Earned Income Tax Credit
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Due Diligence for Preparers 2011




Qualifications for EITC

All those claiming EITC must:

Have a valid Social Security number
Have earned income

Not file as married filing separate
Not file Form 2555 or Form 2555-EZ

Investment income must be $3,150 or less for
the year

Not be the qualifying child of another person

Generally, be a U.S. citizen or resident alien
for the entire year
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= Additional Requirements
Z
% And, your client must meet one of the following:
=
§ Have a qualifying child that meets all four tests:
® — Age

— Relationship

— Residency

— Joint return

Those without a qualifying child must:

— Have lived in the United States for more than half the
year

— Be at least 25 but younger than 65
— Not be a dependent of another person




Income Limits and EITC
Amounts for Tax Year 2011

Number For Single/Head of : .
. For Married Filing
of Household or Qualifying : Range of
. . Jointly, Income Must
Qualifying | Widower, Income Must be ] EITC
. _ be Less Than:
Children Less Than:

No Child $13,660 $18,740 $2 to $464
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One Child $36,052 $41,132 $9 to $3,094
Two
Children $40,964 $46,044 $10 to $5,112

Three or
More $43,998 $49,078 $1 to $5,751
Children




What's New for Preparers for
the 2012 Filing Season?

Paid preparers of EITC returns will
e required to attach Form 8867,
Paid Preparer’'s Earned Income
Credit Checklist, with every Tax
Year 2011 return prepared claiming
EITC
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Why Is Due Diligence
Important?
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Ensures your clients receive the
correct EITC

Protects you and your clients from
EITC penalties

Helps avoid/reduce EITC errors
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EITC Due Diligence Summary

Internal Revenue Code §86695(Q)
Has 4 Due Diligence Requirements

1. Completion of Eligibility Checklist
2. Computation of the Credit

3.
4

Records Retention

. Knowledge Requirement



Knowledge Requirement Tips

Recognize incomplete or
Inconsistent information

Make additional inquiries as needed

Document additional inquiries and
the client’s responses

Know what the knowledge
requirement means for you
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Common Errors

Claiming a child who
does not meet the
age, relationship or
residency requirement
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Using an incorrect filing
status

Under- or over-reporting
Income and expenses
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Best Practices to Avold Qualifying Child 1ssues

® vrhuoee questions in terms Your clients
unoerstanol

IPIMUONDN ST

v Ask enough questions to finol out if the
child weets all 4 of the tests: age,
relationship, jolnt retwrn, and restoency
tests

WNa04

v Follow Up on any questlowa ble Lssues

v Understand whew to apply AGL and
tiebreaker vules
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1T Best Practices to Avold Filing Status (ssues

® v'Phrase questions in terms Your clients
understand and don't Let Your client tell
You their fillng status
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v Kinow the spectal rules for clatming
HoH filing status when marvied and
living apart

WNa04

v Constder using the IRS Form €86 -H
series as a gulde
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17 Best Practices to Avold ncome Reporting (ssues

H /

Z | @ ensure clients are not wunder or over-
= < reporting tncome to maximize BITC

§-

§ \/ 4 b ’
o S Be on the lookout for questionable W-2's
= v Question Householol Help tncomme

v Ensure all required income and
expenses are included on the return

v'Be on the lookout for questionable
Schedule C's
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ol Best Practices for Clients with Schedule ¢ Returns
= | @ vconducta thorough and tn-depth
o = Lnkerview with your client about their
[ § business activity
—E , , ,
g v'Review supporting material

® veducate clients on the need for
recovdiReeping and the consequences of
failure to keep records

v quide clients through a reconstruction
of Lncome and expenses, if necessary
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Don't Rely on Software Alone

V' Software is only a tool. Preparers must
know the Law and eligibility
requirements

v Ask all the questions required to
complete the eligibility checklist for each
client every year

v'Review the BITC credit computation for
completeness

v Software may wot cateh all special rules
or give Your client thelr highest benefit,
for example, combat pay election H
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EITC Return Preparer
Compliance Program

Letters to EITC
return preparers

Knock and Talk
VISItS
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Due Diligence
audits

Injunction referrals §
(eRDION .
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Due Diligence Recap

v'Due Diligence Must Do’s
v Ask all the right questions
v Get all the facts
v Document as you 9o

v Don't rely on software alone

v Refer to Forms 286-H Serles

v Protect Your client’s personal information

v'ieep back-up copy of returns in o
separate and safe Location
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earned income tax credit

Due
D|I|gence

Give your CllentS -
their due.

2011 EITC and Due Diligence
Made Easy



EITC Central — Your Home
for All Things EITC

Life's a little easier with meit

eamed income tax credit

EITC CENTRAL TAX PREPARER TOOLKIT PARTNER TOOLKIT MARKETING EXPRESS

Welcome to the Tax Preparer Toolkit
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Resources

id the most commeon EITC
errors. Jual
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