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Ethics for Tax Professionals 

 

The "IRS ethics rule book" for tax professionals is called IRS Circular 230, Regulations 

Governing Practice Before the IRS.   If you want to get the IRS perspective on what you should 

and should not do as a tax professional, Circular 230 is worth a read.  Guaranteed if you haven't 

read those rules—or haven't read them in a while—you will learn something new. 

 
 

Picture Credit: http://www.grantcolib.info/about/kids-corner/10-reasons-you-should-

read-to-your-kids/ 

 

In all seriousness though, please believe: 

 

The presence of your PTIN on every tax return you 

prepare allows the IRS to track your behavior as a tax 

preparer in ways you may have never imagined.  

Computer technology can easily compare, for 

instance, the "deduction percentage" on Schedule C 

tax returns you've prepared to Schedule C's prepped 

by other tax professionals.  If you are claiming more 

deductions on Schedule C than other tax pros are, and 

the IRS sees that you are doing a lot of tax returns, 

you could be chosen for an IRS visit to your place of 

business. 

 

None of this is said to scare you unneccessarily, but we have seen too many successful tax 

professionals lose sight of the ethical side of life and ruin their businesses and careers as a result, 

here is a list of actions the IRS took in 2013 against "abusive" tax preparers. 

 

http://www.irs.gov/pub/irs-utl/pcir230.pdf
http://www.irs.gov/pub/irs-utl/pcir230.pdf
http://www.grantcolib.info/about/kids-corner/10-reasons-you-should-read-to-your-kids/
http://www.grantcolib.info/about/kids-corner/10-reasons-you-should-read-to-your-kids/
http://www.irs.gov/Tax-Professionals/IRS-Letters-and-Visits-to-Return-Preparers-FAQs
http://www.irs.gov/Tax-Professionals/IRS-Letters-and-Visits-to-Return-Preparers-FAQs
http://www.irs.gov/uac/Examples-of-Abusive-Return-Preparers-Investigations-Fiscal-Year-2013
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In late 2013, Instant Tax Service®, the fourth largest tax preparation chain in the U.S., was shut 

down by federal investigators as a result of a variety of deceptive and fraudulent behaviors. 

 

 
 

http://www.forbes.com/sites/kellyphillipserb/2013/11/10/fourth-largest-tax-prep-business-in-the-country-shut-down-by-feds/
http://www.forbes.com/sites/kellyphillipserb/2013/11/10/fourth-largest-tax-prep-business-in-the-country-shut-down-by-feds/
http://www.justice.gov/tax/2012/Dayton%20complaint.pdf
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It makes sense why the IRS would have such an interest in making sure that tax professionals 

know their ethical responsibilities.  Even in today's age of increased "do-it-yourself" tax filing, 

more than 60% of all tax returns are filed by professional tax preparers, many of whom file 

hundreds or even thousands of tax returns per year.  It's a lot more efficient for the IRS to "teach 

the teacher" so to speak and educate tax preparers about their ethical responsibilities rather than 

trying to go after every individual taxpayer who files an erroneous and/or fraudulent tax return. 

 

At any rate, let us give you a warm welcome to Ethics for Tax Preparers, a brief but informative 

course that will help you protect both yourself and your clients from the dangers of this business. 

 

 

 

Preparer's Due Diligence for Accuracy of 

Representations Made to Clients and the 

IRS 
  

It's worth noting right up top here that unenrolled tax 

preparers, i.e. not EA, CPA, or attorney, are mainly 

asked to comply with and be knowledgeable about 

certain parts of IRS Circular 230.   

 

To be specific, the IRS wants you familiar with subparts A, B, and C; you don't need to pay as 

much attention to subparts D and E, which more pertain to EAs and CPAs.   

 

So that you're acquainted: 

  

 Subpart A is "Rules Governing Authority to Practice" 

 Subpart B is "Duties and Restrictions Relating to Practice Before the Internal Revenue 

Service" 

 Subpart C is "Sanctions for Violations of the Regulations" 

 

So, these are the main Circular 230 topics to be concerned about with regard to tax preparer 

ethics. 

 

A good place to start this discussion is to address the important topic of "due diligence."  Due 

diligence is the major term the IRS uses to describe the ethical obligations of tax preparers.  

CPAs have had extensive due diligence requirements for many years, the due diligence required 

of unenrolled tax preparers is a bit less intense but still crucial to understand. 

 

Unenrolled tax preparers are required to exercise due diligence when dealing with IRS matters, 

including the preparation of federal tax returns. 

  

Due diligence basically means that you, as a tax preparer, will make reasonable inquiries and 

take reasonable steps to make sure that your work is accurate and truthful.   

 

http://www.irs.gov/pub/irs-utl/pcir230.pdf
http://www.calcpa.org/content/26163.aspx
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The term due diligence also implies that you will treat situations with the diligence they are 

"due," i.e. more important situations will require more diligence.   

 

It's a somewhat nebulous standard, yes, but it's the primary standard used by the IRS to evaluate 

whether or not a tax preparer is acting ethically. 

 

However, the real responsibility to submit a truthful and accurate tax return lies firmly with the 

taxpayer.  You, as a tax preparer, are NOT signing the tax return "under penalties of perjury" like 

the taxpayer is.  Sweet Lord, imagine if we, as tax preparers, had to "personally vouch for" the 

contents of the tax returns we prepare—this prospect is too hideous to envision and would cause 

tax preparers to quit this profession by the tens of tens of thousands!!! 

  

Because what if a taxpayer gives you wrong information?  What if a taxpayer is lying about his 

business income?  What if a taxpayer says she's not married, but is married? 

  

Are you responsible? 

  

No, you absolutely are not responsible—the taxpayer is! 

 

But you are responsible for doing your due diligence. 

  

Look at the language right above the signature lines on Form 1040 and you will get a feel for 

what your responsibilities are relative to the responsibilities of the taxpayer: 

 

  
  

By signing the tax return as the tax preparer, you are stating that the tax return is "based on all 

information of which the preparer has any knowledge."   

 

Compare that to the declaration made by the taxpayer, who is stating that the tax return is "true, 

correct, and complete."   

 

These are two totally different levels of responsibility and ultimately the responsibility to submit 

a true, correct, and complete tax return lies with the taxpayer, not the tax preparer. 

  

The following excerpt from Circular 230 should give you an idea of what the Internal Revenue 

Service considers to be due diligence on the part of a professional tax preparer: 

 

§ 10.22 DILIGENCE AS TO ACCURACY 

 

(a) In general.  A practitioner must exercise due diligence— 
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 (1)  In preparing or assisting in the preparation of, approving, and filing tax returns, 

 documents, affidavits, and other papers relating to Internal Revenue Service matters: 

 (2)  In determining the correctness of oral or written representations made by the 

 practitioner to the Department of the Treasury; and 

 (3)  In determining the correctness of oral or written representations made by the  

 practitioner to clients with reference to any matter administered by the Internal 

 Revenue Service. 

  

Note that the IRS is not only concerned that you exercise due diligence when making 

representations to the IRS, but also to the taxpayer clients you serve.   

 

Indeed, your due diligence responsibility extends to both the IRS and your clients. 

   

Is this all sounding a bit vague?  Would you like a list of things that do or don't meet the due 

diligence requirement?  Alas, no such list will be forthcoming.   

 

Instead, in the case of "due diligence," the IRS gives you a general guideline and expects you to 

apply the general guideline to specific situations.   

 

Welcome to the Big Leagues, where there can be some close calls.   

 

 

  

The "umpire" for this game, by the way, is a 

special department of the IRS called the Return 

Preparer Office.  As long as you are exercising 

a basic degree of due diligence, it is extremely 

unlikely that the Return Preparer Office will 

single you out for scrutiny.  In that sense, the 

best definition of due diligence may be 

something along the lines of "do your best." 

 

http://www.irs.gov/Tax-Professionals/Return-Preparer-Office-%28RPO%29-At-a-Glance
http://www.irs.gov/Tax-Professionals/Return-Preparer-Office-%28RPO%29-At-a-Glance
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Limits on Practice by an Unenrolled Tax Preparer 
  

Unenrolled tax return preparers have clearly defined limits when it comes to practicing before 

the IRS.   

 

Note, too, at this time, that "unenrolled" tax return preparers are also sometimes called 

"Registered Tax Return Preparers" (RTRP), in honor the IRS designation created for a tax 

preparer who passed the now-defunct IRS Competency Exam…at this point the IRS has made it 

clear that RTRP is not a designation that means anything anymore. 

 

From now on then, we will stick with the more established term "unenrolled tax preparer" to 

describe a tax preparer who is not an EA or CPA, for instance a CTEC-registered tax preparer is 

considered an unenrolled tax preparer. 

 

At any rate, let us again quote from Circular 230 to learn what unenrolled tax preparers can and 

can't do: 

 

(2)  Practice as a registered tax return preparer is limited to preparing tax returns, claims for 

refund, and other documents for submission to the Internal Revenue Service.  A registered tax 

return preparer may prepare, or assist in preparing, all or substantially all of a tax return or 

claim for refund for which the registered tax return preparer has passed the requisite written 

examination.  A registered tax return preparer also may sign tax returns, claims for refund, or 

other documents for which the registered tax return preparer has passed the requisite written 

examination.  

 

(3) A registered tax return preparer may represent taxpayers before revenue agents, customer 

service representatives, or similar officers and employees of the Internal Revenue Service during 

an examination if the registered tax return preparer signed the tax return or claim for refund for 

http://en.wikipedia.org/wiki/Registered_Tax_Return_Preparer
https://www.ctec.org/
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the taxable year or period under examination.  Unless otherwise prescribed by regulation or 

notice, this right does not permit such individual to represent the taxpayer, regardless of the 

circumstances requiring representation, before appeals officers, revenue officers, Counsel or 

similar officers of employees of the Internal Revenue Service or the Treasury Department.  A 

registered tax return preparer's authorization to practice under this part also does not include 

the authority to provide tax advice to a client or another person except as necessary to prepare a 

tax return, claim for refund, or other document intended to be submitted to the Internal Revenue 

Service. 

 

An unenrolled tax return preparer, for example, would not be able to provide "tax debt settlement 

services" or other forms of negotiation with the IRS on behalf of a taxpayer client unless the 

preparer personally prepared and signed the tax return in question.   

 

An attorney, CPA or Enrolled Agent, by contrast, can take Power of Attorney on any tax matter, 

for any taxpayer, at any time.  An unenrolled tax retur preparer, though, can only take Power of 

Attorney if the RTRP personally prepared or signed the tax return in question. 

 

Likewise, the unenrolled tax preparer is not supposed to offer "tax planning" or other tax advice 

"except as necessary to prepare a tax return, claim for refund, or other document intended to be 

submitted to the Internal Revenue Service." 

  

You can learn more about practice before the IRS by reading IRS Publication 947, Practice 

Before the IRS and Power of Attorney. 

 

Incidentally, one clever way to "get around" (in a good way!) the IRS rules that prevent an 

unenrolled tax return preparer from taking Power of Attorney for all taxpayer clients would be to 

use Form 8821, Tax Information Authorization, rather than Form 2848, Power of Attorney.   

 

http://www.debthelp.com/kc/tax-penalty-abatement-use-proper-form-on-the-proper-forms.html
http://www.debthelp.com/kc/tax-penalty-abatement-use-proper-form-on-the-proper-forms.html
http://www.irs.gov/pub/irs-pdf/f2848.pdf
http://www.irs.gov/pub/irs-pdf/p947.pdf
http://www.irs.gov/pub/irs-pdf/p947.pdf
http://www.irs.gov/pub/irs-pdf/f8821.pdf
http://www.irs.gov/pub/irs-pdf/f2848.pdf
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For instance, let's say that you encounter a taxpayer has not filed tax returns in 10 years.  

Obviously, since the taxpayer has not filed tax returns, you as the unenrolled tax preparer have 

not personally prepared and signed that taxpayer's tax returns, and therefore the IRS will deny 

you Power of Attorney if you try to submit Form 2848 for that taxpayer—because you did not 

prepare and sign the tax returns for the years for which you are requesting Power of Attorney.   

 

However, you can use Form 8821 to gain enough power to at least request the IRS wage and 

income transcripts for the years that the taxpayer did not file tax returns; this way, you can 

prepare the tax returns based on those transcripts.  This allows you to…get'er done! 

  

As an unenrolled tax preparer, in our experience, you will be able to do somewhere in the 

neighborhood of 90 percent of the tax work that needs to get done.  For that extra-special 10 

percent of cases, such as IRS tax debt negotiations and charge-by-the-hour tax planning, you 

may want to form a relationship with a tax attorney, CPA, and/or Enrolled Agent.   

 

Or, if you're feeling it, you could skip the middleman and become one of those individuals. 

 

 

 

Requirement to Furnish Information to IRS Upon Request 
  

Let's say that a taxpayer for whom you've prepared a tax return is being audited by the IRS.  You 

have retained some copies of the taxpayer's documents—let's say for the sake of example that 

http://www.youtube.com/watch?v=OtAUsVXB9OU


9 
© 2015 Pronto Income Tax of California, Inc. All Rights Reserved. 

you have a copy of the profit and loss statement that you used to prepare a Schedule C for this 

taxpayer.  If an IRS agent calls you and asks you to fork over a copy of the taxpayer's profit and 

loss statement, do you have to give the IRS agent that document? 

  

Generally speaking, yes. 

  

And we quote from Circular 230: 

 

(1)  A practitioner must, on a proper and lawful request by a duly authorized officer or employee 

of the Internal Revenue Service, promptly submit records or information in any matter before the 

Internal Revenue Service unless the practitioner believes in good faith and on reasonable 

grounds that the records or information are privileged. 

 

Are you familiar with the term "attorney-client privilege"?  This term means that certain 

communications between an attorney and her client are by nature confidential.  GENERALLY 

SPEAKING—and we are not attorneys, therefore this does not constitute any form of legal 

advice—the attorney does not have to tell anyone else, including the IRS, what the client said in 

conversations covered by attorney-client privilege.   

 

The coverage provided by "tax preparer-client privilege" is considerably less broad. 

  

In general, a tax preparer has little to no right to stand in the way of the IRS getting the 

information it needs to do its job.  If the IRS asks you for information or a document, generally 

speaking you will indeed have to fork it over.   

 

However, make sure before forking over that you have verified that the IRS agent requesting the 

information or document is in fact an IRS agent acting in his or her official capacity as an 

employee of the Internal Revenue Service. 

 

 

  

Also realize that both you do have some limited rights to protect your client's 

information if you feel that it is "privileged."  The Internal Revenue Service 

Restructuring and Reform Act of 1998 created a tax preparer-client privilege 

that, while much less protective than attorney-client privilege, does allow tax 

professionals to refuse to provide information and/or documents to the IRS in 

very limited circumstances.   

 

Here, for your reading pleasure, is an link to an informative and erudite article about the current 

state of tax preparer-client privilege. 

 

 

 

 

  

http://en.wikipedia.org/wiki/Attorney%E2%80%93client_privilege
http://en.wikipedia.org/wiki/Internal_Revenue_Service_Restructuring_and_Reform_Act_of_1998
http://en.wikipedia.org/wiki/Internal_Revenue_Service_Restructuring_and_Reform_Act_of_1998
http://www.mpbf.com/articles/art_04.php
http://www.mpbf.com/articles/art_04.php
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In an age of increased communication between the IRS and 

tax preparers, it can be extremely helpful to know your rights 

and responsibilities when you are dealing with the Internal 

Revenue Service. 

 

Prompt Disposition of Matters Before the IRS 
  

As described in §10.23 on page 20 of Circular 230, the IRS 

would appreciate it if you didn't waste its time unnecessarily.   

 

The money quote on that topic goes like this: 

 

A practitioner may not unreasonably delay the prompt 

disposition of any matter before the Internal Revenue Service. 

  

As a tax professional, you are supposed to strive for "prompt 

disposition" of any and all IRS matters, including audits.   

 

Of course you will want to balance the IRS desire for prompt disposition with your desire to 

protect and serve your taxpayer client; if the IRS wants to promptly dispose of your client by 

assessing a huge tax bill that isn't justified, well then obviously that's something that you would 

want to not only delay but prevent.   

 

And in truth a little bit of strategic delay has been, over the years, a well-regarded technique used 
by tax professionals to gain more favorable outcomes for taxpayer clients. 

  

Nevertheless, unreasonable delay isn't professional—after all, we as taxpayers are paying the 

salaries of the IRS employees whose time we are wasting!   

 

Sometimes it's best to take the approach espoused in perhaps the greatest rap song of all time:  

 

"If it's going down, let's get it over with." 

 

Prohibition on Receiving Assistance From or Providing Assistance to 

Disciplined Practitioners 
   

Another thing you're not supposed to do is work with other tax professionals who have shown a 

propensity to ignore and/or break the IRS rules contained in Circular 230.   

 

And we quote: 

 

A practitioner may not, knowingly and directly or indirectly: 

 

http://www.irs.gov/pub/irs-utl/pcir230.pdf
http://www.youtube.com/watch?v=G272iYvxW_w
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(a)  Accept assistance from or assist any person who is under disbarment or suspension from 

practice before the Internal Revenue Service if the assistance relates to a matter or matters 

constituting practice before the Internal Revenue Service. 

 

(b)  Accept any assistance from any former government employee where the provisions of 

Circular 230 or any Federal law would be violated. 

 

The first clause is pretty clear and simple, we'd say: stay away from tax practitioners who have 

been disciplined by the IRS. 

 

The second clause, regarding a "former government employee," is primarily intended to prevent 

government employees from using their insider knowledge of particular IRS situations to 

manipulate IRS proceedings.   

 

For instance, let's say that you know a "former IRS auditor" who made copies of all the files he 

worked on when he worked at the IRS, and he is in the process of contacting all those taxpayers 

promising to help them settle their IRS debt for pennies on the dollar.   

 

This individual would probably not be the best business partner for you. 

  

Note, though, the all-important word "knowingly."  You cannot knowingly accept assistance 

from or assist any person who is under disbarment or suspension from practice before the IRS.  

This does not mean that you are responsible for running a background check on every tax 

professional you encounter—you can't be held responsible for what you don't know, but you 

should do your due diligence to work with ethical and responsible professionals. 

 

 

 

Rules Regarding Fees, Including Contingent Fees 
  

Does the IRS regulate how much tax preparers can charge? 

  

Only in a very general sense.   

 

As described in §10.27 on page 21 of Circular 230, a tax practitioner 

may not charge an "unconscionable" fee in connection with any 

matter before the Internal Revenue Service, including the preparation 

of a federal tax return.   

 

Of course, one man's "unconscionable" is another man's "perfectly justifiable considering all the 

headaches I have to put up with in this business," and there really is no clear IRS definition of 

"unconscionable." 

  

However, the IRS does have specific and clear rules about so-called "contingent fees."   

 

http://www.irs.gov/Tax-Professionals/Enrolled-Agents/Announcements-of-Disciplinary-Sanctions
http://www.irs.gov/Tax-Professionals/Enrolled-Agents/Announcements-of-Disciplinary-Sanctions
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What is a contingent fee, though?   

 

Perhaps it's best to envision a real-life scenario: 

 

Have you ever met a taxpayer who has major tax issues and needs major tax help, but has little to 

no money to pay you for your time and you're not sure if you can even help the taxpayer in a 

valuable way because the situation at hand is completely jacked up?   

 

We would venture to assert that each and every tax professional will face this kind of situation 

many times throughout the course of a career in the tax business.  Hard cases like these are not 

hard to find, but they are hard to bill in an appropriate way that respects your time as a tax 

professional but also respects the fact that ultimately you can't really control the outcome of a 

matter before the IRS and no taxpayer client is going to be happy if you charge a lot of money 

and get little to no results.   

 

Several of the numerous tax resolution companies that have been sued out of existence and/or 

gone bankrupt can attest to the reality that charging heavily and delivering sub-optimal outcomes 

may not be the best long-term business plan. 

 

When facing a dilemma of a taxpayer client who needs help but can't afford to pay unless the 

result is going to be positive, which there's no way to guarantee when you're dealing with the 

IRS, it's only natural that a clever tax professional would think of the idea of a contingent fee, 

e.g.,  "I'll charge you $300 up front to take your case, but if we achieve a favorable outcome of 

saving you $20,000, you will owe me another fee of $2,500."   

 

This $2,500 is known as a contingent fee because the fee is contingent upon the achievement of a 

certain result.  This type of arrangement could potentially be very appealing to a taxpayer client, 

as well as providing some "upside" to the tax professional for taking on a daunting task.   

 

Everybody wins, right? 

 

Actually, you as a tax professional can be the loser in this scenario if you run afoul of the IRS 

Circular 230 rules regarding contingent fees.   

 

It is again worth quoting directly from Circular 230, to see the contingent fee rules in all the 

glory of their legalese: 

 

(b)  Contingent fees.   

 

(1)  Except as provided in paragraphs 2, 3, and 4 of this section, a practitioner may not charge a 

contingent fee for services rendered in connection with any matter before the Internal Revenue 

Service. 

 

(2)  A practitioner may charge a contingent fee for services rendered in connection with the 

Service's examination of, or challenge to – 

 (i)    An original tax return; or 

http://www.forbes.com/sites/janetnovack/2012/03/18/owe-the-irs-taxmasters-bankruptcy-shows-why-not-to-get-help-from-tv-pitchmen/
http://www.forbes.com/sites/janetnovack/2012/03/18/owe-the-irs-taxmasters-bankruptcy-shows-why-not-to-get-help-from-tv-pitchmen/
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(ii)   An amended return or claim for refund or credit where the amended return or claim for 

refund or credit was filed within 120 days of the taxpayer receiving a written notice of the 

examination of, or a written challenge to the original return. 

 

(3)   A practitioner may charge a contingent fee for services rendered in connection with a claim 

for credit or refund filed solely in connection with the determination of statutory interest or 

penalties assessed under the Internal Revenue Code. 

 

(4)   A practitioner may charge a contingent fee for services rendered in connection with any 

judicial proceeding arising under the Internal Revenue Code.  

(c)   Definitions. 

 

(1)   Contingent fee is any fee that is based, in whole or in part, on whether or not a position 

taken on a tax return or other filing avoids challenge by the Internal Revenue Service or is 

sustained either by the Internal Revenue Service or in litigation.  A contingent fee includes a fee 

that is based on a percentage of the refund reported on a return, that is based on a percentage of 

the taxes saved, or that otherwise depends on the specific result attained.  A contingent fee also 

includes any fee arrangement in which the practitioner will reimburse the client for all or a 

portion of the client's fee in the event that a position taken on a tax return or other filing. 

 

(2)   Matter before the Internal Revenue Service includes tax planning and advice, preparing or 

filing or assisting in preparing or filing returns or claims for refund or credit, and all matters 

connected with a presentation to the Internal Revenue Service or any of its officers or employees 

relating to a taxpayer’s rights, privileges, or liabilities under laws or regulations administered 

by the Internal Revenue Service.  Such presentations include, but are not limited to, preparing 

and filing documents, corresponding and communicating with the Internal Revenue Service, 

rendering written advice with respect to any entity, transaction, plan or arrangement, and 

representing a client at conferences, hearings, and meetings. 

 

Note that tax preparers are not allowed to charge contingent fees except as described above.   

 

However, charging a contingent fee is not necessarily unethical, so long as you follow the 

specific rules laid out above and only use contingent fees in the prescribed situations.   

 

You absolutely cannot charge a contingent fee for something simple such as, "If you get your tax 

refund by direct deposit within 8-14 days, you owe me an extra $1,000."   

 

So please stay away from bright ideas like that. 
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Rules in Dealing with Clients 
 

It is the stated mission of the IRS to "administer" the tax system with integrity and fairness to all.   

 

Part of this administering duty is to make sure that the taxpaying public is not getting ripped off 

by their tax preparers right and left.   

 

But there are some things that are specifically against the rules of ethics when dealing with 

clients.   

 

As shown in §10.28 of Circular 230, the return of a client's records is one key sticking point with 

IRS when it comes to rules in dealing with clients.   

 

Note here that we are talking about returning the taxpayer's records, such as W-2, 1-99-INT, 

etc.—rather than the records that you the tax preparer have prepared, such as Form 1040 and any 

attachments to Form 1040. 

 

Some tax preparers attempt to retain the client's records as a way of preventing that client from 

going to another tax preparer.  I mean let's face it, anyone who has done taxes before knows that 

keeping ahold of the W-2s gives you a better chance to do that tax return.  And the IRS is not 

saying in this rule that you cannot hold the taxpayer's records at your office, or keep the records 

to work on them, and so forth—you can do all that, at the taxpayer client's discretion. 

 

What you have to do, though, is give the taxpayer back their source documents if the taxpayer 
asks you for them.   

 

On this point, the IRS through Circular 230 says it eloquently: 

 

(a)  In general, a practitioner must, at the request of a client, promptly return any and all 

records of the client that are necessary for the client to comply with his or her Federal tax 

obligations.  The practitioner may retain copies of the records returned to a client.  The 

existence of a dispute over fees generally does not relieve the practitioner of his or her 

responsibility under this section.  Nevertheless, if applicable state law allows or permits the 

retention of a client's records by a practitioner in the case of a dispute over fees for services 

rendered, the practitioner need only return those records that must be attached to the taxpayer's 

return.  The practitioner, however, must provide the client with reasonable access to review and 

copy any additional records of the client retained by the practitioner under state law that are 

necessary for the client to comply with his or her Federal tax obligations. 

 

Observe how the tables are somewhat turned in favor of the tax professional—you can tell that 

this section was reviewed by a few accountants who hadn't been paid after doing a lot of work, 

and really didn't want to give that taxpayer back all their records.  Nevertheless, it's important for 

you to realize that there is an ethical issue here, and you cannot be a tyrant.  You can't be a 

"black hole" where once you receive a taxpayer's documents, you never give them back. 

  

Is the IRS really going to be able to catch tax preparers who don't follow these rules? 
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Not even close.   

  

However, IRS has instituted a new tax Form 14157 that allows taxpayers to make complaints 

about tax preparers directly to the IRS.  A devastating review on Yelp, posted by a disgruntled 

client whose documents you refused to return, also won't help your business grow.  Ultimately it 

is up to us, as tax preparers, to decide how we want to be perceived in the communities in which 

we work, and to take actions to earn and keep the public's positive perception. 

  

  
 

Omissions and Errors 
 

IRS also wants you to "advise taxpayer's on the consequences of omissions and errors."   

 

For example, let's say a taxpayer alludes to the fact that he has some unreported cash earnings 

from 2008.  What should you do? 

  

In this situation, you are not required to report the taxpayer to the IRS for tax evasion, rap the 

taxpayer's knuckles with a wooden ruler, or even stop doing the taxpayer's tax return for the 

current year.   

 

What you are required to do is: advise the taxpayer of the consequences of the omission of his 

cash earnings.  These consequences can include additional IRS tax, penalties, and interest; and 

you have a Circular 230 obligation to tell the taxpayer about these consequences. 

  

Your ethical requirement, then, is one of prompt disclosure, and the taxpayer is then responsible 

for taking the correct action to resolve the problem. 

  

Make it clear to the taxpayer what action needs to be taken to fill in the omission or fix the error 

and make it clear what the consequences may be if the ommission or error is not remedied—you 

do those two things and you're in the clear.  

 

 

 

Ethics When Marketing Tax Preparation 

Services 

http://www.irs.gov/pub/irs-pdf/f14157.pdf
http://www.irs.gov/pub/irs-pdf/f14157.pdf
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Another ethical issue the IRS has an inherent interest in would be how tax professionals market 

their services.  Per Circular 230, there are certain things that you can do, and certain things that 

you can't do, when you advertise tax preparation and related services. 

  

§10.30, titled "Solicitation," describes it thus: 

 

(a)  Advertising and solicitation restrictions. 

 

(1)  A practitioner may not, with respect to any Internal Revenue Service matter, in any way use 

or participate in the use of any form of public communication or private solicitation containing a 

false, fraudulent, or coercive statement or claim; or a misleading or deceptive statement or 

claim.  Enrolled agents, enrolled retirement plan agents, or registered tax return preparers, in 

describing their professional designation, may not utilize the term "certified" or imply an 

employer/employee relationship with the Internal Revenue Service.   

 

For instance, an unenrolled tax preparer advertising himself to the public as a "certified" tax 

professional would be a good candidate for a lawsuit.   

 

"Certified," you see, is the favorite word of Certified Public Accountants (CPAs), a powerful 

group that has been known to consort with attorneys who may or may not be ready to sue you at 

the drop of a hat.   

 

Enrolled Agents also are specifically disallowed by the IRS from using the word "certified" to 

describe the EA designation and/or advertise the EA's services. 

 

 

 

Again, it's not that the IRS is going to crucify 

you if you don't know and follow each and 

every jot and tittle of Circular 230.  If you did 

something that you weren't supposed to do, 

and it wasn't done in bad faith or with bad 

intention, you (likely) wouldn't go to jail.  But 

still it's best to protect yourself and your 

clients by being familiar with these IRS rules. 

  

Prohibition Against Negotiation of Taxpayer Checks 
 

Know what else the IRS specifically prohibits in Circular 230?   

 

A little something called "negotiation of taxpayer checks."   

 

Once again, we can use a real life example to show what the rule aims to prevent: 

 

http://www.irs.gov/pub/irs-utl/pcir230.pdf
http://en.wikipedia.org/wiki/Certified_Public_Accountant
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You have a taxpayer client who has no money to pay for tax preparation, and as a matter of fact 

has no bank account to receive direct deposit of the refund, no ID to cash the check once it's 

received, and no permanent address to receive mail. 

 

The tax preparer and the taxpayer client therefore agree that when the taxpayer's tax refund 

check arrives, the taxpayer can sign it over to the tax preparer, and the tax preparer can give the 

taxpayer cash (less the tax preparation fees, of course).   

 

This practice is called negotiating a taxpayer's check, and is outlawed, and you can understand 

why when you envision the abuses likely to come of this kind of negotiation, e.g. taxpayer gives 

the tax preparer a $1,000 check and receives $500 cash in return because it costs a lot to get this 

level of "door-to-door" service. 

 

Circular 230 states: 

 

A practitioner who prepares tax returns may not endorse or otherwise negotiate any check 

issued to a client by the government in respect of a Federal tax liability. 

  

Anytime that you, as a tax preparer, are coming between the taxpayer and the taxpayer's tax 

refund in a way that involves taking a piece of the taxpayer's refund, be careful.   

 

As a tax preparer, you should be paid by the taxpayer client with the willing permission of the 

taxpayer client, and never view yourself as a co-recipient of another person's federal tax refund.  

 

 

  

Sanctions that May Be Imposed Under 

Circular 230 
  

Let's say that you decide to ignore all or some 

of the rules and regulations contained in 

Circular 230—what can the IRS do to you?  

What exactly are these "disciplinary 

proceedings" that you may become subject to if 

you don't obey the rules?  This, too, can be 

good to know. 

 

Page 32 of Circular 230 gives us the answer:   

 

§10.50  Sanctions. 

 

(a) Authority to censure, suspend, or disbar. 

 

The secretary of the Treasury, or delegate, after notice and an opportunity for a proceeding, may 

censure suspend, or disbar any practitioner from practice before the Internal Revenue Service if 
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the practitioner is shown to be incompetent or disreputable (within the meaning of §10.51), fails 

to comply with any regulation in this part (under the prohibited conduct standards of § 10.52), 

or with intent to defraud, willfully and knowingly misleads or threatens a client or prospective 

client.  Censure is a public reprimand. 

 

(b) Authority to disqualify.  The Secretary of the Treasury, or delegate, after due notice and 

opportunity for hearing, may disqualify any appraiser for a violation of these rules as applicable 

to appraisers. 

 

(c) Authority to impose monetary penalty –  

 (1) In general. 

 

(i) The Secretary of the Treasury, or delegate, after notice and an opportunity for a proceeding, 

may impose a monetary penalty on any practitioner who engages in conduct subject to sanction 

under paragraph (a) of this section. 

 

(ii) If the practitioner described in paragraph (c)(1)(i) of this section was acting on behalf of an 

employer, or any firm or other entity in connection with the conduct giving rise to the penalty, 

the Secretary of the Treasury, or delegate, may impose a monetary penalty on the employer, 

firm, or entity if it knew, or reasonably should have known of such conduct. 

 

(2) Amount of penalty.  The amount of the penalty shall not exceed the gross income derived (or 

to be derived) from the conduct giving rise to the penalty. 

 

(3) Coordination with other sanctions. Subject to paragraph (c)(2) of this section –  

Any monetary penalty imposed on a practitioner under this paragraph (c) may be in addition to 

or in lieu of any suspension, disbarment or censure and may be in addition to a penalty imposed 

on an employer, firm or other entity under paragraph (c)(1)(ii) of this section. 

 

(ii) Any monetary penalty imposed on an employer, firm or other entity may be in addition to or 

in lieu of penalties imposed under paragraph (c)(1)(i) of this section. 

 

Note how the tax practitioner, by law, has the right to be notified of any pending disciplinary 

proceeding, and also has the right, by law, to participate in the proceeding and have his or her 

voice heard before the IRS makes any decision.   

 

Overall, it is very rare for a tax preparer to face Circular 230 sanctions.  It is mostly "repeat 

offenders" who have built their businesses on fraudulent behavior that will 

be targeted by the IRS for investigation.   

 

Nevertheless, we should never take our ethical responsibilities as tax 

preparers too lightly.  Any negative interaction with the IRS can cause 

severe anxiety, not to mention the legal fees that can be incurred.  The best 

prescription for sleeping soundly is to conduct business with ethics and 

integrity. 
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