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Telephone Company: Audit lissues

Traxanle USE — Section 118

s Coordinated examiissue — lndusty: Directive
dated 476/2007

s IRS reguires that yeu demenstrate that all
USE revenues: have heen repertied as taxanle
Income




Telephone Company: Audit lissues

USE andl 85%:; liest

s IRS hasiinfermed us they plan to; ieview
whether USE sheuld he considered
NORMEMBPEr revenue for the 85% test

x FAMIF9111004




Telephone Company: Audit lissues

Stpsidiany: Revenues; and 85% liest

s IRS hasiinfermed us they plan to; ieview

WHELher the revenues: oif sulsidiaries should
9e Included as neNMEMBEr FEVERAUES N the
palient coeperative’s 65%) test

Rev. Rul. 2002-55




Telephone Company: Audit lissues

Patrenage: Allecation Issues: (for taxalle
COOpPErative)

n |RS required extensive decumentation; of
patrenage: allecatien andnetification Including
COpPIES| off notification ter members and a
detanedilist of all memiers; andl thel: allocated
AMEURLS o) PrGK Years




Telephone Company: Audit lissues

Depreciation Issues (for taxahle
COOpPErative)

s RS scrutinized asset additiens, dispesitions,
and deprecianie lives




Telephone Company: Audit lissues

Accumulated Earmnings: fiax

s Imposition off AETF on subsidiary: of a tax
ExXempi coeperative

s In theony,, AET should not apply as a matter;
off Iaw




Telephone Company: Audit lissues

Allecation off EXpenses Between
Coeperative Parent and liaxanle Subsidiany

» Reallecation off eXpenses frem suksidiany to
parent

x Examinatien off allocation methodelegy.

s Examination’ off decumentation for
INtercempany’ agreements; (Imanagement,
rent, etc.)




Other Audit Issues

Below! Market Rate Loans te Related
Parties

EINFASI = Uncertainty. i lnceme fiaxes




Other Audit Issues

@ther

s Veals/Entertainment
s [ravel costs
s Lange beok/tax timing differences




Conduct of an IRS Audit

Selection of Returns; for Auadit

s High DIE scere (Discriminant Inaventony
Classification system)

s Information firom third parties —niermant tips

s |RS screening of certain returns (based on
type: off retuin and total Inceme: reported)

x Other methods




Conduct of an IRS Audit

Vpes off Examinations

x Office correspondence — handied: entirely: by
mall; not cemplex

s IRS office interview — usually limitead te: small
Inaividual tax retuims

s Field examination — takes place at taxpayers
office




Conduct of an IRS Audit

Process of an RS Audit

s IAitial contact
Phene: call frami IRS agent
Wiritten| netification off audiit




Conduct of an IRS Audit

Process ofi an RS Audit (cont)

x Iniermation; gathernng

Review! the list ofi reguested decuments with' the
agent by phene pror tol the: office visit

Negotiate with the agent the level efi detail to e
provided

Assemble thersource documents




Conduct of an IRS Audit

Process ofi an RS Audit (cont)
a Site; VISIt

IAntral Interview

Tour facilities
a DecUment review

x ISsue identification), nNegoetiatien, and
reselution




Conduct of an IRS Audit

Possiple: OULCOmMES
= Noichange

s Agreed changes — pay: the assessed tax or
feceive the agreed refund




Conduct of an IRS Audit

Poessible Outcomes (cont)

s Unagreed chianges
Receive a 30-day. letter
AQree — pay. tax
Disagree — file appeal withrappeals division

Do NELRING = recelve 90rday. letter — “notice ofi
deficiency”




Conduct of an IRS Audit

Appeals Process
s [.ast stop fier administrative: reselutien

s Appeals officer Isiemployed by IRS, bt
charged withrapplying)a hazaies ofi ligation:
standard When Settling Cases With' a texpay/er;

s Generally, the result Isia negotiated
settiement as a percentage off the propesead
deficiency.




Conduct of an IRS Audit

Practicall SUggestiens

s Limit exposure of taxpayer to IRS agent
s BE nice to the examining agent

s AVold personall attacks; on the agent

= Do not lie

= Act dumb




Conduct of an IRS Audit

Practical Sugagestiens (cont)
x Keeprnoetes onlall'agent: calls 01F Contacts
s flalkwith theragent

x Be cautious extending the statute: of
imitations

s Always: calculate the dollar elfect off ISSUes
and CeNEEssIons




Conduct of an IRS Audit

Practical Sugagestiens (cont)

x Preparation) fier the auadit
Kinow! thenweak: spoets

iHave all reguested recerds; readily availanierand 1n
0e0d erder

= Do/ not Invest time. In. Issues the agent has
fixated upen

a [freasure the unmoetivatead agent




The End
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