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EITC Due Diligence – It’s Everyone’s Business 
(edited transcript) 

 
Leatta Phillips: Good morning, everyone. Thank you for attending the 2015 EITC due 

diligence seminar. As Deborah stated, my name is Lea Phillips. I am a 
manager in the Refundable Credits Administration. My team handles the 
policy and coordination for refundable credits, such as the American 
Opportunity [Tax] Credit, the Additional Child Tax Credit and, of course, the 
Earned Income Tax Credit. We also oversee the EITC Return Preparer 
Program, which provides outreach, education, and conducts compliance 
activities for tax return preparers.  
 
I have been with the Service for over 29 years, and I truly appreciate this 
opportunity to share some of my experiences with you today. By show of 
hands, how many of you have attended tax forums before? Good, good, good. 
I do see a couple of familiar faces. Welcome back. For those of you who are 
attending for the first time, welcome to you as well. I hope that this seminar, 
as well as the others that you have attended or will attend, provides you with 
some valuable information to assist your clients. Let's get started and see how 
EITC due diligence is everyone's business.  
 
For tax year 2013, nearly 28 million tax returns were filed claiming over $66 
billion in EITC. Now you, as paid preparers, completed approximately 58 
percent of those returns. You may ask, why do we continue to provide this 
presentation each year? It's because it is estimated that over 27 percent of 
EITC claims are overclaims. This represents billions of tax dollars going out 
to individuals who do not qualify for the credit. Those dollars that go out the 
door in error impact all of us who pay our share of taxes.  
 
The three largest contributors of EITC overclaims are qualifying child errors, 
income misreporting, and filing status errors. Qualifying child errors can come 
about when people claim children who do not meet the relationship or 
residency requirements. Although this is the second most common type of 
error, it actually results in the greatest dollar amount of overclaims. The 
income misreporting errors are when people file incorrect Schedules C, either 
understating or overstating income and expenses or they totally fabricate self-
employment income. Those filing status errors can occur when married 
taxpayers who live together both file separate returns claiming head of 
household and both claiming EITC, splitting their children to get maximum 
EITC.  
 
To help you reduce EITC errors and overclaims, I will spend time with you 
reviewing the due diligence requirements. I will cover the critical errors that 
we observed on the EITC returns, and what we can do together to reduce 
those potential pitfalls. I will also discuss the due diligence letters that we 
issue and what it means if one is sent to you.  
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So, just as a quick reminder, there are four requirements that must be met 
when you prepare EITC claims. You must complete and submit the Form 
8867, the Paid Preparer's Earned Income Credit Checklist. You must prepare 
and complete this with every single EITC claim that you prepare and submit. 
This includes original returns and amended returns. Please be aware that an e-
file reject rejects the entire return. So, if your client's return rejects and you 
subsequently file on paper, the Form 8867 must be attached to the paper return 
as well. This is a common error that a lot of preparers make.  
 
A second requirement is that you must complete the EIC worksheet showing 
the computation of EIC and keep it in your records. Third, you must apply the 
knowledge requirement. If any of the information from your client appears to 
be incomplete, inconsistent, or incorrect, ask additional questions and 
document your questions along with your client's responses.  
 
Fourth, you must keep records. This includes a copy of the Form 8867, the 
EIC worksheet, those additional questions and the responses, and any client-
provided documents that you relied on to determine the eligibility for EITC or 
the amount of the credit. Last, keep records of who you got the information 
from to complete the return.  
 
During this presentation, I will touch on each of these requirements, and I will 
provide suggestions on how you can ensure that you meet the standards for 
every EITC claim that you prepare. For additional education and somewhat 
entertainment purposes, we developed some videos to demonstrate situations 
that you may face as a preparer and how IRS suggests that you handle these 
situations.  
 
We continue to observe four common errors when reviewing returns for due 
diligence compliance. What's interesting to note is that all four directly relate 
to the requirements that we just covered. Now, when the answers to the 
questions that you ask your clients – either directly or on an intake sheet – just 
don't add up, it is time to let your training, your sound judgment, and perhaps 
those gut feelings that you get kick into gear.  
 
For example, if there appears to be a disconnect between the relationship of 
your client and the child that they are claiming, ask more questions and ask 
open-ended questions to assure yourself that they really do meet the 
relationship and residency requirements. For example, ask, “How long did the 
children live with you?” Don't ask, “Did they live with you all year?” because 
oftentimes taxpayers will say, “Yes, they did” when, in fact, they didn't live 
with them for the required amount of time. Don't forget the importance of 
keeping notes of the questions that you ask your clients along with their 
responses. If they give you any documents that you use to determine their 
eligibility or the amount of the credit, make sure that you keep a copy.  
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We often identify returns that are prepared with “do it yourself” or “off the 
shelf” software. These software packages are meant for individuals who 
prepare their own tax returns. There is no entry for a PTIN or for a preparer's 
signature, and there is absolutely no Form 8867. So, what does this mean? 
Never use this software if you are paid for your services. Again, it is for 
people who prepare their own tax returns. Last, but definitely not least, never 
forget to complete and submit the Form 8867. Not sending or transmitting this 
form can lead to negative financial consequences for you.  
 
Just to let you know how serious we are about enforcing this requirement, for 
this tax year, we have issued over 15,000 warning letters to return preparers 
concerning the missing Form 8867. These letters that we send remind them to 
include the form to avoid assessed penalties in the future. Over $2 million in 
penalties will be proposed this year to those preparers who continue to prepare 
returns without the form after they received our warning letters.  
 
I want to talk a little bit more about that knowledge requirement. Your clients 
trust you because you are the experts, so you need to use the skills that you 
have honed to analyze the information your client provides about their family, 
their income, and their household. Evaluate the information that you receive. 
Ask yourself, “Do you have enough background information about your 
client? Do you need your client to provide additional information or 
documentation to support their EITC claim?”  
 
You don't need to be alone when complex relationship, dependency, or 
income issues arise. IRS websites, specifically our EITC Central website, 
offer many products and training courses that can assist you. In addition, 
several of the courses on the site offer continuing education credit. And, if you 
are an employer, these training products can be useful tools in training your 
employees in the due diligence requirements, and they can be a part of any 
training plan that you develop for your office. There are a lot of benefits for 
going to this website.  

 
Of course, knowing and understanding tax laws and regulations is the key to 
preparing an accurate EITC return. You must be able to identify earned 
income in all of its forms. Beyond the most common types of earned income, 
such as wages from working or self-employment income from owning a 
business, don't forget that there are other forms of earned income, such as 
strike benefits that are paid by unions to its members or taxable disability 
benefits that are received under an employer's disability retirement plan if 
your client happened to retire on disability before they reached the minimum 
retirement age. For your clients who serve in combat zones in the military, 
they can choose to have the full amount of their non-taxable combat pay  
included as earned income for EITC.  
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Let's briefly run through the requirements that everyone must meet to claim 
the credit. Of course, as I just mentioned, they must have earned income. They 
must also have a valid Social Security number and not file as married filing 
separate. Also, their adjusted gross income must fall within the applicable 
limits based on their filing status and the number of qualifying children that 
they are claiming. They must not file a Form 2555 or a 2555-EZ, which is a 
Foreign Earned Income or a Foreign Earned Income Exclusion. If they have 
investment income, it cannot be more than the limit for the applicable tax 
year. For tax year 2014, that limit was $3,350, and for tax year 2015, it will be 
$3,400. Also, they cannot be a qualifying child of another person. Generally, 
they must be a U.S. citizen or resident alien for the entire year. I say 
“generally” because there is an exception to this rule for married filing joint 
taxpayers.  
 
Those are the rules that everyone must meet to claim the credit. However, 
there are additional rules for your clients who are claiming children. To claim 
EITC on the basis of a qualifying child, there are four tests that must be met: 
the relationship test, the age test, the residency test, and the joint return test.  
 
For the relationship test, the child your client wishes to claim must be a son, a 
daughter, a stepchild, an adopted child or a foster child placed by an 
authorized agency or court, or a descendant of one of them, such as a 
grandchild; or the child must be your client's brother, sister, stepbrother, 
stepsister, half-brother, half-sister or a descendant of one of them, such as a 
niece or nephew.  
 
To pass the age test, at the end of the filing year, the child must be either 
under 19 years of age and younger than your client (or their spouse if filing 
joint), or if the child is a full-time student, he or she must be under the age of 
24 and younger than your client and his or her spouse if filing joint. There is 
an exception when the person your client is claiming is permanently and 
totally disabled. We will cover that point in a few minutes.  
 
The third test is the residency test. To meet the residency test, a child must 
have lived with your client (and his or her spouse if filing joint) in the United 
States for more than half the year.  
 
Last, the joint return test. The child cannot have filed a joint return unless the 
child and his or her spouse had no filing requirement and only filed in order to 
claim a refund.  
 
There are many situations when a child may be a qualifying child for more 
than one taxpayer, so it is important for you to familiarize yourself with the 
tie-breaker rules that are used to determine which of the taxpayers can claim 
the credit.  
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EITC is often overlooked for taxpayers who don't have a qualifying child, but 
their income limits and their age still qualify them for the credit. Be sure to 
consider EITC for your clients who are not claiming children, but who are at 
least 25 years old and under 65 years old. As with many of the tax laws, there 
are several exceptions to the general EITC rules that may still qualify your 
clients for the credit. Become familiar with these exceptions as well.  
 
I know we just covered a lot of information, but all of this information and a 
whole lot more can be found at our EITC Central website, which I will give 
you the link for at the end of the seminar.  
 
Now that we have reviewed the EITC qualifications, let's consider how to 
look through those sticky situations when the information provided by your 
client may not pass that “smell test.”  Did you know about 80 percent of the 
proposed EITC due diligence penalties are due to failure to meet the 
knowledge requirement? To meet this requirement, be sure to apply a 
common sense standard to the client information that is given to you.   
 
Use the information that you know about the clients, your community, along 
with your common sense; and if the facts just don't add up, determine what 
questions you are going to ask your clients to clarify any incomplete or 
inconsistent information. Again, record your questions that you ask and your 
client's responses. Be sure that their responses resolve your questions and 
settle your concerns. If you still haven't heard what you need to be confident 
in your decisions, continue to ask those open-ended questions until you are 
satisfied that you will be able to accurately complete the return.  
 
I mentioned earlier that we have identified a number of continuing errors in 
determining EITC eligibility. We will cover a few of those examples that 
highlight some of these errors that could potentially impact your clients and 
your business.  
 
Let's look at a situation that you may have experienced. First up is a client 
reporting self-employment income and filing a Schedule C.  
 

[Video begins] 
 
Carla: Good morning, Joe. It's Carla. How's the filing season going? We haven't 

talked in a while. If you can spare a few minutes, I have a client who is 
waiting, and I'd like some help walking through a self-employment income 
and expense claim. I think I understand my EITC due diligence requirements, 
but he hasn't given me much information. It makes me a little nervous. Great, 
let me explain what's going on.  

 
First, John is a new client and a single father of two children. He came in with 
a W-2 showing annual wages of $3,200 from a part-time job at a convenience 
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store. He also told me that he is self-employed repairing cars at his home. He 
estimates he made $13,000 during the year. But here's the catch. The only 
document he brought in concerning his business was a piece of yellow legal 
paper listing the total amount he made and a few expense items. Everything 
listed was in round numbers, and I saw no information on assets or tools he 
may be depreciating or specific income line items.  

 
I have confirmed that his kids are qualifying children, but based on the little 
information he provided, I have questions about preparing Schedule C and the 
impact on EITC. So, Joe, what should I do to ensure he receives the correct 
EITC and I meet my due diligence requirements?  

 
[Video ends] 
 
Leatta Phillips: Most people know that they have to report all their income, but some may 

believe that they can selectively choose the expenses to report. However, the 
law requires that a correct Schedule C include all income and all allowable 
expenses. Often, to achieve maximum EITC, clients may overstate their self-
employment income and under-report expenses. Sometimes, they will 
combine wage income with self-employment income as well. As I mentioned 
before, look out for those customers who attempt to maximize EITC by 
claiming bogus self-employment income. So, get the whole picture. Don’t 
assume anything. Ask questions about the business and the records that they 
may have available for you to review. When you ask those questions, make 
sure that you use language your clients understand.  

 
Let's go over some Schedule C best practices. Oftentimes, your clients may 
just need some guidance on recordkeeping. This is your opportunity to 
educate a small business owner about the importance of keeping good records 
and discuss various methods of doing so. Always ask your clients if they have 
books and records to support their Schedule C. If records are limited, you may 
be able to assist in reconstructing income and expenses.  
 
We do have a module on EITC Central to help you with record reconstruction. 
Remember that the records do not need to be formal. They can be as simple as 
a calendar where your client recorded various business-related activities, such 
as mileage, the type of work that they did, the payments they received, the 
expenses they incurred, etc. Be sure to conduct a thorough interview and ask 
open-ended questions about the business. If your client brings you supporting 
documents for the Schedule C, be sure to keep copies. If you use that 
professional software that I informed you about, more than likely it contains 
worksheets to aid you in asking questions and recording information.  
 
Let's take a look at what IRS tax auditors may look for when examining an 
EITC return with Schedule C income.  
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[Video begins] 
 
IRS auditor:  As an IRS auditor, I'm here today to help you avoid getting a visit from me or 

one of my colleagues. Let's get to the situation. The tax preparer has 
investigative work to do to determine actual income and expenses that her 
client wants to claim. When reviewing tax returns of this type, I would ask for 
documentation of the questions the preparer asked and the responses and 
documents she received to determine the correct amount of self-employment 
earnings or losses. In short, when I visit tax preparers' offices to review EITC 
returns, I look at the areas of the return that relate directly to the EITC claim, 
in this instance, the Schedule C.  

 
Misreported income, meaning over- or under-reporting income, is a common 
EITC error. Therefore, I will ask how you, the preparer, got the self-employed 
income information. Then I will look at the answers on the intake document 
regarding questions about self-employment income and expenses to determine 
if the client included them on the intake form. I'll compare entries to ensure 
that what's on the intake form matches what's on the return.  
 
As I mentioned before, I will review your notes to see if you inquired how 
income and expenses were computed and if the client had books and records 
to support those figures. In other words, I'm looking for information that 
supports what your client claimed. If the client estimated income and 
expenses, as it appears in this case, did you work through a reconstruction 
with him to confirm those estimates? If the client did not have expenses when 
you would expect some, did you ask questions, help them reconstruct the 
expenses, etc.?  
 
As you probably know, sometimes self-employment is claimed to increase 
total earned income or bring earned income down through losses in order to 
qualify for or maximize EITC. My job in determining if you met due diligence 
requirements on tax returns with the Schedule C income is to observe whether 
there is a pattern of Schedules C that combine with wages to maximize EITC, 
or Schedules C with no expenses when expenses would be expected, or 
Schedules C with losses that bring the income down in order to qualify for the 
credit, or a client returns with cash Schedules C without 1099s or other 
documentation which results in the maximum credit. Remember, it's important 
that you, the preparer, ask adequate questions to determine whether the client 
was actually carrying on a business and that he or she has records to support 
the income and expenses or losses claimed.  
 

[Video ends] 
 
Leatta Phillips: So, that video shows you what an IRS auditor focuses on when conducting 

EITC audits and what you can do when preparing EITC returns to avoid an 
IRS audit.  
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Next, let's take a look at another scenario with complex and recurring 
mistakes related to relationship, disability, and residency when determining 
EITC eligibility. Remember, the relationship and residency errors cost us 
taxpayers the most money.  

 
[Video begins] 
 
Carla: Hi, Joe. It's Carla. Sorry to bother you again, but I have a question about 

another return. Yes, this client is 19 years old, and her 27-year-old brother 
lives with her. She says he has a disability. She wants to claim him as a 
dependent and get the EITC. Yes, that's right. She's 19. Between that and the 
age of her brother, it's raising some concerns for me. Exactly, I'm a little 
surprised no parents were mentioned. I'm not sure how to figure out if her 
brother is her qualifying child. Can you suggest what questions I should ask 
and what documentation I need? I want to make sure I get all the facts to see if 
she qualifies for the EITC.  

 
[Video ends] 
 
Leatta Phillips:  As I mentioned before, qualifying child errors concerning relationship, 

residency, and disability continue to be the top dollar EITC error. Did you 
know about 30 percent of those errors relate to residency and relationship 
requirements? For tax year 2014, it is estimated that 27 percent of all EITC 
claims, or $17.7 billion, were paid out in error. So, know the most common 
relationships for EITC claims. If the situation provided by your client is out of 
the norm, be sure to ask additional questions to determine why your client 
believes that they qualify for the credit.  

 
If your client is claiming a niece or nephew, be sure to ask why the child is 
living with the client and where the parents are. If the parent or parents 
actually live in the household, then this must open up a new line of questions 
regarding who is eligible to claim the child for EITC. This gets back to those 
tie-breaker rules that I said you should familiarize yourself with.  

 
If your client is claiming a foster child, it is important to determine that your 
client can provide documentation to show that the child was placed with them 
by an authorized agency. I say this because, oftentimes, people claim their 
girlfriend's or boyfriend's children, and because they don't fit into any other 
relationship category, they will just call it their foster child. So, be sure that 
they were placed with them by an authorized agency.  

 
Once again, it is important to ask those open-ended questions to determine 
whether your client truly qualifies for the credit. Carla, the tax preparer in this 
scenario, should question the information that has been provided to her so far. 
Even though siblings may be able to take advantage of the dependency 
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exemption and EITC in some instances, in this particular case, the age 
difference and the disability factor raise a red flag, and some additional 
digging is needed in order for Carla to provide her client with an accurate tax 
return.  

 
As a reminder, there are definitions that must be considered when you are 
determining disability. For the age test, the qualifying child may be any age if 
he or she is permanently and totally disabled. For tax purposes, a person is 
permanently and totally disabled if both of the following apply:  
• number one, he or she cannot engage in any substantial gainful activity 

because of a physical or mental condition; and  
• number two, a doctor has determined that this condition has lasted or can 

be expected to last continually for at least a year or can lead to death.  
What we mean by substantial gainful activity – it means performing 
significant duties over a reasonable period of time while working for pay or 
profit or in work generally done for pay or for profit.  
 
So, always be sure to ask your client that if they are audited, would they be 
able to provide documentation to support this disability. Let's see what our 
auditor has to say.  
 

 [Video begins] 
 
IRS auditor:  During an EITC review, I look at relationship, disability, and residency. There 

are several points to consider when the client is not the parent. Even when the 
client is the parent, there may be someone else who would qualify for the 
credit, particularly in this example where the client is so young.  

 
First, I'll review the relationship information, including whether the qualifying 
child claimed is a niece or a nephew, brother or sister, or grandchild. Of 
course, I look at the age of the client and any disparity between their age and 
that of the qualifying child and whether you, the preparer, asked and notated 
responses concerning other potential claimants.  
 
For instance, is there a question documented asking where the parents are? 
Why are they not claiming the brother? I will review your documentation to 
see if you asked open-ended questions to get clear answers regarding the 
relationship. If the taxpayer is claiming a qualifying child with a disability, I 
will check to see what questions were asked to determine if the disability 
would last more than a year or meets the IRS definition of disabled, as well as 
whether the client could produce records to support the disability if you asked. 
I will also check to see that you kept copies of any client-provided 
documentation supporting the qualifying child's disability. Specifically, was 
the child not able to engage in any substantial gainful activity? Was the 
disability expected to last at least 12 months or to result in death?  
 



EITC Due Diligence – It’s Everyone’s Business 
   
 

July 2015  Page 10 of 16 
 

It's also important that you ask how long the taxpayer lived with the 
qualifying child in order to claim the credit. Remember, the client and the 
qualifying child must live in the United States. I want to reemphasize. The 
residency requirement of more than six months is one of the areas, along with 
relationship, where the IRS finds the greatest number of EITC qualification 
errors.  
 
Both the residency and relationship qualification rules must be followed. We 
will be looking.  

 
[Video ends] 
 
Leatta Phillips: By practicing due diligence and completing the Form 8867, preparers provide 

more accurate returns. They avoid penalties for themselves and/or their 
employers, avoid audits for their clients, and avoid unwanted contact with the 
IRS.  

 
Let's watch a couple of short videos. In the first video, Carla (the tax preparer) 
receives a letter from the IRS. In the second video, the tax auditor provides 
advice about what to do should you receive one of our letters.  

 
[Videos begin] 
 
Carla: Hi, Joe. It's Carla. I need your advice again. I got a letter from the IRS. It says 

I prepared some questionable EITC returns on qualifying child issues. It also 
states that the IRS will be watching the returns I file in the future to see if this 
continues, and there could be additional follow-up actions. I thought I was 
following all the due diligence rules, but I must have missed something. Am I 
in trouble? What does this mean? What should I do?  

 
IRS auditor: As a paid preparer, you may receive a letter from the IRS about your EITC 

due diligence. The goal of the letter is to assist you in understanding your due 
diligence requirements so that you can correct any errors or 
misunderstandings before we need to take steps to audit your EITC returns or 
assess penalties. Here's what we suggest you do. Don't ignore the letter. We 
want you to go over your procedures you use for due diligence with emphasis 
on the area we specified in the letter that is of concern. There are many tools 
and training available on EITC Central. You could even receive continuing 
education credit.  
 
In general, we won't come to your office if you receive an initial letter stating 
the IRS has identified a possible trend of incorrect EITC tax returns, but I 
would advise you, don't be complacent. We monitor returns to see if the trend 
continues, and, if so, one of my colleagues or I may set up an audit visit, and 
we will review a number of your returns. In addition, we may audit your 
clients' EITC returns if we continue to identify problems. Refresh yourself on 
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the due diligence requirements each year prior to opening your doors for filing 
season, and your chances of meeting me will be greatly reduced.  

 
[Videos end] 
 
Leatta Phillips: So, our outreach efforts and our educational efforts consist of providing you 

with educational information, such as this tax forum session that you are 
attending today. We also provide updated publications, online continuing 
education, webinars, and practitioner newsletters. In addition, we send letters 
and correspond directly with specific preparers.  

 
The letters are issued when we look at returns that are prepared that appear to 
have a high likelihood of EITC errors completed by the same preparer. We 
will send a letter focused on the particular area or areas of EITC preparation 
that need improvement. As the auditor stated, don't ignore the content of the 
letter. There is no requirement to respond directly to IRS when you see one of 
these letters. Rather, what we want you to do is focus on your training and 
education policies for yourself and your employees to ensure that you 
understand and are practicing EITC due diligence.  
 
For the upcoming fiscal year, we are going to include an email address on 
each of the letters to provide preparers an opportunity to respond to us if they 
wish. No specific tax returns will be addressed by the IRS. Please, no 
personally identifiable information (also known as PII) should be contained in 
any email that you send to us.  
 
Some preparers who appear to be deliberately ignoring the due diligence 
requirements and file returns with questionable EITC claims may receive any 
of our following tiered treatments in addition to the letters. We have “Knock 
and Talk” visits. These visits are conducted before the filing season. An IRS 
special agent and a revenue agent will set up an appointment with the 
preparer. They will go to the business and discuss the EITC due diligence 
requirements and the preparer's due diligence procedures to ensure that he or 
she is meeting the requirements. There are no penalties associated with these 
particular visits. However, we do continue to monitor returns, and a due 
diligence audit may come in the future if improvement is not shown.  
 
Client returns may also be selected for audit. This can occur before or after 
they receive their EITC refund. If it occurs after they receive the refund and 
the audit results in the taxpayer not being qualified to claim the credit, then we 
will ask for the money back and they may be charged interest as well.  
 
We also have compliance phone calls. These calls can take place either before 
or during the filing season. These calls are made to tax preparers that file 
questionable EITC returns in the prior year. The call is basically a reminder to 
review and follow the EITC due diligence requirements. We may also call you 
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if the letter that we sent to you is returned to us undeliverable. Remember, if 
the caller is from the IRS, they will provide you with an IRS employee 
number. For these particular calls, we will only ask for preparer identification 
to ensure that we are speaking to the appropriate individual. For these calls, 
we won't ask any additional personal information.  
 
Every filing season, we see new, first-time preparers who appear to be 
submitting questionable EITC returns. So, for the next filing season when we 
note this, we are going to send a letter requesting that they educate themselves 
on the due diligence requirements for paid preparers. As I mentioned before, 
we also do due diligence audits. These are on-site audits for EITC due 
diligence compliance by preparers. These audits can occur before the filing 
season and during the filing season. IRS examination personnel will review a 
series of EITC returns. The reviewer will look at the Form 8867, the EIC 
worksheet, copies of additional questions that were asked along with the 
client's responses; they will review copies of documents that were provided by 
the client; and they will look at compliance with recordkeeping and 
knowledge requirements. This audit may result in the assertion of a $500 
penalty for each return found not to be in compliance with all due diligence 
requirements.  
 
During the filing season, we also send electronic alerts and warning letters to 
notify preparers when they e-filed or sent a paper return without the required 
Form 8867. If the problem continues, the IRS can assess a $500 penalty for 
each return that is missing the form. If you receive one of these alerts or one 
of these warning letters, please do not send in the 8867 after the fact. What we 
want you to do is ensure that all returns that you submit subsequently have the 
appropriate form.  
 
IRS may also take additional actions against return preparers who file false 
EITC returns or who continue to file questionable returns after they have 
already been penalized for failure to comply with due diligence. These 
additional actions can be as severe as barring the preparers from filing returns 
in the future or referring them for criminal investigation.  
 
Before wrapping up today's discussion, I wanted to give you a few more 
helpful reminders to assist you in meeting the due diligence requirements. As 
I mentioned several times and I cannot stress enough, you must complete and 
submit the Form 8867 with all EITC claims. This is for original returns and 
amended returns, for your taxpayers with a qualifying child, and for those 
EITC claims without a qualifying child. Remember to complete the EIC 
worksheet, and be sure to record and keep additional questions that you ask 
your clients along with their responses.  
 
Also, ensure that you keep and retain copies of the documents that were 
provided by your client that you relied on to determine their EITC eligibility 
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or to determine the amount of the credit. Also, keep and retain the Form 8867 
and the EIC worksheet. Keep and retain a record of who provided you with 
the information to complete the return and when it was provided to you. As I 
just stated, keep and retain additional questions you asked to meet the 
knowledge requirement along with your client's responses to those questions.  
 
Your records can be maintained either electronically or on paper as long as 
you can produce them if asked. But it is so much easier and it takes up so 
much less space if you scan them and store them electronically. However, in 
this day and age, you need to be particularly careful to ensure data security to 
protect your client's information. For example, all of your computers should 
be password-protected with a very strong password. Your file cabinets with 
client data need to be locked. Remember to always back up your electronic 
files and keep a backup copy in a separate, secure location. Keep all taxpayer 
information secure. We recommend that you develop and maintain a security 
protocol to protect your clients and to protect your business.  
 
I know some of you may be asking, “Just how long am I supposed to keep 
these records?” You must keep the records three years from either the due 
date of the return or the date the return was e-filed, or three years from the 
date the taxpayer signed the return, or three years from the date you gave your 
part that you prepared to the signing preparer, whichever is later of these 
dates.  
 
Let's go over some due diligence must do's. You must know the law. EITC is 
complex and legislation can happen at any time that may change the eligibility 
for your clients, so make sure that you keep up on the current legislation that 
is being passed. Make sure that you also understand and apply the knowledge 
requirement. A tax return preparer must ask additional, reasonable inquiries if 
any information provided by the client appears to be incorrect, inconsistent, or 
incomplete. These additional questions, again, should be recorded in your 
preparer notes along with your client's responses and copies of any client-
provided documentation.  
 
You should also develop client interview techniques. Conduct an in-depth 
interview with every client, every year. This includes your long-time 
customers because things change. Be sure to ask those open-ended questions 
in a language that your client can understand. Also, complete, record, and 
retain. Remember to hang on to those required records for the three years that 
we just spoke of. You never know when we or your client may need some 
additional information from you, so make sure that you hold on to those 
records.  
 
There are a few more reminders that I would like to go over in order to 
prevent headaches for the upcoming filing season. Renew your PTIN timely 
(by January 1st), and when you do so, be sure to update any changes in your 
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information such as your permanent address, your business address, your 
telephone number, or your email address. This will assist you in your 
communications with us.  
 
If you are an employer, be sure your employees have and use valid PTINs. 
Also, verify that you and your employees have entered your PTINs correctly 
in the software. This is very important in preventing problems down the line. 
If you are an Electronic Return Originator, be sure the information on your e-
file application is up to date. Also, check the ERO database to compare the 
number of IRS received returns to make sure it agrees with the number that 
you show that you submitted. This will aid you and us in preventing EFIN 
misuse and possible fraudulent activities. We are all working towards the 
same goal of accuracy. I think today we can all agree that due diligence is 
really everyone's business.  
 
If you have questions, you can always email us at eitc.program@irs.gov. 
Again, please visit our EITC Central website. That Web address is 
www.eitc.irs.gov. On this EITC Central website, you will find many products 
and training materials to sharpen your tax preparation skills, and you can 
score some continuing education credit (so, that's a good bonus). The 
materials there include EITC due diligence courses, the IRS Schedule C 
training, webinar links on all sorts of tax topics impacting your clients and 
you. We also have tax professional hot topics and frequently asked questions, 
which are continuously updated. There's a whole lot more. So, again, that 
address is www.eitc.irs.gov.  
 
I would like to thank you for your time and attention today. I hope this 
seminar has been helpful. Enjoy the rest of your day.  

 
[End of Audio] 
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Glossary 
 
Due Diligence Requirements – IRC section 6695(g) has four due diligence requirements: (1) 
complete and submit Form 8867; (2) complete and keep all worksheets used to compute the 
credit; (3) apply the knowledge requirement; and (4) keep records. 
 
Earned Income Tax Credit – The Earned Income Tax Credit (EITC), sometimes called EIC or 
Earned Income Credit is a refundable tax credit.  Meaning, EITC can reduce the federal tax to 
zero and any left-over credit is refunded.  But, workers must file a tax return to get the credit 
even if their income is below the filing requirement.  To qualify, workers must have taxable 
income from working for someone or from running a business or farm. 
 
EITC Central – A website (www.eitc.irs.gov) tax preparers can use to help them correctly 
prepare returns claiming EITC and other refundable credits, like the American Opportunity Tax 
Credit and the Additional Child Tax Credit.  Among other things, the site includes basic EITC 
eligibility requirements, tax preparer toolkits, and due diligence learning modules.  
 
Form 8867, Paid Preparer’s Earned Income Credit Checklist – Only paid preparers have to 
complete this form.  The form must be submitted with the tax return of any taxpayer claiming the 
EITC if a preparer was paid to complete the return. 
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