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Welcome — This Webinar Will Begin Momentarily

Housekeeping ltems

* This webinar will be recorded.

* The link to the recording and PowerPoint will be posted on the Events registration page
on LEA’'s member portal post webinar. An email will also be sent to today’s attendees
with this information.

* Please use the chat box to share comments or questions.
* This webinar is eligible for 1 Continuing Professional Education (CPE) credit.

* Four (4) polling questions — will be initiated throughout this webinar to monitor
engagement as required by NASBA standards.

e Your CPE certificate will be emailed to you in a couple of weeks.

* You will receive an email asking you to complete an evaluation of this webinar. Please
take time to complete this as your input is valuable when planning for future webinars.
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Your Presenters

James Pickett

678.302.1468
James.Pickett@btcpa.net
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Agenda

IRS Field Examinations - SBSE and LBI Divisions
IRS Correspondence and Automated Underreporter Examinations

State Revenue Dept. Examinations (Audits)

LEA GLOBAL



IRS Field Examinations —
SBSE & LBI Divisions
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Agenda

Background - Exam Process

SB/SE vs. LBI Exams

“IDR” Process

Proposed Adjustments - Understanding the “NOPA”
Examination Reports - Understanding the “RAR”
Managerial Conferences

Appeals
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IRS Publication 556
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Department of the Treasury
Internal Revenue Service

Publication 556
(Rev. September 2013)
Cat. No, 15104N

Examination
of Returns,
Appeal Rights,
and Claims for
Refund

/ ]
Get forms and other Information
faster and easier by:

Internet IRS.gov

Sep 26, 2013
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The IRS Mission

Provide America's taxpayers top quality service by helping
them understand and meet their tax responsibilities and
by applying the tax law with integrity and fairess to all.

Reminders

Penalty for filing erroneous claim for refund or
credit. You may have to pay a penalty if you file an erro-
neous claim for refund or credit. See Penalty for errone-
ous claim for refund, later under Claims for Refund.
I and Iti pended if notice not mailed
within 36 months. If you file your return timely (including
extensions), interest and certain penalties will be suspen-
ded if the IRS does not mail a notice to you within 36
months. See Suspension of interest and penalties, later
under Examination of Returns.
Fast track mediation. The IRS offers fast track media-
tion services to help taxpayers resolve many disputes re-
sulting from:

* Examinations (audits),

® Offers in compromise,
* Trust fund recovery penalties, and
* Other collection actions.
See Fast track mediation under If You Do Not Agree.

Introduction

The Internal Revenue Service (IRS) accepts most federal
tax returns as filed. However, the IRS examines (or audits)
some retumns to determine if income, expenses, and cred-
its are being reported accurately.

If your retum is selected for examination, it does not
suggest that you made an error or are dishonest. Returns
are chosen by computerized screening, by random sam-
ple, or by an income di matching prog See
Examination selection criteria, later. You should also know




IRS Publication 1
The Right to Retain Representation

This publication explains your rights as a taxp: and the p

¥i) Your Rights
IRS as a Taxpayer

Publication 1

Also available in Spanish.

1. The Right to Be Informed

Taxpayers have the right to know what they need to do to
comply with the tax laws. They are entitled to clear
explanations of the laws and IRS procedures in all tax forms,
instructions, publications, notices, and correspondence. They
have the right to be Informed of IRS decisions about their tax
accounts and to receive clear explanations of the outcomes.

2. The Right to Quality Service

The Taxpayer Bill of Rights

for ination, appeal, ion, and refunds.

6. The Right to Finality

Taxpayers have the right to know the maximum amount of
time they have to challenge the IRS's position as well as the
maximum amount of time the IRS has to audit & particutar tax
year or collect a tax debt, Taxpayers have the nght to know
when the IRS has finished an audit

7. The Right to Privacy
Taxpayers have the right to expect that any IRS Inqulry,

Taxpayem have the right to receive prompt, and

in their deall with the IRS, to be
spoken to in a way they can easlly understand, to receive clear
and easily comm from the IRS, and
1o speak to a supervisor about Inadequate service.
3. The Right to Pay No More than the
Correct Amount of Tax
Taxpayers have the right to pay only the amount of tax legally
due, Including Interest and penalties, and to have the IRS
apply all tax payments properly,
4. The Right to Challenge the IRS's Position
and Be Heard
Taxpayers have the nght te mise objections and provide

1in to formal IRS actions or
proposed actions, to expect lhal the RS will canslider their
timely and ptly and fairy, and

to receive 3 response if the IRS does nol agree with their
position.

, or action will comply with the law
and be no more intrusive than necessary, and will respect all
due process rights, Including search and seizure protections,
and will provide, where applicable, a collection due process
hearing
8. The Right to Confidentiality
Taxpayers have the right to expect that any information they
provide to the IRS will not be disclosed unless authorized by
the taxpayer or by faw. Taxpayers have the right to expect
appropriate action will be taken against employees, retumn
preparers, and others who wrengfully use or disclose taxpayer
return Infarmatlon.

9. The Right to Retain Representation

Taxpayers have the right to retain an authorized representative
of their cholce to represent them in their dealings with the

IRS. Taxpayers have the right to seek assistance from a Low
Income Taxpayer Clinic if they cannot afford representation.

10. The Right to a Fair and Just Tax System
payers have the right to expect the tax system to consider

5. The Right to Appeal an IRS Decision in an
Independent Forum

facts and circumstances that might affect their underlying
liabllities, abliity to pay, or abllity to provide information timely.

Taxpayers are entitled to a fair and imp

appeal of most IRS isi many p and
have the right to receive a written response regarding the
Office of Appeals’ decision. Taxpayers generally have the right
to take their cases to court.

Taxpayers have the right to recelve assistance from the
Taxpayer Advocate Service if they are experiencing financial
difficulty or If the IRS has not resolved their tax issues proparly
and timely through its normal channels.

The IRS Mission

Provide America's taxpayers top-quallty service by helping them understand and meet
their tax responsibilities and enforce the law with Integrity and faimess to all.

Publication | (Rev. 8-2017) Catalog Number 84731W Department of the Treasury Internal Revenue Service www.Irs.goy
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Examination Process - The “Flow” of the Exam

Planning Phase
Risk Analysis - Issue Identification

Timeline
Milestones
“MCD” (SB/SE) or “ECD” (LBI)
Execution Phase
Information Document Request (“IDR”) Issuance
Issue Development
Resolution Phase
Notice of Proposed Adjustment (“NOPA”)
The Form 4549 — Revenue Agent’s Report (“RAR”)
Managerial Conference

Appeals
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SB/SE vs. LBl Examinations - “Field” Revenue Agents

Small Business/Self-Employed (SB/SE) Division
Forms 1120, 1120S, 1065 with assets < $10 million

Large Form 1040 Returns

Large Schedule(s) Cor F

Complex Schedule E

Large Business International (LBI) Division

Forms 1120, 1120S, 1065 with assets > $10 million

LEA GLOBAL
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Letter 2205L
Selected for Examination
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LBl

Department of the Treasu
lnt:rml Revenue Service 34 —

Large Business & International Taxpayer ID number: (las! four digits only)

Forms:
1040

|
=T .

e

s e WO

Contact fax numbar:

Work pepef nuimbar:

T

Your federal retumn for the periods shown above was selected for examination,

What you need to do

Call me on or before [N - You may contact me from 8:00 104:30 at the telephone
number above.

During our conversation, we'll talk about the items I'll be examining on your returns, the types of documents I'll
ask you 1o provide, the examination process, and any concerns or questions you may have. We'll also set the
date, time, and agenda for our first meeting.

Someone can represent you

You can have someone represent you during any part of this examination. If you want representation, you and
the representative you authorize must provide a completed Form 2848, Power of Attorney and Declaration of
Representalive, before we can discuss any of your tax matters.

If you won't be present, you can mail or fax the form to me or have your representative bring it to the first
appointment.

Your rights as a {axpayer

Publication 1,Your Rights as a Taxpayer, Publication 5125, Large Business & International Examinati
Process, and Notice 609, Privacy Act Notice, provide detailed information of the examlination process,

The Taxpayer Bill of Rights, found in Publication 1, describes the ten fundamental rights taxpayers have in
dealing with the IRS, Publication 1-also discusses general rules and procedures we follow in examinations, It
explains what happens before, during, and afier an examination, and provides additional sources of information.

The IRS will sometimes contact third parties if we need information regarding your case. Our need to contact
other persons may continue ns long as there is actlvity in your case.

You can get any forms, notices or publications mentioned above by visiting our website at
www.irs,gov/forms- pubs, or by calling 800-TAXFORM (800-829-3676).

1 look forward to hearing from you by 8/30/2018 .

Lotter 2205-L (Rev. 4-2017)
Celalog Number 56610W
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Appointment Confirmation
Letter
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Department of the Treasury Date:
Internal Revenue Service 09/2412018
IRS Large Business & International Texpayer ID nurniler (last £ digits):

Tax form:
11205 .

Taox porkods;
201612

Pargon to contact:

Condact telaphona number:
cunﬁ fax numir:
Deer I '

T'm confiming the following appointment we scheduled during our telephone conversation on September 121h,

Appoiniment information
Location: Date:
Via Teleconference Ottober 2, 2018
Timez
18:00 AM.

Purpose of the appointment

The purpose of our first meeting is to help me understand your business operations and policies, and to begin
the examination process. We'll discuss specific examination procedures, such as communication methods,
response times, and other general expectaiions. Have the items [isted on the enclosed Form 4564, Document

Request, available for our first appointment.

Someone can represent you
You ean have someone represent you during any part of this examination, If you want representation, you and

the representative you authorize must provide a completed Form 2848, Power of Attorney and Declaration of
Representative, before we can discuss any of your tax matters. : .

Your rights as a faxpayer
Pablication L Your Rights ay a faxpaver, Publication 5125, Large Business & Internationat Examination
Fracess, and Notice 608, Privacy dct Notice, provide detailed information of the examination process.

The Tai{payer Bill of Rigints, found in Publication 1, describes the ten fundemental rights taxpayers have when
dealing with the IRS. Publication 1 also discnsses general rules and procedures we follow in examinations. Tt
explains what happens before, during, and after an examination, and provides additional sovrces of information.

‘You can get any of the forms, notices or publications mentioned above by visiting our website al
Wwew.irs. gov/forms-pubs, or by caliing 800-TAXFORM (500-829-3676).

Lefter 3263-L (Rev, 4-2017)
Catalog Mumber 60414U
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Information Document Request (IDR) — The Process

LEA GLOBAL

Initial (“Books and Records”) vs. Issue Specific IDRs

Draft (LBI) or Informal Discussion (SB/SE)
Influencing the Revenue Agent

Key Factors
Addressing the issue without an IDR
Scope and depth

Response timeframe

The Agreement of Facts (AOF) IDR — LBl exams

13



Initial IDR — “books and records”
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Retuast Mumber

Deparimend of the Treasury — [nlamal Revanwe Service
-1

om 4564 :
(. St 2009 Information Document Request

1 and Company Division or Branch] Sublect
Financial Information

SAIN Numbar ubmitted To:
760

Dialss of Previous Requests

reium Part 2 with Hsted docuwmants to requaster idenflfiad balow

Bescriplion of documants mquested
Audit Years: 201612

Purpose of thie IDR - LB&L Examinations require certain mandatory finaneial and organizational
information to perform the andit.

a) Trial Balance - For the year pricr to the Andit year and the Audit Year(s) by account.
b) Closing Joumnal Entries and Adjusting Joumal Entries.
¢) Bridge Workpapers (1'ax Retwn Mapping the trial balance account(s) which cemprise each tax retum line).
d). Summary of the Schedule M Adjustments and the supporting documentation for each adjustment.
¢€) Chart of Accounts and/or Account Descriptions,
£) Tax Credit Computations with Workpapers, supporting records and receipts of foreign taxes paid,
2) Detailed Depreciation Schedule.
h} Details supporting Gains and Losses not specified on Tax Returns.
i) Schedule of Ali Prior Years Carryover Adjustments.
i) Tax Organization Charl and Legal Organization Chart
k} Audited Financiai Siatements, Annual Reports (o-Stockhalders, SEC Reports (10-K).
I} Corporate Minutes, Sharcholder Minntes, Board Minutes (for review at initis] meeting).
m) Copics of National Office (Headquariers} Rulings or Other Correspondence,
n) Working Copy of the following Tax Returns for all years in the current cycle:
i) Forms 1120/ 11208 (original and amended)
ii) Damestic Entity Unconsalidated Returns
i) Partnership/5-Corporation Returns
o} Finaneial Statements for & Joint Venture not requiring a Formal Return,
p) Affirmative Issues from the Audit Year(s).

Information Due By 10/02/2018 At Next Appoiniment Wail In |:|
Name and Title of Requastar Empioyee 1D number  Date (marddjoyy

Intarnal Rovanue Apant

From: :
Offine Location Telephone Number

14



Agreement of Facts (AOF) IDR LBI Examinations

Importance of accurate facts summary in a tax case

Incorrect facts often lead to erroneous legal outcomes

Cases returned to exam team by Appeals in factual disputes
IRS Appeals Division resolves legal questions not factual disputes

Determining and correctly summarizing facts is an examination function

LEA GLOBAL
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Agreement of Facts IDR
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02/12/2019 8:51:37 AM -0800 IRS

PAGE 21 OF 21

Department of the Treasury — Internal Revenue Service Request Number
rom 4564 ¢ T
(Rev. September 2006) Information Document Request
To: (Name of Taxpayer and Company Division or Branch) Subject
Revised Agreement of Facts on
SAIN Number bmitted To:
502-05

Dates of Previous Requests

Please return Part 2 with listed documents to requester identified below

Description of documents requested

The purpose of this IDR is to ensure that all relevant facts are being considered before the Form
5701, Notice of Proposed Adjustment (NOPA), is issued.

Please review the attachment and respond accordingly in writing by February 21, 2019

(a) Taxpayer agrees to the facts as written.

(b) Taxpayer provides additional relevant facts and supporting documentation.

(c) Taxpayer identifies disputed facts and provides clarification and/or supporting documentation.

Your response to the facts does not indicate agreement to the issue or any proposed tax adjustment.
It is only to acknowledge that all of the relevant facts have been identified.

Information Due By 02/21/2019

At Next Appointment D Mail in

From:

Name and Title of R

equester Employee ID number

Internal Revenue Agent

Office Location

Date (mmaddyyyy)
02/07/2019

Telephone Number

Catalog Number 23145K

www irs.gov

Part 1- Taxpayer's File Copy

Form 4564 (Rev. 9-2006)
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Facts Summarized on Form 886
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Form 886-A
(Rev. January 1994)

201512, 201612, 201712

N’ain’i'il(i'xifaii : | Tax Identification Number Year/Period ended ‘

Form 1125-A, Cost of Goods Sold, Line 5 Other Costs

Schedule number or exhibit
Explanation of items

Year(s) Per Return Per Exam Adjustment
201512 N S S

201612 S $ $

201712 S $ $

Issue

Whether funds deposited by the taxpayer with a NS captive “insurance” company should be
treated as an insurance premium expense for the taxable years ended December 31, 2015, 2016 and 2017
respectively.

Facts'

Taxpaver Business Overview

and its Subsidiaries (“Taxpayer™) filed
consolidated U.S. Federal income tax returns for the years at issue.” Taxpayer is as a Professional
Employer Organization (“PEO”) that provides payroll. insurance. human resources and administrative
services to its clients primarily located in the As a PEO. the taxpayer can
leverage the large pool of client employees to provide workers compensation insurance coverage at
favorable rates—rates that smaller employers would have difficulty obtaining on their own. Such rate
savings can often be passed on to clients to compel them to sign on with a PEO. The remainder of this
fact section will focus on describing key aspects of the taxpayer’s workers compensation policies in
place during the years at issue and will explain how certain expenditures associated with those policies
were treated for Federal income tax purposes.

Workers Compensation Overview

Many PEOs, including the Taxpayer, utilize a loss-sensitive workers compensation policy whereby the
premiums are largely influenced by the total dollar amount of claims filed against the policy. i.e. the
employers with high claims histories usually have higher premiums. By purchasing a loss-sensitive
deductible policy. an employer can substantially reduce their overall workers compensation since an
insurer will discount the premium in exchange for an employer assuming a deductible obligation. The
formulas used by insurers to compute premium rates under loss-sensitive deductible policies can be very
complicated, but generally the higher the deductible dollar limits of a policy. the greater the premium
discount given to an employer.

! Exhibit A: In response to Form 4549, Information Document Request titled Agreement of Facts (*AOF”) #005, the Power
of Attorney (“POA™) provided facts and clarifications regarding the Taxpayer operations with following headings: Business
Overview, Summary of- Scope of Services for Clients, and Risk Management Services and Workers’
Compensation Coverage, some of which has been incorporated into this document.

? Taxable years ending 12/31/15 and 12/31/16 have been placed under exam and may be referred to as, “the years at issue.”

Form 886-A (1-1994) Catalog Number20810W Page 1  publish.noirs.gov  Department of the Treasury-Internal Revenue Service

17



IDR Summary - Advocating for the Client

Influencing the Revenue Agent (RA)

Addressing the issue without an IDR
RA may be open to resolving issue w/o another IDR

Scope and depth of the request
Limiting the documents requested

Response timeframe
Obtaining additional time
IRS IDR enforcement process

LEA GLOBAL
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Proposed Adjustments — Understanding the LBl “NOPA”
or SB/SE Lead Sheet

The LBl Form 5701/Form 886

Notice of Proposed Adjustment (“NOPA”) and response options

The SB/SE Lead Sheet

Attached to Form 4549 — Revenue Agent Report (“RAR”)

Factors to consider

LEA GLOBAL

19



IRS Form 5701 w/Form 886
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Forn 5701 Dwparianrt of e Trassiy- Itamil Rivverass Senice Tame of taxpaver Tax Identification Number Year/Period ended
(Rev. December 2008) Notice of Proposed Adjustment _ | 201512, 201612, 201712
Name of taxpayer Tesus No,
Form 1125-A, Cost of Goods Sold, Line 5 Other Costs
Name and tie of persan to whom delivered Date Year(s) Per Return Per Exam Ad justment
201512 $ $ s
Entity for this proposed adustment 201612 s‘ * 5
Based on the information we now have available and our discussions with you, we believe the proposed adjustment listed below should be
included in the revenue agent's report. However, if you have addilional information that would alter or reverse this proposal, please
furmish this information as scon as possible. Issue
b SNt Lo byl ) BANRG, | WIhEom Whether funds deposited by the taxpayer with o [N ::ptive “insurance” company should be
treated as an insurance premium expense for the taxable years ended December 31, 2015, 2016 and 2017
respectively
REAS0NS 10f PrOPOS 80 ASJUSIMIEI 7 exarancn e achmert oot ot 72 e S O, e . ExpeeEen s 0 Form B0, (vt ot e Facts!
Taxpay ness Overview
and its Subsidiaries (“Taxpayer™) filed
consolidated 1.S. Federal income tax returns for the years at issue.? Taxpayer is as a Professional
Employer Organization (“PEO™) that provides payroll, insurance, human resources and administrative
services to its clients primarily located in the s a PEO. the taxpayer can
leverage the large pool of client employees to provide workers compensation insurance coverage at
favorable rates—rates that smaller employers would have difficulty obtaining on their own. Such rate
savings can often be passed on to clients to compel them to sign on with a PEO. The remainder of this
fact section will focus on describing key aspects of the taxpayer’s workers compensation policies in
place during the yvears at issue and will explain how certain expenditures associated with those policies
were treated for Federal income tax purposes.
Many PEOs, including the Taxpayer, utilize a loss-sensitive workers compensation policy whereby the
premiums are largely influenced by the total dollar amount of claims filed against the policy. i.e. the
employers with high claims histories usually have higher premiums. By purchasing a loss-sensitive
deductible policy. an employer can substantially reduce their overall workers compensation since an
insurer will discount the premium in exchange for an employer assuming a deductible obligation. The
formulas used by insurers to compute premium rates under loss-sensitive deductible policies can be very
complicated, but generally the higher the deductible dollar limits of a poliey. the greater the premium
discount given to an employer.
Taspayars | Astion: 1 Exhibit A Tn response to Form 4549, Information Document Request titled Agreement of Facts (“AOF") #0005, the Power
| Agaed el Ear Disagreed Have addtionsl i formestion; vl sube by: of Attorney (“POA™) provided facts and clarifications regarding the Taxpayer operations with following headings: Business
Tarpayers] Snatiee Cnte Overview, Summary of [ NIl Scope of Services for Clients, and Risk Management Services and Workers'
Compensation Coverage, some of which has been incorporated into this document.
IfDisagreed in Part or in Full - Check here for comsideration of Fast Track Seslement ? Taxable years ending 12/31/15 and 12/31/16 have been placed under exam and may be referred to as, “the years at issue.”
| Taspaye: | IrS
Team Manager Date
Form 886-A (1-1994)  Catalog Number20810W Page 1  publish.noirs.gov  Department of the Treasury-Internal Revanue Service
Part 1 - Taxpayers File Copy Cal. Ne. 42770J s gev Feem ST01 (Rev. 12-2008)
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The SB/SE Lead Sheet
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Taxpayer Name: Examiner: -
TIN:

Tax Form: 1040 Date: §-27-2018
Tax Years: 2014, 2015

Form 4797, Ordinary Loss

Lead Sheet
Determined Using Form 8582, “Passive Activity Loss Limitations”
Tax Period Per Return Per Exam Adjustment ‘ _Reference
2014 " s B
2015 ]
Conclusion:

Revised Form 4797 flow-through losses were the result of limitations imposad under Cade
Section 469. Re-calculated [osses were determined using Form 8582 for each specific year.

After considering all Form 4797 adjusted items for each audit year, correctad net Form 4797
amounts per year remained “net” losses. Consequently, each year's losses remain “Crdinary”
losses.

The above adjustments reduce reported losses on each year's Form 1040, Line 14,

[Facts: ' . |

The audit of Schedule E, parmerships and rentals in 2014 & 2015 resulted in recharacterization
of some reported losses from “non-passive” fo "passive” in both years. Also, in both audit
years, anly a minimal amount of disallowed expensas was propased on one rental property,

Among the various ‘passive” line items were some Form 4797 losses.

Because of the changes made to reported "passive” income and lossas, passive foss imitations
were re-calculated to detarmine corrected deductible line item amounts in each year,

Form 8382, "Passive Activity Loss Limitations” was used for this purpese. It effectively
reallocated deductible loss amounts per fine item.

RE: 2014

In 2014, only one reported Form 4797 passive loss itern from Wrequired
ar adjustment. Based on passive foss limitations determined using Form associated
worksheets, the recalculated allowable Form 4797 l08s is now . The deducted loss per

return was [INEEEEN

Form 4787 Lead Sheet Work Paper # 504 11

21



Proposed Adjustments - Factors to Consider

LBl Response to NOPA

Response timeframes are agreed to at beginning of exam typically 15 to 30 days

Written response is best
SB/SE Response (consolidated process w/RAR issuance)

Lead Sheet and Supporting W/Ps usually attached to “RAR”

Response timeframe governed by cover letter w/ “RAR” usually 30 days (sometimes 15)

LEA GLOBAL
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Response to NOPA
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14/06/2023

BT ) WiRashen

March 4, 2019

PRIVILEGED AND CONFIDE

Internal Revenue Service
LB&I:

Re:

Tax Period: December 31, 2015

On behalf of the above referenced taxpayer, we are responding to | R
I (2 xcd to our attention on February 12, 2019
the imposition of IRC § 6662(a) penalty for the year ended December
31, 2015 0of $64,632. Based on the pertinent facts and the applicable Internal Revenue
Code and Treasury Regulations referenced below, we believe the Service should not
impose penalties for substantial understatement assessed under IRC § 6662(b)(2) and
respectfully request the abatement of such penalt

Background

As previously presented, | - -
Jorporation that provides creative and flexible solutions to a variety of small

to mid-sized companie In 2015, - negotiated on behalf of itself and its
unrelated (third-party) clients to enter into a deductible reimbursement workers’
compensation policy (‘DRP”) with | N E N U< the terms of
the “JlClient Service Agreement”, [l reinsured the risks under the DRP with
and paid the federal excise tax due at a rate

1th r t Lo the poli remsurance issued by [l The following is

a summary of the risk associated with the DRP that was shifted from [ N lll# and

its unrelated (third party) clients to | llilind [N

ol 1%

For further details ple
Request AOF-5 (IDR-005).

seo September 11, 2018 response to Form 4564 and Information Document

BETTER TOGETHER

A limited Liability Partnership of Cortified Public Accountants & Consulfants

phone

vbtcpanet

23



Examination Reports - Understanding the “RAR”

The Form 4549 — Income Tax Examination Changes

Commonly known as the Revenue Agents Report (“RAR”)

Similar Mathematically to an Amended Return

The “Waiver”

Waving appeal rights to agree

Can be on page 2 on a separate form (Form 870)

LEA GLOBAL
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Response to NOPA

Depastment of the Treasury-intemal Revenus Servica
Form 4549-A fncome Tax Examination Changes n .
(Rev. March 2013) {Unagread and Excepted Agreed) Pago,—-d__of 2
MNama and Address of Taxpayer Taxpayer identification Numbar Return Form No:

[Person with wiom

1040

Name and Title:

gi:ﬂ’“;’;:“&m ROGER K & SHAWNA PATTERSON
discussed.

1. Adjustmants to (ncome Pe;:r:«f::d ailod:End Petod Eod

a. Othur Cains or Losken From Farm 1757 23,885.00

b. Schedule & R.E, Profmeaninal status & Paesive L 2,253,394 .00

¢ Yremized Coductions

d.

5.

5

a.

h

i

i

K

E

m.

n

. Taxable Income Par Return or as Previously Adjusted

2,42, 057.00
14,021,037.00

.
2
2. Total Adjustmenta
3.
4

. Comected Taxable Income
Tax Mathod
Filing Status
5. Tax
6. Additlonal Taxes / Alternative Minimum

16,348,094,99
SCHEDULE T
Joint
3,235,142.00
53,600,090

7. Comected Tax Liabllity 4, 268,742.00
8. Less 8, Foreign Tax Credic 1,275.00
Credits b,
o
. d

9, Balanca (Line 7 fess totai of Lines 8a thru 8d)

3,287,487.00

10. Plus 2, Additionai Medicare Tux

Other | b.
Taxes | e
d.

1,257.00

11, Total Comectad Tax Liabilty (L.ive 9 pius Uines 10a thru 104)
12. Total Tax Shown on Retum or as Previously Adjusted

3,288,724.00
2,836, 868,00

13, Adiustments to: a.
b.
LS
14. Deficl ! in Tax or (Ov - Decrease in Tax)

(Line 11 fass Ling 12 adjusted by Uines 73a through 13c)

16. Adjustments to Prepayment Credits-Increase {Decroase)

4%, 85603

16. Balance Due or fOverpayment) - (Line 14 adjusted by Line 15}
(Excluding interest and penetties)

LEA GLOBAL



Form 4549 “RAR” - Page 2
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Department of the Traasury-intermal Rovenus Senica
Form 4549-A income Tax Examination Changes s "
{Rev. March 2013) : {Unagreed and d Agread} Poge e o
Taxpayer tdentificetion Numbear Return Form No.:
Perad End Period End Parlod End
17. Penalties! Coda Sectlons 1273002028
B ascuracy-IRT BGE2 90,371.20
=3
o -
5
i
d.
N
%
i
k.
.
m
n
15, Totak Penaitios 83,371-20
Undemaymert athibutable to negligence: (19811987}
A tax addifion of 5 percent of the inferest due on e
undarpayiment Wi actrs untl! i Is paid or sssessed.
Underpayment attibutable ko fraud: (7981 1937}
A tax addition of 50 parcant of the interest due or the:
undernpayment wiil accrue untd it |s paid or assessed.
Ur | 10 Tax b tons (TTH
Intorust wil accrua and be assassed al 120% of undarpaymment a.00
rate in acoordance with 1RC G621(u).
19, Summary of Taxes, Penaitles and intorest:
A Balancs dua or ([Ouerpayment) Taxes - (Line 16, Pages #) 451, 856.00
b. Panafties (Line 18) - compubed lo ©7/31/2018 80, 37¥L.26
& Intsrest (#RC § B601) - computed o GRS 30/2018 54,508.3%
d. TMT Entarest - complitsd to 08/30/2018 [ TRAT wderpaytent) o.ao
& AmoUnt dus of refund - {sm of Lines a, b, © and d) 596, 735.59
Othaer mformation;
Exurminar'z Signature:
MNarme Employes ID: Difics: Dater
I Atlanta, A 07/31/2013

The Intemal Revanue Service has agreements with state tax agencles Undar which information ahaut fedaral tax, incuding ierssses or decraases, is
exchangad with the states. IF this change affects the amaunt of yolr ste income tax, you should amend your slate returm by fiing the necesaary

forng,

*You may ba sdbiact to backup withholding If you undatrepart your Infersst, dividend, or petronage dividend income you sarmad and de net pay the
sacuired tax. The IRS may order hackup withholding (wafrolding of 2 percentage of pour divkiend andior tnterest payrrants) if tha tax remains unpaid
sftar It has basn assessed and four notices have been issued to you aver a 120-day perled.
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Y

In an Agreed Case - The “Waiver e T T

< 2 o = Ints | R S
ram 870 Waiver of Restrictions on Assessment and Collection of | ™™™ fevenue semice
(Rev. Mareh 1892) S 2
Deficiency in Tax and Acceptance of Overassessment
Nemes and address of taxpayers (Number, streel, city or town, State, ZIP code) Scclal security or employer
|dentification nuniber
(D ) in Tax and
Tax year ended | Tax Penaltles

IFor Instrustions, see back of form)

Consent 1o Assessment and Collection

lconsenttothe i and of an in tax and and accept any overassessment (Jecrease in
tax and penalties) shown sbove. plus any interest provided by law | undﬁrsﬂind that by signing this waiver, | wil not te able to contest these years in
the United States Tax Court, unless for ihese years.
YOUR | pate
SIGNATURE
HERE
SPOUSE'S Date
SIGNATURE

—
TAXPAYER'S Dty
REPRESENTATIVE
HERE
CORPORATE
NAME
CORPORATE [ Dele
'OFFICER(S)
SIGN HERE T Tive Date

Catalog Number 168940 Form 870 (Rev. 3-1892)
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AUR Program - Overview

WHAT is the AUR Program?

Responding to CP 2501 & CP 2000 Notices Overview
Best Practices for Responding to AUR notices
Explanation of Notice of Deficiency — “90-day letter”
Notice CP3219A Explanation

Responses to Notice 3219A — RECON and Tax Court

LEA GLOBAL
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AUR Program
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AUR Program - Overview

What is the AUR Program?

* Matches taxpayer income and deductions submitted on
information returns by third parties

e Computer matching AFTER original due date — not
matched in real time

* A compliance program of the IRS

* Program flags returns that report LESS income than
reported by third parties

LEA GLOBAL
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CP 2501 - Overview

Important message about your 2020 Form 1040
Your tax return doesn’t match the information we have on file

The income and payment information
we have on file from sources such as
employers or financial institutions does
not match the information you reported
on your tax return.

If we don’t hear from you

LEA GLOBAL

What you need to do immediately

Review this notice and compare what you listed on your 2020 tax return to the
amounts reported to the IRS by others.

If you agree with the information reported by other sources
«  Complete, sign and date the Response form on Page 5, and mail it to us so we
receive it by April 27, 2022.

If you don’t agree with the information reported by other sources

«  Complete the Response form on Page 5, and send it to us along with a signed
statement and any documentation that supports your claim so we receive it by
April 27, 2022.

If we don’t receive a response from you by April 27, 2022, we will send you a notice
stating the proposed changes to your tax return and the amount of additional tax you
owe plus any penalties and interest that apply.
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CP 2501- Overview

Differences between your 2020
Form 1040 and information from
Other sources

This section tells you specifically what income information the IRS received about
you from others (including your employers, banks, mortgage holders, etc.) This
information doesn’t match the information you reported on your tax return.

Use the table to compare the data the IRS received from others to the information

you reported on your tax return to understand where the difference(s) occurred. To
assist you in reviewing your income amounts, the table may include both reported

and unreported amounts.

Taxable Wages

Received from Address Account Information Shown on return Reported by others Difference
SSN $0 $136,668 $136,668
Form W-2
Received from Address Account Information Shown on return Reported by others Difference
SSN $0 $24,808 $24,808
Form W-2
LEA GLOBAL
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CP 2000- Overview

We are proposing changes to your 2018 Form 1040 tax return. This is not a bill.

Proposed amount due: $28,870

We received information from third parties such as
employers or financial institutions that doesn’t match the
information you reported on your tax return. This notice:

Summary of proposed changes

» Proposes a change to tax and/or payments and credits Tax you owe $22.326
(such as federal income tax withheld, earned income Payments ’ $0
credit, etc.) that you originally reported. Substantial tax understatement penalty $4 465

Interest $2,079

*  Provides you with an opportunity to agree or disagree

. Proposed amount due by January 20,2021  $28,870
with the proposed changes.

Reminder: This is not a bill. We haven't charged the proposed

If our information is correct, you will owe $28,870 (including amount due.

interest), which you need to pay by January 20, 2021.

LEA GLOBAL



SSN

CP 2000- Overview Form 1099-R

Distrib CD 81
Changes to your 2018 tax return
Your income and deductions Shown on return As corrected by IRS Difference
Retirement income taxable $1,142 $46,141 $44,999
Income net difference $44,999
Change to taxable income $44,999
Your tax computations Shown on return As corrected by IRS Difference
Taxable income, Form 1040, line 10 $390,928 $435,927 $44,999
Tax, Form 1040, line 11 $88,386 $103,848 $15,462
Child tax credit/credit for other dependents, Form 1020, line 12a $2,250 $0 - $2,250
Other credits, Schedule 3, line 54 $14,820 $14,820 $0
Tax on qualified plans $0 $4.614 $4.614
Net investment income tax, Schedule 4, line 62b $193 $193 $0
Total tax, Form 1040, line 15 $71,509 $93,835 $22,326
Tax you owe *1 $22,326
Payments Shown on return As corrected by IRS Difference
Income tax withheld, Form 1040, line 16 $21,905 $21,905 $0
Total payments $0
(1) Decreases to credits resultin an increase to tax. This section tells you specifically what income information the IRS received about you from others (including your employers,
. banks, mortgage holders, etc.) This information doesn’t match the information you reported on your tax return.
Explanation of changes to your
201 8 F orm 1 0 40 Use the table to compare the data the IRS received from others to the information you reported on your tax return to understand
where the difference(s) occurred. To assist you in reviewing your income amounts, the table may include both reported and
unreported amounts.
Retirement Income Taxable
Received from Address Account Information Shown on return Reported by others Difference
$1,142 $46,141 $44,999
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CP 2501 vs CP2000

BOTH

Notices sent due to discrepancies with taxpayer’s return and
what was reported by 3rd parties

Proposing assessments — no actual tax liability yet

Identifies the information return(s) that caused the discrepancy
Same initial procedures if you agree or disagree with proposed
changes

CP2501

Typically sent for larger assessments (approx. 100K)

CP2000

Gives detailed overview of proposed changes to income,
deductions, tax and payments.

LEA GLOBAL



AUR Program - Responding to Notices

If you agree with the total assessment

Sign response form and pay assessment

If you don’t agree with any of the assessment

Don’t file an amended return

Do report what you do and don’t agree with

Do include CORRECTED forms if necessary

Do include documentation supporting your position

LEA GLOBAL



AUR Program —
CP 3219A
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The Notice 3219A
Notice of Deficiency (AUR Cases)
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Understanding the Notice CP3219A
(Notice of Deficiency)

If the IRS fails to receive a Notice CP 2000 response or if the response provided is

inadequate, it will then issue

Also known as a ora , Notice 3219A is the IRS’s

procedural method of moving the case to the point where it can

Although Notice 3219A provides a 90-day period to file a petition with the Tax Court
to litigate the issue, taking this expensive route to dispute the matter is usually not

necessary, as the

LEA GLOBAL



Automated Underreporter Program
(AUR) - CP3219A

Legally required before IRS can formally assess
proposed tax unless taxpayer agrees to assessment

Ensures the taxpayer is formally notified of the
intention of IRS to assess a tax deficiency

Informs the taxpayer of the opportunity and
right to petition the Tax Court to dispute the
proposed adjustments

LEA GLOBAL



Automated Underreporter Program (AUR

LEA GLOBAL

CP3219A

Department of the Treasury
Intemal Revenue Service
310 LOWELL ST

I ANDOVER MA 01810-4544

Natice " CPINA
Tax year e
Natice date Jamuary 3, I{RJ

Social Security number

M.II control lulﬂ- o

Tocomactus  Phone 1-800-829-8310
Fax 1-877-477-9485

uﬂmlﬂvﬂh Apil 4, 2022

- -Notice of Deficiency -

ragnana

Proposed increase in tax aﬂd notice of your rlght to challenge

We determined there is a deficiency (increase)
inyour 2019 income tax based on infy

Summary of proposed changes

we received from third parties (such as
employers or financial institutions) that doesn't
match the information you reported on your tax
retum. See befow for an explanation of how
we calculated this increase. This letter is your
NOTICE OF DEFICIENCY, as required by law.

If you disagree:

You have the right to challenge this
determination in U.5. Tax Court. If you choose
10 do 50, you must fle your petition with the
Tax Court by April 4, 2022, This date can't be
extended. See below for details about
how and where to file a petition.

If you agree:

You can pay now of feceive a bill. See the
section below titled “If you agree with
the proposed changes, you can pay now
or raceive a bill.”

inreass n 1o (Gefciency,___ )
Substantal tax understatement penalty $18,347

1f you want to resolve this matter with the IRS

You may be able 10 resolve this matter without going to the U.S. Tax Court if you
contact us directly, See the “You may be able to resoive your dispute with the
IRS" section below.

If you want assistance
You may be able to receive assistance from a Low-Income Taxpayer Clinic or from the
Taxpayer Advocate Senvice. See the “Additional information” section below.

You have the right to petition the
Tax Court

ou have the right 10 challenge our deficiency determination, including penalties, before
making any payment by filing a petition with the U.S. Tax Court. You must file your
petition within 90 days (or 150 days i the nofice is addressed 10 a person outside of
the United States) from the date of this letter, which is April 4, 2022. The Tax Court
can't consider your case If you file the petition late. If you decide to file a petition, send
it to:

United States Tax Court
400 Second Sweet, NW
Washington, DC 20217
Phone: (202) 521-0700

Continued on badk...

IRS

CPATIS9A
.-

January 3, 3032
Social security number

Page 5 of 10
Changes to your 2019 tax return
Shown coreluin As corecied by IRS Difference
'§294,151 mm
78,1 164,104
,4.:
)

Explanation of changes to your
2019 Form 1040

This section tells you specilically what income information the IRS received about you
from others (including your employers, banks, martgage holders, etc.). This
information doesn‘t match the infarmation you reported on your tax return.

WUse the table to compare the data the IRS received from athers to the infarmation you

reported on your tax return to understand where the difference(s) occurred. To assist

‘you in reviewing your income amounts, the table may include both reported and
unreported amounts,

Payment Card/Third Party

fiLic LT . L -

. pesuninformatin, Shawnonretum  Repariedbycehars  Difference
50 5247,564 §247,564

Farm 10934

Detailed Information

‘This notice reflects an adjustment to your gross income based on taxable proceeds from
sales, exchanges, or other dispositions of virtual currency reported to us on information
returns filed by third parties. For more IMormallm vly:

Tittps s g i y urrencies.

Payment card and third-party network transactions

You recelved Form 1099-K, Payment Card and Third Party Metwark Transactions,
Ibecause you accepted merchant eards for payments, of beeause you received payments
throwgh a third-party nerwark, The amount included on this notice for Form 1099-K
teflects the gross reportable transaction amount and not the taxable amount of
meschant card and third-party network payments, The taxable amount from Form
1099-K should be reported on your Form 1040 Schedule C, Schedule € or Schedule F.

Misidentified income

i any of the income shawn on this notice fsn't yours, send us the name, address, and
tawpayer dentification number of the person who received the income. To prevent
future incorrect reporting to the IRS, natify the payer to adjust their records to show the
comect name and taxpayer identification number,

Continued on back...
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Automated Underreporter Program (AUR) - Tax Court Petition

Why file a Tax Petition?
Time

Preserving Appeals Rights

Typically, IRS will allow us to engage with Appeals to settle prior to trial

To File or Not to File
Legal grounds

Proposed assessment

LEA GLOBAL 14/06/2023
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Notice CP2005 -

What Success Looks Like

LEA GLOBAL

Department of the Treasury
Imternal Revanue Service

PO BOK 621505
IRS aruanra a 303621505

"~ Your 2018 form 1040 inquiry is dﬂs-d-?d__m

Amount due: $0.00

Thank you for your response to the notice we sent
1 you gout your 2018 (Farm 1040) takes, We're
pleasad o tell you that the infarmation you
provided resolved the tax isswe in question and
that our inquiry is now closed.

What you need to do

» |fyou recelve other notices regarding this matter, please disregard them,
» |f the IRS sends you any natice of tax you owe not related to this matter, please
raad it carefully, and take the necessary steps o resclve the ksue,

This wasn't an audit. Your retum may be examined in the fiture. Flease keep this
notice and your documentation in a sacure place with your other important
documents,

Next steps

» Ifyou sent us a payment based on the proposed changes, you'll receive a refund
check within 4-5 weeks a3 long as you don't owe ather 12 or debits we're reguired
1o collect.

o |iyou filed a patition with the U.5, Tax Court, the Office of Chief Counsel will
contact you regarding the final closing of your case.

Additional information

® Visit wanw.irs.poncp2 003,

* For tax forms, instructions, and publications, visit wanw.irs.gov or czll 1-B00-TAX-
FORM {1-800-829-3678),

* Keep this netice for your records,

If you need assistance, please don't hesitate o contact us.
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Intro to State Audits

Types of State Tax Audits
Corporate Income/Franchise Tax
Sales and Use Tax
Payroll/Withholding Tax
Property Tax

Local Tax Audits
Business/Occupation License Tax
Property Taxes

Local Sales and Use Tax

LEA GLOBAL

14/06/2023
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Intro to State Audits

General Audit Flow

LEA GLOBAL

Information request from state (IDR)
Gather and provide requested documents
Auditor provides initial workpapers/amount due

Opportunity to informally dispute findings or provide
documentation

Notice of Proposed Assessment/Appeal
Negotiate settlement if applicable

Final Assessment/Appeal

14/06/2023
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Beginning of Audit

Determine degree to which audit will be adversarial versus
collaborative

Collaborative approach usually better for obtaining
information about auditor’s positions and motivations

Easier to establish facts relied upon by taxpayer

Harder to change facts or issues as audit progresses up the
chain of formality

LEA GLOBAL 14/06/2023
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General Principles

LEA GLOBAL

Two general strategies: adversarial versus collaborative
Get to know your auditor/DOR — Is this a “friendly” audit
Communications with auditor are valuable

Increased insight into auditor’s goals and values

The further along you go, flexibility and communication decrease;
Try to resolve issues early

Know the Appeals Procedures, Each State is different
What are your deadlines and where do you file?
Who can you negotiate with?

If litigation is an expected outcome, seek legal counsel earlier rather
than later to set up issues for appeal

14/06/2023
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Dealing with Waivers/Extensions of Statute of Limitations

Be aware of statute of limitations on audits and special
extenders in case of federal audit changes or refund claims

My general recommendation is to sign waivers the first time;
otherwise state may resort to jeopardy assessment

Can use potential refusal as club to curb aggressive auditor

LEA GLOBAL 14/06/2023
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Appealing Audit Findings & State Notices of Assessment

LEA GLOBAL

Immediately assign responsibility for response

Determine response date and calendar with multiple redundancy
Determine minimum requirements for protest or appeal
Determine if special form must be used

Determine protest address; may be different than audit
correspondence

Determine exhibits/establishment of factual record including use
of sworn affidavits

14/06/2023
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Appealing Audit Findings

Intermediate Option Before Assessment Becomes Final
Conference or Reconsideration

Authority to Settle? Last chance before a decision is made.

Formal Administrative Appeal
Is this a taxpayer friendly option?
Representative Requirements? Do we need Outside Counsel

Trier of Fact Law or Both?

Trial Courts/ Litigation

LEA GLOBAL 14/06/2023
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Example 1: New York Sales Tax IDR

LEA GLOBAL

Q&'n Department of April 6, 2022
STATE
Taxation and Finance At sase i0: I
Transaction Field Audit Bureau - Metro-NYC Regional Office Tax type: Sales & Use
15 MelroTech Center, Audit Division/Unit, Floor 4, Brooklyn, NY 11201-3825 Il; :ﬂkln: 28829
U WC

Taxpayor 10 S

We selected your New York State sales and use tax records for an audit.

This letter is to inform you that we will examine your records. Review the attached Information Document
Request (IDR).

What to expect

A Tax Department auditor, F will review your books and records to confirm you complied with
all applicable tax laws. The auddor can answer any questions you may have about the audit process at any
time.

To learn more, see the enclosed Publication 130-F, The New York State Tax Audit—Your Rights and
Responsibilities, and Publication 900, /mportant Information for Business Owners.

What books and records you must provide

‘You must provide all documentation in auditable form and electronic form (if available) to support the retums
as filed. The enclosed IDR describes the books and records that you must provide.

If your records are voluminous, discuss the IDR with the auditor. You can also discuss audit techniques, as
described in Publication 130-F, at that time.

As the audit progresses, the auditor may ask you to provide records and information in addition to the items
on the IDR. We may schedule a field visit to review the information requested.

Other taxes
During the audit, we may learn of issues regarding other kinds of taxes. If so, we may expand the scope of the

audit and conduct a multi-tax audit or a separate tax audit and you must provide the auditors with records
pertaining to these other taxes.

AU-1631.2 Continued on page 2 www.tax.ny.gov

New York State Department of Taxation and Finance
www tax.ny.gov

Transaction Field Audit Bureau
Meatio-NYC Regional Office IDR
15 MatroTech Center, Audtt Division/Unit, Flocr 4, Brooklya, NY 11201.3826 #01
Phone: (347) 380-7316 Fax. (518) 435-8587
Information Document Request

Taxpayer name: | Audit years: I |
Identification number: [N Case 10: NN
Auditor: | Atticle(s): 28 & 29
Requestedof: Date d: April 6, 2022

Date(s) Provided column completed by:

Your response is due by: 05/06/2022

Name

Description of dc and infc ion 1 d.

Datef(s)
Provided

1. Sales tax retumns, . and led checks showing taxes paid

()

. Federal income tax returns (Forms 1120, 1065, or 1040)

New York State corporation tax returns

. General Ie&g;r

. Year-end trial balance

o o & w

. Year-end financial statements

7. General journal and closing entries

8. Sales invoices

19, All exemption documents supporting non-taxable sales, including:

* resale, exempt use, exempt organization, and capital improvement certificates
« any other documentation necessary to prove non-taxable sales

10.Chart of accounts

11.Fixed asset purchase/sales invoices

12. Expense purchase invoices

13. Merchandi b

p

'14. Bank statements, canceled checks, and deposit slips for all accounts

Toxpayers are required to make all books and records available to the auditor, and they mus! remain svailable until the
audit is complete, unless the auditor indicates that the records are no longer needed, An entry in the nght column does

not necessarily indicate that this portion of the request has been fully satisfied
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Example 3: Cobb County Property Tax; Text Messages
to Accountant

Text 1 .'Need Sales doc for FP Exemption ASAP. Send to -ﬂcobbcounty.or‘g

Text 2 D : . L. . *
X I'm just letting you know. If we don't receive it, Freeport will be denied.

Text3 | 3¢t notice before denial.

LEA GLOBAL
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oA 1o

o A

James Pickett Chris Stephens Brittany Francis Luke Smith
678.302.1468 770.635.5061 678.302.1486 470.326.2245
James.Pickett@btcpa.net Chris.Stephens@btcpa.net Brittany.Francis@btcpa.net Luke.Smith@btcpa.net

IRS Tax Controversy Admin Support SALT Tax Controversy
James Pickett, CPA Sana Holmes Peter Stathopoulos, Esq.
Brittany Francis, EA Administrative Assistant Chris Stephens, Esq.

Janet Myers
Tax Specialist
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Thank You!

BENNETT
THRASHER

BT

@ www.btcpa.net

3300 Riverwood Pkwy #700, Atlanta, GA 30339






