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 An audit (or examination) is the process by which 
the IRS determines whether your client properly 
reported his income and took the correct 
deductions, exemption, and credits. 
 

 To do its job, Congress has given the IRS wide 
powers to inspect your papers and financial 
records, and to ask you and others about your 
financial affairs. 
 
IRC Section 7602 



 Permits the IRS, for any statutorily authorized 
purpose to: 
 
1. Examine any books, papers, records, or other 
 data and take testimony under oath, and 
 
2. Summon a taxpayer or any other person, 
 requiring him to appear, produce books and 
 records, and testimony under oath. 



 The courts have construed Section 7602 
very broadly …. 
 

 The limited constraints placed on the 
IRS are set forth in U.S. v. Powell.  
(see next slide) 



A court will enforce a summons if: 
 1. The examination is being conducted for a 

legitimate purpose. 
  
     2. The summons seeks information that  may be 

relevant to a determination of a civil tax liability. 
 

3. The IRS is not already in possession of  
 the material. 



 
The IRS has NO AUTHORITY 

to compel production of 
documents or testimony other 
than specifically granted by 

statute. 



 No attorney, CPA, or EA shall neglect or refuse to 
promptly summit records or information in any 
matter before the IRS, upon proper and lawful 

request by a duly authorized officer or employee 
of the IRS. 

Unless he believes in good faith and on reasonable 
grounds that such information is privileged or that the 

request therefore is of doubtful legality. 



1. To limit the scope of the 
examination. 

2. To keep a record of what the agent 
has seen. 
(i.e. what the agent knows and does not know) 

3. To move the agent through the 
examination as quickly as possible. 



1. Assemble files and records of the client in good 
order. Also, review records and anticipate likely 
questions that may arise. 

2. Remove and separate opinion letters from files. 
3. Advise the client and others who may deal with the 

agent to give the agent what is requested without 
any explanation unless one is requested. 

4. Have a preliminary meeting with the agent to 
present the power of attorney form when it is 
required. 



5. Ask the agent to make written requests for records. 
6. Ask the agent to hold questions for the practitioner, 

preferably at the end of the examination. 
7. In small or less complicated examinations, be 

available to answer questions as they arise 
8. Ask the agent to provide a written list of the 

proposed adjustments. 
 



Know the following … (4 of 7 items) 
1. The issue that will be subject of the discussions 

(Wait until the agent has determined the proposed adjustments) 

2. The facts behind the issues 
(Including both favorable to service & taxpayer) 

3. An updated examination of the law on a particular 
issue. (Research of Service pronouncements in rev rulings, 
acquiescence, and the like will be very important in resolving the issue) 

4. A list of points for and against the taxpayer’s 
position. (A fact and law investigation should be used to prepare 
this list) 



Know the following … cont … 
 5. Tax computations that show the additional tax that will be 
payable if an adjustment is agreed to or the effect of a 
concession on subsequent years’ returns. 

6. An evaluation of the chances of success at an Appeals 
office conference or in court, taking in to account the 
costs of litigation 

7. The potentially adverse effect of discussions with the 
revenue agent or negotiations with the Appeals officer 



A taxpayer has the following alternatives : 

1. Accept the findings in the report and sign a waiver of 
the restrictions on assessment (Form 870) 

2. Request a conference in the regional Appeals Office 
within thirty days of the letter and file a protest within 
that time if the total amount of the proposed additional 
tax exceeds $2500 for any taxable period 

3. Ignore the thirty-day letter, in which case the taxpayer 
will be sent a statutory notice of deficiency  
(ninety-day letter) 



 If the IRS selects return for examination 
& the same issue was examined in either 
of the two preceding years, the taxpayer 
may suggest that the examination be 
discontinued under the IRS policy 
against repetitive examinations (Based on 
IRC Section 7605(b)). 

 This relief is available if the prior 
examinations produced no change or 
small tax change (IRM Section 4241). 



 The purpose of IRM 4241 is to ease 
the administrative burden on the 
service and the taxpayers, and to 
save both parties from having to 
invest the time to revisit an issue 
that was examined in either of the 
two preceding years with little or no 
tax change. 



 

If you don’t agree with the 
examiner’s findings, you 

have the right to APPEAL 
them.  



 Appeals Office conferences are 
informal. No stenographer is present to 
record discussions of the facts and the 

law relating to the issue involved. 
Testimony under oath is not taken. 
Matters alleged, as facts must be 

submitted in the form of an affidavit or 
declared to be true under penalties of 

perjury. 



1. Appealing, in majority of cases, 
results in some savings. 

2. Appealing delays your audit tax bill 
for months, buying time to raise the 
cash, etc… 



1. The Appeals officer can raise new 
issues the auditor missed; 
i.e. transferee liability 



 After the audit is complete, the IRS sends you 
an examination report with proposed 
adjustments. If you do not sign and return the 
report within a few weeks, the IRS usually 
sends a 30 day letter explaining how to protest 
the report. 
 
PROTEST is the official term for appealing an 
IRS determination. You must protest within 30 
days of the date of the notice. 
 



 You may submit a Small Case 
Request if the entire amount of 
additional tax and penalty proposed 
for each tax period is $25,000 or less. 
For an offer in compromise, the 
entire amount for each tax period 
includes total unpaid tax, penalty 
and interest due. 



 IRS Regional Appeals Office is 
completely separate & independent from 
the local district office. 

 Appeals Officers are usually senior IRS 
employees with accounting or legal 
backgrounds. 

 Only job is to settle cases and often uses 
the hazards of litigation. 



 Appeals, unlike exam, can consider 
hazards of litigation in resolving the tax 
dispute. 

 Hazards of litigation are the uncertainties 
of the outcome of the case at trial. 



 Doubt as to legal conclusions, which will 
be reached by the court. 

 Credibility of prospective witnesses. 
 Probative value of the evidence expected 

to be presented. 



 Cases for refusals to comply with the tax 
laws based on moral grounds, political, 
constitutional, religious and similar 
grounds. (Tax Protestors) 



 

If not 100% successful … 
HERE COMES THE 

COLLECTION DIVISION OF 
THE IRS 



1. Due Process Hearings and 
Equivalent Hearings 

2. Installment Agreements 
3. Innocent Spouse Relief 
4. Collection Status 53 
5. Offer in Compromise 
6. Expiration of Statute of Limitation 



7. Trust Fund Tax Recovery Penalty 
8. Individual Income Tax Liabilities 

that the taxpayer cannot pay 
(Bankruptcy) 



 A taxpayer is entitle to one CDP hearing with 
respect to the tax and tax period covered by the 
pre-or post-levy CDP notice provided the 
taxpayer. The taxpayer is only entitled to one- 
levy, one- hearing rule. 
 
Taxpayer must request such a hearing within 
the 30 day period commencing on the day after 
the date of the CDP notice. The request must be 
made in writing and must be sent to the IRS 
office that issued the CDP notice at the address 
indicated on the CDP notice. 



 If the taxpayer fails to request the CDP 
hearing within the 30-day period then he 
will lose his right to a CDP hearing under 
Section 6330 with respect to the tax and 
tax periods shown on the CDP notice. 
The Service will be free to pursue 
collection action at the conclusion of the 
30 day period following the date of the 
CDP notice. 



 Suspension of statute of limitations, The period of 
limitation will be extended if the taxpayer timely 
request a CDP hearing concerning a pre-or post-
levy CDP notice. The extended period of limitation 
starts on the date the Service receives the 
taxpayer’s written request for a CDP hearing and 
continues until the Service receives a written 
withdrawal by the taxpayer of the request for a 
CDP hearing or the determination resulting from 
the CDP hearing becomes final by the expiration of 
the time for seeking its review or reconsideration. 



 A taxpayer who fails to make a timely request 
for a CDP hearing still has the option of an 
“equivalent hearing” which is an 
administrative hearing with appeals. The 
equivalent hearing will be held by appeals and 
will follow appeals procedures for a CDP 
hearing. Appeals will not issue a Notice of 
determination. Under such circumstances, 
Appeals will issue a Decision letter. 
 
 



 In an equivalent hearing the basic rules are: 
 
1. Appeals will consider the same issues as in a CDP hearing on the same 
matter. 
 

 2. The period of limitation under 6502,6531 and 6532 are not suspended during 
an equivalent hearing. 
 
3. Collection action is not required to be suspended. 
 
4. Decision Letter will generally contain the same information as a Notice of 
Determination. 
 
5. An equivalent hearing Notice Letter will not obtain court review of a 
decision made by appeals. 
 
Notes: 
The Form you use for both the CDP and the equivalent hearing is Form 12153. 
Face-to-Face Hearings 

 
 



 You may appeal a Notice of Federal Tax Lien, levy, seizure or 
termination of an installment agreement but you must follow the 
following procedures. 
 
1. If you disagree with the decision of the Revenue Officer, and wish 
to appeal, you must first request a conference with a Collection 
Manager. 
 
2. If you do not resolve your disagreement with the Collection 
Manager, you may request Appeals consideration by completing Form 
9423, Collection Appeals Request. 
 
3. On Form 9423, list the Collection actions you disagree with and 
explain why you disagree. You must also explain your solution to 
resolve your tax problem. The collection office must receive your 
request for an appeal within 2 days of your conference with the 
Collection Manager or the IRS will resume collection action. 
 



 While you are appealing your case the IRS will normally stop collection 
actions until your appeal is settled or they believe that collection of the 
amount owed is at risk. Also, the decision is final and binding on both parties. 
 
Notes: 
A collection Appeals Program appeal offers a quick review of a specific 
collection action. No court review available. 
 
For rejected Installment Agreement the taxpayer has 30 days to appeal. 
 
Third party claims to property and alter ego and nominee liens may also be 
appealed under Collection Appeals Program. 
 
The statutory authority for the Collection Appeals Program is Section 7123(a). 
 
Advantage of CAP is the broader range of collection actions subject to review 
than in CDP hearings and also, the fact that persons other than the taxpayers 
may request an appeal. (ex. Nominee liens). 

 



 The Taxpayer Bill of Rights 2 replaced the 
Taxpayer Ombudsman with a position called the 
Taxpayer Advocate. The Taxpayer Advocate will 
have broader authority to affirmatively take any 
actions as permitted by law to assits taxpayers 
who would otherwise suffer a significant 
hardship as a result of the manner in which the 
Service is administering the tax laws. The 
advocate group is independent from the IRS 
examination, collection, and appeals functions. 



 The function of the Office of Taxpayer Advocate are: 
 
1. To assist taxpayers in resolving problems with the Service; 
 
2. To identify areas in which taxpayers have problems in dealing with 
the Service; 
 
3. To propose changes (to the extent possible) in the administrative 
practices of the Service that will mitigate those problems; and 
 
4. To identify potential legislative changes that may mitigate those 
problems. 
 
Notes: 
The Form 911 is use to request Taxpayer Advocate Service Assistance 
and Application for Taxpayer Assistance Order. 



 Rules which make income tax assessments dischargeable. 
 
1. The tax must be for a year which pre-dates the 
bankruptcy petition by a least three years. 
2. The tax must be officially assessed by the IRS for at least 
240 days. The date of the assessment is recorded by the 
IRS in a computer file maintained for each taxpayer. 

 3. The tax must not be capable of being assessed after the 
petition in bankruptcy has been filed. 

 4. If the return was filed late, the filing must predate the 
filing of the bankruptcy petition by at least two years. 
5. The tax must not be the result of a fraudulent return or a 
willful attempt in any manner on the citizen’s part to 
evade or defeat the tax. 



 Notes: 
 
1. If the IRS filed a pre-petition lien against 
you the IRS has a secured claim as to the 
equity available as of the date of the lien. 
 
2. look- back period- 3 years, including federal 
extension. 
   1. Rules which make income tax assessments 
dischargeable; 
   2. Look-back period. 



 1. tax lien is a security device, which 
protects the government’s position as 
a creditor. The federal tax lien is one of 
the significant powers of the Service. It 
protects the creditor status of the 
Service in the context of other 
competing interests. 
 
Lien has a 10 year life unless Action to 
reduce the lien to judgment is taken. 



 2. The Revenue Officer must document the 
case history to reflect that on the initial contact 
the taxpayer was asked: 

  a. If the taxpayer received Publication 1, and 
  b. If he or she had any questions. 
 Determine whether the taxpayer received 

Publication 1, your rights as a taxpayer. 
 Explain the collection process to the taxpayer 

and the taxpayer’s right under the process. 
(IRM 5.1.10.3.2 Effective Initial Contact). 



CatLion 







































Significant changes to offer in 
compromise program 

In May of 2012, the IRS published new 
guidelines for its offer in compromise 
program, and thereby significantly 
more taxpayers will qualify for OIC 
relief under these new procedures. 



HIGHLIGHTS: 
• Twelve months, not forty eight months, is 

the multiplier for future value of income 
for cash offers paid in five months or less. 

• Twenty four months, not sixty months, is 
the multiplier for future value of income 
for deferred offers. A deferred offer is any 
offer that is not paid in five months or less. 



HIGHLIGHTS: 
• IRS no longer forces the taxpayer to offer 

every dollar he or she has. IRS allows 
$1,000.00 plus allowable monthly living 
expenses to be subtracted from the 
computation.  

• Taxpayers are allowed an additional 
$3,450.00 in equity in up to 2 cars per 
household, used for production of income, 
or health & welfare of family. 



HIGHLIGHTS: 
• Autos with greater than 75,000 miles or six 

years old are allowed an additional $200.00 
per month of operating expense. 

• Minimum payments allowed for post-
secondary student loans secured by federal 
government. (payment must actually being 
made). 

• Delinquent state taxes allowed, but not 
much. Complex formula. 



HIGHLIGHTS: 
• Miscellaneous: Minimum payments on credit 

cards are now allowed and also bank fees. 
• Dissipated assets no longer included in 

calculating a taxpayer’s reasonable collection 
potential. However, it will be included if it 
can be shown that the asset was disposed of 
within 6 months before or after the tax 
assessment in an attempt to avoid paying the 
taxes. 



Six year rule for repayment 
of tax liability 

• In cases where taxpayers cannot full 
pay and do not meet the criteria for 
a streamline agreement, they may 
still qualify for the six year rule. The 
timeframe for this rule was 
increased in 2012 from 5 years to six 
years. 



Six year rule for repayment 
of tax liability 

• The six year rule allows for payment 
of living expenses that exceed the 
Collection Financial Standards, and 
allow for expenses, as long as the tax 
liability, including penalty and 
interest, can be full paid in 6 years. 



Six year rule for repayment 
of tax liability 

• Taxpayers are required to provide 
financial information in these cases, 
but do not have to provide 
substantiation of reasonable 
expenses. 
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