IRS Audit Mastery

A Step-by-Step Approach to a No-Change
Audit

Eric L. Green, Esq.
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Eric Green, Esq.

Managing partner in Green & Sklarz LLC, a boutique tax firm with offices
in Connecticut and New York.

» Focus is civil and criminal taxpayer representation before the
Department of Justice Tax Division, Internal Revenue Service and state
Departments of Revenue Services.

Has served as a columnist for CCH’s Journal of Practice & Procedure.

» Attorney Green is the past Chair of the Executive Committee of the
Connecticut Bar Association’s Tax Section.

» Ericis a Fellow of the American College of Tax Counsel (“ACTC”).

Founder of Tax Net Network
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Housekeeping

» 8 Attendance Checks
» Must do at least 6 for full credit
» Look for an email later to claim your certificate

» Issues? Email us at

TRNI ;

TAX BREP NETWORK



mailto:team@taxrepllc.com

YouTube Channel

» Catch the podcast there
» Watch the hints and tips we post there

» If you can, hit like and subscribe, it helps spread
the Tax Rep gospel!

»  https://www.youtube.com/@TaxRepNetwork

Cutting-Edge Tax Representation Training by TRN

@TaxRepNetwork - 1.05K subscribers - 186 videos

__I |=! The Tax Rep Network YouTube channel is the go-to resource for cutting edge IRS r ...more
TAXR
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taxrepllc.com and 3 more links

Customize channel Manage videos

Home Videos Shorts Playlists Community

. ’ TAX FEP NETWORE urﬂ. vance Ta! TAK FEP RETWADRE ¥ + "
TEK PEF RETWORF. Liscio o Preparation Au ation
What is “Reasonable
AM | REQUIRED TO SEND AN . I at] -
ORGANIZER TO THE TAXPAYER? oses?  1ee . . e
i k | S EET] ] WILH ENC L. G e
2:07 i N taxrepnetwork.oc T I' taxrepnetwork.co 35:09

Videos

Navigating Tax Success with : Are Tax Organizers Required : The TRN Podcast Video #170 : Tax Rep Network Podcast - + Tax Rep Network - Ep 168 - :




Save the Date

» 6/5/25 — Mastering IRS Representation: Part 1 (8 hrs)
» 6/19/25 — Mastering IRS Representation: Part 2 (8 hrs)

» 11/12 & 11/13/25 - 12" Annual IRS Representation Conference,
Washington DC

» 12/16-12/19/25 — 5" Annual Tax Rep Summit, Orlando, FL




S

muv.%twuwwf
AN
NS Aww,.w,.pw.s

>~
qe
-
QU
-
O
(O
O
qe
)
O,
o]0
O
)
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Few Taxpayers are Cheered Upon Receipt of an Exam

Notice

» Try to "humanize” the audit process

» Try to establish a friendly, non-hostile environment when
working with IRS examiners

» Should help accelerate the exam to a reasonable conclusion




Three Types of Exams

» Field
» Desk

» Correspondence




Ethical Concerns

Conflict?

Innocent
Spouse

Circular 230
Issues




Conflict of Interest?

» If it is a couple, is there the possibility of a
conflict of interest?

» Does only 1 spouse have a business that is
being audited?

» Are there reasons to be concerned about the
exam?

» Will one want to possibly seek innocent
spouse treatment?
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Circular 230 Sec. 10.29 Conflicting Interests

» A practitioner shall not represent a client before the Internal
Revenue Service if the representation involves a conflict of

Interest
» A conflict of interest exists if —

1. The representation of one client will be directly adverse to
another client; or

2. There is a significant risk that the representation of one or
more clients will be materially limited by the practitioner’s
responsibilities to another client, a former client or a third
person, or by a personal interest of the practitioner

11




Conflict of Interest Language

By signing this engagement letter, you are acknowledging we
have discussed the potential conflict of interest and that you
are each waiving this potential conflict. You are also
agreeing that if, in our opinion, there is a conflict that would
prevent us from representing each of your fully, that it is
reasonable for us to withdraw and that you will each seek
independent representation.

{Get All Parties to Sign}

T
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Circular 230 Sec. 10.23 Prompt Disposition of Pending

Matters

A practitioner may not
unreasonably delay the prompt
disposition of any matter before
the Internal Revenue Service

13




Circular 230 Sec. 10.20 Information to be

Furnished

» A practitioner must, on a proper and lawful request by a duly
authorized officer or employee of the IRS, promptly submit records or
information in any matter before the IRS unless the practitioner
believes in good faith and on reasonable grounds that the records or
information are privileged

» A practitioner may not interfere, or attempt to interfere, with any

proper and lawful effort by the IRS, .. to obtain any record or
information ...

14




Or Worse

IRC § 7206 - False Statement
or Document

IRC 8 7212 - Interfering with

the IRS person doing IRS
business

15




Preparing for the Exam




Preparation

IDR Items v. Everything

» Preparation is key

» Meeting the client

E L N Y]

» Office audits

i
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Preparing for the Audit

Retained
POA

Discussion with the taxpayer’s on intent
(hobby loss concerns)

» Records

18




Preparing for the Audit

» Instructions to the taxpayer
» Do not speak to the examiner

» Do not Tweet, Facebook, or
Myspace anything about the
exam/!

» Respond to all requests quickly

19




Preparing for the Audit

» Walk through

» Look for things that should
not be there

» Explain what is there

20




Home Office Concerns

Primary office?

Look at it — is it solely for
office use or mixed

Measure it!

If denied make sure the
Schedule A items get back to
Schedule Al

21




What About the Quickbooks File?

» |IRS will seek a back-up of the Quickbooks file
» |IRC Section 6001

» Regulation 1.6001-1(a) and -1(e)

» Revenue Ruling 71-20

» Revenue Procedure 98-25

T
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Quickbooks - Concerns?

» More years then the exam covers

» Adjusting entries that give rise to questionable
practices

» Fishing expedition?

23




Quickbooks

» Exam will want a back-up of the Quickbooks file
» They will look at adjusting entries

» Condense and make a “Period Copy” for the IRS to limit the
IRS scope

24




Taxpayer Interview

» Examiner will want to interview the
taxpayer

» Almost NEVER a good reason to allow
the taxpayer to be interviewed!

» IRC § 7521

» Right of Consultation

25




Taxpayer Interview

» POA

» Cover all potential
vears, including the
current

» Wage and Earning
reports?

26




Documentation

We want to be prepared for the
examiner to expand the scope

If possible, prepare for all items on
the return (if an office or field exam)

Have the client begin gathering all of
the back-up from the start

Nothing shuts down an exam faster
than being prepared

27



Examiner Requests

» Respond quickly

» Review what is being turned
over to the examiner

» Add explanation or obtain
additional information if
necessary

28




IRS Exam Process




O
o £280 Department of the Treasury Date:
-— Internal Revenue Service April 5, 20
) ]RS Small Business and Self-Employed Taxpayer ldentification Number:
atreel Address 300 = 300 3000
Group-XXXX Form;
City, State Zip e
Tax pariod(s):
December 31, 20
Taxpaye Name Response date:
Street Address April 15, 20__
. . Ferson to comact:
City, State Zip Auditor Names
Contact hours:

8:00am to 2:30pm

Contact ®elephone nwmber:
=0, A0 =

Contact fax number:
(BTT) x00-2000¢

Employes identification mamber:
O

Dear Taxpayer Name:

Your federal return for the period(s) shown above was selected for examination.

What you need to do

Please call me on or before the response date listed at the top of this lefter. You may contact me at the telephone
number and times provided above.

What we will discuss
During our telephone conversation, we will discuss:

* [tems on your return that I will be examining.
Types of documents 1 will ask you to provide.

* Theexamination process.

* Any concems or questions you may have.

The date, time and agenda for our first meeting.

The issues listed below are the preliminary items identified for examination. During the course of the

examination, it may be necessary to add or reduce the list of items. 1 this should occur, [ will advise you of the
change.

+ Otherdeductions (not listed) « Retumns & allowances « (ross receipls or sales

Letter 2205-A (Rev, 3-2012)
Catalog Mumber 3TM458E

. 30
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Information Document Request

Depariment of the Treasury - Iniemal Revenue Servica Reques! Number
el Information Document Request 0001
’ Re q u e Sts S eve ra I Ite m S E;:ﬁ::i:r:ﬂayﬂ;id'&nuahy Division or Branch) ﬁuzaﬁm - —

SAIN number  [Submitted b
Taxpayer Name

I g I o t o I I N OT I I ° ° t | Please ralum Part 2 wilh lsled document s lo requester identified balow Dates of Previous Reguests (mmddyyyy)

Descpbon of dotumts reguesied

Tax Pesd od{s): 20 12
tO t h e S e Provide names, addresses of shareholders and corporate officers

Frovide a listing of employees and corporate officers and what their roles and responsibilities
include

’ P re p a re fO r eve ryt h i n g ! ;l:;nkri z:‘t;urlzr:iﬁl Ea:iir:rief summary of business operations

Electronic Books and Records

Ifyour company uses QuickBooks please provide the following:

’ NOt u nCOm mOn for Seve ral Year-end work papers and reports:

Worksheet (Tax Grouping Statement) reconcilling the QuickBooks electronic books and records o
the tax return for the tax year ending 12/31/20 .

ro u n d S Of I D RS Adjusting journal entries and closing entries for the tax year ending 12/31/20__.

A copy of the original electronic backup file of the QuickBooks books and records that includes tha
period from 1/1/20 _ through 12/31/20 . This copy should not be an altered version of the
CuickBooks data but rather a copy of the original electronic backup file.

The QuickBooks backup file should include any changes to the data entered after year end and

should have a file extension of QBB. The backup file can be provided on a CD, DVD, or thumb/furmp
drive,

The QuickBooks administrator's user name and password for the backup file requested in tem 2

above. Please note that you may temporarily change the administrator's password before copying

the electronic backup file for the IRS in response to this IDR; then you may change the password
back to the original “standard” one within your main QuickBooks working file.

The Version (l.e., year) and the Edition (e.qg., Pro, Fremier, Erterprise Solutions) of QuickBoolks
I n N used to create the backup file.

- = —_— information due by Al nexi appointment : Mail in : 31
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Depariment of the Treasurs intemal Revenue Service

Form 4549

Proposed Changes

(January 2016) Report of Income Tax Examination Changes
Mame and address of faxpayer Taxpayer ienbficaion number Heurm form numes
ArRpayer PR == DK 1040
STREET ADDRESE Person with whom Mame and tide
ary CT ZIPCODE 3—.‘;21:13;-3 [Femppen
dsoussed
1. Adjustments to Income e I
’ P d C h & Taxehle InCerest 481 .00 1,380.00
ro pOse a n ges bh. &ch E-Inc)Loss- Priorahip/S Orpa- Passwe (Hon- Pasare 12,272.00 17,811.00 (1,136.00)
c. Penalans and Anmiicles 22,410.00 13,290.00
d. 5ch C1 - Groes Recelpts or Sales 116, 392.00 #l,251.00 TR, BG5S ..00
8. 5E AGT Adjuacmentc (8,333 00 (5, ™0.00; (5,57T2.00)
e . Standard Deduction (6, 100, 0a) (&, Z200.00) (G, 300, 00j
» Tax adjustments a
h.
i
I
k
° ° L
» Client can sign (agree) or :
.
Q.
A | 3
p p e a 2 Total adjustments 137, 232.00 1,772 00 &5 855 00
3. Taxable income per eium o as previously adusied 0.00 0.040 0.04
4. Comected taxabla Income 117,232.00 101,772.00 &5,855.00
Tax mefhod TAX RATE TR RATE TAX THBLE
Fiing stalus Married Separate Married Separale Marfied Separale
3 Tax 33,443.00 22,120.00 12,263.00
5. AddElonal taxesiA Bemative minimum tax
7. Comected tax labiity 13,443 .00 22,120.00 12,263. 00
8. Less a.
cradiis b.
[
d
8. Balnce (ine 7less lnes Ba though §d) 33,44 3. 00 22,120,009 12,263, Q0
10. Pus 4. gelf Enployment Tase 16,446.00 11,480.00 11,143.00
other b. Her Imvesrmesnt Incoms Tax 1a.00
es | E.
d
11. Total corected ax abilty (ine § plus Ines 108 through 10d) 49,507.00 13,600.00 23 ,406.00
12. Tolal fax shown an refurn or a8 prendous by adusted 0. 0o 0.00 0.00
13. Adusiments (x a.
b.
@
14. Defciency-Increase n tax or {overas sessmenl-decrease it tax) (ine 11 kss
line 12 adjusted by fines 13a through 13¢) 49,907. 00 33,600.00 23,4086, 00
15. Adustments toprepayment credls - inrease (Uecreasgl See Altached 2,181.00 555.00
16 Eiianmduanrfuyafpammnr,l-ﬂhc?# adusted by ne 15 (excluding . ) 32
interest and penalties) 47, T26. 0@ 1%,045.00 23,406 .00
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Internal Revenue Service Department of the Treasury
I O e a | 50 Court Street 5th Floor

MNew Haven, Connecticut 06510 T axpayer ientficalkon Number

0 AR N
Date: May 1, 2018 Form:

1040
Tax Pemodis) Ended and Deliciency Amouni{s):

2013 $116,060.59
2014578,247.80
2015 $53,.248.37

» Letter informs taxpayer TS e

CITY,STATE ZIP Audilor's Name

Contact Telephone Mumber:
2003492 =300 X

» 30-days to file an appeal .

Lasi Dale fo Respond 1o this Lefers
June 1,2018

Dear Mr. TAXPAYER,

’ If Ap pea I’ S I A I E I I S AN We have enclosed an examination report showing proposed changes to your tax for the period{s) shown above.

Please read the report, and tell us whether you agree or disagree with the changes by the date shown above.

APPEAL, and BE SPECIFIC e

I. Sign and date the enclosed agreement form.
2. Return the signed agreement form to us.

3. Enclose payment for tax, interest and any penalties due. Make your check or money order payable to
the United States Treasury. You can call the person identified above to determine the total amount
due as of the date you intend to make payment.

4. After we receive your signed agreement form, we will close your case.

If you pay the full amount due now, you will limit the amount of interest and penalties charged to your
account. If you agree with our findings, but can only pay part of the bill, please call the person identified
above to discussdifferent payment options. We may ask you to complete a collection information statement to
determine your payment options, such as paying in installments. You can also write to us or visit your nearest
IRS office to explain your circumstances. [f you don't enclose payment for the additional tax, interest, and any
penalties, we will bill you for the unpaid amounts.

If you don't agree with the proposed chan ges...

. Y ou may request a meeting or telephone conference with the supervisor of the person dentified in the

heading of this letter. If you still don't agree after the meeting or telephone conference, you can:

Letter 950-E(DO) (6-2005)
Cataiog Mumber 399110 33
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Internal Revenue Service
310 LOWELL 5T
ANDOVER MA O 18104544

i Tax year

| Notice date
l

I

Social security number [N

AUR control number 700550016

Notice of DEfiCiency . m — it

PO e T T = T
OO00 0000 000D DOOD OOODO ¥ To contact us Phone 1-B00-829-KXXX
----- - =nnw - e - T a:l.- 1- l‘.;l. I. .:=:-:=:-:=:. .:=:-:=:-:=:-:=:.
000470.B36151.516524.21233 2 AR O.408 1272 Last dateto petition  June 18, 2018
Tax Court
IIII“|I|||||||||||||I|||||I||||||||Il|I|II||||||||||||"||||I|||" Page 1 - .'II]I

[ ]
’ If fa I I tO a ea I TAXPAYERIS NAME
p p TaXpaYERIS ADDRESS
Ty, STATE 2k IEPAEAFETAE

P

o
o

» |If <1vyearon ASED

Notice of Deficiency
Proposed increase in tax and notice of vour right to challenge

» 90-Days to File in US Tax Court

(inrease) in your 2015 income tax basedon e

information we received from third parties Inease in tax (deficiency) ~_;,|5=_._f:|-j
(such as employers or financial ingtitutions) that ' T T
doesn't match the information you reported on
your tax retumn. See below for an explanation of
how this InCcrease was Calculated. This letter 5
your NOTICE OF DEFICIENCY, as required by

Substantial tax underst atement penalty §37,082

| aw,

If you disagree If you want to resolve this matter with the IRS

You have the nght to challenge this You may be able to resolve this matter without going to the U.5 Tax Couwrt if you
determination in U.5. Tax Court. if you choose contact us directly. See the " You may be able to resolve your dispute with the IRS”
to do so, you must file your petition with the Section Delow.

Tax Cowt by June 18, 2018. This date can't be
extended. See be low for details sbout how and

where to file a petition. If you want assistance
You may be able to recave assistance from a Low Income Tampayer Clinic or from the
If you agree T axpayer Advocate Service. See the "Additional information® section below.

You can pay now or receve a bill. See the
section belowtitled "It you agree with the
proposed changes, you Can pay NoOW of reCeive

a bill”
You have the right to petition the You have the right to challenge our deficiency determination, including penalties, before
Tax Court making any payment by filing a petition with the U_5. Tax Cowrt. You must file youwr

petition within 90 days (or 150 days if the notice & addressed to a person outside of the
United States) from the date of this letter, which is June 18, 2018. The Tax Court
can't consider your case if the petition is filed late. if you decide to file a petition, send
that petition to the folowing address:

Ursted States Tax Court
400 Second Street, NW 34
Washington, DC 20217




File in United States Tax Court

UNITED STATES TAX COURT

FIRSI) | SNRELMEM LAN]

FLEASE TYPEOR PRINT) P =tadi wnem

CURIMISS HONER OF INTERNAL REVENLY
H gagsrckent

FETITH
I. Mease check the appropnaie bowies) 1o show which RS ACTHESS ) you dospaie
ek o o DR o Moo of [ ietormenabon { onoorming Boelsel Fooen Joant
and Several Labality Ulnder Secoon 600 S (or Failkare of

IES o Make Dotermmmanon W ithsn 6 Montha Afer
Fbectwon of Beguest for Be ke 1h®

el aof of Dhdte rmenal oo U oncanaig L olsechon A an

“ep g of Final Dtermemsnon for | Full Panad
L o anc e of Inkerest Abalcmont U lim ior Falare Noboe of Cernficaison of Your Senousby Dl muJuscnl
ol [R5 1o Make Foad Determanaton W itan |50 Deays Foderal Tax Dt 1o the Department of Saile
Affer ([ lamn for Abaloment)®

obee of Dhetermenabon Lindor Sactenm T o
ssotice of Detormmenabon of Worker (U bmsidicshon® Uoncemmg  Whst oo Adton®
" low addtonal nformrod sn o TR | ey Informateon: Sartng o Lme o

sk pourl pow | sccessible by byperlink from ssierisks shove, or in the Cownt s mfoanabon booldet)

2 I sppd cabde, pronvde the daleis) the IRS maued the MNOTIOES § checkoad above and the oty and St of the [RS offcds)

rsumig the WO FHSs)

Provxde the veair &) o (L wl &) o whach the NUF] HOE S ) was wene msied

4 SELECTONE OF THE FOLLONTSC {mnless vour cose is 8 whistl chlowsr or 8 conificabion actaom )

I yom waant yourr cavee oomadug od undor sl B ke procachares, Checkl hee (LU HEC K
If wima s vour casr condas iad ndor ropul o @ cEe pooochred, chack here (NE B
]

o ml chack avther box, the Court wall Dile vour case 5= & nepular G Cae

% Explan why vou deagnee with the [BS determmnaion in ths e (pheaer Is1 each poant separaiedy

UNITED STATES TAX COURT

WWR ELANC oY O

Pt Do |
Decloat Mo
COMMISSIONER OF DN\TERMNAL REVENLUE

Fapondem

STATEMENT OF TAXPAYER IDENTIFICATION NUMBEKR

E i Socual] Seconv Sambasiy q-:::;{n- of wdeatBoaton bty

Yixme of Penhone

Petihoner 3 Taxpayer ldentsficahon Mumbe

.

“rame of Addinonsl Petiniones

Additional Pettones ' Taxpaver [desnficiton MNumbe

If eather petihoner 15 seeking rehef from jomt and several habality on a jount returm
pursuant o Section 6015, IR C. 1986, and Rules 320 through 325, name of the other indrvidual
with whom petihoner filed a yount return

Taxpaver [dentificanon Number of the other mdradual of available

ST \ docmon M ] B came  cannaol e BT EC i s Lot of Appeais by the xporear or the RS, 1 you

SIGNATURE OF PETITIONER OR COUNSEL DATE

SIGHNATURE OF ADDITIONAL PETITRONMER DATE

UNITED STATES TAX COURT
WWW ustaccowt gov

PEoEoET 1

COLMATSSIONER OF INTERNAL REVENUE

Esipomdest

REQUEST FOR PLACE OF TRIAL

FLACE AN "X~ IN ONLY ONE BOX TO REQUEST THE FLACE OF TRLAL. IF FETITIONERS) ELECTED TO

HANVE THE CASE CONDUCTED AS A SMALL TAX CASE, REQUEST ANY CITY LISTED BELOW, OTHERWISE
REQUEST ANY CITY NOT MAEKED WITH AN ASTERISK (™)
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If Notice of Deficiency is Missed?

» Game is not over

» (Can reopen:
a. Pay and refund (if the client can pay in full(
b. Audit Reconsideration (if need a refund)
c. Doubt-as-to-Liability OIC (stops all enforcement, no refund)

36




Appeals & US Tax Court




Why Wait for the 90-day Letter?

May be reasons to ignore the 30-day
letter and wait for the Notice of
Deficiency (“90-day letter”)

e Speeds up the process
e There are issues present we don’t want raised

38




The Appeals Conference

Preparation is key
Documentation is key
By phone, though may request a face-to-face

Present you arguments and your support

vV v v v Vv

Raise penalty abatement issues and prepare to trade for other
ISsues

39




An Offer They Can’t Refuse

IRC § 7430 Qualified Offer

Anytime from Appeals until 30 days before trial
Sets the bar for who is the prevailing party
Obtain costs from the IRS

Legal fees

vV v v v Vv Vv

Help settle your case!

40




Qualified Offer

Dear Mr.

This is a Qualified Offer made pursuant

to I.R.C. Sec. 7430(g). The taxpayer
offers to settle for S .00 the

proposed responsibility for her 2009 federal income tax

return. This Offer shall remain open until the earliest of

the date such offer is rejected, the date trial begins, or

the 90th day hereafter in accordance with Treas. Reg. Sec.
301.7430-7.

41




United States Tax Court

» File in United States Tax Court

» S60 Fee
» Sent to IRS Counsel
» Response

» Forwarded to Appeals IRM 8.4.1.4, Revenue Procedure
2016-22

42




Appeals

Internal Revenue Service
Appeals Office

CT-RI Appeals Office

333 East River Dr., Suite 200
East Hartford, CT 06108

Department of the Treasury

Person to Contact:
APPEALS OFFICER NAME
Employee ID Number: 100100xxx
Tel: 860-290-4xxx
Fax: 860-290-4xxx
Contact Hours: 8am to 4pm, EST
Refer Reply to:

ERIC L. GREEN APEX:.CT-REXXX
GREEN & SKLARZ, LLC In Re:

700 STATE STREET, SUITE 100 TAXPAYER NAMES
NEW HAVEN, CT 06511 SSN/EIN Number:
XXX-XX-XXXX
Tax Periods Ended:
12/2010, 12/2011, 12/2012, 12/2013
12/2014 and 1212015

Date: July 1, 2019

Dear Mr. Green:

| am an Appeals Officer with the Internal Revenue Service and have been
assigned responsibility for reviewing your above-referenced client's objections following
an examination of their 2010, 2011, 2012, 2013, 2014 and 2015 F1040's. My role here is
to provide you and your clients with an impartial and independent review of the matter.,

| am writing you today to advise that | received your fax dated July 1, 2019, |
contacted your office and we are now scheduled to have a conference on this matter via
phone on Tuesday, August 13, 2019 at 2pm. Please contact me at that time and|, in turn,
will have endeavored to have left my line free to receive your call. If you would like to meet
with me here at our offices in East Hartford, please contact me by phone so | may reserve
a conference room for us to use.

| received your F2848's on this matter and have forwarded them to our
processing department.

Your letter indicates the Petition has been placed on the trial docket. Please note
that | checked the Tax Court web page and did not see any appearance date assigned.

Independent Office of Appeals Person to contact:
Mame:

Department of the Treasury Date:
Internal Revenue Service usfi}ﬂ.rzﬂm

Employee ID number:
Telephone:

Fax:
Hours:
Re:

Income Tax Liability
Tax periods ended:

Docket number:

Petitioner:

Dear [enter Name]:

I prepared a proposed decision document based on our tentative agreement to settle your Tax Court case for the
tax periods shown above. Enclosed are an original and two copies of the proposed decision document. If vou
agree that the proposed decision document reflects our tentative agreement to settle your case, please sign and
date the original and one copy of the document and return both to Area Counsel in the enclosed envelope
as soon as possible. If this letter 1s addressed to more than one person, each of you should sign and date the
document exactly as his or her name appears on the signature lines. Please sign the documents using blue, not
black k. Using blue ink will help the Tax Court confirm that the decision document 15 an cniginal and not a
copy. If the court clerk rejects the decision document, 1t will delay closing your case and you may need to
appear at the Tax Court Trial Calendar Session. The third copy of the decision document and the Form 5278,
Statement — Income Tax Changes, (1f enclosed) are for your records.

The proposed decision document is subject to review, signature, and filing with the Tax Court by the Area
Counsel. Y ou should not consider yvour case settled until the Area Counsel attorney assigned to your case
countersigns the decision document and forwards it to the Tax Court for entry. The Tax Court will send you a
copy of the decision once a judge signs it and enters it with the court.

The decision document doesn’t include interest. By law, interest on the liability runs from the date the tax retum
15 due to the date the IRS receives your remittance paying the entire liability which includes tax, penalties, and
interest. If you want to stop or reduce interest on part or all of the taxes, you can submit an advance
payment, payable to the United States Treasury, along with a copy of your decision document, to the
address listed above. The total amount you owe as of [date] , including tax, penalties, and interest

will be approximately

Years Tax Penalties Interest Total

[YYYY]

TN
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Stipulated Decision

UNITED STATES TAX COURT

Anthony Antonetti &

+ Appeals will draft and send to the

Fetitioners,
Docket No. 12%¥¥=19

’ [ ] ° v
Taxpayer S Rep 4 Orlglnals COMMISSIONER OF INTERNAL REVENUE,

Respondent.

il Wil Wt St T R i Tep B S g St S g

* Sign three copies and send back

Pursuant to the agreement of the parties in this case, it

ORDERED and DECIDED: That there are deficiencies in income
¥ due from the petitioners for the taxable years 2010, 2011,
12, 2013, 2014, and 2015 in the amounts of $30,400 for each of
he six years; and

 Filed with the Tax Court, where

o

)T

That there are penalties due from the petitioners for the
.

Judge stamps it (signs)

each of the six vyears respectively.

.

Judge .

T
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Records Less than Stellar?

Use what they have (Bank Statements, Credit Card Stmts, receipts)
If they don’t have, recreate what you can
Remember the Cohan Rule

Case: Cohan v. Commissioner of Internal Revenue, 39 F.2d 540 (1930)

vV v v v Vv

433-A analysis?
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Requirement to Maintain Records

» Taxpayers are required to maintain books and records

» When a taxpayer is audited by the IRS, the burden of proof falls on
the taxpayer to support the information on his or her return.

» The United States Tax Court has ruled that the taxpayer must keep
“contemporaneous” records, per Reg. § 1.6001-1.
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Requirement to Maintain Records

» Taxpayers are required to maintain books and records

» When a taxpayer is audited by the IRS, the burden of proof falls on
the taxpayer to support the information on his or her return.

» The United States Tax Court has ruled that the taxpayer must keep
“contemporaneous” records, per Reg. § 1.6001-1.
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Income Reconstruction

» Generally necessary when records either no-longer exist or cannot
be easily located

Books and records are not maintained
Books and records were destroyed by flood, fire, etc.

Books and records are incomplete

vV v v VvV

Generally relies on one or more of the formal indirect methods
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The Cohan Rule

» In 1918, George M. Cohan was a theatrical manager and producer
doing business in partnership with a gentleman by the name of

Harris.

» Cohan had originally been an actor, like his parents.

» When audited by the IRS, The IRS fixed Cohan’s income as the
whole of what he received from the firm of Cohan & Harris, while it

lasted, and later as the whole of his own profits.
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The Cohan Rule

» Inthe production of his plays, Cohan was obliged to entertain actors, employees,
and dramatic critics.

» He also had to travel a lot, often with his attorney. These expenses amounted to
substantial sums, but he had no accounting of these expenses.

At the trial, in 1930, Cohan estimated the amounts spent on putting on the shows.

The IRS had refused to allow him to claim any part of this based on the grounds
that it was impossible to tell how much he had spent, in the absence of any

accounting records.
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The Cohan Rule

» The 2nd Circuit held that because it was obvious that Mr.
Cohan had spent substantial sums on the shows, those

expenses could be approximated and allowed (hence THE
COHAN RULE!)

» This rule does NOT apply to those expenses that require
specific documentation, such as travel, entertainment,
business gifts, EITC, R&D Credits, etc.
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Methods of reconstruction

» Specific ltem Method —IRM 4.10.4.2.7 (08-09-2011),
Easier for a jury to understand

» Indirect Method - IRM 4.10.4.2.8 (08-09-2011), Difficult
to match reported income with specific items/sources
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Formal Indirect Methods

» Used when direct comparisons of income, expenses, assets, liabilities and equity
cannot be made; infers taxable income

» The formal indirect methods are audit techniques used to determine the tax
liability based on the amount of unreported income.

- IRM 4.10.4.6.3, Source and Application of Funds Method
IRM 4.10.4.6.4, Bank Deposit and Cash Expenditures Method
IRM 4.10.4.6.5, Markup Method

IRM 4.10.4.6.6, Unit and Volume Method

U O O O

IRM 4.10.4.6.7, Net Worth Method
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433-A CIS Approach

» 433-Ais for collection

» Has IRS guidelines (IRS cannot really argue with that)

» Back into the income (expense analysis, really)
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Bipartisan Budget Act of 2015

» Passedin 2015

Amended by the Protecting Americans from Tax Hikes Act of 2015, Public Law 114-113, div Q (PATH
Act), and sections 201 through 207 of the Tax Technical Corrections Act of 2018

» The law replaced the auditing and tax collection procedures for partnerships under the Tax Equity and
Fiscal Responsibility Act of 1982 (TEFRA) and the electing large partnership rules with the centralized
partnership audit regime

» The centralized partnership audit regime, also referred to as BBA or PBBA, is generally effective for tax
vears beginning January 2018
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Filing Requirements

» Partnerships under the BBA centralized partnership audit regime must take
certain actions when filing or making changes to a return. These include:

e Designating a Partnership Representative (PR)
e Option to elect out of the centralized partnership audit regime, if eligible

e Filing an Administrative Adjustment Request to change a prior return
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Opting Out

» A partnership can elect out of the centralized partnership audit regime for a tax year if it is an eligible
partnership that year.

» To make a valid election out, complete:

1.  Form 1065, U.S. Return of Partnership Income, Schedule B, answer yes to question “Is the
partnership electing out of the centralized partnership audit regime under section 6221(b)?”
[question 29, 2021 version], or Form 1066, U.S. Real Estate Mortgage Investment Conduit (REMIC)
Income Tax Return, check the box to question G in ‘Additional Information’ section, and

2. Schedule B-2, Form 1065, Election Out of the Centralized Partnership Audit Regime, list each
eligible partner’s name, U.S. Taxpayer Identification Number and type of eligible partner. Include
all shareholders for any partner that is an S corporation.
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Schedule B, Line 31

Form 1065 (2023) Page 4
Schedule B Other Information (continued Yes | No
b Under the covered surrogate foreign corporation rules? . D Lo . | |
i “Yes" to either (a) or (b), complete Form 7208, Excise Tax on Hepun::hase :::nf E-::nrpc:nrate E-tun::l-: SEE thE:
Instructions for Form 7208.
30 At any time during this tax year, did the partnership (a) receive (as a reward, award, or payment for property or
services); or (b) sell, exchange, or otherwise dispose of a digital asset (or financial interest in a digital asset)? See
instructions
31  Is the partnership electing out of the centralized partnership audit regime under section 6221(b)? See instructions | |
if “Yes," the partnership must complete Schedule B-2 (Form 1065). Enter the total from Schedule B-2, Part I,
line 3 Lo . . Ce e . ..
if “No.” complete Deslgnatlun uf F'artnershlp Flepresentatwe belnw
Designation of Partnership Representative (see instructions)
Enter below the information for the partnership representative (PR) for the tax year covered by this return.
Mame of PR
U.S. addrass LS. phone
of PR number of PR
If the PR is an entity, name of the designated individual for the PR |
LS. address of LL.S. phone number of
designated individual designated individual
Form 1065 (2023
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Schedule B-2

SCHEDULE B-2 Election Out of the Centralized
(Form 1065) Partnership Audit Regime

(December 2018)
Department of the Treasury » Attach to Form 1065 or Form 1066.

Intaemal Bevenus Service P Go to www.irs.gov/Form1065 for instructions and the latest information.

OMB MNo. 1545-0123

Mame of Partnership Employer Identification MNumber (EIN)

Certain partnerships with 100 or fewer partners can elect out of the centralized partnership audit regime if each partner is an individual,

a C corporation, a foreign entity that would be treated as a C corporation were it domestic, an S corporation, or an estate of a deceased
partner. For purposes of determining whether the partnership has 100 or fewer partners, the partnership must include all shareholders of
any S corporation that is a partner. By completing Part |, you are making an affirmative statement that all of the partners in the

partnership are eligible partners under section 6221(b){1)(C) and you have provided all of the information on this schedule. See the
instructions, including the instructions for the treatment of real estate mortgage investment conduits (REMICs), for more details.

List of Eligible Partners
Use the following codes under Type of Eligible Pariner:

| = Individual C - Corporation E - Estate of Deceased Partner F - Eligible Foreign Entity S - S corporation

Type of Eligible

Mame of Partner Taxpayer |dentification Mumber (TIM) Pariner {Cods)

| |G | B | =t

59




Eligible Partnerships

Partnerships are all eligible UNLESS they are required to issue a Schedule K-1 to partners that are:
» Partnerships

Trusts

Foreign entities that would not be treated as a C corporation were it a domestic entity

Disregarded entities

Estates of individuals other than deceased partners

vV v v Vv V¥V

People who hold an interest in the partnership on behalf of another person
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Tax Assessment

» CPAR and its predecessor, the Tax Equity and Fiscal Responsibility Act of 1982
(TEFRA), both tax partnerships at the individual partner level.

» Allincome, deductions, gains, losses, and credit of the partnership “flow through”
to the partners’ income tax returns.

» However, there are differences in the way these regulations:
e Audit partnerships.
e Assess taxes due.

e |nteract with partnerships
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Liability for the Tax Assessment

» Under TEFRA, the IRS audits each partner separately.

» Any deficiencies found during an audit are collected from the responsible
partner(s).

» Under the CPAR however, any underpayments that are found during an IRS audit
become the responsibility of the partnership as a whole and not the individual
partners.

» This is true even if the partners liable for the underpayment have left the
partnership.
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When Taxes Are Assessed

» Tax underpayments found by IRS are assessed for the
same taxable year being audited under TEFRA.

» Conversely, with CPAR tax underpayments are assessed
and due during the year that the adjustment is finally
determined.

» This drives home why some partnerships might want to
opt out of the CPAR

T
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Why Opt Out?

Some partnerships may want to opt of the centralized partnership audit regime
because it:

» Replaces the ability of individual partners to have an input on audit management
with a sole partnership representative. Partners lose control, relying on their
representative to be the sole voice.

» Reflects audit adjustments in the year an audit is concluded rather than in the year
being audited. This could leave current partners paying for the liability of prior
partners.

» Makes the partnership liable for underpayment instead of individual partners,
creating potential unfair treatment between the partners and who picks up the tax
burden.
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YouTube Channel

» Catch the podcast there
» Watch the hints and tips we post there

» If you can, hit like and subscribe, it helps spread
the Tax Rep gospel!

»  https://www.youtube.com/@TaxRepNetwork

Cutting-Edge Tax Representation Training by TRN

@TaxRepNetwork - 1.05K subscribers - 186 videos

__I |=! The Tax Rep Network YouTube channel is the go-to resource for cutting edge IRS r ...more
TAXR

EP NETWO

A

taxrepllc.com and 3 more links

Customize channel Manage videos

Home Videos Shorts Playlists Community

. ’ TAX FEP NETWORE urﬂ. vance Ta! TAK FEP RETWADRE ¥ + "
TEK PEF RETWORF. Liscio o Preparation Au ation
What is “Reasonable
AM | REQUIRED TO SEND AN . I at] -
ORGANIZER TO THE TAXPAYER? oses?  1ee . . e
i k | S EET] ] WILH ENC L. G e
2:07 i N taxrepnetwork.oc T I' taxrepnetwork.co 35:09

Videos

Navigating Tax Success with : Are Tax Organizers Required : The TRN Podcast Video #170 : Tax Rep Network Podcast - + Tax Rep Network - Ep 168 - :
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Questions?
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