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cover much of the services performed by EAs, attorneys and



accountants, such as: (1) the preparation of books and records,
working papers, or accounting statements or reports for the
taxpayer; (2) making the tax return information available to
third parties, including stockholders, management, suppliers,
or lenders, consistent with the applicable legal and ethical
responsibilities, unless the taxpayer directs otherwise; and
(3) estate planning or administration, or preparation of trial
briefs or trust instruments, for the taxpayer or the estate of
the taxpayer.

• The IRS rules permit use but not disclosure of the taxpayer’s
information to send the taxpayer additional “tax information”
or offer “additional tax return preparation services” to the
taxpayer. Unfortunately, the term “tax information” is not
defined in the IRS regulations and it is an open question
as to how broad this exception may be.

One rule of thumb for 7216 issues is, when in doubt, ob-
tain consent from the taxpayer prior to making a use or disclosure.
Unfortunately, obtaining consent under the 7216 regulations is not
as straightforward as it sounds. The IRS rules set forth complex
requirements for obtaining consent that can be incredibly detailed.
For example, a specific format (81/2 by 11 page size, 12 point font)
is required for “1040 series filers,” while consent for “non-1040
series” filers can be in any format (including an engagement letter),
so long as the required information is obtained. Consent can also be
obtained electronically, provided the (very specific) requirements
of the IRS rules are satisfied.

Finally, there are two important things to note about
consent.
1. Consent cannot be retroactive and the tax return preparer must

obtain consent before use or disclosure.

2. If not otherwise specified in the consent, the duration of
consent is for one year.

Compliance Challenges:
As illustrated, the various mandates set forth in 7216

are complex and demand significant time investment. Tech-savvy
firms realize that technology is the answer to streamlining the
compliance process and are starting to transition from traditional,
manual processes to a technology-driven approach.

And though some firms have put forward notable effort
to comply with the 7216 “disclosure” rules, many have yet to
implement a system to manage 7216 to the full letter of the law.
However, disclosure regarding third-party entities is just one small
slice of the 7216 pie. It’s the far bigger and more complex “use”
piece that demands the most attention.

Under the “use” rules, firms are obligated to obtain the
client’s permission to use their tax information for any purpose
outside of preparing and filing the return. This not only includes
providing data to outside institutions such as banks or mortgage

companies, but also relates to sending clients information, such
as educational articles or marketing literature for services that are
not tax-related.

To understand the complexity of complying with use
rules, consider the following example:

A firm sends out a monthly newsletter (print or digital)
to all tax-only clients. Articles provide clients with information on
estate planning, IRA & 401(k) investment tips, and other small
business financial guidance. Because the mailing list is
comprised of the firm’s tax-only clients, consent forms are
required from each client to send non-tax related articles.
Additionally, consent forms need to be obtained to send
information about the firm or marketing notices about firm
services.

Without a system to track and monitor this activity, firms
face an administrative nightmare!

Technology Solution:
Progressive firms are applying powerful applications to

handle 7216 efficiently. Leading compliance systems provide a
sophisticated, paperless solution to manage 7216 “use” and “dis-
closure” issues. These solutions also offer Form Builder
technology to create custom consent forms. This technology
allows firms to embed forms within a personalized email and send
to clients in minutes. Clients electronically sign forms, complete
with a time stamp, and press a submit button. These top-of-the-
line systems provide pre-written IRS-required text that can easily
be inserted into forms—as well as handle non-7216 compliance
tasks, such as when approval is required to send any type of
information at a client’s behest (e.g., financial statements to banks
or tax return copies to other CPAs, banks, or mortgage brokers).

Leading firms are using the most advanced technolo-
gies to operate at peak efficiency. Beyond automating tax and
accounting workflows, these firms are also adopting technology
to streamline compliance tasks—saving hours of manual work
and mitigating the potential for criminal sanctions and civil fines
due to non-compliance. If you have not yet, it may be time look at
automated Compliance Center solutions to easily manage 7216.

More information: www.irs.gov/efile/article/
0,,id=188398,00.html

Barry J. Friedman, CPA, Chief Executive Officer, was

the founder and CEO of govCon. Prior to that he was the

CEO of Friedman and Fuller, an accounting and business

consulting firm. Christopher A. Davis, Esq., Associate,

Miles & Stockbridge P.C. is an associate in the Tax &

Wealth Management Department. Mr. Davis advises

businesses and individuals in a wide range of tax areas

including corporate tax, partnership tax, and international tax.


