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Introduction

Introduction

Congratulations on taking the first step toward becoming an Enrolled Agent, one of the most respected
professional tax designations in the United States.

Enrofled Agents {EAs) are licensed by the Internal Revenue Service after passing a comprehensive exami-
nation that tests competency in federal tax law. Once enrolled, EAs have unlimited representation rghts
before all levels and offices of the IRS. This means you may represent taxpayers in audits, appeals, collec-
tions matters, and cther proceedings — the same representation authority granted to CPAs and attormeys.

The Enrclled Agent exam consists of three parts covering the taxation of individuals, taxation of businesses;
and representation, practice, and procedures. Each part is administered separately and may be taken in

any order.

This study guide series is designed to prépare you thoroughly and effidently for each part of the EA exam.
The material reflects the structure, format, and subject matter tested by the IRS and is organized to Buibkd
both technical knowledge and exam confdence.

EA Exam Structure
The Enrclled Agent (EA) exam consists of three separate parts. Candidates may take the parts in any order.
+« Part 1 - Individuals
= Part 2 - Business
« Part 3 - Representation
Each part contains 100 multiple-choice questions. Some questions are experimental and are not scored.
You will not know which questions are scored and which are not.

You will have 3.5 hours to complete each exam part. Scores are reported on a scaled range from 40 to 130,
with a passing score of 105. The exam is not graded on a curve.

Candidates who do not pass receive giagnostic feedback identifying areas for additional study. Each exam
part may be retaken during the active testing window, subject to IRS limitations.

2026-2027 Testing Location Update
The IRS has announced that beginning with the 2026- 2027 testing cyde, the EA exam will be administered
by PSI, Inc., replacing Prometric.

As of the publication date of this textbook, detailed operational guidance from PSI has not yet been released.
Information regarding scheduling systems, testing logistics, candidate portals, and procedural requiremernts
is forthcoming.

The HOCK Intemational digital textbook will be updated once official guidance becomes available to ensure
candidates have accurate and current informnation.

O HOCK Irlermateongl, LLE. For personad use only by o puoerhaser. Hesale profeieled wil



Introduction

Additional Study Resources

The HOCK study guides are designed to cover
commonly encounter in practice and that ara teste
your studying focused and efficlent while helping you

While these guides are comprehensive, strong candidates also
IRS source material. Reviewing official IRS publications reinfore
tions, and helps you develop confidence applying the rules the wa

the major areas of federal taxation thal enrglled agents
d gn the EA exam. The material is structured to keep
bulld a strong working understanding of tax law.

take time to become comfortable reading
as key concepts, clarifies common excep:
y the IRS explains them.

In addition to this study guide, we strongly recommend revigwing:

« Publication 17, Your Federal Income Tax {particularly helpful for Part 1 - Individuals)
Circular 230, Regulations Governing Practice before the Internal Revenue Service [es-
cential for Part 3 - Representation, Practice, and Procedures)

-
Circular 230 is especially important because it outlines the professional standards and responsibilities that
govern enrolled agents.

Becoming comfortable with these materlals not only strengthens your exam preparation, but also prepares
you for real-world practice.

Preparing for Success

The EA exam is designed to ensure enmplied agents are well-prepared to represent taxpayers before the
RS, Success comes from consistent study, dear understanding of core concepts, and the ability to apply

tax rules accuratelhy.

As you move through the units, focus on understanding how and why the rules work. Strong conceptual
understanding will help you answer &xam questions more confidently than memorization alone.

With steady preparation and a structured plan, passing the EA exam is absolutely achievable.

We are honored to be part of your journey.

Applying for Enroliment

Once you have passed all three parts of the EA exam, you can apply to become an enrclied agent. The
process includes an IRS review of your tax compliance history. Failure to file or pay personal income taxes
in a timely manner can be grounds for denial of enroliment.

The IRS Return Preparer Office will review the circumstances of each case and make determinations on an
individual basis. You may not practice as an EA until the IRS approves your application and issues you an
enrollment card, a process that takes up to &0 days or more.

Successfully passing the EA exam can open the door to a rewarding and respected professional career,
While the exam requires focused preparation and commitment, HOCK International’s comprehensive EA
Review provides the structure, clarity, and practice you need to succeed.

We wish you every success on your journey to becoming an Enrolled Agent.

wiil



Essential Tax Law Updates for Representation

Essential Tax Law Updates for Hﬂasentatlun

Important Legislation for the 2025 Tax Year:

The Ona Big Beautiful Bill Act (OBBBA) Enacted on July 4, 2025, Introduces several updates to the tax
code offective for the 2025 tax year, Key provisions Include:

« TCJA Permanence: OBBBA makes permanent many individual tax provisions of the Tax Cuts and
Jobs Act (TCIA} that were scheduled to expire, including the increased standard deduction and tho
glimination of personal exemptions.

« Additional Deductions: For 2025 through 2028, the OBBBA introduces new deductions for:

« Qualifled Tip Income (up to 525,000),

+ Qualified Overtime Pay (up to $12,500 for single filers/$25,000 for MFJ),
« Car Loan Intarast (up to £10,000), and

+ Enhanced Senlor Deduction (%$6,000/$12,000 for MF]1].

+ Energy Credit Terminations: OBBBA accelerates the expiration of soveral credits, including Lor-
minating credits for new and previously owned dean vehicles acquired after September 30, 2025,

+  New: Trump Accounts (Pllot Program): The OBBBA establishes "Trump Accounts,” & new tax-

advantaged Investment account for children. For eligible children born aftar December 31, 2024,
and before January 1, 20249, the federal government will make a one-time $1,000 contribution to

the account, Parents, guardians, and employers may contribute up to $5,000 annually {indexed
for Inflation starting in 2028). Funds generally cannot be withdrawn before the child turns 18.

The SECURE 2.0 Act Signed into law as part of the Consolidated Appropriations Act of 2023, this Act
included provisions aMecting retirement plans. While many provisions went into effact In 2024, the OBBBA
repealed the "Savers Match” program that was created by SECURE 2.0 and slated to begin in 2027. Instead,
the OBBBA permanently enhances the existing Savers Credit.

Mew Proposed Regulations On December 20, 2024, the IRS proposed updates to Circular 230 rules
(REG-116610-20), governing practice before the IRS. These amendments aim to reflect legal changes and
the evolving tox practice landscape, including removing outdated sections related to reglstered tax retum

preparcrs.

Due Dates: Taxpayers will have until April 15, 2026, to file their 2025 tax return. The extended filing
deadiing |s Octobor 15, 2026. IT any of these due dates falls on a Saturday, Sunday, or legal haoliday, the
deadlineg is extonded to the next business day.

Modernizing Payments {Executive Order 14247 ): The IRS is transitioning toward fully electronic fed-
eral payment and refund systems to improve security and efficiency. As part of this initiative, paper tax
refund checks will begin ta be phased out on September 30, 2025. Taxpayers are encouraged to use direct
deposit to recoive refunds, as paper check issuance will be significantly reduced.

Direct Pay Expansian: Beginning in 2025, the IRS expanded Direct Pay to businesses. Effective October
17, 2025, individuals may no longer create new EFTPS enrollments and must use IRS Online Account ar
Direct Pay Instead. Businesses may continue using EFTPS, but now also hawve the option to make paymants
and federal tax deposits electronically through an IRS Business Tax Account or Direct Pay. Federal Tax
Deposits still cannot be made with cash or credit cards.

FBAR Filing Deadlina: The official due date for the FBAR (FinCen 114) colncides with the filing of the
federal tox retum (normally Apeil 15). Howaver, an automatic extenslon is allowed until Octaber 15.

o HOCK Intermational, LLC. For parsonal use only by ariginal purchaser. Hesale prohibted. [+ 4



Essential Tax Law Updates for Representation

Form 1099: The Form 1092-MEC must be distributed to bath reciplents and the IRS by January 31, re-
gardless of the filing method. For ather types of forms, such as Form 1099-5 and 1099-B, and 109%-MISC
with amounts In Boxes & or 10, the IRS has revised the deadline for dellvering recipient coples of these
forms. They should be distributed to the reclplent on or hefore February 18, If any of these due dates falls
on a Saturday, Sunday, or legal haliday, the deadline is extended to the newxt business day.

Certifylng Accaptanca Agents (CAAY: The purpose of this program Is to assist both resident and non-
resident aliens In obtalning an Individual Taxpayer Identification Mumber (ITIN}, if they do not have ar
cannot obtain a Soclal Security Mumber (SSN}. New Acceptance Agents will be able to help taxpayers with
their 2325 returns in the current filing season. Instead of malllng In Form 13551, also known as the Appll-
cation to Participate in the IRS Acceptance Agent Program, applicants must now use IRS e-Services and
upload all required documents through the CAA upload tool.

E-flla Mandate far Infarmatlan Returns: The IRS Issued final regulations requirng most businesses tao
e-flle beginning on January 1, 2024, This mandate applies to individuals and businesses who submit 10 or
mare information returns, such as Form 1099, W-2, and 1099-MISC. Filers must aggregate almost all retum
types covered by the regulation to determine whether a filer meets the 10-return threshold [previously, a
250-retum threshold applled separately to each type of Information return). These new regulations signifl-
cantly expand the number of entities that must e-file. A walver may be requested In cases of undue
hardship. Failure to e-file, when required, may result in penaltics. Note: The 10-retumn thresheld does not
rmake electronle filing mandatory for employment tax returns, such as Farms 940 and 941,

New OHBBBHA Requirement: The GBEBBA mandates that returns flled by Qualifled Opportunity Funds and
Qualifled Rural Opportunity Funds must be flled electranically, regardless of ather thresholds

Increaze In panalty for fallure to flla: The penalty for fallure of a taxpayer to flle an Income tax retum
that is more than 60 days late shall not be less than the lesser of (1) $525 or (2] 100% of the tax due on
the retum. This penalty applles to Form 1120 and Form 1040 returns filed In 2026,

Form 109%-K Requilremeants for 2025: The One Blg Beautlful Blll Act {OBBBA) repealed the lower
reporting threshold enacted by the American Rescue Plan. For 2025, the requirement for Form 10899-K
reporting reverts to the pre-2021 levels: Third-Farty Settlerment Organizations (TPSOs) must report trang-
actions only if the aggregate payments exceed $20,000 AND the number of transactions exceeds 200.

Mote for 2026: The OBBBA also increased the general Form 1099-NEC1093-MISC reporting threshold bo
$£2,000, but this change does not take effect until the 2026 tax year. For 2025, the $600 threshold =till
appliaz to 1099-NEC.

E-file Procedure [Current and Prior Two Years): Electronically filed returns continue to accaunt for the
vast majority of fillngs. When a new tax form type |s added to the IRS" Modernized e-File {MoF) platform,
MeF will accept the current year and two Prior Tax Years. In Processing Year 2026, MeF wlll acoept TY2025,
TY2024, and Tv2023 returng for Farm 1040,

Form B8EBE, Allocation of Refund and Modernizing Payments: In accordance with Executive Order
14247, the government is advancing a transition to fully electronic payments and paper tax refund checks
will begin to phase out on September 30, 2025. Taxpayears who wish to split their electronic refund can file
Form B823 to direct deposit thelr refund inta up to three different accounts In thelr name. For taxpayers
without traditional bank accounts, alternative electronic payment methods will be supported, including di-
rect deposits to certain mobile apps and prepaid debit cards.



Essential Tax Law Updates for Representation

Perfection Periods for Rejected Submissions: When a rransmitted electronic busingss returmn is re-
jected, there is 2 Transmission Perfection Pericd to perfect that return for electronic re-transmission. The
pertod for Form 1040 is usually five days. Business retumns (Form 1065, 1120, 11205) have a perfection
period of tén days from the date of rejection The following transmission dates pertain to individual réeturns
for the 2025 tax year:

« April 20, 2026, is the last day to retransmit rejected 2025 Form 1040 returns.

+ October 20, 2026, is the last day to retransmit rejected 2025 timely-filed Form 1040 returns on
extension from Form 4368,

Dua Diligence Preparer Penaltios:

« Form 8867: The penalty for failure o meet the due diligence requirements on tax retums con-
taining EITC, CTC/ACTC/ODC, the ADTC, and/or HOH stalus is $650 per fallure lor Lax returns
filed in 2026 (2025 tax year),

» COVID-ERTC [Mew): The OBEBA imposes a new penaity of $1,000 per failure for "COVID-ERTC
promoters” whao fail to comply with due diligence requirements regarding eligibility or credit calcu-
lation for the Employee Retention Tax Credit.

Enforcement and Deadlines for Employee Retention Credit (ERC) Claims: The IRS has shifted focus
from voluntary disclosurg programs Lo strict enforcement reganding ERC daims. Under Lhe OBBEBA, a retro-
active deadling has been imposed: no ERC credit or nefund Mor the third and fourth quarters of 2021 will be
allowed after July 4, 2025, unless the claim was filed by the Laxpayer on or before January 31, 2024,
additionally, the OBBBA extends the statute of limitations for the IRS to assess taxes attributable to im-
prapar ERC clalms ta & years.,

Expansion of IRS Math Error Authority (New): The DBBBA expands the IRS's statutory “mathematical
ar clerical error” authorty, If a taxpayer fails to include a cormect Social Security Number (55N) to claim
the new Senior Deduction, the Qualified Tip Deduction, the Qualified Dvertime Deduction, or the Trump
Accaunt Contribution credit, the IRS can summarily deny the tax benelit and assess additional tax without
Issuing a farmal Natice of Deficiency.

Passport Revocation Threshold: The IRS can certify a taxpayer has “seriously delinguent tax debt.”
which can lead to the denial and/or revocation of a taxpayer's passport. The revocation threshold for cal-
endar year 2025 is $64,000, which indudes penalties and interest.

Tax Pro Accounts: The RS Tax Pro Account aliows tax professionals to submit authorization requests
(Power of Attorney or Tax Information Authorization) directly to a taxpayer's IRS Online Account. Most
requests are recorged immediately to the CAF database.

Identity Theft Affidavit Can be Filed Electronically with the IRS: IRS Form 14039 (Identity Theft
Affidavit) can now be filed electronically with the IRS. While Form 14039 can still be mailed or faxed to the
IRS, the IRS prefers that it be sent to them electronically. The slectronic version of Form 14039 can be
accessed from the [RS website at: https //apps.irs.gov/app/dugital -mailroom/dmaf/f14039/,

-
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Study Unit 1: Legal Authority of the IRS

Study Unit
1 Legal Authority of the IRS

Study Unit 1: Leﬂﬁuﬂmﬁty of the IRS

More Reading:

+ Clrcular 230, Regulations Governing Practice Before the Internal Revenue Service
+ Publication 947, Practice Before the IRS and Power of Attormey

« Publication 1, Your Rights as a Taxpayer

Part 3 of the EA cxam focuses on the ethical standards, kegal requirements, and regulations that govern
the tax profession. This includes guidelines that tax professionals must adhere to, standards that they are
expected to meet, who has the authority to represent taxpayers before the IRS, procedures for assessment,
collection, audit, and appeals by the RS, and penalties that tax preparers may face if they violate the law.

Part 3 of the exam I composed of the following sections and their corresponding percentage of questions:

1} Practices and Procedures - 26 questions

2}  Representation before the IRS - 25 questions
31}  Specific Areas of Representation - 20 questions
4}  Filing Process = 14 questions

[ssues of ethics, practice, and representation are dealt with in detail in Treasury Department Circular No.
230, Regulations Governing Practice before the Internal Revenue Service.' The rules in Circular 230 are
codified as Title 31 of the Code of Federal Regulations. All practitioners who represent taxpayers belore
the RS are subject to the rules and regulations outlined in Circular 230,

Note: The statutory authority to regulate the conduct of representatives before the [RS is not found in Title
26 of the U.S. Code, the Internal Revenue Code. Instead, it appears in Title 31 of the U.5. Code, Section
330, The Office of Professional Respornsibility [QPR), which interprets and applies the regulations in Treasyry
Department Circular 230, functions separately from the Title 26 enforcement components of the IRS. The
language, now codified as Section 330, was originally enacted in 1884 as part of a war Department appro-
priation for *horses and other property 10st in the military service” and actually pre-dates the [R5 and the
income tax.

So, while Title 26 of the United States Code contains the tax laws enforced by the IRS, Title 31 of the Code
of Federal Regulations contains the regulations that govern the practice of representatives before the IRS,
ensuring that tax professionals adhere to tax practice standards and follow the law.

Tax return preparers play a crucial role in the U.S. tax system, as they are responsible for preparing around
60% of all filed tax returns. Their actions have a significant influence on the Internal Revenue Service's
ability to properly administer tax laws effectively.

! Regulations governing practice before the [RS are aiso et forth in Titke 31, Code of Federal Regulations, Subtite A,
Part L0, as published in pamphiet form 23 Treasury Department Crcular No. 230 on June 12, 2014,
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Study Unit 1: Legal Authority of the IRS

Federal Tax Law

The Internal Revenue Code (IRC) is the main body of tax law of the United States. The IRC is enacted by
Cangress and published as Title 26, the Internal Revenue Code of the United States Code. The Faderal
courts interpret the IRC in judicial opinions, by the Treasury Department in Treasury Regulations, and In

other administrative guidance published by the IRS. Other tax laws are promulgated by individual states,
cities, and municipalities.

Not all Federal tax law is located in Title 26 of the United States Code. FBARS and most intermational financial
reporting laws are promulgated in the Bank Secrecy Act, a provision of Title 31, Although the Bank Secrecy

Act was focused initially on financial institutlons, the law has been expanded by Congress beyond the reg-
ulation of banks,

In 2003, the Financial Crimes and Enforcement Network {FINCEN) delegated enforcement authority regard-
ing the FBAR to the Internal Revenue Service (IRS).

Note: The enrolled agent exam deals only with federal laws and nol with the laws of any individual state
or municipality. However, some state laws directly affect federal Lax reporling. An example of this would
be community propérty laws, which determing haw much lncame each spouse Is requingd to repart on a
siparate returm,

Tax law Is determined by all three branches of our federal government, although the legislative branch
(Congress) has the primary function of originating tax laws. The executive branch (the president) |s re-
spanslble for Income tax requlations, revenue rulings, and revenue procedures. The Judiclal branch Is
responsible for court decisions. The U.S. courts alse have the responsibility for determining whether a
particular tax law is constitutional,

The U.5. Treasury Department (which includes the Internal Rovenue Service) is part of the executive
branch of the U.S. government. Tha U.S, Treasury collects taxes through the Internal Revenun Service,
The president has veto powers, which mesns he can stop legisiation from becoming law (subject to a vets
override by & two-thirds vote in both the House of Representatives and the Senate).

THREE BRANCHES OF GOVERNMENT

I

i i

i ] il

Legislative Executive Judicial
Makes laws Carries out laws Evaluates laws

Tho IRS and U.S. Treasury Deparbmaent
are parn of the Executive branch.

The Intérnal Revenue Service (IRS} is a bureau of the Department of the Treasury, and L is responsibla far
enforcing the Internal Reévenue Code. In other words, the IRS |5 the "collection arm™ of the U.S. Treasury
Department, which is responsible for paying various govemmaent expenses, However, the IRS does not
have the power to enact tax statutes—that power belongs te Congress. Instead, the IRSs role IS to Intarpret
and Implement the tax statutes enacted by Congress. If there are disputes about the interpretation of the
tax laws, these dispules may be resclved by the courts.



Study Unit 1: Legal Authority of the IRS

The IRS produces several kinds of documents that provide guidance to taxpayers, inciuding the following:

1} Treasury Regulations

2}  Revenue Rulings

3} Revenue Procedures

4)  Privata letter rulings

5} Technical advice memoranda (also called "TAMs™)

6} IRS notices

Each of these can factor into "substantial authority,” which means the authority to serve as the basis for
Interpretation of current tax law and to establish precedents for the future. Treasury Regulations defineg
substantial autharity as existing when "the weight of authorities for the tax treatment of an item is sub-
stantial In relation to the weight of authorities supporting contrary positions.”

The weight placed on an authority is determined by factors such as its relevance and persuasiveness, as
well as the type of document in which it appears. In genaral, a revenug ruling halds more weight than a
private letter ruling {other than to whom the private letter ruling was Issued) discussing the same mattar.
Additionally, newer pronouncements hold more welght than older ones.

Example: Jesse is an enrolled agent. Recently, he made a mistake on his cllent's corporate tax return by
claiming a significant business deduction based on a courl case that was sgveral decades old, Unfartunataly,
lessa was not oware that this case had been gvertumed by o Righer court In recent yaars, making It an
outdated and invalld source for his deduction. As o result, when his cllent's return was audited, the business
deduction was dissllowed, and an accuracy-ralated penalty was assessed ngainst his cllent. Jessa could also
ba assessed a praparer panalty far his negligence.

The primary autharity for any tax position |s the Internal Reavenuea Code. “Primary authorlty” alsa in-
cludes decislona by the U5, Suprame Court, which |s the highest court In the land, and Internatlonal tax
treaties. Othar sources of tax [aw that factar Into "substantlal authority™ Include the fallowing:

«  Temporary and final Treasury Regulations (but not proposed regulations); 2
o Court cases;

= Administrative pronguncemants; and

« Congressional intent, as reflected In committee reports.

This list was later expanded to Include privale letter rulings, technical advice mémoranda, IRS infermatian
or prass releases, notices, and any other similar documents published by tha IRS in tha Internal Revenua
Bulletin. Treatises and articles in legal perlodicals are not cansidered substantlal authorlty under this stat-
Wta. An authority no longer remalng an authority If It 18 overruled or modified by 8 body with tha power to
averrule or modify It

Mote: The [RS announced that all future frequently asked questions (FAQs) posted on Irs.gov would be
issued as a Fact Sheet as part of an IRS press release. By doing this, these FAQS can constitute authority
for a tax return positien. Please note that general content on the IRS webpage does NOT constitute sub-
stantial authority.

? Taxpayers generally may not rely on proposed regulations for planning purposes, except if there are no applicable final
or temporary regulations in force and there is an express stabement in the preamble bo the proposed regulations that
taxpayers may rely on them currently,
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Study Unit 1: Legal Authority of the IRS

Mote that "substantial authority” does not include official IRS publications or IRS form instructions. Many
IRS publications are not updated every year, and reliance on IRS publications does not constitute substantial
authority for purposes of avoiding understatement penalties. While a good seurce of general information,
IRS publications cannot be used to sustain a position (IRM 4.10.7.2.8).?

The possibility that a retum will not be audited or, if audited, that an item will not be raised on audit, is not
relevant in determining whether the substantial authority standard [or the reasonable basis standard) is
satisfied.

Example: Reggie Smith, a small business owner, filed his tax retumn, claiming a significant deduction for
business expenses based on outdated information in an old IRS publication. He did not consult 8 tax pro-
fessional or verify current law. When he filed his return, he believed that his audit risk was low. In 2025,
Reggie's return was audited. The IRS found the deduction unsupported by the current tax law, leading to
an understatement of his income tax by over 15%. The IRS imposed a 20% accuracy-related penalty for
substantial understatement of Income tax under IRC §6662. Reggie argued he relied on an IRS publication,
believing it was substantial authority, and claimed he acted in good faith without Intentianally disregarding
current regulations. The [RS examiner disagreed with Reggie, stating that reliance on outdated IRS publi-
cations doesn’t meet substantial authority standards.

Reduced Substantial Understatement Threshold — Clean Energy Credit

Establishing substantial authority is especially critical when claiming clean energy credits. The
One, Big, Beautiful Bill Act {OBBBA) significantly tightened the substantial understatement accuracy-related
penalty for certain clean energy credits beginning in 2025.

If an applicable energy credit {(such as the clean electricity production credit or clean electricity Investment
credit] is disallowed because the taxpayer overstated material assistance received from a prohibited foreign
entity, the penalty threshold |5 dramatically reduced.

Instead of the standard rule requiring an understatement greater than 10% of the tax required to be shown
on the return, the penalty is triggered if the understatement exceeds 1% of the tax required to be shown
on the retum.

This lower threshold applies specifically to these energy credit misstatements.

Expanded Mathematical or Clerical Error Authority

The OBBBA also expanded the IRS’s mathematical and clerical error authority beginning In 2025.

If a required Social Security number {SSN) |5 missing or incormect, the IRS may automatically deny the
following benefits using math error procedures:

« The $6,000 Deduction for Senlors

« The Deduction for Qualified Tips

#« The Deduction for Quallfied Overtime Compensation

» The Child Tax Credit

Im these situations, the [RS may adjust the return and issue a bill without first issuing a 90-day Notice of
Daficlency,

* |RS Publications generally explain the law in more easy-to-understand language than the actual primary law for tax-
payers and Uhelr ddvisors. They typlcally highlight changes in the law and provide examples illustrating IRS positions on
matters. IRS publications are non-binding on the IRS and do not necessarily cover all positions for a given Esue. Whike
8 good source of general Information.
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Treasury Regulations

by the U.S. Treasury Secretary.

The courts give weight to Treasury regulations and will generaity uphold the regulations so long as the IRS's
interpretation is reasonable and does not contradict any provissons in the IRC. Treasury regulations are first
published in the Federal Register. After publication in the Federal Register, regulations are organized by
subject matter and codified in a separate publication called the Code of Federal Regulations {CFR). The
three types of Treasury regulations are:

1) Legislative Regulations,

2)  Interpretive Regulations, and

3}  Procedural Regulations.

1) Legisiative reguiations are created when Congress expressly delegates the authority to the Treasury
secretary or the commissioner of the IRS to provide the requirements for 3 specific provision of the IRC. A
legislative regulation has a higher degree of autharity than an interpretive regulation. In general, legislative
regulatians carry the same authority as the law itself.

Howewver, a legislative regulation may be overturned if any of the following conflicts apply:
+ It is outside the power delegated to the U.S. Treasury.
+ It conflicts with a spedific statute.

It is deemed unreasonable or unconstitutional by the courts.

2) Interpretive regiwlations are issued under the IRS's general authority to interpret the IRC. An inter-
pretive regulation only explains the meaning of a portion of the code. Unlike a legislative regulation, there
is no grant of authority for the promuigation of an interpretive regulation, so these regulations may be
challenged on the grounds that they do not reflect Congressional intent.

3) Procedural reguiations concemn the administrative provisions of the code and are issued by the Com-
missioner of the [RS and not the Secretary of the Treasury. They often concern minor issues, such as when
notices should be sent to employees or how to file certain IRS forms.

* The Internal Aevenue Service {IRS) is responsibie for administering and enforcing the internal revenue laws and related
statubes, except those relating to alcohol, tobaoo, frearms, and explosives.
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Study Unit 1: Legal Authority of the IRS

Classification of Treasury Regulations

Regulations are further classified as proposed, temparary, or final:

+ Proposed regulations arc open to commentary from tha public. Varous versions of proposed
regulations may be Issued and withdrawn before a final regulation Is Issued. Proposed regulations
have minimal practical effect. A taxpayer may not rely on proposed Treasury regulations unless
they contain an express statement permitting reliance. Unlike temporary regulations, proposed
regulations do not expira,

+ Temporary regulations remain in effect for three years. They provide immediate guldance to the
public and IRS employees before publishing final regulations. Temporary regulations are effective
immediately upon publication In the Federal Register.?

» Final regulations are issued when a regulation becomes an official Treasury decision. These are
the official Interpretations of the tax laws by the Treasury Department. They are the highest au-
thority Issued by the Treasury Department. They are (ssued aftar o perlod of public comment and
become effective upon publication In the Federal Register. Final regulotions hgve the effect of law.

It is important to note that while these regulations provide the IR5's official Interpretations of the tax laws,
they are not the tax |aws themselves, The tax laws, or statutes, are enacted by Congress and are contained
in the [ntermal Revenue Code,

MNote: The IRS is legally bound by Its regulations, but the courts ara not.® Official requlations have the
force of law, unless they are overly brosd In relation to the statute or sre deemed unconstitutionsl by the
courts. U.S. Treasury regulations are authorized by law, but U.S. courts are not obligated to follow any of
the IRS's administrative [nterpretations.

Revenue Rulings and Revenue Procedures

The IRS issues revenue rulings ond revenue procedures to inform and gulde taxpayers. Neither has the
force of Treasury Department regulations, but they may be used as authority. A revenue ruling typically
states the IRS position, while a revenues procedure provides instructlons concarning that position. Both
revenue rulings and ravenue procedures arg Important tools for understanding and complying with tax laws,
offering clarity and guidance on varlous tax-related issuas.

Study Note: A revenuas ruling may announce that taxpayers may deduct certaln sutomobile expenses. A
revenue procedurs will then explain how taxpayers must deduct, allocate, or calculate these automabile
X PENEES.

Revenue rulings are intended to promote the uniform application of the IRC, The national office of the IRS
issues revenue rulings, which are published In the Internal Revenua Bulletin, A revenue ruling is not binding
in Tax Court or any other U.5, court. However, taxpayers can use revenue rulings as guidance to avoid
certain accuracy-related IRS penalties,

* Uniike proposed regulations, temparary regulations go into effect immediately upon publication in the Federal Register,
but they expire within three years of enactment (except for temporary requiations issuad prior to 1989).

& Certain court cases lend mare weight ta a pasition than others. A case decided by the US Supreme Court becomes the
law of the land and takes precedence over decisions of lower courts. The IRS must follow Supreme Court decisions, and
for the IRS, Supreme Court decisions have the same weight as the Internal Revenue Code.
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