implementing the competency testing and
continuing education requirements are tentative
because OMB is currently reviewing the proposed
revisions to the Circular 230 regulations. Because
these proposed regulations are not final, IRS has not
decided how it will implement some details of the

competency testing and continuing education @

requirements.
APPLYING PROPOSED CHANGES
CIRCULAR 230. A competency test wi
n
¢

required (with exceptions noted) o
officially registered tax return pre;&

e  Paid preparers wh valid PTIN
before comp y testing is availab
have until 2 s a compet

ho register

a ing is available
c ency test be&)r%i

e RS plans to deve plement

competency individu o

prepare returns from the ind 1

tax return ( 1040) s % and,will
s to

assess whether IRS ne, dditional
tests in the future. Enrolled actuaries
and enrolled retire lan agents

will be exempt from the paid preparer
competency testing requirement if they only
prepare tax returns within their limited
practice areas, and will be exempt from the
continuing education requirement.
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e  Competency tests will also be available at
national and international locations.

e The test will allow individuals to consult
forms and instructions during the test.

e A fee will be charged each time the
candidate takes the test.

SUITABILITY CHECKS. After completing the
competency test, registered tax return preparers
will be subject to ility checks, which IRS plans
to conduct to determine whether the individual has
ble conduct. . Section 10.51 of

engaged in di
Circular 2 (@FR § 10.51) provides a list of
condu idered disreputable, including criminal
nvietions, and theref@mishable by sanction or
r t.

uitability che Qistered tax return preparers
will be linked competency test so that when

paid pre x the competency test they will be
finer;% ereby submitting to a suitability

N

@NTIN mCATION
6 QUIR . IRS plans to implement a

pnN.{\Q

contingdin
registered ta
t 15

n requirement, whereby
eturn preparers will be required to
rs of training annually:
3 Hours of federal tax law updates
2 Hours of ethics
_10 Hours of additional federal tax topics
I5 TOTAL HOURS
Plans are also underway to approve continuing

education providers and audit a random sample of
continuing education courses.

Section | Practice Before the IRS 3.01.2
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Proposed Timeline for Implementation of Paid Preparer Requirements

Figure 1: Proposed Timeline for IRS’s Implementation of Paid Preparer
Requirements

PTIN registration began PTIN revoked if
* Fee of $64.25 charged Continuing education competency
+ Registrants asked qbout requirement-TBD test not passed
personal tax compliance * 15 annual hours reguired
and felonies « User fee—TBD
Searchable
database of paid
Competency preparers
testing available available
» User fee—To be |
@ determined (TBD)
6 5]
0 i
5 g ?; g
=t 1 o5
51 z 1
0B E Sl=
2010 2011 2014

Source: IRS. @ \

PENALTIES FORP OMPLI PROGR FUNDING. IRS is funding the
IRS has the authority ize paid prep a istration of the paid preparer requirements
are required to fail to in¢lude a PTIN on a user fees for PTIN registration, competency
return. q sting, and continuing education.

\gs has only determined the user fee for PTIN
DATABASE,OF REGIST EPARER K registration so far, which is $50 per PTIN. IRS
IRS plans to launch a publl sible datab: contracted with a vendor to establish and maintain

all registered paid prep the PTIN registration system, and the vendor will
so that taxpayers ca hether a : charge a $14.25 fee, bringing the total fee for
has registered. The data e will likel e PTIN registration to $64.25.

preparers’ contact information
preparers have passed the competency test,
professional credentials, and tax ation legal
problems, if applicable.

Section | Practice Before the IRS 3.01.3
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Renewal Process

RENEWAL PROCESS. The renewal process uses
a staggered renewal date which is noted on each
enrollment card. Currently, the effective date of
renewal is the first day of the fourth month following
the close of the period for renewal described in
Section 10.6.

Each individual enrolled to practice before the IRS is
accorded active enrollment status subject to his
renewal of enrollment as provided in Section 10.6 of
the Treasury Department Circular 230.

The IRS has a staggered renewal process based on
the last digit of the enrollee’s Social Security number
as follows:

e 0, 1,2, or 3—-Renewal cycle is between
November 1, 2009 and January 31, 2010.

e 4,5, or 6 — Renewal cycle is between
November 1, 2010 and January 31, 20 1 T
See DELAY noted below.

e 7,8, or 9 —Renewal cycle was bet n
November |, 2008 and Jan .

lementation ‘ef
system.

forthcoming due tg th
the new requi

e  Other renewal date ng& be 0\6

DELAY IN RE ERIOD
CERTAIN R AGENT

notice, th @ alYeriod unde 6(d) of
the regulatiofs governing pra’ icexbefore the IRS
been delayed for enrolled tshwith Social Security
numbers or tax identifi t%nbers endingi

or 6. (Renewal cycle @ n Novemb 10
and January 31, 201 1.) n a date fo ~ wal
period is determined, the IRS wijllpub schedule
for affected enrolled agents to [renew their
enrollment in the Internal Reve Bulletin and on

the IRS Office of Professional Responsibility (OPR)
webpage at http//www.irs.govitaxpros/agents/index.html.

This schedule will be published at least 30 days prior
to the beginning of the revised period for
enrollment. This delay will NOT impact an affected
enrolled agent's current status as an enrolled agent
in good standing. Also, the delay will not affect the
number of hours of continuing professional
education required for renewal or the time period
within which these hours must be completed.
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The IRS will generally send a reminder notice when
the individual is due for renewal. However, if a
reminder notice is not received, the individual must
still file Form 8554, Application for Renewal of
Enrollment to Practice Before the Internal Revenue
Service, to renew his status.

Applications for renewal as an enrolled agent will be
required between November | and January 31| of
every subsequent third year as specified above
according to the last number of the individual's Social
Security number or tax identification number-.

INITIAL E ENT PERIOD. Those
individual @eive initial enrollment as an
enroll entdfter November | and before April 2
he,applicable renewalsperiod will not be required
eir enrolln%fore the first full
receipt of their initial

enrollment. ions for renewal as an enrolled
tirement pl t will be required of all enrolled

retirement agents between April | and June 30
of eve@ ar period subsequent to their initial

. %A nonrefundable fee is charged
on for renewal. The renewal fee
o implementation of the new
system.

AMS writing, the annual renewal fee is under
i y the Office of Professional Responsibility.

) yment may be made using a check or money order
furtheg, \q by paying electronically at www.pay.gov.

Section | Practice Before the IRS 3.01.12
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Other Duties

DUTY TO ADVISE. A practitioner who, having
been retained by a client with respect to a matter
administered by the IRS, knows that the client has
not complied with the revenue laws of the U.S. or
has made an error in or omission from any return,
document, affidavit, or other paper which the client
submitted or executed under the revenue laws of
the U.S., must advise the client promptly of the fact
of such noncompliance, error, or omission and of
the related consequences as provided under the
Code.

LIMITED PERFORMANCE AS A NOTARY. [f
the practitioner, who is a notary public, is employed
as counsel, attorney, or agent in a matter before the
IRS, or has a material interest in the matter, he
MUST NOT engage in any notary activities relative
to the matter.

CURRENT AND FORMER GOVERNMENT
EMPLOYEES. A partner of an officer or
of the executive branch of the U.S.
of an independent agency of the U
District of Columbia, may not repr
matter before the IRS in whighathe of'F
employee has (or had) a p s
interest as a governm

NEGOTIATIO FUND
Practitioners"™wh e income tax arers 0
must not en eo othemgse refu

check issued

X! cllent—evel\ lid power of
attorney exists. %

A tax return prepare%t be conside
endorsed or otherwise Regotiated a ¢
result of having affixed the taxp s
refund check for the purpose of depositing the check
into an account in the name of ayer or in the
joint names of the taxpayer and one or more other
persons (excluding the tax return preparer) if
authorized by the taxpayer or the taxpayer’s
recognized representative. (Section 6695(f))

DELAYS. Practitioner must not unreasonably
delay prompt disposition of matters before the IRS.

LIMITED PRACTICE BY PARTNERS OF @

r substant al \6
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Due Diligence

DUE DILIGENCE STANDARDS. A preparer
should be informed on current tax laws, advise the
client of the laws, ask questions of the client, have a
routine in place that requires the client to provide
documents, and follow that routine.

In general, a practitioner must exercise due diligence
when performing ALL the following duties:

e In preparing or assisting in the preparation
of, approying,‘and filing tax returns,

idavits, and other papers

RS matters

rel%
mining the correctness of oral or

|tten repre atlons made by the
ractitioner t epartment of the
Treas ry
Ifr d ing the correctness of oral or

presentations made by the
| oner to clients with reference to any

er adm@d by IRS

ERS. Except as provided in
ctions |0 m 35, and 10.37, a practitioner will
be pr d“te_have exercised due diligence for

purpo s of Section 10.22 of the regulations if the
itione’relies on the work product of another
and the practitioner used reasonable care in

ing, supervising, training, and evaluating the

rson taking proper account of the nature of the
lationship between practitioner and the person.

Section | Practice Before the IRS 3.01.18
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Advising Clients on Potential Penalties

PENALTY AND DISCLOSURE ADVICE. A
practitioner must inform a client of any penalties
that are reasonably likely to apply to the client with
respect to the following.

e A position taken on a tax return if the

practitioner advised the client with respect

to the position; or the practitioner
prepared or signed the tax return

e  Any document, affidavit, or other paper
submitted to the IRS

The practitioner also must inform the client of any
opportunity to avoid any such penalties by
disclosure, if relevant, and of the requirements for
adequate disclosure.

The advice to clients on potential penalties applies

even if the practitioner is not subject to a penalty »
under the IRC with respect to the position or

respect to the document, affidavit, or other paper re
submitted. esentati

RELYING ON INFORMATIO
BY CLIENTS. A practitioner ad
take a position on a tax returfy;
or other paper submitted
signing a tax return as epa
in good faith WITH
information furni

ication upon
lient.

REASO
may NOT, however, ignore th
information furnished to,

catlons of
y known b
practitioner, and must onable inqu
the information as fuéappears to be
inconsistent with an impéftant fact or

factual assumption, or incompl

rrect,

e K\c§
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Best Practices for Tax Advisors

HIGHEST QUALITY REPRESENTATION
STANDARDS. Tax advisors should provide clients
with the highest quality representation concerning
federal tax issues by adhering to best practices in
providing advice and in preparing or assisting in the
preparation of a submission to the IRS.

In addition to compliance with the standards of
practice, best practices include the following:

ing clearly with the client
terms of the engagement. For
ex e,the advisor should determine the
Ii%pected purpose for and use of the
d should have a clear
erstanding with the client regarding the
rm and sco@ve advice or assistance
to be ren

g the facts, determining which
eIevant evaluating the
bleness of any assumptions or
s, relating the applicable law
(includin p%ly applicable judicial
doctrln o the relevant facts, and arriving

© cIu supported by the law and
th

o vi ing the client regarding the
importance of the conclusions reached,
including, for example, whether a taxpayer
may avoid accuracy related penalties under
the IRC if a taxpayer acts in reliance on the
advice

e Acting fairly and with integrity in
practice before the IRS

STAFF TRAINING. Tax advisors with
responsibility for overseeing a firm's practice of
providing advice concerning federal tax issues or of
preparing or assisting in the preparation of
submissions to the IRS should take reasonable steps
to ensure that the firm's procedures for all
members, associates, and employees are consistent
with the above best practices.

Section | Practice Before the IRS 3

.0l
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Internal Revenue Service Organizational Chart as of 4/6/1 |

U.S. Department of Treasury

Internal Revenue Service

Chief Counsel* — EEQO and Diversity

v

Commissioner esearch, Analysis
EEES Chief of Staff .‘ —I© and Statistics

munications
and Liaison

National Taxpayer
Advocate

Services and Op. ram
Enforcement // ! &m
d | N

|
mall Business/ - Chief Financial
Self Employed Officer
Larg ess gency-Wide Human Capital
d International hared Services Officer

~—__\~

Criminal
Investigation

Privacy, Information
Protection and
Data Security

Karen Hawkins = Director, OPR

Whistleblower David Williams = Director, Return Preparer Office

Office

Source: www.irs.gov April 6, 2011

* With respect to tax litigation and the legal interpretation of tax law, the Chief Counsel also reports to the General Counsel
of the Treasury Department. On matters solely related to tax policy, the Chief Counsel reports to the Treasury
General Counsel.

Section | Practice Before the IRS 3.01.43
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Basic Records

BASIC RECORDS. A preparer is not required to
verify the client's books and records to verify
information the client provided to the preparer;
however, the preparer should advise clients to keep
certain basic records. Basic records are documents
that everybody should keep. These are records that
prove income and expenses.

COMPUTER RECORDS STILL REQUIRE BACK-UP
DOCUMENTATION OF TRANSACTIONS. Even
if records are kept on a computer, the taxpayer
must keep all the receipts, checks, and other
documents.

RECORDS TO PROVE INCOME AND EXPENSE

Proof of Payment Records

PROOF OF PAYMENT RECORDS. Proof of
payment alone is not proof that the item claimed on
the return is allowable. Other documents that will
help prove that the item is allowable should also be
kept.

Generally, payment is proved with a cash receipt,
financial account statement, credit card statement,
canceled check, or substitute check. If payments are
made in cash, taxpayer should get a dated and signed
receipt showing thé amount and the reason for the
payment. If thegpayments are made by electronic

funds transfermproef of payment may be
substantiat an account statement.

CORDS T VE PAYMENT

Type of Item Required Records

Income =  Form W-2
=  Form 1099
= Bank stat
=  Brok r%ments
= Form&

Expenses document
nvoices
= ¢ Receipts

PART THREE: Representation, Practice & Procedures

ayment V’& Required Information

=  Amount
Payee’s name
=% Transaction date

Q = Check number
=  Amount
= Payee’s name
\ = Date the check amount
was posted to the
account by the financial

institution
Debit or Credit *  Amount charged
Card =  Payee’s name

=  Transaction date

Investments =  Brokerage statements
= Mutual fund statements
=  Form 1099
=  Form 2439

Electronic Funds =  Amount transferred
Transfer = Payee’s name

Date the transfer was

posted to the account

by the financial

institution

Payroll Deduction | ®= Amount
= Payee code
= Transaction date

Section 2 Completion of the Filing Process 3.02.8
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Avoiding Section 6694 Penalties

AVOIDING SECTION 6694 PENALTIES. For the
$1,000 (or 50% of fee, whichever is greater) per
return penalty under IRC Section 6694(a) to apply,
the preparer must have known (or should have
known) that the position taken is questionable. If the
preparer is relying in good faith on the advice of
another preparer, or on the advice of a preparer
who constituted the preparation of a substantial
portion of the return or claim for refund, there is a
reasonable cause and good faith exception to the
$1,000 penalty if the preparer had reason to believe
the advising preparer was competent to render the
advice.

Be aware that good faith reliance does not exist if
the advice is not reasonable on its face; the preparer
knew or should have known that the advising
preparer was not aware of all relevant facts, or the
preparer knew or should have known the advice was
not reliable because of recent changes in the tax la

ADEQUATE DISCLOSURE DEFENSE. A prepar
is not subject to a civil penalty for an unrealistic

position under IRC Section 6694(a) if the p@ is
t

PART THREE: Representation, Practice & Procedures

Response to Preparer Penalty Notification

RESPONSE TO PREPARER PENALTY
NOTIFICATION. If a penalty is proposed against a
preparer that the preparer does not agree with, the
preparer can do one of the following:

e Request a conference with the agent and
present additional information and explanations

showing that the penalty is not warranted

Wait for the penalty to be assessed and a notice
and demand st ent to be issued, then pay
the penalty days and file a claim for

refund
Wai or%)enalty to be assessed and a notice

an d statement to be issued, then pay at
ast 5% of the p within 30 days and file a
laim for refu

NALTY, A NT. Section 6694(d) states
that the understatements due to
unreal@ ions or the penalty for willful or

uct will be abated if a final
ative determination or a final judicial
is made that there’was no understatement

not frivolous and is adequately disclose i isi
disclosure rules apply to signing an D%ng @Iiability. e retugn preparer has paid any part
preparers: K . 6 the pen payment will be refunded.
e SIGNING PRE The disclos \
must be on perly co Preparer Standards Based on Return Position
and filed , Disclosu
5-R, Regulation ER STANDARDS BASED ON RETURN
tement, as priate, or SITION. The following table illustrates the
e\return per an nue ¢ %quired preparer position (second row) needed to

NON-SIGN
disclosure
prescrib

|

b for signing p
or by inclu in the advi
taxpayer (or to another preparer) a
statement that contains the information
required by regulati

RELYING ON INFORMATION FURNISHED BY
TAXPAYER DEFENSE. A preparer is not required
to audit or review the taxpayer's books and records
to verify information the taxpayer provided to the
preparer. However, if the regulations require the
taxpayer to maintain certain records before claiming
the deduction, the preparer must make inquiries to
verify that the taxpayer is satisfying the
requirements.

oid a penalty based on the type of position taken
(first row) on the return.

Required Preparer Standards
Based on Return Position

Non- Tax
Disclosed Disclosed Shelter Reportable
Position Position Item  Transaction
(O] )
Substantial Reasonable Substantial More Likely
Authority Basis Authority Than Not
> 40% > 20% > 40% > 50%

() Does not pertain to Tax Shelter positions
@ Does not pertain to Reportable Transactions

Section 2 Completion of the Filing Process 3.02.
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Small Business Owner
New Estimated Tax Provision

SMALL BUSINESS OWNER NEW
ESTIMATED TAX PROVISION. For
2009, qualified individuals with small
businesses were eligible to make smaller
estimated tax payments. If the taxpayer
qualified, his required annual payment for
2009 was the smaller of 90% of the tax
shown on his 2008 tax return or 90% of
the tax shown on his 2009 tax return.
Box F in Part Il on Form 2210 or box C
on Form 2210-F must be checked to
certify that the taxpayer qualifies.

To qualify for the decreased estimated
tax payments:

I.  More than 50% of a taxpayer's
gross income must have been
from a business that had an
average of fewer than 500
employees in 2008, and

2. The taxpayer's adjusted
income in 2008 was less/tha

$500,000 ($250,000 Iitas
married filing ratel

2009).
» NOTEL Thi ial provi
was NOT available for tax year

20 l.

2
Payee TIN Penalties %\
PAYEE TIN PENALTQ taxpayer fail nis
a correct TIN to a req r, he is subj

penalty of $50 for each such fai e ailure

is due to reasonable cause and(pnot to Willful neglect.

If a taxpayer makes a false statement with no
reasonable basis that results in no back-up
withholding, the taxpayer is subject to a civil $500
penalty.

Willfully falsifying certifications or affirmations may
subject a taxpayer to criminal penalties including
fines and/or imprisonment.

Back-up Withholding

BACK-UP WITHHOLDING. Persons (payers)
making certain payments to payees must withhold
and pay to the IRS a specified percentage of those
payments, referred to as back-up withholding, under
certain conditions.

Generally, under the back-up withholding rules, the
business must withhold on a payment if:

I.  The payee did
taxpayer ideptifica
manner.

provide the payer with a
number in the required

otified the payer that the taxpayer
on number provided by the payee is

n@ t;e payer to start

the payee failed to report

withholdin
ome tax return in prior years.

inco \
@ ailed to certify that it was not

back-up\withholding for

rreporz&in est and dividends.
aymen % be subject to back-up withholding
includ

D|V|dends

Rents
K\ Royalties

*  Commissions
Non-employee compensation
Broker proceeds

*  Barter exchange transactions

*  Reportable gross proceeds paid to
attorneys

*  Certain gambling winnings

*  Certain payments made by fishing boat
operators

Section 2 Completion of the Filing Process 3.02.18
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Centralized Authorization File (CAF)

CENTRALIZED AUTHORIZATION FILE (CAF).
The Power of Attorney (POA) is entered into the
CAF. A power of attorney will be recognized after
it is received, reviewed, and determined by the IRS
to contain the required information.

However, until a power of attorney is entered into
the centralized computer database called the
CENTRALIZED AUTHORIZATION FILE (CAF), IRS
personnel, other than the individual to whom the
form is submitted, may be unaware of the authority
of the person the taxpayer has named to represent
him.

Therefore, during this interim, other IRS personnel
who do not have access to a copy of the power of
attorney may request that the taxpayer or his
representative submit an additional copy.

The fact that the power of attorney or tax
information authorization cannot be recorded o
the CAF system is NOT determinative of the
current or future validity of the document.

involves processing the doc e CAF ¢

When the IRS receives a complete and 'o@r
of attorney, the IRS will then take action to
recognize the representative. In m& nces, this 6

the scope of autherity gran

TAX MA RECORDER .

power of attegney or tax info& n authorizati {
may be filed in all matters e jurisdiction o

the IRS, only those doc s which meet

the following criteria@recorded onta % A
system: O

1. Specific tax period. Only documents which
concern a matter(s) relatin pecific tax
period (except for civil penalties) will be
recorded onto the CAF system.

2. Future three-year limitation. Only documents
which concern a tax period that ends no later
than three years after the date a power of
attorney is received by the IRS will be recorded
onto the CAF system.

RS
)
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EXAMPLE. A power of attorney received by the IRS on
August I, 2000, which indicates that the authorization
applies to Forms 941 for the quarters ended December
31, 2000, through December 31, 2010, will be recorded
onto the CAF system for the applicable tax periods which
end no later than July 31, 2003 (i.e., three years after
the date of receipt by the IRS). However, the POA or tax
information authorization which concerns tax periods
that end more than three years from the date of receipt
by the IRS is NOT considered INVALID for the period(s)
not recorded onto the CAF system. Such POA or tax
information authorization may be resubmitted at a later

date.
3. Docum prior tax periods. Documents

any tax period which has ended
o date on which a POA is received by

will be rec d onto the CAF system
ided that mat ncerning these years

by the IRS.

Limitatio he number of representatives
reco 6 more than three representatives

appoi nder a POA or three persons

[
>
(a9
o
-5
0
é

first three names will be

s d underfa tax information
orization wi;Ncorded onto the CAF
em. If more than three representatives are
@ appointed,only
recor the CAF system.

TV

Section 3 Representation 3.03.6
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Section 3.04

Electronic Filing

History of Electronic Filing

HISTORY OF ELECTRONIC FILING. The IRS e-file
tax filing program for individual and business tax
returns has come a long way since its debut as a
pilot project in 1986 with the transmission of 25,000
refund-only individual income tax returns from five
transmitters in three locations.

By 1994, approximately 98 percent of all individual
tax returns could have been filed electronically. The
IRS continues to work toward enabling 100 percent
of all forms and schedules. As of October 2008, 90
million tax returns, almost 60 percent of all

individual returns, were filed electronically of whi
63 million returns came from tax professionals
more than 27 million were filed from home

computers. While e-filing of individual retur
reached the 69% rate during the 2010 f|||ng

the IRS has considerable challenges der
to reach its 80% e-file goal for indiKet ns.

There are various reasons
some resistance by bot
preparers. One of thg'initi
help reduce resistanc

require some prv

Return P rers Now R%

RETURN PREPARERS
FILE. Before November ,
the IRS from requiring'tha
returns be e-filed. On that date

One of the provisions in this 2009 Act mandated
that individual income tax returns filed after
December 31, 2010 by preparers who file more than
10 returns in a calendar year be e-filed.

PART THREE: Representation, Practice & Procedures

Starting January |, 2011, paid tax return preparers
must comply with the new law that requires those
who meet the definition of “specified tax return
preparer” to electronically file federal income tax
returns that they prepare and file for individuals,
trusts and estates. The e-file requirement will be
phased in over two years.

The new requirement does not apply to individuals
who do not meet the definition of “tax return
preparers” under the Internal Revenue Code and
related regulations, such as an individual who
provides tax assistancejunder a Volunteer Income
Tax Assistance (VI program, a person who
merely pre eturn of the employer (or of an
e of the employer) by whom the
Iy and continuously employed, or a

offcer ore
per o egl
who prepares a urn as a fiduciary for any

As a result of t Ies, preparers will be

qun'ed @ s ing IRS e-file beginning:
ry I, 201 1— for preparers who
icipate fi fIl 00 or more Forms 1040,
IO40A I04I during the year;
° I, 2012— for preparers who

anticipate filing 1 1 or more 1040, 1040A,

x 1040EZ and 1041 during the year.
ules require members of firms to aggregate the

mber of returns that they reasonably expect to
ile as a firm. If that number is 100 or more in

lendar year 2011 (11 or more in 2012 and
thereafter), then all members of the firm must e-file
the returns they prepare and file. This is true even if
a member prepares and files fewer than the
threshold on an individual basis.

-
EXAM REALITY NOTE. With the
implementation of required e-Filing for tax
season 201 [, it is highly likely that the Part
Three Exam will include more in-depth
questions pertaining for e-Filing than had
been asked in prior years.

Accordingly, this May 201 |-February 2012
Edition of the Part Three Lesson Book
provides expanded content
pertaining to e-Filing. We recommend that
you thoroughly review this section before
taking your Part Three Exam.

Section 4  Electronic Filing 3.04.1
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Business e-File

BUSINESS E-FILE. There is an IRS e-file to meet the
needs of all businesses, whether a business is big or
small, or a self-employed business. IRS e-file is
available for corporations, partnerships,
employment taxes, and information returns, as well
as returns for estates and trusts and exempt
organizations.

Partnerships Required to e-File

PARTNERSHIPS REQUIRED TO E-FILE. Section
1224, of the Taxpayer Relief Act of 1997, requires
partnerships (Form 1065 U.S. Partnership Return)
with more than 100 partners (Schedules K-1) to file
their return on magnetic media (electronically as
prescribed by the IRS Commissioner). This law
became effective for partnership returns with
taxable years ending on or after December 31, 2000.
Partnerships with 100 or less partners (Schedules

I) may voluntarily file their return using the MeF,
Platform.

Corporations Required to e-File
CORPORATIONS REQUIRED T Q
Temporary Regulations issu nuary 2005
Final Regulations announce
implemented effective ember; 2007 r
certain corporations onlcally file.

corporations with,$10 or more in tota
assets and that fI more retur; ear are

required t ically file their
0-F.

1120, 11 I
All returns filed by a corpg @

r members
iﬂ during th
year are counted regagdless,of type, inclu

controlled group of cor

income tax returns, ret reqmred tion
6033, information returns, exci s, and
employment tax returns. Corrected fieturns,
amended returns, or forms filed Wi e

1120, 1120S, or 1120-F tax return, such as Form
5471, are not counted. Returns filed by a related

partnership are not included when determining if a
corporation meets the 250-return threshold. For

Tax Years 2008 and forward, carryback claims
(situations in which the change is due to a net
operating loss carryback, a capital loss carryback, or
a general business credit carryback) may be filed
electronically.

Tax-Exempt Organizations e-Filing

TAX-EXEMPT ORGANIZATIONS E-FILING. With
a few exceptions, most tax-exempt organizations
that file Forms 990, 990-EZ, 990-PF, or 1120-POL
can file electronically. Form 990-T, Exempt
Organization Business Income Tax Return, is not yet
available for electronic filing.

Exempt organizations can e-file:
e Form 990, Return of Organization Exempt
from Income Tax;
e Form 99 ~Short Form Return of
Organi iomExempt from Income Tax;
F, Return of Private Foundation or
47(a)( I) Trust Treated as a Private

rml I20 POIs*U.S. Income Tax Return for
ertain Political"Organizations;

’b. ication for Extension of Time

to File;anExempt Organization Return; and
R) @ Application for Automatic 6-Month

extensi orm associated with the
1120-P L)

o of Time To File Certain Business
e Tax, Information, and Other Returns

PT ORGANIZATIONS Many
smaII X~ ganlzatlons with annual gross
recelpts le an or equal to $50,000 now must

it Fo 990-N, Electronic Notice (e-Postcard) for
pt Organizations Not Required to File Form
r 990 EZ, if they choose not to file Form 990

\Q) -

LARGE TAX EXEMPT ORGANIZATIONS. E-filing
of Forms 990 and 990-PF is required for some large
tax-exempt organizations. For tax years ending on or
after December 31, 2006, only organizations that file
250 returns during the calendar year and that have
total assets of $10 million or more are required to
file Form 990 electronically.

PRIVATE FOUNDATIONS AND CHARITABLE
TRUSTS. Private foundations and charitable trusts
are required to file Forms 990-PF electronically
regardless of their asset size, if they file at least 250
returns annually. The electronic filing requirement
does not apply to the extension Form 8868, even if
the filer is required to file its return (Form 990 or
9900-PF) electronically.

Section 4  Electronic Filing 3.04.6
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e-File Provider Eligibility

E-FILE PROVIDER ELIGIBILITY. The provider
applicant identifies its Principals and at least one
Responsible Official on its IRS e-file Application. The
roles are not mutually exclusive; a Principal may also
serve as the Responsible Official. A business is
accepted and may continue to participate in IRS e-file
if the business and its Principals and Responsible
Official(s) meet and adhere to IRS e-file
requirements.

Each individual who is a Principal or Responsible
Official must meet the following criteria:

I. Be a United States citizen or an alien lawfully
admitted for permanent residence (legal
resident alien) as described in 8 U.S.C.
§1101(a)(20) (1994);

2. Be 21 years of age as of the date of application

3. Meet applicable state and local licensing and
bonding requirements for the preparation an

collection of tax returns

Principal and Responsible Officia

organization includes

i
e Sole Proprietorship: The sole proprigtor

a5
peréent or more int

L 2
in the partners
is a Principal. If n e& as at least a
percent or mo rést in the paitie
the Principa@ idual authe @
a s ]

o
act for the p hip in legalsa ax
matters. At least one suchwing :
be on the application. See Nate below.

e Corporation: The President, Vice-
President, Secretary, and Treasurer are
each a Principal of the corporation. See
Note below.

e Other: The Principal for an entity that is
not a sole proprietorship, partnership, or
corporation is an individual authorized to
act for the entity in legal and/or tax matters.
At least one such individual must be on the
application.
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A large firm with multilayered management, that is
not a sole proprietorship, includes only Principals
and "Key Persons" who "participate substantially"
with control over the firm's electronic filing
operations” as Principals on the firm's IRS e-file
Application. A large firm usually has subsidiaries or
multiple operating divisions/branches.

"Key Persons" are individuals other than Principals
(as defined above) who participate substantially with
control over the large firm's electronic filing
operation. "Participate substantially" means
participation that isfextensive and substantive, and
not peripheral, glerical or ministerial.

B&FICIALS. A Responsible Official is

s authority to sign

revised IRS e-ilta ications.
2
A Respo K ial ensures the Provider adheres
to the provisions of the revenue procedure as well

ications andgnotices governing IRS e-file.

he onsible Ofﬁ%y oversee RS e-file
ragions at onNor offices, but must be able

responsibilities for each of the

fulfill ide
x ices. If o idual cannot fulfill these
PRINCIPAL AND RESPON OFFIG@IALS. ¢ 6 ities, ac
Generally, the Principal for%ss or \
llo

respo d Responsible Officials to the e-file
application. To add or change Responsible Officials, a
Pgoyider revise its IRS e-file Application.

S

Section 4  Electronic Filing 3.04.9
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e-File Publications

E-FILE PUBLICATIONS. All Providers should
become familiar with the various publications
pertaining to the e-file program. A list of IRS e-file
publications is in Publication 3112, IRS e-file
Application and Participation.

Preparers should also thoroughly review Rev. Proc.
2007-40, Requirements of Participants in IRS e-File
Program.

Publication 1345, Handbook for Authorized IRS e-file
Providers of Individual Income Tax Returns, is intended
to supplement the revenue procedure but does not
supersede it (Rev. Proc. 2007-40).

However, Publication 1345 has the same legal force
and effect as the revenue procedure. Violating a
provision of Publication 1345 may subject the
provider to sanctions.

Monitoring of Authorized e-file Providers
The IRS monitors Authorized IRS e-ﬁl@

Providers for compliance with the r
procedure and IRS e-file rules and %ts

through review of IRS records and isits to

Providers’ offices and other tlons
Providers perform IRS efil

During monitoring visii may investi
complaints and ep ance with IRS e-fi
rules. Monitoring ude, but is

the followi

Re ing the quallt e-file
submissions for r other defA
Checklng a to S|gnature
reqmrements eturns

Scrutinizing advertisin mate

Examining records

e  Observing office procedures

In addition, the IRS may monitor Authorized IRS e-
file Providers for compliance with the tax return
preparer regulations, including provisions of IRC
Section 6695(g), which relates to the due diligence
requirements for Earned Income Tax Credit claims
on individual income tax returns.

N\
> S
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When to Submit a New EFIN Application

WHEN TO SUBMIT A NEW EFIN APPLICATION.
Applicants and authorized IRS e-file providers must
submit a new application with fingerprint cards or
other documentation for the appropriate individuals
if any of the following applies:

I. Applicant has never participated in IRS e-file

2. Applicant has previously been denied
participation in IRS e-file
3. Applicant been suspended from IRS e-file
4. Appli @not submitted any e-file returns
re‘than two years

ider is part|C| n IRS e-file and wants to

inate the submission of returns
al location

from an a
e business has changed, requiring

Stru
us or different Taxpayer ldentification
(TIN) \

%

PORTANT

erpts from Publication 1345,
andbook for Authorized IRS e-file
roviders of Individual Income Tax Returns,
are included at the end of this section.

Selected items include more information
on monitoring of e-file Providers,
sanctions, administrative reviews,

revocation, and penalties.

Section 4  Electronic Filing 3.04.13
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Declaration Document and e-File
Authorization Form 8879

DECLARATION DOCUMENT AND E-FILE
AUTHORIZATION FORM 8879. Form 8879 is the
declaration document and signature authorization
for an e-filed return filed by an electronic return
originator (ERO). Form 8879 is completed when
the practitioner PIN method is used or when the
taxpayer authorizes the ERO to enter or generate
the taxpayer's personal identification number (PIN)
on his e-filed individual income tax return.

EROs must retain Forms 8879 for three years from
the later of the due date of return or the date
received by the IRS.

Tax practitioners will no longer submit a paper
signature for e-file returns using Form 8453, U.S.
Individual Income Tax Declaration for an IRS e-file
Return. Instead, the newly designed Form 8453, U.S.
Individual Income Tax Transmittal for an IRS e-File
Return, will be used to transmit supporting paper;
documents that are required to be submitted to
IRS with e-file returns.

Only the forms and supporting docume @)n

or additional documentatio

filing.

*

S
Q?\ é\(\ *&\
W OQ

yer
N
sing theNicn
the new Form 8453 can be submit th new PIN met
form. If the return requires submi% any form authoriZe
t is not¥isted on, ¢ 6 g
Form 8453, then that retur i T eligible for \ ol
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PROCESSING FORM 8879. The ERO must receive
the completed and signed Form 8879 from the
taxpayer before the electronic return is transmitted
(or released for transmission). Form 8879 is not
sent to the IRS unless requested to do so.

The ERO must provide the taxpayer with a copy of
the signed Form 8879 (upon request) or corrected
Form 8879.

When and How To Complete

rmine when and how to

THEN ...

Do not complete
Form 8879.

Complete Form 8879,
Parts |, Il, and HL.

Complete Form 8879,
Parts |, Il, and HL.

Using
u Complete Form 8879,
Parts | and II.

N\

Iternative Signature Methods for ERO

LTERNATIVE SIGNATURE METHODS FOR ERO.
Os are allowed to sign the following forms by
rubber stamp, mechanical device (such as signature
pen), or computer software program:

e Form 8878, IRS e-file Signature Authorization
for Form 4868 or Form 2350

e Form 8879, IRS e-file Signature Authorization.

The alternative methods of signing must include
either a facsimile of the individual ERO's signature or
of the ERO's printed name. EROs using one of these
alternative means are personally responsible for
affixing their signatures to returns or requests for
extension. This rule does NOT alter the current
requirement that Form 8878 and Form 8879 be
signed by the taxpayer by handwritten signature.

Section 4  Electronic Filing 3.04.20
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Employer Federal Tax Returns

EMPLOYER FEDERAL TAX RETURNS. Employers
who pay wages subject to income tax withholding
(including withholding on sick pay and supplemental
unemployment benefits) or Social Security and
Medicare taxes must file payroll tax returns on a
quarterly basis using Form 941, Employer's Quarterly
Federal Tax Return, unless one of the following
exceptions apply.

I. Seasonal employers are not required to file for
quarters when they regularly have no tax liability
because they have paid no wages.

2. Household employers report Social Security
taxes, Medicare taxes, and withheld income tax
on Schedule H (Form 1040) rather than on
Form 941.

3. Employers for employees in American Samoa,
Guam, the Commonwealth of the Northern
Mariana Islands, the U.S. Virgin Islands, and
Puerto Rico use Form 941-SS or 941-PR rather
than Form 941.

4. Agricultural employers reporting Social rity,
Medicare and withheld income taxes u@n
943, rather than form 941. Q

5. Employers with an annual totaM for Sogal
Security, Medicare, an eld federal inc
taxes of $1,000 or Ies% an annu
944, Employer's % al Tax

rather than quart g Form 941.

6. Back-up with r income i hholding
on nopépayrollpayments su
annui and gambling win orted
on Form'945, Annual Re’cNa Wlthheld
Federal Income Tax, n Form 94
income tax W|thh I rted onF

1099 or W-2G reported
Form 945 is an annual tax return.

FORM 940. An annual return, QO Employer's

Federal Unemployment (FUTA) Tax Return, calculates
the employer's federal unemployment tax liability.
Form 940 must be filed by the beginning of February
for the previous calendar year. Any unpaid FUTA
must be paid when filing Form 940.

» NOTE. Separate deposits are required for
payroll and nonpayroll (Form 945)
withholding.

Payroll Tax Deposit Schedule Rules

PAYROLL TAX DEPOSIT SCHEDULE RULES.
Employers must deposit federal income tax withheld,
plus both the employer and employee portion of
Social Security and Medicare taxes, plus or minus any
prior period adjustments to tax liability.

The schedule that must be used is determined by the
total tax liability that was reported on Form 94|
during a four-quarter look back period. The look
back period for the 201 | calendar year is July I,
2009 through Jun ,2010.

PAYMENT@ ETURN. Only very small

cally, those with a quarterly federal
iability, of less than $2,500—can mail a check to

ith their quar%r annual return. All

ust pay u

business d .% ot qualify to pay the tax when
ust deposit the taxes using one

filing For Y
of the foll schedules:
onthly depN

@ SemlweNapositor

L SITOR If the business reported
5 , 00 o S total tax liability for the look back
p d, the'business is a monthly depositor and must
axes on payroll during a month by the 15th
fthe following month.

MI-WEEKLY DEPOSITOR. If the business
reported MORE THAN $50,000 total tax liability for
the look back period, the business is a semiweekly
depositor. Accumulated tax liability for payroll made
on Wednesday, Thursday, and/or Friday is deposited
by the following Wednesday. Accumulated tax
liability for payroll made on Saturday, Sunday,
Monday, and/or Tuesday is deposited by the
following Friday.

NEXT-DAY DEPOSIT RULE. If a business
accumulates a tax liability of $100,000 or more on
any day during a deposit period, the taxes must be
deposited by the next banking day. It does not
matter whether the business is a monthly or
semiweekly schedule depositor.

Section 4  Electronic Filing 3.04.26
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Section 3.05

Examination,
Appeal & Authority

Examination Selection Criteria

EXAMINATION SELECTION CRITERIA. The IRS
examines (audits) tax returns to verify that the tax
reported is correct. The IRS selects returns using a
variety of methods, including:

e  Potential participants in abusive tax avoidance
transactions — Some returns are selected based
on information obtained by the IRS through
efforts to identify promoters and participants of
abusive tax avoidance transactions. Examples
include information received from “John Doe
summonses issued to credit card companie
businesses and participant lists from promot
ordered by the courts to be turned over to the
IRS.

e Computer Scoring — Some r
for examination on the basis o
scoring. Computer pr s give
numeric “scores”. The
System (DIF) scor; es
change, based on

inant Fun

experience
ported Income

e large Corporati
large corporate ret

e Information Matching — Seme returns are
examined because payer reports; such as Forms
W-2 from employers or Form 1099 interest
statements from banks, do not match the
income reported on the tax return.

e  Automated Underreporter Program (AUR) is a
document matching initiative that results in CP-
2000 notices that show proposed changes to a
taxpayer's income tax return.

e Related Examinations — Returns may be
selected for audit when they involve issues or
transactions with other taxpayers, such as
business partners or investors, whose returns
were selected for examination.

e  Other — Area offices may identify returns for
examination in connection with local compliance
projects. These projects require higher level
management approval and deal with areas such
as local compliance initiatives, return preparers
or specific market segments.

n come from a number of

This mfor
source g newspapers, public records,
and i d s. The information is evaluated for

nd accuracy before it is used as the
sis for an exam| or investigation.

tentlal Thi Contacts

D PARTY CONTACTS.
, S will deal directly with the taxpayer
thorlze presentatlve However,
tact other persons if
hat the taxpayer has been
verify information received.

If the Qother persons, such as a neighbor,
emp
to te e

POTENT:

Q(D
- 8w
b=
wn
:('D

bank , or employees, the IRS will generally
m limited information. The law
the IRS from disclosing any more
ation than is necessary to obtain or verify the
ormation they are seeking. The need to contact
ther persons may continue as long as there is
tivity in the taxpayer's case. If other persons are
contacted, the taxpayer has a right to request a list
of those contacted.

The IRS Restructuring and Reform Act of 1998, the
Privacy Act of 1974, and the Paperwork Reduction
Act of 1980 require that when the IRS asks a
taxpayer for information that they must first tell the
taxpayer:

e  What their legal right is to ask for the
information
Why they are asking for it
How it will be used
What could happen if they do not receive it
Whether the taxpayer’s response is
voluntary, required to obtain a benefit, or
mandatory under the law

Section 5 Examination, Appeal & Authority 3.05.
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Revenue Rulings

REVENUE RULINGS. A revenue ruling is an official
interpretation by the IRS of the Internal Revenue
Code, related statutes, tax treaties, and regulations.
It is the conclusion of the IRS on how the law is
applied to a specific set of facts.

The purpose of these rulings is to promote a
uniform application of the tax laws, and therefore
IRS employees must follow the rulings. For example,
a revenue ruling may hold that taxpayers can deduct
certain automobile expenses.

Revenue rulings are published by the IRS in the
Internal Revenue Bulletin (I.R.B.), which is issued
weekly to the public, for the information of and
guidance to taxpayers, IRS personnel, and tax
professionals. Contents of the |.R.B. are
consolidated at least semi-annually into a permanent,
indexed Cumulative Bulletin (C.B.). All Supreme
Court decisions on federal tax matters are publish

in the .R.B. and the Cumulative Bulletin.
REVENUE PROCEDURES. A revenueiprocedure is
an official statement of a procedu%ﬂects the
rights or duties of taxpayers ther bers

the public under the Intern ue Code,
statutes, tax treaties apd*pegulations and that

Revenue Procedures

ruling generally s RS position
procedure des(return filing or o
instructio cerning an IRS pgsiti

aln aut
em by applyin
ating actu

how those entitled to d
expenses should compute
mileage rate in lieu of [
expenses.

For example, a revenue pr; \ might spec%K

IRS Enrolled Agent Exam 2011-2012 Ver. 2 Lesson Book
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Private Letter Rulings

PRIVATE LETTER RULINGS. A private letter ruling,
or PLR, is a written statement issued to a taxpayer
that interprets and applies tax laws to the taxpayer's
specific set of facts. A PLR is issued to establish with
certainty the federal tax consequences of a particular
transaction before the transaction is consummated
or before the taxpayer's return is filed. A PLR is
issued in response to a written request submitted by
a taxpayer and is binding on the IRS if the taxpayer
fully and accurately descrlbed the proposed
transaction in the t and carries out the
transaction as

APLRm %relled on as precedent by other
tax ay personnel. PLRs are generally made
li a |nformat has been removed that
|d ify the taxp whom it was issued.
echnical morandums
TECH VICE MEMORANDUMS. A
|ce memorandum (TAM) is guidance
by the Offi Chlef Counsel upon the
of an IR |recto r an Area Director of
peals, in technlcal or procedural
stlons t elop during a proceeding. A
reque generally stems from an
exami a taxpayer's return, a consideration

a taxpayef’s claim for a refund or credit, or any
Matter involving a specific taxpayer under the
ion of the Territory Manager or the Area
ire tor of Appeals.

chnical Advice Memoranda are issued only on
closed transactions and provide the interpretation of
proper application of tax laws, tax treaties,
regulations, revenue rulings, or other precedents.
The advice rendered represents a final
determination of the position of the IRS, but only
with respect to the specific issue in the specific case
in which the advice is issued. Technical Advice
Memoranda are generally made public after all
information has been removed that could identify
the taxpayer whose circumstances triggered a
specific memorandum.

Section 5 Examination, Appeal & Authority
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Taxpayer OIC Qualifications

TAXPAYER OIC QUALIFICATIONS. Beginning July
17, 2006, in order to be considered for an OIC, a
taxpayer must have met all of the following
requirements:

I.  The taxpayer is not a debtor in an open
bankruptcy proceeding.

2. The $150 application fee or a signed Form 656-A,
"Income Certification for Offer in Compromise
Application Fee and Payment," must be submitted.

3. The 20 percent payment with the lump sum offer
or a signed Form 656-A, "Income Certification for
Offer in Compromise Application Fee and
Payment," must be submitted.

4. The first installment payment on a periodic
payment offer or a signed Form 656-A, "Income

Certification for Offer in Compromise

Application Fee and Payment," must be subm%
An offer that is received with a payment that is less
than 20 percent payment on a lump sum offe e
deemed processable but the taxpayer wil to

pay the remaining balance in order to avoid haying the

offer returned. Failure to submit th% ing QQJSINESS

balance will cause the IRS to ¢ n the offer and , ¢
retain the $150 application fee.

Taxpayers filing a periodi ent offer (e.gash
term periodic offeg) are requifed to submit the

amount of their fir ent payme
meet the pr bility criteria. If t
the first in t is’not proyided, t

the offer not cessable and v\ rn the $150
application fee to the taxpayér.

If during the OIC investigati
is determined to be insuffieient and not “ tive

the taxpayer's ability to pay, the yerpmay be
contacted and asked to increaselthe offer and submit
the corresponding 20 percent pa f the offer
was filed as a lump sum cash offer, or the periodic
payment if the offer is a short term or deferred
payment offer. If the taxpayer fails to do so, the IRS
may reject the offer and will credit the taxpayer's
account with any payments submitted with the original
offer.

the initial offe

The IRS will deem an OIC "accepted" that is not
withdrawn, returned, or rejected within 24 months
after IRS receipt.
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APPLICATION FEE REQUIRED FOR OIC. All
taxpayers who submit a Form 656 must pay a $150
application fee EXCEPT in two instances:

I. The OIC is submitted based solely on "doubt as
to liability," or

2. The taxpayer's total monthly income falls at or
below 250% of the Department of Health and
Human Services (DHSS) poverty income levels.

The IRS expects a taxpayer requesting an OIC to file
and pay any required

s. The IRS will notify taxpayers
to file delinquent returns or make
ated tax payments. Failure to

e the IRS to return the offer back to

r. The $150,fee along with all payments
paid will be d by the IRS and applied

bmitting an in Compromise made where
there is d x the amount owed must be
supporte idence, and the amount acceptable
n the degree of doubt found in the
arti case. K
%S. Business taxpayers with

emplo ve made all required federal tax
deposits for the current quarter. If all of the required
payments have not been made, they must be made
b%he IRS begins to evaluate the offer. In

, the taxpayer must remain current on filing

iti
d deposit requirements while the offer is being
investigated.

TAX LIENS. If there is a Notice of Federal Tax Lien
on record prior to filing Form 656, the lien is not
released until the OIC terms are satisfied, or until
liability is paid, whichever comes first. A Notice of
Federal Tax Lien may be filed during the course of an
OIC investigation regardless of the type of offer being
considered.

» NOTE. Submission of an OIC does
NOT AUTOMATICALLY stop
collection action. If there is any
indication that the taxpayer filed the
offer simply to delay collection of the tax
or that would interfere with collecting
the tax, the IRS will IMMEDIATELY
CONTINUE its collection efforts.

Section 6 Collection Process 3.06.4
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Releasing a Levy

RELEASING A LEVY. In general, the IRS MUST
release a levy, if:

e The taxpayer pays the tax, penalty, and
interest owed.

e The IRS discovers that the time period for
collection ended before the levy was served.

e The IRS levied before they sent the taxpayer
the TWO required pre-levy notices or
before the taxpayer's time for responding to
them has passed (10 days for the Notice and
Demand for Payment, 30 days for the Notice
of Intent to Levy and the Notice of Right to
Hearing).

e  The automatic stay during the taxpayer's
bankruptcy is in effect.

allowed to levy.

s rx
e The levy is on property that the IRS is n@

e The IRS levied while the taxpayer h
accepted periodic payment offer,
compromise or installment m in
effect.

e The IRS levied wh|I Office of
Appeals is con xpayers
of the IRS ter of the taxpa

installme

e Th

requested CDP heari
during the U.S. Ta

IRC 6330
eview of t
determination Court ha
an order per e levy). Q

e The IRS levied while it, ffice of
Appeals, considers the s timely
request for innocent spo lief or during

the timely requested review by the Tax
Court..

evied while the | *
Ap is ¢ ductlngth : timely&\ .

The IRS WILL release a levy if one of the following
criteria is met:

e  The IRS determines that the levy is creating
an economic hardship for the taxpayer

e The IRS determines the FMV of the levied
property exceeds the liability for which the
levy was made, and release of the levy on
part of the property can be made without
hindering the collection of the liability

ines the expense of selling
ould be greater than the
’s interest in the property.

*Y also rele Ievy if the IRS determines
reled@sing the le Ip collect the tax. In
, releasi @« help the IRS collect the
if ANY of ing occur:
ayer pays the amount of the

nments interest in the property.

e /' The tax yer en
arrange

s into an escrow

yer furnishes an acceptable bond.

xpayer enters into an installment
a eement (unless the agreement says the
Ievy does not have to be released), or the
taxpayer makes some other acceptable
agreement for paying the tax.

The taxpayer agrees to extend the 10-year
period the IRS has to collect the tax (but the
taxpayer must agree before the time period
ends).

Section 6 Collection Process 3.06.12





