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Chris Stephens is a Senior Manager in Bennett Thrasher’s Tax
practice. Chris has extensive experience assisting clients with state
income and sales tax audit defense as well as protesting state tax
assessments. He also helps clients mitigate tax exposure through
multistate tax planning and state voluntary disclosure agreements.
Chris assists clients with state tax consulting for M&A due
diligence.

His industry experience includes construction, healthcare,
professional services and technology. Prior to Bennett Thrasher,
Chris provided state and local tax consulting services for two other
large national accounting firms. Chris is a licensed attorney with the
State Bars of Georgia and Maryland.
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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 fairness 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.

Interest and penalties suspended 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 Retumns.

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 returns to determine if income, expenses, and cred-
its are being reported accurately.

If your return 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 document matching program. See
Examination selection criteria, later. You should also know



IRS Publication 1
The Right to Retain Representation

Your Rights
as a Taxpayer

This publication explains your rights as a taxpayer and the processes for examination, appeal, collection, and refunds.

Also available in Spanish.

The Taxpayer Bill of Rights

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

Taxpayers have the right to receive prompt, courteous, and
professional assistance in their dealings with the IRS, to be
spoken to in a way they can easily understand, to receive clear
and easily understandable communications from the IRS, and
to 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 right to raise objections and provide
additional documentation in response to formal IRS actions or
proposed actions, to expect that the IRS will consider their
timely objections and documentation promptly and fairly, and
to receive a response if the IRS does not agree with their
position.

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

Taxpayers are entitled to a fair and impartial administrative
appeal of most IRS decisions, including many penalties, 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.

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 a particular tax
year or collect a tax debt. Taxpayers have the right to know
when the IRS has finished an audit.

7. The Right to Privacy

Taxpayers have the right to expect that any IRS inquiry,
examination, or enforcement 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 law. Taxpayers have the right to expect
appropriate action will be taken against employees, return
preparers, and others who wrongfully use or disclose taxpayer
return information.

9. The Right to Retain Representation
Taxpayers have the right to retain an authorized representative
of their choice 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

Taxpayers have the right to expect the tax system to consider
facts and circumstances that might affect their underlying
liabilities, ability to pay, or ability to provide information timely.
Taxpayers have the right to receive assistance from the
Taxpayer Advocate Service if they are experiencing financial
difficulty or if the IRS has not resolved their tax issues properly
and timely through its normal channels.

The IRS Mission

Provide America’s taxpayers top-quality service by helping them understand and meet
their tax responsibilities and enforce the law with integrity and fairness to all.

Publication 1 (Rev. 9-2017) Catalog Number 64731W Department of the Treasury Internal Revenue Service www.irs.gov




Power of Attorney

Required to Represent Taxpayer

OMB No. 1545-0150
Form 2848 Power of Attorney For IRS Use Only
(Rev. January 2018) and Declaration of Representative Received by:
Department of the Treasury
Internal Revenue Service » Go to www.irs.gov/Form2848 for instructions and the latest information. Name
Power of Attorney Telephone
Caution: A separate Form 2848 must be completed for each taxpayer. Form 2848 will not be honored Function
for any purpose other than representation before the IRS. Date /
1 Taxpayer information. Taxpayer must sign and date this form on page 2, line 7.
Taxpayer name and address Taxpayer identification number(s)
Daytime telephone number Plan number (if applicable)
hereby appoints the following representative(s) as attorney(s)-in-fact:
2 Representative(s) must sign and date this form on page 2, Part Il
Name and address CAF No.
PTIN
Telephone No.
Fax No.
Check if to be sent copies of notices and communications D Check if new: Address [] Telephone No. [] Fax No. []
Name and address CAF No.
PTIN
Telephone No.
Fax No.
Check if to be sent copies of notices and icati D Check if new: Address [ ] Telephone No. [] Fax No. [ ]
Name and address CAF No.
PTIN
Telephone No.
Fax No.
(Note: IRS sends notices and communications to only two representatives.) Check if new: Address [_] Telephone No. [] Fax No. [ ]
Name and address CAF No.
PTIN
Telephone No.
Fax No.
(Note: IRS sends notices and communications to only two representatives.) Check if new: Address [ ] Telephone No. [_] Fax No. []

to represent the taxpayer before the Internal Revenue Service and perform the following acts:

3 Acts authorized ({you are required to complete this line 3). With the exception of the acts described in line 5b, | authorize my representative(s) to receive and
inspect my confidential tax information and to perform acts that | can perform with respect to the tax matters described below. For example, my representative(s)
shall have the authority to sign any agreements, consents, or similar documents (see instructions for line 5a for authorizing a representative to sign a return).

Description of Matter {Income, Employment, Payroll, Excise, Estate, Gift, Whistieblower,
Practitioner Discipline, PLR, FOIA, Civil Penalty, Sec. 5000A Shared Responsibility

Payment, Sec. 4980H Shared Responsibility Payment, etc ) {see instructions) (1640,941. 720, stc./tapplicable}

Tax Form Number Year(s) or Period(s) (if applicable)

(see instructions)

4 Specific use not recorded on Centralized Authorization File (CAF). If the power of attomey is for a specific use not recorded on CAF,

check this box. See the instructions for Line 4. Specific Use Not Recorded on CAF .

5a  Additional acts authorized. In addition to the acts listed on line 3 above, | authorize my representative(s) to perform the following acts (see

instructions for line 5a for more information): [[] Access my IRS records via an Intermediate Service Provider;
[ Authorize disclosure to third parties; [ substitute or add representative(s); O Sign a return;

[[J other acts authorized:

For Privacy Act and Paperwork Reduction Act Notice, see the instructions. Cat. No. 11980J

Form 2848 (Rev.1-2018)



Examination Process
The “flow” of the exam

Planning Phase
* Risk Analysis - Issue Identification
* Timeline
o Milestones
o “MCD” (SB/SE) or “ECD” (LBI)
Execution Phase
* |Information Document Request (“IDR”) Issuance
e Issue Development

Resolution Phase

Notice of Proposed Adjustment (“NOPA”)

The Form 4549 — Revenue Agent’s Report (“RAR”)

e Managerial Conference

Appeals



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

Small Business/Self-Employed (SB/SE) Division
 Forms 1120, 1120S, 1065 with assets < $S10 million

e Large Form 1040 Returns
o Large Schedule(s) Cor F

o Complex Schedule E

Large Business International (LBI) Division

e Forms 1120, 1120S, 1065 with assets > S10 million



Letter 2205L
Selected for Examination (LBI)

Department of the Treasury :
Internal Revenue Service -

Large Business & International Taxpayer ID numbet: (last four digits only)

Person to contact:

Employee ID humber:

Contact telephone number;

Contact fax number:

Work paper number:

Deor IR

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

What you need to do

Call me on or before [l - You may contact me from 8:00 t04:30 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 to 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 represelit 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
Representative, 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 taxpayer

Publication 1,Your Rights as a Taxpayer, Publication 5125, Large Business & International Examination
Process, and Notice 609, Privacy Act Notice, provide detailed information of the examination 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 after 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 as long as there is activity in your case.

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

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

Letter 2205-L {Rev. 4-2017)
Catalog Number 60810W




Department of the Treasury Date:
Internal Revenue Service 00/24/2018 I
IRS Large Business & International Taxpayer 1D nurniler (last 4 digits)
; Tax form:
1120-5 .
Taox porias;
201812
Parson o contact:

Contact 'hahihum number:
conﬁ fax numir:

I'm confirming the following appointment we scheduled during cur telephone conversation on September 12th.

Appointment information

Location: Date:
¥ia Teleconference Ottober 2, 2018
JTime:
10:00 AM.
Purposc 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 expectations. Have the items listed en the enclosed Form 4564, Document

Request, available for our first appointment.

Someone ¢an represent you
You ean have someone represent you during any part of this examination, I you want representation, you and

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

Your rights as a taxpayer
Publication 1, Your Rights ay a Taxpayer, Publication 51 25, Large Business & Internationad Examination

Pracess, and Notice 609, Privacy Act Notice, provide defailed information of the examination process.

The Taipayer Bill of Rights, found in Publication 1, describes the ten fundamental rights taxpayets have when
dealing with the IRS. Publication 1 also discusses general rules and procedures we follow in examinations. Tt
explains what happens before, during, and after an examination, and provides additional sources of information.

You can get any of the forms, notices or pub]i.caﬁons mentioned above by visiting our website ai
www.irs.gov/forms-pubs, or by caliing 800-TAXFORM (800-829-3676).

Leffer 3263-L (Rev, 4-2017)
. Gatakog Number G4 140



Information Document Request (IDR) The Process

* Initial (“books and records”) vs. Issue Specific IDRs

*  Draft (LBI) or Informal Discussion (SB/SE)
o Influencing the Revenue Agent
* Key Factors

o Addressing the issue without an IDR
o Scope and depth

o Response timeframe

* The Agreement of Facts (AOF) IDR — LBl exams



Deperimerd of the Treasury — Inlemal Revenue Service Retuast Munber
rore 4564 : ;
{Rev. Septomber 2005) Information Document Request
0 (Name of Tax) r ang Company Division or Branch) Sublect
Financial informetion
SAIN Mumber utmitted To:
F6D
Dralas of Previous Requestk
Fioase miurm Part 2 with fslord doctments bo requaster idenfifiad bekow

Degcription of documnants requestad
Audit Years: 201612

Purpose of ihis IDR - LE&I Examinpations require certein mandafory financial and organizational
information to perform the andit.

a) Trial Balance - For the year prior to the Audit year and the Audit Year(s} by account.
b) Closing Joumal Entries and Adjusting Joumal Entries.
c) Bridge Workpapers (1'ax Retwm Mapping the trial balance accouni(s) which comprise sach tax return line).
d). Summary of the Schedule M Adjustments and the supporling documentation for each adjustment.
) Chart of Accounts and/or Account Descriptions,
f) Tax Credit Computations with Workpapers, supporting records and receipts of foreign taxes paid.
£) Detailed Deprecialion Schedule.
Iy Details supporting Gains and Losses not specified on Tax Returns.
1) Schedule of All Prior Years Carryover Adjustments.
i) Tax Organization Chart and Legal Organization Chart
k} Audited Financial Siatements, Annual Reports (o-Stockhalders, 8EC Reports (10-K).
It Corporate Minutes, Sharcholder Minutes, Board Minutes (for review at initial meeting).
m) Copics of National Oifice (Headquarters) Rulings or Other Correspondence,
n) Working Copy ot the following Tax Returns for all years in the curment cycle:
i) Forms 1120/ 11208 (original and amended)
ii) Demestic Entity Unconsolidated Returns
{ii) Partnership/S-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 Al Next Appointment Mailin [ ]
Hame and Tiile uf' Requastar Employee 1D number  Date imadiyny?

Intarnal Rovamse Agent

From: '
Office Location Telephone Number




& 4564 Deiparimen of tha Treasury — Imternal Revanue Sarvice Request Number
L -
(Rev. Septembor 2008) Information Document Request o
n: (Mame of Taxpayer arnd Company Division or Breneh) : Subject
! Ellmg Compliancs
SAIN Murmbear brmitted T
003

Patas of Previous Requasls

redum Parf 2 with fislad tdoaumanis fo raqiresier ideniifed befow

Description of documents requested
Audit Year: 201612

Purpose of this IDR - LB&T Examinations require certain mandatory Federal fax and informational
return filing compliance checks.

Provide a copy of the following tax rettwns in an electronic or hard copy format for review at the Opening
Conference.

Employment Tax - Forms 949 & 941

Employee Benefit Plans - Form 3300 series |

Excise Tax Returns - Forms 720 and 2290

Informational Tax Retums - Forms W-2 and 1099.

Any other nen-income Federal tax returns not listed above.

Cettain taxpayers file the above meniioned tax returns on a separate cntity basis, 4 combined entity basm ara
consolidated entity basjs, this IDR is a request to review all filings regardless of filing basis.

IT the sbove faderal tax relurns ave filed by a company other than N ©lc:sc provide
the Name and 3TN of the company who functions as the common paymaster,

Does _act ag a common paymaster for other related entities not included in the s-
corporation fax retien

I the requesied iax returns are filed under the name and EIN of an unrelaied third party, provide the Name and
EIN of the company who functions as the paymasier.

Information Duwe By 10/02/2018 At Next Appointment D Mail in |:| .
Nare and Title of Requester Employee ID number | Datle frvaiddyyyy)

E— — [ors

Inmal Ravends Agent

From:
Qffice Location Telephone Mumbaer

Form 4564 (Rov. 9-2008)

Catalpd Mumber 25145K WL HE. GOV Part 1 - Taxpayer's File Copy



Agreement of Facts (AOF) IDR
LBl Examinations

Importance of accurate facts summary in a tax case

* |ncorrect facts often lead to erroneous legal outcomes

Cases returned to exam team by Appeals in factual disputes
* |RS Appeals Division resolves legal questions not factual disputes

e Determining and correctly summarizing facts is an examination function



Agreement of Facts IDR

02/12/2018 8:51:37 AM -0800 IRS PAGE 21 OF 21

Department of the Treasury — Internal Revenue Service Request Number
Form 4564 o AOF--9
(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 dox ts to ter ified 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 I:l Mail in
Name and Title of Requester Employee |D number | Date (mmddyyyy)
L L 02107/2019

Internal Revenue Agent

From:
Office Location Telephone Number

Catalog Number 23145K WIWW.IrS.gov Part 1 - Taxpayer's File Copy Form 4564 (Rev. 9-2008)



Facts Summarized on Form 886

Form 886-A . Schedule number or exhibit
(Rev. January 1994) Explanation of ltems

Name of taxiaier

Form 1125-A, Cost of Goods Sold, Line 5 Other Costs
Year(s) Per Return Per Exam Adjustment

Tax Identification Number Year/Period ended

] 201912, 201612, 201712

201512 $ S $
201612 $ S $
201712 3 b S
Issue

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

Facts'

Taxpayer 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 (“PEQ”) 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 Comy tion Overview

Many PEOs. including the Taxpayer, utilize a loss-sensitive workers compensation policy whereby the
premiumes 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: Tn response to Form 4549, Information Document Request titled Agreement of Facts (“AQF™) #0053, the Power
of Attorney (“POA™) provided facts and clarifications regarding the Taxpayer operations with following headings: Business
Overview, Summary of [l Scope of Services for Clients, and Risk Management Services and Workers’
Compensation Coverage, some of which has been incorporated into this document

2 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



IDR Summary
Advocating for the Client

Influencing the Revenue Agent (RA)

* Addressing the issue without an IDR

o RA may be open to resolving issue w/o another IDR
* Scope and depth of the request

o Limiting the documents requested
e Response timeframe

o Obtaining additional time

o IRS IDR enforcement process



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

*  The LBl Form 5701/Form 886

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

*  The SB/SE Lead Sheet

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

 Factors to consider



IRS Form 5701 w/ Form 886

Fom 5701 Department of k1e Treesury - Inlemal Revenue Servics

(Rev. December 2006) Notice of Proposed Adjustment

Name of taxpayer Issue No.
Nare and title of person to whom delivered Date

Entity for this proposed adjustment

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 additional information that would elter or reverse this proposal, please
furnish this information as soon as possible.

Years Amount Account or return line SAIN NO Issue Code

Reasons for Proposed AdjUSIMENt (e eyeunsion ortte ausiment wi b e inen ihe 5pace D by, L Enike eqsnsios sHCok egin o FUrm) B66-A {Eqenaticn of tems,)

i Year/Period ended
201512, 201612, 201712

Tax |dentification Number

Name of taxiaier _

Form 1125-A, Cost of Goods Sold, Line 3 Other Costs

Year(s) Per Return Per Exam Ad justment
201512 h 5 $

201612 h $ $

201712 $ $ $

Issue

Whether funds deposited by the taxpayer with o [N c.ptive “insurance” company should be
treated as an insurance premium expense for the taxable years ended December 31, 2015, 2016 and 2017
respectively.

Facts!

Taxpayers / Representative's Action:
[ |agreed [ |Agreedin Par [ |Disagresd || Have additional information; wil subrmit by:

Taxpayers [ Representatve's Signature Date

If Disagreed in Part or in Full - Check here for consideration of Fast Track Settlement

Taxpayer | | Rs

Team Manager Date

Taxpayer Business Overview

and its Subsidiaries (*“l'axpayer”) filed
consolidated U.S. Federal income tax returns for the years at issue.> Taxpayer is as a Professional
Employer Organization (“"PEQO?) that provides payroll, insurance, human resources and administrative
services to its clients primarily located in the As a PEQ, the taxpayer can
leverage the large pool of client employees to provide workers compensation insurance coverage at
tavorable 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 PEQO. 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.

rkers 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
msurer 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.

L 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 L Scope of Services for Clients, and Risk Management Services and Workers’
Compensation Coverage. some of which has been incorporated into this document.

2 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.™

Part 1 - Taxpayer's File Copy Cat. Mo. 42770 W s gov Form 5701 (Rev. 12-2008)

Form 886-A (1-1994) Catalog Number20810W Page 1 publish.no.irs.gov  Department of the Treasury-Internal Revenue Service



The SB/SE Lead Sheet

Taxpayer Name:

TIN:
Tax Form: 1040 Date: 6-27-2018
Tax Years: 2014, 2015
Form 4797, Ordinary Loss ]
Lead Sheet
Determined UsinE Liorm 8582, “Passive Activity Loss Limitations”
Tax Period Per Return Per Exam Adjustment ‘ _Reference
2074 ' i g ]
2015 R _7
Conclusion: :

Revised Form 4787 flow-through losses were the result of limitations imposed under Code
Section 468. Re-calculated losses were determined using Form 8582 for each specific year.

After considering all Ferm 4797 adjusted items for each audit year, corected net Form 4797
amaunts per year remained “net’ losses. Consequently, each year's losses remain “Ordinary”
losses.

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

Facts: ' . |

The audit of Schedule E, partnerships and rentals in 2014 & 2015 resulted in recharacterization
of some reported losses from “non-passive” to "passive” in both years. Also, in both audit
years, only a minimal amount of disallowed expenses was proposed en 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 limitations
were re-calculafed to determine corrected deductibla line item amounts in aach year.

Form 8582, "Passive Activity Loss Limitations” was used for this purpose. It effectively
reallocated deductible loss amounts per line item.

RE: 2014

In 2014, only one reported Form 4797 passive loss itern from Wrequired
an adjustment. Based on passive foss limitations determined using Form associated
worksheets, the recalculated allowable Form 4797 1085 is now . The deducted loss per
return was |IEENENEGEGEN

Form 4787 Lead Sheet _ Work Paper # G4 -1.1



Proposed Adjustments
Factors to Consider

* LBl Response to NOPA

o Response timeframes are agreed to at beginning of exam
- typically, 15 to 30 days
o Written response is best
* SB/SE Response (consolidated process w/RAR issuance)
o Lead Sheet and Supporting W/Ps usually attached to “RAR”

o Response timeframe governed by cover letter w/ “RAR”

- usually 30 days (sometimes 15)



Response to NOPA

BT ) mikhshir

March 4, 2019

PRIVILEGED AND CONFIDENTIAL

Internal Revenue Service
LB&I:

Tax Period: December 31, 2015

eor I

On behalf of the above referenced taxpayer, we are responding to | I

faxed to our attention on February 12, 2019
that proposes the imposition of IRC § 6662(a) penalty for the year ended December
31, 2015 of $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 penalties.

Background

As previously presented, (GG -

Corporation that provides creative and flexible solutions to a variety of small
to mid-sized companies.’ In 2015, [l negotiated on behalf of itself and its
unrelated (third-party) clients to enter into a deductible reimbursement workers’
compensation policy (‘DRP") with | N | N (- 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
of 1% with respect to the policy of reinsurance issued by | The following is
a summary of the risk associated with the DRP that was shifted from [ NI and

its unrelated (third party) clients to IR [N

! For [urther details please see Seplember 11, 2018 response to Form 4564 and Information Document
Request AOF-5 (IDR-005).

BETTER TOGETHER
A Limited Liability Partnership of Cerfified Public Accountants & Consultants
nt 2 ) phone 3 A fax

www.btepanet



Examination Reports
Understanding the “RAR”

* The Form 4549 — Income Tax Examination Change

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

* Similar mathematically to an Amended Return

* The “Waiver”

o Waiving appeal rights to agree

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



Form 4549 “RAR”

Form 4549-4

Diepartnent of the Treasury-tntemal Revenus Sarvcs
income Tax Examination Changes

{Rew. Marth 2015) {Unagread and Excepted Agreed)

Mama and Address of Taxpayer

Taxpayer identificalion Numbar Return Formn Moz

1G40

Page.._-_i_,. g

[ Person with wiom Hame and Title:
axamination
ahEtgas wars
dincussed.

1. Adjustments to Inzoms P’:':T,zfnd Fetid:Ead Fatigd End
a. Dthor Calps o Lowses Fram Form 1757 25, R&=.00
b, Schedule 2: B.E. Prafezaninal dtatue & Paeaiva L 2,283 38400
G Yremized Doductions E7, s 00
d.
B
f.
o.
b
E
i
k
L
m.
n.
0.
[+
2. Total Adiuaiments 2, AR, 05T .00
3. Tawabls Incame Par Boturn or as Previoushy Adjusted 14,021,027.00
4. Comected Taxahte Income 16,346,084 ,00
Tax Mathod GOMECTULE T
Filing Status Joinke
5. Tax 3,235,142.00
5. Additlonal Taxos ! Alternative Minimum 53,530.00
7. Comrected Tax Liaklity L, 2RE, 742 .00
8. Lez= 8. Foreign Tax Crediz 1,275.00
Cradits b.
&
-od
9, Balance (Line 7 fess tolal of Lings 8a thru Sd) 3,287 48700
1. Plus 2. Additionai Medicare Tux 1,257.00
Okher | bl
Taxas | o
d.
11, Total Comected Tax Liabilty {f./ne & plus Lines 10a thru 10d) 3,288,724.04
12. Total Tax Shown on Retum or as Previously Adlustad 2,826,Bc8,00
13, Adiusiments o a.
b.
[+
14. Deficlency-Incraase in Tax or ({Overassessmient - Decrease in Tax)
(tine 11 tass Line 12 adivsfed by Lines 13 fhraugh T3c) 457 (856 .00
18. Adjustments to Prepayment Credits-Increase {Decroase)
16. Balance Due or (Overpayment) - (Line 14 adiusted by Line {5)
451,855,00

(Excluding frferas! and penaliies)




Form 4549 “RAR” — Page 2

Dapartment of the Traasury-intarnal Revenue Servica
Form 45498 income Tax Examination Changes 5 2
(Rev. March 2013) : {Unagreed and | d Agreed} P A G o
% Taupayer tderificetion Numbar Return Form to.;
Perlod End Perioct End Parlod End
17. Penalties! Coda Sectlons o 1m43Lfz0LE
# apcuracy-IRC 6562 50,371.20
b
1
5} |
=3
f
g
i
i
i
k.
.
m.
n.
18, Total Penaitias G0, 37120
Undarmpayment atiibutable to negltyence: (19511957}
A tax addiiion of 50 peroent of the inferest due on the
underpayment Wil accrus wntil § is paid or gssasted.
Unaerpayrment attibutable i fraud: {7981-1987}
A tax addition of 50 parcant of the interest dus on the
undespayrent will acerue wntl it s paid or sssessed.
Underpaymant atirlbatable to Tax Mobvated Transaciions (ThT).
Interast will accrua and be assesaad al 120% of undarpayment .00
rata in accordance with 1RO §621{u).
19, v of Taxes, Penaltes and
A Balance dug or (Owerpayment] Taxes - (Ling 16, Fags 1) 451, 556.00
b. Pengtties (Line 18] - computed tu 07 /3172018 B0, 37126
& Interest (fRC § 6601) - computed to GA/30/201H 54,508.3%
d. THT Intereat - computed o 03/30/2013 fon TAT wrderpeyment) 6.0
&, Amount due or refund - {#am of Lines a, b, © and d} 595, 735,58
Othar mformation;
Esusminer's Signature:
Mame - Tlate:
I AtTanta, GA 07/31/2018

The Intemal Revanue Service has agreements with state tax agencles Udar which information ataut fedaral tax, incuding Acreases or decreases, is
exchanged with the states, If this changa affects the amaunt of your state income e, you shauld amend yvour slate retrn by Ting the necessary

fonma,

‘Yol may ba subject to backup withholding If you underreport your Interset, dividend, o patronage dvlgdend income you earnad and do not pay the
maguired tax. The IRS may order backup withholding (eifftholding of 2 percentage of your divkiand ardéor interest peryenents) if tha tax remaine unpeid
aftar It has been assessed and four notices have been issusd o you over a 120-gay period.



In an Agreed Case -
the “Waiver”

Department of the Treasury—Internal Revenue Service Date received by
w " - - Internal Revenue Service
FF:’;T azg 1802) Waiver of Restrictions on Assessment and Collection of

Deficiency in Tax and Acceptance of Overassessment

Names and address of taxpayers (Number, street, city or town, State, ZIP code) Social security or employer
identification number

Increase (Decrease) in Tax and Penalties

Tax year ended Tax Penalties

(For instructions, see back of form)

Consent to Assessment and Collection

| consent to the immediate assessment and collection of any deficiencies (increase in tax and penaities) and accept any overassessment (decrease in
tax and penaities) shown above, plus any interest provided by law. | understand that by signing this waiver, | will not be able to contest these years in
the United States Tax Court, unless additional deficiencies are determined for these years.

YOUR Date

SIGNATURE
HERE

SPOUSE'S Date

SIGNATURE

_>.

TAXPAYER'S Date

REPRESENTATIVE|
HERE

CORPORATE
NAME

CORPORATE Title Date

OFFICER(S)

SIGN HERE Title Date

Catalog Number 16894U Form 87 0 (Rev. 3-1992)



Managerial Conference

Informal discussion with Revenue Agent’s first line manager

* |RS exam managers have the broad authority to resolve issues based upon the

application of tax law to the facts.

e Typically works best in cases involving substantiation issues

o Questions involving inadequate records, recordkeeping, etc.

* |RS managers tend to support the Revenue Agent in these meetings

o May be worth the effort as these are informal meetings that be arranged with a simple phone call
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Penalties Before

and After the
Managerial
Conference

Dopartment of the Traasury-intarmnal Revenue Service
Form 4549-A income Tax Examination Changes ‘ . .
(Prov. March 2013) : {Unagreed and Excepted Agreed) o et
Taxpayer ldertification Humbar Return Form No.:
Perlad End Period End Pearlod End
17. Penalties! Code Sectlons 1243172018
& Apcuracy-IRC 6562 50,371.20
b,
o,
d. .
e
1
g.
n.
i
i
k.
I
m
n
18. Total Penaltias. %0,371.20
ndemayment stributeble to neglgence: [T851-1967)
A tax addition of 50 peroent of the interest due on the
underpayment Wil accrus untll i is paid or essasted.
Underpayment attributable (o fraud: {7967- 1957}
A tax addition of 50 percant of the interest dus on Lhe
underpayment witl accrue wrti it Is paid or assassad.
Underpayment atirloetable to Tax Movated Transactions (TAT).
Interest will accria and be assessed al 120% of underpayment 0.00
rata in acoordace with TRC 862 1().
19, Summary of Taxes, Penalties and intorest!
A Balance dus or (Overpayment] Taxes - (Line 16, Paga 1) 451,856.00
b. Panzities (fine 18) - computed lo 0743172018 80, 37120
o Interest (\RC § 6601) - computed o GA/30/201 54¢,508.3%
d. THET intarest - computed 23/30/2018 fon TMT undempaymant) olLon
&, Amountdue or refund - (i of Lines &, b, © and d) 59§, 735.52
Other mformation: )
Examiner's Signature:
Mame Employee ID Difics: Diatey
I [ ] 87/31/2018

The Intemal Revanue Service has agreemesnts with state tax agencles Undar which informiation ahaut fedaral ta, including Roressos or decreases, is
sxchangad with fhe states. I this change affacts the amount of your sate incame tax, you shollld ameand your state return by Wing the necessary
g,

Youl mry be subject to backup withholding If you underreport yolar Tniersst, dividend, of petronags divldand income you sarmad and do not pay the
sangired tax. The IRS may orter hackup withholding {withfroflig of 2 percentage of your dikkisnd andior inferest payrrents) if e tax remains unpeid
aftar It has baen assessed and four netices have been issuad 10 you aver & 120-tay perlod.

Department of the Treasuny-Inermal Revenue Service
Form 4549 -A Income Tax Examination Changes 5 5
{Rev. March 2013) {Unagreed and Excepted Agreed) Page = _of
Mama of Taxpaver Tanpayer ldentiication Number Ratum Farm Ne.:
I — __ it
Period End Period End Period End
17. Pendies! Gode Sections 19431 Fama 1243172010
a
b
G
d
€
p
a
h,
L
i
k.
I
m,
n.
18. Total Penalties

Undemay 13 - (1987-1967)
A tax additfon of 50 percent of the inlerest due on e
urtdarpaymend Wil sccrus untif i Is paid or assessed.

Underpayment attribufable io fraud: (198 1-7987}
A towt addition of ¢ percent of the interest due on the
underpayment wil accra untl it js paid or azsessed.

Underpayment o Tax Moti (TMT),
Interest will arerua and ba assessed at 120% of underpayment o.0n 0.00
rale In ageordance with IRC 6621(c).

19. Summary of Taxes, Penallies and Interesi:

2. Balance due or (Qverpayient) Taxes - (Line 16, Pags 1) 152, 161.00 451, BS6.00
b. Pernalties Lite 78 - computed to 03/21/2018

o. Interest #RC § 6601) - computed to 04/20/201% 20, B65.E7 G4, 004,29
d. TMT Interest - computed to 04/20/201% {on TMT underpayment) 0.og 0.60
&, Amount dus o refund - (sum of Lines a, b, c and d) 198,236 BT 516,660, 29

Qther Information:

Examiner's Signature:
Mame Employee ID Offlee: Date:

I el I 03/21/2019

The lnternal Revenue Service has agreements with state tax agencles under which infornation about fede ral tax, including Increase s or dacraasas, is
exchanged wilh the states. I this change affects the amount of your slate Incoma tax, you should amend your state return by flling the necessary
fams.

You may be subject to backup withhelding if you underrepert your Inlerest, dividand, or pafronage dividend income yol earted and do not pay the
reguired tax, The IRS may order backup withhokding (Wifiraleing of & porcentaga of your aividend anddor inferest payments) If the tax remains unpaid
after it has been assessed and four nofices have been issued to you over a 120-day period.

Catalog Number 231107 WY, (5. 90V Form 4549-4 {Rev. 3-2013)



Examination Notices and Letters -
Examination Appeals

* If Unagreed

o Written Protest in accordance with IRS Publication 5

* Respond within 30-days of Final Report with Letter 950 (or similar letter)

o Letter 950 - commonly known as a “30-day letter”

* Fast Track Settlement — Field Examinations Only



Letter 950
“30-day” Letter

’ Department of the Treasury ' Date:

Internal Revenue Service mpm,

Large Business and International

orm;
ended:

Parson to contact:
camar.?.h'op!ona number:

Conlnnl fax number:

1

Employee 1D number:
pnnsa e daf

Dear

I have enclosed an examination report and two copies of an agreement form showing proposed changes to your
tax for the periods above. Review the report, and tell us whether you agree or disagree with the changes by the
response due date above. If you have an interest in any partnerships, S corporations, trusts, etc., this report
may not reflect examinations of those entities. Changes to those accounts could also affect your tax.

If you agree with the proposed changes in the report

1. Sign and date one copy of the agreement form and keep the other copy for your records. If you filed a joint
return, both spouses must sign for the case to be fully agreed,

2. Include paymént for the full amount you owe (if the report shows you owe additional tax) to limit penalty
and interest charges to your account. Make your check or money order payable to the United States
Treasury,

3. Return the signed and dated agreement form with your payment in the enclosed envelope by the response
due date.

If you agree, but can't pay the full amount you owe

Pay as much as you can, and sign, date, and return one copy of the agreement form, as explained above. We
explain payment options in the enclosed Publication 3498, The Examination Procéss. You can also find more
information regarding payment options by visiting Tax Topic 202 at www.irs.gov/taxtopics/tc202.htinl and
www.irs.gov/payments.

If you don't enclose full payment for the additional tax, interest, and penalties, we'll bill you for the unpaid
amounts, 1f you are a C Corporation, the law requires us to charge an interest rate 2% higher than the standard
rate on underpayments of $100,000 or more (Section 6621(c) of the Internal Revenue Code).

Letter 950 (Rev. 4-2017)
Calalog Number 403800

If you don't agree with the proposed changes in the report L3

You can contact the person above to request a meeting of telephone conference with me. If you sull don't agree
after the ing or telephone confe , you can request a conference with the Office of Appeals. If the total
proposed change to your tax and penalties is:

+ $25,000 or less for each referenced tax period, send us a letter requesting an Appeals conference, and
explain the changes you don't agree with and the reasons why you don't agree. Instead of sending a letter,
you can complete Form 12203, Request for Appeals Review (enclosed). A fillable version of this form is
available at www.irs.gov/forms-pubs.

« More than $25,000 for any referenced tax petiod, you must follow the instructions in the enclosed
Publication 3498 to submit a formal protest.

If you request an Appeals conference

An Appeals officer will contact you. Appeals conferences are held in an informal manner. Appeals is an
independent office and resolves most disputes informally and promptly. A conference with our Appeals office
may:

« Help you avoid court costs, such as Tax Court filing fees

= Resolve the matter sooner

« Limit or prevent interest and penalties from increasing on your account

If you provide new information or raise a new issue to Appeals, your case may be returned to Examination for
our determination on the new information.

For Appeals to have enough time ta consider your case, the statute of limitations generally must have at least
365 days remaining when Appeals receives it. If additional time is needed, we will request your consent to
extend the period the law provides to assess additionat tax. If you don't consent to extend the statute, we'll close
your case based on the proposed changes and send you a notice of deficiency (explained below). For estate tax
cases only, there must be at least 270 days remaining on the non-extendable statute of limitations when Appeals
receives the case.

If you don't reply by the response due date
We'll process your case based on the proposed changes and send you a notice of deficiency. The notice
normally gives you 90 days to either agree to the deficiency or file a petition with the United States Tax Court.

If you petition the Tax Court, your case will normally be sent to Appeals to iry to resolve the disagreement
before the court considers it. If you allow the 90-day period to expire without petitioning the Tax Court, we'll
bill you for any additional tax, penalties, and interest.

1f you have questions, you can contact the person listed at the top of this letter.

Sincerely,

Enclosures:

Examination Report

RAR, Supporting Schedules, Forms 5701 and 886a
Form 12203

Publication 3498

Envelope
Letter 950 (Rev. 4-2017)
Catalog Nurpher 403800




Internal Revenue Service

Small Business and Self-Employed
Earl Cabell Federal Bldg , 11th Fl

100 Commerce Street, Room 1103
Dallas TX 73242

FIRST M & FIRST M LAST
STREET ADDRESS
DALLAS TX 75360

Dear FIRST M LAST:

Thank vou for the information you provided about the amount vou own for the above tax form and 1ax

vear(s). Based upon our review of the information:

Department of the Treasury

Diate:
April 11, 213
Social Seourity Number:
EEESL LR e
Tax Form:
1040
Tax Year(s):
20102 201112
Person lo Conlact:
IRS Contact Mame
Contact Telephone Mumbsar:
MO O

Employee dentification Mumber:

eSS 4
Contaot Howrs:
Falam. - 4:00 p.m,

[ We did not revise our origingl proposed change(s) to your tax return(s) hecause

[z] We changed the amount of aur proposed tax increase. We have enclosed a revised examination report

showing our changes,

O

IF ¥ OU AGREE with our proposed changes in the examination report, please sign, date, and return the report

1o us within 15 days from the date of this letter in the enclosed envelope.

To avoid interest and penalty charges that the lzw requires us to collect, we recommend that you pay the full
amount now. Please make vour check payable to the United States Treasury for the fun amount owed shown ¢

the examination report,

If you cannot pav the full amount at this time, plaase sign, date, and return the report and contact us to discuss

pavInent arrangements.

IF ¥ OU DISAGREE with the proposed changes in the examination report, we recommend that you request a
conference with an appeals officer. Before requesting a conference, you must have provided the examiner all
requested information. The appeals officer, independent of this office, will take a fresh look at your case. To
request a conference with an appeals officer, please send us a list of the items vou disagree with and why you
disagree. We will transfer your case to the appeals office nearest you and they will contact you to schedule a

conference

Letter 692 (Rev. 10-20(
Catalag Mumber 40307 M

If we conducted the examination entirely by mail, however, we would appreciate vou first discussing out

findings with the contact person whose name is shown ar the rop of the leter,

IF YOU DO NOT RESPOND within 15 days from the date of this latter, we will issue a natice of deficizncy,
A notice of deficiency 15 a legal notice stating the proposed tax increase, If you decide to appeal after we 1ssue
the notice of deficiency, vou will need fo file a petition with the United States Tax Court. If vou decide to
bypass the appeals office and petition the United States Tax Court alter you receve the netice of dehciency, we
will narmally send vour case to an appeals officer o try 1o resolve the issua before the United States Tax Court

hears the case.

IF you have any questions, please contact the person whose name and telephone number are shown at the wp of

this letter

Thank you for your cooperation.

Sincerely yours,

IRS Contact Marme

Tax Compliance Officer
Enclosures:
] Examination Report
Envelope

Letter 632 (Rev, 10-200E)



Overview of Appeals Process

* Taxpayer’s Protest

* Rebuttal by Exam

*  Pre-Conference (Exam Presentation)
* Conference (Taxpayer’s Presentation)
* Potential Supplemental Protest
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Protest to the Office of Appeals

BT | mirashien

April 4, 2019

Internal Revenue Service
Service Center Penalty Appeals Coordinator
ATTN: Sandy I, Horton
201 W. Rivercenter Blvd.

Mail Stop 318G
Covingten, KY 41011

Re: Written Protest — Request to Appeal to Office of Appeals

Form 706-NA for ieriod ending _
sN:

Appeal of Penalty Abatement Denial - Letter 854C dated Mar. 27, 2019
Tax Period:

Form: 706-NA
Penalty: Failure to File

Dear Sir/Madam:

As the anthorized representative for this taxpayer, [ write to request an appeal to the
Office of Appeals for the Form 706 penalty abatement denial for the tax period ending
I > | ctier 854C dated Mar. 27, 2019 (see Enclosure 1).

STATEMENT OF FACTS, LEGAL ARGUMENTS and CONCLUSION:
The brief in support of this appeal is at Enclosure 2.
CONTACT NAME, ADDRESS and TELEPHONE NUMBERS:

James M. Pickett, CPA

Power-of- Attorney

3300 Riverwood Parkway, Suite 700
Atlanta, GA 30339

Phone (678) 302-1468
FAX: (770) 390-0394

BETTER TOGETHER
A Limited Liakility Partnership of Certified Public Accountants & Consultants
Riverwead 200 3300 Riverwoeod Parkway  Suile 700 Atlants, GA 30339 phone 770.386.2200 fax 770.290.0304
www bicpanet

BT

PENALTIES OF PERJURY DECLARATION:

The undersigoed, under penalties of perjury, declares that I prepared this written response
and that, although I do not know of my own knowledge that the facts contained herein are
true and correct, based on the information provided to me, Ibelieve them to be true, correct,
and complete.

Respectfully submitted,

James M. Pickett, CPA
Taxpayer Representative

Enclosures:

Enclosure 1 - IRS Letter 854C dated Mar. 27, 2019
Enclosure 2 — Brief in Support of Appeal (Facts, Legal Arguments, Conclusion)
Enclosure 3 - Copy of Original Abatement Request

Enclosure 3 — Form 2848, Power of Attorney



State Considerations

Some larger states somewhat mirror IRS procedure
New York and California

Most states much more informal, with fewer defined
procedures

More opportunities to influence the agents at times

States typically issue estimated workpapers, then
proposed assessment, then formal assessment

All have defined response timelines
*  Typically 30-60 days
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