OFFICE OF TREASURY INSPECTOR GENERAL 

FOR TAX ADMINISTRATION

DATE: April 1, 2004


CHAPTER 300 - AUDITING

(300)-50
Strategic Planning Process

50.1   Overview. 
The primary purpose of the Office of Audit’s (OA) strategic planning process is to systematically establish audit priorities, identify, and select audits consistent with those priorities and to allocate the staff resources necessary to conduct the selected audits.  The success of the audit planning process enables the Treasury Inspector General for Tax Administration (TIGTA) to provide the Secretary of the Treasury, Internal Revenue Service (IRS) executives, and other interested stakeholders with independent, useful, timely, and relevant information to significantly improve the effectiveness, efficiency, and integrity of tax administration.

Planning can be addressed at both macro and micro levels.  Macro planning is executed through the strategic planning process and is designed to identify and prioritize workload for the organization by applying risk factors to key auditable areas.  Micro planning is tied to planning an individual audit and includes all efforts employed to prepare auditors for conducting quality fieldwork.  This section concentrates on the OA’s macro planning process.  A guide to assist in micro-level planning on an individual audit is provided in Exhibit (300)-60.1.

This section provides examples of how the strategic planning process may be conducted.  The Assistant Inspectors General for Audit (AIGA) are responsible for designing a strategic planning process for their respective program areas.

50.2   Strategic Planning Responsibilities. 
Responsibility for the success of the strategic planning process rests at all levels within the OA organization.  All levels of management are responsible for communicating the emphasis areas to the organization and to the appropriate IRS executive.  

The Deputy Inspector General for Audit (DIGA) oversees the OA planning process, approves the Annual Plan, and coordinates any necessary coverage that crosses program lines.  


Each AIGA oversees the strategic planning process for his or her program area.  The AIGAs and their staff formulate the audit program by identifying emphasis areas and individual audits in critical tax administration areas as well as work related to identifying waste, fraud, and abuse and evaluating internal control systems.  The AIGAs also serve as executives for each emphasis area.  These executives should ensure timely, frequent, and open communications with IRS executives throughout the audit.

50.3   Determining Audit Coverage. 
50.3.1   Annual Audit Plan.   The Annual Audit Plan describes the OA audit responsibilities, audit focus, and audit direction for the fiscal year.  The information provided includes the areas to be audited, why these areas are important, and the expected accomplishments from these audits.  The Annual Audit Plan begins with independent risk assessments by each of the AIGAs that are designed to prioritize areas based on the greatest risks to the IRS.   

The annual allocation of staff resources is a significant decision in the audit planning process.  It reflects the priority of our planned audit strategies and establishes the overall direction of our audit effort with respect to the IRS’ major functions and program areas.  The annual allocation of staff resources is based upon information obtained from the Inspector General for Audit Management Information System (IGAMIS).  

Audits included in the annual audit plan are designed to achieve the following outcomes: 

· Increased Revenue/Revenue Protection.

· Cost Savings (Questioned Costs/Recommendations That Funds Be Put to Better Use).

· Taxpayer Rights and Entitlements.

· Reduction of Burden on Taxpayers.

· Taxpayer Privacy and Security.

· Protection of Resources

· Inefficient Use of Resources

· Reliability of Information.

Each AIGA prepares his or her portion of the plan based upon the risk assessment process and staff days available.  


The Office of Management and Policy (OMP) combines the AIGA plans into one OA Annual Plan.

50.3.2   Universe of Potentially Auditable Areas.   Each AIGA and his or her staff will identify the core processes that pertain to his or her program area. 

Audit coverage priority is determined for each AIGA’s program by assessing the risks associated with the potential audit universe that apply to that program.  Consideration is given to:

· High-risk and critical areas, such as programs involving large dollar amounts.

· Relative importance of auditable areas to the accomplishment of IRS goals and initiatives.

· Statutory and regulatory requirements.

· Specific requests for audit coverage.  

· Adequacy of internal control systems, as determined by management reviews and assessments.

· New or changed conditions and sensitivity of organizations, programs, activities, and functions.

· Timeliness, reli​ability, and scope of reviews performed by external oversight functions, such as the General Accounting Office (GAO).

· Prior audit experience with IRS functions.

50.3.3   Requests for Audit Coverage.   Audits may be requested at any time by the IRS Oversight Board, the Congress or the IRS Commissioner.  All requests will be received by the TIGTA and forwarded to the DIGA for evaluation.  The DIGA will assign to the appropriate AIGA, who will initially evaluate all requests to determine whether: 

· The reason and purpose are clear.

· The issue or concern is already being addressed in another review. 

· An audit is the best approach or whether a more limited inquiry may satisfy the request. 

In most instances, requests from the Congress, the IRS Oversight Board, or the IRS Commissioner will take precedence over planned or on-going discretionary reviews.  Therefore, after the AIGA’s initial evaluation of these requests, they will be immediately assigned to an audit staff for review.    

50.3.4   Acknowledging Requests for Audit Coverage.   The DIGA will prepare a memorandum for the TIGTA’s signature acknowledging all requests for audit coverage and indicating which office has received the assignment.  

Based on the assignment, the appropriate Director may schedule a meeting with appropriate IRS personnel to discuss the request and/or planned audit approach.  These meetings should be arranged through the Director, Office of Legislative Affairs.  

In some instances, a decision may be made to defer or decline a request for audit coverage.  In these instances, the acknowledgement will explain why a review will not be performed at this time.  Audit requests that are deferred or declined may be reconsidered as part of the annual audit planning process.    

50.4   Macro Risk Assessment Process. 

A risk assessment is a systematic process for assessing and integrating professional judgments about probable conditions or events that may warrant audit coverage.  Macro risk assessments are executed through the strategic planning process. This process is designed to identify and prioritize workload for the organization by applying risk factors to key auditable areas. 

Inherent risks are that the IRS is not: 

· Protecting taxpayer rights.

· Ensuring taxpayer privacy.

· Reducing taxpayer burden.

Each AIGA and his or her staff will use a macro risk assessment process to identify the broad audit emphasis areas and other discretionary work including the identification of waste, fraud, and abuse and internal control systems.


Each AIGA will begin the risk assessment process by identifying those core processes that apply to his or her program. 

50.4.1   Key Factors to Be Considered in a Macro Risk Assessment.   Risk factors are the criteria used to identify the relative significance of, and likelihood that, conditions or events may occur that could adversely affect the organization.  The following factors will be used to evaluate the risks associated with the relevant auditable areas:

· Stakeholders’ concerns.

· Data analysis for trends.

· Size of program (dollars and number of taxpayers affected).

· New programs or tax law changes.

· Organizational change.

· Adequacy and effectiveness of internal controls.

· Prior findings.

· Last audit coverage.

50.4.2   Weighing Risk Factors.   The AIGAs will use their judgment to weigh the relative significance of the risk factors.  For each auditable area, a determination of the level of risk from 1 (lowest risk) to 3 (highest risk) will be documented and a weighted average will be calculated.  This information will assist the Directors in identifying the audits to be included in the annual audit plan for the next fiscal year.

50.4.3   Documenting Research and/or Analysis.   The AIGAs will establish and maintain files for each auditable area.  These files can be either electronic or paper and will contain the source and documented results of research efforts around the Key Risk Factors.  Electronic files will be maintained on the OA webpage under Audit Program.  The electronic files should indicate where paper copies are filed as well as identify the names and phone numbers of contacts in these areas. 

50.4.4   Definition of IRS Stakeholders.   IRS stakeholders can be defined as any individual, group, or government agency that has concerns or is affected by the way the IRS does business.  Identifying the concerns of IRS stakeholders, both external and internal, is probably one of the most critical steps in the risk assessment process. 

Major outside stakeholders include the Congress, the IRS Oversight Board, the Department of the Treasury, the GAO, and various tax practitioner groups.  In addition, the IRS interacts with various government agencies that provide information vital to the IRS’ mission.  These may include the Social Security Administration, the Department of Justice, and the Office of Management and Budget.  

Depending on the issue, various taxpayer groups are also affected by the way the IRS enforces or interprets specific tax laws.  These groups may include self-employed taxpayers, small business taxpayers, and exempt organizations.

Major internal stakeholders include IRS executives, managers, and employees.  

50.4.5   Stakeholders’ Concerns.   Information on stakeholders’ concerns will be obtained from a variety of sources including, but not limited to, the following:  

· Communications with IRS Executives - On an annual basis, the DIGA will communicate in writing to IRS Executives soliciting their concerns and suggestions for audit coverage as well as any program or organization changes within their area.  Also, periodic meetings are held with various IRS executives and top-level IRS officials to identify particular areas of concern or emphasis areas for the upcoming fiscal year.  

· Minutes of Key Meetings - The IRS holds periodic meetings with various advisory and liaison groups (e.g., IRS Advisory Council, National Association of Tax Practitioners, etc.) to provide information, as well as address any concerns or problems they may be encountering.  In addition, the IRS executives hold high-level meetings to discuss strategic objectives or areas of emphasis and concern (e.g., Senior Council for Management Controls, Investment Review Board, etc.).  

· Internet Sources - Valuable information relating to internal and external stakeholders can be obtained from the Internet.  This information includes summaries of Congressional hearings, IRS testimonies, results from customer service surveys and focus groups, etc.  In addition, various organizations associated with tax processing have Internet addresses (e.g., American Institute of Certified Public Accountants, National Association of Enrolled Agents) that may provide information on specific taxpayers’ concerns and/or problems.  

· IRS Automated Systems - Several functions within the IRS maintain automated systems to track external stakeholders’ concerns.  For instance, the Executive Control Management System, maintained by the Office of Legislative Affairs, is used to track specific concerns received from the Congress, the White House, and the Department of the Treasury.  

Risk Rating:

· High risk.  A high profile issue or program that has received recent publicity or IRS management’s attention, or an issue or program that management has expressed concerns about or specifically asked for audit coverage of.

· Medium risk.  An issue or program that IRS management or other stakeholders have not expressed concerns about but that could cause adverse publicity if not managed properly.

· Low risk.  An issue or program that IRS management or other stakeholders have not expressed concerns about and there is little risk of adverse publicity if not managed properly.

50.4.6   Data Analysis for Trends.   This risk factor consists of analyzing the key management information systems for each process.  The purpose of this analysis is to identify trends or fluctuations that may significantly affect IRS programs, taxpayers, resources, or result in negative publicity.  These trends may include excess inventory, low level of telephone access, increase in cycle processing time, increase or decrease in workload, increase or decrease in accuracy rates.  

Risk Rating:

· High risk.  Unfavorable trends that could significantly affect programs, taxpayers, other stakeholders, resources, etc., or cause negative publicity.

· Medium risk.  Unfavorable trends that could moderately affect programs, taxpayers, other stakeholders, resources, etc.  Use this rating if no data are available for analyzing the program.

· Low risk.  There are indicators of favorable trends or indicators of unfavorable trends that would not affect programs, taxpayers, other stakeholders, resources, etc.

50.4.7   Size of the Program.   This factor considers the measurement most applicable to the particular area being assessed.  For instance, this factor could include the number of returns processed, customer service contacts, cases worked, taxpayers or returns affected, and/or the amount of staffing allocated and dollars spent on the program. 

Risk Rating:

· High risk.  Size of program is large, is a significant part of IRS operations, or affects a significant part of IRS operations.

· Medium risk.  Size of program is medium and affects a significant part of IRS operations; size of program is large but does not affect a significant part of IRS operations.

· Low risk.  Size of the program is medium or small with little or no major effect on IRS operations.

50.4.8   New Programs or Tax Law Changes.   This risk factor considers the impact of new programs, modified programs, and tax law changes on IRS functions and other stakeholders.  Consideration should be given to the amount of changes and work involved in implementing the new or modified programs or tax laws as well as the impact of not implementing the change effectively.  

Risk Rating:

· High risk.  New programs or enhancements to major program, numerous tax law changes, or tax law changes that affect major programs or processing functions where the impact of not effectively implementing the new program or tax law changes is great and other stakeholders are significantly (detrimentally) affected.

· Medium risk.  New programs or enhancements to medium size programs and tax law changes that affect programs or processing functions where the impact of not effectively implementing the change is small and other stakeholders are mildly (but not detrimentally) affected.

· Low risk.  New programs or minor or no enhancements to programs and few or no tax law changes where the changes do not significantly affect other stakeholders.

50.4.9   Organizational Change.   This risk factor would include a change in organizational structure or a reduction in resources.  For instance, this may include the establishment of a new function, the transfer of program responsibility from one function to another, or merging of two functional areas.

Risk Rating:

· High risk.  Major reorganizations, consolidations, or reductions that significantly affect IRS operations.

· Medium risk.  Medium size reorganizations, consolidations, or reductions that mildly affect IRS operations.

· Low risk.  Insignificant or no changes to organizations or programs that will not have a measurable effect on IRS operations.

50.4.10   Adequacy and Effectiveness of Internal Controls.   This risk factor involves determining whether the established control system provides reasonable assurance that the process is meeting the objectives and goals and whether the system of internal controls is being properly implemented and complied with.  In addition to evaluating the current internal control system, this risk factor also includes determining whether any new automated systems are being planned.  This determination is primarily based on researching available strategic planning documents.  Items to be considered include:

· The extent of manual versus automated controls. 

· The effectiveness of management’s oversight of the internal control program (including the Federal Manager’s Financial Integrity Act, operational reviews, business reviews, etc.).

· Whether known integrity cases have been identified.

Risk Rating:

· High risk.  Indications of serious, material internal control system weakness or failures based on prior reviews or integrity cases, manual controls, or poor management oversight of the internal control program.  There are several significant indications that the internal control systems are not functioning as intended, such as:

· Key goals and objectives are consistently not being met.

· Substantial integrity cases.

· Security violations or other infractions occur regularly.

· Significant loss of assets or resources.

· Few or no quantifiable indicators of how the internal control systems are functioning.

· Medium risk.  Indications of less serious (minor) internal control system weakness or failures based on prior reviews or integrity cases, some manual controls, and management’s oversight of the internal control program could be better.  There are some quantifiable indications that the internal control systems are not functioning as intended (e.g., goals and objectives are not being met; integrity cases, security violations, or other infractions do or can easily occur; loss of assets or resources happen or are likely to happen). 

· Low risk.  No indications of material internal control system weakness or failures based on prior reviews or integrity cases, most or many controls are automated, and management’s oversight of the internal control program is good.  There are quantifiable indications that the internal control systems are functioning as intended.

50.4.11   Prior Findings.   This risk factor considers the significance and date of prior audit findings (e.g., the OA, GAO, Treasury Inspector General (IG), etc.) related to IRS processes.  This analysis will be limited to the prior 3 fiscal years.  Findings from internal task groups or studies, employee concerns and suggestions, results from local internal audits, etc. should also be considered.

Risk Rating:

· High risk.  Past findings have a major tax administration impact and recommendations have not been implemented or have been partially implemented.
· Medium risk.  Past findings have some tax administration impact and recommendations have not been implemented or have been partially implemented.
· Low risk.  Past findings have little tax administration impact, past recommendations have been implemented, or there have been no prior findings.
50.4.12   Last Audit Coverage.   This risk factor considers the length of time since the audit has been performed in this area (includes audits performed by the OA, GAO and Treasury IG, etc.)  

Risk Rating:

· High risk.  No audit reports issued within the last 5 fiscal years.

· Medium risk.  No audit reports issued within the last 3-4 fiscal years.

· Low risk.  Audit reports issued within the last 2 fiscal years.

50.4.13   Results of Macro Risk Assessment.   The results of the macro risk assessments are used to identify:

· Broad emphasis areas that will form the basis for future audit work.

· Priorities for conducting audits within each emphasis area.

· Other discretionary work that will support our responsibilities to identify waste, fraud, and abuse and/or evaluate internal control systems.  

50.4.14   Identifying and Developing Audit Emphasis Areas.   Emphasis areas are developed in line with the IRS’ strategic objectives and built around defined outcome measures that strike a balance between revenue, costs, protection of resources, and taxpayer burden, rights, and privacy.  The macro risk assessment process for each AIGA is designed to identify the broad emphasis areas that will be included in each year’s Annual Audit Plan.  A Director may be assigned to assist the AIGA in developing emphasis area activities.

Some emphasis areas may contain a broad focus of audit work that needs to be addressed in a multi-year approach.  Other emphasis areas are more time sensitive and will be completed in a fiscal year or shorter period.

The AIGA will continually monitor the emphasis areas and make changes to program priorities when necessary based on changing conditions.

50.4.15   Identifying and Prioritizing Audits Within Emphasis Areas.   The results of the macro risk assessment process will be used to identify specific audits and prioritize audit coverage within individual emphasis areas.  The Director will document the selected audits and the priorities. 

50.4.16   Identifying Other Discretionary Work.   In addition to emphasis areas, the macro risk assessment will identify work to be performed to support our responsibilities to identify waste, fraud, and abuse and/or evaluate internal control systems.  These reviews will be identified in the Annual Audit Plan. 

50.5   Delivering Audit Work.   The Directors are responsible for delivering the audit work identified in the Annual Audit Plan.  The Director will:

· Coordinate with other offices conducting audits in the assigned area.

· Ensure recommendations are discussed with executive management throughout the audit.

Audit plans and subsequent addenda to audit plans will be forwarded to the AIGAs after approval by the Director.  Addenda amending the audit plan will be forwarded to the appropriate AIGA before major objectives are dropped or significantly modified because these decisions may affect an overall strategy area.  

The Director is responsible for keeping abreast of audit progress, periodic visitations, regular communications, and concurrence in changes to objectives or scope in approved audit plans.   

For assigned emphasis areas, the Director will normally hold a “frontloading” meeting with the AIGA, all support offices, and IRS management to discuss the emphasis area and individual audit objectives.  This meeting will:

· Ensure everyone understands what we are trying to achieve.

· Provide our first opportunity to discuss potential outcomes.  

50.6   Audit Leads.   Audit Leads should be considered for use in identifying or scoping potential audits.  See Exhibit (300)-50.1 for the Audit Lead format.  Audit Leads also contain areas of concern that either currently exist or could occur.  The areas identified may affect the efficiency of processes, resources, systems, products, or outcomes.  Leads may come from a number of sources including:

· The macro risk assessment process.

· Ongoing audit work, including auditors’ observations while conducting audits.

· Management requests or referrals.

· Integrity reviews.

Audit Leads prepared by the auditing offices should be routed through the Director to the appropriate AIGA.  When an office submits a new Audit Lead for consideration, the office should provide as much information as possible without investing additional resources.  The AIGAs will be in the best position to judge whether the Audit Lead warrants further development. 

Each business unit will maintain a centralized file of Audit Leads.  Each business unit will also maintain its own database of sequential audit numbers.  The AIGA’s management assistant will assign IGAMIS audit numbers to approved audit leads/audits/projects and forward the Initiation Document to the respective business unit’s IGAMIS coordinator.  The coordinator will enter the new audit number into the IGAMIS database.  

50.7   Communications.   All national and local levels of management share a joint responsibility in effectively communicating to their staffs emerging issues that the IRS and TIGTA should be or currently are addressing. 

 Exhibit (300)-50.1 

Audit Lead Document

Title:  Defines the area of concern

Purpose of Audit Lead:  Select one of the following: 

· Submission of Audit Lead to AIGA for consideration.

· Assignment of draft Audit Lead by AIGA for determining whether an audit is warranted.

· Assignment of Audit Lead by AIGA for audit execution.

Emphasis Area:  Primary AIGA

Business Unit:  Primary OA Program Area (e.g., Headquarters Operations and Exempt Organizations) 

Statement About Subject Area:  Provide background information describing:

· How the Audit Lead was identified.

· Why the initiator believes the Audit Lead should be investigated for development into an audit.

· How the Audit Lead ties in to a current emphasis area. 

· The significance or impact on tax administration; the political or time sensitive nature of the issue.

· The possible outcomes (e.g., increased revenue/revenue protection, cost savings, taxpayer rights and entitlements, reduction of burden on taxpayers, taxpayer privacy and security, protection of resources, inefficient use of resources, and reliability of information).

“Functional” TIGTA Audit or GAO Listings Researched:  Identify other ongoing or recent audits related to the area of concern.  The results of these reviews should be discussed here.

Initiating Office/Employee:  Office and employee or AIGA who submitted the Audit Lead.  

Date Submitted:  Initiating office or AIGA provides the date.

Proposed Objectives:  Preparer describes the objectives, sub-objectives, and key questions to be answered.

Exhibit (300)-50.1 (cont’d)
Audit Lead Document
Outcome Measures:  The AIGA identifies the agreed-to outcomes that the assignment will support (e.g., increased revenue/revenue protection, cost savings, taxpayer rights and entitlements, reduction of burden on taxpayers, taxpayer privacy and security, protection of resources, inefficient use of resources, and reliability of information).  For Audit Leads submitted by the audit staff, the preparer should provide the anticipated outcomes.

References:  The submitting office or AIGA should describe sources of information that can be used for research and analysis (external or internal to IRS), summaries of interviews with executives, analysis of hard copy information and electronic data, and availability of data files.

IGAMIS Number:  Provided by the AIGA for research and development or audits.
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