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Overview

* Context: What is Really Going On?

e LB&I Reorganization

14 ° Issue Focused Examination Program

[7F « Next Steps And Outstanding Questions
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LB&I Reorganization In Context

* Some Recent IRS History:

— Modified IDR procedures effective March 2014 (LB&l
Directive, Feb. 28, 2014)

— Appeals Judicial Approach & Culture - Phase Il (July 2, 2014)

— Informal Claims Within 30 Days (Sept. 2014)
— IRS [Draft] Pub. No. 5125 (Released Oct. 2014)
— Centralized Risk Assessment Pilot Program (Ongoing?)
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Current IRS Challenges

* Funding
— Over S1B In Budget Cuts Since 2010
AF — Training Cut From $172M (2010) To $S22M (2013)
* Staffing: Retirements Threaten Brain Drain
— 50% of LB&I Executives In ‘Acting’ Capacity

— LB&I Agents Down
— Appeals Down

_ . Falling Audit Coverage
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IRS Budget

FIGURE 1.

IRS Funding History, FY2002-2015
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GAO

Funding Trends:IRS’s Appropriations Have Declined to
Below Fiscal Year 2009 Levels
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FIGURE 3.

Number of Full-Time Equivalents, FY2001-2014
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IRS Staffing
Changes in IRS Workforce 2001-2014
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Performance Trends: Return Examination and Collection

Coverage Measures Show Decline
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LB&I Organization Chart

LB&I| Pre-Reorganization

+ Elizabeth Wagner, Sr. Advisor to LB&I Commissioner
* Nick Gaudioso, Executive Assistant (Commissioner)

LB&I Commissioner

Douglas O’Donnell

* Brenda Jackson, Executive Assistant, (C

+ Janice Larkin, Executive Assistant (Commissioner)
* Robert Aug, Executive Assistant (Operations) (A)

+ Imelda Deniz-Vasquez, Executive Assistant (Technical) (A)
+ Lillle Willlams, Executive Assistant (Operations)(Int) (A)

+ Steve Martin, Executive Assistant (Technical) (Int'l)(A)

+ Donna Helm, Executive Assistant (Operations) (HMP) (A)

+ Kevin Schlatmann, Executive Assistant (Technical) (HMP)

+ Amy Liberator, Executive Assistant , (Technical) (PFTG)

* Sanaa Taylor, Executive Assistant, (Operations) (PFTG)(A)

+ Neena Rane , Executive Assistant, (Technical) (NRC)

+ Deborah Patel, Executive Assistant (Shared Support)

+ Cathie Schied, Executive Assistant, (M&F)

+ Christopher Johnson, Executive Assistant, (PAIR)

+ Valerle Addison, Executive Assistant, (BSP)

+ Antoine Shabazz, Executive Assistant, (Technical) (CTM) (A)
+ Mark Nyman, Executive Assistant, (Operations) (CTM) (A)

+ Dwight Redigo Phllips, Executive Assistant (GHW) (A)

+ Cathy J. Vaughn, Executive Assistant, (Operations) (RFTH)
+ Diane R. Wright, Executive Assistant, (Technical) (RFTH)(A)
+ Stella Kui, Executive Assistant, (Operations) (FS)

Deborah Executive Assistant, (Technical), (FS)

|

Deputy Commissioner (Domestic)

Deputy Commissioner (International)

Shared Support

Pre-Filing & Technical Guidance

Natural Resources
& Construction

Kathy Robbins, Dir.

Khin Chow, DFO W (A)
Daniel LaFortune, DFO E (A)
Stephen Whiteaker, DFO Eng,

Retailers, Food,
Transportation &

Healthcare

Kimberly Edwards, Dir. (A)
Carol T. Brown, DFO E (A)
Pete Puzakulics, DFO W (A)

Brian Calhoun, DFO CAS (A)

Sergio Arellano (A) Dave Horton (A) Susan Latham, Dir. Tina Meaux, Dir.
Communications, |cheryi claybough, Dir. Assistapt I_)eputy Business Systems
— Teohh::‘;qu & S IO (&)) - %ortnmlsslonel; Theodore Setzer (3) 7 Planning Dean Wilkerson, Dir. H Deputy Director | Pam Drenthe (a)
ia - nternationa
i Sharon Porter, Dir. (A)
Financial Rosemary Sereti, Dir. Intemational S e, oF0 € Management &
Seriices Johanna McGeady, DFO Fin Prod | [ Business Margie Maxwell, DFO W (A) Eicance Keith Walker, Dir.
Barbara L. Harris, DFO NY Compliance _ [!¥am Hoimes, o ioW rDeputy Director| o, pa;
International Planning, Analysis,
—|Global High Wealth|Cheryl Claybough, Dir. () | | e Cathy Jones, Dir. (A) : ’
' Individual | cisiorq ‘scherwinski, DFO () | i=ioPher Lavsen, Dir. Assistant Dep - -
Compliance Research 4 Ditactor Ingrid Mathis
Heavy Lavena Williams, Dir. (&) i
— Manufacturing |Dennis Figg, DFO NE () Transfer Prici Equity, Dwgrsuy < Rona Evans, Dir.
& Pharmaceutical |Donald Sniezek, DFO SE (4) | | [ranster Pricing |David Varley, Dir. (a) Inclusion
Operations Hareesh Dhawale, Dir., APMA

Division Planning,
Oversight
Reporting & Liaison

Michael Boccarossa, Dir.

(A) =Acting

Rev. September 8, 2015
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LB&I Reorganization

LB&
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LB&I Reorganization

* Four Pillars of Reorganization
— Flexible, Better Trained Workforce
— Data Analytics Identify Non-Compliance Areas

& — Tailored Treatment Of Issues
’_-v_xm — Integrated Feedback Loops Improve Processes
o
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LB&I Reorganization

* Changes to LB&I Organization Chart Create “One LB&I”

— International/Domestic Deputy Commissioners Merge

— Two Assistant Deputy Commissioners: International, and
Compliance Integration

12
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Strategically identify and
prioritize areas of
Using the AGILE model... compliance risk to more
effectively address
ayer compliance.

ADAPT
=AECUTE Continually gather,

Execute work with assess, and

dvnamic tools incorporate feedback
y i to enhance operations

enhanced training, a and improve taxpayer

robust support compliance.

infrastructure, and

timely feedback

mechanisms.

Decide what work is performed,
who performs it, and what

support is needed, based on
areas of compliance risk. PLAN

Source: LB&I Presentation to ABA
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LB&I Reorganization

* Practice Groups
— Build On Knowledge Management, Fold in IPNs/IPGs
— Develop Practice Units
— Example — Transfer Pricing Practice

e 5 Substantive Groups:

— Passthrough Entities; Enterprise Activities; Cross-Border Activities;
Withholding & International Individual Compliance; and Treaty
and Transfer Pricing Operations

4 Geographic Groups:

— Western (Oakland); Central (Houston); Eastern (Downers Grove);
and Northeastern (New York)

14
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LB&I’s Substantive Practice Groups

Director
Pass Through Entities
PA

Deputy Director
Pass Through
Entities

Promoter
Program

Source: LB&I Presentation to
ABA (9/18/15)
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Director
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LB&I Geographic Practice Groups

Engineers

East
DFO-SE | pize2 V28] DFO-MA

DFO-W DEO=SW

Source: LB&I Presentation to ABA 16
(9/18/15)
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Issue Focused Exam Process

Eliminate Coordinated Industry Case (CIC) Program

— Audit Issues Rather Than Returns, But . ..
e Largest Taxpayers Still Have Continuous Audits
e Examiners May Still Identify Their Own Issues

Centralization Of Issue Selection
— Governance Board Decides Issues To Address, And How
— Issues Pre-ldentified For Examiners

 Campaign Approach:

— Identify Areas Of Greatest Non-Compliance

— Deploy Resources To That Area

— Transparent To Taxpayers
— Examples: Offshore Disclosure, Tax Shelters

17
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Issue Focused Exam Process

e Resolve Issues At Lowest Level
— Exam To Seek Taxpayer Agreement On Facts Before NOPA
— Exam Team Must Consider Fast Track Settlement

* Intersections With Earlier Directives

— |IDR Directive - Reach Agreed Facts
— AJAC - No New Issues/Facts, Or Reopening Issues, At Appeals
— Informal claims Within 30 Days With Full Factual/Legal Support

* New Rules Of Engagement (Coming Soon)

— Taxpayer Concerns Routed To Issue Experts?

18
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Issue Focused Exam Process

* Impact For Exam Team
— Allocation Of Authority To Field
— Pre-Audit Issue Selection
— “Just-In-Time Training”
— Track/Deploy Examiners Based On Knowledge, Abilities
— Resources Spent On IRS Issues Rather Than Claims

* Impact For Taxpayers
— Rev. Proc. 94-69 Disclosures
— Issue Teams Cycle On/Off Exam
— Coordination Among Issue Teams
— Rules of Engagement
— Reduced Ability To Negotiate Global Settlements?

19
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Risk Assessment: How Will Exam Find
The Issues To Audit?

* Roles Of Issue Teams/Governance Board?
&%= * Role of PAIR?

— Leveraging Taxpayer Disclosures (e.g., Schedule
UTP)

— Other “Data Analytics”?

[T® « Lists of “Hot Issues” (Tiered Issues Redux?)

20
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Next Steps/Outstanding Questions

* Keeping Case Management/Discretion At Field Level?

.4 * Rev. Proc. 94-69 Disclosures
v‘ * Impact On Settlement Negotiations?
4 4 « Rules of Engagement?

‘A d - Impact on CAP?

21
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Questions / Comments ...
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