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From time to time, Bookkeeping Tips may bring you special partner offers that we think will be of
interest to you.
What each kind of IRS ruling means
(and how to get one for your company or client)
As a professional bookkeeper, you have read federal rules or regulations that cite an
IRS “Revenue Ruling,” “Private Letter Ruling” or other decision as the source.

But each of these sources represents a different level of authority and should be relied on in
a different way. How can you help your employer or clients understand each kind of
decision? More importantly, how can you help your company or client request the right kind
of ruling from the IRS?

Here are the answers:

Revenue Ruling. A written statement of the IRS’s position on the application of tax law to a
set of facts or its interpretation of a tax issue. Revenue rulings are issued by the IRS’s
national office and published in its Internal Revenue Bulletin.

Typically issued in response to a request, but only if the IRS believes the ruling will
be a valuable guide to a significant number of taxpayers and IRS personnel. Also issued in
response to industry group inquiries or to communicate IRS agreement or disagreement
with a Tax Court decision.

You can rely on a revenue ruling for a transaction that involves the same facts and
circumstances described in the ruling.

Determination Letter. Issued by the IRS district office that has jurisdiction over the
taxpayer’s return. It reflects the IRS interpretation of how an established area in tax law
should be applied to that taxpayer’s completed transaction or existing condition.

Request a determination letter if your company wants a ruling on a question “specifically
answered by a statute, tax treaty, or regulation or by a conclusion stated in a revenue ruling
opinion, or court decision published in the Internal Revenue Bulletin.” [Rev. Proc. 94-1, Sec.
6, 1994-1 IRB 21]

Letter Ruling (or Private Letter Ruling). Often referred to as a “private letter ruling,” it is
written by the IRS national office. A letter ruling interprets the tax law for new, unsettled,
complicated or controversial situations. It may be issued for proposed or completed
transactions. It is requested when tax professionals conclude that the tax treatment of a
transaction is uncertain in light of established IRS rules, statutes, regulations or court



decisions.
Opinion letter. Expresses an IRS auditor’s opinion about the findings of an audit.

Example: In 20X5, an IRS auditor reviews your employment records, determines that a
class of workers are independent contractors, and says so in an opinion letter. In 20X6, an
auditor reviews your records, says that the same group of individuals are employees and
that your firm owes 3 years’ back employment taxes plus penalties and interest. You can
cite the first auditor’s opinion letter to show that you have been in compliance with IRS
findings.

Key point: If you are audited, you can (and maybe should) request an opinion letter from the
IRS auditor. They rarely give them unless you ask.

Information Letter. Provides general statements of well-defined law without applying the
law to a specific situation. Issued in response to requests by taxpayers, or by congressional
representatives or their constituents. Advisory only. They are not binding on the IRS.

To obtain procedures for letter rulings, determination letters and information letters for 2006,
visit the IRS Web site and type in the Search box, "Rev. Proc. 2006-1."

This is just a small example of the practical, useful help you get as a member of the
American Institute of Professional Bookkeepers (www.aipb.org), the association for
bookkeepers since 1987, currently with 30,000 members.

Join now, and let the July, 2006 briefing for professional bookkeepers, The General Ledger
(www.aipb.org/general_ledger.html), bring you up to date on:

v" What professional bookkeepers should know about the new tax law

v" Professional Readings for bookkeepers that you may have missed:

« An easy way to create instant unadjusted, adjusted and post-closing trial balances in Excel
without using tedious T-accounts (from a top state CPA Society)

e How to sharpen your Internet searches so you always find what you want (from a leading
technology center)

« Where to find big-corporation phone systems and data-backup systems at affordable small-
business prices (from a major accounting publication)

« How to beat out large corporations attracting good employees (from a leading personnel
expert)
e And more.

v" How and when to use a Suspense account, including special uses for freelance
bookkeepers

v" How to set up and use a Suspense account in QuickBooks or any accounting
software



Become a member now (www.aipb.org/member_benefits.html) and you also get these 3
exclusive reports—free:

Free Report #1: “21 Key Bookkeeping Changes in Current Tax Laws." Discover:

e How you can now add a Roth IRA to a 401(k)
¢ How to make sure that credits or loans from vendors are not considered income

e Helpful state data, including:
v' 2006 state-by-state minimum wages

v 2006 state-by-state SUl/disability wage bases

v 2006 state-by-state requirements for using the federal v. state W-4
e Plus 15 other key changes you should know about.
Free Report #2: “Better Bookkeeping in 15 Minutes—the 25 Best Bookkeeping Tips of
2006.” Find out how to:

Post returned checks

Withhold from car allowances

Know when to take, or refuse, a prompt-payment discount
Record checks made out to cash

Prove expenses if canceled checks are lost

Correct W-2 errors the easy way

Prepare internal income statements

Set up successful collection calls

Plus: Often-overlooked rules on overtime in the recentlaw.

Free Report #3: “The Bookkeeper’s Guide to Internal Controls.” Know easy ways to protect
yourself, including:

How to protect yourself if you sign company checks
Self-protection if you withhold taxes on paychecks
How to make sure you are not liable for company loans or
notes
e Steps you can take to avoid inadvertent disclosure
e And more.
Offer your company or clients protection, including:
e 9 ways to prevent bad-check losses
5 ways to protect company bank accounts and other cash
12 policies that prevent fraud
15 signs that employees are stealing
And more.
Get these 3 free special reports, your monthly technical briefings in The General
Ledger newsletter, answers to your everyday bookkeeping and payroll requestions on
our free member telephone AnswerLine and all of the other benefits that you deserve
as a professional bookkeeper. To become a member, simply click
on www.aipb.org/member_benefits.html. Join now.
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