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Welcome – This Webinar Will Begin Momentarily

• 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.

• 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.

Housekeeping Items
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James Pickett

DIRECTOR

Brittany Francis

MANAGER

Your Presenters
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IRS Field Examinations - SBSE and LBI Divisions

IRS Correspondence and Automated Underreporter Examinations

State Revenue Dept. Examinations (Audits)
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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



IRS Publication 556
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IRS Publication 1 
The Right to Retain Representation
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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

Examination Process - The “Flow” of the Exam

LEA GLOBAL 9



SB/SE vs. LBI 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) C or F

➢ Complex Schedule E

Large Business International (LBI) Division

• Forms 1120, 1120S, 1065 with assets > $10 million
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Letter 2205L
Selected for Examination (LBI)
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Appointment Confirmation 
Letter
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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 – LBI exams
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Information Document Request (IDR) – The Process



Initial IDR – “books and records”
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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
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Agreement of Facts (AOF) IDR LBI Examinations
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Agreement of Facts IDR



Facts Summarized on Form 886
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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
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IDR Summary - Advocating for the Client



The LBI 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
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Proposed Adjustments – Understanding the LBI “NOPA” 
or SB/SE Lead Sheet



LEA GLOBAL 20

IRS Form 5701 w/Form 886



The SB/SE Lead Sheet
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LBI 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)
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Proposed Adjustments - Factors to Consider
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Response to NOPA
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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)



Response to NOPA
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Form 4549 “RAR” - Page 2
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In an Agreed Case - The “Waiver”
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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
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AUR Program



What is the AUR Program?

• Matches taxpayer income and deductions submitted on 
information returns by third parties 
• 1099s
• W-2s
• K-1s

• Computer matching AFTER original due date – not 
matched in real time

• A compliance program of the IRS 
• Similarities with a Correspondence Exam

• Program flags returns that report LESS income than 
reported by third parties
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AUR Program - 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.

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 hear from you 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



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.

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

Taxable Wages
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Proposed amount due: $28,870

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

Tax you owe $22,326

Payments $0

Substantial tax understatement penalty $4,465

Interest $2,079

Proposed amount due by January 20, 2021       $28,870

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

amount due.

Summary of proposed changes

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:

• Proposes a change to tax and/or payments and credits 

(such as federal income tax withheld, earned income 

credit, etc.) that you originally reported.

• Provides you with an opportunity to agree or disagree 

with the proposed changes.

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

interest), which you need to pay by January 20, 2021.
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Changes to your 2018 tax return

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 result in an increase to tax.

Your income and deductions Shown on return As corrected by IRS Difference

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.

Explanation of changes to your 

2018 Form 1040

Retirement Income Taxable
Received from Address Account Information Shown on return Reported by others Difference

$1,142 $46,141 $44,999

SSN
Form 1099-R
Distrib CD 81
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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.
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CP 2501 vs CP2000



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
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AUR Program –
CP 3219A



Explanation of Notice of Deficiency – “90-day letter”

Notice CP3219A Explanation 

Responses to Notice 3219A – RECON and Tax Court
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The Notice 3219A
Notice of Deficiency (AUR Cases)



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

inadequate, it will then issue Notice 3219A

• Also known as a Notice of Deficiency or a 90-Day Letter, Notice 3219A is the IRS’s 

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

tax change

• 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 AUR has a formal program to reconsider these cases
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Understanding the Notice CP3219A
(Notice of Deficiency)



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
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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
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Automated Underreporter Program (AUR) - Tax Court Petition
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Notice CP2005 -
What Success Looks Like



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
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Intro to State Audits



General Audit Flow

• 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
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Intro to State Audits



• 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
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Beginning of Audit



• 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
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General Principles



• 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
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Dealing with Waivers/Extensions of Statute of Limitations



• 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
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Appealing Audit Findings & State Notices of Assessment



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 
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Appealing Audit Findings
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Example 1: New York Sales Tax IDR
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Example 3: Cobb County Property Tax; Text Messages 
to Accountant

Text 1 

Text 2 

Text 3
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Thank You!

(770) 396-2200

www.btcpa.net

3300 Riverwood Pkwy #700, Atlanta, GA 30339




