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Executive Summary

Purp ose While the nation’s 1,700 largest corporations pay billions of dollars in
taxes, do they pay all they owe? To address this question, the Internal

Revenue Service (Irs) audits these corporations under its Coordinated
Examination Program (cepP). Of the sizable sums IRS auditors recommend
in additional taxes, how much is collected after appeals and litigation?
What factors reduce amounts collected? And what is the status of Irs’
ongoing changes to CEP to address those factors? This report, the third in
response to a request by the Chairman of the Permanent Subcommittee on
Investigations, Senate Committee on Governmental Affairs, focuses on
these questions.

Taxes paid by CEP corporations play an important role in funding

Backgr ound government programs. Excluding refunds, these corporations each year
pay income taxes of about $55 billion. Nevertheless, IRS’ revenue agents
annually recommend that they pay billions of dollars of additional
taxes—roughly two-thirds of the total recommended from all Irs audits.
Thus, it is easy to understand why IRS considers CEP to be its most
important audit program.

CEP consumes about 20 percent of IrS’ total audit resources. Yet the 1,700
audit staff years devoted to the program are modest compared to the
formidable task of auditing the 1,700 largest, most complex corporations.
Given this task, CEP audits may not start for several years after the return
is filed and take several more years to be completed.

Corporations may challenge the recommended tax assessments in IRS’
Office of Appeals and the courts. IRS estimates that CEP corporations
appeal 80 to 90 percent of the recommended taxes. IrRS' Appeals settles
almost 90 percent of those amounts, with the remainder going to court.
These recommended taxes are assessed only after the corporation agrees
to them, the corporation does not respond to the deficiency notices, or the
Tax Court rules on them. Because Ga0 found that these corporations
almost always pay what they are assessed after the appeals process, GAO in
this report considers assessed taxes to be equivalent to collected taxes.

CEP audits, unlike most other Irs audits, are conducted using a team
approach. A case manager, at the GS-14 level, may be responsible for
several CEP audits. An on-site GS-13 or GS-14 team coordinator supervises
one or two revenue agents assigned to the audit, The team coordinator
may call on engineers, economists, international specialists, and revenue
agents in other districts—all of whom report separately to their
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Results in Brief

supervisors. CEP audits are planned, staffed, and managed at 59 of Irs’ 63
district offices. Irs' National Office provides overall direction.

GAO's review included database analyses, surveys, and in-depth case
studies. GAO computer matched two Irs databases to calculate the
percentage of taxes recommended by CEP teams that was eventually
collected. One database provided data on taxes recommended from CEP
audits closed in fiscal years 1983 through 1991; the other showed taxes
collected from those audits, after any appeals or litigation, as of the end of
fiscal year 1992. Ao surveyed 308 ks and corporation officials involved in
all 108 ceP audits that closed agreed at audit or appeals levels and
recommended at least $30 million of additional taxes in fiscal years 1989
through 1991.

Using various criteria, Gao judgmentally selected 12 of the 108 audits for
case studies. The 12 audits accounted for $1.5 billion of the $8.5 billion of
recommended taxes in the 108 audits. For the 12 audits, GAO reviewed
documents and interviewed key Irs and corporation officials. Overall, GAC
interviewed 85 corporation and RS officials in b regions, 7 districts, and
the Irs National Office.

IRS’ mission is to collect the proper amount of taxes at the least cost to the
federal government and taxpayers. However, due to the complexity of the
tax law and the conflicting incentives that IrRS employees face in
administering the law, it is impossible to determine the proper amount of
tax that should be collected through CEP. GAO computed that, historically,
IRS has actually collected 22 percent of the additional taxes that RS
revenue agents have recommended in CEP audits. GAO does not know what
the proper amount should be, but believes that it is reasonable to assume
that collecting 22 cents per dollar leaves room for improvement either in
the audit recommendation process or in the appeals process, or both.

Another avenue for improvement lies with simplifying the tax code.
Reducing tax law complexity would improve the collection rate while
benefiting both Irs and taxpayers. Both would have more certainty about
what the proper amount of tax should be, which would reduce time spent
on audits and in appeals. The complexity and ambiguity of the tax code
causes legitimate differences in interpretation. This has resulted in IrS
repeatedly auditing some of the same issues and taxpayers repeatedly
disputing 1rs’ audit findings.
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Neither the appeals process nor litigation have proven effective in
resolving recurring issues. GAO found that 14 tax code sections accounted
for 45 percent of 12,000 disputed issues facing RS’ Appeals Office as of
September 1992 and for 57 percent of the $99 billion in disputed dollars for
those issues. GAC believes that 1rS should more aggressively seek
legislative changes to resolve recurring disputes.

The tax system also creates a tension in seeking a proper balance between
the tax administrator’s need for information and the taxpayer's burden in
providing information. Such information often involved much earlier tax
years—sometimes over 10 years prior to the audit. Recognizing the tension
issue, GAO noted instances in which CEpP audit teams’ legitimate needs for
taxpayer-provided information were not met. GA0 also noted instances in
which taxpayers were permitted to introduce information in the appeals
process that was not made available to the CEP audit teams. GAO believes
that IRS needs better tools for obtaining legitimately needed information to
ensure that audit recommendations for additional taxes are adequately
supported.

IRS revenue agents and appeals officers face conflicting
measures—measures which create incentives that contribute to the large
gap between taxes recommended and taxes collected after appeals.

IRS agents are charged with protecting the government’s revenue. They are
instructed to make their audit recommendations without deviating from
IS’ legal positions or considering the hazards of litigation. A key measure
of the work of the Examination function as a whole is the amount of
additional taxes recommended per audit hour.

Appeals officers, on the other hand, are charged with resolving tax
controversies without litigation to the extent possible while being fair and
impartial to both the government and the taxpayer. They are instructed to
consider the hazards of litigation and may concede the recommended
taxes in part or in whole on that basis even if their decision deviates from
an IRs legal position. In measuring the Appeals function as a whole, Irs
focuses on the number of cases settled without litigation.

GAO recognizes the merit of both objectives but believes that adding the
common measure of dollars collected to the existing measures for each
function would better balance the incentives in the overall system and
contribute to an improved collection rate while permitting each function
to continue pursuing its primary objective.
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GAQO’s Analysis

CEP’s Collection Rate
Was Low

GAO also noted opportunities for improvement through changes in the way
IRs allocates and brings CEP resources to bear, trains revenue agents to
enhance their knowledge of the industries they audit, and controls the
coordination between Appeals and other Irs functions. These
improvements would supplement the 10 changes to CEP that Irs approved
in 1990 and that Gao also views as being needed.

An important output measure is the amount of additional taxes collected
as a result of CEP. CEP corporaticns voluntarily pay about $55 billion in
income taxes annually. Because of limitations in Irs’ databases, Irs did not
know how much additional revenue was actually collected as a result of
CEP audits.

GAO worked with IRS’ data to compute the collection rate. GAO’s computer
match of taxes recommended in fiscal years 1983 through 1991 showed
only a 22 percent collection rate. Specifically, Irs collected $7.1 billion of
$32.4 billion in recommended taxes. Assuming a collection rate of 22
percent for fiscal year 1992, cep's $16 billion in recommended taxes would
eventually yield $3.5 billion. Because IRS’ data were incomplete, this
22-percent rate could be too high or too low. Accounting for other factors,
such as claims for net operating losses and refunds, would allow IRrs to
compute a more accurate collection rate. (See pp. 30 and 34-35.)

IrS has been developing a system and new measures to track CEP’s results.
While new measures are needed, Gao believes IRS’ efforts will be enhanced
if Irs also accurately measures the collection rate over time. (See pp.
33-34.)

Although CEP corporations voluntarily pay $55 billion in taxes each year,
no one knows whether this is the full amount owed. Appeals’ settlements
on disputed taxes cannot be used as a measure of the amount owed by cep
corporations or their ultimate compliance. Appeals can settle for a lower
amount of taxes if it believes litigation would be too risky or that the cep
team’s recommendations were not adequately supported—regardless of
whether a corporation complied with the tax laws. Determining
compliance is also confounded by ambiguities in the tax law. To fully
estimate the portion of taxes owed but not paid, Irs would have to audit all
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Examination Factors
Reducing the
Collection Rate

tax issues on a sample of CEP tax returns and be assured that it had
properly interpreted the tax law. 1&s does not do this largely because of
time and resource constraints. (See pp. 356-37.)

CEP Director Did Not
Control Field Resources

The CEP Executive Director did not have authority to control the budget
resources needed for effective CEP audits. Instead, this authority resided
with the 59 Irs district offices, where CEP competes with other programs
for resources,

GA0 found that this lack of central authority has allowed districts to
redirect resources from CEp, leaving CEP teams ill-equipped to
comprehensively audit enormous corporations that have become more
complex and diversified. Funds for travel, training, and private sector
experts were insufficient. (See pp. 45-50.)

Decentralization also limited the impact of the 10 changes IRS approved in
1990. The changes focused in better communication, training, and
supervision. Gao found that Igs had not consistently implemented the
changes in the 59 Districts participating in CEP. GAO believes these changes
have potential but that such potential will not be reached if
implementation continues to vary across districts. (See pp. 4345.)

A program as large and important as CgP is less likely to succeed without
central control over resources and staff allocation. Centralization,
however, need not encompass all aspects of CEP cases. IRS may choose to

leave authority for specific case decisions in the hands of District officials,
who tend to know more about the cases.

CEP Productivity
Measures Provided Little
Incentive

IRS mainly measured CEP's productivity by the amount of additional taxes
that audit teams recommended per hour. This measure encouraged CEP
teams to recommend as many taxes in the shortest time possible, even if
doing so meant bypassing audit steps or not waiting for missing data.
Relying on this measure has contributed to a low collection rate,
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inefficient uses of CEP resources, and unnecessary burdens on Appeals and
corporations.

Also, focusing on recomumended taxes as a measure provided little
incentive for CEP teams to meet with Appeals officials before the appeals
process to explain their audit findings or to meet afterwards to determine
why Appeals did not sustain their recommended taxes. Although not
required by Irs for all nine appealed cases that Ga0 reviewed, only four
teams met with Appeals beforehand, and none met with Appeals after the
case was settled. CEP team members said such meetings would take time
and reduce recommended tax amounts. (See pp. 50-53.)

IRS’ Methods to Obtain
Taxpayer Data Did Not
Always Work

CEP teams and corporations may disagree on the types and amount of
information needed for an audit. Some IRS requests for information may be
overly broad or vague. Other requests sought information from many years
earlier, which complicated efforts to satisfy the request. Recognizing these
pitfalls, CEP teams still need a certain amount of information to determine
whether all income is reported and all deductions and credits are
allowable.

GAO found that two methods CEP teams have to obtain needed taxpayer
information—information document requests and summonses—did not
work well. For example, 85 percent of CEP team coordinators responding
to GaO’s survey reported they did not receive requested information from
corporations in a timely manner; 30 percent said they had to close audits
without receiving all requested information. Without such information, cEp
teams could not fully support their recommended taxes, resulting in
Appeals ruling in favor of taxpayers’ positions.

Rather than providing cEP teams with needed data during the andit, about
half of the corporations GA0 surveyed said they introduced new data in
Appeals. For example, in two case studies where this occurred, Appeals
conceded disputed adjustments of about $30 million. CeP officials said they
would not have recommended some of the taxes had they received the
data during the audit.

GAO believes that Irs could use better tools to encourage corporations to
provide requested data in a timely manner. For example, corporations that
do not provide requested data to CEP teams without reasonable cause
could be prohibited from using the data at Appeals. (See pp. 53-57.)
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Revenue Agents Need to
Have Knowledge of the
Industries They Audit

Appeals Factors
Reducing the CEP
Collection Rate

IRs did not encourage CEP revenue agents to specialize in auditing certain
industries. Instead, Irs rotated them on about a 6-year schedule to different
corporations that often involved different industries and different
accounting standards and issues. GAO believes that rotating agents among
corporations is necessary to reduce potential conflicts of interest. But
rotating them to audit corporations in different industries hindered their
ability to fully develop audit issues that could be sustained in Appeals.

Over one-quarter of the corporate survey respondents said they were
dissatisfied with the audit team’s knowledge of their industry. Similarly, 15
of 23 CEP officials from the case studies said revenue agents often lacked
the necessary industry knowledge. Gao supports allowing revenue agents
to specialize in certain industries but recognizes that such a policy may
increase travel costs and would not be practical in every district. (See pp.
67-69.)

Mismatched Goals Set the
Stage for a Low Collection
Rate

Appeals’ mission is to settle tax disputes without litigation while being fair
and impartial to both the government and the taxpayer. CEP teams are
charged with protecting the government's revenue and instructed to make
their audit recommendations without considering the hazards of litigation.
Given complex tax laws, these mismatched goals laid the foundation for a
low collection rate.

Specifically, IrRS’ measure for CEP encouraged CEP teams to recommend
more taxes. Appeals focused on settling cases. This focus encouraged
appeals officers to negotiate settlements on a portion of the taxes that CEp
teams recommended to avoid the probability of losing all such taxes in

court. Settlements also avoided overloading the courts as well as incurring
the costs and time of litigation.

Adding a common measure for both functions, such as the collection rate,
would better balance these incentives. A common measure would enhance
communication so that CEP teams are less likely to recommend taxes that
Appeals will not sustain, while Appeals would be more likely to sustain
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supported tax recommendations. Applying this measure only to CEP audit
teams would undercut the incentive to communicate.

Also, because IRS has litigated few CEP cases, an imbalance seemed to exist
in resolving disputed issues. Knowing this, corporations could negotiate
settlements in Appeals from a stronger position. If IRS were to show more
willingness to litigate, its negotiation stance could improve. However, GA0O
recognizes that litigation imposes burdens and risks, and resource
constraints may preclude any significant increase in litigation.

Appeals’ settlements do not set a precedent for resolving tax disputes
beyond those disputes on which the settlement is reached. Without
legislative changes that will resolve the disputes or litigation that sets a
precedent, the same disputed issues get appealed year after year, creating
rework for all affected parties. As of September 1992, Appeals had 12,000
disputed issues, worth $99 billion in adjustments, waiting to be resolved.
IRS officials did not know the portion associated with CEP but believed that
most were. Of the 12,000 disputed issues, Gao found that 5,273 (45 percent)
involved just 14 tax code sections.

GaO believes that IRS needs to focus more attention on proposing legislative
changes that would stem recurring issues and improve administration of
tax laws as well as the collection rate. Legislative solutions to recurring
issues could reduce burdens on corporations and Irs as well as expedite
the audit and appeals processes. (See pp. 64-69.)

Internal Control Lapses in
Appeals Gave an Edge to
CEP Corporations

Appeals’ controls to ensure coordination with other Irs functions did not
always work or exist in the cases Gao reviewed. Insufficient coordination
gave an edge to CEP corporations and led to inconsistent settlements.
Specifically, corporations had an advantage during negotiations whenever
Appeals

used new evidence submitted by corporations after audit without letting
CEP officials evaluate it and

settled issues contrary to IRs legal positions without obtaining the views of
the Office of Chief Counsel.

More coordination within IRS may raise concerns about Appeals’
independence to settle tax disputes objectively and impartially. On the
other hand, more coordination does not need to undercut Appeals’
independence and authority. In fact, coordinating on new facts and legal
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interpretations before settling a case, while adding some time, can be
viewed as upholding objectivity. (See pp. 69-75.)

Recommendations

To better ensure that IRS meets its mission and improves the CEP collection
rate, GAO makes recommendations to the Commissioner of Internal
Revenue in chapters 2, 3, and 4, including the following:

Provide the CEP Director with authority over CEP resources in the districts.
Expand measures in CEP and Appeals to include consideration of a
common measure, such as the collection rate.

Increase revenue agents’ knowledge of specific industries in which they do
CEP audits.

Ensure that Appeals seeks CEP teams’ evaluation of new information from
corporations and coordinates with Counsel officials before conceding
taxes in opposition to IRS legal positions.

Propose legislative changes that will permanently resolve more recurring
tax disputes.

Use the 22 percent collection rate, when needed, until 1gs has corrected
the databases for accurately tracking CEP collections.

Test ways to measure CEP corporate compliance.

Comments

In a January 11, 1994, letter, the Commissioner of Internal Revenue
provided comments on a draft of this report.

The Commissioner agreed to implement some recommendations but not
others. For example, she opposed using the 22 percent collection rate
when estimating and testing ways to measure corporate compliance. She
agreed with recommendations on CEP audit teams, except for giving the
CEP Executive Director line and budget authority. Gao still recommends
this authority for allocating budget resources but made language changes
to clarify its position on line authority. a0 did not intend that the cEp
Director control all aspects of CEP, such as specific case decisions.

Finally, the Commissioner agreed with Ga0’s recommendations on better
controls and clearer Appeals’ summaries as well as resolving recurring
issues by proposing tax law changes. However, she did not agree with
some suggestions for balancing incentives in the Appeals process. GAO still
believes that more balance is needed in the incentives but recognizes that
this goal can be achieved through different means.
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The Commissioner’s comments on recommendations and report sections
and Ga0’s evaluations of these can be found at the end of chapters 2, 3, and
4 of the report. Appendix VI contains IRS’ complete comment letter and an
interspersed point-by-point GAO evaluation.
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Chapter 1

Introduction

IRS’ Compliance
Program for Large
Corporate Taxpayers

The mission of the Internal Revenue Service (IrS) includes collecting the
proper amount of taxes at the least cost. In doing so, Irs attempts to
minimize the burden on taxpayers. Driven by this mission, Irs audits the
majority of tax returns filed by about 1,700 of the nation’s largest
corporations. Excluding any refunds, these corporations voluntarily pay
about $55 billion in annual income taxes.

These relatively few audits, compared to the 1.1 million individual and
corporate audits done annually, account for the majority of Irs’ additional
recommended taxes (65 percent in 1992) from all 1rs audits. But how much
of the additional taxes recommended are truly owed and will be collected
after any appeals or litigation?

In 1966, Irs established the Coordinated Examination Program {CEP) to
audit the nation’s largest and most complex corporations, each with assets
usually exceeding $250 million. IRs established the program because of the
growth in these corporations during the 1950s and 1960s and because of
the realization that IRS’ traditional “one case, one agent” approach no
longer resulted in effective tax audits of large businesses.

IRS’ Examination Division is the function responsibie for cEP. IrRs has
organized CEP in a decentralized manner with Examination staff located in
59 district offices. Examination staff in Irs’ National Office provide
program direction and oversight. Figure 1.1 shows CEP's decentralized
organizational structure. It shows that the highest ranking official in
CEp—the Executive Director ~—does not have line authority over CEP audit
teams. Rather, the district director and Examination division chief in each
district evaluate the performance of CEP audit team members and control
the budget and staffing resources needed for CEP audits.!

'As of March 1994, IRS was considering additional changes to CEP's organization. For example, CEP
may be expanded to include all corporations with assets greater than $10 million. We have not
evaluated these proposed changes.
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Figure 1.1: CEP Organization Chart
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Source: Prepared by GAO on the basis of IRS documents,

IRS’ compliance program for CEP corporations can involve more than the
CEP audits in the Examination Division. In addition, Irs’ Office of Appeals
and Office of Chief Counsel, along with the federal court system, can
affect the additional taxes ultimately collected.

The CEP Audit Process

To determine which large corporations to select for CEP, IRS scores income
tax returns on various criteria, such as corporate structure, assets, and
income. Once IRs selects the CEP corporations, it uses a team to audit each
one because of the complexity of the corporations and their tax returns.

A CEP audit team usually has an on-site GS-13 or GS-14 team coordinator,
one or more revenue agents, and specialists. A team coordinator directs
the work of the agents and reports to a GS-14 CEP case manager, who
usually oversees several audits. Specialists—such as actuaries,
economists, engineers, and international and industry specialists—work
with the team but do not report directly to the case manager. Rather,
specialists report to their own managers.

The Industry Specialization Program (isP) provides technical advice and
information to CEP audit teams. As of 1993, it had 25 industry specialists
and 7 issue specialists. They identify tax issues within major industries
having audit potential and help revenue agents treat tax issues as well as
taxpayers consistently. These specialists, however, have no line authority
over the agents. ISP specialists also assist the Office of Chief Counsel in
proposing legislative changes and developing revenue rulings and
procedures.

CEP audit teams usually remain on-site at the corporation’s headquarters
for extended periods. The team generally examines two or three annual
tax returns in a single audit cycle; each audit cycle takes an average of 2 to
3 years to complete. Although the time lag varies, teams generally begin
auditing CEP returns 5 to 6 years after they are filed. IRs is attempting to
reduce the time lag by auditing more CEP returns over the same audit
cycle.

According to Irs procedures, a CEP team plans its audit by reviewing the
corporation’s tax returns, financial statements, historical data from past
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audits, and other pertinent documents to identify potential areas of tax
noncompliance. These areas of potential noncompliance are referred to as
“issues.” The team develops the audit plan with approval from CEP
management. [RS shares the administrative portions of its audit plan with

the taxpayer to facilitate the audit process.

After identifying the audit issues, CEP teams use information document
requests (IDR) to request documents from taxpayers that relate to their tax
liability. Generally, the team submits several IDRs during the audit cycle.

If Irs has problems getting documents, it may issue a legal summons to
compel taxpayers to provide them. Irs may issue a summons if taxpayers
do not provide all requested documentation in a reasonable period without
a valid excuse. When a CEP team cannot determine what information is
available, IRs may issue a summons requiring the taxpayer to provide
information on what records exist and their location. The Department of
Justice works with IRrs to enforce the summons in court.

For each issue, if the evidence collected by the audit team does not
support the income or deduction shown on the return, the team is to
recommend adjustments to the return and compute a corrected tax
liability. IS presents this information to the taxpayer through a “Notice of
Proposed Deficiency.” After receiving the notice, the taxpayer may

(1) agree with the recommendations, (2) provide additional information,
or (3) state why the proposed deficiency should be reduced or eliminated.
If the taxpayer agrees, the recommended amount becomes a tax

assessment.

Taxpayers Can Protest
Audit Adjustments
Through IRS’ Appeals
Function or the Courts

At the close of the audit, if the taxpayer does not agree with IRrs’
recommended tax adjustments, the taxpayer can (1) file a protest on some
or all of the proposed adjustments with Irs’ Office of Appeals, (2) take the
dispute to Tax Court without paying the recommended tax increase,
and/or (3) pay the tax increase and claim a refund in the U.S. Court of
Federal Claims or a federal district court. After these options have been
exercised, any additional taxes are assessed against the taxpayer. CEP
corporations almost always pay the amount assessed.

Of these options, IRS has estimated that CEP taxpayers protest 80 to 80
percent of all recommended taxes to IRS Appeals. All types of taxpayers
appeal billions of dollars in tax adjustments from Irs audits. As of
September 30, 1992, we reported that Appeals had about 12,000 disputed
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issues with $99 billion in proposed tax adjustinents waiting to be resolved.?
IRS’ databases did not identify the amounts that CEP corporations appealed.

Protested CEP Cases Often
Go to Appeals’ Large Case
Program

Appeals has a special Large Case Program for disputes involving
recommended tax adjustments of $10 million or more. As of August 1992,
the large case inventory had about 2,540 cases. In fiscal year 1992, Appeals
took about 2 years to close a large case. The number of protested issues in
1 large case has exceeded 200.

To take an issue to Appeals, the taxpayer must provide a written protest
outlining the reasons for disagreement. Before the case is submitted to
Appeals, the CEP team is required to write a rebuttal to the taxpayer’s
protest.

Because of the size and complexity of its large cases, Appeals uses a team
approach. Each team has a team chief—a senior GS-15 appeals
officer—and two or more appeals officers selected according to the team’s
needs. Team members do not have to work in the same office as the team
chief. IRs industry specialists may also assist the team.

After receiving a large case, the team chief arranges a conference with the
CEP taxpayer. The team chief may hold a preconference meeting with cep
team members to hear their positions on the facts and issues. In all
interactions, Appeals’ staff are to remain objective, find a fair and
reasonable basis for resolving disputes, and treat consistently all taxpayers
with similar circumstances.

During an appeal, the Appeals’ team reviews the CEP team'’s report and
workpapers as well as the taxpayer's protest and CEP team's rebuttal. A
taxpayer may present new information to support its position on a
protested issue. The team chief is supposed to send that information to the
CEP team for evaluation before settling the dispute.

To settle a tax dispute, an appeals officer has authority to consider the
hazards of litigation (i.e., the chance of losing in court). To do so, an
appeals officer is to review the facts of each case, relevant laws and
regulations, and pertinent court cases to judge the probable result if the
case were to be litigated. The officer is to evaluate the relative strengths of
the taxpayer’s and CEP team'’s positions, using the documentation

2Tax Administration: Recurring Tax Issues Tracked by IRS’ Office of Appeals (GAQ/GGD-93-101,
May 4, 1993).
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submitted by each side and the results of informal conferences with the
taxpayer. The appeals officer is then to negotiate mutual concessions in an
attempt to arrive at a settlement that approximates the probable dollar
results if the case were to be litigated. To facilitate settlement of large
cases, IRS allows team chiefs to approve any final settlement without

higher level approval.

At the end of a case, the team chief writes a summary to document how
the case was handled. This summary usually discusses issues raised,
pertinent facts, applicable regulations and rulings, and relative merits of
each side. If agreement with the taxpayer was reached, it also includes
Appeals’ recommendations and reasons for settlement. Appeals gives a
copy of the summary to the taxpayer and the CEP team. If agreement is not
reached on the proposed deficiency, Appeals issues a notice of deficiency,
and the taxpayer has 90 days to file a petition with the Tax Court.

Taxpayers May Take
Disputes to Tax Court

Taxpayers have the right to not pay the additional recommended taxes and
instead take protested issues to the Tax Court, either directly after the
audit is closed or if the case is not completely settled in Appeals. Cases
pending in Tax Court are called docketed cases. In fiscal year 1992, 46,600
cases were docketed involving all types of taxpayers (e.g., individuals and
corporations). The Tax Court has 19 judges who hold court sessions at
various locations in the United States. In addition, the chief judge can
appoint special trial judges and recall retired judges for a maximum of 90

days each per year.

After a case is docketed, IRS District Counsel should transfer the case to
Appeals for possible settlement unless Appeals issued the notice of
deficiency. Even then, District Counsel still can return the case but may
chose not to do so if settlement seems unlikely. Regardless, Appeals has
limited jurisdiction to settle a docketed case independent of District

Counsel.

If a docketed case involves a deficiency of more than $10,000, Appeals
should return the case to District Counsel when (1) settlement of all or
part of the case is not progressing or (2} the case appears on a trial
calendar. A case with alower deficiency should be referred to Appeals for
6 months or until 1 month before the call of the trial calendar. At that
point, the case returns to District Counsel unless it and Appeals agree to
extend the time for Appeals’ consideration. While a case is with Appeals or
District Counsel, that office has sole settlement authority. If District
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Counsel requests the case file to prepare for trial, District Counsel may
also agree that Appeals should continue working on a settlement during
this preparation.

After atrial, Tax Court decisions may be appealed to 1 of 11 regional
circuit courts or the Circuit for the District of Columbia. Decisions of the
circuit courts may be reviewed by the Supreme Court on a writ of
certiorari.

Taxpayers May Pay Taxes
and Claim Refunds
Through the Courts

Previous GAO Work

A CEP taxpayer may pay all of the recommended taxes and file a claim for
refund unless the taxpayer entered into a closing agreement with 1rs. The
taxpayer must file the claim within 2 years from the date the taxes were
paid. Irs’ audits of claims generally follow the same pattern as audits of
income tax returns. Revenue agents should evaluate claims to determine
whether the taxpayer is entitled to a refund. If agents decide that the
taxpayer is entitled to a refund, Irs will return the overpayment. If agents
decide that the refund claim is unfounded or excessive, the taxpayer can
refer the claim to Appeals or sue for the refund in a federal district court
or the U.S. Court of Federal Claims.

A taxpayer who loses in district court may appeal the decision to the

appropriate circuit court. Taxpayers may appeal a court of claims decision
to the Court of Appeals for the Federal Circuit.

This report presents the results of the third phase of our work on CeP. The
first phase was completed in April 1991, when we testified before the
Subcommittee on our initial observations about CEP management
problems that had persisted for many years.? These persistent problems,
as identified from various IRS testimony and internal studies done from
1977 to 1990, included

lack of reliable data on the amount of CEP-recommended taxes that are
actually assessed and ultimately collected;

insufficient training for revenue agents on CEP teams;

delays in starting cep audits, which pressures CEP teams to quickly audit
multiple tax returns filed years earlier—usually under different tax laws;
insufficient support audits from other Igs districts in which a cEp
corporation has a major operation;

IR’ Efforts to Ensure Corporate Tax Compliance (GAO/T-GGD-91-21, Apr. 17, 1991).
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« poor audit planning, which hampers the ability to audit the most
significant issues and adequately support any related recommended taxes;
« poor use of specialists who can help teams identify and support significant

audit findings on tax issues; and
« poor coordination among IS functions in doing the CEP audits.

The second phase was completed in April 1992, when we issued a briefing
report that provided (1) trends in ceP audit results for fiscal years 1987
through 1991, (2) ceP audit coverage estimates, and (3) a profile of CEP
taxpayers.* We found that CEP involves very large corporations and
generates billions in potential tax revenues. Some of our findings were:

« Total cer-recommended taxes grew from $7 billion in fiscal year 1987 to
$18 billion in fiscal year 1991, a 157-percent increase, The 1991 figure
included one case worth $6.5 billion; excluding that case, recommended
taxes grew 71 percent over the 5-year period. In fiscal year 1987, IRs
recommended $4,372 in additional tax per direct examination hour and in
fiscal year 1990, $4,268 per hour—rauch higher than any other IRS audit
program. In fiscal year 1991, the measure increased to $6,875 per hour
because of the effect of the $6.5 billion case. Excluding that case, however,
CEP recommendations averaged $4,460 per hour in fiscal year 1991—an
amount that closely parallels the recommended tax per hour for the
previous 4 fiscal years.

« Contrary to IRS testimony, IrS does not audit every CEP taxpayer every year.
Using RS’ method of calculating audit coverage for other groups of
taxpayers, we found that CEP audit coverage ranged from 66 percent in
1987 to 77 percent in 1991. This coverage included tax returns that were
audited solely to resolve a single issue that was carried back or forward
from another tax year. IRS officials said they do not believe that an audit
coverage measure is applicable to CEP because every CEP return is
reviewed for audit potential before being excluded from that year’s audit
inventory.

« On 1988 corporate income tax returns, CEP taxpayers’ reported assets
averaged $6.5 billion. They also reported an average of about $1.5 billion in
total income, $179 million in taxable income, and an average income tax of
$61 million based on taxable income. After claiming tax credits and other
tax adjustments, their reported net tax liability averaged $42 million, or
23 percent of average taxable income.

Tax Administration: IRS Efforts to Improve Corporate Compliance (GAO/GGD-9281BR, Apr. 17,
1992).
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IrS has been concerned about CEP's effectiveness since the 1970s, when it
IRS Appr.OVEd CEP began evaluating CEp. On the basis of recent studies, IrS announced 10
Cha.nges in 1990 changes to CEP in July 1990 that were intended to

« relieve taxpayer burden through tax simplification and improved systems
and procedures,

+ resolve most factual issues at the audit level,

« provide proper and timely training and resources to all staff,

» improve the effectiveness and efficiency of audits, and

- substantially improve the currency of audits.

The 10 changes are briefly described next.

National Policy Board IRS established a national policy board composed of executives from
several of its functions and offices: Examination, International, Appeals,
and Counsel. Its charter is to (1) establish policy for CEP, (2) ensure that
CEP is properly focused and managed, and (3) promote coordination
among the functions represented.

National CEP Director and  igs filled the position of Executive Director for CEP to provide program

Regional CEP Managers development, oversight, and evaluation. In addition, CEP managers were
selected in each IRS region to oversee and direct CEP and to coordinate
within the region, among regions, and with the executive director. Appeals
and Counsel created and filled similar regional positions with the same

expectations.
Top Field Management 1rs decided that district and regional management needed to be more
Involvement in Planning involved in CEP to improve the planning process and control of support
and Support Audits audits.
More Managerial Oversight  1rs decided that more top management involvement was needed to
to Increase Taxpayer develop a cooperative relationship with CEP taxpayers.
Cooperation
More Industry and Issue Irs concluded that CEP teams needed assistance in addressing the
Specia.lization increasing complexity of corporate tax law and the growth of international

corporate activity. In response, RS decided to establish more industry and
issue specialists.
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More CEP Training

Due to the complex technical and legal issues in CEP cases, IRS recognized
the need to set up a cross-functional training program for Examination,
Appeals, and Chief Counsel personnel involved in CEP cases. The training
was to ensure a comumon understanding in addressing IRs positions and CEP

issues.

More Effective
Communication Systems

Irs decided it needed to improve communications on industry practices
and other CEP issues to ensure consistent application of the law. Irs
envisioned creating a tracking system to monitor major issues arising in
CEP and an electronic bulletin board system to communicate technical

information.

Expedited Legal and
Technical Assistance

Due to the complexity of cEP issues and the need for prompt legal and
technical assistance, Irs intended for Counsel to provide that assistance
from the start of CEP audits. Counsel is to serve as a legal advisor to the CEP
team on matters of law and tax policy as well as on the development of
issues during audits. Counsel’s purpose is not to prepare for litigation.

Quality Assurance and
Measurement Systems

irS decided that the overall quality of CEP would be improved by
developing standard measures and goals for Examination, International,
Appeals, and Counsel. In addition, Irs established a CEP Quality Peer
Review and a CEP Oversight Committee.

Early Settlement Offers
and Improved Functional
Coordination

Objectives, Scope,
and Methodology

IRS decided that it needed to (1) facilitate earlier resolution of audit issues
with CEP taxpayers and (2) improve coordination among Appeals, Counsel,
and Examination. The changes included giving case managers authority to
settle recurring issues previously resolved by Appeals.

To offer them more access to Appeals, IrS decided that a CEP team and
Counsel should meet with Appeals before a case is settled to discuss the
team’s positions on audit issues. In addition, Appeals should meet with a
CEP team after the settlement to discuss the resolution of the issues. This is
intended to help a team to audit later returns.

Our objectives were to determine (1) the portion of taxes recommended in
CEP audits that are collected after any appeals or litigation; (2) what
factors, if any, reduce the percentage of recommended taxes ultimately
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collected; and (3) the status and preliminary results of IRS’ ongoing
changes to improve CEP.

Computer Data Match
Used to Calculate
Collection Rate

To determine the portion of audit teams’ recommended additional taxes
ultimately paid by CEP corporations (i.e., the CEP collection rate), we
obtained two IRS databases to match corporate income tax return
information. The first database, IrS’ Audit Information Management
System (AIMS), contains information on Examination staff resources and
accomplishments, including taxes recommended from audits closed
during fiscal years 1983 through 1991. The second database, RS’ Business
Master File (BMF), contains tax return account information on taxes
collected as well as taxable income, tax liability, penalties, interest,
refunds, and audit actions for corporate tax returns. To extract the data,
we used a list of taxpayer identification numbers (TIN) for the 1,684
corporations in CEP as of May 1991.

Of 16,641 records we extracted from AmMs, we matched 8,874 records with
recommended tax increases to related BMF accounts on the taxes collected
through fiscal year 1992 after all appeals and litigation. We could not
match the other 7,767 AIMS records to BMF accounts because (1) the
account was no longer available on the BMF or (2) the account existed, but
the collection information was not yet available on the BMF because the
case was still in Appeals or being litigated.

We also did analyses of our matched data set to determine the collection
rate by industry and by Igrs district and for foreign controlled corporations.
To determine the collection rate of CEP cases that Irs’ Office of Chief
Counsel litigated, we obtained and analyzed a database on the large case
disputes closed in litigation for fiscal years 1988 through 1992. In addition,
we analyzed the BMF to determine the portion of CEP corporations’ income
tax payments that resulted from audits as well as the unpaid balance and
the penalties for CEP tax returns.

Surveys and Case Studies

We used two methods to identify factors that affect the percentage of
CEP-recommended taxes that are collected and the status of 1rs’ 1990
changes to CEP. First, we surveyed IRS team coordinators, case managers,
and appeals officers and taxpayer representatives involved in a universe of

108 closed CEP cases. Second, we did in-depth case studies of 12 of the 108
cases.
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Our survey covered 308 Irs and corporate employees involved in 108 CEP
audits. These 108 were IRS’ universe of cases that each had $30 million or
more in additional taxes recommended and were closed by agreement at
the audit or Appeals levels in fiscal years 1989 through 1991. We selected
the $30 million cut-off point for several reasons: (1) the 108 cases
accounted for nearly $8.5 billion dollars in recommended taxes and (2) the
universe size was manageable given the number and complexity of the

surveys we used.

Irs' database originally showed 128 cases meeting our selection criteria.
We subsequently excluded 20 of these cases from our analysis when new
information showed that the cases did not meet our selection criteria
because, for example, they were still open in Appeals, involved additional
tax recommendations less than $30 million, or involved an audit of a
return type other than corporate income tax. Similarly, 76 individuals were
eliminated from the relevant survey universes because the designated
respondent was no longer with Irs or the taxpayer. Results in chapters 3
and 4 are based on the 308 surveys received from 85 team coordinators, 72
case managers, 78 appeals officers, and 73 corporations.’ Table 1.1
summarizes the universe size and response rates for each group.

Table 1.1: Universe and Response
Rate Information by Survey Group

Team Case Appeals
coordinator manager officer Taxpayer
Cases meeting selection
criteria 108 108 108 108
Adjusted universe 89 74 83 96
Surveys received 85 72 78 73
Response rate 96% 97% 94% 76%

In the surveys, we asked about factors such as the sufficiency and quality
of 1rs staff, training, issue identification and development, taxpayer
cooperation, and case delays. The team coordinator, appeals, and taxpayer
surveys also had questions on the case’s three largest dollar issues. All
four surveys asked for the respondents’ opinions of recent changes to CEpP
and Appeals’ Large Case Program. We also asked respondents whether, in

5Survey results are reported as percentages of respondents answering the relevant question. At times,
respondents neglected to answer a certain question. As a result, the percentages reported in the
chapters may be based, for example, on 84 rather than 85 team coordinator responses. Our text does
not report these small deviations. However, we do report the number of respondents answering a
question when the question was directed at a subgroup of respondents {(e.g., those with cases that
went to appeals). Appendixes II through V show the number of responses for each question on each
survey.

Page 27 GAO/GGD-84-70 Corporate Audits



Chapter 1
Introduction

their opinion, the case outcome would have been different had some
recent changes to CEP been in effect at the time.

To better understand Irs’ processes and the 1990 changes, we did in-depth
case studies of 12 of the 108 cases. In three cases, taxpayers fully agreed
with CEP audit recommendations; the remaining nine were closed by
Appeals. The 12 cases accounted for $1.5 billion (18 percent) of the

$8.5 billion of additional taxes recommended in our universe of 108 cases.
We did three case studies in each of four ks districts—Chicago, Houston,
Los Angeles, and Manhattan. These four districts accounted for about

30 percent of CEP’s staff years and over 40 percent of additional taxes
recommended in fiscal year 1991. The 12 cases also reflected a geographic
cross section of the nation and covered a variety of industries, including
financial services, petroleum, food, construction, and utilities.

In our 12 cases, CEP teams raised between 50 and 300 issues. To narrow
our scope, we focused on the three issues having the largest amounts of
additional tax recommended. Much of our analysis focused on these 36
issues over the 12 cases.

For each case, we reviewed up to 13 case documents, including the audit
plan, information document requests, specialist reports, and the revenue
agent report that summarizes the audit findings. When applicable, we
reviewed up to an additional 11 documents, such as IrS standard position
papers, taxpayer protests, CEP rebuttals, and Appeals case memoranda and
summaries. Appendix I includes a list of all 24 documents.

We interviewed IRs employees and taxpayer representatives who were
involved with each case and IRs district, regional, and National Office staff
responsible for cEp and Appeals management. These interviews involved
85 people, including 6 branch chiefs, 8 case managers, 13 team
coordinators, 4 technical specialists, 6 industry specialists, 11 appeals
officers, 11 taxpayer representatives, and 26 others. Qur interviews
focused on the effect of (1) CEP policies and practices about the audits,

(2) Appeals policies and practices about the resolution of disputed issues,
(3) the 1990 changes to CEP on improving the collection rate, (4) RS’ efforts
such as task force studies and process reviews, and (5) other case-specific
details that were not addressed by past or present policies.

In reviewing IRS’ changes to CEP since 1990, we reviewed the Large Case
Policy Board Report, eight CEP task force reports, the CEP Quality Peer
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Review for fiscal year 1992, and the Appeals Process Review for fiscal year
1992.

Irs National Office and district officials and representatives of CEP
corporations reviewed our surveys and case study methodology before we
began. They acknowledged the validity of our approach and reviewed our
surveys for comprehensiveness and technical accuracy. District office
officials told us our selected cases were representative of typical audits
and appeals of CEP corporations in those districts.

We obtained written comments from IRS on a draft of our report. Appendix
VI contains these comments and our evaluation of them. We also sent our
draft report to three former IRs Commissioners, the Tax Executives
Institute (TEI), and other knowledgeable parties for review and made
changes in the report on the basis of their comments where appropriate.

TEI represents tax executives of corporations, including most of those in
CEP. TEI submitted its comments in a November 12, 1993, letter. We are
pleased that TEI participated in our review. In summary, TEI's president
said that TEI agreed with our recommendations on enhancing training of
CEP revenue agents and on changing the measures of success but opposed
others. TEI also expressed concerns about the tone and beliefs underlying
some of our conclusions. We have made changes to better balance the
tone and address concerns about recommendations in chapter 4 on the
Appeals process. However, we disagree with TEI statements about our
preconceptions and other recommendations. We have summarized TEI's
comments and our evaluation of them at the end of chapters 2, 3, and 4.

Overall, we conducted our work at IS’ National Office, b regional offices,
and 7 of 59 district offices active in CEP. Appendix I provides a detailed
description of our methodology. We did our audit work from

February 1992 to September 1993 in accordance with generally accepted
government auditing standards.
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IRS Collected Few of
the Taxes

Recommended From
CEP Audits

CEP audits consumed over 20 percent (about 1,700 audit staff years) of
Examination’s audit resources in fiscal year 1992. Although this
investment produced additional billions of dollars in recommended taxes,
IRS did not know what portion of the taxes it actually collected. We found
that Irs assessed and collected 22 percent of the CEP-recommended taxes.!

To compute the 22-percent rate, we had to overcome problems with IrRs’
databases. The databases did not show the taxes actually collected from
each CEP audit, excluding the effects of any nonaudit related factors, such
as corporate claims for net operating losses {NOL) and refunds from other
years. Knowing the taxes collected from audits can help measure the
effectiveness of IS’ enforcement programs and the large corporation tax

gap.

Even so, our 22 percent collection rate is not a measure of CEP tax
compliance or the CEP tax gap. Although IRs’ mission is to collect the
proper amount of taxes, no one knows what that amount is for CEP
corporations. For various reasons, IRS cannot compute the total tax
liability for CEP corporations.

IrS did not have databases that showed the actual amount of
cep-recommended taxes that it collected.? To compute the actual
collection rate we had to merge IRs’ AIMs and BMF data. We found that IRS
collected $7.1 billion, or 22.1 percent, of the $32.4 billion in taxes
recommended during fiscal years 1983 through 1991 for large corporations
that were still in CEP as of May 1991 and whose records were closed on
both databases through fiscal year 1992,

No one knows what the current collection rate is, but the 22.1-percent rate
is the only actual computation available. Until Irs develops a better, more
current collection rate, IRs can use this 22,1-percent rate whenever it wants
to estimate the amount of additional tax revenues that CEP actually
produces. For example, in fiscal year 1992 cEP audit teams recommended
about $16 billion in taxes. Given the 22.1-percent rate, these cep audits
could be expected to eventually generate about $3.5 billion in tax
collections.

'CEP corporations in our BMF database had tax assessmaents of about $380 billion of which only

$348 million (.09 percent) was unpaid. As a result, we considered taxes assessed for CEP corporations
to be collected.

ZIRS has been attempting to collect better data to estimate a collection rate, particularly for CEP
corporations. IRS officials briefed us on their new data through its Enforcement Revenue Information
System (ERIS)—which we have not evaluated—in December 1993, after we completed our audit.
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Collection Rates
Varied Widely Among
Industries and
Districts

We found that the CEP collection rate varied significantly depending on

industry and district. Various factors could explain this, including

differences in the cooperation of taxpayers, the complexity of relevant tax
laws, the prevalence of unresolved legal issues in certain industries or
international issues, the quality of CEP audits, and the practices within and
between IRs districts or Appeals offices. Chapters 3 and 4 will discuss

these and other factors in more detail.

Collection Rate by Industry

Table 2.1 shows collection rates in descending order for the 10 industries
with the largest amounts of CEP-recommended taxes.

Tabie 2.1: 10 iIndustries With the
Largest Recommended Taxes in
Descending Collection Rate Order,
Fiscal Years 1983 to 1991

Dollars in millions

Taxes Taxes Collection

recommended collected rate
1. Wholesale trade of motor vehicle
equipment $678 $414 61.06%
2. Drug manuiacturing 873 492 56.36
3. Manufacturing— motor vehicies
and equipment 1,111 443 38.87
4. Mutual life insurance 1,608 523 32.62
5. Manufacturing—petroleum
refining 2,988 570 19.08
6. Office, computing, and
accounting machines 1,156 198 17.08
7. Electric services 1,413 211 14.93
8. Manufacturing—certain electrical
equipment 948 75 7.91
9. Bank helding companies 2,843 115 4.05
10. Manutacturing—aircraft,
missiles, and parts 1,298 48 3.70
Results for top 10 $14,919 $3,089 20.71%

Source: GAC analysis using IRS data.

For all industries in our database the collection rate ranged from a positive
114.7 percent for holding and investment companies to a negative
162 percent for taxpayers in the cement and hydraulic industries.?

Collection rates that exceeded 100 percent indicated that appeals officers
collected more taxes than recommended by CEP teams. This can occur

3This range excludes collection rates exceeding plus or minus 200 percent.
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when the tax liability increases while the case is under Appeals’
jurisdiction. For example, the liability may increase because of a carryover
adjustment from another audit period that affects the tax years being
appealed or because of an amended return filed by the taxpayer.

Negative collection rates occur when the appeals officer not only
concedes all taxes recommended by a CEP team but also gives the taxpayer
a tax refund because the taxpayer filed a claim for a refund or the reported
tax liability was reduced. For example, the appeals officer can decrease
tax liability because of a computation error in the dollars recommended or
a carryover adjustment from another tax period to the tax year in Appeals.

Collection Rate by District

The collection rate also varied among Irs districts. Table 2.2 shows
collection rates in descending order for the 10 Irs districts with the largest
amount of CEP recommended taxes.

Table 2.2: 10 Districts With the Largest
Amounts of CEP-Recommended Taxes
in Descending Order of Collection
Rate, Fiscal Years 1983 to 1991

Dollars in millions

Taxes Taxes Collection
District recommended collected rate
1. Newark $1,161 $509 43.84%
2. Detroit 1,542 595 38.59
3. Boston 1,087 287 26.40
4. Chicago 1,418 348 24.54
5. Manhattan 5,518 1,004 18,19
6. Dallas 1,121 198 17.66
7. Hartford 1,184 192 16.22
8. Los Angeles 2,162 294 13.60
9. Houston 1,693 223 13.17
10. St. Louis 1,173 111 9.46
Result for top 10 $18,059 $3,761 20.83%

Source: GAO analysis using IRS data.

The collection rate for all Irs districts with CEP audits ranged from a high
of 76.04 percent in Albuquerque, NM, to a low of a negative 52.23 percent
in Salt Lake City, UT.

Foreign Versus U.S.-Owned
Corporations

Our computer match showed that the collection rate for the 144
foreign-owned CEP corporations was 33 percent compared to 21 percent
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for 1,124 U.S.-owned corporations. Irs officials said a possible reason for
this disparity is that foreign-owned corporations often feel a greater need
to quickly resolve tax disputes, diverting negative public attention from
what could be perceived as tax evasion. They may fear this attention could
result in lower sales or trigger new restrictive legislation.

Promising Trends in Large
Corporations Agreeing to
Pay CEP Recommended
Taxes

IRS is developing new CEP measures and a new management information
system. CEP officials believe this new system will provide better
information on ceP results. To the extent it works, the system will provide
the recommended adjustment for each audit issue and the amount of
protected revenue. A CEP team protects tax revenues already in the
Treasury when it determines that a taxpayer’s request for a tax refund has

no merit.

This new system has produced some data on these new measures. For
example, IrRs data showed an increase in the percent of CEP-recommended
taxes that large corporations agreed to pay {and not appeal) at the end of
the audit. According to Irs’ data, agreed payments were 5.3 percent in
fiscal year 1990, 11.1 percent in 1991, and 15 percent in 1992. During these
3 years, the percent of CEP cases in which corporations agreed with all
audit findings were 3 percent, 4.7 percent, and 6 percent, respectively.?

We believe these trends are promising. If they continue, IrS and taxpayers
will spend fewer resources settling tax disputes. In addition, the collection
rate should increase. However, we did not analyze the corporate cases
leading to these trends. We do not know whether these corporations
agreed with a greater portion because the CEP teams better supported their
recommended taxes or simply to avoid the more contentious, complex tax

issues.

Instead of evaluating these new measures and system, our review focused
on computing the collection rate of CEP-recommended taxes. We envision
the collection rate as an additional CEP measure worth tracking in this new
system. If the system eventually tracks the rate, we view that as a positive
enhancement. Even so, we believe that more changes in CEP are needed,
which chapters 3 and 4 discuss.

*Because taxpayers may file a claim for refund of taxes after taxes were paid, agreement rates may
need to be lowered.
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We had to make several adjustments to overcome problems in the Irs
databases that we used to compute the collection rate. The databases need
improvements to track actual CEP results and eliminate the need to
estimate. Without improvements, the rate will be understated or
overstated, depending on various factors. Although these factors may
offset each other, IS and Congress have no way of knowing how much tax
is actually collected from CEP unless the problems are corrected.®

The 22 percent. collection rate understates the taxes generated from CEP
audits when Appeals subtracts NOL from other tax years.? Although the
corporation may owe additional taxes as a result of the CEP audit, BMF
records only the net amount instead of the amount generated from the
audits.

For example, a CEP audit of taxpayer A’s 1987 tax return may have resulted
in $100 million in recommended taxes that the taxpayer appeals. After
appeals, the taxpayer agrees to a liability of $50 million. However, the
taxpayer files a claim with the appeals officer for a tax refund of

$40 million based on an NOL from another tax year. BMF will record only a
net $10 million payment for audit related collections. This understates the
contributions of CEP because the collection rate will appear to be

10 percent. rather than the actual 50 percent. About 3 percent of the

appeals officers we surveyed said this understatement occurred in their
cases.

On the other hand, the CEP collection rate was overstated when
subsequent events led to refunds of recommended taxes that the
corporation had already paid. Again, BMF did not record this effect to allow
a truer measure of the CEP collection rate.

For example, a taxpayer agrees in appeals to pay $40 million of

$100 million in recommended taxes—a collection rate of 40 percent. In
doing so, the taxpayer reserves the right to file a claim on certain issues
involving $20 million because of a pending court decision. If the court later
rules against [RS, the taxpayer may file the claim and receive a refund of
$20 million. ks’ databases would record the $20 million refund but not

5Since 1990, IRS has attempted to create a system called ERIS to track the amount of recommended
taxes from all enforcement programs that IRS eventually collects, As of December 1993, IRS officials
said they hoped to have reliable collection data in 3 to 5 years. We believe our experience may offer
ways to expedite the creation of ERIS.

5An NOL occurs when allowable deductions exceed gross income for a tax year. Taxpayers can save
and deduct NOLs to reduce taxable income for up to 15 years or claim a refund of taxes paid in the
preceding 3 years.
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associate it with an audit. Instead, Irs’ databases would record the
$40 million as an audit result, leading to a 40 percent collection rate rather
than the adjusted rate of 20 percent (the $20 million divided by the

$100 million).

It is important to recognize what the collection rate does and does not
represent. In general, the rate measures the portion of recommended tax
assessments that ultimately gets collected. On the other hand, the rate
does not measure corporate compliance or the tax gap. Specifically, the
new CEP collection rate does not mean that CEP corporations paid just

22 percent of their tax liability for reasons explained in the next section.

None of IrS’ databases contained data for precisely measuring CEP
corporations’ tax compliance. For example, in a separate analysis of BMF,
we found that audited CEP corporations paid $379 billion in taxes of which
$21.5 billion, or 5.7 percent, resulted from CEP audits.” For various reasons,
this does not mean that the voluntary compliance of these CEP
corporations was 94.3 percent (100 percent less 5.7 percent). The

94.3 percent only represents the voluntary portion of these corporations’
tax payments—not of their total tax liabilities. It excludes any additional
taxes that may be owed due to noncompliance that Irs had not identified.

Currently, rS’ data on CEP audit results only capture the amount of
additional taxes recommended from auditing certain issues on selected
tax returns. IR does not know about any additional tax liabilities from

(1) CEP tax returns that are not audited or (2) issues missed on returns that
are audited. Our April 1992 report stated that Irs does not audit every CEP
return. Using 1R’ method to calculate audit coverage, we found that Irs
audited from 66 percent of CEP returns in fiscal years 1987 to 77 percent in

fiscal year 1991.

Regarding noncompliance not audited or missed during an audit, we
reported in April 1992 that Irs applied an average of one direct
examination staff year to each CEP return examined for fiscal years 1987
through 1991.2 This modest level of effort to audit complex corporations
with billions of dollars in assets and income will undoubtedly miss some
noncompliance. In April 1991, the 1rRs Commissioner testified that he

"The numbet of years covered in this analysis varied for different taxpayers. See appendix 1 for a
discussion of this analysis.

#Tax Administration: IRS Efforts to Improve Corporate Compliance (GAQ/GGD-92-81BR, Apr. 17,
1992},
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believed s was not finding all the issues on CEP tax returns. Likewise,
taxpayers and other Irs officials have said that Irs is missing audit issues
on these returns.

Armong audited returns, CEP teams may identify noncompliance and
recommend additional taxes. Irs did not have the data to allow us to
determine the extent to which any recommended taxes from CEP audits
truly represented additional noncompliance. On one hand, Appeals may
concede some or all of these taxes because the cEP team lacked enough
information to fully support additional taxes. Or, although the team
supported the additional tax liabilities, Appeals may concede them to
settle disputes. On the other hand, Appeals may concede some
cEP-recommended taxes that teams raised in error and, as such, do not
represent additional tax liabilities.

For these reasons, not only is the voluntary compliance rate of CEP
corporations unknown but the tax gap for these corporations cannot be
precisely measured. The tax gap is the difference between the amount of
income tax owed for a tax year and the amount paid voluntarily. For cEP
corporations, IRS assumed that the amount of cEPrecommended taxes
equals the tax gap.

IRS estimated a $23.7 billion tax gap for 1992 among all large corporations,
including those in cEP. Just as with the voluntary compliance being
understated, IRS’ estimate of the tax gap would be understated to the
extent that rs audits did not account for additional noncompliance on CEP
returns. Conversely, the tax gap would be overstated to the extent that the
additional tax recormmended did not represent true noncompliance.

Although not known, the voluntary compliance of CEP corporations may be
decreasing, which increases the tax gap, according to at least one
indicator. In our April 1992 report on corporate compliance, IrS officials
said trends in recommended taxes can be an indicator of CEP corporate
compliance. If their compliance increases, IRS officials said
ceprecommended taxes should decrease to an extent. Although factors
other than compliance can affect recommended tax amounts,
cEp-recommended taxes increased 47 percent—from $10.9 billion to

$16 billion—over fiscal years 1990 to 1992. No one knew all the reasons for
this increase, including the effect of possible lower voluntary compliance.

In the context of the tax gap, Irs officials believed that auditing the
unaudited returns would have little effect. They said Irs staff reviews
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unaudited returns for noncompliance before excluding them. Nonetheless,
Irs officials said they have not tested their judgment about the amount of
noncompliance on these unaudited returns.

In the final analysis, IrS’ estimates of voluntary compliance and the tax gap
among CEP corporations are rough guesses, not precise measures. We
believe that ks could increase the precision of its voluntary compliance
and tax gap estimates if it (1) tested its judgment to not audit some CEP
returns every year and (2) developed a method for quantifying the
noncompliance not detected during CEP audits.

As one way to begin to quantify the amount of undetected noncompliance,
&S could continue auditing CEP taxpayers after the normal close of the
audit. The CEP team could probe further into certain (1) corporate
subsidiaries that received a cursory review, or (2) tax return lines that
were not audited in depth. Doing such probes, however, would increase
the costs and burdens on RS and corporations.

Tax law complexity makes measurements of tax compliance and the
collection rate very difficult. Complex laws provide opportunities for
different interpretations that may lead to different calculations of
corporate liability. As a result, it is reasonable to assume that CEP teams
are likely to recommend additional taxes and that CEP corporations are
likely to challenge them. In addition, complexity can muddle Appeals’
determination of tax liability.

Because disclosure restrictions in section 6103 of the tax code prohibit a
discussion of issues that we reviewed in our cases, we can only highlight
some examples of complexity in laws or regulations that complicate
decisions for CEP teams and taxpayers. We also discuss how complexity
has resulted in some tax disputes continuing for over 30 years.

For example, before the Revenue Reconciliation Act of 1993, taxpayers
could deduct the cost of purchased intangible assets, such as customer or
subscription lists, that had a readily determinable useful life. Goodwill was
not amortizable because it does not have a determinable useful life.
Therefore, to amortize an intangible asset, the taxpayer was required to
distinguish the intangible from goodwill.

Taxpayers have battled for more than 60 years over amortization of
intangibles. In the last 20 years, taxpayers have been more successful in
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identifying, valuing, and establishing useful lives for a variety of
intangibles. Recent court cases have been decided on the taxpayer’s ability
to prove that the asset exists and is separate from goodwill. In 1993, the
Supreme Court held that a taxpayer may depreciate the asset if it can be
valued and has a limited useful life that can be determined with reasonable
accuracy.

In our August 1991 report, we recommended that Congress consider
revising current tax law to allow amortization of purchased intangibles,
including goodwill, over specific statutory recovery periods.? In 1993,
legislation was passed to allow 15-year amortization for many newly
purchased intangible assets, including goodwill and going concern value.'°

Another complex area of law includes provisions existing before the Tax
Reform Act of 1986. Because many of our cases involved tax years before
the 1986 act, different corporate tax rates applied to “capital” and
“ordinary” income.!! The tax code defined capital asset very broadly as
“property held by the taxpayer (whether or not connected with his trade
or business)” and excluded five categories of property from capital asset
status.

While court decisions have set out guidelines for determining whether an
asset is capital or ordinary, those decisions depend on the kind of asset
and whether it fits within an enumerated exception. Because the character
of the asset may depend on whether the taxpayer purchased and held it
with a business or investment motivation, classifying assets is often
difficult.

These are just a few examples of the legal ambiguity in cases we reviewed.
Complexity also arose from extremely detailed statutes and regulations.

Tax Administration: Issues and Policy Proposals Regarding Tax Treatment of Intangible Assets
(GAO/GGD-91-88, Aug. 9, 1991).

1%The new rules generally apply to property acquired after August 10, 1993; however, a taxpayer may
apply the rules to all property acquired after July 25, 1991. On February 9, 1994, IRS announced that it
will offer to settle pending disputes over the tax treatment of intangible assets acquired on or before
July 25, 1991. Under guidelines for settling the disputes, taxpayers will generally be able to reduce the
basis of acquired intangible assets for which amortization was claimed on their returns. IRS indicated
that the Supreme Court decision in Newark Morning Ledger and changes to the tax treatment of
intangibles in the Omnibus Budget Reconciliation Act of 1993 (P.L. 103-66) led to its settlement
decision.

!It was more advantageous for a taxpayer who has a gain on the sale of property to argue that the
property was a capital asset. If a taxpayer realized a loss, it was more beneficial to argue that the
property was not a capital asset.
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Specifically, the corporate alternative minimum tax and the uniform
capitalization rules have all increased complexity for corporations.

An August 1993 Irs contract study surveyed 365 senior tax officers of CEP
corporations on the causes of taxpayer burden.'? Corporate officials who
responded were nearly unanimous in believing that the Tax Reform Act of
1986 added complexity, resulting in higher tax compliance costs and less
accurate information being provided to Irs. Although it was beyond the
scope of our review to analyze how to simplify the tax code, the corporate
tax officials suggested several ideas. These ideas included using the
income shown on a corporation’s financial statement as the basis for
assessing taxes and eliminating the alternative minimum tax.

Taxpayers deserve a tax system with which they can voluntarily comply at
minimal burden. Such a system does not exist for CEP corporations. We
found CEP tax return issues that have been disputed and remain unresolved
after 30 years. As of October 1992, 56 percent (11,459) of 20,564 CEP tax
returns in our database were unresolved because of an ongoing activity
(audit, litigation, criminal investigation, or claim for a refund). The 11,459
unresolved returns covered various tax years, dating back to 1961, for
1,650 ceP taxpayers. (See table 2.3.)

Table 2.3: Unresolved CEP Corporate
Tax Returns

Conclusions

Number of __JYPe of activity ongoing® (number of returns)

unresolved Criminal
Tax years returns Audit Litigation  investigation Claims
1961 to 1969 196 83 93 1 102
1970 to 1979 2,413 1,134 914 5 1,374
1980 to 1989 6,734 6,169 1,149 8 2,451
1990 to 1933 2,118 2,299 53 2 169
Total 11,459 9,685 2,209 16 4,096

aNumber of activities exceeds number of returns because more than one aclivity can occur at the
same time. For example, a taxpayer can file a claim for refund while the return is being audited.

Source: GAQ analysis from IRS data.

Although not a perfect measure, our 22 percent collection rate is the only
measure of how much Igs actually collects over time from CEP audits,
Accordingly, until 1rs develops better data, we believe IRs should use this

12Measuring Taxpayer Burden and Attitudes For Large Corporations,” by Joel Slemrod, University of
Michigan, and Marsha Blumenthal, University of St. Thomas.
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rate whenever it needs to estimate how much it collects as a result of CEP
audits.

IRS can develop better data to track CEP audit results by improving its
databases. Specifically, IRS needs to account for factors causing the rate to
be understated or overstated. Afterwards, IRS can update the collection
rate.

For various reasons, IrS did not know the extent to which CEP corporations
complied in paying their tax liabilities, much less their total tax liability.
For example, CEP teams did not (1) audit all returns or (2) audit all issues
on audited returns. Improved compliance measurement is possible if RS
tests its assumption on not auditing CEP tax returns that appear to have
little revenue potential, For taxpayers who are audited, IRs should test
whether more in-depth audits to detect missed issues would be cost
effective. Both tests will increase costs and burdens for IrS and
corporations. However, due to the potential taxes lost if IrS’ assumptions
are wrong, we believe limited tests are warranted.

We recommend that the Commissioner of Internal Revenue

use a 22.1 percent collection rate when estimating the taxes that will
ultimately be collected from CEP audits until more reliable information
becomes available;

correct the factors in IRS’ databases that caused the CEP collection rate to
be understated or overstated (i.e., NOLs and refund claims after settlement)
and use the corrected results to update the collection rate; and

test the cost-effectiveness and accuracy of measuring CEP corporate
compliance and the related tax gap by auditing samples of (1) unaudited
CEP returns and (2) audited CEP returns in greater depth.

IRS Comments

In commenting on a draft of this report, the IRs Commissioner did not
agree to use a 22 percent collection rate. While the Commissioner agreed
that the collection rate concept is useful for estimating revenue, she
believes that the 22-percent rate is too low and that IrRs' new database, ERIS,
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provides more accurate data. We disagree on both points. We
acknowledge in our report various factors (e.g., NOLs and refund claims)
that could make the collection rate higher or lower and recommend that
IRS correct its databases to account for these factors. While we agree that
ERIS will be an important. data source for Igs, ERIS will not produce actual
collection rate data for several years. Until ERIS can produce an actual
collection rate, our 22-percent rate is the only computation available.

The Commissioner also criticized our draft report for using the collection
rate as the sole measurement of CEP effectiveness. We disagree; our draft
report emphasized that the collection rate should be used as one of many

measures.

The Commissioner did not specifically agree or disagree with our
recommendation to correct problems with RS’ databases that caused the
cep collection rate to be understated or overstated. The Commissioner did
state that the collection rate is a viable concept for the budget and
resource process and that Irs is developing a baseline voluntary
compliance measure using a definition and methodology “very similar” to
ours. Given this effort, we are surprised that IrS criticizes our collection
rate and we hope that 1rRs’ methodology incorporates our suggestions for
improving the relevant databases.

The Commissioner also did not agree to test IrS’ assumptions about
auditing more CEP returns and doing fuller audits. The Commissioner
agreed that such studies would be useful in estimating the tax gap but
raised doubts about the overall benefits of such studies. Even so, the
Commissioner pointed out that IRS is doing a small-scale project to
evaluate the merits of expanding the scope of CEP audits. On the other
hand, the Commissioner said doing such projects would be too costly and
burdensome. We acknowledge 1rS’ concerns, but we believe that checking
these assumptions is critical given CEP’s size and importance.

TEI's Comments

TEI took issue with what it characterized as the alleged implication in the
report that tax noncompliance among CEP corporations was likely to be
significant. TE! rejected the proposition of a single correct tax liability from
which any variance is evidence of noncompliance. Our report cites
examples of CEP corporations not complying. However, before citing these
examples, we devoted a major section in chapter 2 to discuss why no one
knows the level of tax compliance among CEP corporations. We do not see
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how this section or the examples can be construed as evidence of
significant noncompliance among CEP corporations.

TEI's letter seemingly acknowledged noncompliance by citing our finding
that CEP corporations voluntarily paid 94 percent of taxes collected from
them; the other 6 percent resulted from IRS’ CEP audits. TEI contended that
this 94 percent figure shows that CEP corporations were among the most
compliant taxpayers. Although this could be true, we do not view this as
evidence of 94-percent compliance among CEP corporations for various
reasons as discussed in this report.

Further, TEI suggested that CEP corporations may in fact overpay their
taxes because they do not appeal all additional taxes that CEP audit teams
recommend. We acknowledge that CEP corporations may not appeal all tax
recommendations that they reasonably could have appealed. We do not
believe, however, that this means CEP corporations overpay their taxes.
Our report points out forces, such as CEP audit teams missing
noncompliance or inadequately supporting their claims of noncompliance,
that could result in CEP corporations underpaying their taxes. In sum, we
reiterate our conclusion—no one knows the full extent of CEP
corporations’ tax liabilities.

TEI also was concerned with what it believed to be our position that cEp
teams audit all tax issues on CEP returns, TEI said that most CEP
corporations devote considerable time and energy to voluntarily pay their
taxes and already receive heavy IRS scrutiny. TEI also stated that this type
of audit would create enormous delays and costs for corporations as well
as [RS. We agree, which is why we did not recommend this. Instead, we
recommended that IRs audit more issues on a limited sample of returns in
order to test IRS’ assumption that audit teams do not miss issues on CEP tax
returns.
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Most CEP Changes
Have Not Been Fully
Implemented and May
Not Be Enough

CEP teams audit tax returns as part of IRS’ mission to collect the proper
amount of taxes at the least cost to the federal government and taxpayers.
As a result of these audits, CEP teams recommend additional taxes that
they believe the corporations owe. Various problems, attributable to both
IRS and corporations, have weakened the chances that these
recommendations will survive. These problems also have increased IRS’

costs and burdened CEP corporations.

Although 1gs has studied ways to improve CEP since the 1970s, serious
problems remain that reduced the collection rate. Since 1990, irs has made
changes to minimize some of these problems. Our work indicated that
although these changes look promising, they have not been fully
implemented because of the decentralized way in which IRS organizes its
operations. Even if implemented, the changes may not be enough to
address problems such as inadequate resources and tools for doing CEP
audits. These changes and problems in the context of the low collection

rate are discussed below.

In 1990, RS approved and began implementing [0 changes to enhance CEP
audits. Given such recent approval, we did not attempt to fully measure
the effects of the 10 changes. However, our case studies, survey results,
and on-site visits and interviews at selected IRs districts in 1992 and 1993
did allow us to identify the status of the changes and some preliminary

results.

From our work, we concluded that these changes offer the potential to
improve CEP, For example, the changes may have contributed, to an
extent, to the recent trend in corporations agreeing to pay more
recommended taxes after audit, as discussed in chapter 2. We found that
most of the changes have not been fully implemented, suggesting the need
for action. Table 3.1 summarizes the status of these changes as well as
actions needed. Chapters 3 and 4 offer recommendations to address most

of the needed actions.
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(P
Table 3.1: GAO Evaluation of the Current Status and IRS Actions Needed in Implementing CEP’s 1990 Approved Changes

1990 approved changes Status IRS actions needed

1. Expedited legal and technical assistance Ongoing Maore consistent district counsel involvement

2. Expanded ISP to clarify IRS pesitions Complete Further expansion to improve revenue agents’ industry
knowledge

3. Training revenue agents on issue development Ongoing More training

4. Improved communication between CEP and Appeals Ongoing Better incentives for improved communications

5. More involvement by IRS field managers to improve (a) Ongoing Managers still need to become more involved for

taxpayer cooperation, (b) audit currency, and (c) issue improvements to occur

resolution

B. Field manager involvement in audit planning, support Ongoing Managers still need to become more involved in these

audits, and oversight areas

7. Better communications for audit teams through laptop Ongoing Districts GAQ visited had not received funds for laptop

computers and electronic bulletin board computers

8. Establish national policy board to ensure CEP is Complete None

properly managed

8. Establish a national CEP director and CEP managers to Complete Has provided overall leadership, but lacks authority

provide CEP leadership and responsibility

10. Develop standards and measures for a successful CEP Ongoing Needs revision; see chapter 2

Source: IRS documents and GAO analysis.

On the basis of our surveys and interviews, the two approved changes to
provide more central direction over CEP—establish a national CEP director
and a national policy board—appear to have been fully implemented. IRS
has also fully implemented its approved expansion to the Industry
Specialization Program (Isp). Such changes seem to have improved
communication and coordination among the IrRs functions as well as
oversight of CEP.

However, Irs could make these changes even more effective. We believe
that IrS could do more to improve revenue agents' industry knowledge.
Further, although Irs established the position of CEP director to provide
development, oversight, and evaluation, the director has no line authority
over CEP revenue agents or resources. In March 1994, 1rs officials said that
they would soon expand the director’s responsibilities beyond the 1,700
CEP corporations. These responsibilities would cover IS’ audits (about
50,000) of all corporations with assets exceeding $10 million but would not
cover the authority over field staff or resources. The effects of this
expansion on CEP audits and related resources were not known.
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Similarly, the National Large Case Policy Board recently reviewed the 10
changes.! The Board's 1993 report noted marked improvement in many
areas, such as the increase in functional cooperation among Appeals,
District Counsel, and cEp. However, the report identified the decentralized
CEP structure and budget as a key concern. It pointed to six CEP areas,
which cut across many of the 10 changes, needing improvement: (1) a
more centralized budget, (2) an improved measurement system, (3) more
issue agreements and case resolutions, (4) better issue identification,

(5) more timely audits, and (6) accelerated tax collections. The CepP
Executive Director said that these six areas affect CEP’s ability to finish

implementing the 1990 changes.

We found inconsistent and incomplete implementation of the remaining
seven changes. Our work showed that Irs’ decentralized structure
hindered implementation of the seven changes; district offices have been
responsible for implementing most changes. The CEP Executive Director
said that if he had line authority over CEP teams and a separate budget, he
could have ensured more complete and consistent implementation of the

seven changes.

RS’ decentralized structure has evolved over time to protect against
concentrated power that could be abused. In this structure, 1rS’ districts
acquired the major responsibility for operating various programs.
Although 1rs has been exploring ways to more effectively operate in a
modern environment, its decentralized structure has become rooted.

These 10 changes, even if fully implemented, will not solve certain
problems that contribute to CEP-recommended taxes not being collected.
These problems included the following: (1) CEP audit teams lack needed
resources, (2) CEP’'s measures of success skew the incentives for audit
teams in supporting tax recommendations, (3) CEP's methods for obtaining
needed data from corporations do not work well, and (4) CEP teams lack
knowledge about industries covered in audits.

IRS considers CEP to be one of its highest priority enforcement programs.
However, in the four districts we visited, CEP did not receive a
commensurate priority in resource allocation. The decentralized structure
allowed districts to shift resources to meet other needs. Our work showed
that CEP teams often lacked funds for training, traveling to corporate

'“The State of the Large Case Program.” repott of the IRS National Large Case Policy Board,
January 13, 1993.
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offices to obtain data, and hiring private sector experts. Such resource
shortfalls hindered CEP teams’ ability to audit large, diverse corporations
with operations scattered worldwide.

Training

Officials in CEP, Appeals, and District Counsel in the four districts we
visited generally said that CEP revenue agents need more training on how
to support recommended taxes. These officials said that audit issues were
not fully developed, in part, because the agents were not sure about what
documents or expert testimony were needed.

Only 26 percent of the 85 team coordinators responding to our survey said
they had been trained before being placed in their positions. About

33 percent of them reported that they needed more training, such as on
industry tax and accounting issues, to improve their ability to do audits.
Further, none of the team coordinators in our 12 case studies had received
extensive training on the level of evidence needed to support tax
assessment recommendations. The advanced corporate training course,
which is required for CEP revenue agents, covered such evidence standards
only briefly. We are concerned about the lack of training for team
coordinators. As case managers become responsible for other CEP audits,
the team coordinators continue to receive more responsibility for
managing audits. (See ch. 1 for a description of CEP staff roles.)

We also found a need for more training on industries that CEP corporations
cover. About two-thirds of the case managers and team coordinators
responding to our survey had not received training on industries they
audited. In our survey, a team coordinator who had specialized in the
insurance industry since 1986 had the following comments about the lack
of such training.

“From May 1986 until the present time, I have only received about 8 days of continuing
professional education training in insurance (examination of insurance cases is my
specialty). This is despite the fact that there were major changes in the tax law for life
insurance companies in 1984 and property and casualty companies in 1986. We have a
number of newer agents who have been assigned to the insurance group for more than 1
year. These agents have not yet received any formatl classroom training.”

During our work, a revenue agent told us how the lack of industry training
can hurt an audit. The revenue agent had been rotated from a CEP team
doing audits in one industry to a team in another industry without any
training on the new industry. This agent erred in computing an additional
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tax assessment because he did not know enough about the tax laws for
that industry. The corporation had to train the agent on how to compute

the tax.

An appeals officer who had done many CEP audits as a revenue agent told
us the training in Appeals has been much more extensive than what
Examination provided him. The appeals officer said issue development
and collection rates would be improved if revenue agents received similar

training.

CEP officials have long known about problems with training. RS’ CEP
Quality Peer Review Report for 1991 stressed the importance of training to
keep revenue agents updated on tax laws and industry trends. The report
concluded that a lack of funding had resulted in revenue agents not
receiving the training to do highly competent work. The report
recommended that Irs develop industry, issue, and tax law training for all

CEP staff.

A 1992 report by an IRs task force on CEP training concluded that a lack of
training puts revenue agents at a severe disadvantage during CEP audits.?
The report recommended that CEP officials develop a training plan to cover
tax law changes and to focus training on industries being audited as well
as other issues commonly raised during audits.

This task force also recommended establishing a specific budget for CEP
training. Accordingly, Irs set aside about $4 million in fiscal year 1993 for
CEP training. However, we found that three CEP training courses to be
funded through this budget were cancelled as of May 1993 due to other
district office priorities. The CEp Executive Director told us that training
needs cannot remain unmet year after year without harming audit quality.

Travel and Support Audits

In addition to training, district office decisions to allocate resources to
other areas have limited CEP travel and support audits. In one of the four
districts in our review, audit teams lacked the funds to travel to major
subsidiaries of large corporations being audited. As a result, the teams
could not collect information to fully develop potential audit issues. One
CEP official commented on the effect of inadeguate travel funds on one

audit.

A Roadmap To Quality CEP Focused Training,” National CEP Training Task Force, Final Report,
September 1992.
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“The taxpayer suggested a meeting every other month at the support site; however, due to
lack of travel funds the case manager had to reduce these to guarterly meetings. In
addition, the case manager recommended that at a minimum the case manager and team
coordinator travel to the support sites to attend these meetings. Due to district restrictions
on travel, only one IRs person, the team coordinator, is allowed to travel to these meetings.
Therefore, the case manager, who has ultimate authority and responsibility for that case
and support audit, is not allowed to participate in key meetings which will determine the
success of the examination.”

If a district provides insufficient travel funds, its CEP teams responsible for
the audit could have a greater need for audit support from other districts.
That is, revenue agents in other districts, where the taxpayer being audited
also conducts business, could help by doing the audit work in their
districts.

In our survey, a team coordinator noted the following problems in getting
support audits when the district budget for CEP was too limited to allow
visits to a taxpayer’s subsidiary operations.

“My current assignment has a member corporation whose home office is in another region.
This corporation has not been examined since joining the consolidated group - at least 10
years. Its records for both book and tax are maintained in the other region. Circumstances
such as these warrant at least a limited scope audit. I requested a support audit during the
pre-audit stage of the cycle, and the case manager never forwarded the request. I was told
that since the support districts no longer receive credit for their work, and with budgetary
restrictions, they would be reluctant to devote the manpower necessary to perform the
requested work. This would necessitate our going to the support district and doing the
audit ourselves, and that wasn't going to happen.”

The fiscal year 1992 cer peer review found completed support audits in
24 percent of the cases. The peer review noted that support audits allow
CEP teams to utilize IrRs-wide talent to meet audit needs. However, case
managers and other CEP officials in all four districts we reviewed were
reluctant to request support audits. They said resource constraints and
differing priorities across districts meant that agents assigned to do
support audits may not be qualified for the job or be able to do the work
when needed. In summary, they were not confident that they would
receive work of as high quality as they received when using agents from
their own districts.
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Private Sector Experts

CEP teams also had difficulty obtaining district office funds for private
sector experts to assist on the audits. Our work showed that using experts
could help CEP teams support their recommended assessments. Appeals
officers said they perceived IRS’ specialists as less credible than taxpayers’
experts and generally conceded audit findings developed by IRs specialists.
They added that contracting private sector experts would help increase

the collection rate.

In our follow-up with survey respondents, 20 percent of 82 team
coordinators told us that they needed but could not obtain a private sector
expert (e.g., an economist) for their cases. In these cases, district
management did not agree that an expert was needed, given available IRS
specialists and insufficient funds. Also, district officials said needed
experts were not readily available, and waiting was impractical.

CEP teams did not use private sector experts on any of the 36 top-dollar
issues in the 12 cases we reviewed. Of the 11 District Counsel and Appeals
officials who worked on these cases, 10 told us that CEP needs to hire more
experts to develop complex audit issues. They said taxpayers’ experts
have much greater influence in Appeals and Tax Court than Irs’ specialists.

In one case involving the depreciation of assets, IrRs’ specialist alleged that
the taxpayer overstated the value of the assets. The appeals officer said he
conceded most of over $150 million of recommended adjustments because
the courts would be unlikely to uphold Irs’ position when the taxpayer had
hired a reputable appraisal firm. The appeals officer also said the courts
generally woulid not perceive IRS’ specialists as credible in this case.

In another example, the appeals officer said the CEP taxpayer hired famous
tax attorneys whose writings on taxation were often cited in court.
Knowing this, the appeals officer said he felt obligated to accept the
taxpayer’s position and conceded over $100 million in recommended
adjustments. He said the credibility of the taxpayer’s experts exceeded
that of IrS’ specialists.

IRS’ fiscal year 1992 CEP peer review report found a similar problem. cep
used private sector experts in 16 percent of the cases reviewed compared
to 43 percent by the corporations audited. The report recommended that
CEP teams obtain experts early in the audit to facilitate information
gathering and improve audit quality. Further, the report recommended that
CEP officials in the National Office seek additional funds to contract
experts.
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CEP Productivity
Measures Need to
Provide More
Incentive to Revenue
Agents

Irs has allocated separate funds to CEP for contracting with experts since
fiscal year 1991. According to National Office officials, although these
funds have helped to alieviate some of the pressures on the districts when
they requested experts, the funds were still too limited to have a large
impact.

Having a central budget would facilitate the transfer of CEP funds during
the year from one district to another. In our case studies, 19 of 24 cep
district officials agreed that the National Office should directly control cEP
resources, such as training, travel, and private sector experts. They
generally supported having a central CEP budget to deter districts from
shifting ceP funds to other district programs.

In summary, no IRS program can get all of the resources that it needs,
particularly when budgets are tight. But our work suggested that cEP had
some serious unmet needs and that resources would be more certain
under a centrally managed CEP budget. With such certainty, CEP team
members and other IRS staff could be better developed and utilized.
Although 1rs would need to protect against overcentralizing and thus
undercutting other district programs, CEP would be more likely to meet its
mission in auditing large, complex corporations if resource allocation
were more centralized. One protection could be to leave the responsibility
for specific decisions about CEP audits and technical aspects at the district
level.

IRS measured CEP's productivity by the amount of additional taxes that
audit teams recommend and the time it takes to complete the audit. We
agree with the Internal Revenue Service Manual that the intent of an audit
is to determine the true tax liability without concern about the hazards of
litigation. It is not IRS’ manual that needs to be expanded, but rather its
measurement of CEP. For various reasons discussed below, we believe that
CEP teams also need to consider the rate at which their recommended
taxes are collected.

Considered separately, we believe that IRS’ current two measures have
some validity. Using recommended taxes as one measure can encourage
revenue agents to identify more areas of potential noncompliance,
especially when complex tax laws make determining the true tax liability
difficult. Measuring the time to complete audits is likely to encourage audit
teams to use their time effectively.
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On the other hand, we found that these two measures alone did not
provide adequate incentive. Attempting to generate the most
recommended tax in the shortest amount of time can induce CEP teams to
bypass audit steps and not fully develop support for their recommended
taxes. Thus, CEP teams had little incentive to review all areas of tax
returns, track down valuable data, or seek feedback on its audits from
Appeals. We believe this lack of incentive led to some poorly supported
recommended taxes that could not be sustained in Appeals. Having the
collection rate as another measure could alter this incentive and result in
CEP teams better supporting their tax recommendations.

Little Incentive to Identify
and Fully Develop
Recommended Taxes

Irs’ measures provided little incentive for CEP audit teams to adequately
identify and develop recommended taxes that can be sustained after audit.
By focusing on recommended taxes and audit cycle time, these measures
can pressure teams to use the same audit plan year after
year—particularly if the old plan produced high recommended taxes
(regardless of whether Appeals had sustained these recormmended taxes).
CEP teams in 11 of our 12 cases generally followed the same plan across
audit cycles. Limited time to complete audits may help explain this

tendency.

We found that following the old audit plan can result in CEP teams missing
issues, overstating recormmended taxes, and using resources ineffectively.
For example, corporate officials told us that the taxes recommended
repeatedly by revenue agents often involved timing issues that should not
be developed in subsequent years once the adjustment is agreed to and

made.

The most negative aspect of CEP audits cited by both the corporate and IrS
officials surveyed was the revenue agents’ failure to adequately support
issues they raised during the audit. An appeals officer said: “To create
dollars, Exam ( Examination Division) raises too many weak issues. This
clouds the entire case. Exam should focus on solid issues and not be
pressured to create tax.” Also, a case manager commented: “Instead of
encouraging agents to fully develop their issues so that the government
can eventually collect the tax, ROI (return on investment using
recommended taxes) encourages agents to set up big deficiencies. Finding
issues is probably easier than developing them.”
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CEP Teams Had Little
Incentive to Coordinate
With Appeals

Measuring success by the amount of recommended taxes per hour also
gave CEP teams little incentive to coordinate with Appeals on how it settled
disputes over recommended taxes. We found inconsistent coordination
between CEP teams and appeals officers. Such coordination could inform
CEP teams about the reasons that Appeals conceded recommended taxes
from prior audits. Without this knowledge, agents may continue to
recommend taxes that are likely to be conceded.

One of RS’ 10 changes in 1990 required CEP teams and Appeals to meet
before and after the case is decided by Appeals. CEP teams can explain
their position on disputed issues and allow Appeals to ask questions about
the team’s positions. The teams may also use this information to more
fully develop their positions in the next audit. By May 1991, both functions
had changed their procedures to require these meetings.

Before RS required these two functions to meet before and after
settlements, our surveys indicated that communications between Appeals
and CEP teams on settlements were inconsistent. Although 64 percent of
the appeals officers said Appeals provided feedback to CEP teams on the
settlements, only about 40 percent of both the 56 case managers and 73
team coordinators who had cases that went to Appeals said Appeals
provided feedback. CEP officials said a possible reason for the disparity
could be that the feedback provided to Examination was not provided to
the CEP teams.

Our case studies also showed this inconsistency. For the nine cases in
Appeals we reviewed (most audited and settled before IrS implemented its
CEP changes), four CEP teams did not hold preconference meetings with
Appeals. In addition, none of the nine teams met with Appeals after the
case was settled to find out why recommended taxes were not sustained.
Moreover, the revenue agents working on five of the nine cases said they
had neither read the written Appeals’ report on the resolution of past
audits of the same taxpayer nor coordinated with Appeals before or after
the audit. They said doing so takes time away from current audits and
offers little potential to recommend more taxes.

In summary, we believe that measuring CEP on taxes collected in addition
to taxes recommended would balance competing incentives and serve as a
control against overstated recommended taxes. With both measures, CEP
teams should feel less pressure to recommend taxes that are unlikely to be
sustained in Appeals or the courts. They also would have more of an
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Audit Methods to
Obtain Taxpayer Data
Did Not Work
Effectively or Were
Rarely Used

incentive to fully develop issues that they do audit. As a result, the
collection rate should increase from 22 percent.

A January 1993 report issued by the Treasury Inspector General illustrates
what can happen by emphasizing recommended taxes over taxes
collected—Irs’ overall mission.? The report described how IRs managers in
the Buffalo district manipulated statistics. They shifted recommended
taxes from CEp audits to another audit program that was falling short of its
goal. Because the CEP goal had been met, they artificially enhanced the
other program’s results to attain better performance evaluations and
receive merit pay increases.* Although Irs prohibits using numerical goals
to evaluate individual performance, Irs holds managers accountable for
meeting the program goals. The Inspector General concluded that
problems he found may exist throughout IRs.

CEP teams need corporate information to determine whether all income is
reported and all deductions and credits are allowable. But corporations
can have difficulty finding information when IRS’ requests are vague or are
for an old tax year. To the extent that CEP teams poorly planned the audit,
vague requests are more likely. Also, the CEP teams and corporations may
disagree on the types and amount of information needed for the audit.
Such disagreements are the normal product of the tension existing
between tax administrators and taxpayers in a complex tax system that

depends on voluntary compliance.

We found that the two methods—IDRs and summons authority—that CEP
teams have to obtain needed taxpayer data were not working well. IDRs
were not effective; and summons authority was seldom used because of
the time required to obtain a summons. As a result, CEP teams need more
effective tools to use when corporations do not provide requested
information in a timely manner. Such tools would help ensure that CEP
teams develop supportable recommended taxes that can be sustained in

Appeals.

In our survey, 85 percent of team coordinators reported they did not
receive requested information in a timely manner, while about 30 percent

¥Management Inquiry Into the Buffalo District of the Internal Revenue Service,” Department of the
Treasury, Inspector General report, (OIG-0QA-93-003, Jan. 12, 1993).

‘Although the Inspector General report did not indicate whether CEP’s collection rate as discussed in
chapter 2 would be affected by this shift in program results, we doubt that our computation of the rate
was affected. We tracked the taxes recommended for each specific CEP corporation, which would not

be affected by the manipulation of aggregated results.
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said they had to close audits without receiving the information. Further,
76 percent of the 57 team coordinators and 61 percent of the 55 case
managers who reported that their cases closed later than planned said
problems getting information from the taxpayer caused the delay to a
great or very great extent. One team coordinator responded to our survey
with the following comments.

“The taxpayer procrastinated and was able to control the pace of the examination. [IRs]
management'’s decision to close the case with undevelcped, unagreed issues was a poor
decision. Exam should have fought for the records and issued summonses where required
to properly develop issues.”

Our case studies also showed the difficulty that CEP teams had in getting
information. Out of the 12 cases, 5 teams extended the time to complete
the audits because the corporation did not provide needed data. In all, four
teams had not received the data by the time the audit ended.

Rather than providing information to CEP teams during the audits,
corporations sometimes provided it only to Appeals. In our survey, about
half of the 63 corporate respondents whose cases went to Appeals said
they introduced new information only to Appeals. In the 9 appealed cases
we reviewed, the corporations provided new information to Appeals for 17
of the 27 top-dollar issues. In two of these cases, CEP officials told us they
would never have recommended additional taxes if they had received the
related information during the audit. The information convinced Appeals
officials to concede about $30 million in disputed adjustments to taxable
income. If the teams had not recommended these adjustments upon
receiving the requested information, the collection rate would have been
higher.

Overall, providing information to Appeals and not to CEP teams
significantly affected the collection rate. In the 9 appealed case studies,
Appeals sustained almost 70 percent of the recommended taxes when
corporations provided the information to CEP teams compared to none of
those taxes recommended when the corporations provided the
information directly to Appeals.

The fiscal year 1992 CEP peer review study also found that requested
information was provided by the due date in only one-third of the requests,
even though the team and the taxpayer had agreed on an acceptable
response time. The peer review report viewed the efficient exchange of
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information as essential to a quality audit and recommended higher
management attention.

When corporations did provide requested information, many case
managers and team coordinators who responded to our survey were not
satisfied with taxpayers’ responses. About 40 percent were dissatisfied
with the completeness of the information. CEP, Appeals, and District
Counsel officials we interviewed said taxpayers’ failure to provide
requested information in the audit resulted in undeveloped recommended
assessments. Our analysis of the nine case studies showed that such
recommendations were likely to be conceded by Appeals.

Both taxpayers and district cep officials indicated that corporations
encountered difficulties responding to IRS’ information requests. About
40 percent of the taxpayer respondents reported that they were
dissatisfied with the clarity and conciseness of the teams’ requests. They
believed that the IDRs were too wide-ranging or vague to be processed
quickly and accurately. According to a report by an organization whose
members include CEP corporations, CEP teams request irrelevant
information when they are “fishing” for issues to audit.

IRS officials said while IDRs may be broad and vague, CEP corporations did
not always leave an audit trail that allows CEP teams to identify the specific
documents needed. On the other hand, cep officials in the four districts we
visited said they recognized the corporations’ difficulty in responding to
iDks. They pointed out that corporations had more difficulty when the
requests involved tax returns from many years ago, particularly if the
taxpayers retained tax information in multiple locations or lacked
personnel to find the information.

Although the case managers and team coordinators in our survey
expressed dissatisfaction with taxpayers’ overall cooperation in
responding to information requests, they rarely issued summons to obtain
the information. In the survey, only seven case managers and five team
coordinators said they used IRS’ summons authority to obtain needed
information. Instead, they said they relied on meetings with taxpayers to
resolve delays or they reissued the original request for data.

We found this same condition in our case studies. In the nine protested
cases, CEP officials met with the taxpayers to discuss delays in obtaining
requested information. The CEP teams had not used their summons
authority in any cases, despite their difficulties. Most teams did not receive
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the requested information in a timely manner, if at all, In one case,
however, a team used a summons during a subsequent audit cycle when
the corporation said the information requested could not be located. After
receiving the summons, the corporation located the records overnight.
However, according to revenue agents in some of the districts we visited, a
summons generally does not provide such immediate results.

Revenue agents in three of the four districts we visited said they were
reluctant to use the summons authority. Under pressure to close audits
quickly, they said a summons must be enforced, which can take from 6 to
24 months. The agents also said they did not want to harm good
relationships with the corporations. However, as a District Counsel noted,
agents do not have good relationships when corporations do not provide
requested information.

We recognize that RS’ IDRS can cross the bounds of what would seem
reasonable to an independent observer. As a result, we do not believe that
IRS should necessarily be able to obtain all of the information that it
requests.

However, our case work showed examples in which even reasonable
requests for information were not met in a timely manner or at all. Given
the practical difficulties of using a summons, the inadequate corporate
responses to IDRs, and the frequency with which corporations provided
new information to Appeals, we believe CEP teams need more effective
tools to gain better access to the information for which their request is
appropriate. We have identified the following options that could be used
by 1rs if a corporation did not provide requested information without
reasonable cause:

Prohibit the corporation from introducing such information during appeals
or trial. A similar requirement exists in section 982 of the Internal Revenue
Code for foreign-based documentation, This section can prohibit
taxpayers from introducing that documentation in a civil tax case,

Provide Irs with the authority to assess a penalty for noncompliance with a
request for certain information. This authority could be similar to section
6038A, which allows penalties against certain foreign-owned corporations
that fail to furnish requested information.

Give CEP the authority to impose penalties on corporations that willfully
fail to produce requested data by the end of the audit. No such penalty
exists now. Under this penalty option, Appeals and the courts could rule
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Revenue Agents Were
Not Adequately
Informed About
Industry Audit Issues

on whether the corporation had reasonable cause for not providing the
data to CEP. If so, the penalties imposed by CEP would be abated.

We have not studied the cost-effectiveness of these three options. And IRS
may want to examine ways to make the summons authority more useful,
by devising a more timely process or progressive steps leading to its use.
Any of these approaches may improve IRS’ ability to obtain the necessary
information. Yet, all of them should be considered as a last resort. Working
cooperatively with taxpayers to clarify the IDRs and obtain the necessary
information should be tried first. However, we believe enhancing Irs’ tools
as we suggest may increase cooperation so that the new tools would rarely

be needed.

We found that CEP revenue agents generally did not specialize in a
particular industry. IRs policy has long required that agents rotate from
audits of one corporate taxpayer to another about every 6 years. We
support the concept of rotation as an internal control to safeguard the
integrity of CEP, but whether the current 6-year standard is appropriate
today is another question. Irs officials told us that Irs is considering

lengthening this period.

We also believe that rotation is more important among corporations than
among industries. In rotating among corporations on the 6-year schedule,
IRS’ revenue agents have tended to also switch from doing audits within
one industry to audits within another. Switching industries, along with
corporations, requires agents to learn different accounting practices and
audit issues. As a result, agents have more difficulty doing a quality audit

under tight time frames.

District CEP officials in our 12 case studies cited a need for more industry
knowledge. Of 23 officials, 15 told us CEP revenue agents often lacked the
necessary knowledge of the industry environment, tax accounting
practices, and issues. They believed this lack of knowledge hindered
revenue agents' ability to develop supportable audit positions. These
officials said a portion of revenue agents should specialize in industries to
help CEP teams more effectively audit corporations in the same industry.

In addition, 11 percent of team coordinators and 27 percent of taxpayers
responding to our survey reported that they were dissatisfied with the
audit team’s knowledge of the taxpayer's industry. One corporate official
we surveyed said that the
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“Technical ability of Examining agents is woefully inadequate. They just don’t have the
background or expertise to handle complex technical issues of CEP taxpayers. To deal with
an agent who has ‘a little knowledge’ is a frustrating experience, since much time is taken
up by responding to irrelevant questions.”

The 1990 Irs quality improvement team for CEP recognized the need for
more knowledge of industries covered by CEP audits. The team found that
ISP had not kept pace with the changing corporate world. i1sp lacked
effective communication across IRS districts. Nor did it adequately ensure
consistency among audit teams in developing positions on similar industry
issues. The team cited needed improvements to ISP to deal with
multi-industry corporations. For example, the team believed that an 1sp
that relies on each district to coordinate its industry issues without
national management will not meet its intended purpose. This team
concluded that such an approach lacked a mechanism to ensure that audit
plans and industry issues are uniformly developed.

IRS expanded ISP, on the basis of its 1990 change, by having 1sp industry
coordinators accumulate and disseminate information on selected
industries as well as IrS’ audit positions. IrS’ goal was to ensure a more
consistent treatment of taxpayers. IRS also created electronic bulletin
boards to improve communications among audit teams in developing
industry issues. However, Irs did not develop controls to ensure that
revenue agents would use the information as intended.

We found ISP had not ensured that CEP teams would raise and develop
coordinated industry issues. Three of four industry coordinators we
interviewed said their span of responsibility is too vast for them to be
adequately involved in all audits in their industry or to provide all audit
teams with needed assistance. The industry coordinators said they rely on
audit teams to request their assistance when problems arise. However,
they acknowledged that audit teams usually did not have enough industry
knowledge to know when to ask for help.

Not having revenue agents who know about an industry can hamper
audits. One CEP branch chief said an adequate understanding of the
taxpayer’s industry is paramount for effective audits. In 1 of our 12 cases,
the lack of industry knowledge significantly hindered the audit. The
district assigned three revenue agents to an audit involving an industry
about which they had no knowledge. The team coordinator had to spend
time coaching the agents on the industry and its accounting standards. At
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the same time, the coordinator was tasked with developing complex audit
issues but lacked enough time to accomplish this task.

According to the team coordinator, this audit was inefficient. The agents
only began to understand the industry and accounting standards when the
audit ended. As a result, the major issues were poorly developed and
Appeals completely conceded two of the three top-dollar issues, totaling
over $800 million. The corporation is litigating the third issue.

We believe developing industry specialization among revenue agents
would improve their abilities to audit CEP corporations. IRs is already
developing a program to have agents specialize for non-CEP audits of
businesses. So far, IRS believes this program has improved audits. We
believe that this program can provide a road map to help CEP meet
challenges it may encounter through specialization. Believing that Irs still
should rotate agents among corporations, we favor a similar type of
industry specialization for CEP audits.

- - |
Conclusions

CEP is IRS’ most important audit program given its complexity and revenue
implications. Since the 1970s, CEP has been plagued by various problems.
To correct these problems, s approved CEP changes in 1990. IRrs districts,
which have the major responsibility for CEp audits, have not fully
implemented all of these changes. We believe these changes are positive
and need greater support from a central authority for them to work

effectively.

The decentralized management of CEP has also contributed to these
problems. This structure has allowed districts to shift CEP resources to

meet other needs. Having fewer resources, CEP teams are ill-equipped to do

quality audits of large corporations with complex operations. In particular,
we found that CEP teams needed more consistent training on industry
issues and audit practices. More centralized control over budget and staff
resources, while balancing other resource needs in the districts, could
improve the audits as well as the audit team’s support for recommended
taxes. To protect against excessive centralization, authority for making
specific case decisions could be left in District Office hands.

IRS’ measure of CEP—recommended tax increases per hour of audit
time-—may encourage CEP teams to recommend tax increases not likely to
be sustained in Appeals. Contributing factors include time pressures to
close audits and ineffective tools for obtaining needed information from
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CEP corporations. We believe that adding a new measure—the rate in
collecting recommended taxes—could provide needed balance in
discouraging CEP teams from continuing to recommend taxes that Appeals
is likely to concede.

CEP teams and corporations may disagree on the types and amounts of
information needed for an audit. While some IRS requests for information
may be overly broad or vague, CEP teams need information to determine
whether all income is reported and all deductions and credits are
allowable. The CEP teams had problems getting timely and complete
information from taxpayers using IDRs and did not often use IRS’ summons
authority—the current two methods of obtaining information. While we
believe that CEP teams should first try working cooperatively with
taxpayers to clarify data requests and obtain needed information, we also
believe that Irs’ tools do not work well enough when corporations do not
provide requested information in a timely manner.

Concessions of recommended tax increases in Appeals also arose because

CEP tearns lacked knowledge about the industries that their audits covered.

Our work showed that CEP revenue agents did not know enough about
industry trends and practices. We believe that having more such
knowledge would improve CEP audits along with the chances for
recommended taxes being upheld in Appeals. Given increasingly complex
corporations, specialized agents rotated among corporations in the same
industry would improve CEP audits.

If the Irs changes are successful, CEP teams will be more likely to improve
their audits and recommend tax increases that can be supported and
sustained. However, we see a need for other changes to the CEP budget,
training, and measures as well as CEP teams’ access to corporate data and
their knowledge of industries.

Recommendations to
the Commissioner of
Internal Revenue

We recommend that the Coramissioner of Internal Revenue

give the CEP Executive Director authority over CEP budget resources and
staff allocations at the district office level,

ensure that CEP's revenue agents receive adequate training on the industry
they specialize in as well as on tax laws and basic auditing skills such as
standards of evidence,

expand the measures of CEP productivity to include the percent of
recommended taxes that is ultimately collected,
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Comments and Our
Evaluation

issue regulations or propose legislation to strengthen RS’ ability to obtain
needed data from CEP corporations during the audit after evaluating
options for obtaining needed data from corporations as discussed on page
56, and

modify CEP's policy to allow revenue agents to rotate among corporations
in the same industries to the extent possible.

IRS Comments

The Commissioner agreed with our recommendations on training CEP
revenue agents. She also agreed to modify CEP policy on rotating revenue
agents to the extent that circumstances and resources permit. In addition,
she said that in fiscal year 1994, Irs will study the three options that we
suggested to increase IrRS’ ability to obtain needed data from coxporations
during CEP audits.

The Commissioner did not agree with our recommendation to give line
and budget authority to the CEp Executive Director. We believe that Irs
assumed our recommendation was similar to ones made by IRs study
groups in 1990, which recommended major centralization. The intended
scope of our recommendation was not as great. We agree that full
centralization generates problems as well as benefits. We clarified our
report recommendation to focus on centralizing authority over resource
allocation, not over CEP cases themselves.

The Commissioner also did not agree with our recommendation to use the
collection rate as one measure of CEP productivity. Even so, the
Commissioner said, in commenting on a recommendation in chapter 2,
that IRrs is developing a voluntary compliance baseline measure using a
methodology similar to ours. We continue to believe that this
recommendation is needed and Irs’ proposed measure would suffice.

The Commissioner also said we did not put enough emphasis on changes
that IrRs was making to CEP, such as the continual involvement and control
by regional CEP managers and the new measures that IrRs was developing.
We added report language to further acknowledge these changes and our
support for Irs’ efforts. However, neither our survey of 108 CEP cases nor
our work during 1992 and 1993 at ks offices in 5 IRS regions provided
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evidence that regional CEP managers’ involvement had significantly
improved the selection of audit issues or resource allocation.

TEI Comments

TEI raised concerns about whether we would be “jumping the gun” in
suggesting new penalties or sanctions if CEP corporations did not
adequately provide data that CEP teams requested. TE! pointed to many
problems with these IRS requests, which our report has discussed. We also
saw evidence of corporations not responding adequately to reasonable
requests.

We differ slightly with TEI on these points. In turn, our recommendations
asked IRrs to evaluate the various options for improving CEP teams’ ability
to obtain needed data. We do not view this as “jumping the gun.” Our work
did not lead us to conclude that IRS’ changes to CEP since 1990 will solve
the problem, even though they may lead to improvements.

Regarding these ongoing changes to CEP, TEI characterized our report as
“more a historical portrait” of CEP in 1993. TEI questioned whether our
findings from cases closed a number of years ago would still be valid
because of the many ongoing changes to CEr. We agree that much of our
work focused on cases audited and settled in Appeals before IRs approved
changes to CEpP in 1990. This fact, however, did not preclude us from
analyzing the status of these changes as well as the recent state of cEp. We
surveyed various IRs officials as well as taxpayer officials involved in 108
cases—some settled in Appeals after 1990. In all cases, we asked questions
about each of Irs’ changes. Further, we interviewed 85 Irs and corporate
officials in various field locations up through mid-1993. We drew on all of
this information in reaching our conclusions about the recent state of CEP
as well as IrS’ changes.
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When corporations disagree with the additional taxes CEP teams
recommend, they usually challenge the taxes in Appeals. If a CEP team
does not or cannot adequately support its recommended taxes, Appeals
has little choice but to concede these taxes. Even if Examination’s
position is supported, Appeals may concede the taxes in full or in part on
the basis of an assessment of the hazards of litigating the issue.

We found that Appeals has been striving to meet its stated mission

“to resolve tax controversies, without litigation, on a basis which is fair and impartial to
both the Government and the taxpayer and in a manner that will enhance voluntary
compliance and public confidence in the integrity and efficiency of the Service.”

While ks may be meeting its mission to settle disputes without litigation,
we believe that this emphasis along with other factors contributed to the
22 percent collection rate and challenged Appeals’ ability to meet other
parts of its stated mission—to reach settlements fair to both the
government and the taxpayer and to promote voluntary compliance.
Specifically:

Differing interpretations of complex tax laws led to extensive rework in
resolving disputes year after year, which Appeals’ settlements generally
cannot resolve beyond the years in dispute.

The inherent conflict between Appeals’ mission to settle disputes without
litigation and Exam’s mission to protect the government’s interest by
recommending taxes laid the groundwork for a low collection rate,
Appeals’ controls for coordinating with other irs offices, such as Exam
and Counsel, either did not always work or did not exist, creating
inconsistencies in settling tax disputes.

Appeals has taken steps to improve the settlement process, such as
requiring opening conferences with CEP teams, sharing its settlement
results and rationales with CEP teams, and initiating an industry
specialization program. We support such efforts and cite them throughout
this chapter. Even so, further changes are needed to balance incentives
and tighten controls while allowing Appeals to stay independent and
impartial. Besides reducing rework, our changes should help improve the
collection rate and consistent application of tax law. In sum, Irs should be
better able to meet its mission of collecting the proper amount of tax at
the least cost and burden to IRs and taxpayers.
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Both Irs and taxpayers consider the corporate tax code complex and
ambiguous, causing legitimate differences in opinion over how the law
should be interpreted. As a result, Irs has repeatedly audited the same
issues and corporations have repeatedly disputed IrsS’ audit findings. This
cycle has drained IRs and corporate resources without putting the disputes
to rest. Neither the appeals process nor litigation are particularly effective
means of resolving these recurring audit issues; a better means may be tax
law changes.

As of September 1992, about 12,000 disputed issues with $39 billion in
proposed adjustments were waiting to be resolved by Appeals.! We found
that 14 tax code sections account for 5,279 (45 percent) of these disputed
issues and $56 billion (57 percent) of these proposed adjustments. IRS
officials said they believed most were appealed by CEP corporations.?

Complex, ambiguous laws have created opportunities to characterize
transactions in order to achieve a desired outcome. This flexibility, in turn,
increases the likelihood of tax disputes. Without clear tax laws, resolution
of these disputes can get complicated and can ultimately rely on the
negotiating skills of those persons representing IRs and CEP taxpayers.

This was illustrated during our review. We attermpted to evaluate whether
Appeals’ decisions on the 27 highest-valued issues in our 9 appealed cases
were reasonable according to the tax code. Tax law ambiguity and
complexity combined with Appeals officers’ broad discretion to settle
disputes made this attempt inconclusive.

Our survey results also indicated that ambiguity in the tax code is a
problem in resolving disputes over CEP audit results.

Hazards of litigation was the primary reason cited by appeals officers for
partially or fully conceding issues. They believed that litigation was too
risky, given uncertainty over how the court would interpret tax laws.
About 90 percent of the corporations said they appealed
CEP-recommended taxes because they disagreed with Examination’s legal
interpretation instead of its presentation of the facts.

'Tax Administration: Recurring Tax Issues Tracked by IRS’ Office of Appeals (GAO/GGD-93-101,
May 4, 1993).

The issues are being appealed by corporations, partnerships, estates, and individuals. Because of
limitations in IRS’ database, we could not determine how many were appealed by CEP corporations
without doing a time-consuming analysis of all 5,279 open issues.
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This lingering ambiguity on tax issues reduces CEP’s collection rate. It also
increases IRS’ costs as CEP teams continue to raise the same audit
issues—recommending additional taxes—while Appeals continues to
settle disputes over the same issues. Such rework also increases
corporations’ costs.? Overall, the effects of complex corporate tax laws
contradict Irs’ mission to collect the proper amount of taxes at the least
cost.

Given the resource drain and burden imposed from reworking tax
disputes, we believe that 1rs and Treasury should more actively seek to
permanently resolve these disputes. We also believe that proactively
pursuing tax law changes, rather than relying on the appeals process or
litigation, is the best means of resolving recurring issues.

For example, Appeals’ settlements do not produce binding precedents for
resolving similar disputes in future years. Instead, they generally resolve
tax issues for just the years in dispute. In addition, case-by-case
settlements have produced dissimilar treatment for the same tax issue.

Litigation also does not necessarily establish clear legal precedent. Several
factors complicate the resolution of disputes through the tax litigation
system. Because this system involves the Tax Court, Court of Federal
Claims, and federal district courts, conflicts among the court decisions
may arise. It may take years before the Supreme Court reviews conflicting
decisions, if it ever does. Litigation, therefore, may not fully resolve the
dispute but will add substantial time and costs.

Iks and Treasury already have a process that can be used more proactively
to propose tax law changes to Congress. IrRs annually generates a list of
legislative proposals that the Treasury Department reviews and approves
for the administration’s consideration. Given the recurrence of many
corporate tax disputes, CEP officials said they annually offer proposals to
permanently resolve disputed tax issues. The few proposals that survive
these steps are officially submitted to Congress. We believe that these
proposals must be well supported, clearly presented, and seriously
considered.

3An IRS-contracted study by the University of Michigan concluded that 1,300 CEP corporations
together incurred costs totaling $2 billion a year to comply with federal, state, and local tax laws.
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Appeals’ mission to settle disputes without litigation can conflict with CEP
teams’ desire to recommend additional taxes. Given that tax law is open to
interpretation, this difference led to more recommended taxes that CEP
corporations were likely to dispute and Appeals was likely to concede.
Such differences not only produced rework but laid the groundwork for
the low CEP collection rate.

Consistent with its mission, Appeals’ goal in the mid-1980s was to settle
85 percent of all types of cases without litigation. Appeals dropped this
numerical goal in 1988 because its staff strove to achieve the number
instead of reasonable and fair settlements. Even without this goal, the
settlement rates for CEP cases ranged from 84 to 93 percent in fiscal years
1990 to 1992.

Such high settlement rates diverged from CEP teams’ focus. As chapter 3
discusses, a key CEP measure was the amount of additional taxes
recommended per hour. This measure provided a strong incentive for CEP
teams to recommend additional taxes if they had doubts about a
corporation’s liability. Conversely, Appeals emphasized settling cases out
of court. This encouraged appeals officers to concede recommended taxes
to settle the case.

With this imbalance, CEP’s focus burdens “downstream” functions like
Appeals. Similarly, Appeals’ focus burdens “upstream” functions like CEP
because Appeals settlements do not set a precedent to follow as do some
court decisions. A 1992 IRrs study discussed the need to examine its
functional organization.* It concluded that a functional organization does
not maximize effectiveness. The study proposed using a systems approach
to find ways to better organize work and increase cooperation between
functions. It also proposed developing measures to determine how well IRS
raeets its overall mission of collecting the proper amount of tax at the least
cost to the public.

We believe one way IRS could increase cooperation and balance between
CEP and Appeals is to provide a common measure that applies to them as
well as meets IRS’ overall mission. That common measure could be the
collection rate. If IRs added this measure to both functions, appeals
officers would have more incentive to

%The Internal Revenue Service Plan for Improving Customer Satisfaction and Organizational
Performance,” Document 9039, September 24, 1092,
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meet with CEP teams before settling cases to better understand the audit
findings, request any missing data, or provide any new taxpayer data; and
clearly communicate to CEP teams as soon as possible the reasons why
recommended taxes were not sustained so that the team can avoid raising
the same issues in the same manner, thus reducing taxpayer burden and
saving IRS resources.

National Office Appeals’ officials believed that using the collection rate as
a measure could induce some appeals officers to forget about settling
disputes fairly and just focus on collecting the taxes. Measures can affect
behavior. That is why they are important. However, for various reasons,
we expect this added measure to have overall positive rather than negative
effects.

First, Appeals already measures the portion of recommended tax that it
“recovers” rather than concedes. As our work showed, this measure did
not induce appeals officers to focus on collection to the exclusion of their
mission. Our idea of a common measure simply extends this existing
measure in Appeals throughout rS. Doing so would allow IRS to see the
total portion of recommended taxes collected across all stages—including
agreements at the Exam level as well as Appeals and litigation results.

Second, National Office Appeals officials raised concerns about relying on
the collection rate measure when separate adjustments to taxes owed,
such as net operating loss carryover or carryback, can confound
settlement amounts for the actual issues being disputed. These officials
did not know the extent to which these separate adjustments skew the
collection rate. In chapter 2, we recommend changes to Irs’ databases in
order to keep these adjustments from overstating or understating the
collection rate.

Third, by tracking the collection rate across functions instead of as a goal
within each function, IRS employees would feel less pressure to ignore
their function’s mission. Even if some pressure started to arise, appeals
officers still would be subjected to other measures and be expected to
negotiate fair and objective settlements. Given their role of assessing
hazards of litigation, the officers may continue to use their independence
to settle for a portion of the disputed taxes rather than lose them all in
court. The difference would be that IrRS would measure such results
overall.
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To the extent that a common measure encourages Appeals to share
taxpayer information with CEP teams and consider their interpretations,
more efficient audits with better supported recommended taxes would
become more likely. Less rework and burden on corporations would also
be likely if Appeals’ enhanced communication led CEP teams to not
recommend taxes that are unlikely to be sustained due to inadequate
support.

In sum, these forces could better balance the incentives without detracting
from Appeals’ independence and impartiality. In fact, applying the
collection rate only to CEP teams would be unfair to them and undercut the
balance and incentive to communicate.

Appeals’ mission also involved another imbalance. The pressure to settle
cases without litigation increased the incentive for CEP taxpayers to appeal
and hold out for more favorable settlements, especially under differing
interpretations of law. Three of four Irs District Counsel officials we
interviewed favored more litigation to guide IrS’ tax positions on selected
issues.

We confirmed that 1rs litigation is infrequent, relative to the number of
issues that the 1,700 CEP corporations appeal each year.’ Counsel records
showed that federal Tax, Claims, and District Courts in fiscal year 1992
decided 46 cEP income tax cases of which 29 were decided in Tax Court.
During fiscal years 1988 to 1992, Counsel closed 96 income tax cases from
Tax Court.

However, litigation has a downside. Neither IkS nor the courts can handle
major increases in litigation. Litigation also adds costs for the corporations
and IS as well as time and risk to dispute resolution. CEP taxpayers said
any Irs willingness to litigate more will force them to bypass Appeals and
go to Tax Court. Having the ultimate decision over litigating, taxpayers
may tend to litigate if they see their cases as strong.®

Resolving disputes at a lower level is preferable—particularly given
limited resources. However, the propensity to litigate few CEP cases may
put RS at a disadvantage in its negotiations and increase the likelihood
that CEP corporations will appeal and reach favorable settlements. Because

5We did our analysis using a list of taxpayers in CEP as of May 1991.
$Even so, Chief Counsel data on 96 Tax Court cases closed from 1988 to 1992 for CEP corporations we

surveyed showed a higher collection rate, about 35 percent, than our 22-percent. rate for a broader
universe of closed CEP cases.
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Appeals Needs Better
and More Controls to
Ensure Consistent
Application of Tax
Laws and a Level
Playing Field

litigation adds costs, time, and risks for all parties, any IRS decision to
litigate more disputed issues must consider these factors.

We found that Appeals did not have sufficient controls to meet its policies
on coordinating with Irs functions. The controls did not always work or
exist. Without coordination, IgS is at a disadvantage when Appeals does
not share new information with Cep teams. Or, if Appeals’ settlements
conflict with Counsel’s positions, inconsistent applications of tax laws can
arise. We also found weaknesses in other internal controls, such as those

to prevent conflicts of interest.

Officials from Appeals and CEP corporations acknowledged the need for
Appeals to coordinate within Irs. However, they raised concerns that more
coordination would create the perception that Appeals is less independent
and impartial. We agree that Appeals must be independent and impartial.
Before spending money to litigate, corporations need to be able to contact
an objective party at IRs who can review CEP teams’ support for
recommended taxes. However, we do not believe that Appeals’
coordination with other IRs offices will reduce its independence or

authority to objectively settle disputes.

IRS Can Improve Controls
to Allow CEP Teams to
Review New Corporate
Information That Appeals
Received

In May 1991, Appeals formalized its policy to ask CEP teams to evaluate
new, significant information that corporations provide during the appeals
process. The policy in effect for the cases we reviewed, however, gave
appeals officers the discretion to request this evaluation. Not allowing CEP
teams to evaluate such information created the potential for
noncompliance to go undetected and for Appeals to arrive at an incorrect

settlement.

Corporations often provided new information to Appeals. Our survey
showed that over half of the 63 corporate respondents that appealed
provided new information. Also, corporations provided new information

on 17 of the top 27 issues in our 9 case studies.

We found that Appeals frequently did not give new information to the CEP
audit team for evaluation. In analyzing the 17 issues in which corporations
provided new information, we found that Appeals did not ask CEP teams to
evaluate new information for 8 of the issues. District Counsel officials said
they believed that corporations, knowing Appeals usually did not ask for
such evaluations, have withheld information until the Appeals process.
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For example, on one of these eight issues, Appeals received new evidence
to counter an adjustment to taxable income worth more than $5 million.
The appeals officer told us that he accepts at face value the information
that any corporation provides unless some reason exists to question it. CEP
officials said that they had not seen the information and that this
corporation has a history of submitting questionable evidence to support
its tax return. They believed that Appeals should have provided the new
information to them for verification.

IRS studies have uncovered similar problems under the current policy. A
1992 1rs review found that the policy to send new information to CEP teams
was not followed in over half of 28 Appeals cases reviewed.” In these
cases, CEP corporations provided new information on 25 issues, but
Appeals shared the information for just 9 issues with the CEP teams.

A 1991 quality review by one district caused it to establish procedures for
sending all new information from corporations to CEP teams. An appeals
official in that district said this initiative appears to have given
corporations an incentive to cooperate at the audit level. In this district, 55
of 63 case managers and revenue agents perceived that Appeals favored
taxpayers. They had not been given a chance to rebut new facts and
arguments. On this point, the report on this quality review stated that some
Appeals officers were reluctant to return cases to CEP teams due to time
delays or to teams’ concerns about reworking the case.

Our work confirmed these reasons. Team chiefs told us Appeals’
reluctance stems from the increased time to close the case, which can
harm their performance evaluations. Similarly, a CEP case manager told us
CEP teams may be reluctant to consider new corporate information if doing
so will reduce the additional taxes recommended and increase their time
charges to the case.

Despite the added time it may take to close the case, we believe IRs’ policy
is sound. CEP teams need to see the new information to round out their
audits. Given appeals officers’ role to settle cases, they should not have to
also audit the new information. Yet, without better controls to ensure that
CEP teams have a chance to evaluate new information, taxpayers will have
somewhat of an advantage during the appeals process.

We considered new controls to ensure that CEP teams not only received
new information but had a chance to comprehensively review it in the

"National Office Appeals’ 1992 Large Case Process Review, January, 15, 1993
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context of Appeals’ final settlement. For example, a control from other
dispute resolution processes would involve having CEP and corporate
officials attend any meeting Appeals holds. If CEP officials attended
Appeals’ meetings, they could evaluate new information. They also could
react to corporate presentations to Appeals.

Although our work indicated a need for CEP officials to react to corporate
presentation of new facts, we decided that requiring CEP officials to attend
all meetings with Appeals and corporate officials posed problems. Always
having all parties at meetings could cause lengthier meetings as the two
sides argue their positions or prove to be too burdensome because of

numerous meetings.

Instead, we favored another option. We concluded that CEp officials need
one last chance to review all new information in the context of Appeals’
settlement—just before it is finalized. This control would allow CEp teams
to determine whether they received all new information and learn how
appeals officers used it. While this control may increase the time
necessary to reach settlement, it should avoid the burdens from having all
parties at every meeting. It also allows Appeals to retain its independence
and may improve its appearance of impartiality.

IRS Can Improve Its
Controls on Counsel
Coordination to Ensure
Tax Law Consistency

Appeals also needs to improve a control intended to help ensure
consistent application of tax law. This control requires, in certain
situations, that Appeals coordinate with Counsel on Irs’ standard legal
positions before finalizing any settlement.

Counsel at the National Office issues various types of guidance about tax
issues. This guidance includes revenue rulings, private letter rulings, and
technical advice memoranda, which formally set forth Irs’ standard legal

position.®

CEP teams are required to comply with such standard legal positions in
developing issues. Appeals is not required to do so when settling the
disputed issue unless these positions support the taxpayer, which can
result in inconsistent settlements. Appeals officials said they need the

8A revenue ruling offers IRS’ official position on a legal issue. A private letter ruling informs a taxpayer
how IRS will treat a specific transaction for tax purposes; it must be honored only for the taxpayer to
whom it is issued. Technical advice is furnished by National Office to a District or Appeals office in
response to a question on the interpretation and proper application of tax laws given the established
facts of a specific case. According to a Chief Counsel official, it can take from 6 months to 2 years, and
sometimes longer, to issue a revenue ruling or technical advice.
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flexibility to deviate from standard positions in order to remain
independent.

IRS has established some limits over Appeals’ concessions of audit issues
for which IrS has a standard position. IR$’ manual requires appeals officers
to request and consider the views of the appropriate Counsel office before
completely conceding an audit issue supported by an IRS standard position
but two exceptions exist. The requirement does not apply if (1) the
concession is less than 100 percent of the recommended tax or (2) the
appeals officer believes that the taxpayer’s facts are distinguishable from
the facts upon which IRS’ standard position was based.

An appeals official pointed to a potential internal control weakness in this
manual section. Team chiefs in the field have broad discretion in settling
disputes. They can decide both whether their settlements conflict with RS’
standard positions and whether coordination is required. Given their
discretion, team chiefs can justify no coordination in such settlements by,
for example, conceding less than 100 percent of the recommended
adjustments. In sum, Appeals had no internal control system to track cases
with standard positions and check how chiefs used their discretion in
settling such cases.

We checked disputed issues that relied on standard positions to see
whether the exceptions to coordination applied. Of the 27 appealed issues
we reviewed, CEP teams raised 9 issues using such positions. Of the nine
issues, Appeals fully sustained two issues totaling about $150 million in
adjustments to taxable income. Appeals conceded at least 60 percent of
the adjustments in each of the seven other issues involving about

$800 million; four issues were conceded 100 percent and a fifth issue
90 percent,

Of these seven issues involving RS’ standard positions, Appeals did not
have to coordinate with Counsel on three and did have to coordinate on
two issues that were conceded 100 percent. Given the breadth of team
chiefs’ discretion and the exceptions, we could not determine whether

coordination was required for the last two issues, both of which were fully
conceded.

For one of these issues, the CEP team had used revenue rulings from earlier
years. Because the rulings did not specifically cover this CEP taxpayer, it
was difficult to tell whether the rulings’ examples applied to the actual
facts of the disputed issue.
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In another fully conceded issue, the Appeals team chief conceded

$20 million contrary to technical advice issued to the taxpayer. The chief
said he saw no need to obtain the views of Chief Counsel because he
believed the facts of the case materially differed from those stated in the
technical advice. However, Counsel had issued this technical advice to
revoke an earlier advice when the CEP team illustrated how the taxpayer
misstated material facts used in the earlier technical advice. The team
chief told us that the dispute was over the facts of the case and that the
CEP team and Counsel were wrong and the taxpayer was right. We disagree
that this was just a factual dispute and that the legal merits of this case
were not an issue.

To enhance the consistent application of RS’ standard positions, we
generally support coordination with Counsel. However, such coordination
occurred in only one of seven issues involving these positions—largely
because of the two exceptions to coordinating with Counsel. On the basis
of our work, we favor changing these exceptions, particularly for standard
positions that rely on technical advice and private letter rulings.

In these two types of guidance, the facts apply to a specific taxpayer and
should be agreed to by IRS and the taxpayer before IRS issues such
guidance. Because of this, the exception for the facts materially differing
should not apply. Also, concessions for all seven of the issues reviewed
were at least 60 percent. We believe that coordination should occur for
such substantial concessions contrary to an IRS standard position. Further,
even if IrRS changes the exceptions, our work indicates the need to track
the resolution of disputes in which technical advice and private letter
rulings apply to the contested issues.

Appeals officials we interviewed said they were concerned that more
coordination with Counsel would increase the time needed to close cases,
However, Appeals already has added a coordination step for its ISP issues.
It recently required appeals officers to seek review and approval from the
ISP coordinator before conceding ISP issues. These officials believed that
this 1sp review will save time because the appeals officer could consult
with a knowledgeable persan about an issue. We support this new step as
a way to ensure consistent settlements. We believe that such a
coordination step is needed on RS’ standard positions.

IRS spends resources to establish standard legal positions and follow them

in audits. If Appeals disagrees with the positions taken, its concerns
should be communicated to Chief Counsel in order to make IRS’
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enforcement consistent. If Chief Counsel concurs with Appeals, CEP teams
may not need to continue to recommend taxes on issues that Appeals will
concede. Besides being cost effective and less burdensome to taxpayers,
this cutcome should improve the collection rate.

One way to communicate concerns about standard positions is through
Appeals’ written summary of its case decisions. In certain cases, Appeals
is required to send this summary to the Joint Committee on Taxation (JCT)
for review.®

We found that this written summary lacked information that JCT needed to
assess quality. In the nine issues that CEP teams raised based on Counsel
positions, the summary for eight issues neither referred to the position nor
the reason that the position was not followed. For example, one summary
made no mention that a CEp team followed a standard position on a tax
issue to adjust taxable income by over $300 million.'° Without mentioning
this in the summary, future CEP teams and JCT would not know how
Appeals viewed this standard position for the tax years of our case study.

IRS requires these written summaries to explain the related tax law and
facts as well as the team chief’s rationale for settling an issue. This
rationale may include references to standard positions. However, IrS does
not require that these summaries specifically identify whether standard
legal positions existed and were followed.

These summaries are the only documents received by CEP teams for use in
future audits of the taxpayer and by JCT to evaluate the quality of Appeals’
decisions. Without discussing the standard positions in the summary, we
believe that JCT, or any reviewer relying on this summary, does not have all
the facts needed to fully evaluate the quality of the settlement.

Appeals Can Improve Its
Other Controls

IRS has established other internal controls in Appeals to prevent collusion
between the Appeals team chief and the taxpayer and to ensure quality
settlements. These controls were that (1) no team chief was to be assigned
to the same taxpayer for more than 6 successive tax years and (2) Appeals’

“Congress requires the JCT to review Appeals’ settlements for tax refund cases of $1 million or more
and the two largest deficiency cases closed by each region in a 6-month period.

YAppeals officials said a written summary for prior tax years had discussed this issue and the

applicable technical advice. We do not believe that referring to a written summary for earlier tax years
is sufficient notification that CEP had followed a technical advice memorandum for the current case.
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managers were to review the quality of all settlements made by the team
chiefs.

We found that weaknesses allowed noncompliance with both internal
controls. Specifically, in one of our nine case studies, the team chief was
assigned to the same taxpayer for 12 successive years, so the first control
was not followed. This chief told us he was not aware that any manager
had reviewed his settlements since 1980, so the second control was

apparently not followed.

The January 1993 1rs Large Case study also found that senior appeals
managers were not consistently following this second control by reviewing
the quality of the settlements. In 14 of 28 large cases reviewed, team chiefs
did “poor” or “fair” in assessing the hazards of litigation on 1 or more
issues (i.e., 24 of 128 issues). Even so, 6 of the 14 chiefs said they had not
received any feedback. Such feedback could improve subsequent
settlements. The study recommended that supervisors provide written
feedback during and after the appeals process.

. ~  ___ __ _§}
Conclusions

Appeals has been making some positive changes, such as its policy on
sharing its settlements and the bases for them with CEP teams. But its
mission and controls have contributed to various imbalances that can
grant some advantages to corporations and that have lowered the
collection rate. Irs’ appellate function for settling tax disputes without
litigation where appropriate is crucial, but more changes are needed to
improve the balance as well as the collection rate. We believe these
changes will allow Appeals to remain independent and do its job in a fair
and impartial manner to the benefit of the affected parties.

Our desire to increase the collection rate does not mean that corporations
will always pay more taxes. They are likely to pay more taxes if CEP teams
have sufficient information and analysis to support their recommended
taxes, making Appeals’ concessions less likely. They will not pay more
taxes when better information leads CEP teams to no longer recommend
taxes that Appeals has repeatedly conceded. Thus, Irs and corporations
will spend less money reworking the disputed tax issues.

Clear tax laws would also play a major role in reducing rework. Clarity
would make voluntary compliance more likely, reducing the issues that Irs
revenue agents raise and that corporations dispute. In the long run, this
would ease the burden on CEP corporations of complying as well as reduce
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Recommendations to
the Commissioner of
Internal Revenue

the costs for all parties. Unfortunately, certain tax issues continue to be
audited and appealed year after year. Because Appeals’ settlements cannot
permanently resolve the treatment of a tax issue, these tax disputes are
likely to recur. Clearly, more needs to be done to prevent recurring issues.
Because litigation can generate high costs and inconsistent rulings,
legislative clarification is the preferred alternative. While Irs internally
develops some legislative solutions, few are aggressively pursued and
ultimately recommended to Congress.

Further, the inherent imbalance between the missions of CEP audit teams
and Appeals contributed to rework and a low collection rate. Incentives
encouraged CEP teams to recommend taxes and CEP corporations to appeal
them—particularly given ambiguities in tax laws. Appeals’ mission was to
settle cases without litigation. The imbalance can be mitigated without
revamping the appeals process. Within the context of Appeals’ mission to
be fair and independent, establishing a shared measure such as the
collection rate should improve the balance. If so, Appeals and CEP teams
would be more likely to communicate. Irs and corporate costs should
decrease as CEP teams recommend fewer taxes on issues that Appeals has
repeatedly conceded. Also, CEP teams would be more likely to recommend
taxes that can be supported. Both effects would improve the collection
rate.

Better controls would help ensure Appeals’ compliance with IRs policies
on (1} sending new corporate information to CEP teams and (2) asking for
Counsel’s views before deviating from standard positions in settling issues.
New controls also would help. First, Appeals’ written summaries could
disclose when standard positions existed and, if the settlement was
contrary to this position, the reasons why. Second, a system to track the
coordination and settlement of disputed CEP issues involving technical
advice and private letter rulings that apply to taxpayers would be
beneficial. Third, Appeals’ coordination with CEP officials just before
setthing a case would allow the officials to check all new facts, given the
proposed settlement, at one time,

We recommend that the Commissioner of Internal Revenue take the
following actions:

More strongly propose legislative changes to resolve more recurring CEP
tax disputes.
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Better balance incentives to encourage communication among Appeals,
CEP teams, and Chief Counsel. In addition to RS’ current program
measures, consideration should be given to a cross-functional standard
measure, such as the collection rate, that encourages all units to work
toward the overall RS mission to collect the proper amount of tax at the
least cost.

Improve controls to ensure that Appeals provides CEP teams with (1) new
information that taxpayers submit and (2} an opportunity to comment just
prior to seftling a case.

Improve controls to ensure that Appeals coordinates with Counsel before
deviating from standard positions on CEP tax issues by (1) requiring
coordination when Appeals concedes a substantial portion, (2) eliminating
the exception on facts differing materially when Appeals settles an issue
contrary to an applicable technical advice or private letter ruling, and

(3) tracking settlements and coordination on disputed issues involving
technical advice or private letter rulings.

Improve communication of settlement decisions and aid quality control
efforts by requiring Appeals to identify the existence and effects of, and
any deviations from, standard positions in its written summaries on CEP
settlements.

Comments and Our
Evaluation

IRS Comments

The Commissioner agreed with our recommendation to advocate
legislative changes to help resolve complex tax laws. She added that Irs
regularly recommends changes to the tax laws with input from Appeals.
Although we revised our original recommendation that 1rs attempt to
litigate more CEP issues, the Commissioner concurred that litigation may
be necessary to resolve disputed interpretations of the law.

The Commissioner opposed some of our suggestions in the draft report for
better balancing incentives in Appeals. Her concern was that these steps
would hamper Appeals’ ability to settle cases in a fair and impartial
manner. We had suggested in the draft report that IRS measure Appeals by
the collection rate and delete the phrase “without litigation” from Appeals’
mission statement. We continue to believe that more balance is needed.
We have, however, revised our recommendation to recognize the need for
IRs discretion in how to get all functions working toward IrS’ common goal.
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One option could be to use the collection rate as a common measure for
both Appeals and CEP teams. Although the Commissioner raised concerns
about this option, she also noted that IRs already is developing and using
similar measures. Acknowledging IRS’ concerns, we also deleted the
suggestion that IrS change Appeals’ mission statement.

The Commissioner agreed with our recommendations on better controls
to ensure that Appeals coordinates with CEP teams on new information but
raised concerns about ways to meet this end. We no longer recommend
that Appeals invite CEP officials to meetings with corporate
representatives. Although we believe that such a practice has merit, we
recognize its potential downside, as reflected in IRs' comments. Instead,
we now recommend that Appeals coordinate with CEP just before finalizing
its settlement to ensure that CEP teams have seen all new information
provided by CEP corporations and how it was used. If IS implements this
recommendation and our recommendation on sharing new information
with CEP teams, we no longer see the need for having all three parties at
Appeals’ meetings.

The Commissioner agreed with our recommendation that Appeals
coordinate with Chief Counsel on standard legal positions. She also agreed
with our recommendation on clarifying Appeals’ written summaries of its
settlements to specifically discuss the existence of standard legal
positions.

However, she did not agree to replace the “full concession” exception on
coordinating with Chief Counsel with a “substantial concession”
exception. We added language to the report to clarify our bases for this
recommendation. Coordination does not usurp Appeals’ authority or
independence to settle cases. We believe that Counsel needs to know
when its standard legal positions have not been followed. Such knowledge
may lead Counsel to change these RS positions, which CEP teams must
adhere to during their audits.

The Commissioner also made technical comments about our findings on
Appeals’ mission and Appeals’ coordination with Chief Counsel when
standard legal positions exist. We met with Appeals’ officials to discuss
these technical questions, and we clarified our report language where
necessary.
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TEI Comments

TEI raised major concerns with our conclusions and recommendations for
the appeals process. TEI believed they would encourage more litigation.
Although we do not agree with all of TEI's comments, we have made
changes to improve the tone and balance in this chapter.

TEI interpreted our draft report as implying that Appeals “was giving away
the store.” In fact, we pointed out that we could not evaluate the quality of
Appeals’ settlements because of its discretion and the ambiguity of tax

law.

We have made changes to our report to clarify our view on litigation. We
never viewed litigation as a way to collect more taxes. Rather, we viewed
litigation as a way, albeit a less desirable one compared to legislative
proposals, to clarify tax law and resolve disputes over tax issues that recur
year after year. We have expanded our discussion of its costs and burdens
compared to its impact on negotiating settlements during the appeals
process and no longer recommend more litigation to resolve recurring tax
disputes.

Nor do we still recommend that IrS change Appeals’ mission statement by
dropping reference to settling disputes without litigation. Although we
believe this phrase is redundant—given that settlement connotes not
litigating—we understand TEI's concerns about Appeals’ mission as an
impartial, independent forum that taxpayers may use to administratively
resolve disputes.
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Computer Data Match
Used to Calculate
Collection Rate

Qur objectives were to determine (1) what portion of taxes recommended
in Coordinated Examination Program (CEP) audits are collected after any
appeals and litigation; (2) what factors, if any, reduce the percentage of
recommended taxes that are collected (i.e., the collection rate); and

(3) what the status and initial impact are of the Internal Revenue Service’s
{(IrRS) ongoing changes to improve CEP.

To determine the CEP collection rate—the percentage of cEP-recommended
taxes ultimately collected—we did a computer data match of corporate
income tax returns between two 1rs databases. The first, Audit Information
Management System (AIMS), contains information on audit results,
including additional taxes recommended at the close of an audit. The
second, the Business Master File (BMF), contains information on taxable
income, taxes not yet paid, tax liability, penalties, interest, payments,
refunds, and audit actions for business tax returns.

In both systems, each record contains the taxpayer identification number
(Tiv), the tax year, and the return type, which for our purposes is the
corporate income tax return. To make ams and BMF data more compatible,
we sorted the information in both databases by TIN, tax year, and dates of
closed audits.!

Using a list of TIN for 1,684 corporate taxpayers in CEP as of May 1991, we
were able to match 1,650 TiNs to BMF. For the 1,650 TINs, we obtained
records for 20,564 corporate tax returns for various tax years ranging from
1961 to 1993. The record of a corporate income tax return generally
remains on BMF for b years after all tax and payment disputes are resolved.
We eliminated BMF records of tax returns that had no audit adjustment
code. We also eliminated all unnecessary BMF audit transactions that were
posted before fiscal year 1983. This step was necessary because AIMS data
were not, available before 1983.

To use BMF data, we applied our criterion of a “completed audit period.”
We defined this term as the period in which an 1rs audit made at least one
tax adjustment, followed by an audit release indicator. As the starting
point, we used the last day of the previous audit period or, if not present,
the date that IrS posted the return. The BMF audit release indicator
identified the end of an audit. We added 30 calendar days to the audit

'We converted dates on BMF and ATMS from calendar dates to sequential dates for easier matches, To
illustrate, using February 1, 1986, the calendar date is written month/day/year (02/01/86), and the

sequential date shows the numerical position that date occupies in sequence for a 365-day year and is
written year/day (86032).
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release date to identify late posting audit adjustments. Irs also does this
adjustment on its new Enforcement Revenue Information System (ERIS) to
match tax adjustments to taxes recommended.

BMF showed more than one audit period for some returns. Multiple audit
periods can occur when IRs finds it necessary to readjust the tax liability
due to (1) a change in another period that affected the tax liability, such as
a net operating loss (NOL) carryback or a taxpayer’s filing of some other
type of claim that was channeled through the audit process.

We also obtained complete AIMS records of corporate tax returns for CEP
audits closed by IRS examiners from fiscal years 1983 through 1991, all
years for which Irs had complete data tapes as of the end of fiscal year
1991. We wanted AIMS records for the earliest year possible because it
generally takes 2 years from the date when a case is closed on AMs for it to
work its way through the appeals process to final resolution before the
results appear on BMF. It takes about 6 years for litigated cases.

AIMS has the recommended tax adjustments for each closed audit. We
dropped records that showed recommended taxes of $1 because some IRS
districts use this amount if, for some reason, they must close the case on
AIMS for a second time. As with BMF, AiMs had more than one record for a
tax year for some CEP taxpayers. Ultimately, our aMs database had records
of 16,641 audits for 1,572 CEpP taxpayers. IRS completed these audits from
October 1, 1982, to September 30, 1991, and recommended additional
taxes of $60.7 billion.

We matched the AiMS data to BMF using TINs and tax years, beginning with
our earliest AIMS records. The BMF audit release indicator date had to be the
same as or later than the aIMS closing date. We also matched 8,874 AIMs
records having recommended tax increases, totalling $32.4 billion, to BMF.
This match showed that ks collected $7.1 billion of $32.4 billion, a
collection rate of 22.08 percent after the appeals process.

Collection Rate by Industry

To determine the collection rate by industry, we obtained a Statistics of
Income Division (sor) tape that provided industry codes by TIN. Some
taxpayers have no industry code because not all TiNs fit within an so1
industry group. We matched the industry codes with those tax returns that
had the same codes on AMS and BMF. This match allowed us to allocate 86
percent (about $28 billion) of the $32.4 billion in tax recommendations and
related collections to 141 industries. Because high tax recommendations
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have the greatest impact on the collection rate, we focused on the 10
industries for which Irs recommended the greatest amount of additional
taxes.

Collection Rate by District

To determine the collection rate by IRrs district office, we sorted the

$32.4 billion in recommended taxes (and related collections) by districts,
using the two-digit district codes on related AMs records. Because high tax
recommendations have the greatest impact on the collection rate, we
focused on the 10 districts with the highest tax recommendations.

Collection Rate of
Foreign-Controlled
Corporations

To determine the collection rate for foreign-controlled corporations in CEP,
we used Irs information that had been manually compiled by Irs’
International Division. We matched TINs with tax returns that had the same
TINS on AIMS and BMF. We were able to associate 9 percent of the

$32.4 billion with 144 of the 206 cEp foreign-controlled corporations
identified by IRrs.

Collection Rate of Litigated
CEP Cases

To determine the collection rate of CEP cases that taxpayers pursued
through litigation, we obtained data from Irs’ Office of the Chief Counsel’s
management information system on large case disputes closed in litigation
for fiscal years 1988 through 1992. The Chief Counsel’s database showed
the amount of taxes and penalties both before and after litigation. We
matched our database of CEP TINs with the Chief Counsel’s information to
develop the collection rate.

Other Analyses of
BMF Data

We developed additional information on CEP taxpayers using data from our
BMF database. The following BMF analyses excluded data on taxes
recommended or any other data from AMs. We analyzed

transaction codes that identified tax payments from all sources to
determine the percentage of total taxes paid by CEP corporations that
audits generated;

transaction codes for audits, litigation, criminal investigations, and claims
to identify CEP audited returns that were not yet resolved;

taxes due in order to compute the portion of CEP assessments unpaid; and
transaction codes for penalties such as negligence, substantial
understatement, and fraud to determine the number and amounts of
enforcement penalties for CEP returns.
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Surveys and Case

Studies

To determine what factors affected the percent of CEP-recommended taxes
that are collected and the impact of IrRS’ recent changes to CEP, we
surveyed IRS and taxpayer officials involved in a universe of 108 closed CEP
cases and did in-depth case studies of 12 CEP cases, 9 of which had been
appealed. We also interviewed 85 IRs officials in 7 districts and 5 regions.

Surveys for 108 Closed
CEP Cases

To identify factors affecting case settlement and the impacts of recent
changes to CEP, we surveyed IRS case managers, team coordinators,
appeals officers, and taxpayer representatives for 108 CEP cases. Each case
had $30 million or more in taxes recommended and was closed by
agreement with the Examination Division or closed out of Appeals in fiscal
years 1989 through 1991. The threshold of $30 million in recommended
taxes enabled us to focus on the largest cases with the greatest impact on
the collection rate. The 108 cases in our universe involved $8.5 billion in
taxes recommended by CEP teams. The threshold also produced a
manageable universe size given the number and complexity of our four
surveys.

The surveys asked about factors such as the sufficiency and quality of Irs
staff, training, issue identification and development, taxpayer cooperation,
and case delays. The team coordinator, appeals officers, and taxpayer
representative surveys also asked about each case’s three largest dollar
issues. All four surveys asked for the respondents’ opinions of recent
changes to CEP and Appeals’ Large Case Program. We also asked
respondents if the case outcome would have been different had some
recent changes to CEP been in effect at the time. To get information on IRs
use of outside consultants, we did a follow-up telephone survey of
respondents to our team coordinator questionnaire.

Irs’ database on closed cases originally gave us a universe of 128 cases that
met our criteria. After mailing the surveys, we received new information
from respondents showing that 20 did not meet our selection criteria—for
example, that cases were still open in Appeals, were closed before fiscal
year 1989, or involved tax recommendations under $30 million. We also
adjusted the universe sizes for each survey group when the designated
respondent was no longer with the IRS or was no longer a taxpayer
representative. The universe included cases closed by agreement at the
audit level; by definition, these cases were excluded from the Appeals
survey universe. Table 1.1 shows the adjusted universe sizes for each of the
four surveys.
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Table |.1: Adjusted Universe Sizes for
Team Coordinator, Case Manager,
Appeals Officer, and Taxpayer Surveys

Team Case Appeals

coordinator manager officer Taxpayer
Original universe size 128 128 128 128
Cases not meeting universe
criteria 20 20 20 20
Respondents not available 19 34 10 12
Cases agreed at the
examination level 0 o 15 0
Total unusabie 39 54 45 32
Adjusted universe size 89 74 83 96

IRS provided the names of the case managers, team coordinators, and
Appeals officers for each case. We mailed the case manager, team
coordinator, and Appeals officer surveys in April 1992. We mailed a second
one in May 1992 to those who did not respond initially. We asked case
managers to send us the name and address of the taxpayer representative
for that audit case. For cases in which the case manager was not available,
we followed up to identify the taxpayer contact. We mailed the taxpayer
surveys in August 1992 with a follow-up mailing in September 1992.

During October and November 1992, we telephoned taxpayers who still
had not responded to encourage them to do so. Our response rates, based
on usable responses received by January 1993, ranged from 76 percent for
taxpayers to 97 percent for case managers. Table [.2 summarizes our
response rates for each type of survey.

Table 1.2: Response Rates for Each
Type of Survey

Team Case Appeals
coordinator manager officer Taxpayer
Adjusted universe size 89 74 83 96
Surveys received 85 72 78 73
Response rate 96% 97% 94% 76%

Case Studies

To better understand the cEP audit and appeals processes and the factors
that affect the collection rate, we did in-depth studies of 12 closed cases.
We judgmentally selected the 12 cases from the universe of 108 cases that
closed by agreement with Examination or Appeals in fiscal years 1989 to
1991 and that had recommended additional taxes of $30 million or more.

We used several criteria to select our cases for detailed review:
(1) location of the auditing district, (2) availability of case documents and
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Irs staff (cases closed from CEP after 1986), (3) collection rate for the audit,
and (4) taxpayer’s primary industry. On the basis of these criteria, we
identified 26 cases available from which to choose our 12 case studies.

(See table 1.3).

Table 1.3: Total Number of Cases From
the Four Districts We Visited, Selection
Criteria by Collection Rate Range

Collection rate

District 0to9% 10t039% 40t099% 100% Total
Chicago 0 0 0 5 5
Houston 1 3 1 0 5
L.os Angeles 3 2 0 0 5
Manhattan 8 2 1 0 11
Total 12 7 2 5 26

We selected 12 cases from 4 1Rs districts—Chicago, IL; Houston, TX; Los
Angeles, CA; and Manhattan, NY. These four districts accounted for about
30 percent of the CEP’s staff years and over 40 percent of the taxes
recommended in fiscal year 1990. These cases also provided a cross
section of the nation and industries, including financial services, food,
petroleum, construction, and utilities as well as conglomerates,

The 12 cases used an average of 7 CEP audit staff years to complete. We
could not obtain data on Appeals’ staff years for these cases. However, the
1992 Appeals Process Review reported that Appeals’ large cases averaged
about one-half staff year and 2-1/2 calendar years to complete. The 12
cases accounted for $1.5 billion (18 percent) of the $8.5 billion of
additional taxes recommended in our universe of 108 cases.

As shown in table 1.4, our selection covered three of the four ranges of
collection rates. We selected three cases closed at the Examination level
and nine closed out of Appeals. Table 1.4 shows the distribution of the 12
cases selected by rate and district.

Table 1.4: Collection Rates of GAO-
Selected Cases, by District Visited

Collection rate

District 0to9% 101039% 4010 99% 100% Total
Chicago 0] 4] 0 3 3
Houston 1 2 0 0 3
Los Angeles 2 1 0 0] 3
Manhattan 1 2 0 0 3
Total 4 5 0 3 12
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In our 12 cases, CEP teams raised at least 70 and as many as 280 issues.
Given so many issues, we focused on the top three issues for each case in
terms of dollars raised. Specifically, we reviewed which issues were
involved, how they were developed, and how they were resolved. We used

these 36 issues to structure our review in analyzing case documents and
IRS databases.

For each case, we reviewed the following case documents:

« Revenue Agent Report (Form 4549)

« Reasons for Proposed Adjustments (Form 886A)

« Audit Plan (Form 4764A/B)

- CEP Case Status Report (Form 4451)

« Large Case Identity Record (Form 4143)

« Information Document request log, when available
« Examination Closing Record (Form 5344)

« Case Manager’s activity log

» Records of opening and closing conferences, when available
« Specialists’ reports, when applicable

« Corporate income tax return

+ BMF transcripts

When applicable, we reviewed the following additional documents:

» Request for National Office technical advice

« Technical advice memorandums, Determination Letters, and Private Letter
Rulings

Taxpayer protests and Examination’s related rebuttals

Appeals’ Audit Statement and Case Memorandum

Appeals’ transmittal letter to Joint Committee on Taxation (JCT)

Closing agreements

Examination dissents to Appeals’ settlements

L]

Using standard formats, we interviewed RS and corporate officials for
each case and Igrs district, regional, and National Office staff responsible
for CEP and Appeals management. Qur interviews focused on the impacts
of (1) cep audit policies and practices, (2) Appeals’ policies and practices,
(3) the 1990 changes to CEP, (4) IRS’ task force studies and process reviews,
and (5) other relevant case details. Overall, we interviewed 85 people at
least once—including 6 branch chiefs; 8 case managers; 13 team
coordinators; 4 technical specialists; 6 industry specialists; 11 appeals
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officers; and 26 other Irs district, regional, and national officials as well as
11 taxpayer representatives.

IRS national and district officials and corporate representatives reviewed
our surveys and case study approach. They acknowledged the validity of
our approach and surveys. District officials said our selected cases were
typical of their CEP audits and appeals. In addition to IRS, we sent our draft
report to three former IrRs Commissioners, the Tax Executive Institute
(which represents CEP taxpayers), and other knowledgeable parties. We
incorporated their comments in the report where appropriate.

We did our work at the 1rs National Office, 5 regional offices, and 7 of 59
district offices active in CEP. The five regions included Midwest, North
Atlantic, Southeast, Southwest, and Western; the seven districts included
Boston, Chicago, Houston, Los Angeles, Manhattan, New Orleans, and St.
Louis.
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U.S. General Accounting Office

Coordinated Examination Program -
Team Coordinator Questionnaire

INTRODUCTION

The U.S. General Accounting Office (GAQO), an investigative
agency of Congress, is conducting a study of IRS"s
Coordinated Examination Program (CEP). The overall
objective of our review is to determine what factors affect the
rate at which taxes recommended by CEP revenue ageats get
assessed. We are surveying the audit teams who worked on
cach of the CEP cases which had recommended additionai
taxes of $30 million or more and were closed agreed in Exam
or closed in Appeals from 1989 to 1991,

You have been selected to complete this survey due to your
involvement with the corporate returns and the tax years
indicated below. Because of your work on this case, your
response (o this survey will help us to identify all the factors
which impact the resolution of CEP audits, both positively and
negatively.

This questionnaire is confidential. The control number is
included only to aid us in our follow-up efforts. Your
response will be combined with those of other respondents and
will be reported only in summary form. We will not identify
specific CEP taxpayer information in our report.

Most of the guestions in this questionnaire can be easily
answered by checking boxes or filling in blanks. You wilt
need to refer to the Revenue Agent Report (RAR) to complete
some questions. Further, you may need to refer to other IRS
workpapers or documents when answering certain questions on
this questionnaire because of the lapse of time since this audit
was closed.

This questionnaire should take about 2 hours to complete. If
you have any questions cencerning any part of this survey,
please call Ms. Deborab Junod at (202) 272-7904.

Please return the completed questionnaire in the enclosed pre-
addressed envelope within 2 weeks from the time you receive

it. In the event the envelope is misplaced, the return address
is:

U.S. General Accounting Office
General Government Division
Attn: Mr. James Fremming

441 G Street, NW., Room 3126
Washington, D.C. 20348

Thank you for your assistance.

Case Information:

After completing the

g questi ire, please remove the case information sticker before returning your completed questionnaire.

Total number of team coordinators responding = 85

Page 88

GAO/GGD-94-70 Corporate Audits




Appendix II
Survey of CEP Team Coordinators

L. RESPONDENT INFORMATION
Please provide the following information:

Your current work telephone number - ( )

Were you assigned to audit these CEP corporate returns during any part of the Exam timeframe shown on page 17
(CHECK ONE.) @

85 Yes -—> Please continue with question 1.

-0 No —> STOP: Do not continue if you were not assigned to this audit during the Exam timeframe shown above.
Please return the questionnaire in the enclosed envelope.

1. Please answer the following as it applied to you at the time 3. What was your educational background at the time you
you began the above audit: (Enter "00" if none or under 1 were assigned to this examination?
year.) (CHECK ALL THAT APPLY.) (@9
(S-18)
2 24 Hours of Accounting with no degree
Years reported are means.
67 BS/BA Accounting/Taxation
a. Total number of years of IRS experience

in the Examination Division N=85 19 Years 9 BS/BA Other (Specify: )
b. Number of years as a 9 MA Accounting/Taxation
CEP team coordinator N=85 .. ...... 8 Years

5 MA Other (Specify: )
c. Number of years working on CEP
examinations at positions other than - PhD.(Specify: ___ )
team coordinator N=84 ............ 3 Years
2 Other (Specify: )

=3

. Total number of years of RA/IE
experience examining corporations
prior to being assigned to

CEP examinations N=85 ......... .. 7 Years 4. Were you a CPA when you were assigned to this
examination? (CHECK ONE.) o0
e. Number of years of RA/IE experience
listed in d above that you were 30 Yes
examining corporations with assets of
$100 million or more N=85 ......... 3  Years 55 No

2. What grade level were you when you were first assigned to
the audit? (ENTER NUMBER.)

GS - or GM -
(19-20) @122
80 GS-13
5 Other
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5. Did you receive the following training/experience in CEP
procedures of issues before you were assigned o this audit
or within 1 year of your assignment?

(CHECK ONE BOX IN EACH ROW.) aLy

Yes { No Not

available
at time
m | ) (3}
a. Advanced corporate
training or equivalent
of Phase § 79 2 3
b. Team coordinator
training 2 33 30

c. IRS waining (3 days
or more) related o
the taxpayer’s
primary industry 28 42 15

d . Non-IRS
training/scminars on
any issues related lo
the taxpayer 12 &0 12

e. Previous non-IRS
expericnce related o
the industry 8 71 5

5. Was there any other training that you had not received that
you felt you needed w improve your ability to condect this
CEP mdit? (CHECK ONE.} e
57 No

28 Yes --> Please explain:

7. At the time of this audit, was training on issues and
industries provided joiatly for Examination, Appeals.
and Counsel? (CHECK ONE.) om

1l Yes

73 No

In your opinion, did/would this

type of joint training improve the
quality and timeliness of this awdit in any
way? (CHECK ONE.) o
57 Yes

25 No

Please cxplain your response.

At the time of this audit, did IRS obiain outside
specialists o develop and deliver advanced training
on complex technical andfor legal issues?

(CHECK ONE) om

11 Yes

73 No

in your opinion, did/would oblaining
outside specialists to deliver advanced

training improve the quality and

umcliness of this audit in any

way? (CHECK ONE.) oy

57 Yes

24 No

Please explain your response.
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II. CASE MANAGEMENT

9. Overall, how satisfied or dissatisfied were you with the amount of time the case manager devoted to this case?

(CHECK ONE.)
33 Very satisfied
42 Generally satisfied

10 Generally dissatisfied
- Very dissatisfied

(CONTINUE WITH QUESTION 10.)

(SKIP TC QUESTION 11)

“n

10. In your opinion, what factors affected the time the case manager devoted to this audit? (CHECK ALL THAT APPLY.)

2 Number of taxpayers/points in your inventory

7 Collateral duties
1 Logistical problems
6 Other (Please explain):

(42-45)

11. To what extent, if at all, were you involved with the following on this audit cycle? (CHECK ONE BOX IN EACH ROW.)

To some I To litde or

To a very Toa Toa
great extent | great extent |  moderate extent no extent
extent
) @ ® @ )

a. The preparation of the

audit plan 67 8 2 2 5
b. The selection of issues for

audit 67 8 3 1 5
c. The review of workpapers 45 24 1] 5 4
d. The opening conference with

the taxpayer 57 17 3 2 5
e. The closing conference with

the taxpayer 61 19 2 - 2
f. Interim meetings with the

taxpayer 63 18 4 - -
g. The review of proposed

adjustments and tax

computations 68 16 - - 1
h. Resolution of problems

between the taxpayer and

revenue agents 63 16 4 - 1
i. Assistance in resolving

difficult issues 64 16 4 - i

(46-543
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12. At the time of this audit, was a system such as electronic bulletin board or issue tracking available for case managers

to communicate case managers on other districts on special industries and/or issues to ensure that all parties were
equally informed? (CHECK ONE.) 65

24 Do not know

29 Yes
In your opinion, did/would using such a system improve the development of issues in this case?
31 No (CHECK ONE.) 581
42 Yes
17 No

Please explain your response.

13. Overall, how satisfied or dissatisfied were you with management’s involvement with the audit?
(CHECK ONE BQX IN EACH ROW.) (57-60)
VYery Somewhat Neither Somewhat Very No basis
satisfied satisfied satisfied nor | dissatisfied | dissatisfied to judge
dissatisfied
(1) @ 3) 4) (5) (6)
a. District Director 6 1 15 - 1 62
b. Chief or Assistant Chief
of Examination 7 2 15 5 3 53
¢. Branch Chief 21 13 25 3 4 19
d. Case Manager 44 21 12 6 1 1
14. At the time of this audit, was your district office management involved in the planning of the audit and/or
requesting support examinations in this case? (CHECK ONE.) on
30 Yes
in your opinion, did/would this type of district office involvement ensure better planning of this
55 No audit or more thorough support examinations? (CHECK ONE.) ®2)
28 Yes
52 No

Please explain your response.
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IIL. STAFFING/SPECIALISTS

15. At any time during the audit, did you have insufficient revenue agent staff? (CHECK ONE.) @
22 Yes
63 No

16. Did turnover in staff or specialists negatively impact the development of issues? (CHECK ONE.) (64
25 Yes
80 No

If your resp to both questions 15 and 16 are "No", skip to question I8.
If you answered "Yes" to cither question IS or 16, continue with question 17.

17. What were the reasons that your staffing level was insufficient or why staff turned over? (CHECK ALL THAT APPLY.)
(€872)

11 Staff were not available when the audit began

13 Staff were temporarily diverted to other activities/
collateral duties during the course of the audit

- Staff were permanently removed due to P-4-5 rotation policy

1 Staff were permanently removed from audit due to incompatibility
15 Staff were permanently removed from audit due to other reasons
3 My request(s) for additional staff to be assigned was denied

2 My request(s) for additional staff to be assigned was granted,
but the staff was (were) assigned later than appropriate

14 Other (Please specify)

18. In your opinion, were the services of specialists obtained when you felt they were needed to help you develop your
issues? (CHECK ONE.) )

68 Yes, for all my issues > (SKIP TO QUESTION 22.)
14 Yes, in some cases

(CONTINUE WITH QUESTION 19.)
2 No
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19. In your opinion, which specialist services were needed

but were not obtained? (CHECK ALL THAT APPLY.)

20, What were the reason(s) that the needed specialists

pec
were not obtained? (CHECK ALL THAT APFLY.)

c#7-50)
5 Outside consultant(s) - - District office management denied the request(s)
4 Industry/Issue specialisi(s) 4 The needed specialists were not available to
the district
3 Economist(s)
. - The needed specialists couid not be borrowed
4 Engineer(s) from another district
2 Computer audit specialist(s) L1 Other - Specify:
3 International specialist(s)
- EPEOQ specialist(s)
- Payroll specialisi(s)
1 Excise specialist(s)
1 Counsel @40
2 Other - Specify: (8536)
21. For those specialists that were needed for this audit cycle but were not obtained, to what extent, if at all,
did not having the services of this (these) specialisi(s) negatively impact the results of the andit?
(CHECK ONE BOX IN EACH ROW. CHECK BOX 1, “N/A" IF THE SPECIALIST WAS NOT NEEDED OR
WAS NOT OBTAINED ON THE AUDIT.} 51-9)
Not To a very Toa Toa To To little No bagis
Applic- great great maoderate some or no to
able extent extent extent extent extent judge
4] @) 3) @ (3 (6) G]
a. Outside consultant 10 - - 3 - - 2
b. Industry/Issuc specialist 9 1 1 1 2 - i
¢. Economist 11 1 - 1 1 - -
d. Engineer 9 1 2 1 i - -
e. Computer audit specialist 11 - 1 - 1 1 i
f. International specialist 11 2 - - - - 1
g. EPEO specialist 12 - - - 1 - 1
h. Counsel 11 - 2 - 1 - -
i. Other (Please specify)
N=g
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Repeat ID - 2 (1-7)

22. In your opinion, what was the quality of work performed by the following individuals on this audit cycle?
(CHECK ONE BOX IN EACH ROW. CHECK BOX 1, "N/A” IF THE POSITION WAS NOT USED ON THE AUDIT.)

®19
Not Excellent Good Adequate Poor Very No basis
Applic- or poor to judge
able marginal
O (¢ 3 “) (35) (6} U]
a. Case Manager 1 33 33 14 1 - 1
b. Other Exam
revenue agents 5 23 47 8 1 - -
c. Computer audit
specialist 2 28 41 11 2 - -
d. Industryfissue
specialist 29 13 27 B b 1 1
¢. Engineer 8 22 25 21 4 2 1
f. Internationai
specialist 12 29 30 8 2 1 3
g Economist 64 6 & 3 - 2 3
h. Qutside consultant 76 1 3 - - - 4
i. EPEO specialist 49 6 13 8 1 1 4
j. Appeals 2 7 16 11 6 9 13
k. Counsel 38 12 6 7 - 2 17
1. Other (Please
specify)
N=20
23. Did an industry or an issue specialization program exist at the time of this audit? (CHECK ONE.) 0
75 Yes
In your opinion, did/would this program improve the audit team’s ability to develop complex
10 No organizational or technical issues? (CHECK ONE.) an
63 Yes
20 No

Please explain your response.
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IV. CASE DELAYS

24. Was this case closed out of Exam later than planned? (CHECK ONE.)

57 Yes —> (CONTINUE WITH QUESTION 25.)

27 No —> (SKIP TO QUESTION 26.)

25. To what extent, if at all, did the following factors cause delays in closing the case in Exam?

(CHECK ONE BOX IN EACH ROW.)

@n

21-)

To a very To a great Toa To some To litle
great extent extent moderate extent or no
extent extent
) (2) 3 4 (5)

a. Obtaining staff or specialists 2 2 8 10 35
b. Turnover in staff or specialists 7 4 8 7 32
c. Obtaining technical advice 2 1 3 2 48
d. Receiving specialists’ reports [ 3 3 8 36
e. Issulng a summons 1 3 1 - 50
f. Diverting staff or specialist to

collateral duties 6 1 13 8 29
g. Obtaining information from the

taxpayer 24 20 6 4 4
h. Obtaining access to the taxpayer's

computer file 2 7 6 B 35
i. Having access to the laxpayer’s

representative - 2 7 3 44
j- Delays by the taxpayer in starting

the examination 3 4 - 5 45
k. Delays by IRS in starting the

examination - - 1 5 50
L. Other (Please specify)

N=23

Page 96

GAO/GGD-94-70 Corporate Audits




Appendix II
Survey of CEP Team Coordinators

26. If the taxpayer caused delays by not supplying the information requested on the IDR’s or allowing access 1o computer files in
a timely manner (or at all), what means were used to obtain the information? (CHECK ALL THAT APPLY.) (3539

13 Not applicable, all requested information was received in a timely manner

5 Summons
64 Informal means such as meetings between IRS management and the taxpayer

56 Foliow-up IDR’s

12 Other - Please specify:

V. INFORMATION DOCUMENT REQUESTS

27. Was all needed information requested on the IDR’s received before the case was closed in exam? (CHECK ONE.) 0
60 Yes

24 No

28. What percentage of the total number of IDR’s requesting new information were issued within 90 days of the close of the
audit? (ENTER PERCENT.)

Percent “i43)

3

4 2 percent
6 5 percent
1 10 percent
1 15 percent
1 25 percent
1 80 percent
1 100 percent

42 Do not know (44)
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29. Overall, how satisfied or dissatisfied were you with the following? (CHECK ONE BOX IN EACH ROW.)

(4534
Very Somewhat Neither Somewhat Very No basis
satisfied satisfied satisfied nor | dissatisfied ] dissatisfied to judge
dissatisfied
1) 2 3) 4) (5) 6}
a. The timeliness of taxpayer
responses fo IDR's 9 22 11 24 19 -
b. The completeness of the
information provided by
taxpayer in response fo
IDR’s 12 29 9 bz 11 -
¢. The relevance of the
information provided by
taxpayer in response to
IDR’s 14 39 16 13 3 -
d. That IDR’s were issued in a
timely manner 50 29 5 1 - -
¢. That IDR’s were clearly and
concisely prepared 47 34 4 - - -
f. That the information
requested was obtainable
by the taxpayer (e.g.,
information not availzble
because of a merger,
too old, etc.) 31 29 5 11 2 4
g. The overall cooperation of
taxpayer to IDR’s 16 28 10 19 10 -
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30. To the best of your knowledge, did the taxpayer provide information during the appeals process which Exam had
requested but was not received? (CHECK ONE.)

26 Yes -—> (CONTINUE WITH QUESTION 31.)

20 No
(SKIP TO QUESTION 32.)

26 Do not know
13 Not applicable, agreed case —-> (SKIP TO QUESTION 34.)
31. Did Appeals involve Exam further in case development because the taxpayer provided additional information,
filed a claim, or raised new issues? (CHECK ONE.)
4 Yes, Appeals relinquished jurisdiction of the case back to Exam
17 Yes, Appeals involved Exam in further case development without relinquishing jurisdiction of the case
5 No

- Do not know

32. Did the taxpayer provide information during the appeals process which Exam had or had not requested that reduced the
proposed tax deficiency? (CHECK ONE.)

26 Yes
14 No

31 Do not know

33. Did your district officc management such as the District Director, Chicf or Assistant Chief (Exam), or Branch Chief
meet with high level taxpayer officials during this audit? (CHECK ONE.)

8
34 Yes -—> Please specify the position or role of those who met with high level taxpayer officials.

69

37 No —-> In your opinion, would increased managerial oversight have improved the taxpayer's level of
cooperation (e.g., prompt response to IDR’s or meetings to discuss disagreements between
the taxpayer and IRS)? (60)
8 Yes
30 No

Please explain your response.
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V1. TECHNICAL ADVICE

34. Was any formal technical advice still in effect from a prior audit cycle? (CHECK ONE.) (1)
10 Yes
&4 No

11 Do not know

35, Was formal technical advice requested on this cycle? (CHECK ONE.) @)
8§ Yes
75 No

2 Do not know

If formal technical advice was not still in effect from a prior audit cycle and/or was not requested for

this audit cycle, please skip to question 41.

36. How long did it take to receive a response to the request for formal technical advice? (ENTER NUMBER OF MONTHS.)

Months or - Do not know
€64 15

N=3
3 Months
30 Months
41 Months

37. Was the formal technical advice followed in full by Exam, Counsel, Appeals, and by the taxpayer?
(CHECK ONE BOX IN EACH ROW.)

(66-09)
Yes No Not
applicable
)] @) (3)
a. Foliowed by Exam 3 - -
b. Followed by Counsel - - 2
c. Followed by Appeals - 1 1
d. Followed by the taxpayer l [ -
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38. In your opinion, how helpful or not was the formal technical advice for developing issues and resolving disputes

with the taxpayer? (CHECK ONE BOX IN EACH ROW.) @011
Very Somewhat Of little Do not
helpful helpful or no help know
(1) @ 3y @
a. For developing issues 2 - I «
b. For resolving disputes with
taxpayer 1 - i -
39. Did the taxpayer request a private letter ruling(s) or determination letter(s) on any issue during these
72:15)

tax years? (CHECK ALL THAT APPLY.)
I Yes, a private letter ruling or rulings

1 Yes, a determination letter or letters

1 Neither a private letter culing or determination letter

1 Do not know

40. Was legal and/or technical assistance provided from the start of this audit to educate the audit team on matters of

tax law and policy or overall issue development? (CHECK ONE.)

1 Yes

In your opinion, did/would this assistance improve the development of issues in this case? (CHECK ONE.)

3 No n
- Yes
2 No

Please explain your response.

76
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VIL ADDITIONAL INFORMATION ABOUT THE CASE

41, Did this CEP taxpayer file a consolidated corporate return? (CHECK ONE.)

on
81 Yes
4 No
- Do not know
42. In general, how satisfied or dissatisfied were you with the following factors during the audit?
(CHECK ONE BOX IN EACH ROW.) 79.90)
Very Somewhat Neither Somewhat Very Not
satisfied satisfied satisfied nor | dissatisfied | dissatisfied § Applicable
dissatisfied
1) @ 3 5] 5) 6
a. Access to needed TRS
supplies 30 31 12 4 8 -
b. Access to IRS rescarch
material 26 27 12 16 4 -
c. Access to professional
industry manuals 13 10 22 16 14 10
d. Access to IRS computers 29 19 8 4 6 19
e. Access to IRS printers 29 17 9 4 4 22
f. Access to IRS office
support staff 26 22 16 8 2 10
. Space provided by the
taxpayer for the audit team 37 26 6 12 4 -
h. Access to taxpayer's
supplies 27 6 12 1 3 33
i. Access to taxpayer's
library or other public
research materials 30 23 6 10 9 7
j- Access to taxpayer’s
computers 17 11 18 B 8 23
k. Access to taxpayer's
printers 15 9 15 3 8 35
1. Access o taxpayer's
photocopiers 53 15 5 7 5 -
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43, Did the taxpayer agree 10 extend the date on the statute of expiration? (CHECK ONE.) )

2 No

83 Yes ---> Was/Were the extension(s) granted sufficient to allow you to develop all the issues
you believed needed to be developed prior to completing the audit? (CHECK ONE) o»

79 Yes

2 No

44, Did the taxpayer disclose controversial issucs at the beginning of the audit? (CHECK ONE.) sy
51 No
30 Yes -—> Was this disclosure specific to the issues that should be examined? (CHECK ONE.) oo
26 Yes

4 No

45. Did the taxpayer provide you with a list of adjustments to taxable income or credits for those tax years being audited?
(CHECK ONE.) 9%

47 Yes ---» (CONTINUE WIiTH QUESTION 46.)
37 No —> (SKIP TO QUESTION 47.)

46. Who did the adjustments favor? (CHECK ONE.) on
- IRS only
6 The taxpayer only
40 Both IRS and the taxpayer

1 Do not know
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VIL CASE CLOSINGS

47. Please provide the following CEP recommended tax results separately for each tax year included in this case. Please be sure
10 enter the tax year at the top of each column. (You will need the Revenue Agent Report to complele this table.)

Please round to the nearest doliar.

Repeat ID - 3 (1-7)

Primary Tax Years

(As shown on page 1.)

&9} o113

(12-13)

i. Deficiency/(Overassessment)
per Exam

Tax Year 19 Tax Year 19 Tax Year 19

a. Total net adjustments to taxable $ $ $

income per Exam
b. Total net adjustments o tax

credits per Exam $ $ $
¢. Total taxable income

per Exam S $ $
d. Corrected tax lability

per Exam $ $ H
e. Less: Tax credits per Exam $ $ $
f. Plus: Recapture of prior year

ITC per Exam $ $ $
2. Total corrected tax liability

per Exam $ $
h. Less: Total tax shown on return

ot as previously adjusted $ 3
N=76 (+D N=79 @3 N=3g§ %

Mean = $22,391,102

Mean = $286,797,297
Range = $-59,468,005

Range = $-305,897 to

Mean = $29,145,249
Range = $-382,037 to

to $102,415,024 $171,786,866 $116,779,138
=51 52.59) (s0-a7y

j- T ti

} [(fit:gl ip\;l;l ies per Exam Net Ned Ne3

Mean = $2,976,955 Mean = $9,215,622

Mean = $2,319,279

k. Claims for tax decrease N=55 @™ N=57 N=23 ®™m
considered during Mean = $6,182,525 Mean = $6,358,570 Mean=$2,726,786
examination Range = $0 to Range = $0 to Range = $0 to

$87,504,859 $145,175,185 $16,675,131

1. Corporation Application for N=51 ™ N=57 (%D N=23 81m
Tentative Refund (Form 1139) Mean = $9,774,100 Mean = $17,300,022 Mean = $15,854,364
considered during Exam process | Range = $0 to Range = $0 to Range = $0 to

$150,149,301 $613,500,377 $109,171,450

Continued on next page
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Question 47 (Continued)

Be sure to enter the tax year at the top of each column.

Repeat ID - 4 (1-7}

Please round (o the nearest dollar.

Carry Over Years
{Forward/Backward)

(12-13)

) (-1
Tax Year 19 Tax Year 19__ Tax Year 19
a. Total net adjustments to taxable 1 $ $
income per Exam
b. Total net adjustments to tax
credits per Exam $ $ $
c. Total taxable income
per Exam $ $ $
d. Corrected tax liability
per Exam 1 5 $
e. Less: Tax credits per Exam - § $
f. Pius: Recapture of prior year
ITC per Exam $ $ $
g. Total corrected tax liability
per Exam $ $ $
h. Less: Total tax shown on return
or as previously adjusted $ $ $
N=23 » N=16 @& N=i2 6«3

i. Deficiency/{Qverassessment) Mean = $6,469,657

per Exam Range = $-7.887,532 w0

Mean = $6,398,877
Range = $-4,402,462 to

Mean = $4,535,846
Range = $-31,297,792 to

$40,187,338 $56,272,281 $37.477,688
s (5299 €6057)
j- Total penalties per Exam
List Type:
ype None N=1 N=l
k. Claims for tax decrease N=13 @m N=g @& N=7 @
considered during Mean = $7,412,578 Mean = $2417,904 Mean = $7,836,381
examination Range = 30 to Range = $0 to Range =0 to
$83,265,754 $19,343,228 $46,415,065
1. Corporation Application for N=l6 W N=10 () N=8 wsn
Tentative Refund (Form 1139) Mean = $10,562,558 Mean = $11,791,867 Mean = $7,428,067
considered during Exam process | Range = $0 to Range = $0 to Range = $0 to
$83,785,039 $54.962,636 $35,780,396
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Repeat ID - 5 (1.7

48. Please provide the following information on the three top dollar adjustments to taxable income/credits in this case.

Issue #1 Issue #2 Issue #3
a. IRC
b. Adjustment to: ® o o
(Check one per 72 Taxable income 68 Taxable income 66 Taxable income
issue.) 7 Credit 12 Credit 11 Credit
¢. Dispute 0112} (114 516y
involved: 65 Interpretation of law 61 Interpretation of law 48 Interpretation of law
{Check one 46 Based on merit/facts 44 Based on merit/facts 3% Based on merit/facts
or both.)
(17-03) {24-30) (31-31)
d. Type of 16 Unreported income 8 Unreported income 12 Unreported income
adjustment 29 Overstated deductions 37 Overstated deductions 30 Overstated deductions
{Check all that 39 Timing 27 Timing 22 Timing
apply.) 7 Valuation 11 Valuation 11 Valuation
11 Allocation 7 Allocation 11 Allocation
1 Whipsaw 1 Whipsaw - Whipsaw
18 Other (Specify) 18 Other (Specify) 20 Other (Specify)
e. Original N=82 o8 | N=82 @ | N=81 -
adjustment
proposed by Mean = $115,271,508 Mean = $65,644,009 Mean = $3(,169,295
Exam Range = $-26,511,591 1o Range = $-156,114,992 to Range = $-346,803 to
$1,941,237,337 $1,772,956,719 $266,707,891
f. Amouat of N=73 e | N=74 ® | N=75 =1
signed formal
agreement Mean = $15,868,198 Mean = $3,029,545 Mean = $9,271,378
reached Range = $-26,511,591 to Range = $-156,114,992 to Range = $-2,766,411 to
between Exam $180,000,000 $56,787,710 $219,317.285
and the
taxpayer
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Repest ID - 6 (17
49, Were these issues Exam Coordinated Issues (EC1's)? (CHECK ONE BOX IN EACH ROW.) ®m
Yes No The ECI program Do not
didn’t exist at know
that time

(1) 2) (3) 4)
a. Issue #1 19 52 5 3
b. Issue #2 17 54 5 3
c. Issue #3 1 59 5 3

50. For these three issues, was there a need for a specialist or outside consultant that was not obtained? (CHECK ONE.) an

75 No
(SKIP TO QUESTION 52.)
4 Do not know

6 Yes, there was a need but they were not obtained —> Please list the positions not used that you feel should
have been used but were not, and check the issue number(s).

Position Not Used Issue Number
3 _ Economist 3 Issue #1 3 Issue #2 (0 Issue #3 0
2 __Engineer [ Issue #1 [ Issue #2 [ Issue #3 an
1 _Actuary O issue #1 [ Issuc #2 [ Issue #3 a0
1 _Industry specialist Ol lssue #1 [ Issue #2 [ Issue #3 oy

[ 1ssue #1 [ Issue #2 O Issue #3 ag

[ 1ssue #1 [ Issue #2 O lssue #3 oo
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51. For any of the three issues that you identified that were protested on this case, which of the following factors do
you feel caused the taxpayer to protest the issue? (CHECK YES OR NO FOR EACH ROW FOR EACH ISSUE.
IF THE ISSUES WERE AGREED, CHECK THE NOT APPLICABLE BOX IN THE FIRST ROW AND GO ON TO THE
NEXT ISSUE.) '

We did not analyze resp to this question due to an erroneous skip instruction on question 50.
Issue #1 Issue #2 Issue #3
Yes No Yes No Yes No
1) (2) () 2) 1 )

If issue agreed, check box
under the agreed issue . . . 1. NA 1.0 NA 1. NA

a. Disagreement over
interpretation of
the law

o

. Disagreement over
facts

¢. Amount supported by
taxpayer documentation
exceeds the amount
allowed by Exam

d. Disagreement on
timing issues

¢. Disagreement on
valuation issues

f. Disagreement on
allocation issues

g. Disagreement on
whipsaw issues

[~

. Appeals settlement
On prior cases

i. Appeals settlement of
game issue for a
different taxpayer

j. Other (Specify)

k. Other (Specify)
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52.

53.

54.

55.

Please note: The following questions pertain to the overall case results.

Did you secure a signed formal agreement from the taxpayer on the proposed adjustments at the time the case was closed
out of Exam? (CHECK ONE.) (86)

13 Yes, the taxpayer agreed to all issues (full agreement)
23 Yes, the taxpayer agreed 10 some issues (partial agresment)
49 No
- Do not remember
¥f the case manager would have had settlement authority (Delegation Order 236) for “rollover” and “recurring” issues for
which Appeals had already established a settlement practice based on the facts of the issue, do you belicve this would
have had a positive effect, no effect, or a negative effect on the recovery rate of these returns? (CHECK ONE.)
28 A positive effect on the recovery rate @
38 No effect on the recovery rate

4 A negative effect on the recovery rate

15 Do not know

Do you believe case managers or other Examination officials should be actively attempting to settle more audit issues
based on the merits (facts) of a case? (CHECK ONE.) -
64 Yes
Please explain:
18 No
How satisfied or dissatisfied were you with Appeals overall settlement of this andit cycle? (CHECK ONE.) o
5 Very satisfied
17 Generally satisfied (SKIP TO QUESTION 57.)

15 Neither satisfied nor dissatisfied

13 Generally dissatisfied
(CONTINUE WITH QUESTION 56.)
14 Very dissatisfied

20 No basis to judge/Agreed case  -—> (SKIP TO QUESTION 59.)
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56. Did you use the dissent process to protest Appeal’s scttlement of this case? (CHECK ONE.) a0
2 Yes

24 No

57. Did Examination and Counsel discuss the taxpayer’s protest with Appeals to ensure that Appeals was able to consider all of
the relevant facts in this case? (CHECK ONE.) on

3 Yo In your opinion, to what extent, if at all, did/would the discussion enhance Appeals’ ability to
38 No sustain dotlars recommended by Exam? (CHECK ONEj a»

8 To a very great extent

11 To a great extent

11 To a moderate extent

10 To some extent

19 To little or no extent

14 Do not know

Please explain your response.

58, Did appeals discuss the final resolution of unagreed issues to provide Examination with information for auditing
the subsequent tax retumns for this taxpayer? (CHECK ONE.)

an

32 Yes —> If yes, was the feedback provided to the revenue agents working on the
subsequent audit? (CHECK ONE.) o

28 Yes

Please explain:
3 No

41 No --> If no, in your opinion, would this feedback have improved the planning or the timeliness of
subsequent audit cycles? (CHECK ONE.) as

16 Yes

Please explain:
23 No
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IX. OVERALL PERCEPTION OF AUDIT CYCLE

59. Regarding the team collectively, how satisfied or dissatisfied were you with the following factors on this audit?

(CHECK ONE BOX IN EACH ROW.) 7690)
Very Generally Neither Generally Very No basis
satisfied satisfied satisfied nor | dissatisfied | dissatisfied to judge
dissatisfied
(1) (2) 3) 4 5 6

a. Number of staff assigned

to the andit 36 36 5 7 - -
b. Number of staff days

allotted to the audit 33 40 7 4 - -
¢. Adequacy of the team’s

experience and skills in

auditing large corporations 31 40 11 3 - -
d. Adequacy of the team’s

knowledge in tax laws, rules

and regulations 34 42 ] 3 - -
€. Adequacy of the team’s

knowledge of the industry

involved in the audit 17 38 20 8 1 1
f. Adequacy of support audits 4 16 7 6 2 47
g. Level of cooperation of team

members with one another 37 41 1 4 - 1
h. Level of cooperation you

received from the team 42 37 4 - - 2
i. Level of cooperation

between the taxpayer and

the team members 10 46 12 10 7 -
}. Length of time it took

to complete the audit 10 32 19 17 7 -
k. Extent to which team

members fully developed

the issues assigned to them 22 51 9 3 - -
I. Extent to which team

members accurately

developed the issues

assigned to them 22 55 4 2 2 -
m, Extent to which

management was

involved in the case 20 36 16 9 2 2

n. Other (Please specify)

N=6

0. Other (Please specify)

N=4
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60.

61.

62,

How satisfied or dissatisfied were you with the gverall
quality of the performance of the IRS team (including
specialists) during the audit of this taxpayer identified on
page 1 of this questionnaire? (CHECK ONE.) @)
31 Very satisfied
50 Generally satisfied
2 Neither satisfied nor dissatisfied
2 Generally dissatisfied
- Very dissatisfied
How satisfied or dissatisfied were you with the overall
attitude/level of cooperation of the taxpayer?
{CHECK ONE.) )
7 Very satisfied
37 Generally satisfied
13 Neither satisfied nor dissatisfied
24 Generally dissatisfied

4 Very dissatisfied

In your opinion, has the establishment of a Natignal CEP

Director had a positive impact, no impact, or a negative
impact on program development, oversight, and/or
evaluation within CEP? (CHECK ONE.) o)
I8 A positive impact

13 No impact

11 A negative impact

42 Do not know

Please explain your response:

63.

65.

66.

In your opinion, has the establishment of Regionat CEP
Managers had a positive impact, no impact, or a negative
impact on program development, oversight, and/or
evaluation within CEP? (CHECK ONE.) o)
11 A positive impact

18 No impact

6 A negative impact

49 Do not know

Please explain your response:

In your opinion, has the establishment of a multi-
functional Natioral Policy Board had a positive impact,
no impact, or a negative impact on promoting taxpayer
cooperation through improved coordination between
Examination, Appeals, International and Counsel?
(CHECK ONE.) @)
20 A positive impact

55 No impact

2 A negalive impact
In your opinior, would the development of standard goals
and measures for Examination, Appeals, International, and
Counsel] have had a positive effect, no effect, or a
negative effect on this audit? (CHECK ONE.) 95
40 A positive effect

29 No effect

15 A negative effect
In your opinion, would CEP quality peer reviews have

improved this audit in any way? (CHECK ONE.) @

Il Yes --> Please explain:

71 No
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67. Please briefly discuss in the space below what you feel was the most positive thing about this audit as well
as the most negative thing about this audit.

Positive: N=78 [t
Negative: N=74 9
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. Please list any other recent changes to the Large Case §9. Are there any other changes to the CEP/Large Case
Program which would have impacted on the resolution of Program that you would like to suggest here?
these returns had they been in effect at the time {01
these returns were worked. Also, describe in what ways N=57
they would have impacted the resolution of the returns.
1007
Change:

Impact on case:

Change:

Impact on case:

Change:

Impact on case:

Thank you for your assistance. Please return the questionnaire in the pre-addressed envelope.

Thank you.
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Survey of CEP Case Managers

U.S. General Accounting Office

Coordinated Examination Program -
Case Manager Questionnaire

INTRODUCTION

The U.S. General Accounting Office {GAO), an investigative
agency of Congress, is conducting a study of IRS’s
Coordinated Examination Program (CEP). The overall
objective of our review is to determine what factors affect the
rate at which taxes recommended by CEP revenue agents get
assessed. We are surveying the audit teams who worked on
each of the CEP cases which had recommended additional
taxes of $30 million or more and were closed agreed in Exam
or closed in Appeals from 1989 to 1991.

You have been selected to complete this survey due to your
involvement with the corporate returns and the tax years
indicated below. Because of your work on this case, your
response to this survey will help us to identify all the factors
which impact the resolution of CEP audits, both positively and
negatively.

This questionnaire is confidential. The control number is
included only to aid us in our follow-up efforts. Your
response will be combined with those of other respondents and
will be reported only in summary form. We will not identify
specific CEP taxpayer information in our report.

Most of the questions in this questionnaire can be easily
answered by checking boxes or filling in blanks. You will
need to refer to the Revenue Agent Report (RAR) to complete
some questions. Further, you may need to refer to other IRS
workpapers or documents when answering certain questions on
this questionnaire because of the lapse of time since this audit
was closed.

This questionnaire should take about 2 hours to complete. If
you have any questions concerning any part of this survey,
please call Ms. Deborah Junod at (202) 272-7904.

Please return the completed questionnaire in the enclosed pre-
addressed envelope within 2 weeks from the time you receive
it. In the event the eavelope is misplaced, the return address
is:

U.S. General Accounting Office
General Government Division
Attn: Mr. James Fremming

441 G Street, N.W., Room 3126
Washington, D.C. 20548

Thank you for your assistance.

Case Information:

After completing the guestionnaire, please remove the case information sticker before returning your completed questionnaire.

Tatal number of case managers responding = 72
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I. RESPONDENT INFORMATION

Please provide the following information:

Your current work telephone number - ( )

Were you assigned to audit these CEP corporale returns during any part of the Exam timeframe shown on page 1?7
(CHECK ONE)

72 Yes —> Please continue with question 1.

- No —-> STOP; Do not continue if you were not assigned to this audit during the Exam timeframe shown above.
Please return the questionnaire in the enclosed envelope.

@

I. Please answer the following as it applied to you at the time 3. What was your educational background at the time you

you began the above audit: (Enter "00" if none or under ! were assigned to this examination?
year.) (CHECK ALL THAT APPLY.)
(&-18)
2 24 Hours of Accounting with no degree
Years reported are means.
52 BS/BA Accounting/Taxation
a. Total number of years of IRS experience

in the Examination Division N=71 22  Years 12 BS/BA Other (Specify: = )
b. Number of years as a CEP case manager 11 MA Accounting/Taxation
N=T2 i e 7 Years

4 MA Other (Specify: )
c. Number of years working on CEP
examinations at positions other than - Ph.D. (Specify: )
case manager N=72 ................ _ 3 Years
2 Other (Specify: )

d. Total number of years of RA/IE
experience examining corporations
prior to being assigned to
CEP examinations N=72 ........... _B Years 4. Were you a CPA when you were assigned to this
examination? (CHECK ONE))
e. Number of years of RA/IE experience

listed in d above that you were 37 Yes
examining corporations with assets of
$100 million or more N=71 .......... 3 Years 33 No

2. What grade level were you when you were first assigned 1o
the audit? (ENTER NUMBER.)

GS - or GM -
(19-20) @)

9 GS-14
57 GM-14
6 Other

B3

30y
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. Did you receive the foilowing wraining/expenence in CEP
procedures of 155ues before you were assigned o this awdit
or within | year of your assignment!

(CHECK ONE BOX IN EACH ROW.) -39
Yes | No Not
available
at time
i (2) 3
a. Advanced corporaic
raining or equivaient
of Phase § ] ] -
b. Case manager
training 63 7 1
c. [RS training (3 days
or more) related
the laxpayer's
primary industry 2 38 11
d . Non-IRS
training/seminar’s on
any issucs relsad 1o
the taxpayer 9 55 7
e. Previous nos-IRS
expericace related 10
the industry 3 67 2

6. Was there any other training that you had not received that
you felt you needed © improve your ability o conduct this
CEP andit? (CHECK ONE.) Y
62 No

10 Yes —> Please explain:

. Al the nme of this audit. was trainine on issucs and

. At the time of this audit. did IRS obtain outside

industries provided jointly for Examination. Appeals.
and Counsel? (CHECK ONE.) o)

6 Yes
In your opini¢n. did/would this
66 No type of joint training improve the
quality and timeliness ot this audit in any
way! (CHECK ONE.) a6
38 Yes

32 No

Please explain your response,

specialists 0 deveiop and deliver advanced training
on complex technical and/or legal issues?
(CHECK ONE.) o

5 Yes
In your opinion. did/would obtaining
67 No omside specialists 10 deliver advanced
training improve the quality and
timeliness of this audit in any
way? (CHECK ONE.) am

¥ Yes
35 No

Please expiain your response.
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II. CASE MANAGEMENT
9. Overall, how satisfied or dissatisfied were you with the amount of time you devoted (o this case? (CHECK ONE)) o

18 Very satisfied
{SKIP TO QUESTION 11)
45 Generally satisfied

8 Generally dissatisfied
(CONTINUE WITH QUESTION 10.)
1 Very dissatisfied

10. In your opinion, what factors affected the time you devoted to this audit? (CHECK ALL THAT APPLY.) (4245
5 Number of taxpayers/points in your inventory
3 Collateral duties

2 Logistical problems
5 Other {Pleasc explain):

11. To what extent, if at all, were you involved with the following on this audit cycie? (CHECK ONE BOX IN EACH ROW.)

“6-54)
To a very To a To a To some To little or
great extent | great extent | moderate extent no extent
extent
) 2) (3) [S) (3
a. The preparation of the
audit plan 17 28 12 2 10
b. The selection of issues for
audit 11 33 13 4 9
¢. The review of workpapers 8 21 26 13 4
d. The opening conference with
the taxpayer 4“4 15 - - 10
e. The closing conference with
the taxpayer 52 i6 2 - 1
f. Interim meetings with the
taxpayer 36 31 5 - -
g. The review of proposed
adjustments and tax
computations 28 37 6 - 1
h. Resolution of problems
between the taxpayer and
revenue agents 43 25 4 - -
i. Assistance in resolving
difficult issues 37 27 7 - 1
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12. At the time of this audit, was a system such as electronic bulletin board or issue tracking available for case managers
to communicate with case managers in other districts on special industries and/or issues to ensure that all parties were
equally informed? (CHECK ONE.) E))
20 Yes
In your opinion, did/would using such a system improve the development of issues in this case?
52 No (CHECK ONE.) 86)
41 Yes
22 No

Please explain your response.

13. Overall, how satisfied or dissatisfied were you with management’s involvement with the audit?

(CHECK ONE BOX IN EACH ROW.) o159
Very Somewhat Neither Somewhat Very No basis
satisfied satisfied satisfied nor | dissatisfied | dissatisfied to judge
dissatisfied
(1) (2) 3 @ (%) 6)
a, District Director 10 4 19 - { 38
b. Chief or Assistant Chief
of Examination 15 7 20 - 1 29
<. Branch Chief 28 18 16 - 2 5

14. At the time of this audit, was your district officc management involved in the planning of the audit and/or

requesting support examinations in this case? (CHECK ONE.) o0
23 Yes

In your opinion, did/would this type of district office involvement ensure better planning of this
47 No audit or more thorough support examinations? (CHECK ONE.) N

20 Yes

4% No

Please explain your response.
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ML STAFFING/SPECIALISTS
15. At any time during the audit did you have insufficient revenue agent staff? (CHECK ONE) @)

13 Yes
59 No

16, Did tumnover in staff or specialists negatively impact the development of issues? (CHECK ONE.) )
12 Yes
60 No

If your responses to botk questions 15 and 16 are "No", skip to guestion I8.
If you answered "Yes' to either question 15 or 16, continue with question I7.

17. What were the reasons that your staffing level was insufficient or why staff tumed over? (CHECK ALL THAT APPLY.)
{6871y
4 Staff were not available when the audit began

8 Staff were temporarily diverted to other activities/
collateral duties during the course of the audit

1 Staff were permanently removed due to P-4-5 rotation policy

- Staff were permanently removed from audit due to incompatibility
8 Staff were permanently removed from audit due to other rcasons
2 My requesi(s) for additional staff to be assigned was denied

4 My request(s) for additional staff to be assigned was granted,
but the staff was (were) assigned later than appropriate

9 Other (Please specify)

18. In your opinion, were the services of specialists obtained when you felt they were needed to help you develop your
issues? (CHECK ONE.) o

65 Yes, for all my issues --> (SKIP TO QUESTION 22.)
3 Yes, in some cases

(CONTINUE WITH QUESTION 19.)
4 No
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19. In your opinion, which specialist services were needed

but were not obtained? (CHECK ALL THAT APPLY.) were not obiained? (CHECK ALL THA

20. What were the reason(s) that the needed ;Pecia.lists
APPLY.) @ss9n

1 Outside consulian(s) sl - District office management denied the request(s)
2 Industry/Issue specialist(s) 3 The 3.??1?2 t!sigteci:lisv.s were not available to

2 Economist(s) o

2 Engineer(s) - The rflggedanzp;c;ﬂé?& %c:uld not be borrowed

- Computer audit specialist(s) 5 Other - Specify:

- International specialist(s)
EPEO specialist(s)
- Payroll specialist(s)

—

Excise specialisi(s)

Counsel @223

3 Other - Specify: (a485)

21. For those specialists that were needed for this audit cycle but were not obtained, to what extent, if at all,
did not having the services of this (these) specialisi(s) negatively impact the results of the audit?

(CHECK ONE BOX IN EACH ROW. CHECK BOX 1, "N/A" IF THE SPECIALIST WAS NOT NEEDED OR

WAS NOT OBTAINED ON THE AUDIT.) 0.98)
Not To a very Toa Toa To To little No basis
Applic- great great moderate some or no to
able extent extent extent extent extent judge
) 2 3) @ (3 (6 4]
a. Outside consultant 5 - - - 1 - -
b. Industry/Issuc specialist 5 1 - - - - -
¢. Economist 4 1 - 1 - - _
d. Engineer 3 1 - 1 - - -
e. Computer audit specialist 5 - - - - - R
f. International specialist 5 - - 1 - -
g. EPEO specialist 5 - - - - - 1
h. Counsel 5 - 1 - - -
i, Other (Please specify)
N=2
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22. In your opinion, what was the quality of work performed by the following individuals on this audit cycle?

Repeat ID - 2 (1-7)

(CHECK ONE BOX IN EACH ROW. CHECK BOX 1, "N/A" IF THE POSITION WAS NOT USED ON THE AUDIT.)

@19
Not Excellent Good Adequate Poor Very No basis
Applic- or poor to judge
able marginal
1) 2) 3 @ )] (6) Q)
a. Team coordinator(s) 1 54 15 2 - - -
b. Other Exam
Tevenue agents 4 22 40 4 - 1 1
c. Computer audit
specialist 1 21 36 13 - - 1
d. Industry/issue
specialist 16 [ 29 9 2 - 8
e. Engineer 7 12 31 18 I - 2
f. International
specialist 11 26 20 7 4 - 3
g. Economist 43 7 7 1 2 - 9
h. Outside consultant 53 2 3 - - - 12
i. EPEO specialist 40 3 11 9 - - (]
j. Appeals 19 6 13 13 5 3 10
k. Counsel 25 8 11 9 1 - 14
1. Other (Please
specify)
N=12

23. Did an industry or an issue specialization program exist at the time of this audit? (CHECK ONE.)

59 Yes

In your opinion, did/would this program improve the audit team’s ability to develop complex

13 Ne organizational or technical issues? (CHECK ONE.}
48 Yes

15 No

Please explain your response.

@n
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IV. CASE DELAYS

24. Was this case closed out of Exam later than planned? (CHECK ONE.)

55 Yes —> (CONTINUE WITH QUESTION 25.)

17 No --> (SKIP TG QUESTION 26.)

25. To what extent, if at all, did the following factors cause delays in closing the cass in Exam?

(CHECK ONE BOX IN EACH ROW.)

@)

(B-39)

To a very To a great Toa To some To little
great extent extent moderate extent or no
extent extent
1) 2) 3) @ %)

a. Obtaining staff or specialists 4 i 7 8 34
b. Turnover in staff or specialists 6 3 2 3 40
c. Obtaining technical advice 2 2 5 - 44
d. Receiving specialists’ reports 3 6 5 10 28
. Issning 2 summons 2 1 1 4 45
f. Diverting staff or specialist to

collateral duties 1 5 5 6 35
g. Obtaining information from the

taxpayer 12 21 9 8 4
h. Obtaining access to the taxpayer's

computer file 1 7 5 7 4
i. Having access to the taxpayer’s

representative 1 3 - 7 43
j- Delays by the taxpayer in starting

the examination 1 2 1 - 50
k. Delays by IRS in starting the

examination 1 3 1 1 48

L. Other (Please specify)
N=21
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26. If the taxpayer caused delays by not supplying the information requested on the IDR's or allowing access to computer files in
a timely manner {or at all), what means were used to obtain the information? (CHECK ALL THAT APPLY.) 0539

12 Not applicable, all requested information was received in a timely manner

7 Summons
52 Informal means such as meetings between IRS management and the taxpayer
46 Follow-up IDR’s

17 Other - Please specify:

V. INFORMATION DOCUMENT REQUESTS

27. Was all needed information requested on the IDR’s received before the case was closed in ¢xam? (CHECK ONE))
0
55 Yes

17 No

28. What percentage of the total number of IDR's requesting new information were issued within 90 days of the close of the
audit? (ENTER PERCENT.)

Percent 143

0 percent
1 percent
2 percent
5 percent
10 percent
95 percent

—_rmmw

35 Do not know )
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29. Overall, how satisfied or dissatisfied were you with the following? (CHECK ONE BOX IN EACH ROW.)

(45-54)

Very Somewhat Neither Somewhat Very No basis
satisfied satisfied satisfied nor | dissatisfied | dissatisfied to judge
dissatisfied
)] (2} 3 @) (3 )

a. The timeliness of taxpayer

responses to IDR's 7 20 14 19 12 -
b. The completeness of the

information provided by

taxpayer in response to

IDR'’s 7 27 8 22 8 -
¢. The relevance of the

information provided by

taxpayer in response to

IDR’s 6 41 10 i3 2 -
d. That IDR’s were issued in a

timely manner 33 31 5 3 - -
¢. That IDR’s were clearly and

concisely prepared kL) 33 3 2 - -
f. That the information

requested was obtainable

by the taxpayer (c.g.,

information not available

because of a merger,

too old, etc.) 21 27 11 5 2 6
2. The overall cooperation of

taxpayer to IDR's 8 30 10 15 9 -
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30, To the best of your knowledge, did the taxpayer provide information during the appeals process which Exam had
requested but was not received? (CHECK ONE.)

18 Yes —-> (CONTINUE WITH QUESTION 31.)

19 No
(SKIP TC QUESTION 32.)

21 Do not know
14 Not applicable, agreed case ———> (SKIP TO QUESTION 35.)
31. Did Appeals involve Exam further in case development because the taxpayer provided additional information,
filed & claim, or raised new issues? (CHECK ONE.)
2 Yes, Appeals relinquished jurisdiction of the case back to Exam
11 Yes, Appeals involved Exam in further case development without relinquishing jurisdiction of the case
3 No

1 Do not know

32, Did the taxpayer provide information during the appeals process which Exam had or had not requested that reduced the
proposed tax deficiency? (CHECK ONE.)

16 Yes
17 No

25 Do not know

33. Did your district office management such as the District Director, Chief or Assistant Chief (Exam}, or Branch Chief
meet with high level taxpayer officials during this audit? (CHECK ONE.)
[E)

28 Yes —-> Please specify the position or role of those who met with high level taxpayer officials.

89}

29 No -—> In your opinion, would increased managerial oversight have improved the taxpayer’s ievel of
cooperation (e.g., prompt response to IDR’s or meetings to discuss disagreements between
the taxpayer and IRS)? 60y
3 Yes
25 No

Please explain your response.

(5%)

156)

on
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VL ADDITIONAL INFORMATION ABOUT THE CASE

34. Did this CEF taxpayer file a consolidated corporate retumn? (CHECK ONE.)

67 Yes
3 No

- Do not know

(61)

35. In general, how satisfied or dissatisfied were you with the following factors during the audit?
(CHECK ONE BOX IN EACH ROW.) ®m
Very Somewhat Neither Somewhat Very Not
satisfied satisfied satisfied nor | dissatisfied | dissatisfied || Applicable
dissatisfied
) @ 3 @ 5) 6)
a. Access to necded IRS
supplies 29 25 9 4 5 -
b. Access to IRS research
material 25 24 8 7 8 -
¢. Access to professional
industry manuals 7 25 23 7 7 3
d. Access to IRS computers 19 27 8 4 - 14
€. Access to IRS printers 21 25 8 3 - 15
f. Access to IRS office
support staff 16 32 10 5 - 7
g Space provided by the
taxpayer for the audit team 30 25 10 5 2 -
h. Access to taxpayer’s
supplies 17 11 16 1 1 26
i. Access to taxpayer's
library or other public
research materials 22 21 15 [ 2 6
j- Access to taxpayer’s
computers 5 23 17 5 3 19
k. Access to taxpayer’s
printers 5 19 17 4 3 24
I. Access to taxpayer’s
photocopiers 39 25 2 1 5 -
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36.

37

38.

39.

Did you secure a signed formal agreement from the taxpayer on the proposed adjustments at the time the case was closed
out of Exam? (CHECK ONE.} a9

14 Yes, the taxpayer agreed to all issues (full agreement)

16 Yes, the taxpayer agreed to some issues (partial agreement)

39 No

3 Do not remember
If the case manager would have had settlement authority {Delegation Order 236) for "rollover” and “"recurring” issues for
which Appeals had already established a settlement practice based on the facts of the issue, do you belicve this would
have had a positive effect, no effect, or a negative cffect on the recovery rate of these returns? (CHECK ONE.)

20 A positive effect on the recovery rate -
43 No effect on the recovery rate

2 A negative effect an the recovery rate

7 Do not know
Do you believe case managers or other Examination officials should be actively attempting to settle more audit issues

based on the merits (facts) of a case? (CHECK ONE.) 6

62 Yes

Please explain:
9 No

How satisfied or dissatisfied were you with Appeals overall settlement of this audit cycle? (CHECK ONE.) ™
6 Very satisfied

14 Generally satisfied (SKIP TO QUESTION 41.)

10 Neither satisfied nor dissatisfied

11 Generally dissatisfied
(CONTINUE WITH QUESTION 40.)
7 Very dissatisfied

24 No basis to judge/Agreed case ---> (SKIP TO QUESTION 43.)

Page 128 GAO/GGD-94-70 Corporate Audits



Appendix II
Survey of CEP Case Managers

40. Did you use the dissent process to protest Appeal’s settlement of this case? (CHECK ONE.) on

2 Yes

16 No

41, Did Examination and Counsel discuss the taxpayer’s protest with Appeals to ensure that Appeals was able to consider all of
the relevant facts in this case? (CHECK ONE.) o

29 Yes
In your opinion, to what extent, if at all, did/would the discussion enhance Appeals’ ability to

28 No sustain dollars recommended by Exam? (CHECK ONE.) a0
6 To a very great extent
4 To a great extent
10 To a moderate extent
8 To some extent

14 To little or no extent

Pleasc cxplain your response.

42. Did appeals discuss the final resolution of unagreed issues to provide Examination with information for auditing
the subsequent tax returns for this taxpayer? (CHECK ONE.)
an

21 Yes —> If yes, was the feedback provided to the revenue agents working on the
subsequent audit? (CHECK ONE.) 32

18 Yes

Piease explain:
1 No

35 No —> If no, in your opinion, would this feedback have improved the planning or the timeliness of
subsequent audit cycles? (CHECK ONE.) aw

11 Yes

Please explain:
17 No
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VIL OVERALL PERCEPTION OF AUDIT CYCLE

Repest ID - 3 (1)

43. Regarding the team collectively, how satisfied or dissatisfied were you with the following factors on this audit?
(CHECK ONE BOX IN EACH ROW))

&)

Very
satisfied

)

Generally
satisfied

@

Neither
satisfied nor
dissatisfied

©)]

Gencrally
dissatisfied

“

Very
dissatisfied

)

No basis
to judge

(6)

a. Number of staff assigned
to the audit

28

41

b. Number of staff days
allotied to the audit

21

4

¢. Adequacy of the team’s
experience and skills in
auditing large corporations

37

d. Adequacy of the team’s
knowledge in tax laws, rules
and regulations

35

¢. Adequacy of the tcam’s
knowledge of the industry
involved in the audit

33

f. Adequacy of support audits

19

B

g Level of cooperation of team
members with one another

32

=

. Level of cooperation you
received from the team

41

-

. Level of cooperation
between the taxpayer and
the team members

11

3

17

11

- Length of time it took
to complete the audit

k. Extent to which team
members fully developed
the issues assigned 10 them

26

43

1. Extent to which team
members accurately
developed the issues
assigned to them

27

41

m. Extent to which
management was
involved in the case

17

20

n. Other (Please specify)

N=§

o. Other (Please specify)

N=3
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44, How satisfied or dissatisfied were you with the overall
quality of the performance of the IRS team (including
specialists) during the audit of this taxpayer identified on
page L of this questionnaire? (CHECK ONE.) @
25 Very satisfied
44 Generally satisfied

1 Neither satisfied nor dissatisfied
2 Generally dissatisfied
- Very dissatisfied
45. How satisfied or dissatisfied were you with the overall
attitude/level of cooperation of the taxpayer?
(CHECK ONE.) @0
5 Very satisfied
37 Generally satisfied
12 Neither satisfied nor dissatisfied
16 Generally dissatisfied
2 Very dissatisfied
46. In your opinion, has the establishment of a National CEP
Director had a positive impact, no impact, or a negative

impact on program development, oversight, and/or
evaluaton within CEP? (CHECK ONE.) @)

34 A positive impact
12 No impact

13 A negative impact
13 Do not know

Please explain your response:

47. In your opinion, has the establishment of Regional CEP
Managers had a positive impact, no impact, or a negative
impact on program development, oversight, and/or
evaluation within CEP? (CHECK ONE.} )
16 A positive impact
29 No impact

7 A negative impact
20 Do not know

Please explain your response:

48, In your opinion, has the establishment of a multi-
fuactional National Policy Board had a positive impact,
no impact, Of & negative impact on promoting taxpayer
cooperation through improved coordination between
Examination, Appeals, Intemational and Counsel?
(CHECK ONE.) an
30 A positive impact
36 No impact

4 A negative impact

49. In your opinion, would the development of standard goals
and measures for Examination, Appeals, International, and
Counsel have had a positive effect, no effect, or a
negative cffect on this sudit? {CHECK ONE.) o
21 A positive effect
31 No cffect

18 A negative effect
50. In your opinion, would CEP quality peer reviews have
improved this audit in any way? (CHECK ONE.)

6 Yes —> Please explain:

62 No
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51. Please briefly discuss in the space below what you feel was the most positive thing about this audit as well
as the most negative thing about this audit.

Positive: on
Negative: on
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52. Please list any other recent changes 1o the Large Case
Program which would have impacted on the resolution of
these retumns had they been in effect at the time
these returns were worked. Also, describe in what ways

they would have impacted the resolution of the returns.
an

Change:

mpact Ol vasc.

Change:

Impact on case:

Change:

Impact on case:

53. Are there any other changes to the CEP/Large Case

Program that you would like to suggest here?
an
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U.S. General Accounting Office

Closed CEP Case Questionnaire -

Appeals

INTRODUCTION

The U.S. General Accounting Office (GAO), an investigative
agency of Congress, is conducting a study of IRS’s
Coordinated Examination Program (CEP}. The overall
objective of our review is to determine what factors affect the
rate at which taxes recommended by CEP revenue agents get
assessed. We are surveying appeals officers who worked on
each of the CEP corporate returns which bad recommended
additional taxes of $30 million or more and were closed in
Appeals from 1989 to 1991.

You have been selected to cornplete this survey due to your
involvement with the corporate tax returns and tax years
indicated on this page. Because of your work on these returns,
your response to this survey will help us to identify all of the
factors which impact the resolution of CEP audits, both
positively and negatively.

This questionnaire is confidential. The control number is
included only to aid us in our follow-up efforts. Your
responses will be combined with those of other respondents
and will be reported only in summary form. We will not
identify specific CEP taxpayers in cur report.

Most of the questions can be easily answered by checking
boxes or filling in bianks. You will need to refer to the Audit
Statement and the Supporting Statement to complete some
questions.

We estimate this questionnaire should take about 2 hours to
complete. The actual amount of time it will take to complete
depends on the number of tax years involved. If you have any
questions concerning any part of this survey, please call Ms.
Deborah Junod at {202} 272-7904.

Please return the completed questionnaire in the enclosed pre-
addressed envelope within 2 weeks from the time you receive
it. In the cvent the envelope is misplaced, the return address
i8:

U.S. General Accounting Office
General Government Division
Attn: Mr. James Fremming

441 G Street, N.W_, Room 3126
Washington, D.C. 20548

Thank you for your assistance.

Corporate Tax Return Information:

After completing this guestionnaire, please remove the case information sticker before returning your completed questionnaire.

Total number of Appeals respondents = 78
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1. RESPONDENT INFORMATION

Please provide your current work telephone number . . . . . . .

For these CEP corporate returns, were you assigned to settle disputed issues for the tax years shown on page 17 (CHECK ONE.)
®

78 Yes —> Please continue with guestion 1.

0 No -> STOP: Do not continue if you were not assigned to resolve disputes on the tax returns shown on
page L. Please return the questi ire in the enclosed lop

1, Please enter the total number of years of IRS experience you had at the time you were assi to the above returns.

Mean =22 Years N=77 oo

2. Were you ever a révenue agent or international examiner with IRS* Examination Division? (CHECK ONE.} an

2 No --» (GO TO QUESTION 1.)
69 Yes --> Please answer the following questions as they apply to yov at the time you began consideration of the

taxpayer’s protest of these returns. (Enter "00” if none or under I year.) azm
Years reported are means.

a. Number of years working on CEP examinations as a revenue agent N=76 ............... 2_ Ycars
b. Number of years working on CEP examinations as an jnternational examiner N<76 ....... *_ Years
¢. Number of years of revenue agent experience examining corporations

prior to being assigned to CEP examinations N=76 ................ .. ..o 4 Yecars
d. Number of years of revenue agent experience listed in ¢. above that you were cxamining

corporations with assets of $100 million ormore N=76 .............. .. ... ... 2 Years
¢. Number of years of international examiner experience examining corporations prior to being

assigned o CEP examinations N=76 ... . ... ... . .. . i aiieiieiennneans * Years
f. Number of years of jnternational examiner experience listed in e. above that you were

examining corporations with assets of $100 millionormore N=76 ................... * Years

* Mean is less than one year

3. What grade level were you when you were first assigned to these retums? (ENTER NUMBER.)

GS - oo OGM-
o) 50

37 GS-14
36 GS-15 or GM-15
5 Other
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4. Please indicate whether or not you have held the following positions at IRS,
For those you have held, please enter the number of ycars you have held the position.

{Enter "00" if none or under ! year.)

Position Yes No Time in
1) (2) Position
a. IRS District Conferee 31 46 Mean=2 Years
b. IRS Exam Case/Group Manager 9 Mean=3 Years
c. IRS Exam Quality Reviewer 9 Mean=2 Years
d. Other IRS related position(s) (Specify)
N=59 Years
— Yecars
e. Other government position(s)
related to tax/auditing
e Years
N=12
— Yeams
f. Private industry position(s)
related to tax/auditing
_ Years
N=32
Years

5. a. Approximately how long had you been an appeals officer
at the time you were assigned to these retums?

N=78 Mean = 13 Years (35-38)

b. How long had you worked on large cases ($10 million
or more and at least 20 issues in dispute) as an
appeals officer at the time you were assigned to these
returns?
N=78 Mean = 8 Years (39-62)

or

{ Did not work on large cases (%)

6. Were you a Team Chief at the time you were assigned to
these returng? (CHECK ONE.) (-7

37 Yes

41 No

7. What was your educational background at the time you
were assigned to these retuns?
(CHECK ALL THAT APPLY.) (T

3 24 Hours of Accounting with no degree

58 BS/BA Accounting/Taxation

13 BS/BA Other (Specify: )
23 MA Accounting/Taxation

3 MA Other (Specify: I |

- Ph.D. (Specify: )

18 Other (Specify: )

Page 136

GAO/GGD-94-70 Corporate Audits



Appendix IV
Survey of IRS Appeals Officers

3. Were you 2 CPA when you were assigned to these retums?
(CHECK ONE.) )

49 Yes

29 No

9. Did you receive the following taining/experience in large
case CEP procedures or issues before you were assigned 10
ihese returns or within } year of your assignment?

(CHECK ONE BOX IN EACH ROW.) Tm
Yes No
) (2)
a. Advanced corpovale training
or equivaleat of Phase 5 67 11
b. Appests officer iraining 75 3
¢. IRS wmining (3 days or
more) relased 10 the
taxpayer's primary industry 36 42
d. Non-IRS imining/seminars
on any issucs related 10
the mxpayer 28 49
e, Previous noa-IRS expensence
related 10 the industry 3 n
f. Topical training provided
Joindy 10 Examination,
Appeals. and Counsel 58 20

10, Was there any other training you had not received that you
feel would have benefited the qualily or dmeliness of the
settlement on these reums? (CHECK ONE.) m

8 Yes --> Please cxplain below.

70 No
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IL OVERALL CASE RESULTS

11.

During the period you were working on these retums, what was the average number of active work units in your inventory?
(ENTER NUMBERS.)

Mean = 6 Number of work uaits with less than $1 million in dispute N=72, Range = 0 10 30 (B0-81)
Mean =4 Number of work units with $1 million to $10 million in dispute N=75, Range = 0 to 15 8263
Mean =5 Number of work units with over $10 million in dispute N=78, Range = 0 to 10 488

. For these returns, how many issues were protested by the taxpayer? (ENTER NUMBER.)

Mean = 53 Issues N=77 (86-88)

Range = | to 340 issues

. If the case manager would have had settlement authority (Delegation Order 236) for “rollover” and "recurring” issues for

which Appeals had already established a seftlement practice based on the facts of the issue, do you believe this would
have had a positive effect, no effect, or a negative effect on the recovery rate of these retwmns? (CHECK ONE.)

17 A positive effect on the recovery rate -
45 No effect on the recovery rate

3 A negative effect on the recovery rate

13 Do not know

. Do you believe Examination case managers should be actively attempting to settle more audit issues based on the merits

(facts) of a case? (CHECK ONE.) o

46 Yes
Please explain:

26 No
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15. Please provide the following information separately for each tax year included in these returns. Please be sure 1o enter the
tax year al the top of each column. (You will need the Audit Statement to complete this table.)

Please round 1o the nearest dollar.

Repeat [D - 2 (1-7)

Primary Tax Years

(As shown on page 1.}

1213

&-9) (lo-11)
Tax Year 19___ Tax Year 19 Tax Year 19 __
a. Taxable income proposed
by Exam 1
b. Corrected tax liability
per Appeals $
c. Less: Tax credits
per Appeals $
d. Plus: Recapture of prior
year ITC per Appeals $
e. Total corrected tax liability
per Appeals $
f. Less: Total tax shown on return or
as previously adjusted $
g. Deficiency/(Overassessment)
per Appeals 3
h. Total penalties per Appeals e @™ e
(List type)
None None N=2
$

Continued on next page
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Question 15 (Continued) Repeat ID -3 (1.1}

Be sure to enter the tax year at the top of ¢ach column.

Please round to the nearest dellar.
Carry forward/back
Years
#9 (o1 (z)
Tax Year 19 Tax Year 19 Tax Year 19
a. Taxable income proposed
by Exam $ $ $
b. Corrected tax liability
per Appeals s 5 $
c. Less: Tax credits
per Appeals $ $ $
d. Plus: Recapture of prior
year ITC per Appeals $ $ $
e. Total comected tax liability
per Appeals 3 $ 5
f. Less: Total tax shown on retumn or
as previously adjusted H $ | $
g. Deficiency/{Overassessment)
per Appeals s $ $
h. Total penalties per Appeals aem i fem
(List type)
N=1 None None
$ $ M
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Repeat ID - 4 (1-7)

16. Dit the taxpayer file a claim for a refund, a request for a tentative refund, or was a new issue raised during the Appeals

process for these retuns? (CHECK ONE.) ®
36 No, none of these situations apply ----> (GO TO QUESTION 17.)

39 Yes —> If yes, how much did you reduce or increase taxable income or credits because of the claim(s), request(s), or
new issues? (ENTER DOLLAR AMOUNT. IF NONE, ENTER "00".)

Increase Decrease

Taxable income

If yes, was this a claim resulting in a net operating loss carryback from a subsequently filed return?

(CHECK ONE.) €53

5 Yes

32 No

2 Do not know —> (GO TO QUESTION 17.)

17. Qverall, how satisfied or dissatisfied were you with the following? (CHECK ONE BOX IN EACH ROW.) (5457
Very Somewhat Neither Somewhat Very No basis
satisfied satisfied satisfied nor | dissatisfied | dissatisfied || to judge
dissatistied
1) @ 3) 4 (3 (6)
a. Overall attitude/cooperation
of the taxpayer 34 27 8 5 3 -
b. The timeliness of taxpayer
responses 28 32 6 9 3 -
¢. The completeness of the
information provided by the
taxpayer 24 32 13 8 1 -
d. The relevance of the
information provided by the
taxpayer 24 34 13 6 1 -
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IIL PROTESTED ISSUES AND APPEALS RESULTS

18. Did Examination, Appeals, and Counsel discuss the taxpayer’s protest 10 ensure that Appeals was able to consider all of the
relevant facts in the resolution of these retums? (CHECK ONE.) e

39 Yes

39 No ---> In your opinion, to what extent, if at all, would such a discussion have reduced Appeals’ time for
processing issucs on these returns? (CHECK ONE.) 9

1 To a very great extent
1 To a great extent

10 To a moderate extent
8 To some extent

10 To little or no extent

9 Do not know

Please explain your response.

19. Did Examination provide Appeals with a written rebuttal for issues protested by the taxpayer? (CHECK ONE.) )
40 Yes —> Did this written rebuttal reduce Appeals” time for processing issues on these retums? @n
25 Yes
Please explain:
11 No

36 No —> Would a written rebuttal have reduced Appeals’ time for processing issues on these returns? @)

23 Yes
Please explain:

8 No
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20. Please provide the following information on the three top dollar adjustments to income/credit protested by the taxpayer for

these returns. { You will need the supporting to complete this q )
Issue #1 Issue #2 Issue #3
a. IRC
b. Adjustment to: ) ) )
(Check one per 70 Taxable income 68 Taxable income 63 Taxable income
issue.} 6 Credit 7 Credit 9 Credit
c. Dispute between sen (5 anh
Exam and
taxpayer 60 Interpretation of law 53 Interpretation of law 53 Interpretation of law
involved: 54 Based on merit/facts 46 Based on merit/facts 42 Based on merit/facts
(Check one or
both.)
a2y 79:85) a6
d. Type of 10 Unreported income 11 Unrepotted income 9 Unreported income
Adjustment 28 Owverstated deductions 33 Overstated deductions 26 Overstated deductions
(Check all that 29 Timing 14 Timing 14 Timing
apply.) 7 Valuation 2 Valuation 2 Valuation
12 Allocation 11 Allocation 9 Allocation
- Whipsaw - Whipsaw - Whipsaw
15 Other (Specify) 16 Other (Specify) 20 Other (Specify)
N=78 &9 | N=75 03 | N=74 Ll
e. Adjustment per Mean = $80,363,225 Mean = $46,406,598 Mean = $26,740,230
Exam Range = $0 to $631,237,212 | Range=$-127,738,791 to Range = $-51,577,089 to
$566,703 4S5 $168,280,618
N=78 “wi ) N=75 o260 | N=74 -
f. Adjustment per Mean = $16,816,716 Mean = $23,438,348 Mean = $13,120,621
Appeals Range = §-151,102,119 o Range = $-50,873,768 to Range = $-52,000,000 to
$170,196,254 $475,146,014 $129.941,793

21. Were these issues Appeals Coordinated Issues (ACI's)?

Question 21 through 33 relate specifically to these three
identified top dollar adjustments to income/credit.

(CHECK ONE BOX IN EACH ROW.)

Yes No ACI program didn’t Do not

exist at that time know
n 2) 3) 4
a. [ssue #1 4 72 1 -
b. Issue #2 3 71 1 -
c. Issue #3 2 71 1 -

74-76)
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Repeat ID - 5(1-7)

22. For any of these three issues, was there a need for a specialist or outside consultant that was not obtained? {CHECK ONE.)
@

73 No
(SKIP TO QUESTION 24.)

1 Do not know
4 Yes, Exam should have used some specialist(s) or outside consultant(s) but did not ---->

Please list the type of specialist or consultant that you feel should have been used
but were not and check the issue number(s).

Specialist/Consultant
Not Used Issue Number
2 _Economist [ fssue #i 1 Issue #2 O Issue #3
2 _Engineer {3 Issue #1 O Issue #2 [ issue #3

[ Issue #1 [ Issue #2 3 Issue #3

[ Issue #1 O Issue #2 7 Issue #3

[ Issue #1 [ Issue #2 [ Tssue #3

] Issue #1 [ Issue #2 [ Issue #3

23. For the specialist(s) and/or outside consultant(s) that you listed in the prior question, was one subsequentty obtained
in all instances? (CHECK ALL THAT APPLY.) @30

- Yes, by Examination
- Yes, by Appeals

- Yes, by District Counsel

4 No > Please explain:

24. For these issues that you indicated above, should formal technical advice have been obtained that was not obtained?

(CHECK ONE BOX IN EACH ROW.) o139
Yes No
1) (2)
a. Issue #1 1 77
b. Issue #2 - 76
c. Issue #3 1 4
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25. For the three issues that you identified for thesc returns, which of the following factors caused the taxpayer to protest
the issne? (CHECK YES OR NO FOR EACH ROW FOR EACH ISSUE THAT WAS PROTESTED.)

Issue #1

Issue #2

Issue #3

Yes
[

No
@

Yes No
1) @

Yes No
(1) 2)

a. Disagreement over
interpretation of
the law

65

61 15

62 10

b. Disagreement over
facts

49

45 29

¢. Amount supported by
taxpayer documentation
exceeds the amount
allowed by Exam

13 57

d. Disagreement on
timing iasues

20 52

23 45

¢. Disagreement on
valuation issues

62

f. Disagreement on
allocation issues

17

14 57

g. Disagreement on
whipsaw issues

73

h. Appeals settlement
on prior work units

19

12 59

11 57

i. Appeals settlement of
same issue for a
different taxpayer

67

j. Pending litigation of
same issue for a
different taxpayer

15

59

k. Other (Specify)

1. Other (Specify)
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26. For cach of the three issues that you identified, did the taxpayer provide additional documentation to Appeals to support its
protest on the issue? (CHECK APPROPRIATE BOXES FOR EACH ISSUE.)

If yes, had the Exam staff requested this
Yes No information while these returns were still
[t} 2) under Exam? (Check one box for each
issue.)
Yes No Don’t
know
(1) 2 (3)
a. Issue #1 45 33 11 15 18
b. Issue #2 41 35 1 15 14
c. Issue #3 33 41 5 7 20

27. After these retums were in Appeals, did you relinquish their jurisdiction back to Exam for further development of these
issues? (CHECK APPROPRIATE BOXES FOR EACH ISSUE.)

If yes, did Exam provide additional information

Yes No or a supplemental RAR which helped you arrive
n 2 at a settlement of the issue?
{Check one box for each issue.}
Yes No
3] )
b. Issue #1 3 75 2 1
b. Issue #2 7 69 5 2
c. Issue #3 3 70 3 -

28. While thesc returns were under jurisdiction of Appeals, was Exam involved in further development of these issues?
(CHECK APPROPRIATE BOXES FOR EACH ISSUE)

If yes, did Exam provide additional information

Yes No or a supplemental RAR which helped you arrive
[¢)] 4] at a settlement of the issue?
{Check one box for each issue.)
Yes No
8 )
a. Issue #1 29 49 27 I
b, Issue #2 29 a7 27 3
c. Issue #3 17 57 17 |
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29. Please identify the reason code(s) (from those listed below) which best describe the resolution of these issues.
(PLEASE ENTER THE LETTER CORRESPONDING TO THE REASON IN THE APPROPRIATE BOX.)

Please note: In many cases a single reason will be adequate. However, you may select up to three codes,
if necessary, to adequately describe the action taken on these issues. If more than one

reason code is selected, please fist them in the order of impact on the resolution of

these issues.

The two most frequently cited responses are listed for each issue.

Reason Code #1 Reason Code #2 Reason code #3
(Highest Impact) {20d Highest Impact) {3rd Highest Impact)
23 E 14C 3A
a. Issue #1 19C I12E 3¢C
19E 9C A
b. Issue #2 4C SE ic
201 9C 3A
c. Issue ¥3 19E 5E z2C

REASON CODES ARE AS FOLLOWS:

Conflict

Changes in law
Whipsaw issue
Offsetting considerations
Technical error

Tax Court decision

ZrR~=DomMmOaw»
O OH U0 RN ou

New factz/cvidence obtained and evaluated by Appeala/Counscl
New facts/evidence obtained and evalvated by Exam
Hazards - Facts/evidence are open to judgement

Hazards - Application or interpretation of law

Appeals/Counsel sustains the issue in full

Returned to District for additional development
Returned to District for consideration of new evidence
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Repeat ID - § (1-7)

30. Were all protested issues on these returns (nof just the three issues identified) seitied by Appeais? (CHECK ONE.)

69 Yes, all issues on these returns were resoived by Appeals or Exam.

9 No, some or all of the issues on these returns were forwarded to Counsel for resolution.

31. Did Appeals discuss the final resolution of unagreed issues (not just the three issues identified) with Examination officials
to provide them with information for auditing subsequent retums? (CHECK ONE.) ®

48 Yes --> Was the feedback provided to the revenue agents who proposed the adjustments? a6

36 Yes
Please explain:

6 No

27 No --> In your opinion, would this feedback have improved the planning or the timeliness of
audits on subsequent returns? an

5 Yes
Please explain:

13 No
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IvV. IMPLEMENTED OR PROPOSED CHANGES IN THE LARGE CASE PROGRAM
32. The following matrix contains changes to the Large Case Program that have been proposed or implemented. For the top three
dollar issues, had these changes been implemented at the time you worked on these tax returns, do you feel they would
have (1) increased the austention rate and (2) decreased the time for processing of these issues?
(CHECK TWO BOXES FOR EACH ROW.)
This change would have This change would have
for the top three dollar issues. processing the top three
Changes dollar issues.
(Check one box for each row.) | (Check one box for each row.)
Yes No Don’t Yes No Don’t
know know
(1) 2 3 (1) (2 (3)
&. Establishment of a National Policy
Board to improve coordination
betwoen Exam, International,
Appeals, and Counsel. 4 53 19 6 55 15
b. Establishment of a National
Executive Director for CEP. 1 55 2 1 57 17
¢. Increased involvement by Exam
district office management to
ensure better planning and provide
more support while audits
are conducted. 21 30 26 27 25 23
d. Establishment of Assistant Regional
Directors of Appeals for the Large
Case Program. 7 55 15 9 52 14
¢. Expansion of Team Chief authority
to settle disputes. 15 50 12 16 48 12
f. Standardized goals and measures for
Exam, International, Appeals, and
Counsel. 14 4 9 13 43 20
g. Establishment of the Office of Large
Cases in the National Office. 5 51 21 4 52 20
h. Formal pre-conferences between
Exam and Appeals. 31 34 12 41 26 9
i. Formal post-conferences between
Exam and Appeals. 23 43 11 23 41 n
j- Establishment of an Industry
Specialization Program. 32 3 i4 25 40 11
k. Provision of legal and/or technical
assistance from the start of all
audits in Examination. 42 26 9 k1 29 9
1. Receiving written rebuttals from
Exam for issues protested by the
taxpayer. 44 28 5 49 24
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Question 32 (Continued)

This change would have
increased the sustention rate

This change would have
decreased the time for

for the top three dollar issues. processing the top three
Changes dollar issues,
(Check one box for each row.} | (Check one box for each row.)
Yes No Don't Yes No Don’t
know know
() ) (3) (1) (2) (3)
m. Providing case managers increased
settlement authority for "rollover”
and "recurring” issues. 22 41 14 22 41 13
n. Implementing cross-functional
training for Exam, Appeals,
and Counsel. 29 37 11 30 34 12

33. Taking everything into consideration, how would you rate the overall quality of Exam’s development of each of the top three

dollar issues that you identified? (CHECK ONE BOX IN EACH ROW.)

Excellent Good Adequate Poor Very No basis

poor to judge
) ) 3 “) &) 6
a. Issue 3 10 30 26 3 3 1
b. Issue 2 7 35 20 7 5 2
¢. Issue 3 10 33 n 4 3 2

If you wish to explain any of your responses, please use the space below.

Tasue 1:

Issue 2:

Issue 3:
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V. GENERAL QUESTIONS RELATING TO THESE RETURNS

34, Taking everything into consideration, how would you rate

the gverall quality of Exam’s identification of the

audit issues on these retuns? (CHECK ONE.) “»

18 Excellent
35 Good
{2 Adequate
4 Poor

Please explain your response:

36. Please list any other recent changes to the Large Case

Program which would have impacted the resclution of
these returns had they been in cffect at the time
these retums were worked. Also, describe in what ways

they would have impacted the resolution of the returns.
)

Change:

Impact on resolution of returns:

Change:

1 on resolution of returns:

¥

35. Taking everything into consideration, how would you rate
the overall quality of Exam’s development of the audit
issues on these returmns? (CHECK ONE.) (a4

8 Excellent
28 Good
30 Adequate
9 Poor
2 Very poor

- No basis to judge

Please explain your response:

Change:

Tmpact on resolution of returns:
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37. Are there any other changes to the Large Case
Program that you would like to suggest here?

N=26

38. Please briefly discuss in the space below what you feel
o) was the most positive thing as weli as the most negative
thing about the resolution of these returns.

Positive: N=67 “n

Negative: N=46 ()
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U.S. General Accounting Office

Closed CEP Case Survey -
Taxpayer Questionnaire

INTRODUCTION

The U.S. General Accounting Office (GAO), an investigative
agency of Congress, is conducting a study of IRS's
Coordinated Examination Program (CEP). The overall
objective of our review is to determine what factors affect the
rate at which taxes recommended by CEP revenue agents get
assessed. We are surveying taxpayers who filed each of the
CEP corporate retums which had recommended additional
taxes of $30 millicn or more and were cliosed, agreed in Exam,
or closed in Appeals from 1989 to 1991,

You have been selected to complete this survey because you
were identified by IRS as the point of contact for the audit of
the corporate 1ax returns and tax years indicated on this page.
Because of your work assisting IRS with the audit of these
returns, your response to this survey will help us to identify
the factors which affect the resolution of CEP audits, both
positively and negatively.

This questionnaire is confidential. The control number is
included only to aid us in our follow-up efforts. Your
responses will be combined with those of other respondents
and will be reported only in summary form. We will not
identify specific CEP taxpayers in our report.

Most of the questions can be easily answered by checking
boxes or filling in blanks. We estimate this questionnaire
should take about 2 hours to complete. The actual amount of
time it will take to complete depends on the number of tax
years involved and the availability of data. If you have any
questions concerning any part of this survey, please call Ms.
Deborah Junod at (202) 272-7904.

Please return the completed questionnaire in the enclosed pre-
addressed envelope within 2 weeks from the time you receive
it. In the event the envelope is misplaced, the return address
is:

U.8. General Accounting Office
General Government Division
Attn: Ms. Valerie Caracelli

441 G Street, N.W., Room 3126
Washington, D.C. 20548

Thank you for your assistance.

Corporate Tax Return Information:

After leting this ti ire, please remove the case information sticker before returning your compieted questionnaire.

Total number of taxpayer respondents = 73
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. RESPONDENT INFORMATION

Please provide your current work telephone number . . . . . . . ( ).

Were you assigned to assist with the IRS audit of the tax years shown on page 1?7 (CHECK ONE.)

®
73 Yes --> Please continue with question 1.
- No --> STOP: Do not continee if you were not assigned to assist with the IRS sudit of the tax returns shown on
page 1. Please veturn the questionnaire in the enclosed envelope.
1. Please provide your position title at the time you were assigned to the audit of the above returns.
531
11 Vice-President, Tax
6 Tax Counsel
20 Director of Taxes
30 Tax Manager
3 Tax Accountant
2 Other

2. Please enter the total number of years you had held the position entered above at the time you were assigned to the audit
of the above retums.

N=73

Mean=5 Years -1

3. Please indicate whether or not you have held the following positions at this corporation. For those positions you have held,
please enter the number of years you held that position. (Emrer "0 if none or under I year.)

Position Yes No Time in
(M @ position
2. Vice-President - Taxes 17 50 Mean=6 Years {1315
b. Director of Taxes 30 37 Mean=9 Years Ue-18)
¢. Tax Manager 48 23 Mean=8 Years (921
d. Tax Attorney 11 56 Mean=7 Years @4
¢. Tax Accountant 26 40 Mean=5 Years s
f. Other tax-related positions with this
corporation. (Please specify)
N=18 Years | ®®
Years Gean
g Other tax-related position(s) with other
companies. (Please specify.)
N=34 Years | %%
Years | “vmw
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4. Were you ever employed by the Internal Revenue Service? (CHECK ONE.}

62 No -—-> (GO TO QUESTION 5.)

11 Yes -—~—> Please indicate whether or not you held the following positions at [RS. For those positions you have held,
please enier the number of years you held the position. (Enter "0" if none or under I year.)

)

Position Yes No Time in
(1) (2) position
a. Revenue Agent 7 3 Mean=6 Years -8
b. IRS Exam Case/Group Manager - 7 Years | W
c. IRS Appeals Officer 1 5 1 Year R
d. Other IRS position(s) related to
corporate audits. (Please specify)
N=5 B Years | %
Years | @
€. Other government position(s)
related to tax/anditing
(Please specify)
N=3 Years | ®W
Years | 96U

5. What was your educational background at the time you
were assigned to assist IRS with the audit of these retums?
(CHECK ALL THAT APPLY.)

w@m

1 24 Hours of Accounting with no degree
52 Bachelors - Accounting/Taxation

11 Bachelors - Other (Specify: )
15 Masters - Accounting/Taxation

9 MBA

1 Masters - Other (Specify: )

20 ID.or LLB.

- Ph.D. (Specify: )

7 Other (Specify: )

6. Were you a CPA when you were assigned to assist IRS
with the audit of these returns? (CHECK ONE.)
81}
32 Yes

3% No

7. How many staff resources did your corporation use to assist
IRS in the audit and Appeals process for these tax years.
(Please enter the actual number of staff days used for each
type of position listed below. If actual data is not
available, please enter N/A in the spaces below and zo 1o

question 8.)

a. Attorneys

b. Accountants & Tax Specialists Mean=749 Staff Days
N=23

¢. Qutside specialist&/consultants . Mean=37 Staff Days

d. Administrative/support . .... Mean=156 Staff Days
N=11

¢. Other - Please specify:
N=0

1295
Mean=263 Staff Days

Staff Days

Staff Days

TOTAL ....... Mean=1190 Staff Days
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IL IRS EXAMINATION CASE MANAGEMENT

Repest ID4Res 2 (1.7}

320

8. Overall, how satisfied or dissatisfied were you with the following? (CHECK ONE BOX IN EACH ROW.}
Very Somewhat Neither Somewhat Very No basis
satisfied satisfied | satisfied nor | dissatisfied | dissatisfied || to judge
dissatisfied
) 2 3 @ 3 ®

a. Adequacy of the IRS audit

team's experience and skills

in auditing large corporations. 18 25 14 13 3 -
b. Adequacy of the IRS audit

team’s knowledge of tax laws,

rules, and regulations. 15 21 20 I 5 -
c. Adequacy of the IRS audit

team’s knowledge of

international issues

associated with your

corporation. 3 22 13 11 7 12
d. Adequacy of the IRS audit

team’s knowledge of your

corporation’s primary industry. 13 22 18 13 7 -
€. Level of cooperation between

your staff and the IRS team. 31 20 7 7 7 -
f. Length of time it took to

complete the audit. 7 20 16 12 18 -
g. Corporation’s involvement in

discussing the audit plar. 9 13 2 13 11 5
h. Substance of issues discussed at

the opening conference. 9 0 29 8 9 8
i. Substance of issues discussed at

the closing conference. 11 15 20 10 8 6
j. Extent to which you had interim

discussions with the IRS team

members. 20 28 13 6 6 -
k. Adequacy of IRS” equipment. 5 10 27 4 5 22
1. Adequacy of IRS’s research

material. 3 9 28 4 5 24
m. Adeguacy of IRS’ supplies. 5 9 28 3 3 25
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9. In your opinion, what was the quality of work performed by the following IRS personnel who worked on this audit?
(CHECK ONE BOX IN EACH ROW. CHECK BOX 1 IF THE POSITION WAS NOT USED ON THIS AUDIT.)

Position Excellent Geod Adequate Poor Very No basis
not or poor to judge
IRS Personnel used marginal
(1) 2 &) S (5 6) %

a. Cazse manager - 16 32 9 11 5 -
b. Team coordinator(s) - 18 29 12 11 i 2
¢. Other Exam

Tevenue agents 2 4 37 21 4 1 2
d. Computer audit

specialist 3 10 29 23 3 1 3
e. Industry/issuc

specialist 32 1 il 6 <] 4 11
f. Engineer 6 6 19 22 11 [ 3
£. International

specialist 8 3 30 13 9 4 4
h. Economist 43 1 3 6 8 3 7
i. Outside consultant 54 - - - - 1 15
j. EP/EO specialist 36 3 13 5 - 1 12
k. Appeals staff 10 22 27 3 3 - 3
1. Coungel 38 3 5 5 4 1 14
m. Other (Please

specify)
N=7

10. In your opinion, what was the quality of the case manager’s supervision of IRS personnel assigned to this audit?
(CHECK ONE.)

14 Excellent

31 Good

11 Adequate or marginal
2 Poor

5 Very poor

3 No basis to judge

(21-33)
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11. Overali, how safisfied or dissatisfied were you with IRS management’s involvement with the audit?

(CHECK ONE BOX IN EACH ROW.) (33.38)
Very Somewhat Neither Somewhat Very No basis
satisfied satisfied satisfied nor | dissatisfied | dissatisfied to judge
dissatisfied
(1 &) 3) # 5) (6)
a, Case manager 24 15 11 12 10 1
b. Branch Chief 4 4 10 1 2 51
¢. Chief or Assistant Chief
of Examination 1 1 3 1 2 60
d. District Director 1 1 4 1 1 64

12. In your opinion, would increased IRS managerial oversight by the Branch Chief, Chief of Examination, or District Director
have improved working relationships and the flow of information between your corporation and IRS (e.g., prompt response to
IDRs or meetings to discuss disagreements between yon and IRS)? (CHECK ONE.)

£
16 Yes
38 No
18 Does not need improvement
Please explain your response.
13, To what extent, if at all, did IRS involve your corporation’s representatives in the following activities?
(CHECK ONE BOX IN EACH ROW.)
“0-45)
To a very Toa Toa Tosome | To litle No basis
great great moderate extent or no to judge
extent extent extent exteat
(¢)] 2 3 @ (5 Q]
a. Preparation of the audit plan 1 ] 7 13 45 1
b. Reaching agreement on how the
audit of certain issues would
procecd 1 16 19 18 18 1
¢. Interim meetings with the IRS
team 6 27 20 11 9 -
d. Informal resolution of
problems with the revenue
agents 6 22 15 11 16 2
e. Discussions with IRS
management 2 7 11 16 28 9
f. Setting the audit completion date 3 14 12 12 30 1
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14. To what exten, if at all, did your carporation provide the following assistance to IRS?
(CHECK ONE BOX IN EACH ROW )

To a very Toa Toa To some | To little Do not
great great moderate extent or no know
extent extent extent extent

(1 2 3 &) (5} (6)
a. Access to supplics 13 19 i3 8 17 3
b. Access to research materials 24 18 16 6 9 -
c. Access 1o computers [3 13 13 9 30 1
d. Access to printers 6 12 9 6 37 2
e. Access to photocopiers 43 20 4 3 1 -

15. Did IRS raise a new issue within 30 days of the targeted closing date of the audit? (CHECK ONE.)
31 Yes

32 No

10 Do not know

16. Did you raise a new issue within 90 days of the targeted closing date of the audit? (CHECK ONE.)
12 Yes

55 No

6 Do not know

17. Was this case closed out of Exam later than planned? (CHECK ONE.)
34 Yes —> (CONTINUE WITH QUESTION 18.)
22 No

(SKIP TO QUESTION 19.)
17 Do not know

(46-30)

o)

{52y

(LU
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18. To what extent, if at all, did the following factors cause delays in closing the case in Exam?
(CHECK ONE BOX IN EACH ROW.}

To a very To a Toa To some | To little No basis
great great moderate extent Qr no to judge
extent extent extent extent
(1) 2 3) @ (3) (6)

a. IRS difficulty obtaining staff

or specialists 1 3 3 5 13 9
b. Turnover of your corporations’

staff or specialists - 2 2 7 21 2
¢. Tumover of IRS staff or

specialists 1 - 2 7 18 6
d. Diversion of your corporation’s

staff 10 other duties 1 5 5 8 15 -
e. Diversion of IRS staff to other

duties 1 1 7 7 12 6
f. Obtaining technical advice 1 1 1 3 21 7
g. Issuance of a summons - 1 1 1 23 8
k. Responding to IDRs 2 8 8 8 7 1
i. Granting IRS access to

computer files B - - 1 30 3
j- Having access to IRS officials - - 2 4 22 6
k. Delays by IRS in startisng

the examination - 2 1 2 26 3
I. Delays by your corporation in

starting the examination - - - 2 28 3
m. Delays in development of

international issues 5 5 4 5 11 4

n. Other - Specify:

N=§

(5460

19. Did IRS include you in developing 2 schedule for issuance of IDRs as part of the audit planning process? (CHECK ONE.)

18
49 No
22 Yes -—-> Did IRS deviate significantly from this schedule? (CHECK ONE.)
)
6 Yes
15 No
{ Do not know
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20. Overall, how satisfied or dissatisfied were you with the following? (CHECK ONE BOX IN EACH ROW.)

0Ty
Very Somewhat Neither Somewhat Very No basis
satisfied satisfied satisfied nor | dissatisfied | dissatisfied } to judge
dissatisfied
(1) ) 3) @ 5) ©
a. That [DRs were issued in a
timely manner 13 26 17 i4 2 1
b. That IDRs were clearly and
concisely prepared 6 28 11 19 9 -
c. That the information requested
through IDRs was obtainable
(e.g., information was not too
old or missing due to merger,
etc.) 6 21 19 20 4 2
21. Did IRS submit an IDR within 90 days of the targeted closing date of the audit? (CHECK ONE.)
)
32 Yes
25 No
{6 Do not know
22. Did your corporation agree to extend the statute cxpiration date? (CHECK ONE.)
[}

0 IRS did not request an extension

72 Yes --» How many times did you agree o extend the statute?  Mean=4 Times s

1 No --> Please explain why your corporation did not agree.

23. Did your corporation request a private letter ruling(s), determination letter(s), or technical advice on any issue for these
tax years? (CHECK ALL THAT APPLY.)

e 2]
6 Yes, a private letter ruling ot rulings

3 Yes, a determination letter or letters

9 Yes, technical advice

52 None of the above

3 Do not know

24. Pursvant to IRC Section 6662, did your corporation disclose issues at the beginning of the audit? (CHECK ONE.)

39 Yes

32 No
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25. Did your corporation provide IRS with & list of

adjustments to taxable income or credits for those tax
years being audited? (CHECK ONE)

)
63 Yes —> (CONTINUE WITH QUESTION 26.)

10 No > (SKIP TO QUESTION 27.)

26. Who did the adjustments favor? (CHECK ONE.)

27.

28.

1 IRS only
1 The taxpayer only
61 Both IRS and the taxpayer

- Do not know

Did your corporation sign a formal agreement
(Form 870) on the proposed adjustments at the time
the case was closed out of Exam? (CHECK ONE.)
[}
9 Yes, we agreed to all issues (full agreement)

22 Yes, we agreed to some issues
(partial agreement)

41 No

- Do not remember

Were there certain audit issues for which you agreed with
Examination's resolution but for which you did not
sign a formal agreement (Form 870)?
(CHECK ONE.)

(L]
33 No

40 Yes --> Please explain why you did not sign
a formal agreement.

29. Taking everything into consideration, how would you rate

the overall quality of Exam's identification of the
audit issues on these returns? (CHECK ONE.)

an
10 Excellent

25 Good

25 Adequate

6 Poor

3 Very poor

2 Nm-judge

Please explain your response:

. Taking everything into consideration, how would you rate

the overall guality of Exam's development of the audit
issucs on these returns? (CHECK ONE.)

L)
9 Excellent
16 Good
25 Adequate

16 Poor

6 Very poor

- No basis to judge

Please explain your response:
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IIL APPEALS INFORMATION

31. Did you protest any issues contained in this audit? (CHECK ONE.}
62 Yes --> (CONTINUE WITH QUESTION 32)

$ No --> (SKIP TO QUESTION 39.)

32. Overall, how satisfied or dissatisfied were you with the following aspects of the appeals process?

(CHECK ONE BOX IN EACH ROW)) o
Very Somewhat Neither Somewhat Very No basis
satisfied satisfied satisfied nor | dissatisfied | dissatisfied || to judge
dissatisfied
(1) (2) 3 6] (5 6
8. Adequacy of the Appeals team’s
knowledge of tax laws, rules,
and regulations 26 26 S 1 - 4
b. Adequacy of the Appeals team’s
knowledge of your corporation’s
primary industry 20 21 14 2 - 5
¢. Level of cooperation between
your staff and the Appeals team 35 18 4 1 i 3
d. Length of time it took to reach
a settlement on the disputed
issues 13 23 5 15 4 2
¢. Faimess of the settlement
reached 20 24 11 2 1 3

33, Did your corporation provide new information or documentation regarding disputed issucs at the Appeals level that you
did not provide during the audit? (CHECK ONE.)

29 No
34 Yes --> Please explain why this information was not provided during the audit.

o)
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Ropeat ID6Rec 3 {1-T)

34. For protested issues, IRS provided the following information on the three top dollar adjustments per the revenue agent’s report
to income/credits that impacted the corporate income tax liability in this case. Please refer to thesc issues when answering

questions 35 to 38.

if we have not identified the issues, please provide the requested data in the matrix below for the top three dollar adjustmenis
for protested issues and continue with question 35.

Issue #1 Issue #2 Issue #3
a. IRC
[Enser IRC
Section
Number(s)] —— &) e e e e (1219) - (1619
_—— o —— e e (242D —— &M
—— 0233 —— s —. 0639 [
b. Adjustment to: ) (45) 6}
(Check one per 59 Taxable income 57 Taxable income 48 Taxable income
issue.) 4 Credit 5 Credit 10 Credit
c. Dispute (41-48) 950 (51-52)
involved:
{Check one 48 Interpretation of law 42 Interpretation of law 45 Interpretation of law
or both.) 43 Based on merit/facts 39 Based on merit/facts 31 Based on merit/facts
(53-58) (39-64) (6s-™0)
d. Type of 11 Unreported income 7 Unreported income 6 Unreported income
Adjustment 24 Overstated deductions 24 Overstated deductions 20 Overstated deductions
(Check all that 25 Timing 12 Timing 10 Timing
apply.) 2 Valuation - Valuation I Valuation
9 Allocation 9 Allocation 8 Altocation
12 Other (Specify) 18 Other (Specify) 18 Other (Specify)
e. Adjustment to N=62 &mw | N=60 asm | N=38 (30-40)
income or Mean = $102,466,171 Mean = $4%,512,963 Mean = $23,882,207
credits proposed | Range = $0 to Range = $-127,738,791 to Range = §-51,511,089 to
by Exam $1,070,320,853 $566,703 455 $168,280,618
f. Amount of N=61 wisny | N=59 ¢z | N=57 )
adjustment Mean = $18,918,423 Mean = $25,786,337 Mean = §9,548,409
agreed 1o with Range = $-151,102,119 to Range = $-50,873,768 to Range = $-52,000,000 to
Appeals. $525,516,383 $475,146,014 $105,233,259
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35. How many staff days did your corporation use to assist IRS on each issue through the examination and appeals process?

Tssue #1 Tssue #2 Issue #3
N=14 N=14 N=13
Mean=32 Staff days Mean=26 Staff days Mean=21 Staff days
T476) (18-80) (3284}
or or ot
48 Do not know ¢n 47 Do not know an 47 Do not know e

Repem |D#Rec 5 (1-7)

36. For each of the identified three issues, which of the following factors caused your corporation to protest the issue?
(CHECK YES OR NO FOR EACH ROW FOR EACR ISSUE.)

Issue #1 Issue #2 Issue #3
Yes No Yes No Yes No
) 2) ) (2) (1) (2)
& Disagreement over
interpretation of the law 58 5 55 5 50 7 @10
b. Disagreement over facts 27 35 25 34 28 29 (3
¢. Amount supported by
taxpayer documentation
exceeds the amount
allowed by Exam 19 40 20 37 20 32 g
d. Disagreement on timing
issues ) 17 18 38 15 38 arin
¢. Disagreement on valuation
issues 4 54 6 50 5 48 @z
f. Disagreement on allocation
issucs 11 49 12 43 9 42 @3
g. Appeals settlement on
prior cases 22 a8 10 47 9 45 @2
h. Appeals settlement of the
same issue for a
different taxpayer 8 52 4 53 3 49 @31
i. Other (Specify)
G230
j- Other (Specify) [
{35-37)

Page 165 GAO/GGD-94-70 Corporate Audits



Appendix V
Survey of CEP Corporations

37. Did your corporation use any internal or outside specialists (including atiomeys, economists, accountants, engineers,
appraisers, ¢ic.) to assist with any of these three issues? (CHECK ONE.)
on

10 No
1 Do not know

51 Yes —> Please list the type of specialisis used and check the issue number(s).

Specialist Issue Number
64 _ Auomney a0 O Issue #1 {1 Issuc#2 O Lsue#3
18 _Accountant 249 (2] Issue #1 O Issue #2 [ Issuc #3 w0
5 _Economist 340 [ 1ssuc #1 1 Issue #2 [ Issue #3 n
5 _Engineer @ [ Issue #1 1 1Issuc #2 ] Issuc #3 om
2 _Actuary 5152) ] Tssue #1 O 1ssue #2 [ Issuc #3
5 _Other ey [ Issue #1 [ Issue #2 O Issue #3 19

38, For any of these three issues, did IRS need any s&eciulim (i.e., attorneys, economists, accountants, engineers,
appraisers, etc.) that were not used? (CHECK ONE.)
[t

33 No
23 Do not know
5 Yes, there was a need but they were not used ---——> Please list the type of specialist not used that you feel IRS
should have used and check the issue number(s).
Specialist Needed But Not Used By IRS Issue Number
2 _Attomey (5859 [ Issue #1 [ Issue #2 [ Issue #3 (o
2 __Actuary o) [ Issue #1 [ lssue #2 [ Issue #3 @
1 _Economist (64463 [ Issue #1 ] Issuc #2 O Issue #3 &0
1 _Industry specialist (@10 [ Issve #1 ] Issue #2 [ Issue #3 )
071 [J Issue #1 [ Issue#2 O Issue #3 o
7324 {1 Issuc #1 [ Issue #2 O Issue#3 o
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IV. IMPLEMENTED OR PROPOSED CHANGES IN THE IRS COORDINATED EXAMINATION PROGRAM

39, The following matrix contains changes to IRS’ Coordinated Examination Program that have been proposed or implemented.

Had thesc changes been implemented at the time IRS audited these tax returns, do you feel they would have had a
positive, negative, or no impact on; (1) [RS” identification and development of audit issues and (2) the timeliness

of the audit? (CHECK ONE BOX UNDER EACH COLUMN FOR EACH ROW.)

Impact this change would have
had on identifying and

Impact this change would have
had on the timeliness of the

audit.

CHANGES developing issues.
(Check one box for each row.) {Check one box in each row.)
21 Positive impact 6) 17 Positive impact o
a. Establishment of a National Policy Board 23 No impact 27 No impact
to improve coordination between Exam, 8 Negative impact 10 Negative impact
International, Appeals, and Counsel. 20 Do not know 17 Do not know
9 Positive impact on 8 Positive impact o
33 No impact 32 No impact
b. Establishment of a National Executive 4 Negative impact {0 Negative impact
Director for CEP. 25 Do not know 20 Do not know
¢. Increased involvement by Exam district 25 Positive impact [ 30 Positive impact [CH
office management to ensure better 23 No impact 21 No impact
planning and provide more support 9 Negative impact 10 Negative impact
while audits are conducted. 14 Do not know 9 Do not know
9 Positive impact ) 10 Positive impact )
24 No impact 22 No impact
d. Establishment of Regional CEP 9 Negative impact 15 Negative impact
Managers. 29 Do not know 22 Do not know
13 Positive impact (0 14 Positive impact )
e. Standardized goals and measures for 14 No impact 16 No impact
Exam, International, Appeals, and 15 Negative impact 12 Negative impact
Counsel. 29 Do not know 28 Do not know
11 Positive impact 36 9 Positive impact L)
13 No impact 15 No impact
f. IRS Counsel involvement at the start 33 Negative impact 36 Negative impact
15 Do not know 11 Do not know

of all audits in Examination.

40, Do you believe IRS case managers or other Examination officials should be actively attempting to settle more audit issues
based on the merits (facts) of a case? (CHECK ONE.)

66 Yes

Please explain:
3 No

as)
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V. IMPLEMENTED OR PROPOSED CHANGES IN IRS’ APPEALS LARGE CASE PROGRAM

Repoal IDARee 6 (1-7)

41. The following matrix contains changes to IRS" Appeals Large Case Program that have been proposed or implemented.

Had these ch been impl

of the appeals process? (CHECK ONE BOX UNDER EACH COLUMN FOR EACH ROW))

ted at the time you appealed disputed issues on these tax retums, do you fecl they would
have had a positive, negative, or no impact on; (1) the process of settling disputed issues and (2) the timeliness

Impact this change would have | Impact this change would have
had on the process of had on the timeliness of the
CHANGES settling disputed issves, appeals process.
{Check one box for each row.) {Check one box in each row.}
17 Positive impact ® 14 Positive impact ®
4. Establishment of a National Policy Board 13 No impact 17 No impact
to improve coordination beiween Exam, 12 Negative impact 13 Negative impact
Internationat, Appeals, and Counsel. 25 Do not know 23 Do not know
8 Positive impact 0oy 8 Positive impact
b. Establishment of Assistant Regional 24 No impact 20 No impact
Directors of Appeals for the Large 3 Negative impact 9 Negative impact
Case Program. 32 Do not know 30 Do not know
44 Positive impact a2 41 Positive impact )
13 No impact 16 No impact
c. Expansion of Appeals Team Chief - Negative impact 1 Negative impact
authority to settle cases. 11 Do not know 10 Do not know
12 Positive impact ae 11 Positive impact ()
d. Standardized goals and measures for 12 No impact 11 No impact
Exam, International, Appeals and 13 Negative impact 14 Negative impact
Counsel. 3t Do not know 32 Do not know
7 Positive impact a8 7 Positive impact an
12 No impact 12 No impact
. Establishment of Appeals’ Office of 17 Negative impact 21 Negative impact
Large cases in IRS’ National Office. 32 Do not know 28 Do not know
13 Positive impact  (m 11 Positive impact
f. Establishment of an Industry 14 No impact 14 No impact
Specialization Program for 22 Negative impact 24 Negative impact
Appeals. 19 Do not know i9 Do not know
g. Formal pre-conferences between 14 Positive impact @ 17 Positive impact e2n
Exam and Appeals. 20 No impact 16 No impact
13 Negative impact 16 Negative impact
21 Do not know 19 Do not know
h. Formal post-conferences between 17 Positive impact [t 17 Positive impact [e0)
Exam and Appeals. 19 No impact 20 No impact
8 Negative impact 9 Negative impact
24 Do not know 22 Do not know

Page 168

GAO/GGD-94-70 Corporate Audits



Appendix V
Survey of CEP Corporations

42. If IRS became "current” in the 1ax years they have under audit, to what extent, if at all, do you believe the
following could be accomplished? (CHECK ONE BOX IN EACH ROW.)

-
To a very Toa Toa To some To litle ] No basis
great great moderate extent or no to judge
extent extent extent extent
) 2) 3) “) ) 6)
a. Delays in your response to
IDR’s could be decreased. 10 25 20 12 5 -
b. IRS’s development of audit
issues could be improved. 7 15 13 14 16 7
¢. The number of audit issues
agreed to at the Exam level
could be increased. 7 15 11 11 2 6
d. The working relationship
between IRS and your
corporation could be
improved. 7 17 12 12 20 -
e. Other (Specify)
N=3
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YL GENERAL QUESTIONS

43. Are there any other changes to the Coordinated Exam
Program or Appeals’ Large Case Program that you
would like to suggest here?

a
N=39

45. Please briefly discuss in the space below what you feel
was the most positive thing as well as the most negative
thing about IRS Appeals’ resolution of protested issues.

Positive: N=49 oy

Negative: N=39 33

44, Please briefly discuss in the space below what you feel
was the most positive thing as well as the most negative
thing about the CEP audit of these returns.

Positive: N=42 {30)

Negative: N=52 on
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Note: We have retyped SN

verbatim pages 1 through
18 of IRS’ general
concerns portion of its
letter to facilitate
interspersement of GAO
comments, which are in
boldface type.

DEPARTMENT OF THE TREASURY
INTERNAL REVENUE SERVICE
WASHINGTON, D.C. 20124

January 11, 1994

COMMISEIONER

Ms. Jennie S. Stathis

Director, Tax Policy and
Administration Issues

United States General Accounting Office

Washington, DC 20548

Dear Ms. Stathis:

Thank your for the opportunity to review your recent draft
report entitled "Tax Administration: IRS Cannot Measure or

Assure Compliance by Large Corporations®.

Enclosed are our detailled comments concerning the draft
report. Our general concerns, clarifying the report text on key
aspects of the Coordinated Examination Program and the Appeals
process precede our response to the report's specific
recommendationa. It is important to note that GAO's review
focused on cases closed in fiscal years '89, '90 and '91. These
cases ware generally received in Appeals two to three years
before they were closed. The structure of the program reviewed
and commenhted on by GAO is not the same as the present one.

We hope you find these comments useful.

Sincerely,

Margaret Milner Richardson
Enclosure
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IRS COMMENTS ON GAC DRAFT REPORT ENTITLED
“TAX ADMINISTRATION: IRS CANNCT MEASURE OR ASSURE
COMPLIANCE BY LARGE CORPORATIONS"

GENERAL CONCERNS

The Large Case Programs in Appeals and Examination have greatly
changed since the cases reviewed by GAO started through the
process. The GAD review focused on cases closed in fiscal years
‘89, ’90 and ‘91. Those cases were generally received in Appeals
two to three years before they were closed. Since 1991 their
have been many changes to the Large Case program - particularly
as a result of the Appeals Management Initiative of fiscal year
1991. The structure of the program reviewed and commented on by
GAO is not the same one that now exists. In this respect the
report is merely a historical record of the large case program
that was and it is not an accurate description or assessment of
the current program.

GAO reviewed a sample of 12 cases - 9 of which went forward to
Appeals unagreed. That is rather small when compared to the
approximately 600 Large Cases closed by Appeals during the years
in qguestion. GAQ‘’s sample was neither randomly drawn nor
statistically accurate. It was too small to constitute a valid
sample for purposes of drawing any conclusions regarding the
process that existed during the years in question. Yet GAO used
that sample - supplemented by anecdotal information - to
recommend fundamental changes to the Appeals process. The
anecdotal information ranged from a single comment by an Appeals
employee to statistics that seem to conflict with IRS published

information.

GAO COMMENT 1: IRS saild our report is merely an historical
record of CEP and not an accurate depiction of the current
CEP. IRS questioned whather our work allows us to make
any conclusions and recommendations. IRS also criticized
us for using a nonrandom sample of 12 CEP cases.

We disagree with IRS’ positions. OQur methodclogy allowed
us to evaluate the recent state of CEP--including the
initial effects of IRS’ changes since 1990--and draw
conclusions. Although we support many of IRS’ ongoing
changes to CEP, we recommend other changes that we view as
necesgsary.

We added language throughout our report to further
describe the basis for our conclusions and
recommendations, but a summary may be helpful here.
Through most of 1993, ocur work included case studies,
standard surveys of IRS and corporate officials, IRS and
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corporate interviews, and the collection rate computation.
Details on each approach follow.

First, a case study approach is an acceptable research
method, particularly when drawing a reprasentative sample
would be difficult and seeking in-depth data and perscnal
perspectives is desired. Although nonrandom, ocur
selection of the 12 CEP cases followed rigorous criteria.
We gelacted our 12 cases from the 108 cases in our survey
universe. The 12 cases accountad for $1.5 billion (18
percent) of $8.5 billion in additional taxes recommended
in the 108 cases. Also, each case had to come from one of
four dimstricts we visited. These districts generated over
40 percent of all CEP taxes recommended in fiscal year

1950.

As described in the draft report, our methodology extended
beyond 12 case studies. The 108 cases in our survey
universe covered the CEP audit cases closed in fiscal
years 1989 through 1991 that had $30 million or more in
additional taxes recommended (see Dp. 27 and 85-89). This
threshold of $30 million enabled us to focusg on large
cases with the greategt impact on the collection rate.
Responges from 308 IRS and corporate officials in the 108
cases gave us a broad overview of CEP.

Further, we separately interviewed 74 IRS officials, some
more than once, who had responsibility for CEP or our 12
cases. We also interviewed corporate officials for 11 of
our 12 cases; 1 corporation would not meet with us. The
IRS and corporate interviews provided insights on the
factors affacting our 12 cases and on the current status

of CEP.

Knowing that IRS has been changing CEP, we designed each
approach to allow us to evaluate past and current
processes for audits and appeals. Doing so enabled us to
capture the status and initial effects of IRS’ changes

(see p. 43).

We discussed ocur entire methodology with high-level
Appeals and Examination officials responsible for CEP
before doing our field work. They acknowledged the
validity of our case study and survey methodologies at
that time. Officials in the four districts told us our
cases represented their typical CEP audits and appeals.
They commented on our IRS and corporate surveys for the
108 cases, which helped to ensure that the surveys were

technically correct.
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Also, IRS criticized us for using "anecdotal* information
and statistics that conflict with published IRS
information. We disagree that our results are anecdotal.
Our examples of remarks made by IRS officials demonstrate
typical attitudes we heard from those surveyed or
interviewed. The officials had responsibility for CEP
audits or appeals and decisions about millions in tax
revenues. Moreover, we are not aware of any conflicts
with IRS published information.

The Service does not concur that the 22.1% collection rate
reported by GAO accurately reflects the current status of CEP.
Therefore, the Service does not concur with the GAQ
recommendation that the 22.1% rate should be used to project
large case revenue. First, GAO'’s 22.1% rate is not a collection
rate, anyway; it is an assegsment rate. Second, recent data
suggest that both the assessment rate and the corresponding
collection rate are much higher that 22.1%. These data are from
the Enforcement Revenue Information System (ERIS) for CEP
closures from Examination or Appeals in FY91, F¥92, and FY93
(partial year}, and reflect the effects of tax law changes and
CEP improvement initiatives. ERIS data are the most current and
accurate data available tc the Service, and as such, should be
relied on to project CEP revenue.

As the ERIS database becomes increasingly comprehensive, covering
five years or more, we will track and adjust the assessment and
collection rates accordingly. It should be remembered that data
from any one year could skew the CEP collection-to-recommendation
ratio significantly. For revenue projection, analysis of a
multi-year average is the correct approach, and ERIS is the
correct database.

GAO COMMENT 2: Frirst, IRS suggested that our collection
rate is an assessment rate. As explained in our text (see
p. 30}, we used the terms "asseszased" and "collected"
interchangeably because we found that CEP corporations
paid almost all tax assegssments. Our analysis of all CEP
corporate income tax returns on BMF at the end of fiscal
year 1952 ghowed that CEP corporaticns paid 99.91 percent
of $380 billion in assessments.

Second, IRS said our 22-percent rats is too low and should
not be used to project revenue. As support, IRS used ERIS
data. 1IRS believes these data reflect recent tax law
changes and CEP changes gince 198%0D.

We did not intend for our collecticn rate to be used to
project revenues. IRS is developing ERIS toc help do so.
We sncourage IRS to continue to deavelop that capability.
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We revised our recommendation to clarify cur intent.

ERIS may be appropriate for projecting revenue, but we
guestion use of ERIS data to challenge our collection
rate. Although we did net attempt to evaluate ERIS, we
met with IRS officials and reviewed summary ERIS data
through Dacember 1993 after IRS shared its draft comments.
This work allowed us to conclude that IRS could not know
whether 22 percent is tooc low or too high. As discussed
in our draft report, IRS officials said they d4id not know
the actual rate (see pp. 30 and 34). While we acknowledge
that our rate will rarely reflect recent tax law and CEP
changes, neither will ERIS data.

Unlike IRS, we computed the actual collection rate. Our
computation relied on IRS data and recognized that CEP
audits and the resolution of any disputes typically span
at least 8 years. Knowing this, we focused on about $,000
CEP audits that IRSE closed between fiscal years 1983 and
1991. For these audits, we measured the portion of the
additional taxes recommended that IRS ultimately collected
through fiscal year 1592 after completing any appeals or

litigation.

On the other hand, ERIS data 4o not yet allow IRS to
compute the actual collection rate. So far, ERIS has been
tracking taxes recommended for audits closed in f£iscal
years 1991 to 1993. ERIS has captursd the amount of
recommended taxes that taxpayers agread to pay (nct the
amount paid) after audits. This agreed amount has roughly
averaged 15 pearcent of all recommsnded taxes and would be
more current than data we used, particularly fiscal years

1992 and 1993.

The cother 85 percent of the recommmendsd taxes are being
disputed, usually in Appeals. Because IRS does not vet
know the collection rate for these taxes, IRS has
estimated amounts it would collect over future years,
using the results of recently settlad cases in Appeals.
For example, IRS assumed that the Appeals settlement rate
for fiscal year 1991 would apply to disputed taxes frocm
fiscal vear 1991 audits. These disputed taxes will take
years to saettle and collect given the IRS estimate of 2 to
3 vears for CEP disputes to be resclved in Appeals.

By using such Appeals’ settlemsnts to estimate the rate
for 85 percent of the recommended taxes, ERIS’ estimates
cannot be much more current than our actual rate. We used
gimilar Appeals’ results through fiscal year 1992. Our
analyses showed that these recent Appeals’ results largely
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that ERIS’ data adegquately reflect recent tax law an
changes.
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In summary, our rate mesasures the porticn of taxes
recommended during fiscal yeara 1983 through 1991 that IRS
actually collected through fiscal year 1992 after any
appeals or litigation. ERIS attempts to project revenues
that IRS can expect to ccllect in future fiscal years for
CEP audits closed since figcal year 1991.

Further, IRS sald as ERIS’ data begin covering 5 years or
more, it will track and adjust the rate. Later, IRS
acknowledged that ERIS cannot yet compute the collection
rate because it has not been in place long enough. With
snough data, TRS also said ERIS can be used to estimate
future collections.

We support IRS’ afforts and believe that a complete ERIS
database could help compute the ccllection rate and
estimate revenues from CEP audits. Our recommendation on
correcting IRS’ databases will improve the data that enter
ERIS for these purposes. We also agree that data from any
1 year can skew the rate, which is why we computed the
actual rate over a number of years.

APPEALS

Appeals conducted its first Large Case Process Review in 1992 and
the results of that review point up the need for some changes to
the process. The Appeals review consisted of a representative
gample of the Large Cases c¢losed during 1992. We recommended
changes to the process based on that review and have started our
review of the 1993 case closures. The 1992 review established a
baseline of information on the Appeals process. We intend to
continue the reviews and to compare the results with the
established baseline so that we can measure the impact of any
changes made to the organization as a result of those reviews.

The GAO report indicated that they had not reviewed the sampled
issues for technical correctness. However, at a meeting held May
5, 1993 GAOC, representatives stated that their counsel had
reviewed the 27 issues in their sample and found none that were
technically incorrect.

GAO COMMENT 3: We disagree with IRS’ assertion that GAO
Counsel had found no technical problems with Appeals’
settlements for the 27 disputed issues we analyzed. As
stated in this report, we attempted to evaluate Appeals-’
settlements but could not conclusively determine the
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technical corresctnass because of complex laws and IRS team
chiefs’ discretion to settle tax disputes. We clarified
our final report toc alleviate any confusion (see p. 67).

overall the report exhibits a misunderstanding of Appeals and the
Appeals mission.

GAO COMMENT 4: We do not believe that our draft report
sxhibited a misunderstanding of Appeals. However, we
added language in chapter 4 to clarify cur findings and
recommendations.

Some of the components in the Appeals process that are not
treated clearly in the report are:

o What constitutes "Official Service Position® within the
meaning of the Internal Revenue Manual;

GAO COMMENT 5: We disagree that our draft report did
not clearly define "official service position.” Our
definition came from IRS manuals, and we continue to
use that definition (see p. 71).

o What the Appeals’ mission is and where it comes from -
specifically the Code cf Federal Regulations;

GAC COMMENT 6: We disagree that the draft report did
not clearly discuss Appeals’ mission. We cited the
mission verbatim from the IRS manual. However, we mads
changes in chapter 4 to more clearly discuss Appeals’

mission.

o The difference between settling cases to "avoid
litigation” and settling issues - based on the hazards of
litigation - to reach a fair result;

GAC COMMENT 7: We ravised the draft report to address
IRS‘ concerns over our characterization of the basis
for Appesals’ settlemants (see pp. 66-69).

o What precedential value the settlement of an issue does or
does not carry. The report seems to indicate that
settling an issue adds to the ambiguity of the tax law
rather than simply reflecting the hazards inherent in that
ambiguity; and

GAO COMMENT 8: Our report acknowledged that the
Appeals’ settlements cannot resolve the ambiguity of
tax laws. We have added language to clarify the
*precedential value® of Appeals’ settlements given
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ambiguous tax laws (see pp. 64-65).

o Recognition that Appeals’ mission and process were
structured to accommodate the approximately 60,000 cases
that the function settles each year - not just the
approximately 300 CEP cases that are settled each year in
Appeals. CEP cases need to be viewed in the context of
the total Appeals program and the purpose of its mission.

GAC COMMENT $: IRS indicated that our draft report did
not clearly rescognize Appeals’ mission and process for
about 60,000 non-CEP cases that it settles annually.

We acknowledge this fact. Our work for moxe than 2
vears has dealt only with CEP cases. Further, Appesals
already treats CEP cases differently. It established a
separate Office of Large Case to coordinate work on
appeals of large dollar amounts such as those by
corporations. Thus, we saw nc need to discuss how
Appeals considers tax disputes by non-CEP taxpayers.
Also, we found no basis to support the IRS citation of
300 CEP cases closed annually in Appeals.

one of our concerns with the GAO report is an apparent
misunderstanding on GAC’s part of what constitutes "Official
Service Position." It is important to remember that not every
informal opinion of Counsel is the official Service position.
only published issuances, such as Regulations, Revenue Rulings
and Procedures constitute official position. Counsel and the
Assistant Commissioner Employee Plans and Exempt Organizations
often provide informal advice on issues. These "advisories" are
not binding precedent or Service position.

GAO COMMENT 10: IRS again said we had a misunderstanding
cf what constitutes official service positions and
informal advice. As mentioned earlier (see comment 5}, we
disagree. Our analysis did not include informal advice.

It is important to recognize the "precedential® limitations of.
the various types cof Service issuances. Technical advice deals
with a specific case and the facts agreed to by both the
government and the taxpayer. A Technical Memorandum represents
the Service’s determination of the tax effects of a specific
taxpayer’s transaction. It is not binding precedent for another
taxpayer or transaction. A Revenue Ruling deals with a set of
hypothetical facts and the law at the time the ruling was
issued - which may have changed by the time another case raises
the specific issue. Such distinctions weaken any analogy made
from the published position to the case, and thus increase the
hazards of litigation.
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The statement on page 92 of the GAO draft report that Appeals’
authority to deviate from Service peosition may improperly favor
the taxpayers’ position underscores GAC’s fundamental
misunderstanding of Appeals’ authority to deviate from formal IRS
position. Appeals proposes a settlement varying from Service
position when the hazards of litigation increase the chance that
the taxpayer‘s position would be more likely to be upheld by a

court.

GAO COMMENT 11: We disagree that ocur discussion on
Appeals’ deviation from an official service position
reflected a misunderstanding of Appeals. 8till, we
revised our report (sse pp. 74-75) to more clearly
recognize that Appeals is not required to follow official
service positions in settling disputed tax issues.

The GAO draft report states that in five instances Appeals
settled matters contrary to Service pesition without appropriate
consultation with the National Cffice. We do not believe that
this conclusion is correct. We have reviewed all five of those
cases - and discussed them with the GAO. Four of them did not
involve full concessions or were not contrary to official Service
position. ©One of them may have arguably varied from a previously
igsued technical advice, however, even that situation is not

c¢lear.

In the single case where Appeals might be open to criticism, the
technical advice revoked a private letter ruling issued ten years
prior to Appeals’ action. The facts as presented for purposes of
the technical advice being retroactive were not, in the judgment
of the Appeals Officer, the facts as they were later developed.
Since the technical advice denied section 7805(b} relief on facts
that turned out to be incorrect or misleading, the Appeals
Officer found that the revocation should be applied only
prospectively. The legal merits of the technical advice were not

at issue.

GAO COMMENT 12: IRS disagreed that Appeals settled five
cases contrary to IRS’ official positions without required
cooxrdination, but it acknowledged that in one of the
cases, Appeals may be open to criticism. After not
reaching agreemsnt on the five cases in discussions with
Appeals officials through Deceamber 1993, we believe that
the confusion about whether coordination was regquired
illustrates the need for more internal controls.

Accordingly, we refocused our discussion. Instead of
focusing on whether Appeals should have coordinated the
settlements, wa concentrated on internal controls as well
as the expansion of coordination. IRS did not agree to
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expand coordination tc cover substantial concession of
issues supported by official service positions. Our
report now more fully discusses the merits of this
expansion (see pp. 72-74).

All Appeals decisions must be firmly grounded and supported by
(1) the statutory authority and (2) by the delegated power to
exercise an independent judgment to resolve interpretive and
evidentiary disputes resulting from a complex tax system. The
ability to render independent judgments is fundamental to an
effective dispute resolution process. We are quick to note,
however, that independence without a careful consideration of the
merits of opposing views is never effective or appropriate for
good tax administration.

It is also important to remember the scope of what we do in
Appeals. Last year, we successfully resolved more than 250,000
issues in Appeals. The Large Case Program, while it does
generate a great deal of revenue, covers, from a numbers
standpoint, only one percent of the cases and issues handled in
Appeals. Furthermore, the protocol for contrary-to-Service-
position settlement situations extends to all cases. Since a
very large percentage of the issues in all rescolved cases involve
some compromise of some Service position, the GAD proposal, as
written, would result in a lengthy delay. For these reasons, we
feel the benefits derived from a mandated review of partial
compromises would be ocutweighed by the negative impact on the
perception of the independence of Appeals and the delays that
would result from those reviews.

GAO COMMENT 13: We believe that Appeals’ Large Case
program ig much more significant than stated in IRS-
commnents. By focusing on the number of cases, IRS
undercuts the importance of the Large Case program. Other
IRS data on the dollar value of the cases highlight thelr
importance. According to Appeals’ data at the end of
fiscal year 1993, its Office of Large Case accounted for
just 455 of the 49,080 cases. Yet, these 455 cases
constituted over $39 bilillion (85 percent) of $46 billion
in proposed deficiencies.

Also, we dlisagree that coordinating substantial
concessions contrary to official service positions will
cause unnecessary delays or infringe on Appeals’
independence. Our report discusses this {see p. 76).
Alsc, we did not recommand or imply that every "partial®
concession should be coordinated because, as IRS states, a
very large portion of svery disputed issue is conceded to
an sxtent (ses conment 12).
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Appeals does not concede issues to avoid litigation as stated in
the draft report. Appeals considers issues on their merits and
settles them when necessary based on the hazards of litigation.

GAO COMMENT 14: IRS said Appsals does not concede issues
to avoid litigaticn. We clarified this issue in our

report (see comments 7 and 11).

EXAMINATION

With respect to the measurement of success in the Coordinated
Examination Program the report did not recognize that the Service
is in the process of changing the measurement system used to
monitor CEP at the national and regional levels. It also appears
that GAO did not evaluate and the report did not address the
activities of the seven Regional CEP Program Managers and their
very active oversight of the program for all districts with CEP
workload. The Regional CEP Prcgram Managers, under the direction
of the Executive Director, CEP, have actively assumed functional
authority and management responsibilities for their programs.
Just to provide some insight with respect to the measurements
tracked and currently monitored by CEP, we offer the following:

FY92 FY93

Total Cases Closed 580 486

Full/Partially Agreed 356 347

Percent Full/Partially Agreed 61% 71%

Settlement Authority Cases 45 49
Settlement Authority Dollars $459,222, 447 $295, 555,843

Accelerated Issue Resolution

Agreements: Cases 21 42

Dollars $769,507, 386 $551,343,343

It should be noted that these numbers differ significantly from
the limited percentages shown by GAC for only fully agreed CEP
cases (FY9(0 - 3%; FY91 - 4.7%; and FY92 - 6%). 1In addition, CEP
has significantly increased the percentage of agreed dollars at
the Examination level from approximately 5% in FY30 to 11% in
FYS1 to 18% in FY92.

GAO COMMENT 15: IRS said our report ignored its new
statistical measures and measurement system for CEP.
We did not review them bhecause we focused on the
collection rxrate and they did not exist when we started.
We revised the taxt toc mention IRS’ new measures and

system (pp. 33-34).

The IRS letter cited statistics from this system.
Bescauge the statistics 4id not relate to the collection
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rate, we have not used them, excspt for ths percsntage
of agreed dollars at the close of CEP audits for fiscal
years 1590 to 1992. However, we found that the 1992
agreement rate was 15 percent (see p. 33)--not 18
percent as cited by IRS.

The Regional Managers have ensured through their monitoring
process that key issues which arise within their districts, are
being addressed and that there are adegquate resources to do the
job. They continuously stress to district management the need
for their inveolvement in ongoing risk analysis. Since 1990 more
District Directors have become invelved with CEP taxpayers in
their districts. Continuous meetings have been held over matters
such as, record retention problems, delays in responding to
information document requests, rescolution of issues at the lowest
levels, statute of limitations concerns and one stop service
concepts.

The Regional CEP Managers have been instrumental in coordinating
concerns with Appeals and Counsel over the management of unagreed
issues and have had significant overall involvement for a wide
range of agreed issues. They have served as chairpersons on over
ten major task forces involved with addressing the major concerns
in the CEP Quality Improvement Project (QIP)., Through their
Assistant Regional Commissioners (Examination), the Regional CEP
Managers have monitored travel and line ijitem budget activities
directly related to CEP and related programs.

GAO COMMENT 16: Although regional CEP managers may
have a role in CEP, our surveys and interviews with
district officials showed that district managers--not
regional managers--had authority and accountability for
CEP. TFurther, CEP officials told us that they did not
have national resource information for CEP and that we
should contact the districts {not regions) for it.

GAO, for a fuller understanding, needs tc review the final
products and recommendations of these efforts-and interview the
national chairpersons of the following CEP initiatives undertaken
in FY91, FY92 and FY93:

1. CEP Critical Success Factors, Standards and Measures
Task Force.

2. CEP Return on Investment Task Force,
3. CEP Support Audit Task Force.
4. CEP Voluntary Compliance Baseline Measures Task Force.
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GAO COMMENT 17: We reviewed all final reports that
were avallable on CEP initiatives. A weak after
sanding its official comments, IRB still could not
provide a final repert on CEP Voluntary Compliance
Baseline KHeasures. Of the reports received, we
understand and generally support them.

GAC’s analysis included post closure abatements which can
significantly distort the Assessed to Recommended ratio.
Abatements, such as net operating losses and credits, have
nothing to do with CEP effectiveness, and should not be
considered in measuring CEP Assessed to Recommended ratio.
data does not include abatements.

ERIS

GAO COMMENT 18: We agree that our collection rate
included post¢losure abatements such as NOLs and other
¢laims. Our report explained that we had to include
them because IRS’ databases did not account for them.
Further, ERIS officials told us in December 1993 that
the ERIS database also does not account for factors
such as NOLs. They could not tell us the effect that
such factors have on the collectlion rate. Our
recommendation on correcting IRS’ databases will help
to identify thess factors so they cannot skew the rate

one way or the other.

GAO's focus is on Recommended Tax and Penalty and Assessed Tax
and Penalty. The Draft Report does not address Interest Assessed
or Interest Collected. Interest is not included in the
Recommended Amount from Examination. However, even given that
interest represents the time wvalue of tax and penalty owed, the
amount of interest assessed and collected is significant and
should be recognized. For example, ERIS reports that the
interest collected on CEP c¢losures (CEP Corporations $250 million
and over) in FY 1991, FY 1992, and FY 1993 (partial year) was
$4.241 billion. Conseguently, an analysis of CEP effectiveness
should include mention cf the resulting interest assessed and

collected.

GAO COMMENT 18: IRS believes that we should recognize
the interest collected on taxes recommended in audits.
We agree that tracking interest amounts can help
project audit revenues. But we dc not favor including
interest amounts in computing the taxes collected from
taxes recommended. PBecause CEP audits do not recommend
interest, including it would improperly inflate the
collection rate.
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Response to Report Recommendation

Chapter 2 Recommendations:

Recommendation 1:

Use a 22.1 percent collection rate when estimating the additional
tax revenues expected from CEP audits until more reliable
information becomes available.

Response:

See comments under General Concerns.

In their report, GAO uses the 22.1 percent collection rate as a
catch all not only for estimating revenue but to measure
effectiveness and productivity in the Coordinated Examination
Program. We do not agree that the collection rate, as used by
GAO, should be used as the sole measurement of CEP effectiveness
or productivity.

GAQO COMMENT 20: IRS said our report viewed the collection
rate as the way to estimate revenue and the sole measurement
of CEP effectivensss or productivity. We intended neither
connotation. We clarified our recommendation on using the
collection rate (see comment 2). However, our report has
envisioned the collection rate as one of many measures.

Collection rates do not measure CEP effectiveness or CEP
productivity. GAO acknowledged that Net Operating Loss and
Credit Carrvbacks as well as post closure abatements distort the
recommended tax to collected tax ratio. Despite this distortion
they continue to assert that it should be used toc measure CEP
productivity and effectiveness. These abatements, which in the
CEP can be significant, have no role to play in measuring the
efforts of the examination team. More accurately, the correct
measure of effectiveness and productivity is the ratio of the CEP
tax and penalties assessed (agreed at the examination stage or
sustained in the Appeals and litigation process) to the amount of
tax and penalties recommended.

Events beyond the control of the Service (NOLs, post closure
abatements and claims} should not play a role in measuring the
success of the program. Despite GADO acknowledging in the report
that these items influence the collection rate, the report
discounts or ignores these factors and continues to stress the
collection rate for measurement purposes for virtually all
objectives. The report needs to reflect properly the importance
of the collection rate for budget and resource purposes but it
needs tec make clear that it alene is not a proper measurement for
effectiveness and productivity.
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GAO COMMENT 21: IRS suggested that we ignozred
poatclesure abatements such as NOLs and that these
factors should not play a role in measuring CEP. We
disagree for rsasons discussed in comments 2 and 18,
We believe that IRS must correct its databases so that
these factors cannot skew the rate. We also disagree
that postclosurs claims have no role in measuring CEP
audits. Claims filed with the Claims Court and
Pistrict Court have a role if they involved CEF audit

results.

We agrea that *“the® (i1f not the only one) correct
weasure of CEP effectiveness and productivity is the
rate at which CEP-recomuwended taxes and penalties are
assessed after appeals and litigation {see comments 2
and 20). As our Araft discussed, this is our
definition of the collection rate.

Finally, IRS again sald we viewed the collection rate
as the only measure, and the rate does not measurs CEP
sffactivensss or productivity. As discussed sarlier,
we disagree (see comments 2 and 20). We agree that the
collection rate is important for budget and rescurce

pUIposes.

In footnote 1 on page 36 and again on page 53 of the draft
report, GAQ states that the IRS estimated it collected 44.5
percent of the taxes recommended from CEP gudits. This is
incorrect and needs to be removed from the report. This
percentage is used in estimating the revenue that would be
generated from a resource initiative and reflects the amount of
the recommendation that ultimately would be assessed on large,
non-CEP cases with assets greater that $250 million. We have
not, and would not, use this number in any estimate of the
collections that would be realized from CEP work.

GAQ COMMENT 22: We have made changes {(see pp. 30 and
34) tc represent more clearly IRS’ efforts to estimate

CEP-related revenues.

Since Fiscal Year 1991, the Enforcement Revenue Information
System (ERIS) has tracked CEP ¢losures from Examination and
Appeals/Chief Counsel, including each of the following elements:

Original Recommended Tax and Penalty or Agreed and Partially
Agreed CEP Cases;

Unagreed Recommended Tax and Penalty on Unagreed CEP Cases;

Tax, Penalty and Interest Assessed; and,
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Tax, Penalty and Interest Paid.

ERIS data (FY 1991, FY 1992 and FY 1993 to date) are more
accurate than those used by GAO (FY 1983 to FY 1991) and are
therefore more indicative of current CEP accomplishments as well
as more reliable in predicting future accomplishments. ERIS can
be used to estimate collections for future years. The accuracy
of these estimates will be significantly improved as the ERIS
data base expands.

ERIS data include significantly fewer pre-1987 CEP casgses than
does GAO's data. The problem with using the older pre-1587 CEP
case information is that it does not reflect the 1986 Tax Reform
Act changes nor the effects of the implemented CEP changes. Thus
some of the GAO recommendations are predicated on data that no
longer are representative of the CEP.

GAO COMMENT 23: IRS said its ERIS data are more
accurate and indicative of the current CEP. For
reasons discussed in comment 2, we disagres for the
most part. IRS also said ERIS data are more reliable
for revenus sstimates, which will improve as ERIS
expands its database and bscomes more complete.
Although we cannot yet comment on ERIS’ reliability, we
agrees that such estimates will improve as ERIS becomes
more complete. Finally, for reasons discussed in
comments 1 and 2, we disagree that ERIS data use
significantly fewer pre-1987 CEP cases and that our
recomnsndations rely on data that no longer reflect
CEP.

Reccmmendation 2:

Correct the factors in IRS’ databases that caused the CEP
collection rate to be understated or overstated (i.e. net
cperating losses and refund claims after settlement) and use the
corrected results to estimate CEP tax revenues.

Response:

Much of our response to Recommendation 1 above, is also
appropriate here. We continually update the parameters in the
Interim Model, which we believe is the most accurate way
currently available to estimate collections.

We agree that the collection rate is a viable concept for
application to the budget and resource process. The Service has
established a system (ERIS) to provide collection rate
information. The system has not been in place long enocugh to
collect the necessary data and we have resisted reporting any
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accomplishment data for CEP in collected dollars until it can
provide additional data.

GAQ COMMENT 24: We agres that the collection rate is
applicable to the budget and resource allocation
process. We also agres that ERIS has not been in place
long enough to compute an actual collection rate (also
see comments 2, 20, 21, and 23).

We also have a task force working to establish appropriate
voluntary Compliance Baseline Measures for the CEP. The
methodology used is very similar to the one employed by GAO.
Extracted data from the Business Master File, Master File Tax
Return Accounts and our own in-house Management Information
System (CEMIS) are utilized to track CEP returns from filing
through Examination, Appeals and Counsel for ultimate sustention
and recovery rates. Bageline measures will be computed on a
semi-annual basis and returns will be tracked from filing year
1981 forward. This system will provide management with
information to assess program effectiveness.

GAO COMMENT 25: TRS acknowledged that it is using a
methodology similar to ours as well as the sams
databases to develep the ultimate recovery rate across
IRS functions. This measure approximates our
definition of the collection rate; currently, IRS’
recovery rate only tracks how much recommended tax
under appeal is "recovered® after settlement. IRS said
it will use this ultimate, IRS-wide measure to assess
CEP effectiveness. We agrees, which is why we have
recommandsed that IRS track the collection rate (ses
comments 2, 20, 21, 23, and 24).

Recommendation 3:

Examine a sample of skipped CEP returns and use the results to
re-visit the policy to not audit a significant portion of CEP
returns filed annually and to adjust the tax gap estimate.

Response:

We do not agree that such a study should be initiated. Although
such a study could provide useful information for improving our
tax gap estimates, resource constraints preclude our undertaking
such a study at this time. Furthermore, for the following
reasons we believe that such a study would have little benefit in
regard to CEP administrative practices and policies. First, the
audit coverage rate for CEP corporations was far greater than any
other taxpayer category from 1983 through 1991. Second, each CEP
return filed receives an in-depth review by a case manager and
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skilled examiners to determine its audit potential. This review
process ilncorporates a "risk analysis" which is a process where
mathematical models are employed. It is based on experience,
judgment, and objective analysis of the return data. Overall the
analysis considers the potential benefits and utilization of
resources. This recommendation would cause unnecessary
additicnal burden on taxpayers with minimal additional tax
assessments.

GAC COMMENT 26: IRS disagreed with our recommended
test of its policy on not auditing all CEP returns.

IRS acknowledged that such a study would be useful but
is precluded by resource constraints. We acknowledge
these points but simply want IRS to check its
assumption about not auditing all CEP returns. We have
revised ocur recommendations accordingly, letting IRS
decide how to test the assumption (see p. 40).

Further, IRS said it audits a higher portion of CEP
returns than other types of returns. While true, IRS
does not audit about one-quarter of CEP returns.

Recommendation 4:

Examine in greater depth a sample of audited CEP returns and use
the results to adjust the tax gap estimate and to evaluate the
cost-effectiveness of doing this fuller audit.

Response:

We do not agree that such a study should be initiated. While the
project suggested would provide information for improving our
large corporation tax gap methedology it is important to note
that these types of studies are low priority items because of
very real resource constraints. Depending on the depth of such a
study, it could impose a significant burden on both taxpayers and
the IRS. It should be noted that Research and CEP have recently
attempted a very small scale project similar to the one
suggested. Although the results from the project may have
limited usefulness for improving the tax gap methodology because
the 13 cases studied were not selected randomly, the project was
undertaken to gather information about the effect of expanding
the scope of and the time spent on CEP audits. We will be
examining the information and results from this project in
greater detail during the development of our updated and revised
corporation income tax gap estimates.

GAO COMMENT 27: IRS opposed our recommendation to test
its assumption about doing more in-depth audits of CEP
returns because of concerns about resources and
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burdens. We acknowledge these concerns and are pleased
that IRS has recently started such a test on a small
scale. We believe it is reasonable to check this
assumption for such an important program as CEP.

Chapter 3 Recommendations

Recommendation 1:

Give the CEP Executive Director line and budget authority down to
the district office level.

Response:

We do not_agree with this recommendation. This same concept was
proposed by the formal CEP QIP in FY90. However, the feedback
from Regicnal Commissicners, ARCs Examination, and Regional
Counsel expressed concern that the adeption of this
recommendation would not deal with the root causes of the
problems identified by the CEP QIP.

Their response indicated that implementation of this
recommendation would create other significant operational and
managerial problems. They also stated that the National Office
has respongibility for establishing policy and oversight, and
that responsibility should not be diffused to line management
over CEP at the regional and district levels. During FY%24, the
Service is continuing to implement major organizational changes
at both the regional and district levels, based upon extensive
studies conducted during the past two fiscal years. This
recommendation is in conflict with the recommendations in those

studies.

GAQ COMMENT 28: IRS opposed our recommendation on
centralizing CEP to some sxtent. We believe that our
recommsndation ia less encompassing than IRS
snvisioned. Our report acknowledges potential prcblems
with centralization and clarifies the limited scope of
our recommendation (see pp. 45, 50, and 60).

Recommendation 2:

Ensure that CEP’s revenue agents receive adequate training on the
industry they specialize in as well as on tax laws and basic
auditing skills such as standards of evidence.

Response:

We agree with the above recommendation. Training is an integral
part cof the development of our examiners and is a cornerstone of

Page 189 GAO/GGD-94-70 Corporate Audits



Appendix VI
Comments From the Internal Revenue
Service and Our Evaluation

CEP initiatives. The Executive Committee Decisicn Document
stated "the Service must act to set up the very best training it
can afford for Examination, Appeals and Counsel personnel
involved in CEP cases. Training should be cross functional to
ensure that all personnel have a common base of understanding
from which to develop Service positions on CEP issues."

During FY%1, the Executive directcr, CEP convened a task group to
make recommendations on improving the process of funding,
planning and delivery of cquality CEP training. A final report
was approved and issued in September 1992.

We are currently in the process of implementing a new educational
approach entitled "Corporate Education', which is a restructured
all encompassing approach to training. It provides for career-
long education for all employees. The Service recognizes that
every employee must acguire and demonstrate a portfolic of
skills/knowledge to fully perform the job. We would welcome the
opportunity to provide GAC with a complete overview of our
Corporate Education effort.

Recommendation 3:

Expand the measures of CEP productivity to include the percent of
recommended taxes that is ultimately collected.

Response:

Refer to our response to Chapter 2, Recommendation 1 for greater
detail. The collection rate ultimately is not the proper tocol to
neasure productivity.

GAQ throughout their report wants the Service to use the ultimate
collection rate to measure program effectiveness and
productivity. We do not believe this is an appropriate measure.

GAC COMMENT 29: IRS sald that our draft report viewed
the collaction rate as the ultimate measure of CEP and
that this rate should nct be used. We disagree for
reasons discussed in comments 2, 20, and 23-25.

For example: An examiner recommends $100 in taxes which the
taxpayer agrees to and pays. The collection rate is 100%. If in
another example the taxpayer pays $100 in taxes and files a net
operating loss carryback for $75 in taxes (assuming it is
allowable and results from an economic downturn) the $100
deficiency is reduced to $25. The collection rate is now 25%
Were both examinaticns effective? Was the examiner in the first
scenaric more productive than in the second scenario?
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Bven though the collection rate dropped from 100 percent to 25
percent in the above examples, were either of the examinations
less effective or productive than the other one? The answer is
obvious, no. GAO needs to revise their report and clarify their
inferences about the collection rate. It does not and should not
be used tc measure CEP productivity or effectiveness.

GAQ COMMENT 30: IRS’ example implies that IRS would
use the collection rate to evaluate individuals. We
oppose this use. Our report has neither recommended
noy implied that the rate be usmed to evaluate
individuals or audit teams. Instead, we viewed the
rate as an IRS-wide measurs. In fact, our report has
used a similar example to illustrate the IRZ inability
to separate NOL claims from other assessments on its
databases, leading us to recommend that IRS correct its
databases. Also, IRS opposed using the collection
rate. We continue to support the rate (especially when
IRS is trying to develop it) for reasons stated in
comments 2, 18, 20, 21, 23-25, and 29.

GAO ignores the statistical indicators and critical elements
adopted by the CEP in the last three years. We believe these
indicators truly measure our productivity. Some of which include
the percentage of agreed cases and dollars, use of Delegation
Order 236, Accelerated Issue Resolution, cycle time and last but

not least our Peer Review process.

GAQ COMMENT 31: IRS sald we ignored its new CEP
measures over the last 3 years. We did not focus on
these measures, given our collection rate objective.
We have, howsver, acknowledged IRS’ new measures as
discussed in comment 15.

GAO has made only casual reference to the Peer Review. However
much cof what GAO is recommending comes from our Peer Review
recommendations. Our Peer Review process has been in place for
three years. During each Peer Review, teams of experienced CEP
managers, examiners and specialists perform in-depth reviews of
closed CEP caseg to measure issue development, audit competency
and procedural accuracy. We have now compiled the results of the
three reviews as a baseline. The reviews covered approximately
150 examinations compared to the 12 studies GAO performed during

their review.

GAO COMMENT 32: IRS sald we mades only casual rsference
to its peer reviews, whose recent recommendations are
similar to ours. IRS implied that its peer review
results on 150 audit cases are a hatter basis for any
recommended changes to CEP than our 12 case studies.
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Now on p. 56.

We agrase that ocur work and IRS’ peer reviews involved
many of the same weaknesses and recommendations for
CEP. We cite results from IRS’ peer reviews and other
studies that relate to cur recommendations. Even so,
the basis for cur recommendations goes beyond IRS’ peser
reviews and our 12 case studies as discussed in comment
1.

Using the Peer Review results and our other statistical
indicators and c¢ritical elements to measure productivity and
effectiveness is far more meaningful than the ultimate cecllection
rate.

Recommendation 4:

Modify CEP's policy to allow revenue agents to rotate ameng
corperations in the same industries to the extent possible.

Response:

We agree with this recommendation when circumstances permit
keeping key team coordinators, team members and specialists

within the same industries. However, CEP does not have
sufficient resources for travel expenses that would be incurred
on extended assignments of our personnel in multi-state
locations. We believe we can improve our examiners’ knowledge of
various industries through improved training and use of the
industry specialization program related to their assignments.

The Executive Director of CEP has devoted numerous efforts to
improve the industry training of our personnel, including joint
training initiatives with wvarious industry organizations and the
effort of the CEP Training Task Force. We have also expanded
joint training efforts by including our professional stakeholders
such as TEI and ABA.

Recommendation 5:

Issue regulations or propose legislation to strengthen IRS’
ability to obtain needed data from CEP corporations during the
audit. This effort should include an evaluation of the pros and
cons of the 3 options for obtaining needed data, as GAQ discussed
on page 79.

Response:

We agree that the proposal by GAO needs to be thoroughly
examined. The Executive Director, Office of Coordinated
Examination Program, will establish a work group during FY34 to
evaluate the pros and cons of this GAO recommendation. It should
be noted that in recent responses tc the Service regarding tax
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penalty administration policies, various tax professional groups
discouraged the further expansion of legislative penalties as
enforcement tools in tax administration.

Chapter 4 Recommendaticng

Recommendation 1:

Establish controls to ensure that CEP teams have an opportunity
to review new information provided by the taxpayer during the

Appeals process.

Response:

We _agree with this recommendation and, in fact, identified the
problem in the Appeals Process Review Report published January

15, 1993. A recommendation was made as part of that report to
strengthen current IRM precedures which we hope will solve the

problem.

Recommendation 2:

Require Appeals’ supporting statements to clearly identify when
relevant national office guidance exists, whether it was
followed, and, if not, why. Also, eliminate the exceptions for
coordination based on {1) concessicns less than 100 percent and
{2} an official’s opinion that the facts of the case are

materially different.

Response:

We agqree that Appeals Officers need to discuss all relevant
authority so that the basis for settlement can be evaluated by
Appeals management, Examination and other independent reviewers
such as the Joint Committee on Taxation. However, the rule for
settling issues contrary to Service position requires only that a
full concession of an issue contrary to official Service position
need to be coordinated with the National Office. That rule
should not be changed. The courts consider Revenue Rulings and
Technical Advice memorandums to be the opinion of the Service.
They may and often do choose to ignore the opinion of the Service

in deciding an issue.

GAO COMMENT 33: IRS agreed with our recommendation on
discussing the basis for Appeals’ settlements but not
on coordinating substantial concessions of issues
supported by official service positions. We still
recommend coordination for substantial concessions for
reasons discussed in comments 5 and 10-13.
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Recommendation 3:

Better balance incentives in the Appeals process by (1) expanding
the measures of Appeals'’ success to include the present of CEP
recommended taxes that are collected; (2) resolving more
recurring tax disputes by proposing legislative changes or, as a
last resort, litigating more; (3) deleting the phrase "without
litigation" from the Appeals’ mission statement; and, (4)
requiring a CEP official to attend Appeals’ conferences with CEP
corporations, or at least the initial and final conferences if
attending all of them becomes burdensome.

Response:

We do not agree with recommendation part (l1). To include in the
management objectives of Appeals a goal that measures the amount
of tax collected strikes at the heart of the Appeals mission.
GAQO pointed out in their draft report that having an 85 percent
agreement rate in Appeals’ objectives has, at a minimum, created
the perception with Examination that settlements were less than
they might have been because of Appeals’' attempts to meet the
goal. Appeals eliminated that stated objective 5 years ago
because they had the same concern.

CEP taxpayers and their representatives might well have the same
perception from the cpposite pecint of view. That is, that
Appeals is measured by the amount collected and, therefore,
Appeals is more concerned with recovering tax than being fair and
impartial.

The "measures of success" for Appeals have already been expanded
to include an analysis of our recovery rate. Recovery rate, at
this time, is a comparison of the deficiency and penalty
recommended by Examination to the deficiency and penalty agreed
to after Appeals’ consideration of the case. Appeals continues
to lock at the definition of recovery rate in order to capture a
meaningful and accurate measure of Appeals on the amounts
assessed. The Appeals’ annual business plan for FY 94 includes
an analysis of both the recovery rate and the sustention rate
(the sustention rate is the percentage of adjustment sustained in
Appeals, rather than the percentage of tax - it is measured on an
issue basis).

The Chief Counsel Large Case briefings - held at least twice a
year since 1990 - have alsc focused in part on the low sustention
and recovery cases. The lowest cases were regularly analyzed in
an attempt to identify and understand the reasons for the low
amounts. The idea is to identify issues or other systemic
problems causing low rates.
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However, the analysis called for in the business plan and the
case analysis in the briefings focus on specific issues and cases
rather than the overall percentage for the organization. We
think that approach is appropriate; but broad geals or measures
of success based on a recovery rate are dangerous.

GAOQ COMMENT 34: IRS opposed using the collection rate
as a measure in Appeals. IRS said that this measure
would strike at Appeals’ mission and that Appeals
sliminated a goal to settle 85 percent of its cases
bacause of the problems it created.

For rsasons gtated in sarlier comments, we continue to
favor applying the collection rate across IRS’
functions--including Appeals--particularly when IRS is
Aeveloping a collection rate and Appeals is using the
recovery rate. Ws added text (see pp. 67-68) to
address IRS’ concerns and clarify our reasoning. Our
report alsc addresses Appeals’ 85-percent settlement
goal. Although Appeals eliminated it, the settlemant
rate increased to as high as 93 percent in fiscal year
1992. Regardless, we view the cocllection rate as
simply one measure--not the overriding goal.

Although IRS uses the recovery rate, IRS said broad
goals or measures based on the recovery rate are
dangerous. We agree, which is why we viewed the
collection rate as one of many measures and not as a

goal.

We agree in part with part 2 of this recommendation. The tax
laws are complex and they often need to be simplified to clear up

areas of controversy. The Internal Revenue Service (with Appeals
as a participant) regularly recommends changes to the tax laws.
The Chief Counsel now has a Special Counsel {Legislation) whose
job is teo facilitate the exchange of ideas between the Counsel

branch of the Service and Congress.

other hand when legislation is not feasible, litigation

necessary to resolve disputed interpretations of the law.
litigation may produce the

On the
may be
Though costly and often unpredictable,
necessary clarification.

GAC COMMENT 35: IRS agreed that litigation may be
necesgary to clarify tax law. We agree but revised our
report to downplay the extent to which IRS should
litigate to clarify tax laws (pp. 64-65). We much
prefer clarifying tax laws through legislative action
because of the costs and risks of litigatiom.
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We do not agree with part 3 of this recommendation. Deletion of
the phrase “"without litigation" from the Appeals mission
statement is not necessary and indeed it seems to conflict with
GAO’s prior recommendation that litigation be used as a "last
resort" to resclve issues. Using litigation as a last resort, we
settle most of the cases, trying only those that might set a
precedent in an area of the tax law that is particularly
confuging. Settlements never set a precedent or clarify the law.
They reflect the ambiguities in the law and the effect those
ambiguities would have on a court decision if the issue were
tried. So Appeals settlements do not add to the ambiguities -
they just reflect the ambiguities that already exist.

The Service currently has a procedure for bypassing Appeals if
Counsel thinks a case should be tried. This procedure -
designating issues for litigation - has existed for many years.
It allows the Service to identify key issues in specific cases to
be tried - and it prevents Appeals from settling those issues.

So the mechanism already exists and has been used to limit the
settlements in Appeals where litigation is needed.

GAC COMMENT 36: IRS disagreed with deleting the phrase
"without litigation®” from Appeals’ mission statement.
Our report recognizes that Appeals’ mission is to
settle--not litigate~-cases. As a result, we helieved
this phrase was redundant. Also, because Appeals does
not litigate, deleting this phrase would not conflict
with the previous recommendation on IRS litigating as a
last resort tc clarify tax laws (see comment 35).

To avold confusion, we deleted this from our
recommendation. Instead, we now discuss the need for
IRS to show more willingness tc litigate. We believe
that IRS puts itsmelf at a disadvantage by litigating so
few CEP cases and could use the IRS procedure for
bypassing Appeals in choosing cases to litigate. We
still discuss the downsides to litigation, such as the
added costs, burdens, and risks for IRS, the courts,
and corporations (see pp. 68-69).

The mission statement is written for all of Appeals - not just
the Large Case Program. Appeals overall disposed cf over 60,000
cases last year - most of them agreed. The tax courts decided
about 1500 cases. If aAppeals did not settle the vast majority of
cases, the courts would soon be over run with work.

Finally( Appeals does not concede issues to aveid litigation as
statgd in ;he report. We want to make it clear that Appeals
considers issues on their merits and settles them when necessary
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based on the hazards of litigation. Appeals does not concede
issues simply because we do not want to try the case. Appeals
does not try cases. Settlements reflect our assessment of the
litigating hazards. If the taxpayers and Appeals can not agree
on a settlement based on a reasonable assessment of the hazards,

the taxpayer may initiate litigation.

We think it is important to keep in mind that it has been, to
this point, the government’s general policy to allow taxpayers to
resoclve their disputes without litigation whenever possible.

Only under fairly narrow circumstances has it been the
government‘s policy to force litigation. This option to settle
has become part of the process that is expected by taxpayers.

COMMENT 37: IRS sald Appeals must settle cases,
judging the hazards of litigation, to avoid burdening
the courts--not to avoid litigation. We clarified this
point in the report as discussed earlier (coument 7).
IRS also pointed to its general policy to allow
taxpayers to chooss to settle disputes in Appeals
rather than litigate. wWe favor this policy but still
believe IRS nust show more willingness to litigate for
the reasons digcussed in comment 36.

GAOQ’'s figures indicate a "collection" rate on tried cases of

35 percent. While that figure does not agree with previously
published recovery rates for recently tried Large Cases, it still
reflects significant hazards to the government when cases are
tried. Remember, cases that are tried have been fully developed
and represent the government’s best attempt to win the issue in

court.

GAO COMMENT 38: IRS questioned a 35-percent collection
rate that we cited for litigated CEP cases. We did so
to counter an opinion of an IRS officlial on litigated
cases having a lower collection rate. Bscause we no
longer discuss that opinion, we downplaysd digcussion
of the 35-percent rate, sven though it is accurate.

We do not agree with part 4 of this recommendation. We feel that
bringing the Examiner into the conference will often upset the
settlement atmosphere depending on the level of contention
between the examiner and the taxpayers. The two parties do not
agree - otherwise they would not be in Appeals. Forcing them
back together may only aggravate the situation. Appeals does not
have the authority to decide cases - like a judge or arbitrator -
and so the Appeals representatives may often end up as referee.
Even professional mediators separate the parties when they are
trying to gain concessions from one or both. Concessions are
often more easily granted when the parties are not in each

Page 197

GAO/GGD-94-70 Corporate Audits



Appendix VI
Comments From the Internal Revenue
Service and Our Evaluation

other’s presence.

GAO COMMENT 39: IRS raised concerns about bringing CEP
officials into Appeals’ meetings with CEP taxpayers.

We expanded our discussion of these concerns and
revised our rscommendation. Our work indicated a need
for CEP officials to have more opportunities to react
to new facts from corporations. Thus, we now favor
giving CEP officials one last chance to review all new
information in the context of Appeals’ settlement--just
before it is finalized (see pp. 69-71).

We do agree that Appeals needs to listen to both sides so that it
can make a fully informed decisicn abocut the relative merits of a
particular issue. But we do not need te do that simultaneously.
We already require that new informatiocn presented at the
conference be returned to Examination pursuant to IRM 8628.7(2).
We have also made changes to the process (1991) to require a
meeting on all Large Cases between Appeals and Examination before
the Appeals hearings with the taxpayver hegin. We wanted to
ensure that Appeals fully understood Examination’s position on
the issues. Examination has the opportunity to fully explain its
position - beyond what is stated in the Revenue Agent's Report
and Appeals has an opportunity to discuss the issue with
Examination. The FY%2 Process Review for Appeals confirmed that
these meetings are being held.

The Service also mandated a post-closing conference between the
functions and encouraged continuing dialogue following the pre-
conference. The Process Review indicated that the post ¢losing
conferences were not being held all of the time. The results of
the Appeals process are being conveyed to Examination through the
continuing dialogue that exists following the pre-conference
meeting.

There are occaslions when Examination is invited to attend an
Appeals hearing. But this is left to the judgment of the Appeals
Officer. To mandate Examination’s attendance at Appeals
conferences would often create more problems than it solves.
Appeals would, therefore, prefer to keep Examination’s
participation discretionary. With the increased communication
created by the Pre and Pecst conferences, coupled with the proper
feedback of new information tec Examination, we think the process
will be both fair and effective for the taxpayer and the
government.

ADDITIONAL COMMENTS CN REPORT TEXT

GAC criticized Appeals for not revealing to the Joint Committee
the full explanation and authority behind a particular decision.
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The issue involved was a rollover from a previous cycle. The
previous Appeals Case Memorandum had fully discussed the issue,
was attached to the report sent to the Joint Committee, and the
GAO was told that it was - and acknowledged that this was
correct. Knowing that the full explanation they desired was in
fact given to the Joint Committee, the GAQO nevertheless had
included this criticism in their draft report.

GAQ COMMENT 40: IRS sald we had not fully discussed an
Appeals’ settlement in a case reviewed by JCT, We
disagres. Nor did we acknowladge that Appeals attached
a full sxplanation of the technical advice to the case
memo for the years of our case study. Appsals’ case
mamo had no reference to the technical advice. Ws do
not believe that referring to case memcs for sarlier
tax years notifies JCT, or any reader, about that
technical advice. We believe Appesals’ recent memo
should have shown that (1) settlement was contrary to
this technical advice, which the audit team followed;
and (2) an explanation of the technical advice was
attached to Appeals’ sarlier cass memos. We clarified
our concerns with this case in the report (see p. 74).

Either GAO should clarify the statements that "IRS officials
believed that if voluntary compliance had improved, CEP-
recommended taxes would have decreased* (p.4 and elsewhere) or
remove them entirely. This statement is an oversimplification
which is likely to be misinterpreted. Improvements in voluntary
compliance do not necessarily imply a reduction in additional” tax
recommended. If "true" tax liability increases each year {as it
generally will even if only because of inflation), wvoluntary
compliance can improve even if taxes not paid voluntarily and
taxes recommended increase. Furthermore, voluntary compliance is
only one of many factors influencing taxes recommended.

GAO CCMMENT 41: IRS said to delets or clarify an IRS
official’s statement about CEP tax recommendations

decreasing if voluntary compliance increased. We have
further acknowledged other factors that could explain

any increases in the CEP tax recommendations (see pp.
36-37).

Throughout the report there is a reference te the Appellate
function "conceding" tax issues. The correct phrase should be
"compromising". To concede suggests that we are giving up
completely on an issue. In most cases we feel we are
appreopriately compromising the proposed taxes at less than the
amount proposed by examination on the basis of litigation hazards
either factual or legal.
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GAO COMMENT 42: IRS said the phrase *“conceding® was
incorrect. We disagree. 8ince our review started over
2 years ago, IRS officials have referred to a less-
than-100-percent sustention of an issue as a partial
concession. Alsc, the Internal Revenue Manual (IRM 8
{14) 40) refers to settlemants in favor of the taxpayer
as partial or full concessions.

The report also fails to recognize the importance of cur
Appellate function in the tax compliance system. We are of
course faced with the limited resources of the judicial system in
disposing of contested cases. While some increase in the
productivity of the judicial system can be expected the total
number of cases being audited could quickly overwhelm the courts
but for our current settlement system.

GAO COMMENT 43: We believe that the report recognized
the importance of Appeals. We have further
acknowledged its importance throughout chapter 4.

Many areas of the law are turning to "alternate dispute
resolution" systems. For 60 years the Service has had a system
to dispose of cases without the need for litigation. The bulk of
our cases developed by the examination function have been
resolved to the satisfaction of the taxpayers by appeals officers
without the costs and delays surrounding the litigation process.
In other words if we did not have the Appeals function tcday we
would be forced to invent it. While we agree that there are ways
to improve the system we should not lose sight of the importance
of the Appeals function to tax compliance.

While we appreciate the aspiration that the tax law should be
clear enough that dispute resolution does not rely on the
negotiating skills of Service personnel we doubt that such a
system is achievable in the foreseeable future.

Finally, we think that it is unfortunate that the Joint Committee
on Taxation, whose Refund Counsel reviews a significant portion
of the IRS Appeals Large Cases that are closed each year, did not
participate in this CEP study.

GAQ COMMENT 44: IRS sald it was unfortunate that JOT
did not participate in our study. We agree. If JCT
had participated, as raquested, our work in Appeals
might have been expedited and refined, particularly on
the technical correctness of gettlements.
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