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IRS Reminds 21,000 Preparers
• …of the obligation to prepare accurate 

tax returns on behalf of their clients.

• Letters sent to paid preparers who 
complete large volumes of tax returns 
with Schedules A, C or E

• IRS targeted preparers of returns with 
attributes they believed were likely to  
contain tax law inaccuracies and 
misinterpretations



Why the Letters?

• IRS views the program as a hands-on 
effort to improve return accuracy and 
quality and to heighten preparer 
responsibility awareness

• Preparers are expected to have tax law 
knowledge and prepare accurate returns 
while exercising due diligence



Due Diligence
• Due diligence refers to the level of judgment, 

care, prudence, determination, and activity 
that a person would reasonably be expected 
to do under particular circumstances



We don’t have to audit our 
clients!

• In general, preparers may rely in good 
faith upon client-provided information 

• BUT,  preparers may not ignore the 
implications of information known or 
reasonably suspected to be untrue, 
incomplete, inconsistent or inaccurate

• Positions on the return must reflect a 
reasonable basis – with disclosure



Schedule A Hot Buttons
• Charitable contributions

• Form 2106
– Unreimbursed employee business expenses
– Mileage claimed

• Travel, meals & entertainment expense

• Other expenses appearing as 
miscellaneous deductions





Schedule C Hot Buttons
• Gross receipts not fully reported

– Books and records should be available for 
review to substantiate amounts reported

• Expenses claimed must be ordinary and 
necessary for the type of business 
reported

• All income and appropriate expenses 
should be reflected.







More Schedule C Issues
• All expenses claimed are to be paid or 

incurred during the taxable year and the 
allowable amount of the expense must 
be correctly computed

• Be careful what you put in “Other 
Expenses”

• See Rev. Proc. 2012-15 



Schedule E Hot Buttons
• Rental income and expenses 

improperly reported

• Rental depreciation incorrectly 
calculated

• Limitations surrounding passive 
activities, basis and at-risk rules not 
properly considered or calculated





Rental Rules are Complex
• Limitations may need to be applied if 

you have a net loss on Schedule E

• The most frequently encountered limit 
is that imposed by the passive activities 
rules of IRC §469

• There’s also an exception to the limits 
for real estate professionals



The Passive Activity Rules
• …are related to an owner’s ability to 

deduct losses he incurs from the 
operations of the rental

• Some taxpayers entitled to an income- 
based “Active Participation” exception

• Use Form 8582 to calculate the limits 
and track accumulated losses



Real Estate Professionals
• By election, qualifying real estate 

professionals may group their real estate 
activities so they may combine time 
spent in operating them to qualify as 
material participation

• Doing so avoids the passive activity 
limits

• CAUTION! Don’t let your clients tell 
you the rules on this one!  
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