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IRS using computer audit 
specialists on managed fund 
audits and global high wealth 
industry audits 

 

The IRS is targeting hedge funds, 
private equity firms, real estate funds 
and venture capital funds (collectively, 
"Managed Funds"), as well as the 
global high wealth industry ("GHWI"), 
as prime candidates for audits.  A 
GHWI audit includes not only the 
wealthy individual taxpayer's personal 
return, but the IRS expands the audit 
to include many of the businesses the 
individual has an ownership/financial 
interest in as well.   

Central to this initiative are the 
increasingly specialized and dedicated 
teams the IRS is allocating to these 
audits which often include IRS 
counsel, domestic examiners, financial 
product specialists, technical advisors, 
international examiners, partnership 
specialists and, most significantly as of 

late, the computer audit specialist ( 
"CAS").  The CAS is first and foremost 
a revenue agent who specializes in the 
use of computers to conduct the 
examination, and to assist the IRS 
team coordinator in planning the 
depth and scope of the examination.   

In order to effectively manage a CAS 
audit, Managed Funds should begin 
preparing now by engaging a 
sophisticated advisor experienced in 
working effectively with the CAS 
during the audit.   

The role of the CAS 
The CAS specializes in both complex 
computerized accounting systems and 
statistical sampling techniques.   
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The CAS is responsible for collecting 
computer records from and becoming 
familiar with the financial accounting 
processes regarding electronic data 
(i.e., available files, accounting code 
translations, summarization of detailed 
information, etc.) of the entity under 
audit for the applicable tax years.  To 
this end, the CAS performs a number of 
tasks including (i) analyzing complex 
computerized accounting systems; (ii) 
determining the most effective method 
to provide audit data required by 
examiners; (iii) performing computer 
analyses of large volumes of data; (iv) 
assessing the availability of and 
retrieving automated records relevant 
to the examination; (v) designing 
applications using both standard and 
custom computer programs; (vi) 
searching for creative and innovative 
ways to use computer assisted auditing 
techniques; and (vii) reconciling the 
electronic files to the books and 
returns.    

CAS information 
document requests 
The CAS is actively participating and 
assisting in the Managed Fund and 
GHWI examinations. The CAS will 
issue information document requests 
("IDRs") seeking electronic records 
relevant to the returns for the years 
under exam.  This will include some or 
all of the taxpayer's records relevant to 
the general ledger data, the taxpayer's 
accounts payable data, transactional 
trading records, and payroll data.  In 
addition, the CAS may request record 
layouts, mapping files, data file 
documentation, flow charts, accounting 
listings and coding, etc.  These requests 
serve a specific purpose in a GHWI 
audit, which is to provide to the 
examiner all of the transactions which 
tie back to the individual at the center 
of the audit.  

The following are examples of the 
categories and types of requests that 
CAS have recently issued relevant to 

taxpayers' electronic records.  These 
questions are from on-going IRS audits. 

Electronic Books and Records 
Requested by the CAS 
 

General Ledger. The IRS has requested 
original source general ledger detail in 
machine sensible records.  The IRS 
usually crafts this IDR similar to the 
language below: 

"Please provide the general ledger 
which should include, but is not limited 
by, the following fields of information 
included within each file (where such 
specified fields are applicable and 
where they are part of the original 
source data). 

General Ledger Detail File/Chart of 
Accounts 

 Account Number and Account 
Name 

 Date of Transaction 

 Amount 

 Description of Transaction 

 Journal Entry Number (i.e., Batch 
Number, Transaction Number, 
etc.) 

 Beginning Balances 

 Vendor Number and Name (if 
applicable) 

 Invoice Number and Date (if 
applicable) 

 Check Number and Date (if 
applicable)." 

 
Accounts Payable.  The IRS has asked 
for detailed original accounts payable 
data in electronic format. The IDR 
usually reads similar to the following: 
 

"Please provide all detailed accounts 
payable files which should include, but 
are not limited by, the following fields 
of information included within each 
file (where such specified fields are 
applicable and where they are part of 
the original source data). Please 
provide the vendor master file if the 
vendor name and address are not on 
the accounts payable file.   
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 Account Number and Account Name 

 Date of Transaction 

 Amount 

 Description of Transaction 

 Vendor Number and Name  

 Invoice Number and Date (if 
applicable) 

 Check Number and Date (if 
applicable) 

 Voucher Number (if applicable) 

 Vendor Code (if applicable)." 
 

Vendor Master Electronic Files and 
Record Layouts.  The IRS has requested 
detailed original vendor master records 
in machine sensible format.  The 
request may be phrased as follows: 

"Please provide the vendor master 
machine sensible records for the 
applicable tax year.  Each of these files 
should include, but are not limited by, 
the following fields of information 
within each file, where such specified 
fields are applicable and where they 
are part of the original source data). 

 Vendor # 

 Vendor Street Address or Post 
Office Box 

 Vendor City 

 Vendor State 

 Vendor Zip 

 Vendor Country  

 Division # (if exists)   

 Cost Center # (if exists)  

 Department # (if exists) 

 Company # (if exists) 

 Subsidiary # (if exists) 

 Linking Field to G/L and/pr 
A/P Transaction Record(s). 

 

Please note that the IRS will also 
request meetings with certain of the 
taxpayer's non-tax personnel so that 
those persons can explain the 
taxpayer's computer records or data 
systems to the IRS.  See the language 
below from one request from a CAS: 

"We would like a presentation as to 
how the computer files in the general 
ledger tie to the financial statements 
and the tax returns for each of the 
entities listed above.  In this 
presentation, provide documents to 
trace the computer records to the tax 
return.  Also provide us access to 
knowledgeable personnel that can tie 
out the computer records and map 
them to the tax return. " 

PwC observation 
CAS are accustomed to reviewing 
general businesses, and CAS IDRs have 
been developed for businesses that do 
not have the fact patterns unique to 
Managed Funds.  Accordingly, 
Managed Funds are often challenged to 
help the CAS think differently about 
what electronic records exist or even 
should exist.  For instance, the CAS 
typically thinks in terms of 
departments, vendors, employees, 
receipts journals, etc., when planning 
the audit, and these items are largely 
not applicable to Managed Funds.  As 
such, securing an agreement with the 
CAS to accept the Managed Fund's 
electronic records is often difficult.  

As illustrated by the sample IDR 
questions presented in this article, CAS 
often seek information that is vastly 
different from information requested in 
traditional audits.  Furthermore, CAS' 
IDRs often require the taxpayer to 
present this information in a format 
with which the taxpayer may not be 
comfortable or familiar.  Many 
taxpayers do not have computer 
personnel on staff with the skills 
necessary to interpret and respond to 
CAS IDRs. 
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A common challenge taxpayers 
encounter when navigating a CAS audit 
of a Managed Fund is helping the CAS 
understand that the "official" books and 
records are maintained by the Managed 
Fund's administrator, and not by the 
Fund itself.   

While delegating the management of 
the books and records to the 
administrator is common practice 
among Managed Funds, CAS are by and 
large unaware that this is standard in 
the industry.   

   

For more information, please do not hesitate to contact:  

Tax Controversy and Dispute Resolution Team  

Barry Shott  (646) 471-1288  barry.shott@us.pwc.com 

Lou Carlow  (213) 356-6319  louis.e.carlow@us.pwc.com 

Anthony Russo (646) 471-5989  anthony.russo@us.pwc.com 

Stan Locke  (203) 539-2568  stanley.p.locke@us.pwc.com 

Shelly Boehler (646) 471-4019  shelly.n.boehler@us.pwc.com 

 

National Economics and Statistics Team- CAS Services 

Linden Smith  (202) 414-4687  linden.c.smith@us.pwc.com 

Clayton "Mike"   (408) 817-5007  mike.carlson@us.pwc.com 
Carlson 
 

 
Asset Management Team 
 
Will Taggart  (646) 471-2780  william.taggart@us.pwc.com 

Allison Rosier (646) 471-5511  allison.rosier@us.pwc.com 

Mike O'Neill  (646) 571-5556  michael.j.oneill@us.pwc.com 
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