
IRS Audit Preparation
Interacting with the
Revenue Agent



Chris Stephens
Senior Manager, Tax, Bennett Thrasher

Bio

LEA GLOBAL 2

Introduction

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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Agenda • Background – Exam Process

• SB/SE vs. LBI Exams

• “IDR” Process

• Proposed Adjustments –
Understanding the “NOPA”

• Examination Reports – 
Understanding the “RAR”

• Managerial Conferences

• Appeals

• State Considerations



IRS Publication 556



IRS Publication 1
The Right to Retain Representation



Power of Attorney
Required to Represent Taxpayer



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

• Issue Development

Resolution Phase

• Notice of Proposed Adjustment (“NOPA”)

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

• Managerial Conference

• Appeals



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

o Large Schedule(s) C or F

o Complex Schedule E

Large Business International (LBI) Division

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



Letter 2205L
Selected for Examination (LBI)





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 – LBI exams







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



Agreement of Facts IDR



Facts Summarized on Form 886



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

• Response timeframe

o Obtaining additional time

o IRS IDR enforcement process



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

•  The LBI 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



The SB/SE Lead Sheet



Proposed Adjustments
Factors to Consider

• LBI 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



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 “RAR” – Page 2



In an Agreed Case - 
the “Waiver”



Managerial Conference

Informal discussion with Revenue Agent’s first line manager

• IRS exam managers have the broad authority to resolve issues based upon the 
application of tax law to the facts. 

• Typically works best in cases involving substantiation issues 
o Questions involving inadequate records, recordkeeping, etc.

• IRS 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



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





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



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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