
How To Prepare
For An IRS Audit
Proper records
and legitimate tax
planning can save
big tax dollars and
give fearless attitude

Franklin Delano Roosevelt said
it—“. . . the only thing we have to
fear is fear itself.” Most tax return
examinations start with a letter to
the taxpayer from the IRS or by a
direct phone call from the examin-
ing agent. Instantly, the average
businessman is paralyzed with fear.

Is this fear justified? Sometimes,
yes. . . and sometimes, no. Experi-
ence has taught me that a tax return
prepared with the knowledge that a
call from the IRS can bring trouble,
usually does. . . . and the trouble is
seldom worth the anticipated tax
savings.

Chances of Audit
This is the time of year when most

businesses have just filed or are
about to file a tax return. What are
the chances of that return being
audited? Corporations are examin-
ed based on assets. The higher your
assets, the greater your chances of
being examined. The fol lowing
schedule shows the probability of
your hosting an examining IRS
agent:

Corporate
Assets

Percent of
Returns Examined

Under $100,000 4%
S100,000 under $1 M 12
$1 M under $10 M 40
$10 M under $100 M 50
$100 M and over 75

Your chances of an audit are
enhanced by showing a low gross
profit for your industry, high of-
ficers’ salaries, high bad debt deduc-
tions or similar expenses that are out
of line with your company’s sales
and income.

All IRS agents do not reserve the
same fear level. There’s confusion
over the different types of Internal
Revenue Service agents that exist
and their function. You should re-
cognize that the agent, no matter
what his purpose, is just doing his
job. However, while doing this job,
he is in a position to useup your
time, your professional’s time and
assess additional taxes.
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Types of IRS Agents
Essentially, there are three types

of agents:
• Internal Revenue Agents — This

is the most common type of IRS re-
presentative. His job is to audit
either your personal return, your
business return or both.

• Revenue Officer — This type of
IRS representative will usually do
no more than ask you to visibly dis-
play your income tax returns, pay-
roll tax returns and excise tax re-
turns. He will not conduct an audit.

• Special Agents — These repre-
sentatives are from the Intelligence
Division of the District Director’s
Office. They are responsible for
conducting criminal investigations.
Simply put, they are cops. Their job
is to put you in jail. They usually
travel in pairs.

More important than the types of
I R S  r e p r e s e n t a t i v e s  i s  t o  r e -
member—(l )  i f  you have done
nothing wrong, you have nothing to
fear, (2) do not give any IRS repre-
sentative any information but (3)
call your professional advisor and
follow his suggestions to the letter.

In the meantime, conduct your-
self towards the IRS representative
in a cordial and friendly manner.
Quite often business people antag-
onize an agent, then must spend a
lot of time and money defending
themselves; not because they really
had a tax problem but because the
agent  jus t  wanted to  “hang in
there” until he found something to
“pin” on the antagonistic taxpayer.

The IRS has issued rigid guide-
lines prohibiting their agents from
accepting anything of value while
examining a taxpayer’s return. The
agent cannot even accept an invita-
tion to join you for lunch unless
there is no public dining facilities
readily available. The message is
clear. “Don’t offer anything of
value to an agent.” Well, maybe a
soft drink or a cup of coffee is okay.
But don’t stretch it.
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Usually the agent will work at the
taxpayer’s place of business. Have
your professional tax advisor con-
tact the agent. Yes, your people can
work with the agent, but limit the
number of such people and have
your advisor spell out their duties
before the agent arrives. Let your
professional quarterback the entire
examination.

One warning—NEVER! but nev-
er make a false statement to an
agent during an audit. It is not only
a criminal offense, punishable by
imprisonment, but seldom will your
false utterances save you money.
Changing corporate minutes, docu-
ments or dates is the same as making
a false statement.

Preparing For Tax Exam
The time to prepare for a tax ex-

amination is long before the agent
shows up. Preparation means pro-
per records and the right tax plan-
ning moves. The record part is easy.
It is purely mechanical. The goal is
to save tax dollars without getting
clobbered by the IRS. That takes
planning. The planning thrusts may
be simple or boggle the mind be-
cause of complexity. Why not start
planning now to save tax dollars
next year? Consider such taxsaving
devices as LIFO (last-in, first-out)
inventory, (See Construction Di-
mensions, April, 1981), defined
benefit pension plans, component
depreciation for real estate, use of
multiple corporations . . . ah, the list
could go on and on. Stripping the
government of tax dollars with legit-
imate tax-saving devices will not
prevent you f rom get t ing the
coveted “no change report” (that
means the IRS accepts your tax re-
turn as filed) from the examining
agent.

If your records are properly kept,
legitimate tax planning will not only
save you big tax dollars, but will as-
sure you of a fearless devil-may-care
attitude the next time an IRS agent
calls.

. . . and good luck.

Irving L. Blackman, C.P.A., is one
of the nation’s leading tax authorities
and a frequent contributor to CON-
STRUCTION DIMENSIONS. He
is senior tax partner of the Chicago
account ing f i rm of  Blackman,
Kallick & Company, Ltd.
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