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The new IRS approach to 
international issues

On October 13, 2011, Walter Harris 

(Industry Director for LB&Is Financial 

Services industry) stated at a TEI\IRS 

joint seminar that, "the IRS Large 

Business and International Division is 

moving away from the much-criticized 

tiering system." 

Instead, the IRS will focus on 

domestic and international issues by 

creating a new concept known as 

"Issue Practice Groups," which will 

strive to handle issues on a national 

basis using expert resources.  The 

effort will include: 

1. The deployment and allocation of 

subject matter experts, technical 

advisors, and various levels of IRS 

Counsel personnel. 

2. These efforts will impact: 

a. Training 

b. Networking within the IRS 

c. Management of data on 

issues, and 

d. How the IRS measures their 

success in an issue area. 

What will happen to 
the IRS tiering of issues 
approach to 
examination? 

LMSB (now LB&I) adopted the Issue 

Tiering strategy in 2006 to ensure that 

high-risk compliance issues were 

addressed in a consistent fashion.  The 

IRS website explains that "Issue 

Tiering provides LB&I a consistent 

framework for identifying, 

prioritizing, and addressing significant 

compliance risks in a nationally 

coordinated manner." 

Compliance issues are identified in the 

course of audits by Revenue Agents, as 

well as through examinations of 
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Schedule M-3s, and other sources. 

Industry Directors, working with their 

industry issue coordinators, evaluate 

the compliance issues identified in the 

Field and elevate those deemed most 

significant as potential Tier I, II, or III 

issues. 

The IRS classified issues in one of 

three categories:  

 Tier I - High Strategic 

Importance. Tier I issues are of 

high strategic importance to LB&I 

and have significant impact on 

one or more Industries. Tier I 

issues could include areas 

involving a large number of 

taxpayers, significant dollar risk, 

substantial compliance risk, or 

high visibility, where there are 

established legal positions and/or 

LB&I direction. 

 

 Tier II - Significant 

Compliance Risk. Tier II issues 

reflect areas of potential high non-

compliance and/or significant 

compliance risk to LB&I or an 

Industry. Tier II includes 

emerging issues, where the law is 

fairly well established, but there is 

a need for further development, 

clarification, direction, and 

guidance on LB&I’s position. 

 

 Tier III - Industry Risk. Tier 

III issues are those issues that 

represent the highest compliance 

risk for a particular industry and 

which require unique treatment 

for an industry. 

PwC observation: 
The tiered issue system has drawn 

some criticism from taxpayers because 

they felt that it deprived their local 

audit teams of the authority to resolve 

certain matters.  Rather, the audit 

teams relied heavily upon Issue 

Management Teams that treated all 

cases in a similar fashion despite 

differing factual scenarios. 

The new strategy on 
international issues 
It is now clear that the IRS plans to 

sunset the Tiering system for an "Issue 

Practice Group" approach to an issue.  

The IRS will take this approach for 

both domestic and international 

issues. 

This article will address the 

international side of this new 

approach to coordinating issues.  The 

IRS is planning for experts from 

around the country to deal with issues 

at the local level.  The International 

Issue coordination is divided into four 

categories: 

1. International Business 

Compliance Inbound 

2. International Business

 Compliance Outbound 

3. International Individual

 Compliance Inbound 

4. International Individual

 Compliance Outbound 
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The IRS International Program has identified several key issues in each of the four 

categories listed above. In order to fully understand what issues are important to the 

IRS International program see the chart below: 
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If we look at the layers of the chart 

above, you will see what issues the IRS 

will focus in on in the next several 

years.   The first layer of the chart 

entitled "IBC Inbound," International 

Business Compliance with inbound 

issues illustrated this point as follows: 

1. Inbound Shifting - this 

would include most Section 

482 transfer pricing issues.  

The IRS has previously 

announced this was a key 

focus area, and recently 

created the Office of the 

Director of Transfer Pricing 

Operations. 

2. Inbound Financing - the 

IRS has been carefully 

scrutinizing all inter-company 

loans and interest expense on 

U.S. tax returns.  The IRS 

believes this is something 

examiners should focus on in 

all inbound cases.   We have 

seen a sharp increase in audit 

activity in this area. 

3. Repatriation\ 

Withholding - these issues 

were Tier I issues and will 

now become audit areas for 

the Issue Practice Groups. 

PwC observation 
PwC believes it is important that 

clients and taxpayers are familiar with 

this shift in IRS strategy.  It is also 

extremely important to keep good 

communications with the local audit 

team to determine if there are other 

specialists or Counsel personnel 

assigned to your case. 

The second layer of the business 

section of the chart entitled "IBC 

Outbound," International Business 

Compliance with Outbound issues. 

There are four key issue areas that the 

IRS will be focusing on: 

1. Outbound Shifting - this 

would include most Section 

482 transfer pricing issues.  

The IRS has previously 

announced this was a key 

focus area, and recently 

created the Office of the 

Director of Transfer Pricing 

Operations. 

2. Deferral Planning - The 

U.S. has a series of anti-

deferral rules that apply to 

U.S. owners of controlled 

foreign corporations (CFCs), 

passive foreign investment 

companies (PFICs) and other 

types of entities that require 

U.S. owners to include certain 

types of income (e.g., Subpart 

F income) of foreign 

companies in their U.S. 

taxable income on an annual 

basis, regardless of whether 

such income is repatriated to 

the U.S. owners as dividends. 

3. FTC Management - The IRS 

has taken an interest in 

strategies to both increase 

gross foreign source income 

and reduce the allocation of 

deductions against foreign 

source income, which, in both 

cases, can allow a company to 

utilize more FTCs. 

4. Repatriation - The IRS is 

also interested in issues 

involving the use of aggressive 

planning techniques to 

minimize the incremental U.S. 

tax cost of repatriating 

earnings as well as 

minimizing foreign tax costs 

(e.g., withholding taxes) that 

could arise. 
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PwC observation 
Future examinations of issues will 

likely follow the model outlined above.  

Taxpayers will find more specialists 

assigned to an issue.  If close 

communications are not maintained 

with the local audit team, this new 

process could dramatically expand the 

time line on an issue and increase 

client burden.  Throughout the course 

of the audit, valuable taxpayer 

resources could be consumed by 

extensive taxpayer interviews and 

responding to expansive IRS requests 

for information.   Taxpayers who may 

be impacted should begin to develop 

strategies for managing the review of 

international issues.

For more information on this article and its impact, please 
contact: 

Kevin Brown  (202) 346-5051  kevin.brown@us.pwc.com 

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

Joseph Cesaro (646) 471-1728      joseph.cesaro@us.pwc.com 

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