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Background –
the return 

preparer 
environment

• During Fiscal Year (FY) 2024, over 150.2 million 
individual income tax returns were filed.

• Of those returns, 85.4 million or 56.8% were 
”practitioner-filed,” i.e., per the IRS filed through an 
authorized e-file provider who in most instances was the 
return preparer.  (source: IRS Data Book, Table 4: 
Number of returns and other forms filed electronically 
by type and state, FY 2024).

• For Tax Year (TY) 2021, 29.3 million individual returns 
included a Schedule C: Sole Proprietorship Income.  8.7 
million of those returns also claimed the Earned Income 
Credit.  (source: Table 4, Statistics of Income Bulletin, 
Summer 2024)
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Requirements 
applicable to 

return 
preparers

• IRC 6107(a) Furnishing copy to taxpayer.  Any person 
who is a tax return preparer with respect to any return 
or claim for refund shall furnish a completed copy of 
such return or claim to the taxpayer not later than the 
time such return or claim is presented for such 
taxpayer’s signature.

• IRC 6109(a)(4) Furnishing identifying number of tax 
return preparer.  Any return or claim for 
refund prepared by a tax return preparer shall bear such 
identifying number for securing proper identification of 
such preparer, his employer, or both, as may be 
prescribed.

• IRC 6695 provides for penalties for failure to furnish a 
copy with the required identifying number, as well as 
certain due diligence requirements with respect to 
returns claiming Head of Household status and certain 
credits, including the child tax credit (CTC) and the EIC.
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CTR 2025 Filing Season Mystery Shopping

• Six Partners – Low Income Taxpayer Clinics (LITCs) and other organizations in 
Alabama, Arizona, New Jersey, North Carolina, Oregon, and Texas.

• Three Scenarios – two involving family status issues (qualifying child, qualifying 
relative, head of household); one involving sole proprietorship income, home office 
deduction cash, cash income.

• Generally 3 testers per state, one for each scenario, testing 3 different preparation 
businesses.

• Total of 53 shopping visits, primarily to small, independent preparers (only one tester 
went to a chain preparation site).
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General 
Responses

• 27 of the testers obtained copies of the tax return.  Of 
those 27, only 21 included the preparer’s PTIN.  (Data 
Collection Instrument (DCI) Qs 12 and 13).

• At the beginning of each visit, the tester was instructed 
to ask how much return preparation would cost.  Of 
those preparers who responded:

-- 19 said between $150 to $350;
-- 7 said they charge by forms and dependents;
-- 1 said self-employed was $350 and up;
-- 1 said $449;
-- 1 said $450 for a W-2 return and $800 for self-
employed;
-- 2 said $600;
-- 1 said $65 plus a senior discount;
-- 1 said $60 for a mail-in return; and 
-- 8 said they couldn’t tell until return was completed.  
(DCI Q 7).
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General 
Response 

cont’d

• Preparers were inconsistent in what identification 
documents they requested.  Note that all scenarios 
included a child in the household.  Of the 53 visits:
-- Social Security card (self) -- 6
-- SS card/Photo ID (self) -- 14
-- SS card (self and dependent) -- 2
-- SS card/Photo ID (self and dependent) -- 17
-- ID only (with W2) -- 5
-- W2 only -- 1
-- Add’l documentation – 8 (birth certificate – 5; 
medical/school records – 2; SSN for roommate – 1)
-- Phone Advice only – 3
-- None – 5
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General 
Responses 

(cont’d)

• Testers were instructed to ask, “If the IRS audits me, can 
I come back to you? Will you have my records?”  Of 
those who asked that question, the responses were 
generally positive.

• 30 responded Yes, 3 responded No; 
1 responded they could help but would not keep 
records; and 1 responded they could help but could not 
represent because not an Enrolled Agent.

• The fees for coming back ranged from $49 audit fee to 
$100.

• One preparer’s response: 

She does not do audit response and does not keep any 
documents. She says that very few of her returns are 
audited. Those that are, she will help them to draft their 
response. She says her customers have always been 
successful. (except for one who went with someone else 
for help with the audit response.)
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Scenario 1

• Family: Never married parents with 2 kids, live together with their kids (Common Law 
marriage issue for Navajo Nation).

• Tester: Lower earning parent, any gender. Wants to claim just one kid.

• Income: Tester & Other parent both employed. Tester earns less. 

• EITC range: Max range starts at $12,350 MAGI and begins to phase out at $22,750. 
Tester’s max EITC is $4,213 regardless of filing status.

• Tester earns $20,900 in W2 income. 
o CORRECT RETURN: Single Filing Status with one Qualifying Child (QC) = max 

EITC of $4,213 + ACTC $1,367 (total refund $5,580)
o WRONG RETURN OUTCOME EXAMPLES:

▪ HOH with 1 QC = max EITC of $4,213 + $1,700 in ACTC (total refund 
$5,913)

▪ HOH with 2 QC = The refund is even bigger because of increased EITC.

• Other parent made $28,750 in wages. Though both parents contribute all their 
income to the cost of maintaining the household, because Tester contributes less 
than 50% of costs, Tester does not qualify for HOH.  (20,900 + 28,750 = 49650/2 = 
24,825 > 20,900)

• Family does not receive public benefits. No Marketplace insurance. W-2 does not show 
insurance 

• TESTING FOR: Does preparer understand unmarried parents can choose who 
claims kid / split kids (tie-breaker rule does not apply when parents agree); HOH v 
Single; Common law marriage (for Navajo nation) 
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Scenario 1 Results:

Did Preparer ask if the 
other parent already 

filed?
 7 yes; 11 no

Did preparer ask if the 
other parent filed using 

head of household?
 6 yes; 12 no

Did preparer ask if the 
other parent claimed a 

dependent?
 6 yes; 12 no

Did preparer ask how 
much money the other 

parent earned?
 5 yes; 13 no

Did preparer ask if 
Tester is married to 

other parent?
 11 yes; 7 no

Did preparer ask if 
Tester is or was 

married to anyone 
else?

 2 yes; 16 no

Did preparer ask if 
there was a court order 
covering the children?

 3 yes; 15 no
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Scenario 1 
Results 
(cont’d)

• Did preparer ask if Tester provided more than half the 
cost of maintaining a household?
 6 Yes; 12 No 
 Note: of those who said yes, the preparer did not 
ask for documentation to support the claim

• Did preparer ask if Tester provided more than half of the 
support for the child Tester asked to claim?
 7 Yes; 11 No
 Note: of those who said yes, only 1 preparer 
asked for documentation to support the claim.

• Did preparer ask if the child Tester wants to claim has 
any income of their own?
 4 Yes; 14 No

• Did preparer understand each parent can choose who 
claims the children?
 14 Yes; 4 No
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Scenario 1 Tester Comments: Common Law Marriage

• Navajo Nation Test #1: Tester (T): Well, I live w/ my common law husband, we have two 
grandchildren we live with. I want to know if I can file with one and my husband can file with the 
other? Preparer (P) – Well the way IRS rules work is, if it was your own child, like your daughter & 
son then you have that option, but because its your grandchild the person who makes the most 
money gets to claim both. T – Oh, really. So, I can’t claim them. P – Does he make more money 
than you? T – Yes, he makes more money than I do, ok – so how would he claim them, would he 
say? P – Are they his grandchildren? T – Yes P – his biological grandchildren T – yes P – he would 
claim them as his grandchildren. They usually say the highest of highest of the AGI gets to claim 
the kids. T – So, can we file together? P – If you had legal marriage papers or if you filed like that 
in the past you can do it. But we are not doing no common law marriages, that ended in 2002 & 
the states don’t recognize.

• Navajo Nation Test #2: Tester: I told her I was in a common law relationship. She asked how much 
I made, why I don’t get F.S. & AHCCS for grandchildren. She said I could claim both children filing 
single. 
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Scenario 1 Tester Comments: HoH Status

• At first, preparer was good at wanting proof of my dependent. When I told her, I didn't have his SS card, she told me to 
make an appointment with the Social Security Administration to get a new card. She also asked to see a picture of the 
child to confirm his existence. My total appointment time was about 30 minutes. She asked if my child was biologically 
mine and I told her yes. She asked what my occupation was and I told her that I was a cook for (employer). She was 
very sweet but as she was doing my return, she was on the phone with various family members. She did not give out 
any of my personal information. She did the return and explained various things. She started with telling me that she 
would need to file me as single instead of Head of Household but after seeing how filing Single would affect the 
amount of refund I would be getting, she changed it to Head of Household and told me what she was doing. She said 
she will create a lease for me to put in my file if I gets audited.

• The most frustrating location I visited, (preparer) was kind, but unfortunately not knowledgeable enough to be 
inputting tax info, asked ME what my filing status was after Ii told him my partner and I weren't married, didn't even 
ask about HOH because he himself didn't know what it was, he had me create an IP PIN, which is issued by IRS, not 
created by a client?? the computer gave him an error while entering in information and he called the Branch location 
who told him to change it to head of household even though they didn't know any other info about my living 
situation. They had me sign a 8879 Ivtold them I wanted a paper return, they said they didn't do those there, and after 
I turned in the signed 8879, they called to say the copy was ready and for me to pick it up. When iI did,I read the cover 
sheet said it wasn't filed electrically, so why did you have me sign 8879 if you still gave me a paper return?
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Scenario 1 Tester Comments: HoH status

• Preparer allowed tester to claim both children since the other parent did not file yet. Preparer stated if kids lived with yo u and 
you take care of them, then you are entitled to claim both although you live together. More beneficial for tester to take kids since 
she earns less.

• Preparer explained that if the significant other try and claims one of the kids, his return will get rejected and each parent  will 
need to sort the dependency claim with the IRS and it will take a long time. Preparer also suggested that the tester send a c opy of 
the school records, shot records and social security cards of dependents with the return as it may possibly support the testers right 
to claim both children.

• The preparer did not ask many questions and rushed through return. Preparer was told upfront that the other parent had not 
filed. Preparer did explain the tie breaker rule when asked by tester does she have the ability to claim both children and head of 
household based on her current living arraignment with significant other. The tie breaker rule was not applied to the tax return as 
he prepared the return as head of household and two dependents.

• Preparer told me that I could claim head of household status with one or two qualifying children.

• She was less concerned about the relative income for each parent and more concerned with how bills were split up. She said, i f 
they have receipts and/or bank statements showing each parent is paying roughly half of everything, then she did not see a 
problem with each claiming the children and HoH status. She said the problem would be if one parent bought all the groceries and 
the other parent did not have a similar amount bill that they covered.

• She said, that she does not need to see documentation. However, she does need to ask if I can "prove" I am entitled for HoH 
and tax credits. That it is my obligation to be truthful with her and if I am not and cannot prove that I am entitled to claim the filing 
status and tax benefits, I could be charged penalties and interest.
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Scenario 2

• Extended Family: Household of 3 (2 adults, 1 child). One adult is bio parent of child. 
The other adult can be either a romantic partner or not. For example, could be a cousin or 
friend.

• Tester: Non-parent who supports the entire household. 

• Income: Non-parent wages in range to generate max childless EITC; parent has no 
income (stay-at-home parent with toddler). Even though the income is low, there are facts 
to show the Tester provided more than half the support for the household.

• SCENARIO NOTES:

• Tester earns $14,980 from W2 income. 
o CORRECT RETURN: Single filing status with 2 Qualifying Relatives (QR) = max 

EITC of $277, Nonrefundable other Dependent Credit eliminates $39 tax (refund 
$277 EITC) 

o WRONG RETURN OUTCOME EXAMPLES
▪ HOH or Single with 1 QR & 1 Qualifying Child (QC) toddler = Tax 0, EIC 

$4,213, ACTC $1,700 (refund $5,913) 
▪ Single with no Dependents = max EITC of $277, Tax is $38 (refund $238)
▪ HOH with 2 QR = max EITC of $277, tax $0 (refund $277)

• Tester’s wages are within max range for childless EITC. 

• Child is 3 or 4 years old (age appropriate for CTC if meets the other tests). 

• No Marketplace insurance (Medicaid for toddler or Indian Health Service, see below).

• The preparer should question how the Tester supports the household on such low 
income. If they don’t, that’s a good fact for us since Form 8867, Part I, requires 
reasonable inquiries into unreliable or inconsistent information. 
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Scenario 2 
(cont’d)

• TESTING FOR:

• EITC (eligible only for childless EITC); 

• ACTC (ineligible because Child is a QR, and not a QC); 

• Dependents (QR v QC)
o Do they analyze QR support test (must provide > 

half of the dependents’ support)
o Do they ask about Parent’s 2024 income (can’t be 

more than $5,050)

• Other Dependent Credit (nonrefundable, $500)

• HOH (ineligible)

• Does preparer suggest filing jointly? (they said they are 
not married, so they aren’t married)! (TX Fam. Code on 
informal marriages)

• Does preparer catch that the parent can be claimed as 
a Qualifying Relative & the $500 other dependent credit
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Scenario 2 Results:

15

What questions did preparer ask about 
the biological parent living in the home?

-- Did not ask: 9
-- Worked last year?  2

-- SSN? 1
-- Relationship? 1

-- Lived in home entire year? 2
-- Several specific questions?  2

Did preparer ask if the biological parent 
living in the home worked in 2024?

 7 Yes; 10 No

Did preparer ask about the other 
biological parent (not living in home)?

 3 Yes; 14 No

Did preparer suggest Tester claim the 
child of the biological parent for the EITC?

 1 Yes; 16 No



Scenario 2 Results 
(con’td)

• Did preparer ask how Tester supports 
the household on such a low income?
 3 Yes; 14 No

• Did preparer suggest Tester claim head 
of household status?
 3 Yes, 14 No

• Did preparer ask if the Tester received 
public benefits to support the 
dependents?
 3 Yes, 14 No

• Did preparer suggest that Tester file 
jointly with the biological parent?
 1 Yes, 16 No

16



Scenario 2 Tester Comments

• I told the preparer I wanted to file the return with the two dependents. The preparer asked for their social security cards. I then 
showed the preparer the (fake prior year) return and said “I claimed them last year.” He told me that different preparers do 
returns differently, but he then said in order to file the 2 dependents they would have to come with me in person. I said I would 
come back after that.

• She only suggested that I file myself without any dependents. As soon as I came in, the lady at the front desk asked to see m y 
documents, including my last year’s tax return. She asked for their social security cards. After reviewing the [fake] prior year’s tax 
return [claiming the two dependents], she said I should not have been able to claim them last year. She also said that I might get 
audited. She said I could come back and she would help me with last year’s return also when I decided to come back.

• Filed my return jointly but didn't ask. I told her I lived with my boyfriend and his daughter, I kept repeating boyfriend.

• Only asked if the child was biologically mine. Once I said no but I've raised her since birth and she is 3 yrs old, no other 
questions were asked.

• Preparer suggested I look into adopting the child. Since I have been taking care of the child since birth, and the child is 3 , the 
only way I can file the child is to adopt. She was helpful with letting me know because I have no rights to the child, I can not 
claim the child.

• Preparer explained, the parent can file a form giving permission for me to claim the child. I explain the child is 3 and I've  had 
custody of the child since 6 months old. She explain that the parents can come against me for claiming a child that is not mine. 
For future to look into gaining guardianship or adoption. Preparer expressed that I could not claim child or the friend living with 
me that is not working.
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Scenario 2 Tester Comments (cont’d)

• For this scenario, preparer was conscious of the low income the tester earned. Tax return was prepared as single with no 
dependents. Preparer stated that it would be difficult to prove if asked by IRS how tester supported the "Other" non-related 
dependents.

• Preparer said that I could claim both parent and child as dependents and thereby qualify for the other dependent credit. Said  I 
could claim head of household status, putting the return within the incorrect return outcomes. Preparer did not ask about EITC.

• She was adamant that I could not claim HoH status because it was not my kid. I pushed on her a little and she said there was no 
way. It wasn't allowed. If I came in with an adoption order, then, ok. but without being married, and it not being my kid, I could only 
claim the other dependent credit. End of story. She got a little salty here, but was still kind. I liked how adamant she was and firm 
that she was not going to mess around with the tax rules.

• Preparer asked a lot of questions. She explained that in this situation she wants documentation because situations with divorced 
or separated parents can go wrong quickly and she needs to do what she can to protect her license and make my return audit 
proof.
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Scenario 3

• Family: Single parent with 1 child (some Testers did not include child 
in the scenario, since test was really focusing on sole proprietorship 
income reporting).

• Tester: Anyone

• Income: Tester earns wages and received a W-2, and has a sole 
proprietorship preparing food in their kitchen and sells it to vendors/food 
cart owners who in turn sell the products at construction sites, farmers 
or flea market booths, etc. Based on W-2 for $17,567 & 1099-K for 
$5,013, Tester is in max EITC range for a single parent with 1 child.  
Depending on how preparer addresses the self-employment (SE) income 
and expenses, Tester will lose some EITC.  Tester owes SE tax, so there’s 
incentive for preparer to find additional expenses or not report cash 
income.

• The Tester’s income is as follows:

• W-2 reporting $17,567 

• 1099-K from Venmo for $5,013

• Cash of $3,000. No records. Estimates cash earnings as follows: sold 
to food vendors for construction sites/farmers markets 30 weeks of 
the year and made about $100/wk). 
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Scenario 3 
(cont’d)

• Sch C expenses:  Tester hand prepares their income and expense data 
hand-written and tallied on a sheet of paper. Expenses should equal 
about $3,000, but only $1,280 is properly deductible.

• List includes business use of home (improper) for using kitchen to 
cook food to sell. Tester’s list shows how much they paid in monthly rent 
and utilities, estimates the kitchen was used 25% of the time for cooking 
for the business, computes a business use of home deduction of 25% of 
the total rent & utilities. Partner organization to prepare this based on 
rents in location. NOTE: this is wrong on so many levels. The deduction is 
improper and is also miscomputed. If preparer asks for square footage of 
kitchen & entire home to correctly compute the improper deduction, 
please note that on the DCI. 

• List also includes: (1) food and packaging (allowable); (2) aprons (not 
allowable), (3) tennis shoes for standing and cooking  (not allowable); (2) 
Business use of personal cell phone. 

• List does not include mileage for delivery to vendors at Farmers 
Market/construction sites etc. – Does preparer inquire about missing 
expense deduction and suggest reconstructing it?
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Scenario 3 
(cont’d)

CORRECT RETURN: HOH w/ QC, Reporting wages, 1099-K, and $3,000 
cash, Sch C Expense $1,280 = $4,028 EIC, $1,700 ACTC, $154 Income 
Tax, $951 SE Tax, refund $4,785

•WRONG RETURN OUTCOMES (HOH w/ QC):
•Omits 3K cash & includes Sch C Expense $3,000 = max EITC 
$4,213, ACTC $1,700, Income Tax 0, SE Tax $285 (refund $5,628) 
•Omits 3K cash & includes Sch Expense $1,280 = max EITC $4,213, 
ACTC $1,700, Income Tax 0, SE Tax $527 (refund $5,386) 
•Omits 3K cash & Sch C Expense 0 = max EITC $4,213, ACTC 
$1,700, Income Tax $26, SE Tax $708 (refund $5,205).
•Reports all income, Sch C Expense 0 = EIC $3,844, ACTC $1,700, 
Income Tax $249, SE Tax $1,133 (refund $4,411) 

•The facts do NOT support business use of home expense deduction
•Sells food in community, either to vendors/food trucks or directly to 
neighbors, churches, farmers markets, construction sites during lunch 
hour – whatever works in your community. 

• TESTING FOR:  Does preparer manipulate cash income, expenses, or 
both to try to game the EIC? Does preparer accept non-deductible 
expenses on Tester’s list? If preparer does not allow the non-deductible 
expenses, does he omit income to retain max EITC and reduce Self-
employment tax?  Does preparer ask about mileage and discuss 
reconstruction of mileage log?
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Scenario 3 Results
State Gross Receipts Schedule C profit/(loss) SE Tax Refund Other Information

Correct $8,013 $6,733 $951 $4,785 $1,280 Business Expenses; 
HoH with QC, $4028 EITC, 
$1700 ACTC, $154 income 
tax.  

NC $5,013 $1,208 $170 $7,431 Did not claim cash receipts

NC $8,013 $5,865 $829 $6,812 Claimed clothes, shoes & % 
of rent as business 
expenses

NC $8,099 $334 -0- $7,690 Claimed $4,000 in wages, 
2,330 in repairs and 
maintenance

NJ $8,013 $4,228 $597 $7,093 Claimed $2,400 in 
rent/untilities; $85 for clogs; 
no qualified bus income 
deduction

NJ $5,013 $3,483 $492 $7,353 Claimed only Venmo 
income, no cash receipts; 
Cell phone $2,100

NJ $8,012 ($3,828) -0- $7,676 Claimed “other business 
property expenses” of 
$9,600

TX $8,013 $423 -0- $1,444 Single, no dependents. 
Deducted materials and 
mileage.

TX $5,013 ($3,027) -0- $7,690 Did not report cash 
receipts; claimed $8,040 in 
auto expense.
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Scenario 3 Results – Schedule C

Did preparer ask to see the 
1099-K from Venmo?
 12 Yes; 6 No

Did preparer ask Tester for 
documents to substantiate 

business expenses?
 6 Yes; 12 No

Did preparer ask Tester to 
provide square footage of 
the home and the kitchen 
to compute the deduction 

for use of the kitchen?
 6 Yes; 12 No

Did preparer ask for the 
mileage to/from the selling 
sites to compute mileage 

deduction?
 8 Yes; 10 No

Did preparer ask if Tester 
has contemporaneous 

record of mileage to/from 
selling sites?

 6 Yes; 12 No

Did preparer accept 
improper expense 

deductions on Tester’s list?
 11 Yes; 7 No
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Scenario 3 Tester 
Comments: 

Business Expenses

Q: What business deductions did preparer claim on return?

• Just miles she said I couldn’t claim my business expenses as 
deductibles from my handwritten expenses like groceries because I 
made so little so she just made up highest number miles she could to 
“maximize”my refund.

• Groceries clogs aprons

• None. She stated that if I want to itemize my expenses, I will need 
my return prepared by a third party, accountant, or lawyer. That my 
expenses would not be more than the standard deduction so I do not 
need to use them to prepare my return. I asked whether she could 
prepare my return with the expenses that I came up with and she said 
no. She reiterated what she told me prior.

• Product expenses, mileage, meals, and square footage of room.

• Project expenses and square footage of room.

• Products, shoe inserts, clothes, rent, and phone bill

• Cell phone as other expense. Groceries and materials and supplies 
as COGS. Not sure where the $1,500 of materials and supplies came 
from.

• On Schedule C: Rent or Lease of other business property, supplies 
and cell phone

• On Schedule C: Groceries/ Baked Food , Aprons, Clogs, Cell Phone 
and Rent and Utilites

• She made up a number for me with my miles. Gave me the run 
down that square footage deduction shouldn’t be on my tax return 
due to raising a red flag to the irs and cause an audit. Put my phone 
bill expense and made up miles of my car with the estimate I gave 
her.
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Scenario 3 Tester 
Comments – 

Business 
Deductions (cont’d)

• She was "mad as a wet hen" about my attempt to claim a 
home office. She said potentially could take a write off similar 
to a home day care situation but that would mean a percent 
of a percent and really not going to amount to much. I 
pushed her on the home office deduction--she said I could 
only claim a home office deduction of a space that 
"substantially all use" is related to the business. She asked, 
"are you telling me you don't prepare meals for your family 
in that kitchen?" She told me if I wanted a to claim a home 
office, I would need to find a space that could be used 
exclusively for my business. She said neither Oregon or the 
IRS are cute about this and she couldn't sign off on it and risk 
her license. I stopped pressing her and thanked her for 
helping me understand. I said I was confused because as 
friend said this was how he made it work. She said my friend 
was a "damn fool" and it would eventually come back to 
"burn his biscuits."

• None of the cash expenses would she accept unless I could 
come up with receipts. She said no receipt=no deduction. I 
told her to never mind on the cash then. she said, No way. If I 
earn it, I report it. She can't help me hide income from the 
IRS. She said this year might be painful, but she would make 
sure I knew what I needed to do for next year. Said she would 
not allow the listed unallowable expenses and again for the 
farmer's market stall, no receipt=no expense. She said her 
rough estimate was that only about $1,500 ish would be 
deductible as business expense based on what I had told her 
and the documentation I said I had (or didn't have.)
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Scenario 3 Tester 
Comments – 

Business 
Deductions (cont’d)

• Preparer said I could only deduct what was solely used 
in business but said that would include use of kitchen. So, I 
should calculate 1/4 sq. footage of apt. for kitchen, and 
include rent, electric, phone, aprons, utensils, cost of 
making, food, etc. She said no to deducting shoes. She also 
said I needed to count both the Venmo 1099 and the cash I 
made.

• Return not prepared, this was advice only. Preparer said I 
could deduct what was used in business but said that 
would include use of kitchen. So, I should calculate 1/4 sq. 
footage of apt. for kitchen, and include electric, water, 
phone, aprons, computer, printer, utensils, cost of making, 
food, etc. She said I could deduct cost of shoes, and I 
needed to figure out the mileage to and from the vendors 
and include that as an expense.

• Preparer said I could just estimate my expenses, I didn't 
need receipts. She said I could include cost of aprons and 
shoes but she would need to ask someone if business use 
of kitchen could be included in expenses. She did say I 
needed to include both cash and Venmo 1099 amount as 
income.
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Scenario 3 
Tester 

Comments: 
Reducing SE 

Tax

Q:  What does preparer say when Tester ask, “Is there any way to reduce 
that self-employment tax?”

• Preparer said I don’t have to report cash unless it is documented that the IRS 
doesn’t mind.

• She said all she can do is add any repair cost so she estimated 2k for business 
expenses from 1099-k.

• That I could just make a quick books mileage log and they will accept 
whatever is in that as mileage proof so the IRS doesn’t audit me.

• I said “I thought these expenses would lower the taxed amount on the 1099-
K” and she said it would not because it was lower than the standard deduction. I 
said “I think I don’t understand this very well and want to look into it a little bit 
more, can I come back” she said “yes.” I returned later to have the tax return filed 
and pay the preparation fee.

• No way to reduce the SE tax unless you have more legitimate expenses you 
have not told me about.

• You have a loss on the Schedule C s there is no SE tax to pay. 

• She said that I should add my cash that once I say it she must put it in.

• She said proper business expenses with receipts. If I don't have a receipt, I 
can't claim the deduction. She said for the cash I have to claim the income and 
don't get to claim any deductions unless I have proper receipts. She said, just put 
the cash in the bank and use a debit card. Everyone takes debit cards. Anyone 
who doesn't isn't work doing business with.
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Scenario 3: 
Other Tester 

Comments

• She rushed me but still gave me a small breakdown by highlighting the tax 
return she made me do an intake interview with her.  Although she was chatty I 
want to add in she was unprofessional being on her phone watching Facebook 
videos and talking to her children on the phone while working with me and other 
clients, seems she doesn’t know a thing of client confidentiality. She told me that 
usually she advises clients to report their cash only when it benefits them, it’s 
better to leave it out to get that self employment tax down. She also told me that 
when people don’t have cash you can Zelle payment for tax preparation services 
to her manager and that he watches them through 5 cameras. Very shoddy.

• Although not deductible, preparer deducted full amount of my portion of rent 
expense as "other business property” after asking do I split the rent with my 
significant other.

• Preparer asked about what I did to gain the extra income but chose an 
incorrect principal business profession. Additionally preparer took all listed 
expenses to maximize refund. Preparer used rent and utilities without question or 
approach to using office use and home 8829 or simplified method.

• When I asked if I had to report the $3k cash that I made, preparer said I only 
need to report what I have proof of. If there are no invoices/ receipts for cash, I 
don't need to report. This preparer was really nice and even said she would text 
me a business information sheet that includes a list of allowable expenses when 
she got back to her office on 7/7. 
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Scenario 3: 
Other Tester 

Comments 
(cont’d)

• She took no nonsense from me. She was firm. Even when she 
was getting annoyed by my pushing on her, she was kind and 
firm. She seemed like she took what she did very seriously. I 
asked her why she didn't charge more? I said, in Portland it 
seems a lot of people use the requirement to be licensed to jack 
up the cost. She said she knew it and that it has gotten more 
expensive to prepare taxes but she wants to keep her rates as 
low as possible without starving herself.

• I asked her if it was expensive to be a tax preparer in OR. She 
said it was. She said she tries to only charge what she absolutely 
must and even still, she feels like she is losing money on the tax 
prep side. She expressed that she worried about how long it 
would be sustainable. I asked if unlicensed preparers were taking 
work on the DL and she said the only time she heard about that 
was when someone was doing a favor for a friend, but doing it 
for free and not putting their name or ID # down. To be nice not 
to be scammy.
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Questions?

• Learn more about our work at 
https://taxpayer-rights.org/

• Contact us at info@taxpayer-rights.org

• Sign up for our newsletter, the Taxpayer 
Rights Digest, at https://taxpayer-
rights.org/subscribe/

• Check our resources page for this Tax 
Chat! series at https://taxpayer-
rights.org/return-preparer-strategy-
resources/

• The CTR Return Preparer Project is 
funded through a generous grant from 
Arnold Ventures.
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