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IRS Individual Audit Levels Are IRS Individual Audit Levels Are 
Way UPWay UP

•• For fiscal year 2006 total 1040 audits up For fiscal year 2006 total 1040 audits up 
6%6%

•• Field audits up 23%Field audits up 23%
•• Audits of individuals with income over Audits of individuals with income over 

$100,000 up 18% (2$100,000 up 18% (2--1/2 times 2001 level)1/2 times 2001 level)
•• Audits of individuals with income over Audits of individuals with income over 

$1,000,000 up 33% (1 in 16 were $1,000,000 up 33% (1 in 16 were 
examined)examined)



Business ReturnsBusiness Returns

•• For fiscal year 2006 1120S audits up 34%For fiscal year 2006 1120S audits up 34%
•• Partnership Returns (1065s) up 15%Partnership Returns (1065s) up 15%
•• Small corporations (1120) audit level was Small corporations (1120) audit level was 

unchanged in fiscal year 2006unchanged in fiscal year 2006
•• Large corporations (1120s with assets Large corporations (1120s with assets 

over $10,000) dipped slightly in fiscal year over $10,000) dipped slightly in fiscal year 
20062006



Exempt OrganizationsExempt Organizations

•• For fiscal year 2006 audits increasing 43%For fiscal year 2006 audits increasing 43%



Transfer TaxesTransfer Taxes

•• Estate tax returns Estate tax returns –– for large 706for large 706’’s fiscal s fiscal 
year 2006 audits dropped by 17%year 2006 audits dropped by 17%

•• Gift tax returns Gift tax returns –– fiscal year 2006 audits fiscal year 2006 audits 
dropped by 5%dropped by 5%

•• Issues:Issues:
•• Valuation of minority equity interest in closelyValuation of minority equity interest in closely--

held entities (example held entities (example –– FLPs)FLPs)
•• GRATsGRATs
•• Schedule J expensesSchedule J expenses



Collection ActivityCollection Activity

•• For fiscal year 2006For fiscal year 2006
•• Levies up 36% (3.74 million)Levies up 36% (3.74 million)
•• Liens up 20% (630,000)Liens up 20% (630,000)



IRS Budget IncreasesIRS Budget Increases

Fiscal year 2008 Fiscal year 2008 –– the President is the President is 
proposing a 6.3% overall Budget Increaseproposing a 6.3% overall Budget Increase

Big increases in:Big increases in:
Enforcement ($440 million increase)Enforcement ($440 million increase)
Information servicesInformation services
Business systems modernizationBusiness systems modernization



Whistleblower StatuteWhistleblower Statute

•• Section 7623(b) creates the first true tax Section 7623(b) creates the first true tax 
whistleblower statute:whistleblower statute:

•• Reward is between 15% and 30% of total Reward is between 15% and 30% of total 
amount collectedamount collected

•• Can be reduced to 10% for Can be reduced to 10% for ““less substantial less substantial 
contributioncontribution””

•• Applies to civil and criminal casesApplies to civil and criminal cases
•• Effective date December 20, 2006Effective date December 20, 2006



Simultaneous Criminal and Civil Simultaneous Criminal and Civil 
ExaminationsExaminations



Burden of Proof ShiftBurden of Proof Shift

•• Section 7491 allows the burden of proof to Section 7491 allows the burden of proof to 
shift to the government if:shift to the government if:

•• Taxpayer produces Taxpayer produces ““credible evidencecredible evidence””
•• Taxpayer has complied with any Taxpayer has complied with any 

substantiation requirement, andsubstantiation requirement, and
•• Taxpayer has cooperated with reasonable Taxpayer has cooperated with reasonable 

requests during auditrequests during audit
•• Limitation:  Does not apply to high net Limitation:  Does not apply to high net 

worth/high income taxpayerworth/high income taxpayer



Individual Audit TargetsIndividual Audit Targets

•• Section 1031 exchangesSection 1031 exchanges
•• Section 183 hobby losses (Section 469 Section 183 hobby losses (Section 469 

passive activity rules)passive activity rules)
•• Listed transactionsListed transactions
•• Executive compensationExecutive compensation
•• Unreported income (the Unreported income (the ““tax gaptax gap””))










