Registration of Return Preparers

It is a new day for the tax professional community.

Prepared remarks of IRS Commissioner Doug Shulnoaidw York State Bar
Association Tax Section Annual Meeting in New Y @iy, January, 2010

“I believe that at the end of the day, taxpayerd &x authorities pretty much want
the same thing out of the tax system. They wartaicey regarding a taxpayer’s tax
obligations sooner rather than later. They wans@®ient treatment across taxpayers.
They want an efficient use of government and tagpagsources by focusing on the
issues and taxpayers that pose the greatestAis#t.that’s all about working smatrter.

Working smarter also includes maximizing the usewfresources, while leveraging
other players in the tax system to help us ensoreptiance with the law. We
recently unveiled a major initiative to oversee pagparers who are an integral part
of the tax system. With the complexity of the taode, more and more Americans
now turn to a preparer to help them file their axéWe estimated that there are
somewhere between 900,000 and 1.2 million paidetxn preparers. And making
them an integral link to our service and compliasictategies will help us do our job.

We announced that we plan to require registratiunjmum competency testing, and
continuing education of paid tax return preparehs.addition, once we set up and
administer a testing process, we will crate a puditabase of preparers, so that
taxpayers can find out if they are dealing with wldied preparer We are also
shifting enforcement resources to focus on preparBeginning this filing season we
are expanding our “knock and talk” and other proggato visit thousands of
preparers to discuss their operations and waysdiace preparer error rates.

The goals of the strategy are to improve servicexpayers, increase compliance,
and enhance the integrity of the overall tax systdrthink this creates leverage for
us, and is a smart use of our resources.”

Background

A. Professionals who represent clients before llR8uding attorneys, CPAs
and EAs are already subject to IRS oversight. Heweunder current law,
a much larger group of return preparers are not.

B. Taxpayer Advocate Nina Olson noted in her Jufie 2009, Report to
Congress, apart from IRS’s authority to assesscalidct penalties against
return preparers, there is virtually no current efadl oversight over
“Unenrolled” preparers, who constitute the majoofytax return preparers
today.



C. In early January of 2010, IRS released a 50-zagdy on the U.S. return
preparer industry which carries detailed recommgods for new
standards.

D. Based on the results of its Return Preparer d®¢VIRS says it intends to
subject return preparers who are not attorneys, SCBA EAs to the
following new requirements and standards.

Tax Professional Alert:These new requirements will require proposed famal regulations in
order to be implemented, and will not be in eftedil the 2010 filing season.

[l Proposed Return Preparer Compatemd Conduct Standards

A. IRS has provided further guidance infibven of frequently asked questions,
to supplement the report, news release, fact shaetk other information
that it issued in early January 2010 on the futegulation of tax return
preparers with new registration, testing and camig education
requirements.

B. Among other issues, the Frequently AsQegstions examine who will be
covered by and who will be exempt from the new nesuents.
C. These FAQs can be viewed on the IRS web site at

http://www.irs.qgov/taxpros/article/0,,id-210909.6tnl.

e ReqistrationPreparers who are required to sign a federaleaxn
as a paid return preparer will have to registehViRS and pay a
user fee.

e Also, IRS plans to make the use of Preparer Taxtifileation
Number (PTIN) mandatory instead of optional.

e Registration renewals and user fee payments woeldequired
every three years.

e IRS will develop and make available to the publisemrchable
database of tax return preparers that have registerd passed the
competency examination.

e Competency TestingPaid tax return preparers will have to take a
competency test.

e Initially, there would be two levels of competereyamination for:

1. Wage and non-business Form 1040 series and
2. Wage and Small Business Form 1040 series.
A third test on business tax preparation will beledtl after the
initial implementation phase is completed, and IR&ns to
monitor the testing process during the implemeotaiphase is
complete, and IRS plans to monitor the testing ggealuring the
implementation period to study whether additionakts are
necessary and feasible.

e A transition rule would give existing preparers ap@mately three
years to meet the competency testing requirement.




e During the initial three-year implementation peripdeparers will
be allowed to take exams as often as they areedffantil they
pass the exam.

Tax Professional Alert: Tax return preparers will not be grandfatherewrfr the testing
requirement based on return preparation experience.

Enrolled Actuaries and Enrolled Retirement Plan Atgewill have to pass one of the competency
tests if they intend to prepare Form 1040 seri¢sIres.

In the future, IRS will study tax return accuracly aitorneys and CPAs to ensure that their
exemption from the new testing requirements is avded.

e Continuing Education: Paid preparers would be required to
complete 15 hours of continuing education annuétisee hours of
federal tax law updates, two hours of tax ethic&l 20 hours of
other federal tax law topics.

e IRS intends to have paid preparers self-certify gleton of
continuing education requirements during registratenewal, and
will conduct periodic checks to ensure compliancéhwthe
requirements.

Tax Professional Alert:If data is collected in the future that identfia need for educational
requirements for attorneys, CPAs and EAs, IRS walhsider expanding the continuing
education requirement to them.

o Ethical Standards All signing and non-signing tax return
preparers would be subject to Treasury Departmacul@r 230,
which will make them subject to discipline for umeal and
unprofessional conduct.

e The authority granted to those individuals who @itdo not have
professional licenses or who are not EAs, Enroetluaries or
Enrolled Retirement Plan Agents will be limited goeparing tax
returns and representing their clients as currguetynitted during
the examination of any return prepared by thatreésxrn preparer.

V. What is the IRS Timeline for Registg) and Testing Return Preparers?

A. IRS notes that the current target date for an m@4legistration system is
September 1, 2010 and that the current target fdateequiring all paid
signing preparers to be registered and to use A BTJanuary 1, 2011.

B. Testing will not be implemented until after regidion and mandatory
PTIN usage are in place.

Tax Professional “Testing” Date:




April 1, 2011 — David Williams, Director of Electnic Tax Administration and Refundable
Credits is the lead IRS executive in charge of @manting the Return Preparer Program. April
1, 2011 is the anticipated date of “competencyingst

Tax Professional Alert:iindividuals who are active attorneys, CPAs, ordlied Agents will not

be required to register unless they prepare retuims compensation and sign one or more
federal tax returns.

All paid signing tax return preparers will be reged to register even if the individual only
prepares payroll or other non-Form 1040 series retu

Since only attorneys, CPAs, or Enrolled Agents ateactive and in good standing with their
respective licensing agencies will be exempt frampetency testing; a CPA who keeps his
license current but is considered inactive willdabject to testing.

V. What about attorneys and CPA’s and those witedicenses?

A. All attorneys and certified public accountants viié exempt from IRS’s

continuing education requirements.

1. The lack of continuing education requirements filoraeys or
CPAs in a specific state will not impact the exeapt

2. The IRS believes that all tax return preparers favebligation
to stay current on the tax laws and continuing atlan serves to
help individuals remain current and to expand thkeiowledge
within their field of expertise.

3. IRS will consider requiring continuing professionadlucation
from additional individuals if data is collected fine future that
identifies such a need.

B. In many states, a registered or licensed publiowtant, LPA, has the
same rights and privileges as a CPA.
1. An LPA in those states is eligible to practice befdRS by

virtue of their public accountant’s license andsehendividuals
will not be required to pass IRS’s return prepaemination or
satisfy the CPE requirements for tax return presare

2. IRS provides the following, non-exclusive list daes where a
LPA has the same rights and privileges as a CPA:

Alabama
Alaska
Arkansas
California
Colorado
Connecticut
Hawaii
Idaho



Maine
Montana
New Hampshire
New Jersey
New York
North Dakota
Ohio
Oklahoma
Pennsylvania
Rhode Island
South Dakota
Tennessee
Vermont
West Virginia

Tax Professional Alert:The IRS has concluded that LPAs in Delawarendi, lowa, Kansas,
Michigan, Oregon, and South Carolina do not have slame rights and privileges as a CPA
and, so they will be required to pass the IRS’smepreparer examination and satisfy the CPE
requirements to prepare any federal tax returndompensation, unless the LPA is an attorney
or Enrolled Agent. LPAs in other states will ndedreview the state laws in which they are
licensed to determine if they have the same rightsprivileges as a CPA.

Minnesota: Although the IRS has reviewed the laws of 2% statletermine if the registered or
licensed public accountants in those states hages#ime rights and privileges as a CPA, it has
not yet done so in Minnesota.

Accordingly, registered public accountants in Misag&, who are governed by the Minnesota
Board of Accountancy, must register with the Bogaraly a fee, and have continuing education
requirements and ethics requirements, will haveetoew their state laws to determine whether
they have the same rights and privileges as a Giti\the Office of Professional Responsibility
has an opportunity to formally consider whether Misota’s registered public accountants are
qualified to practice as CPAs.

California and Oregon: Preparers who are registered by the states off@alia or Oregon,
California Tax Return Preparers and Oregon Licen3edxk Preparers/Consultants, will nbe
exempt from testing and continuing education rezpuents.




