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yCPAs play vital role in IRS 
examinations

By Manuel E. Pravia, CPA

You receive an envelope with the Internal 
Revenue Service’s return address. Inside is a 
letter that says, “Your federal return for the 
period(s) shown above has been selected for 
examination.”

It’s a moment that many dread, but few 
experience. For Fiscal Year 20111, the IRS 
selected about 1 percent of all individual 

all business returns are examined, entities 
with assets of more than $10 million 
(which fall under the jurisdiction of the 
IRS’s Large Business & International 
Division) have almost a 1 in 5 chance of 
being selected for examination.

Although each IRS audit is unique, 
there are some commonalities in managing 

advising of math errors on tax returns, or of 
mismatches with information (such as the 
1099 series), aren’t really “examinations.” 
However, they require the same timely 
response as a notice to provide information 
supporting a claimed deduction. Some 
practitioners have power of attorney 
(Form 2848) on file for key clients, so 

they also receive IRS 
correspondence and can 
proactively advise clients 
about how to proceed.

Responses should be 
organized and logical. 
The best outline to 
follow is the information 
document request 
(IDR). The response 
to each item should 
be specific, and should 
concisely provide only the 
requested information. 
Never provide original 
documents – only copies. 
The initial request usually 
pertains to supporting 
items on the tax return. So, 
as Joe Friday would say, 
“Just the facts, ma’am.”

When transmitting the 
requested documentation, 
include a cover letter as an 
index. This will show the 
examiner that all items on 
the notice were addressed. 
Sending the response with 
tracking (such as certified 
mail or return receipt) will 
prove the taxpayer’s timely 
response.

If all items are properly 
documented and the 

response is complete, the next IRS 
communication may indicate the exam 
is closed and no adjustment was made. 
However, if there are items that are not 
supported, or if the IRS’ interpretation of 
the law and regulations leads to a different 
result, the taxpayer will receive follow-
up written communication. As with the 
initial correspondence, responses should be 
written, complete and timely, and should 
address the specific issue.

returns for examination (whether field or 
correspondence). But the odds increase 
to almost 4 percent for returns reporting 
income of $200,000 and higher. For 
individual returns reporting income of 
more than $1 million, the examination 
coverage has more than doubled during the 
past four years: from 5.57 percent in 2008 
to 12.48 percent in 2011.

The statistics regarding business returns 
are similar. Although “only” 0.63 percent of 

the examination process, regardless of 
the taxpayer or the type of issue that may 
come up. Taxpayers often call on CPAs to 
help navigate this potentially treacherous 
process.

For correspondence exams, 
keep it simple

Many individuals’ only contact with 
the IRS will be through the mail. Notices  >>>
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Field exams involve other issues
In some instances, the IRS wants taxpayers to appear 

at the local IRS campus. In the case of larger businesses, 
they may want to visit the taxpayer’s location. Although 
the request/response process is similar to a correspondence 
exam, there are other things to consider.

An office exam will require taxpayers to take the 
requested information to the IRS location. Assemble 
and label the information for quick access. Avoid the 
temptation to take something along “just in case.” If it 
is not directly related to the IDR, don’t present it to the 
examiner. This includes planning memos, analysis of 
uncertain tax positions and other documents that may 
provide more than “just the facts, ma’am.”

The IRS usually reserves field exams for cases that 
may be more time consuming and have broader reach. 
Although taxpayers still must assemble the information 
before the agent’s visit, a field exam could be seen as giving 
the taxpayer “home field” advantage. On the contrary, it 
may be a greater inconvenience, and even a disadvantage. 

A visiting examiner will take up office space that may be 
at a premium. The examiner could overhear information 
that likely is irrelevant to the audit and may lead to 
additional inquiries. And the examiner may request 
information or ask questions, expecting a quick answer. 
This may leave the taxpayer little or no time to have an 
experienced practitioner analyze and filter the response. 

In either type of exam, it’s preferable that all contact 
take place with the CPA present. The CPA’s office can also 
be used as an alternative field location after the examiner’s 
initial meeting at the taxpayer site. The CPA  

In the know
Practitioners should be aware of items the IRS currently considers issues 
of importance.
• Foreign/international issues: areas where the risk of non-compliance 

is high. One of the mandatory IDRs for businesses relates to 
payments to non-resident aliens and foreign companies that may be 
subject to U.S. income-tax withholding at the source. Also, the IRS’ 
recent Offshore Voluntary Disclosure Initiatives have highlighted the 
importance of compliance with forms such as TDF90-22.1 (Foreign 
Bank Account Reporting) and new Form 8938 (Statement of 
Specified Foreign Financial Assets), among others.

• Unreported income: cash receipts that may be kept “off the books,” 
or side ventures that may be unreported (such as hobbyists selling 
their wares on EBay). New Form 1099-K attempts to address the 
latter by requiring payment-settlement entities to report merchant-
card payments. 

• Small-business expenses: perceived instances of abuse in which 
small businesses could serve as the owners’ personal pocketbook, 
paying for expenses that may not have the appropriate business-
purpose substantiation.

• Contractor versus employee classification: although the payment still 
would be deductible for income-tax purposes, there is the potential 
for unreported payroll taxes (and potential different treatment for 
payees). Practitioners should perform an analysis to determine how 
payors can fully comply – either proactively, through the current IRS 
amnesty program or, at the time of examination, through the safe 
harbor of IRC §530.>>> PAGE 15

http://www.ficpa.org
http://cpalliance.com/cpalliance/



