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Settling Tax Debt with the IRS 
 
 
 
 

This self-study course provides an overview of the major tools that can be used to settle tax 
debts with the Internal Revenue Service, including Offers in Compromise and Installment 
Agreements. It also provides an overview of how the IRS enforces payment of federal taxes, 
including seizing the property of delinquent taxpayers. This basic tax course does not require 
any prerequisites and may be taken by anyone; however, we recommend this course for 
existing tax preparers. This course qualifies for 8 CE credits in IRS Federal Tax Law. 
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Chapter 1: Introduction To Settling With The IRS 
 
Chapter Objective 
After completing this chapter, you should be able to: 

• Recognize the impact of the "fresh start” initiative. 
 

I. Course Overview 
 
I am sure that most of you have heard the following type of commercials on one of your favorite radio 
stations: 

I was tens of thousands of dollars in debt to the IRS. I could not sleep at night and was stressed 
all of the time. Finally, I called XYZ Tax Resolution Center and they settled my debt for pennies 
on the dollar. My only regret is that I did not call sooner. Do yourself a favor and call XYZ Tax 
Resolution Center today. 

These types of claims and commercials have become so prevalent that both the IRS and the Consumer 
Financial Protection Bureau are considering oversight of this portion of the financial services industry. 
Concerns have developed based on requirements of large "up front” fees and frequent failures to 
settle debts based on promised terms. The Federal Trade Commission and state attorneys general also 
have won some high-profile cases against tax debt firms in recent years. 
The fact is that there is an industry dedicated to help taxpayers resolve cases with the IRS. For many 
taxpayers, hiring a CPA, an enrolled agent (EA), or attorney or resolution company may make sense. 
For others, it does not. The fact remains, however, that there are a variety of mechanisms in place for 
taxpayers to resolve disputes, including entering into settlement agreements, appealing IRS 
assessments and seeking relief as an innocent spouse. There are a variety of problems a taxpayer can 
have and a variety of ways to try to resolve them. 
The following is taken verbatim from the website of one company actively involved in resolving claims 
with the IRS:  
 

Back Taxes: Settle Tax Debt and IRS Problems 
Owe IRS Back Taxes? 
Whether the IRS is demanding full payment of back taxes up-front or a payment plan that is 
substantially higher than what you can afford to pay, we can negotiate an offer in compromise 
settlement on your behalf for a fraction of what is owed or to set up an arrangement for the lowest 
possible monthly payment with various options for making those payments, if you qualify. 
Don’t be afraid of the IRS anymore. Get tax relief fast from the nation’s leading expert in resolving 
back taxes and IRS problems. 
Even if you can’t afford to pay your back taxes, a Certified Tax Resolution Specialist, tax attorney, 
enrolled agent, or CPA, can give you the help you need to settle your IRS debt. 
If you owe back taxes or if you’ve been threatened with an IRS levy, lien, seizure or the denial or 
termination of an installment agreement, let us represent you and put an end to your IRS problems! 
We can help you file an IRS Collection Appeal to stop an IRS levy or seizure. 
Check out these tax resolution strategies that can help you resolve your back taxes: 
If you owe less than $10,000 in back taxes: If you have a clean IRS record and all your tax returns 
are filed - you can call the IRS directly and they can (it’s guaranteed) arrange a payment plan to be 
paid in 36 monthly installments. 
If you owe $10,000 or more in back taxes: You will want to partner with a Certified Tax Resolution 
Specialist or a tax attorney to increase your chances of qualifying for an IRS payment plan, helping 
you settle your back tax debt for the lowest possible amount, and removing bank levies, tax liens 
or wage garnishments. 
Offer in Compromise 
If you can’t afford to pay your back taxes in full, the Offer in Compromise program provides 
taxpayers who owe the IRS more than they could ever afford to pay, the opportunity to pay a small 
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amount as a full and final payment. Taxpayers who attempt to file for an Offer in Compromise on 
their own often put themselves at risk of not qualifying for a settlement or they end up paying more 
than they have to. 
IRS Payment Plans 
If you can’t pay your back taxes in full but could potentially pay them back over time, you can 
negotiate a reasonable monthly payment plan with the IRS. Once an IRS Payment Plan (also known 
as an Installment Agreement) is established, the IRS will not enforce collection action, including the 
levy of bank accounts or wages, as long as the taxpayer remains current with all filing and payment 
obligations. 
Delinquent Tax Returns 
To qualify for an IRS payment plan or Offer in Compromise tax settlement to resolve your back 
taxes, you need to file all delinquent tax returns with the IRS. Regardless of what you have heard, 
you have the right to file your original tax return, no matter how late it’s filed. Until you have filed 
all legally required tax returns, the IRS will not entertain any type of tax settlement or payment plan 
to settle your back taxes. 
Expiration of Back Taxes: Statute of Limitations on IRS Collections 
This can be one of the most effective ways to eliminate back taxes, especially if they have been 
assessed against you years ago. The IRS is prohibited, by law, from collecting on expired back taxes. 
Generally, the IRS has 10 years from the date of assessment (usually close to the filing date or audit 
assessment date) to collect back taxes. An expert tax attorney, CPA, EA, or Certified Tax Resolution 
Specialist can help resolve your back taxes and other IRS problems by performing a Collection 
Statute Expiration Date (CSED) analysis. We can determine on what day you will be free of this 
obligation. We accomplish this by obtaining and analyzing your IRS Tax Transcripts and Records of 
Account. If the expiration date is nearing, many times it is advantageous to the consumer to just 
"do nothing.” However, you need an expert to guide you through this process due to the many 
exceptions and obstacles that can get in the way. 
IRS Bankruptcy Filing for Discharging Back Taxes and IRS Debt 
As a last resort for resolving back taxes, you can file for bankruptcy if the IRS rejects your IRS 
Payment Plan or Offer in Compromise. However, only a seasoned tax attorney, CPA, EA, or Certified 
Tax Resolution Specialist can provide tax help to show you the proper sequence of events to declare 
bankruptcy and completely eliminate all of your back taxes, if you are eligible. 
Offshore Bank Accounts: IRS Tax Settlements 
If you owe back taxes on undeclared funds in overseas bank accounts, being proactive about 
disclosing your foreign funds can help reduce your chances of criminal prosecution, minimize severe 
IRS penalties and work out a structured IRS payment plan. If you believe that you owe back taxes 
on your foreign accounts, you will need a tax attorney or certified tax resolution specialist to provide 
professional tax help and experienced representation to proceed in your best interest. 
Innocent Spouse Tax Relief 
If you owe back taxes due to your spouse’s (or ex-spouses) actions, you may be eligible to obtain 
tax relief by qualifying as an innocent spouse. This means that if you can prove you are an innocent 
spouse, as defined by the Internal Revenue Code, the IRS can relieve you of this debt and obtain tax 
relief, you may not be subject to the taxes caused by their spouses or ex-spouses.  
Investment Fraud Representation 
If you owe back taxes paid on phantom profits from a fraudulent investment scheme ("Ponzi” 
Scheme), you may be eligible to take advantage the United States Tax Code (law) to recoup 30% to 
40% of your losses. This highly technical and complex process can help you reduce taxes paid in 
previous years resulting in refund with interest. 
Payroll Tax Problems 
If you owe back taxes on delinquent payroll and employment taxes, it is important to resolve payroll 
tax debt problems swiftly to protect the future of your company since the IRS assigns a higher 
priority to collecting employment taxes than income taxes. We’ve helped businesses across the 
nation permanently resolve payroll problems and back taxes. 
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Freedom of Information Requests 
It is important to understand how the IRS has assessed back taxes and penalties against you. You 
have the right to see governmental documents, including your IRS files, to better understand your 
IRS problems. The IRS must disclose the information used to assess back taxes and interest against 
taxpayers. 
Why Hire a Tax Attorney or Certified Tax Resolution Specialist? 
While taxpayers may always represent themselves before the IRS to resolve back taxes and IRS 
problems, many taxpayers find dealing with the IRS frustrating, time-consuming, intimidating or all 
of the above and so they make the decision to hire professional tax help (specialized attorney, tax 
resolution firm, etc.) to negotiate a tax relief settlement with the IRS on their behalf. 

 
While the truth is that the IRS rarely settles for only "pennies on the dollar,” there are procedures and 
rules in place that allow delinquent taxpayers to pay their taxes over time via an installment 
agreement or to set up a payment plan in which the IRS agrees to accept less than the total due 
(referred to as an Offer in Compromise). When the amount of tax owed is relatively small (typically 
under $10,000), taxpayers can often reach an agreement with the IRS themselves. In larger cases, 
representation is usually recommended. 
 
TABLE 1.1. MAJOR TYPES OF RELIEF FROM FEDERAL TAX LIABILITY. 

Installment Agreements Taxpayer makes payments over time in agreed upon intervals in which 
full amount of the debt is eventually paid. 

Offers in Compromise Taxpayer makes payments over time in agreed upon intervals but IRS 
agrees to waive collection of a portion of the taxes owed. 

Innocent Spouse Relief This provides the innocent spouse relief from additional tax owed by a 
taxpayer if their spouse or former spouse failed to report income, 
reported income improperly, or claimed improper deductions or credits. 

Bankruptcy Some federal taxes can be discharged by filing for bankruptcy 
protection. Depending on the type of bankruptcy protection sought, the 
debtor’s assets will be sold and used to pay debt or the debtor will enter 
into a repayment plan. In either case, much of the debt is invariably not 
paid. 

 
There are also opportunities for taxpayers to challenge determinations made by the IRS through a 
variety of appeals processes. A delinquent taxpayer may have a number of issues to resolve with the 
IRS, including liens filed by the IRS on their real property or even wage attachments. 
A taxpayer can apply for an OIC without the help of a third party. If a taxpayer prefers third-party 
assistance in negotiating with the IRS, only certain tax professionals - Enrolled Agents (federally- 
authorized tax practitioners who can represent taxpayers before all administrative levels of the IRS), 
Certified Public Accountants (CPAs), and attorneys — have the authority to represent third parties. 
This is particularly important when the amount of debt the taxpayer wishes to compromise is large. 
Taxpayers may also contact the Taxpayer Advocate Service, an independent organization within the 
IRS that provides free help to people who are experiencing financial difficulties or who need help 
resolving a problem with the IRS. 
This course will provide an overview of the major tools that can be used to settle a debt with the IRS, 
including Offers in Compromise and Installment Agreements. The course also provides an overview of 
how the IRS goes about enforcing payment of federal taxes, including seizing delinquent taxpayer’s 
property. 
 

II. Overview Of IRS Fresh Start Initiative 
 
In 2011, the IRS announced efforts to help some taxpayers get a "fresh start” and made major changes 
in the process it uses to place a lien on taxpayers’ property. The goal, according to the IRS, was to help 
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individuals and small businesses meet their tax obligations, without adding unnecessary burden to the 
taxpayers. "We are making fundamental changes to our lien system and other collection tools that 
will help taxpayers and give them a fresh start,” IRS Commissioner Doug Shulman said at the time. 
"These steps are good for people facing tough times, and they reflect a responsible approach for the 
tax system.”  
The announcement centered on the IRS making important changes to its lien filing practices that will 
lessen the negative impact on taxpayers. The Fresh Start Initiative increased the IRS Notice of Federal 
Tax Lien filing threshold from $5,000 to $10,000; however, Notices of Federal Tax Lien may still be 
filed on amounts less than $10,000 when circumstances warrant (for instance, in the case of a pending 
bankruptcy or if the IRS thinks the taxpayer is dissipating assets to avoid payment). The Fresh Start 
program also expanded access to streamlined installment agreements. Now, individual taxpayers who 
owe up to $50,000 can pay through monthly direct debit payments for up to 72 months (six years). 
While the IRS generally will not need a financial statement, they may need some financial information 
from the taxpayer. The changes also included expanding a streamlined Offer in Compromise program 
to cover more taxpayers. 
In 2012, the IRS again expanded some of the provisions of the Fresh Start program by offering more 
flexible terms to its Offer in Compromise (OIC) program that will enable some of the most financially 
distressed taxpayers to clear up their tax problems and, in many cases, more quickly than in the past. 
In the past the IRS strictly applied its rules with respect to taxpayers’ budgets and valuation of assets. 
As a result, most taxpayers who sought a compromise received a rejection. Below are the statistics for 
offer acceptances during the past several years: 
 

Offers 2014 2015 2016 2017 

Number Received by IRS 68,000 67,000 63,000 62,000 

Number Approved by IRS 27,000 27,000 27,000 25,000 

Average Amount of Accepted Offers $6,643 $7,583 $8,368 $10,234 

 
The changes focused on the financial analysis used to determine which taxpayers qualify for an OIC. 
These changes also enable some taxpayers to resolve their tax problems in as little as two years 
compared to four or five years in the past. The changes announced include: 

• Revising the calculation for the taxpayer’s future income; 
• Allowing taxpayers to repay their student loans; 
• Allowing taxpayers to pay state and local delinquent taxes; and 
• Expanding the Allowable Living Expense allowance category and amount. 

In general, an OIC is a legal contract between a taxpayer and the IRS that settles the taxpayer’s tax 
liabilities for less than the full amount owed. An OIC is generally not accepted if the IRS believes the 
liability can be paid in full as a lump sum or through a payment agreement. The IRS looks at the 
taxpayer’s income and assets to make a determination of the taxpayer’s reasonable collection 
potential. OICs are subject to acceptance on legal requirements. 
When the IRS calculates a taxpayer’s reasonable collection potential, it will now look at only one year 
of future income for offers paid in five or fewer months, down from four years, and two years of future 
income for offers paid in six to 24 months, down from five years. All offers must be fully paid within 
24 months of the date the offer is accepted. 
Other changes to the program include narrowed parameters and clarification of when a dissipated 
asset will be included in the calculation of reasonable collection potential. In addition, equity in income 
producing assets generally will not be included in the calculation of reasonable collection potential for 
on-going businesses. 
The Allowable Living Expense standards are used in cases requiring financial analysis to determine a 
taxpayer’s ability to pay. The standard allowances provide consistency and fairness in collection 
determinations by incorporating average expenditures for basic necessities for citizens in similar 
geographic areas. These standards are used when evaluating installment agreement and offer in 
compromise requests. 
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The IRS expanded the National Standard miscellaneous allowance to include additional items. 
Taxpayers can use the miscellaneous allowance for expenses such as credit card payments and bank 
fees and charges. 
Guidance has also been clarified to allow payments for loans guaranteed by the federal government 
for the taxpayer’s post-high school education. In addition, payments for delinquent state and local 
taxes may be allowed based on a percentage basis of tax owed to the state and IRS.   
 
CHAPTER 1: TEST YOUR KNOWLEDGE 
The following questions are designed to ensure that you have a complete understanding of the 
information presented in the chapter (assignment). They are included as an additional tool to enhance 
your learning experience and do not need to be submitted in order to receive CPE credit. 
We recommend that you answer each question and then compare your response to the suggested 
solutions on the following page(s) before answering the final exam questions related to this chapter 
(assignment). 
 
1. A taxpayer can seek Innocent Spouse Relief in all of the following situations except: 

A. if the taxpayer’s current spouse failed to report income 
B. if the taxpayer wants to make payments of unpaid taxes over time rather than in a lump sum 
C. if the taxpayer’s former spouse failed to declare income 
D. if the taxpayer’s former spouse claimed improper deductions and now owes additional tax 

 
2. Which one of the following statements about Offers in Compromise is not correct: 

A. the Offer in Compromise requires the taxpayer to pay at least 80% of his or her federal tax 
debt 

B. the IRS accepts Offers in Compromise only when they believe they could not otherwise collect 
the entire debt 

C. the IRS investigates a taxpayer’s financial situation before accepting an Offer in Compromise 
D. an Offer in Compromise is a binding legal contract   

 
CHAPTER 1: SOLUTIONS AND SUGGESTED RESPONSES 
Below are the solutions and suggested responses for the questions on the previous page(s). If you 
choose an incorrect answer, you should review the pages as indicated for each question to ensure 
comprehension of the material. 
 
1.  

A. Incorrect. Failure to report income is a situation where a taxpayer may be entitled to file for 
Innocent Spouse Relief. 

B. CORRECT. The taxpayer should seek an Installment Agreement rather than file for Innocent 
Spouse Relief if he or she wants to make the payments over time. 

C. Incorrect. Mistakes by a current or former spouse may entitle a taxpayer to Innocent Spouse 
Relief if he or she meets other filing requirements. 

D. Incorrect. If the taxpayer in this case meets the other requirements of being an innocent 
spouse, this may be an option. 

 
2. 

A. CORRECT. The IRS may settle for substantially less than 80% of the outstanding tax debt 
depending on the facts and circumstances of the case. There is no maximum percentage. 

B. Incorrect. The IRS will not accept an Offer in Compromise if they think the taxpayer can pay 
the full amount owed either in a lump sum or through an Installment Agreement. 

C. Incorrect. The IRS wants to be sure the taxpayer is paying the most possible before entering 
into an Offer in Compromise. The IRS has an obligation to protect the interests of the 
taxpayers. 
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D. Incorrect. The Offer in Compromise is binding on both the IRS and the taxpayer and contains 
a number of detailed terms that govern the payments. 
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Chapter 2: The IRS Collection Process 
 
Chapter Objective 
After completing this chapter, you should be able to: 

• Recognize the various methods the IRS may use to collect federal tax debts. 
 
The collection process is a series of actions that the IRS can take against a taxpayer to collect the taxes 
owed if the taxpayer does not voluntarily pay them when due or make other arrangements, such as 
filing for an Offer in Compromise or Installment Agreement. The collection process will begin if a 
taxpayer fails to make required payments in full and on time after receiving a bill. 
 
TABLE 2.1. COMMON IRS COLLECTION TERMINOLOGY. 

Federal Tax Lien A legal claim against all of a taxpayer’s current and future property, such as a 
house or car, and rights to property, such as wages and bank accounts. The 
lien automatically comes into existence if a taxpayer does not pay his or her 
amount due after receiving a first bill. 

Notice of Federal 
Tax Lien (NFTL) 

A public notice to creditors. It notifies them that there is a federal tax lien that 
attaches to all of a taxpayer’s current and future property and rights to 
property. 

Levy A legal seizure of property or rights to property to satisfy a tax debt. When 
property is seized ("levied”), it will be sold to help pay an individual’s tax debt. 
If wages or bank accounts are seized, the money will be applied to that 
individual taxpayer’s tax debt. 

Seizure There is no legal difference between a seizure and a levy. These terms are used 
interchangeably. 

Notice of Intent to 
Levy and Notice of 
Right to a Hearing 

Generally, before property is seized, the IRS must send a taxpayer this notice. 
If a taxpayer does not pay his or her overdue taxes, make other arrangements 
to satisfy his or her tax debt, or request a hearing within 30 days of the date 
of this notice, then the IRS may seize the taxpayer’s property. 

Summons A summons legally compels a taxpayer to meet with the IRS and provide 
information, documents, or testimony. 

 

I. Fresh Start Changes 
 
In early 2012, the IRS announced a variety of new rules to help taxpayers with IRS debts to repay their 
debts and to avoid liens. The changes to the lien process include the following: 

• Significantly increasing the dollar threshold when liens are generally issued, resulting in fewer 
tax liens; 

• Making it easier for taxpayers to obtain lien withdrawals after paying a tax bill; 
• Withdrawing liens in most cases where a taxpayer enters into a Direct Debit Installment 

Agreement; 
• Creating easier access to Installment Agreements for more struggling small businesses; and 
• Expanding a streamlined Offer in Compromise program to cover more taxpayers. 

 
A. TAX LIEN THRESHOLDS 
Under the Fresh Start Initiative, the IRS significantly increased the dollar thresholds when liens are 
generally filed. The new dollar amount is in keeping with inflationary changes since the number was 
last revised. Currently, liens are automatically filed at certain dollar levels for people with past-due 
balances. 
 
B. TAX LIEN WITHDRAWALS 
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The IRS also modified procedures that make it easier for taxpayers to obtain lien withdrawals. Liens 
are now withdrawn once the full payment of taxes is made if the taxpayer requests it. The IRS 
determined that this approach is in the best interest of the government. In order to speed up the 
withdrawal process, the IRS also streamlined its internal procedures to allow collection personnel to 
withdraw the liens. 
 
C. DIRECT DEBIT INSTALLMENT AGREEMENTS AND LIENS 
The IRS is making other fundamental changes to liens in cases where taxpayers enter into a Direct 
Debit Installment Agreement (DDIA). For taxpayers with unpaid assessments of $25,000 or less, the 
IRS will now allow lien withdrawals under several scenarios: 

• The IRS will withdraw liens for taxpayers entering into a Direct Debit Installment Agreement; 
• The IRS will withdraw a lien if a taxpayer on a regular Installment Agreement converts to a 

Direct Debit Installment Agreement; and 
• The IRS will withdraw liens on existing Direct Debit Installment Agreements upon taxpayer 

request. 
Liens will be withdrawn after a probationary period demonstrating that direct debit payments will be 
honored. 
 

II. Process And Procedures For Appeals, Seizure, And Levy 
 
A. OVERVIEW 
Most individual tax returns are filed annually by April 15th (or later if the taxpayer requests an 
extension) or quarterly (most common for self-employed taxpayers). When a taxpayer receives a bill 
from the IRS (assuming that the bill is accurate), he or she should pay it in full by the due date, if 
possible. If the taxpayer cannot pay the full bill, he or she should still pay as much as he or she can 
when due. 
If the taxpayer owes taxes and does not submit them with the return, the IRS will send the taxpayer a 
bill. Based on the return, the IRS will calculate how much the taxpayer owes in income tax plus any 
applicable interest and penalties. If the taxpayer still does not pay, the IRS will generally send a second 
bill, referred to as a "final” bill. If the taxpayer does not pay after receiving the final bill, the IRS will 
begin collection actions. Collection actions can range from applying the taxpayer’s previous tax return 
refund to the current taxes owed to the seizing of property and other assets. 
During the collection process, a hearing, or an appeal, a taxpayer can represent themselves or be 
represented by an attorney, a certified public accountant, an enrolled agent, an immediate family 
member, or any person enrolled to practice before the IRS. A business can also be represented by 
full¬time employees, general partners, or bona fide officers. 
Under federal law, the IRS can attempt to collect federal income taxes for up to 10 years from the date 
they were assessed. There are, however, exceptions to that timeframe. For example, the IRS may, 
pursuant to federal law, suspend and extend collection while they are considering a taxpayer’s request 
for an Installment Agreement or Offer in Compromise. If a request is rejected, the IRS will suspend 
collection for another 30 days, or during any period the Appeals Office is considering an appeals 
request. If a taxpayer lives outside of the United States continuously for at least six months, collection 
is suspended while the taxpayer resides outside the U.S. and, if at the time of his or her return the 
normal collection period would expire before six months from the date of his or her return, the 
extended period won’t expire before the expiration of the six months after the taxpayer’s return. 
If a taxpayer wants to pay but needs more time, he or she can request a delay in the collection process 
by filing a Collection Information Statement and providing proof of his or her financial status. Interest 
and penalties continue to accrue. 
 
B. COLLECTION ACTIONS IN DETAIL/FEDERAL TAX LIENS 
 
1. Federal Tax Lien: A Legal Claim Against Property 
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A lien is a legal claim against all of a taxpayer’s current and future property. When a taxpayer fails to 
pay his or her first bill for taxes due, a lien is created by law and attaches to that person’s property. 
Liens apply to property (such as a home and car) and to any current and future rights the taxpayer has 
to property. 
 

Example 
Bill, a self-employed dentist, owes the IRS $100,000 in back income taxes. He lives in a house worth 
$500,000. After repeatedly failing to make payments, the IRS filed a Notice of Federal Tax Lien on Bill’s 
home. Bill will be unable to sell the home unless he first extinguishes the debt.  

 
2. Notice of Federal Tax Lien 
The filing of a Notice of Federal Tax Lien provides notice to the public - i.e., creditors, that a lien exists. 
A claim is also filed so that the IRS can establish the priority of their claim over other creditors, such 
as the holders of a mortgage, car loan or retail credit card account. A Notice of Federal Tax Lien must 
be filed with local or state authorities, such as a county registrar or secretary of state. The mechanics 
differ from state to state. If a Notice of Federal Tax Lien is filed against someone, it is often reported 
by consumer credit reporting agencies and, therefore, can have a negative effect on a person’s credit 
rating. Employers, landlords and others also often use this information when making employment or 
housing decisions. 
 
3. Responding to the Filing of a Tax Lien 
The best case scenario is for the taxpayer to pay the full amount he or she owes the IRS immediately. 
The notice will only show the assessed balance as of the date of the notice, however. It does not show 
the payoff balance or include IRS charges for filing and releasing the lien. To find out the full amount 
that must be paid to have the lien released, the taxpayer will have to contact the IRS. 
 
4. Appealing the Notice 
Within five business days of filing the Notice of Federal Tax Lien, the IRS will send the delinquent 
taxpayer a Notice of Federal Tax Lien Filing and Your Right to a Collection Due Process Hearing. A 
taxpayer has until the date shown on the notice to request a Collection Due Process hearing with the 
Office of Appeals. 
After a Collection Due Process hearing, the Office of Appeals will issue a determination on whether 
the Notice of Federal Tax Lien should remain filed, or whether it should be withdrawn, released, 
discharged, or subordinated. If a taxpayer disagrees with the determination, he or she will have 30 
days after it’s made to seek a review in the U.S. Tax Court. 
If a request for a hearing is not filed within 30 days, the delinquent taxpayer will not be entitled to a 
Collection Due Process hearing, but may be entitled to an Equivalent Hearing. The request for an 
Equivalent Hearing, however, does not preclude the IRS from seizing taxpayer assets and does not 
suspend the 10-year period for collecting tax. In addition, the delinquent taxpayer is not entitled to a 
judicial review of the decision from an Equivalent Hearing (it cannot be appealed to Tax Court). In 
addition to any Collection Due Process rights a delinquent taxpayer may have, he or she may also 
appeal a proposed or actual filing of a Notice of Federal Tax Lien under the Collection Appeals Program. 
If the tax periods the IRS is collecting on are included in a bankruptcy petition that has an automatic 
stay (this issue is discussed in greater detail in Chapter 9), the IRS will suspend collection for the time 
period the automatic stay was in effect plus six additional months. A taxpayer must request a 
Collection Due Process hearing. Collection will be suspended from the date of the request until a 
Notice of Determination is issued or the Tax Court’s decision is final. 
 
C. RELEASING OR WITHDRAWAL OF A FEDERAL TAX LIEN 
 
1. Release of Lien 
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A "release” of a federal tax lien means that the IRS has cleared both the lien for the debt and the public 
Notice of Federal Tax Lien. This is done by filing a Certificate of Release of Federal Tax Lien with the 
same state and local authorities with whom the initial Notice of Federal Tax Lien was filed. The IRS will 
release a lien if: 

• The debt is fully paid; 
• Payment of the debt is guaranteed by a bond; 
• The payment terms of an Offer in Compromise which the IRS accepted have been met; or 
• The period for collection has ended (in which case the release is automatic). 

 
2. Withdrawal of Lien 
A "withdrawal” removes the Notice of Federal Tax Lien from public record. The withdrawal tells other 
creditors that the IRS is abandoning its lien priority. This does not mean, however, that the federal tax 
lien is released, or that the delinquent taxpayer is no longer liable for the amount due. The IRS may 
withdraw a Notice of Federal Tax Lien if: 

• The taxpayer has entered into an Installment Agreement to satisfy the tax liability, unless the 
Agreement provides otherwise. For certain types of taxes, the IRS will routinely withdraw a 
Notice of Federal Tax Lien if a taxpayer has entered into a direct debit installment agreement 
and meets certain other conditions; 

• The IRS believes that withdrawal of the lien will help the taxpayer pay his or her taxes more 
quickly; 

• The IRS did not follow its own procedures; 
• The lien was filed during a bankruptcy automatic stay period; or 
• It is in the best interest of the taxpayer (as determined by the Taxpayer Advocate) and in the 

best interest of the government. For example, this could include when a debt has been 
satisfied and the taxpayer requests a withdrawal. 

 
D. DISCHARGE AND SUBORDINATION 
 
1. Discharge 
A " discharge” removes the lien from specific property. There are several circumstances under which 
the federal tax lien can be discharged. For example, the IRS may issue a Certificate of Discharge if a 
taxpayer is selling property and the proceeds can be used to pay the delinquent taxes. 
 
2. Subordination 
A “subordination” occurs when a creditor is allowed to move ahead of the government’s priority 
position. For example, if a taxpayer is trying to refinance a mortgage on his or her home, but is not 
able to because the federal tax lien has priority over the new mortgage, the taxpayer may request that 
the IRS subordinate its lien to the new mortgage. 
 
3. Appeal Rights 
If the IRS denies a request for a withdrawal, discharge, or subordination, a taxpayer may appeal under 
the Collections Appeals Program. 
 
E. LEVY: A SEIZURE OF PROPERTY 
While a federal tax lien is a legal claim against a delinquent taxpayer’s property, a levy is a legal seizure 
that actually takes the taxpayer’s property (such as a house or car) or his or her rights to the property 
(such as his or her income, bank account, or Social Security payments) to satisfy the tax debt. Keep in 
mind that the IRS may not seize an individual’s property if he or she has a current or pending 
Installment Agreement or Offer in Compromise. The IRS will also not levy property if they believe that 
the taxpayer is unable to pay due to economic hardship, meaning seizing his or her property would 
result in the taxpayer’s inability to meet basic, reasonable living expenses. 
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1. Reasons and Procedures for the IRS to Levy Property 
If a taxpayer does not pay his or her federal income taxes (or make arrangements to settle his or her 
debt), the IRS may seize and sell the taxpayer’s property. They will usually seize property only after 
the following have occurred: 

• The IRS has assessed the tax and sent the taxpayer a bill; 
• The taxpayer neglected or refused to pay the bill; and 
• The IRS sent the taxpayer a “Final Notice of Intent to Levy” and “Notice of Your Right to a 

Hearing” at least 30 days before the seizure. 
There are, however, exceptions to the general rule that the IRS provide 30-days notice prior to seizing 
property. These include situations when: 

• The collection of the tax is in jeopardy; 
• A levy is served to collect tax from a state tax refund; 
• A levy is served to collect the tax debt of a federal contractor; or 
• A Disqualified Employment Tax Levy (DETL) is served. A Disqualified Employment Tax Levy is 

the seizure of unpaid employment taxes and can be served when a taxpayer previously 
requested a Collection Due Process appeal on employment taxes for other periods within the 
past two years. 

If the IRS serves a levy under one of the above exceptions, they will send the taxpayer a letter 
explaining the seizure and the taxpayer’s appeal rights after the levy is issued. 
 
2. Examples of Property Subject to Levy 
 
a. Wages, Salary, or Commissions 
If the IRS seizes a taxpayer’s rights to wages, salary, commissions, or similar payments that are held 
by someone else, they will serve the levy once, not each time the individual is scheduled to be paid. 
The one levy continues until the debt is fully paid, other arrangements are made, or the collection 
period ends. Other payments the individual may receive, such as dividends and payments on 
promissory notes, are also subject to seizure. However, the seizure only reaches the payments due or 
the right to future payments as of the date of the levy. 
 
b. Bank Accounts 
Seizure of the funds in a taxpayer’s bank account will include funds available for withdrawal up to the 
amount of the seizure. After the levy is issued, the bank will hold the available funds and give the 
taxpayer 21 days to resolve any disputes about who owns the account before sending the IRS the 
money. After 21 days, the bank will send the IRS the money, plus any interest earned on that amount, 
unless the taxpayer resolved the issue in another way. 
 
c. Federal Payments 
As an alternative to the levy procedure used for other payments such as dividends and promissory 
notes, certain federal payments may be systematically seized through the Federal Payment Levy 
Program in order to pay an individual’s tax debt. Under this program, the IRS may generally seize up 
to 15% of an individual’s federal payments (up to 100% of payments due to a vendor for goods or 
services sold or leased to the federal government). The IRS will serve the levy once, not each time the 
individual is paid. The levy continues until the debt is fully paid, other arrangements are made, the 
collection period ends, or the IRS releases the levy. The federal payments that can be seized in this 
program include, but aren’t limited to, federal retirement annuity income from the Office of Personnel 
Management, Social Security benefits under Title II of the Social Security Act (OASDI), and federal 
contractor/vendor payments. 
 
d. House, Car or Other Property 
If the IRS seizes an individual’s house or other property, they will sell that individual’s interest in the 
property and apply the proceeds (after the costs of the sale) to the tax debt. Prior to selling the 
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property, the IRS will calculate a minimum bid price. The IRS will also provide the taxpayer with a copy 
of the calculation and give them an opportunity to challenge the fair market value determination. The 
IRS will then provide the taxpayer with the notice of sale and announce the pending sale to the public, 
usually through local newspapers or flyers posted in public places. After giving public notice, the IRS 
will generally wait 10 days before selling the taxpayer’s property. Money from the sale pays for the 
cost of seizing and selling the property and, finally, the underlying tax debt. If there is any money left 
after the debt and expenses are paid off, the taxpayer will receive a refund. 
 
3. Property Not Subject to Seizure 
Certain property is exempt from seizure. For example, the IRS cannot seize the following: 

• Unemployment benefits; 
• Certain annuity and pension benefits; 
• Certain service-connected disability payments; 
• Workers compensation; 
• Certain public assistance payments; 
• Minimum weekly exempt income; 
• Assistance under the Job Training Partnership Act; and 
• Income for court-ordered child support payments. 

The IRS is also unable to seize a variety of specific items, including necessary schoolbooks, clothing, 
undelivered mail, furniture, personal effects for a household, and certain tools used in the taxpayer’s 
trade or business. There are also limitations on the ability of the IRS to seize a primary residence and 
certain business assets. 
Lastly, the IRS may not seize a taxpayer’s property unless they expect net proceeds to help pay off the 
person’s tax debt. 
 
4. Appealing a Proposed Seizure 
A taxpayer may request a Collection Due Process hearing within 30 days from the date he or she 
receives a "Notice of Intent to Levy and Notice of Your Right to a Hearing.” An appeal request must be 
sent to the address specified on the notice. At the conclusion of the hearing, the Office of Appeals will 
provide a determination. A taxpayer has 30 days after the determination to challenge it in the U.S. Tax 
Court. If a hearing request is not filed within 30 days, the taxpayer is not entitled to a Collection Due 
Process hearing, but may be entitled to an Equivalent Hearing. The request for an Equivalent Hearing, 
however, does not prohibit the IRS from seizing and does not suspend the 10-year period for collecting 
tax. In addition, a taxpayer will not be entitled to a judicial review of the decision from the Equivalent 
Hearing. 
 
5. Reasons the IRS Will “Release” a Levy 
The Internal Revenue Code (IRC) specifically provides that the IRS must release a levy if they determine 
that: 

• The taxpayer paid the amount owed; 
• The period for collection ended prior to the levy being issued; 
• Release of the levy will help the taxpayer pay his or her taxes; 
• The taxpayer entered into an Installment Agreement and the terms of the agreement do not 

allow for the levy to continue; 
• The levy creates an economic hardship on the taxpayer, meaning that the IRS has determined 

that the taxpayer is unable to meet basic, reasonable living expenses; or 
• The value of the property is more than the amount owed and releasing the levy will not hinder 

the IRS’s ability to collect the amount owed. 
The IRS will also release a levy if it was issued improperly. For example, they will release a levy if it was 
issued: 

• Against property exempt from seizure; 
• Prematurely; 
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• Before the required notice was sent to the taxpayer; 
• While the taxpayer was in bankruptcy and an automatic stay was in effect; 
• Where the expenses of seizing and selling the levied property would be greater than the fair 

market value of the property; 
• While an Installment Agreement request, Innocent Spouse Relief request, or Offer in 

Compromise is being considered or had been accepted and is in effect; 
• While the Office of Appeals or Tax Court is considering a collection due process case and the 

levy wasn’t a Disqualified Employment Tax Levy to collect employment taxes, a state refund, 
a jeopardy levy, or to collect the tax debt of a federal contractor; or 

• While the Office of Appeals or Tax Court is considering an appeal of the denial of innocent 
spouse relief. 

 
6. Reasons the IRS May Return Levied Property 
The IRS may return a taxpayer’s levied property if: 

• Its seizure was premature; 
• Its seizure was in violation of the law; 
• Returning the seized property will help the IRS to collect the debt owed; 
• The taxpayer entered into an Installment Agreement that does not provide for a levy; 
• The IRS did not follow their own procedures; or 
• It is in the best interest of the taxpayer (as determined by the Taxpayer Advocate) and in the 

best interest of the government. 
If the IRS decides to return the property but it has already been sold, the IRS will refund to the taxpayer 
the money received from the sale. The taxpayer may file a request for seized property to be returned, 
or the IRS can return the property upon its own initiative, generally up to nine months after the 
seizure. 
If an individual’s property has been seized ("levied”) to collect tax owed by someone else, he or she 
may appeal under the Collection Appeals Program, or (within the time prescribed by law) file a claim 
under Internal Revenue Code section 6343(b), or (within the time prescribed by law) file a suit under 
Internal Revenue Code section 7426 for the return of the wrongfully seized property. 
 
7. Recovering Sold Real Estate 
A taxpayer (or anyone else with a legal interest in the property) has the right to recover real estate 
sold by the IRS within 180 days of the sale by paying the purchaser what they paid, plus interest at 
20% annually. 
 
8. Collecting Damages 
If the IRS seizes property in error, a taxpayer’s payment was lost or misplaced, or there was a Direct 
Debit Installment Agreement processing error and the taxpayer incurred bank charges, the IRS may 
reimburse the taxpayer for charges.  If the IRS intentionally or negligently failed to follow Internal 
Revenue law while collecting taxes, or a taxpayer had his or her property wrongfully seized, he or she 
may be entitled to recover economic damages. 
 
F. APPEALING AN IRS DECISION 
Taxpayers may appeal most IRS actions. The main options for an appeal are specified below. 
 
1. Collection Due Process (CDP) 
The purpose of a Collection Due Process hearing is to review collection actions that were taken or 
have been proposed. A taxpayer may request a Collection Due Process hearing if he or she receives 
any of the following notices: 

• Notice of Federal Tax Lien Filing and Your Right to a Hearing; 
• Final Notice - Notice of Intent to Levy and Notice of Your Right to a Hearing; 
• Notice of Jeopardy Levy and Right of Appeal; 
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• Notice of Levy on Your State Tax Refund - Notice of Your Right to a Hearing; or 
• Notice of Levy and of Your Right to a Hearing. 

Taxpayers have 30 days from the date of a notice to request a Collection Due Process hearing. An 
Equivalent Hearing may be requested within one year of the date of the notice. 
 
2. Collection Appeals Program (CAP) 
Under the Collections Appeals Program, if a taxpayer disagrees with an IRS decision and wants to 
appeal it, he or she can ask an IRS manager to review his or her case. If a taxpayer disagrees with the 
manager’s decision, he or she may continue with the Collection Appeals Program.  
 
CHAPTER 2: TEST YOUR KNOWLEDGE 
The following questions are designed to ensure that you have a complete understanding of the 
information presented in the chapter (assignment). They are included as an additional tool to enhance 
your learning experience and do not need to be submitted in order to receive CPE credit. 
We recommend that you answer each question and then compare your response to the suggested 
solutions on the following page(s) before answering the final exam questions related to this chapter 
(assignment). 
 
1. Which of the following IRS actions is a “levy”: 

A. the IRS sends the taxpayer a warning letter saying he or she is delinquent in his or her taxes 
B. the IRS sells a taxpayer’s vacation home and applies the proceeds to the taxpayer’s IRS debt 
C. the IRS files a Notice of Federal Tax Lien 
D. the IRS orders the taxpayer to meet with the IRS 

 
2. The IRS can attempt to collect taxes for up to how many years after the date federal income taxes 
were assessed: 

A. 3 
B. 5 
C. 7 
D. 10 

 
3. What does a “withdrawal of tax lien” mean: 

A. the IRS is removing its lien priority 
B. the debt has been paid in full 
C. the taxpayer is no longer liable for the debt 
D. the IRS is releasing the taxpayer from the debt 

 
4. Generally, which of the following properties can the IRS seize: 

A. income from court-ordered child support payments 
B. clothing 
C. a primary residence 
D. unemployment benefits and workers’ compensation 

 
CHAPTER 2: SOLUTIONS AND SUGGESTED RESPONSES 
Below are the solutions and suggested responses for the questions on the previous page(s). If you 
choose an incorrect answer, you should review the pages as indicated for each question to ensure 
comprehension of the material. 
 
1 

A. Incorrect. A warning is a precursor to a levy, in which the IRS actually seizes the taxpayer’s 
property or other assets. 
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B. CORRECT. A levy, sometimes called a seizure, occurs when the IRS actually takes the property, 
sells it, and applies the proceeds to the taxpayer’s tax debts. 

C. Incorrect. Filing a Notice of Federal Tax Lien is the first step required before a levy can occur 
later in the process. 

D. Incorrect. An order to meet with the IRS is called a summons. 
 
2. 

A. Incorrect. The IRS has a much longer period of time than 3 years to collect federal income 
taxes from a taxpayer who has not paid. 

B. Incorrect. The IRS has twice the amount of time to collect a taxpayer’s unpaid federal income 
taxes. 

C. Incorrect. The IRS can collect a taxpayer’s unpaid federal income taxes for more than 7 years. 
D. CORRECT. The IRS is able to collect unpaid federal income taxes for up to 10 years from the 

day they were assessed; however, there are exceptions to that timeframe. 
 
3. 

A. CORRECT. A “withdrawal of tax lien” means that the IRS is removing its lien from the 
taxpayer’s property, but the taxpayer is still liable for the debt. 

B. Incorrect. When a “withdrawal of tax lien” is filed, it does not mean that the debt has been 
paid in full. It only means that the IRS is abandoning its lien on the property. 

C. Incorrect. The taxpayer is still liable for the debt when a “withdrawal of tax lien” is filed. 
D. Incorrect. When a “release of lien” is filed, it releases the taxpayer from his or her debt. When 

a “withdrawal of tax lien” is filed, the taxpayer is still liable for his or her debt. 
 
4.  

A. Incorrect. When a taxpayer receives income from child support payments, this money is 
exempt from being seized by the IRS. 

B. Incorrect. The IRS is not able to seize a taxpayer’s clothes for unpaid tax debt. 
C. CORRECT. The IRS may seize an individual’s house or other property so it can sell the 

individual’s interest in the property and apply those proceeds to the tax debt. There are, 
however, certain limitations on the IRS’s ability to seize a primary residence and certain 
business assets. 

D. Incorrect. Certain property is exempt from seizure, including unemployment benefits, 
workers’ compensation, certain annuity and pension benefits, and certain public assistance 
payments. 
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Chapter 3: Installment Agreements 
 
Chapter Objective 
After completing this chapter, you should be able to: 

• Identify qualifications for filing an Installment Agreement with the IRS. 
 

I. Overview 
 
Taxpayers who are unable to currently pay the full amount of their tax debt may apply to enter into 
an Installment Agreement with the IRS. An Installment Agreement allows the taxpayer to pay the IRS 
the full amount owed over a period of time via “installment” payments. To request an Installment 
Agreement, a taxpayer must file Form 9465 (a copy of which is included at the end of this course). An 
Installment Agreement differs from an Offer in Compromise in that such agreements do not actually 
reduce the amount of tax owed by the taxpayer. Taxpayers who enter into Installment Agreements 
automatically have any future refunds applied to the tax debt until it is paid in full. Like Offers in 
Compromise, business entities and individuals are both entitled to file for an Installment Agreement. 
Different rules may apply depending on the type of business entity. For the most part, this chapter 
and course focus on resolving tax disputes between the IRS and individual taxpayers. 
The IRS will usually let a taxpayer know within 30 days after they receive the taxpayer’s request for an 
Installment Agreement whether it is approved or denied. However, if this request is for tax due on a 
return the taxpayer filed after March 31, it may take the IRS longer than 30 days to reply. If the IRS 
approves the taxpayer’s request, they will send the taxpayer a notice detailing the terms of the 
agreement and requesting the applicable fee (discussed below). 
By approving the taxpayer’s request, the IRS agrees to let the taxpayer pay the tax he or she owes in 
monthly installments instead of immediately paying the amount in full. In return, the taxpayer agrees 
to make monthly payments on time. He or she also agrees to meet all future tax liabilities. This means 
that the taxpayer must have enough withholding or estimated tax payments so that his or her tax 
liability for future years is paid in full when the taxpayer timely files his or her return. A taxpayer’s 
request for an Installment Agreement will be denied if all required tax returns have not been filed. 
Any refund the taxpayer is due in a future year will be applied against the amount the taxpayer owes. 
If the taxpayer’s refund is applied to his or her balance, the taxpayer is still required to make his or her 
regular monthly installment payment. 
 
A. INTEREST AND PENALTIES 
A taxpayer will be charged interest and may be charged a late payment penalty on any tax not paid by 
its due date, even if a request to pay in installments is granted. Interest and any applicable penalties 
will be charged until the balance is paid in full. To limit interest and penalty charges, a delinquent 
taxpayer should file the return on time and pay as much of the tax as possible with the return. The IRS 
automatically applies all payments received from the taxpayer towards the delinquent account. 
 
B. FEES AND PAYMENT METHODS 
Taxpayers can make payments by check, money order, credit card, or one of the other payment 
methods shown next. The fee for each payment method is shown in Table 3.1. 
 
TABLE 3.1. INSTALLMENT AGREEMENT FEES (EFFECTIVE 1/1/2017). 

Payment Method Applicable Fee 

Check, money order, or credit card $225 ($149 with an online payment agreement) 

Direct debit $107 ($31 with an online payment agreement) 

Payroll deduction installment agreement $225 

 
Certain taxpayers may qualify to pay a reduced fee of $43 if his or her income is below a certain level. 
The IRS will let the taxpayer know whether he or she qualifies for the reduced fee. If the IRS does not 
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say that the taxpayer qualifies for the reduced fee, the taxpayer can request the reduced fee using 
Form 13844, Application For Reduced User Fee For Installment Agreements. 
 
C. RECORDS 
Taxpayers can view their current amount owed and payment history by viewing their tax account 
online. Viewing a tax account requires identity authorization with security checks. A taxpayer should 
allow one to three weeks (three weeks for non-electronic payments) for a recent payment to be 
credited to his or her account. 
 
D. DELINQUENT PAYMENTS 
If the taxpayer does not make payments on time or does not pay any balance due on a return filed 
later, he or she will be in default on the agreement and the IRS may take enforcement actions, such 
as the filing of a Notice of Federal Tax Lien or an IRS levy action, to collect the entire amount owed. To 
ensure that payments are made in a timely manner, the taxpayer should consider making them by 
direct debit. 
 
E. MODIFICATION AND TERMINATION 
After an Installment Agreement is approved, a taxpayer may submit a request to modify or terminate 
it. Such a request will not suspend the statute of limitations on collection. While the IRS considers a 
request to modify or terminate the Installment Agreement, the taxpayer must continue to comply 
with the existing agreement. An Installment Agreement may be terminated if the taxpayer provides 
materially incomplete or inaccurate information in response to an IRS request for a financial update. 
There may be a reinstatement fee if an agreement goes into default. Also remember that penalties 
and interest continue to accrue until the taxpayer’s balance is paid in full. If a taxpayer is in danger of 
defaulting on his or her payment agreement for any reason, he or she or the taxpayer’s representative 
should contact the IRS immediately. The IRS will generally not take enforced collection actions: 

• When an Installment Agreement is being considered; 
• While an agreement is in effect; 
• For 30 days after a request is rejected; or 
• During the period the IRS evaluates an appeal of a rejected or terminated agreement. 

A Notice of Federal Tax Lien (NFTL) may be filed to protect the government’s interests until the 
taxpayer pays in full. However, an NFTL is generally not filed with a Guaranteed Installment 
Agreement, discussed below. 
 

II. Completing Form 9465 
 
A. PURPOSE OF FORM 
Use Form 9465 to request a monthly installment plan if the taxpayer cannot pay the full amount he or 
she owes shown on his or her tax return (or on a notice the IRS sent the taxpayer). Most Installment 
Agreements meet the IRS’ streamlined installment agreement criteria. The maximum term for a 
streamlined agreement is 72 months. In certain circumstances, the taxpayer can have longer to pay 
or the taxpayer’s agreement can be approved for an amount that is less than the amount of tax the 
taxpayer owes. However, before requesting an Installment Agreement, the taxpayer should consider 
other less costly alternatives, such as getting a bank loan or using available credit on a credit card. 
A taxpayer should use Form 9465 if he or she is an individual who: 

• Owes income tax on Form 1040; 
• Is or may be responsible for a Trust Fund Recovery Penalty; 
• Owes employment taxes related to a sole proprietor business that is no longer in operation; 

or 
• Owes an individual shared responsibility payment under the Affordable Care Act. 

A taxpayer should not use Form 9465 if he or she: 
• Can pay the full amount owed within 120 days; or 
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• Wants to request an online payment agreement. 
If the taxpayer is in business or is a business entity and owes employment or unemployment taxes, he 
or she should call the telephone number on the most recent notice to request an Installment 
Agreement. 
 
B. SPECIFIC INSTRUCTIONS 
 
Part I 
Line 1a. If the taxpayer is making this request for a joint tax return, he or she should show the names 
and social security numbers (SSNs) in the same order as they appear on the tax return. 
Line 1b. If the address provided on line 1 is new since the taxpayer filed his or her last tax return, check 
the box on line 1b. 
Line 2. Show the name and employer identification number (EIN) of the business. 
Line 5. Enter the total amount you owe as shown on your tax return(s) or notice(s). The amount you 
owe should include amounts from more than one tax year. 
Line 6. If you have additional balances due that are not reflected on line 5, list the total here (even if 
they are included in an existing installment agreement). Any adjustments or other charges that are 
not reported on the tax return or notice should be listed on this line. 
Line 7. Add lines 5 and 6 and enter the result. 

1. If the amount the taxpayer owes on line 7 is greater than $50,000, he or she cannot file Form 
9465 electronically. The taxpayer must complete Form 433-F, Collection Information 
Statement, and file it with this form. 

2. If the total amount the taxpayer owes is not more than $50,000 (including any amounts owed 
from prior years), the taxpayer does not need to file Form 9465; the taxpayer can request an 
installment agreement online. 

3. If the total amount the taxpayer owes is greater than $25,000, but not more than $50,000, he 
or she must either: (1) Complete lines 13a and 13b and agree to make payments by direct 
debit, or (2) Check box 14 to make his or her payments by payroll deduction and attach a 
completed, signed Form 2159, Payroll Deduction Agreement. A payroll deduction agreement 
is not available if the taxpayer files Form 9465 electronically. 

Line 8. Even if the taxpayer cannot pay the full amount owed now, he or she should pay as much as 
possible to limit penalty and interest charges. If the taxpayer is filing this form with the tax return, the 
payment should be made with the return. For details on how to pay, see the tax return instructions. 
If the taxpayer is filing this form by itself, such as in response to a notice, he or she should attach a 
check or money order payable to "United States Treasury.” He or she should not send cash. The 
following should be included: 

• The taxpayer’s name, address, SSN/EIN, and daytime phone number. 
• The tax year and tax return (for example, "2017 Form 1040”) for which he or she is making 

this request. 
Line 9. Subtract line 8 from line 7 and enter the result. 
Line 10. Divide the amount on line 9 by 72 and enter the result. 
Line 11a. Enter on line 11a the amount the taxpayer can pay each month. He or she should make 
payments as large as possible to limit interest and penalty charges. The charges will continue until the 
taxpayer pays in full. If no payment amount is listed on line 11a, a payment will be determined for the 
taxpayer by dividing the balance due by 72 months. 
Line 11b. 

• If the amount on line 11a is less than the amount on line 10 and the taxpayer is able to increase 
his or her payment to an amount that is equal to or greater than the amount on line 10, enter 
the revised monthly payment proposal on line 11b. 

• If the amount on line 11a is less than the amount on line 10 and the taxpayer is unable to 
increase his or her payment to the amount on line 10, check the box below line 11b and 
complete and attach Form 433-F, Collection Information Statement. 
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• If the amount on line 11a is equal to or greater than the amount on line 10 but the amount 
the taxpayer owes is greater than $25,000 but not more than $50,000, the taxpayer must 
complete either line 13 or 14, if he or she does not want to complete Form 433-F. If the 
taxpayer has defaulted on an installment agreement within the last 12 months, and the 
amount he or she owes is greater than $25,000 but not more than $50,000, the taxpayer must 
complete Part II on page 2 of Form 9465. 

• If the amount on line 9 is greater than $50,000, complete and attach Form 433-F. 
Line 12. The taxpayer can choose the day of each month his or her payment is due. This can be on or 
after the 1st of the month, but no later than the 28th of the month. For example, if the taxpayer’s rent 
or mortgage payment is due on the 1st of the month, he or she may want to make his or her 
installment payments on the 15th. When the IRS approves the request, it will tell the taxpayer the 
month and day that his or her first payment is due. 
If the IRS has not replied by the date the taxpayer chose for his or her first payment, the taxpayer can 
send the first payment to the Internal Revenue Service Center at the address shown earlier that applies 
to him or her. See the instructions for line 8 above for details on what to write on the payment. 
Lines 13a and 13b. Making payments by direct debit will help ensure that the payments are made 
timely and that the taxpayer is not in default of this agreement. 
To pay by direct debit from the taxpayer’s checking account at a bank or other financial institution 
(such as a mutual fund, brokerage firm, or credit union), fill in lines 13a and 13b. The taxpayer should 
check with the financial institution to make sure that a direct debit is allowed and to get the correct 
routing and account numbers. 

• Line 13a. The routing number must be nine digits. The first two digits of the routing number 
must be 01 through 12 or 21 through 32. Use a check to verify the routing number. But if the 
check is payable through a financial institution different from the one at which the taxpayer 
has a checking account, do not use the routing number on that check. Instead, contact the 
financial institution for the correct routing number. 

• Line 13b. The account number can be up to 17 characters (both numbers and letters). Include 
hyphens but omit spaces and special symbols. Enter the number from left to right and leave 
any unused boxes blank. Do not include the check number. 
 

Note 
The direct debit from the taxpayer’s checking account will not be approved unless the taxpayer (and 
his or her spouse if filing a joint return) signs Form 9465. 
Also, the IRS may have filed a Notice of Federal Tax Lien against the taxpayer’s property. If so, he or 
she may be able to get the notice of lien withdrawn. 

 
Line 14. If the taxpayer wants to make his or her payments by payroll deduction, check the box on line 
14 and attach a completed and signed Form 2159. The taxpayer should ask his or her employer to 
complete and sign their portion of Form 2159. 
If the taxpayer chooses to make his or her payments by payroll deduction, he or she will not be able 
to file Form 9465 electronically. 
 
Part II 
If the taxpayer has defaulted on an installment agreement within the last 12 months, and the amount 
owed is greater than $25,000 but not more than $50,000, complete Part II on page 2 of Form 9465. 
 
C. WHERE TO FILE 
Taxpayers should attach Form 9465 to the front of the return and send it to the address shown in the 
tax return booklet. If the taxpayer has already filed the return or he or she is filing this form in response 
to a notice, file Form 9465 by itself with the Internal Revenue Service Center using the address in the 
table below that applies. 
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For all taxpayers except those filing Form 1040 with Schedule(s) C, E, or F for any tax year for which 
this Installment Agreement is being requested. 
 

IF the taxpayer lives in... THEN use this address... 

Alabama, Florida, Georgia, Kentucky, Louisiana, 
Mississippi, North Carolina, South Carolina, Texas, 
Virginia 

Department of the Treasury  
Internal Revenue Service  
P.O. Box 47421 Stop 74  
Doraville, GA 30362 

Alaska, Arizona, Colorado, Connecticut, Delaware, District 
of Columbia, Hawaii, Idaho, Illinois, Maine, Maryland, 
Massachusetts, Montana, Nevada, New Hampshire, New 
Jersey, New Mexico, North Dakota, Oregon, Rhode Island, 
South Dakota, Tennessee, Utah, Vermont, Washington, 
Wisconsin, Wyoming 

Department of the Treasury  
Internal Revenue Service  
310 Lowell St. 
Stop 830 
Andover, MA 01810 

Arkansas, California, Indiana, Iowa, Kansas, Michigan, 
Minnesota, Missouri, Nebraska, New York, Ohio, 
Oklahoma, Pennsylvania, West Virginia 

Department of the Treasury  
Internal Revenue Service  
Stop P-4 5000 
Kansas City, MO 64999-0250 

 
For taxpayers filing Form 1040 with Schedule(s) C, E, or F for any tax year for which this Installment 
Agreement is being requested. 
 

IF the taxpayer lives in... THEN use this address... 

Alabama, Arkansas, Georgia, Illinois, Indiana, Iowa, 
Kansas, Kentucky, Louisiana, Michigan, Minnesota, 
Mississippi, Missouri, Nebraska, New Jersey, North 
Dakota, Ohio, Oklahoma, Pennsylvania, South Dakota, 
Tennessee, Texas, West Virginia, Wisconsin 

Department of the Treasury  
Internal Revenue Service  
P.O. Box 69  
Stop 811 
Memphis, TN 38101-0069 

Alaska, Arizona, California, Colorado, Hawaii, Idaho, 
Montana, Nevada, New Mexico, Oregon, Utah, 
Washington, Wyoming 

Department of the Treasury  
Internal Revenue Service  
P.O. Box 9941  
Stop 5500  
Ogden, UT 84409 

Connecticut, Maine, Massachusetts, New Hampshire, 
New York, Rhode Island, Vermont 

Department of the Treasury  
Internal Revenue Service  
P.O. Box 480  
Stop 660 
Holtsville, NY 11742-0480 

Delaware, District of Columbia, Florida, Maryland, North 
Carolina, South Carolina, Virginia 

Department of the Treasury  
Internal Revenue Service  
Stop 4-N31.142  
Philadelphia, PA 19255-0030 

 
For all taxpayers living outside the 50 states, for any tax year for which the installment agreement 
is being requested. 
 

IF the taxpayer lives in... THEN use this address... 

A foreign country, American Samoa, or Puerto Rico (or 
are excluding income under Internal Revenue Code 
section 933) Guam, or the U.S. Virgin Islands, or use an 
APO or FPO address, or file Form 2555, 2555-EZ, or 4563, 
or are a dual¬status alien 

Department of the Treasury  
Internal Revenue Service  
3651 South I-H 35, 5501AUSC  
Austin, TX 78741 
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III. Other Rules 
 
A. GUARANTEED INSTALLMENT AGREEMENT 
The IRS cannot turn down a taxpayer’s request for an Installment Agreement if he or she does not 
owe more than $10,000 in taxes and all three of the following apply: 

• During the past five tax years, the taxpayer (and his or her spouse if filing a joint return) has 
timely filed all income tax returns and paid any income tax due, and has not entered into an 
Installment Agreement for payment of income tax; 

• The taxpayer agrees to pay the full amount he or she owes within three years and to comply 
with the tax laws while the agreement is in effect; and 

• The taxpayer cannot pay the tax owed in full when it is due. 
 
B. TAXPAYER’S ABILITY TO PAY IN FULL 
If the taxpayer can pay the full amount he or she owes within 120 days, he or she should call the IRS 
to establish the request to pay in full. If the taxpayer can do this, he or she can avoid paying the fee to 
set up an Installment Agreement. Instead of calling, the taxpayer can also apply online. 
 
C. APPLYING ONLINE FOR PAYMENT AGREEMENT 
If the taxpayer’s balance due is not more than $50,000, he or she can apply online for a payment 
agreement instead of filing Form 9465. 
 
D. IN-BUSINESS TRUST FUND EXPRESS INSTALLMENT AGREEMENTS 
Small businesses who currently have employees can qualify for an In-Business Trust Fund Express 
Installment Agreement (IBTF-Express IA). These installment agreements generally do not require a 
financial statement or financial verification as part of the application process. The criteria to qualify 
for an IBTF-Express IA are: 

• The business owes $25,000 or less at the time the agreement is established. If the business 
owes more than $25,000, it may pay down the liability before entering into the agreement in 
order to qualify; 

• The debt must be fully paid within 24-months or prior to the Collection Statute Expiration Date 
(CSED), whichever is earlier; 

• The business must enroll in a Direct Debit Installment Agreement (DDIA) if the amount owed 
is between $10,000 and $25,000; and 

• The business must be compliant with all filing and payment requirements. 
 
E. STREAMLINED INSTALLMENT AGREEMENTS 
In 2012, the IRS adopted new rules pursuant to its "Fresh Start” program to help more delinquent 
taxpayers resolve their debts with the IRS. As part of that initiative, the IRS allows more taxpayers to 
use a system of streamlined Installment Agreements. Under the Fresh Start initiative, the maximum 
dollar criteria for streamlined Installment Agreements was raised from $25,000 to $50,000 and the 
maximum term was raised from 60 months to 72 months. These Installment Agreements generally do 
not require a financial statement, but a limited amount of financial information may be required in 
the application process. The Streamlined Installment Agreement criteria is divided into two categories, 
balance due of $25,000 or less, and balance due between $25,001 to $50,000. 
 
1. Streamlined Installment Agreements with Balances of $25,000 or Less 
The criteria to qualify for a streamlined Installment Agreement with a balance due of $25,000 or less 
are: 

• The taxpayer owes $25,000 or less at the time the agreement is established. If the taxpayer 
owes more than $25,000, he or she may pay down the liability before entering into the 
agreement in order to qualify; 
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• The debt must be fully paid within 72-months or prior to the Collection Statute Expiration 
Date, whichever is earlier; and 

• The taxpayer must be compliant with all filing and payment requirements. 
Individuals who owe any type of tax (Form 1040, Trust Fund Recovery Penalty, etc.) are eligible for 
this streamlined agreement as are defunct businesses who owe any type of tax and have any type of 
entity structure (i.e., corporations and limited liability companies). For businesses in operation, the 
only type of tax debts subject to a streamlined Installment Agreement are income tax liabilities. 
 
2. Streamlined Installment Agreements with Balances Between $25,001 and $50,000 
The criteria to qualify for streamlined Installment Agreements with a balance due of $25,001 to 
$50,000 are:  

• The taxpayer owes $25,001 to $50,000 at the time the agreement is established. If the 
taxpayer owes more than $50,000, he or she may pay down the liability before entering into 
the agreement in order to qualify; 

• The debt must be fully paid within 72-months or prior to the Collection Statute Expiration 
Date, whichever is earlier; and 

• The taxpayer must be compliant with all filing and payment requirements. 
Individuals with any type of tax debt (i.e., Form 1040, Trust Fund Recovery Penalty, etc.) are eligible 
for this type of agreement. However, the only type of business entity entitled to this type of agreement 
is defunct sole proprietors who owe any type of tax. The taxpayer must also enroll in a Direct Debit 
Installment Agreement. A limited amount of financial information may also be required during the 
application process. 
Taxpayers seeking Installment Agreements exceeding $50,000 will still need to supply the IRS with a 
Collection Information Statement (Form 433-A (OIC) (PDF) or Form 433-F (PDF)). 
 

Note 
As of January 2012, the IRS is testing expanded criteria for streamlined processing of taxpayer results 
for installment agreements. The test is scheduled to run through September 30, 2018. The chart below 
identifies the criteria for the current streamlined process and the test process 

 
For individual taxpayers who have filed all required returns and have an assessed balance of tax, 
penalties, and interest of $50,000 or less. 
 

Current Streamlined Criteria Test Criteria 

Payment Terms 
Up to 72 months - or - the number of months 
necessary to satisfy the liability in full by the 
Collection Statute Expiration date, whichever is 
less. 

Payment Terms 
None. This criteria is unchanged. 

Collection Information Statement 
Verification of ability to pay required in event of 
an earlier default for assessed balances of 
$25,001 to $50,000. 

Collection Information Statement 
Not required. 

Payment Method 
Direct debit payments or payroll deduction 
required for assessed balances of $25,001 to 
$50,000. 

Payment Method 
Direct debit payments or payroll deduction is 
preferred, but not required. 

Notice of Federal Tax Lien 
Determination not required for assessed 
balances up to $25,000. 
Determination is not required for assessed 
balances of $25,001 - $50,000 with mandatory 

Notice of Federal Tax Lien 
No change in criteria for assessed balances up to 
$25,000. 
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use of direct debit or payroll deduction 
agreement. 
 
Note: If taxpayer does not agree to direct debit 
or payroll deduction, then they do not qualify for 
Streamlined IA over $25,000. 

Determination is not required for assessed 
balances of $25,001 - $50,000 with the use of 
direct debit or payroll deduction agreement. 
Note: If taxpayer does not agree to direct debit 
or payroll deduction, then they do qualify for 
Streamlined IA over $25,000, but a Notice of 
Federal Tax Lien determination will be made. 

 
The test criteria discussed above also applies to all out of business debts up to $25,000 and all out of 
business sole-proprietorship debts up to $50,000. For in-business taxpayers, test criteria apply to 
income tax only debts up to $25,000. 
For individual taxpayers who have filed all required returns and have an assessed balance of tax, 
penalties, and interest between $50,001 and $100,000. 
 

Current Criteria Test Criteria Changes 

None 
Streamlined processing criteria currently does 
not apply to assessed balances of tax between 
$50,001 and $100,000. 
 

Payment Terms 
Up to 84 months - or - the number of months 
necessary to satisfy the liability in full by the 
Collection Statute Expiration date, whichever is 
less. 
Collection Information Statement 
Not required if the taxpayer agrees to make 
payment by direct debit or payroll deduction. 
Payment Method 
Direct debit payments or payroll deduction is 
not required; however, if one of these methods 
is not used, then a Collection Information 
Statement is required. 
Notice of Federal Tax Lien 
Determination is required. 

 
CHAPTER 3: TEST YOUR KNOWLEDGE 
The following questions are designed to ensure that you have a complete understanding of the 
information presented in the chapter (assignment). They are included as an additional tool to enhance 
your learning experience and do not need to be submitted in order to receive CPE credit. 
We recommend that you answer each question and then compare your response to the suggested 
solutions on the following page(s) before answering the final exam questions related to this chapter 
(assignment). 
 
1. What is a difference between an Installment Agreement and an Offer in Compromise: 

A. an Offer in Compromise enables a taxpayer to pay the amount due in installments, rather than 
in one lump sum like an Installment Agreement 

B. an Offer in Compromise has no effect on the amount the taxpayer owes to the IRS, while an 
Installment Agreement reduces the amount as long as the taxpayer makes all of the required 
installments in a timely manner 

C. an Installment Agreement enables a taxpayer to pay the entire amount due in installments, 
but does not reduce the amount owing to the IRS like an Offer in Compromise 

D. an Installment Agreement is only applicable to business entities, whereas an Offer in 
Compromise can be used by both individuals and business entities 

 
2. What was the purpose behind adopting the “Fresh Start” program: 

A. to help more delinquent taxpayers resolve their debt with the IRS 
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B. to give businesses but not individuals a chance to start over and erase their debt 
C. to allow a taxpayer owing $75,000 a chance to enter into a streamlined Installment Agreement 
D. to give a taxpayer 36 months to make installment payments, rather than 24 months 

 
3. What is the maximum term limit for a streamlined Installment Agreement: 

A. 12 months 
B. 24 months 
C. 36 months 
D. 72 months 

 
CHAPTER 3: SOLUTIONS AND SUGGESTED RESPONSES 
Below are the solutions and suggested responses for the questions on the previous page(s). If you 
choose an incorrect answer, you should review the pages as indicated for each question to ensure 
comprehension of the material. 
 
1. 

A. Incorrect. An Installment Agreement enables a taxpayer to pay the amount due in 
installments, rather than in a reduced amount like an Offer in Compromise. 

B. Incorrect. An Offer in Compromise reduces the amount a taxpayer owes, whereas the amount 
remains the same in an Installment Agreement. 

C. CORRECT. Unlike an Offer in Compromise, an Installment Agreement does not reduce the 
amount owed to the IRS; it just enables the taxpayer to pay in installments, rather than in one 
lump sum. 

D. Incorrect. Individuals and business entities are both able to apply for an Installment 
Agreement or an Offer in Compromise. 

 
2. 

A. CORRECT. The "Fresh Start” initiative was put into place to allow more delinquent taxpayers 
the opportunity to resolve their debt through streamlined Installment Agreements. 

B. Incorrect. Installment options to pay the unpaid debt (not erase the debt) are provided to a 
taxpayer through the "Fresh Start” program. 

C. Incorrect. In order to qualify for the "Fresh Start” program, a taxpayer cannot owe more than 
$50,000 in delinquent taxes. 

D. Incorrect. The "Fresh Start” program actually increased the maximum term from 60 to 72 
months, not 24 to 36 months. 

 
3. 

A. Incorrect. The maximum term for a streamlined Installment Agreement is much longer than 
12 months. 

B. Incorrect. Streamlined Installment Agreements have a maximum term greater than 24 
months. 

C. Incorrect. The maximum term for a streamlined Installment Agreement is more than 60 
months. 

D. CORRECT. 72 months is generally the maximum term for a streamlined Installment 
Agreement. In certain circumstances, the taxpayer can have longer to pay. 
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Chapter 4: Grounds For Seeking An Offer In Compromise 
 
Chapter Objective 
After completing this chapter, you should be able to: 

• Identify different methods the IRS can use to settle claims. 
 

I. Overview 
 
In many ways, the IRS is like any other creditor. They want to get paid everything they are owed. Like 
other creditors, however, they sometimes realize that it is impossible to collect all or a portion of a 
debt. It is in such a case that the IRS will consider allowing a taxpayer to enter into an Offer in 
Compromise (OIC). An OIC is an agreement between a taxpayer and the IRS that settles the taxpayer’s 
tax liabilities for less than the full amount owed. An OIC is generally not accepted if the IRS believes 
the liability can be paid in full, either as a lump sum or through a payment agreement. The IRS looks 
at the taxpayer’s income and assets - as well as a variety of other factors - to make a determination of 
the taxpayer’s reasonable collection potential. 
On the IRS website, there is an Offer in Compromise Pre-Qualifier tool. A taxpayer may use this tool 
to see if he or she may be eligible for an Offer in Compromise. The taxpayer enters his or her financial 
and tax filing status to calculate a preliminary offer amount. Note that the IRS makes its final decision 
based on the taxpayer’s completed OIC application and the IRS’s associated investigation. This tool 
should only be used as a guide. Although it may show that a taxpayer can fully pay his or her liability, 
he or she may still file an OIC and discuss his or her individual financial situation with the IRS. 
 
A. GROUNDS FOR OFFERS IN COMPROMISE 
The Internal Revenue Code gives the IRS very broad authority to compromise federal tax liabilities (IRC 
Section 7122). Specifically, the IRS is authorized to settle claims in one of three circumstances:1 

• Doubt as to Collectibility (DATC); 
• Doubt as to Liability (DATL); or 
• Effective Tax Administration. 

IRS Policy Statement P-5-100 states: 
The Service will accept an offer in compromise when it is unlikely that the tax liability can be 
collected in full and the amount offered reasonably reflects collection potential. An OIC is a 
legitimate alternative to declaring a case currently not collectible or to a protracted 
installment agreement. The goal is to achieve collection of what is potentially collectible at the 
earliest possible time and at the least cost to the Government. 
In cases where an OIC appears to be a viable solution to a tax delinquency, the Service 
employee assigned the case will discuss the compromise alternative with the taxpayer and, 
when necessary, assist in preparing the required forms. The taxpayer will be responsible for 
initiating the first specific proposal for compromise. 
The success of the compromise program will be assured only if taxpayers make adequate 
compromise proposals consistent with their ability to pay and the Service makes prompt and 
reasonable decisions. Taxpayers are expected to provide reasonable documentation to verify 
their ability to pay. The ultimate goal is a compromise that is in the best interest of both the 
taxpayer and the service. Acceptance of an adequate offer will also result in creating for the 
taxpayer an expectation of a fresh start toward compliance with all future filing and payment 
requirements. 

The three circumstances under which the IRS may enter into an OIC each further, in some way, the 
objectives of the OIC program. Those objectives are to: 

• Facilitate collection of what can reasonably be collected at the earliest possible time and at 
the least cost to the government; 

• Achieve a resolution that is in the best interests of both the taxpayer and the government; 
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• Provide the taxpayer with a fresh start toward future voluntary compliance with all filing and 
payment requirements; and 

• Secure collection of revenue that may not be collected through other means. 
 
B. GENERAL RULES 
 
1. Deal Must Be Good for IRS 
The IRS will generally approve an offer in compromise when the amount offered represents the most 
they can expect to collect within a reasonable period of time. There are some precise calculations 
involved in coming up with that number that will be explored in great detail later. As with all choices, 
there are pros and cons to an OIC for a delinquent taxpayer, so a tax advisor should consider all options 
for their client before applying for an OIC. There are also eligibility criteria, i.e., a taxpayer in the midst 
of a bankruptcy proceeding is not eligible for an OIC. 
 
2. Where Offers Must Be Denied 
The IRS generally does not have the authority to accept an OIC when: 

• Questions concerning the amount of the taxpayer’s liability or the collection of a liability for 
all or part of the periods the taxpayer owes is in litigation being handled by the Department 
of Justice; 

• The federal tax liability for all or part of the periods the taxpayer owes has been reduced to a 
judgment; 

• An offer is received that covers tax periods for which restitution was ordered. The IRS cannot 
accept an OIC that in any way modifies the terms of a restitution order. The IRS may consider 
an OIC for periods for which restitution was ordered only if the defendant has paid or will pay 
the full amount of the restitution as part of the offer; 

• The IRS has a civil or criminal prosecution pending against the taxpayer in the Department of 
Justice or U.S. Attorney’s Office; or 

• Acceptance by the IRS is dependent upon the Department of Justice accepting a related offer 
or settlement. 

Another limitation is that offers based on Doubt as to Collectibility or Effective Tax Administration 
must include all unpaid tax liabilities and periods for which the taxpayer is liable. 
 

Example 
If a taxpayer submits an OIC for income tax liabilities and the taxpayer is also responsible for 
employment taxes for a sole-proprietorship, both the income tax and business liabilities must be 
included in the accepted offer. 

 
An OIC is effective for the entire assessed liability for tax, penalties, and interest for the years or 
periods covered by the offer. All questions of tax liability for the years or periods covered by the 
agreement are conclusively settled. Neither the taxpayer nor the government can reopen a 
compromised tax year or period unless there was falsification of information or documents, 
concealment of ability to pay, or a mutual mistake of a material fact which would be sufficient to set 
aside or reform a contract. 
 
3. Unassessed Liability 
The IRS will not consider an offer that is solely for a tax period or tax year that has not been assessed 
unless a return has been received or an assessment is pending. Taxpayers may submit, and the IRS will 
consider, an offer to compromise taxes due on tax returns which have been filed but have not yet 
been assessed when unpaid liabilities already exist. However, before the offer can be accepted, the 
unassessed taxes must be assessed. 
 
4. Lapsed Statute of Limitations 
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If the statute of limitations has passed, the taxpayer is obviously not obligated to pay. Therefore, the 
IRS will not enter into a compromise when the taxpayer is indeed no longer liable for the tax. If a 
taxpayer makes a voluntary payment to a liability barred by statute, the IRS is required, pursuant to 
the Internal Revenue Manual, to inform the taxpayer that the payment is not required and ask if they 
want the payment applied to their account or returned. The taxpayer must be advised that the 
payment is purely voluntary.  
 
C. OBLIGATIONS THE IRS MAY NOT COMPROMISE 
The IRS does not have the authority to compromise certain financial obligations, including child 
support orders. If a taxpayer proposes a compromise that includes child support liability, the IRS will 
ask the taxpayer to remove that from his or her offer. Failure by the taxpayer to abide by such a 
request will result in a rejection of the offer. 
The IRS may not accept an OIC that in any way modifies the terms of a restitution order. Any changes 
to the terms of a restitution payment must be made pursuant to the direction of the ordering court. 
There may be situations where the IRS has assessed civil tax liabilities, interests and penalties in excess 
of the amount that was awarded as restitution. In this situation, the IRS may consider an OIC to pay 
the additional taxes, penalties, and interest for the same tax periods for which restitution was ordered 
only if the defendant has paid, or will pay as part of the offer, the full amount of the restitution. 
 

Example 
The court orders payment of restitution to the IRS for the 2017 tax year in the amount of $50,000. The 
IRS assesses civil tax liabilities, interest, and penalties in the amount of $80,000 for the same tax year. 
The IRS may compromise the additional assessed as civil tax liabilities (§30,000), only if the defendant 
has paid or will pay the full amount of the restitution (§50,000). 

 
The IRS also will not consider an offer based on Doubt as to Collectibility or Effective Tax 
Administration for "non-restitution” taxes or years because those offers must include a compromise 
of all unpaid taxes. 
 

Example 
The court awards restitution payable to the IRS in the amount of $50,000 for the tax years 2015 and 
2016. The IRS assesses civil tax liabilities in the amount of §25,000 for tax year 2017. The IRS may not 
compromise the civil tax liability for the 2017 tax year based on doubt as to collectibility or effective 
tax administration because the offer would have to include tax years for which restitution was ordered 
payable to the IRS. 

 
If an OIC is submitted by a taxpayer that includes tax periods for which criminal restitution was ordered 
payable to the IRS, the IRS will not consider the offer unless it provides for full payment of the amount 
of restitution. Taxpayers submitting such offers will be informed by the IRS that only the district court 
that entered the restitution order can modify the order. 
 
D. NOTE ON TAXPAYERS WHO SUBMIT MULTIPLE OFFERS 
When a taxpayer files a Doubt as to Liability (DATL) and Doubt as to Collectibility (DATC) at the same 
time, the IRS cannot consider both offers simultaneously. In most instances, the IRS will consider the 
DATL offer first and return the second offer. The taxpayer, however, will be given the opportunity to 
select which offer to have considered first.  
 

II. Doubt As To Liability Offer In Compromise 
 
Remember that the IRS will only consider an OIC if it falls into one of the three categories listed earlier, 
one of which is called Doubt as to Liability, or DATL. An OIC based on DATL must be submitted to the 
IRS using Form 656-L. 
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A. WHAT IS A DOUBT AS TO LIABILITY OFFER 
"Doubt as to liability” exists where there is a genuine dispute as to the existence or amount of the 
correct tax debt under the law. Doubt as to liability does not exist if the tax debt has been established 
by a final court decision or judgment concerning the existence or amount of the tax debt or if the tax 
debt is based on current law. 
 
B. REQUIRED DOCUMENTATION 
A taxpayer seeking relief must provide the IRS with the supporting documentation or evidence that 
will show the reason or reasons the taxpayer doubts the accuracy of the assessed tax debt. The 
taxpayer must include within his or her application a written statement explaining why the debt or a 
portion thereof is incorrect. The amount of a taxpayer’s offer should be based on what he or she 
believes is the correct amount of debt as opposed to what the IRS says is owed. The offer must be 
more than zero. 
 
C. TAXPAYER MUST CHOOSE APPROACH 
Taxpayers may not submit an offer based on DATL (Form 656-L) and an offer based on Doubt As To 
Collectibility (Form 656 or 656-B) at the same time, claiming that they do not believe the tax debt is 
correct (doubt as to liability) and that they are unable to pay it (doubt as to collectibility). It is in the 
best interest of most taxpayers to resolve any disagreements about the validity of the tax debt before 
filing an offer based on doubt as to collectibility. If a taxpayer sends applications for both kinds of 
offers at the same time, the doubt to collectibility offer will be returned by the IRS without further 
consideration. 
 
D. BASIS FOR OFFER 
Generally, a taxpayer will submit a doubt as to liability offer when he or she is unable to dispute the 
amount of tax the IRS claims he or she owes during the time allowed by the Internal Revenue Code or 
IRS guidelines. Possible reasons for submitting a doubt as to liability offer in compromise include the 
following: 

• The examiner made a mistake interpreting the tax law; 
• The examiner failed to consider all of the evidence presented; or 
• New evidence is available to support a change to the assessment.  

The following examples illustrate the type of circumstances in which it is generally advisable to file an 
application based on "doubt as to liability” theory. 
 

Example 
William filed his tax return reporting stock options as valued by his employer, which created a large 
tax liability including Alternative Minimum Tax (AMT). William paid part of the tax debt, but could not 
pay the full amount owed. He later discovered that the stocks were not worth as much as he originally 
reported. This was due to fraudulent acts by the broker and/or his employer. William filed a claim for 
a refund based on the reduced value of stock options. The IRS told William that the full amount of the 
tax debt had to be paid before they could consider his claim and denied his claim for refund. This 
situation may warrant an OIC based on Doubt as to Liability. 
Example 
Sally received a notice from the IRS that she was being audited. Immediately thereafter, her records 
were destroyed in a house fire and she missed the meeting with the auditor. She never followed up. 
The IRS disallowed all expenses and determined that Sally owed the IRS a substantial sum of money. 
When Sally tried to borrow money, she determined that the IRS had filed a federal tax lien. Sally was 
able to reconstruct her books and records with the correct expenses that would significantly lower 
her tax debt. This situation may warrant an OIC based on Doubt as to Liability. 
Example 
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Mike is an officer of a corporation that has employees. Mike is not in a decision-making position nor 
does he have the authority to pay bills or sign checks. The business is struggling to make ends meet. 
In order to pay suppliers, the money that should have been paid to the IRS as a federal tax deposit 
was used to continue business operation. In an effort to collect the trust fund part of the employee’s 
wages, the IRS assessed the trust fund portion of the tax against Mike and all the other officers of the 
corporation. Mike was not a person responsible for collecting and paying the withheld income and 
employment taxes. He has supporting statements and documentation to support that fact. This 
situation may warrant an OIC based on Doubt as to Liability.  

 
E. DOUBT AS TO LIABILITY OFFER WITHDRAWN 
If the IRS and taxpayer reach an agreement on the correct tax liability, a “compromise” is not required. 
That is because, by definition, if the parties agree on the level of tax owed there is no doubt as to the 
amount due. When an agreement is made, the taxpayer must therefore withdraw his or her offer in 
compromise. Any adjustments required to correct the outstanding tax liability are then accomplished 
through abatement of any erroneously assessed tax. A taxpayer may agree to a portion of the 
adjustment and disagree with the remaining liability. This should be treated as a partial agreement. 
The remaining portion of the disagreed liability is then treated as a rejection of the OIC. 
 
F. DOUBT AS TO LIABILITY OFFER REJECTED 
If the taxpayer does not agree with the IRS’s conclusions and does not withdraw his or her offer, the 
IRS will prepare a report to reflect any decrease in tax and penalties (based on the correct tax liability 
determined by the IRS examiner). If requested, the IRS must explain to the taxpayer the 
recommendation with the caveat that it is subject to review. If the taxpayer does not agree with the 
examiner’s conclusions, the case is processed as a rejection and any partial abatement (in arriving at 
the correct tax) is made before the file is forwarded for final processing. The taxpayer has 30 days 
from the date of the rejection letter to file an appeal request. 
 
G. CIRCUMSTANCES WHEN DATL CANNOT BE CONSIDERED 
The IRS will not consider DATL offers if any of the following conditions exist: 

• It is clearly not the taxpayer’s intention to compromise the tax liability based on the belief that 
it is not incorrect. For example, taxpayers may erroneously submit the Form 656-L when the 
intent is to request an installment agreement to pay the existing liability or to compromise 
the liability on the basis that they cannot pay; 

• The liabilities involve Bureau of Alcohol, Tobacco, and Firearms (BATF) penalties; 
• The taxpayer seeks to compromise a tax period for an unassessed liability; or 
• A determination is pending before the Tax Court. 

 
H. DATL OFFERS MADE SOLELY TO DELAY COLLECTION 
The IRS will reject offers based on DATL when the offer is made solely to delay collection efforts. 
Examples include: 

• Resubmission of offers that are based on offer explanations that have previously been 
rejected or previously returned offers for which the taxpayer has not provided any new 
information; 

• Claims that the liability stems from the operation of a law that is unfair (e.g., liability based on 
withdrawing funds from a 401(k) plan); 

• Claims based on a divorce decree which stipulates the spouses each owe certain portions of a 
joint liability (the government is not party to such agreements); 

• Those that do not raise a valid liability issue or that give no reason for DATL basis; or 
• Frivolous or patently groundless offers. 

 

III. Doubt As To Collectibility 
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The most common basis upon which the IRS will agree to an OIC is when there is Doubt as to 
Collectibility (DATC), meaning that the IRS does not believe it is likely they can collect the full amount 
of the debt from the taxpayer either presently or in the near future. In these cases, the taxpayer agrees 
that he or she is unable to pay the debt in full. 
 
A. GENERAL GUIDELINES 
The IRS will not accept an offer in compromise if the tax can be paid in full as a lump sum or can be 
paid pursuant to an installment agreement, unless special circumstances are identified that warrant 
consideration of a lesser amount. Once the ability to make payments is established, the IRS will 
determine if a greater amount can be collected through an installment agreement than is being 
offered. If so, the IRS will reject the offer of a compromise absent special circumstances. To determine 
if the taxpayer can pay his or her tax debt in full, the IRS must base the calculation on the balance due 
at the time the offer was submitted. 
 
B. DETERMINING REASONABLE COLLECTION POTENTIAL (RCP) 
For DATC offers, the IRS’s decision to accept or reject the offer usually rests on whether the amount 
offered reflects the Reasonable Collection Potential (RCP). Generally, this means the most the IRS can 
expect to get from the delinquent taxpayer taking into consideration his or her financial condition, 
including income and assets. The exception to this rule is for offers not accepted based on public policy 
reasons. RCP is defined as the amount that can be collected from all available means, including 
administrative and judicial collection remedies. Generally, the components of collectibility will be 
included in calculating the total RCP. In determining the taxpayer’s future ability to pay, the IRS is 
required to give full consideration to the taxpayer’s overall general situation, including such factors as 
age, health, marital status, number and age of dependents, education or occupational training, and 
work experience. 
The IRS will not accept an OIC when the tax can be paid in full as a lump sum or can be paid under 
installment agreement guidelines, unless special circumstances are identified that warrant 
consideration of a lesser amount. Once the ability to make payments is established, the IRS is required 
to determine if a greater amount can be collected through current installment agreement guidelines 
than is being offered. If so, the IRS will generally reject the offer unless special circumstances warrant 
acceptance. To determine if a taxpayer can pay in full, the IRS makes the calculation based on the 
balance due at the time the offer was submitted.  
 
TABLE 4.1. COMPONENTS OF COLLECTIBILITY. 
The following four components of collectibility will ordinarily be included in calculating the Reasonable 
Collection Potential for offer purposes: 
 

Components Definition 

Assets The amount collectible from the taxpayer’s net realizable equity in 
assets. 

Future income The amount collectible from the taxpayer’s expected future income 
after allowing for payment of necessary living expenses. 

• For Lump Sum Cash offers, project for the next 12 months or the 
remaining statutory period, whichever is less 

• For Periodic Payment offers, project for the next 24 months or 
the remaining statutory period, whichever is less. 

Amount collectible from 
third parties 

The amount the IRS could expect to collect from third parties through 
administrative or judicial action. For example, amounts collectible 
through a transferee assessment, nominee lien, or suit to set aside a 
fraudulent conveyance. 

Assets and/or income that 
are available to the 

Assets that the lien will not attach, such as equity in assets located 
outside the country. 
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taxpayer but are beyond 
the reach of the 
government 

 
Once the IRS calculates a Reasonable Collection Potential for a case, they will process the case as 
follows in the Table 4.2. 
 
TABLE 4.2. ACTIONS BASED ON REASONABLE COLLECTION POTENTIAL. 

If... Then… 

The offer must be 
increased before 
recommending for 
acceptance 

The IRS will contact the taxpayer by telephone to discuss amending the 
offer to the acceptable amount. If the taxpayer’s response does not 
change the case determination, the IRS will issue a rejection letter. If the 
taxpayer agrees to pay the higher amount, the IRS will issue the 
appropriate letter with the addendum for the taxpayer’s signature. 

The analysis shows the 
taxpayer can fully pay 
the liability through 
liquidating assets 
and/or installment 
payments 

The IRS will contact the taxpayer by telephone to discuss withdrawing the 
offer and entering into an alternative resolution. If the taxpayer’s 
response does not change the case determination, the IRS will issue a 
rejection letter. If the taxpayer provides additional information, the IRS 
will make the appropriate adjustment to the RCP and contact the 
taxpayer by telephone to discuss the case decision. 

The offer amount 
equals or exceeds the 
RCP and the offer is 
otherwise acceptable 

The IRS will issue an acceptance letter. 

Special circumstances 
are identified that 
warrant acceptance for 
less than the RCP 

The IRS will consider a compromise based on Effective Tax Administration 
or Doubt as to Collectibility with Special Circumstances. 

 
1. Actions Based on Reasonable Collection Potential 
Once the RCP has been calculated, the IRS will compare that figure with the amount offered by the 
taxpayer. If the offer is below the RCP calculated by the IRS, the IRS will contact the taxpayer and give 
them the opportunity to increase his or her offer. If the taxpayer is unwilling to increase his or her 
offer, the IRS will reject the offer. If the analysis shows that the taxpayer can fully pay the tax either 
through liquidation and/or installment payments, the IRS will notify the taxpayer that an OIC will not 
be accepted. Absent special circumstances (discussed below), the offer of the taxpayer must be at 
least equal to or higher than the RCP figure or the offer must be rejected. 
 
2. Filing Notice of Federal Tax Lien When OIC Is Rejected 
After rejecting an OIC, the IRS may elect to file a Notice of Federal Tax Liability in order to protect the 
government’s collection rights. A NFTL will generally be filed whenever the unpaid aggregate balance 
of assessments exceeds $10,000, and an offer is recommended for rejection, return, withdrawal, or 
acceptance for the following: 

• Lump sum cash offer (20%), and five or fewer installments paid in six months or more; 
• Short term periodic payment offer; or 
• Deferred periodic payment offers. 

A lien notice will generally not be filed on accepted offers when the offer amount will be paid in five 
months or less.  
 

Example 
A taxpayer submits an offer for $20,000. He pays 20% or $4,000. The remaining balance is $16,000. If 
the taxpayer offers to pay the $16,000 within five months from the date of acceptance, the IRS will 
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not file a Notice of Federal Tax Lien. That is certainly good for the taxpayer, whose credit would be 
adversely affected by the filing of a NFTL. 

 

IV. Effective Tax Administration (ETA) And Doubt As To Collectibility With Special 
Circumstances (DCSC) 
 
When investigating any OIC, the IRS requires its staff to give consideration to the following issues when 
present, whether identified by the taxpayer or not: 

• Economic Hardship - when a taxpayer is unable to pay necessary basic living expenses; and 
• Public Policy or Equity - where, due to exceptional circumstances, collection in full would 

undermine public confidence that the tax laws are being administered in a fair and equitable 
manner. 

Offers can be considered under ETA criteria when: 
• There is no doubt the tax is owed and no doubt that the full amount owed can be collected 

from the taxpayer; 
• The taxpayer has a proven economic hardship or has presented facts that would support 

acceptance under the public policy/equity basis; and 
• Compromise would not undermine compliance with tax laws. 

Offers can be considered under DCSC criteria when: 
• The taxpayer cannot fully pay the tax due; and 
• The taxpayer has proven special circumstances that warrant acceptance for less than the 

amount of the calculated RCP. 
Factors establishing special circumstances under DATC are the same as those considered under ETA. 
 
A. LEGAL BASIS FOR EFFECTIVE TAX ADMINISTRATION OFFER 
Before the IRS will consider an OIC based on economic hardship or public policy/equity considerations, 
three factors must exist: 

• A liability has been or will be assessed against taxpayer(s) before acceptance of the OIC;  
• The sum of net equity in assets, future income, and the other components of collectibility 

making up RCP must be greater than the amount owed; and 
• Exceptional circumstances exist, such as the collection of the tax would create an economic 

hardship, or there is compelling public policy or equity considerations that provide sufficient 
basis for compromise. 

 
B. COMPARISON TO OTHER TYPES OF COMPROMISES 
 
1. Compared to Doubt as to Collectibility (DATC) 
In a DATC offer, the tax liability equals or exceeds the taxpayer’s Reasonable Collection Potential (RCP), 
which is: (a) net equity, plus (b) future income, and (c) other components of collectibility. In an 
Effective Tax Administration offer, the tax liability is less than the taxpayer’s RCP. The RCP shows the 
taxes owed can be collected in full either in a lump sum or through an installment agreement. A DATC 
offer does not convert to an ETA offer if the IRS and the taxpayer cannot agree on an acceptable offer 
amount. 
 
2. Compared to Doubt as to Collectibility with Special Circumstances (DCSC) 
Taxpayers may qualify for an ETA offer when their RCP is greater than the liability but there are 
economic or public policy/equity circumstances that would justify accepting the offer for an amount 
less than full payment. Taxpayers may qualify for a DCSC offer when they cannot fully pay the tax due 
but have proven special circumstances that warrant acceptance for less than RCP. Factors establishing 
special circumstances under DATC are the same as those considered under ETA. 
 

Example 
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The taxpayer owes $20,000. The RCP is §25,000. The taxpayer could have an offer accepted for less 
than the total liability of $20,000 under the ETA provisions if economic hardship, or public 
policy/equity issues exist which would support an acceptance recommendation. 
Example 
The taxpayer owes $20,000. However, his RCP is §15,000. The offer does not meet the legal basis for 
an ETA because the RCP is lower than the liability. However, applying the same factors of economic 
hardship, or public policy/equity, an offer could be accepted for less than the RCP (§15,000) under 
DCSC provisions.    

 
3. Compared to Doubt as to Liability 
An offer can be considered under ETA provisions only when there are no DATL issues. In reaching these 
determinations, the IRS will generally comply with the rules detailed in Table 4.3, next: 
 
TABLE 4.3. COMPARING ETA WITH DOUBT AS TO LIABILITY. 

If... Then… 

The IRS determines that there is doubt as to the 
amount of the liability the taxpayer owes 

The taxpayer is not eligible for ETA 
consideration. The taxpayer’s offer will be 
considered based on the DATL issue. 

The IRS determines that the taxpayer’s equity in 
assets plus future income (RCP) does not exceed 
the amount of the tax liability 

The taxpayer is not eligible for an ETA offer. The 
OIC is considered based on DATC. However, 
hardship or public policy/equity may be present 
in the case to allow consideration under DCSC. 

The IRS determines the taxpayer is not eligible 
for compromise based on DATL or DATC, and the 
taxpayer can demonstrate that collection of the 
tax liability in full would create economic 
hardship, or demonstrate that there is 
compelling public policy or equity issues in the 
case that would provide sufficient basis for 
compromise 

The taxpayer would be eligible for ETA 
consideration. 

 
C. ECONOMIC HARDSHIP CONSIDERATIONS 
When a taxpayer’s liability can be collected in full but collection would create an economic hardship, 
an Effective Tax Administration (ETA) offer based on economic hardship can be considered. The 
definition of economic hardship as it applies to ETA offers is derived from Treasury Regulations § 
301.6343-1. Economic hardship3 occurs when a taxpayer is unable to pay reasonable basic living 
expenses. The determination of a reasonable amount for basic living expenses will be made by the 
Commissioner of the IRS and will vary according to the unique circumstances of the individual 
taxpayer. Unique circumstances, however, do not include the maintenance of an affluent or luxurious 
standard of living. 
 
1. Basic Living Expenses 
The IRS will examine the taxpayer’s financial information and special circumstances to determine if he 
or she qualifies for an ETA offer based on economic hardship. Financial analysis includes reviewing 
basic living expenses as well as other considerations. The taxpayer’s income and basic living expenses 
must be considered to determine if the claim for economic hardship should be accepted. Basic living 
expenses are those expenses that provide for health, welfare, and production of income of the 
taxpayer and the taxpayer’s family. National and local standard expense amounts are designed to 
provide accuracy and consistency in determining a taxpayer’s basic living expenses. These standards 
are guidelines and if it is determined that a standard amount is inadequate to provide for a specific 
taxpayer’s basic living expenses, the IRS is allowed to deviate from them. However, the IRS will require 
the taxpayer to provide reasonable substantiation and document the case file.    
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2. Other Factors 
In addition to the basic living expenses, other factors the IRS will consider that impact the taxpayers 
financial condition include: 

• The taxpayer’s age and employment status; 
• Number, age, and health of the taxpayer’s dependents; 
• Cost of living in the area the taxpayer resides; and 
• Any extraordinary circumstances such as special education expenses, a medical catastrophe, 

or natural disaster. 
Note that the above list is not all-inclusive. The IRS may consider other factors in making an economic 
hardship determination. 
 
3. Factors Supporting Economic Hardship Argument 
Factors that support an economic hardship determination may include: 

• The taxpayer is incapable of earning a living because of a long-term illness, medical condition 
or disability, and it is reasonably foreseeable that the financial resources will be exhausted 
providing for care and support during the course of the condition; 

• The taxpayer may have a set monthly income and no other means of support and the income 
is exhausted each month in providing for the care of dependents; and 

• The taxpayer has assets, but is unable to borrow against the equity in those assets, and 
liquidation to pay the outstanding tax liability(ies) would render the taxpayer unable to meet 
basic living expenses. 

These factors are representative of situations the IRS regularly encounters when working with 
taxpayers to resolve delinquent accounts. They are not intended to provide an exhaustive list of the 
types of cases that can be compromised based on economic hardship. 
 
4. Examples 
The following examples illustrate the types of cases that may be compromised under the economic 
hardship standard. 
 

Example 
The taxpayer has assets sufficient to satisfy the tax liability and provides full time care and assistance 
to a dependent child, who has a serious long-term illness. It is expected that the taxpayer will need to 
use the equity in assets to provide for adequate basic living expenses and medical care for the child. 
The taxpayer’s overall compliance history does not weigh against compromise.  
Example 
The taxpayer is retired and the only income is from a pension. The only asset is a retirement account 
and the funds in the account are sufficient to satisfy the liability. Liquidation of the retirement account 
would leave the taxpayer without adequate means to provide for basic living expenses. The taxpayer’s 
overall compliance history does not weigh against compromise. 
Example 
The taxpayer is disabled and lives on a fixed income that will not, after allowance of adequate basic 
living expenses, permit full payment of the liability under an installment agreement. The taxpayer also 
owns a modest house that has been specially equipped to accommodate for a disability. The equity in 
the house is sufficient to permit payment of the liability owed. However, because of the disability and 
limited earning potential, the taxpayer is unable to obtain a mortgage or otherwise borrow against 
this equity. In addition, because the taxpayer’s home has been specially equipped to accommodate 
the disability, forced sale of the taxpayer’s residence would create severe adverse consequences for 
the taxpayer, making such a sale unlikely. The taxpayer’s overall compliance history does not weigh 
against compromise. 
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The economic hardship standard authorizes the IRS to compromise regardless of the cause of the 
liability, provided compromise does not undermine compliance by other taxpayers. 
 

Example 
The taxpayer submitted an ETA offer based on economic hardship. The financial statement appears to 
support the offer. When a research of the county property records is conducted, it is noted that the 
home was transferred to a child for $100 plus love and affection. The transfer of the home was made 
after the tax was assessed. It is confirmed that deliberate actions were taken to avoid the payment of 
tax; therefore, the offer should not be accepted. 

 
In economic hardship cases, an acceptable offer amount is determined by analyzing the financial 
information, supporting documentation, and the hardship that would be created if certain assets, or 
a portion of certain assets, were used to pay the liability.  
 

Example 
The taxpayer was diagnosed with an illness that eventually will hinder any ability to work. Although 
currently employed, the taxpayer will soon be forced to quit his job and will use personal funds for 
basic living expenses. The taxpayer owes $100,000 and has a reasonable collection potential of 
$150,000. An offer was submitted for $35,000. Through the investigation, it is determined that 
collecting more than $50,000 would cause an economic hardship for the taxpayer. A determination 
on economic hardship was made due to the fact the taxpayer’s reasonable living expenses, including 
ongoing medical costs, will exceed his or her income once the taxpayer is unemployed. The taxpayer 
is advised to raise the offer to $50,000 since it is the amount the IRS can collect without creating an 
economic hardship. 

 
The existence of economic hardship criteria does not dictate that an Offer in Compromise must be 
accepted. An acceptable offer amount must still be determined based on a full financial analysis and 
negotiation with the taxpayer. When hardship criteria are identified but the taxpayer does not offer 
an acceptable amount, the IRS will generally not approve the offer. 
 
D. PUBLIC POLICY OR EQUITY GROUNDS 
Acceptance of an OIC based on considerations of equity and public policy will generally be based on a 
combination of facts and circumstances. Where there is no DATL, no DATC, and the liability could be 
collected in full without causing economic hardship, the IRS may compromise to promote ETA where 
compelling public policy or equity considerations identified by the taxpayer provide a sufficient basis 
for accepting less than full payment. Compromise is authorized on this basis only where, due to 
exceptional circumstances, collection in full would undermine public confidence that the tax laws are 
being administered in a fair and equitable manner. Because the IRS assumes that Congress imposes 
tax liabilities only where it determines it is fair to do so, compromise on these grounds is rare. 
The IRS recognizes that compromise on these grounds will often raise the issue of disparate treatment 
of taxpayers who can pay in full and whose liabilities arose under substantially similar circumstances. 
Taxpayers seeking compromise on this basis bear the burden of demonstrating circumstances that are 
compelling enough to justify compromise notwithstanding this inherent inequity. 
All non-hardship ETA offers should meet the following requirements: 

• The taxpayer has remained in compliance since incurring the liability and overall his or her 
compliance history does not weigh against compromise; 

• The taxpayer must have acted reasonably and responsibly in the situation giving rise to the 
liabilities; and 

• The circumstances of the case must be such that other taxpayers would view the compromise 
as a fair and equitable result. For example, it should not appear to other taxpayers that the 
result of the compromise places the taxpayer in a better position than he or she would occupy 
had the taxpayer timely and fully met his or her obligations. 
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Generally, tax liabilities associated with the taxpayer’s participation in abusive tax avoidance 
transactions will not be compromised under these procedures. 
 
1. Public Policy or Equity Compelling Factors 
Compromise may promote ETA where a taxpayer’s liability was directly caused by a processing error 
on the part of the IRS and would otherwise have been avoided. Compromise to remedy the mistake 
may be appropriate to the extent correction of the mistake (such as through abatements, reversal of 
credits, etc.) does not put the taxpayer back in the same position that he or she would have occupied 
if the error had not been made. 
 

Example 
The taxpayer is a closely-held corporation. The IRS audited the taxpayer’s tax returns for 2013, 2014, 
and 2015 and determined that the taxpayer was a personal holding company liable for personal 
holding company tax. The taxpayer agreed to immediate assessment of the tax, but attempted to take 
advantage of the deduction for deficiency dividends under section 547. Although the taxpayer made 
the distributions necessary to qualify for the deduction, the IRS made several errors in executing the 
required agreements and other paperwork. As a result, the taxpayer could not avail itself of the section 
547 deduction. Under the statute, applicable regulations, and pertinent case law, there is no means 
by which the mistakes can be corrected to allow the taxpayer to take advantage of the deduction. 
There is documentary evidence that all of the required Service officials intended to complete the 
processing of the agreements and that, but for their failure to do so, the taxpayer would have qualified 
for the deduction. The taxpayer has no prior history of noncompliance. 
The fact that the tax liability was caused solely by an error on the part of the IRS supports the 
determination that collection in full would cause other taxpayers to question the fairness of the tax 
system. Furthermore, the policies underlying the imposition of the personal holding company tax and 
the rules regarding deficiency deductions are not undermined by compromise under these 
circumstances. The IRS may consider accepting a compromise that would reflect the amount the 
taxpayer would now owe had the IRS not made an error. 

 
Compromise may promote ETA where the taxpayer incurred the liability because of having followed 
erroneous advice or instructions from the Service. The advice or instructions caused the taxpayer to 
incur a tax liability that would not otherwise have been incurred.  
 

Example 
The taxpayer is a salaried sales manager at a department store who has been able to place $2,000 in 
a tax-deductible IRA account for each of the last two years. The taxpayer learns that a higher rate of 
interest can be earned on his IRA savings by moving the savings from a Money Management account 
to a Certificate of Deposit at a different financial institution. Prior to transferring the savings, the 
taxpayer submits an email inquiry to the IRS at its Web Page, requesting information about the steps 
needed to preserve the tax benefits currently enjoyed and to avoid any penalty. The IRS responds in 
an answering email that the taxpayer may withdraw the IRA savings from the neighborhood bank, but 
it must be redeposited in a new IRA account within 90 days. The taxpayer withdraws the funds and 
redeposits them in a new IRA account 63 days later. Upon audit, the taxpayer learns that he has been 
misinformed about the required rollover period and is now liable for additional taxes, penalties and 
interest for not redepositing the amount within 60 days. Had the advice provided been accurate, the 
taxpayer would have redeposited the funds in a timely manner. The taxpayer is able to provide 
documentation that demonstrates the taxpayer was provided incorrect information. The taxpayer’s 
overall compliance history does not weigh against compromise. 
Because the tax liability in this example was caused by relying on the IRS’s erroneous statement, and 
the taxpayer clearly could have avoided the liability had the Service given correct information, it is 
reasonable to conclude that collection in full would cause other taxpayers to question the fairness of 
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the tax system. The IRS may consider accepting a compromise that would reflect the amount the 
taxpayer would now owe had the Service not made an error. 

 
If actions or inaction of the IRS unreasonably delayed resolution of the taxpayer’s case and interest or 
penalty abatement is not available, compromise may still be warranted if the circumstances are 
sufficiently compelling. An OIC should not be accepted under ETA provisions, in lieu of abatement 
under IRC Section 6404(e), when appropriate. 
These provisions may allow for relief if the taxpayer alleges that the criminal or fraudulent act of a 
third party is directly responsible for the tax liability. The taxpayer should be able to provide 
supporting documentation that the act occurred and was the direct cause of the delinquency. The 
taxpayer should also be able to show that the nature of the crime was such that even a prudent, 
responsible business owner would have been misled to believe the tax obligations were properly 
addressed. There should be evidence that the funds required for the payment of the taxes were 
segregated or otherwise identified and were available to pay the taxes in a timely manner. 
Compromise would promote ETA in such situations only where the failure to comply is directly 
attributable to intervention by a third party and where the taxpayer has made every effort to comply 
and taken reasonable precautions to prevent the criminal or fraudulent acts at issue. The taxpayer’s 
efforts to mitigate the damages by pursuing collection from the third party should also be considered. 
Compromise for this reason would only promote ETA where there is a very close nexus between the 
actions at issue and the failure to comply. 
 

Example 
The taxpayer was using a payroll service provider (PSP) who deducted all tax payments from the 
taxpayer’s bank account, yet did not remit them to the Service. The taxpayer took all reasonable 
precautions to prevent this from occurring. The PSP also falsified documents to conceal the 
embezzlement. Since the abatement of interest is not available under 6404(e) on employment taxes, 
an offer in the amount of the tax balance may be accepted. The taxpayer’s overall compliance history 
does not weigh against acceptance of the offer. 
The IRS will not compromise on public policy or equity grounds solely on the argument that the acts 
of a third party caused the unpaid tax liability. Third parties include: representatives, partners, agents, 
or employees. The actions of the third party may be part of a fact pattern that, viewed as a whole, 
present compelling public policy or equity concerns justifying compromise. As with all compromises 
based on public policy or equity, the taxpayer’s situations must be compelling enough to justify 
compromise even though similarly situated taxpayers may have paid in full. 

 
Compromise may be appropriate where there is clear and convincing evidence that rejecting the OIC, 
and pursuing other collection alternatives, would have a significantly negative impact on the 
community in which the taxpayer lives or does business, i.e., does the taxpayer provide essential 
services to the community that would be lost if the tax liability was collected in full? The taxpayer 
should be asked to provide documentation that full payment of the tax liabilities would likely result in 
the inability of the business to provide these essential services. The businesses that would typically 
qualify under this provision are not for profit, charitable, or exempt organizations. 
 

Example 
A non-profit organization provides quality health and human services to indigent, low- income and 
under-served residents in two counties. Rejecting the offer and pursuing collection action for full 
payment would result in forcing the center to choose between paying the delinquent taxes or 
providing competent medical care. After conducting a thorough review of the facts, it was determined 
that services would not be provided to the community if the taxpayer was no longer able to operate. 
Since the taxpayer took all reasonable actions to prevent the delinquency from occurring and the 
taxpayer’s overall compliance history does not weigh against acceptance of the offer, an offer amount 
for less than the remaining tax balance may be considered.  
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Compromise may promote ETA where the taxpayer was incapacitated and thus unable to comply with 
the tax laws. 
 

Example 
In October 2015, the taxpayer developed a serious illness that resulted in almost continuous 
hospitalization for a number of years. The medical condition was such that during this period, the 
taxpayer was unable to manage any of his financial affairs. The taxpayer has not filed tax returns since 
that time. The taxpayer’s health has now improved and has promptly begun to attend to tax matters. 
The taxpayer discovered that the IRS prepared a substitute for return for the 2015 tax year based on 
information documents it had received and assessed a tax deficiency. When the taxpayer discovered 
the liability, with penalties and interest, the tax bill was more than three times the original tax liability. 
The taxpayer’s overall compliance history does not weigh against compromise. In this situation, the 
IRS should first work with the taxpayer and attempt to prepare an accurate return for the 2015 tax 
year and adjust the taxpayer’s account accordingly. The IRS should also work with the taxpayer to 
secure the filing of any missing returns. Following that, the IRS should consider accepting a 
compromise that would approximate the amount the taxpayer would have been assessed had he been 
able to comply with his filing and payment responsibilities in a timely manner. Such a compromise 
would be fair and equitable to the taxpayer and, under these circumstances, would advance the public 
policy of voluntary compliance with the tax laws. 

 
Focusing still on the above example, it would not promote ETA to compromise with the taxpayer, if 
the investigation revealed that the taxpayer was able to attend to financial matters during the time of 
the illness. For example, assume the taxpayer paid all other bills and continued to successfully operate 
a business during the illness. Under such circumstances, compromise would not promote ETA, and 
could serve to undermine compliance by other taxpayers. 
Compromise on public policy or equity grounds is not authorized based solely on a taxpayer’s belief 
that a provision of the tax law is itself unfair. Where a taxpayer is clearly liable for taxes, penalties, or 
interest due to operation of law, a finding that the law is unfair would undermine the will of Congress 
in imposing liability under those circumstances. 
 

Example 
The taxpayer argues that collection would be inequitable because the liability resulted from a 
discharge of indebtedness rather than from wages. Because Congress has clearly stated that a 
discharge of indebtedness results in taxable income to the taxpayer, it would not promote ETA to 
compromise on these grounds.  
Example 
In 2012, the taxpayer invested in a nationally marketed partnership which promised the taxpayer tax 
benefits far exceeding the amount of the investment. Immediately upon investing, the taxpayer 
claimed investment tax credits that significantly reduced or eliminated the tax liabilities for the years 
2009 through 2012. In 2013, the IRS opened an audit of the partnership under the provisions of the 
Tax Equity and Fiscal Responsibility Act of 1982 (TEFRA). After issuance of the Final Partnership 
Administrative Adjustment (FPAA), but prior to any proceedings in Tax Court, the IRS made a global 
settlement offer in which it offered to concede a substantial portion of the interest and penalties that 
could be expected to be assessed if the IRS’s determinations were upheld by the court. The taxpayer 
rejected the settlement offer. After several years of litigation, the partnership level proceeding 
eventually ended in Tax Court decisions upholding the vast majority of the deficiencies asserted in the 
FPAA on the grounds that the partnership’s activities lacked economic substance. 
The taxpayer has now offered to compromise all the penalties and interest on terms more favorable 
than those contained in the prior settlement offer, arguing that TEFRA is unfair and that the liabilities 
accrued in large part due to the actions of the Tax Matters Partner (TMP) during the audit and 
litigation. Neither the operation of the TEFRA rules nor the TMP’s actions on behalf of the taxpayer 
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provide grounds to compromise. Compromise on those grounds would undermine the purpose of 
both the penalty and interest provisions at issue and the consistent settlement principles of TEFRA. 
Furthermore, reducing the risks of participating in tax shelters would encourage more taxpayers to 
run those risks, which would undermine compliance. Depending on the taxpayer’s particular facts and 
circumstances, however, compromise may be authorized on the grounds of Doubt as to Collectibility 
(DATC), or because collection of the full liability would cause an economic hardship. 

 
In both of the above examples, the taxpayers are essentially claiming that Congress enacted unfair 
statutes and are arguing that the Service should use its compromise authority to rewrite those statutes 
based on a perception of unfairness. Compromise for that reason would not promote ETA. The 
compromise authority under Section 7122 is not so broad as to allow the Service to disregard or 
override the judgments of Congress. 
There may be other circumstances involved in a case that would lead a reasonable third party to 
conclude that acceptance of the OIC would be fair, equitable, and promote effective tax 
administration. Other factors not discussed above may be present to support the conclusion that the 
case presents compelling public policy or equity considerations sufficient to justify compromise. The 
IRS is very critical in making such determinations, however, because of the impact they could have on 
future cases.  
 
2. Compromise Would Not Undermine Compliance with Tax Laws 
Compromise under the ETA economic hardship or non-economic hardship provisions are permissible 
if acceptance does not undermine compliance. The public should not perceive that the taxpayer whose 
offer is accepted benefited by not complying with the tax laws. Factors supporting (but not conclusive 
of), a determination that compromise would undermine compliance includes, but is not limited to: 

• The taxpayer has an overall history of noncompliance with the filing and payment 
requirements of the Internal Revenue Code; 

• The taxpayer has taken deliberate actions to avoid the payment of taxes; and 
• The taxpayer has encouraged others to refuse to comply with the tax laws. 

There may be other situations where compromise would be undermined. 
 
CHAPTER 4: TEST YOUR KNOWLEDGE 
The following questions are designed to ensure that you have a complete understanding of the 
information presented in the chapter (assignment). They are included as an additional tool to enhance 
your learning experience and do not need to be submitted in order to receive CPE credit. 
We recommend that you answer each question and then compare your response to the suggested 
solutions on the following page(s) before answering the final exam questions related to this chapter 
(assignment). 
 
1. Which of the following statements best describes a situation where Doubt as to Liability exists: 

A. when the taxpayer asserts that federal income taxes are unconstitutional 
B. when a federal tax court assesses a specific amount of tax due 
C. when the taxpayer is not able to pay the tax due 
D. when the taxpayer has evidence to show that the tax assessed is too high 

 
2. How does the IRS generally determine whether or not to accept an Offer in Compromise based 
on Doubt as to Collectibility: 

A. when it is obvious from reviewing the taxpayer’s application that the taxpayer is a deadbeat 
B. when the amount offered represents the most the IRS can reasonably expect to receive from 

the taxpayer 
C. when the IRS determines that the taxpayer has made every effort to pay his or her tax debt 
D. when the amount offered is at least half of what the taxpayer owes 
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CHAPTER 4: SOLUTIONS AND SUGGESTED RESPONSES 
Below are the solutions and suggested responses for the questions on the previous page(s). If you 
choose an incorrect answer, you should review the pages as indicated for each question to ensure 
comprehension of the material. 
 
1.  

A. Incorrect. Asserting that federal income taxes are unconstitutional does not give rise to a 
Doubt as to Liability Offer in Compromise with the IRS. An application submitted based on this 
type of constitutional argument will be rejected. 

B. Incorrect. When a court of competent jurisdiction has entered a judgment, that amount 
cannot be compromised based on Doubt as to Liability. 

C. Incorrect. Doubt as to liability exists when there is a genuine dispute over the amount of debt 
under the law. 

D. CORRECT. This is a situation where there is a legitimate argument that the tax is not owed 
and, therefore, is the proper subject of a Doubt as to Liability Offer in Compromise. 

 
2. 

A. Incorrect. A detailed financial analysis is required before the IRS will agree to accept an Offer 
in Compromise. 

B. CORRECT. The IRS calculates the Reasonable Collection Potential of each case, which is how 
much they can reasonably hope to collect from the delinquent taxpayer. If the offer is at least 
that amount, the IRS will accept it. 

C. Incorrect. The IRS always undertakes a specific financial analysis to determine the precise 
amount the taxpayer can afford to pay. 

D. Incorrect. There is no percentage formula. The IRS will not accept less than they can 
reasonably expect to collect, whether it is 40%, 20% or less. 
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Chapter 5: Applying For An Offer In Compromise 
 
Chapter Objective 
After completing this chapter, you should be able to: 

• Recognize steps in the process of applying for an Offer in Compromise. 
 

I. Overview 
 
The previous chapter reviewed the different situations in which the IRS will generally accept an Offer 
in Compromise (OIC). Therefore, remember that submitting an offer application does not ensure that 
the IRS will accept the offer. Submission of the offer merely begins a process of evaluation and 
verification by the IRS, taking into consideration any special circumstances that might affect the 
taxpayer’s ability to pay. Generally, the IRS will not accept an offer if they believe that the taxpayer 
can pay his or her tax debt in full via an installment agreement or a lump sum. This chapter will review 
the process of applying for an OIC, including the specific forms that must be filed. All of those forms 
are reproduced at the end of this course. 
The key eligibility requirements that must be met prior to filing an offer include: 

• The taxpayer must have filed all legally required tax returns; 
• The taxpayer must have received a bill for at least one tax debt included in the offer; 
• The taxpayer must have made all required estimated tax payments for the current year; and 
• For a business with employees seeking a compromise, the taxpayer must have made all 

required federal tax deposits for the current quarter. 
In addition, if an individual taxpayer or business is in an open bankruptcy proceeding, they are not 
eligible to submit an offer. Any resolution of outstanding tax debts under those circumstances must 
take place within the context of the bankruptcy proceeding. 
Applicants must complete IRS Form 656. However, taxpayers who have a legitimate doubt that they 
owe all or a portion of the assessed tax will need to complete Form 656-L, Offer in Compromise (Doubt 
as to Liability). This form is also included at the end of the course. 
CPAs and EAs considering advising their clients to apply for an Offer in Compromise should also be 
aware of the following facts: 

• Penalties and interest will continue to accrue while the IRS is evaluating an OIC; 
• The IRS may file a Notice of Federal Tax Lien (NFTL) while they are investigating an offer. An 

NFTL will not be filed on any individual shared responsibility payment under the Affordable 
Care Act; 

• Taxpayers may not submit an offer that is only for a tax year or tax period that has not been 
assessed; 

• The law also requires the IRS to make certain information from accepted offers available for 
public inspection and review. These public inspection files are located in designated IRS Area 
Offices; 

• If a business owes trust fund taxes  and responsible individuals may be held personally liable 
for the trust fund portion of the tax, the business is not eligible to submit an OIC unless the 
trust fund portion of the tax is paid or the Trust Fund Recovery Penalty determinations have 
been made on all potentially responsible individuals; 

• The IRS will keep any refund, including interest, for tax periods extending through the calendar 
year during which the IRS accepts an OIC. For example, if a taxpayer’s offer is accepted in 2018 
and the taxpayer files his or her 2018 Form 1040 showing a refund, the IRS will apply the 
refund towards the tax debt; and 

• The IRS may keep any proceeds from a levy served prior to the taxpayer submitting his or her 
offer. The IRS may levy the taxpayer’s assets up to the time that the IRS official signs and 
accepts the offer as pending. 

Finally, if a taxpayer currently has an approved installment agreement with the IRS and is making 
installment payments, then he or she may stop making those installment agreement payments when 
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the taxpayer submits his or her OIC. If the OIC is returned for any reason, the taxpayer’s installment 
agreement with the IRS will be reinstated with no additional fee. 
 

II. Application Process 
 
The application process generally involves sending the IRS the following: 

• Form 656 (or Form 656-L, Offer in Compromise, Doubt as to Liability); 
• Completed Form 433-A (OIC), Collection Information Statement for Wage Earners and Self-

Employed Individuals, if applicable; and/or completed Form 433-B (OIC), Collection 
Information Statement for Businesses, if applicable; 

• A $186 application fee, unless the taxpayer meets low income certification; and 
• An initial non-refundable offer payment for each Form 656, unless the taxpayer meets low 

income certification. 
 

Note 
Beginning with Offer applications received on or after March 27, 2017: The IRS will return any newly 
filed Offer in Compromise application if the taxpayer has not filed all required tax returns. Any 
application fee included with the OIC will also be returned. Any initial payment required with the 
returned application will be applied to reduce the balance due. This policy does not apply to current 
year tax returns if there is a valid extension on file. 

 
A. NOTE ABOUT SPOUSES 
If a taxpayer and his or her spouse have joint tax debt(s), and the taxpayer and his or her spouse are 
also responsible for separate tax debt(s), each individual will need to send in a separate Form 656. 
Each individual will complete one Form 656 for themselves listing all his or her joint and any separate 
tax debts, and the taxpayer’s spouse will complete one Form 656 listing all his or her joint tax debt(s) 
plus any separate tax debt(s) for a total of two Forms 656. 
If a taxpayer and his or her spouse/ex-spouse have a joint tax debt and his spouse/ex-spouse does not 
want to submit a Form 656, the taxpayer may submit a Form 656 on his own to compromise his 
responsibility for the joint debt. 
Each Form 656 will require the $186 application fee and initial down payment unless the taxpayer’s 
household meets the Low Income Certification guidelines set forth on Form 656 (found in the 
Appendix of this course). 
 
B. INITIAL STEPS FOR COMPLETING THE OIC 
Before completing Form 656 containing his or her offer, the taxpayer must gather information about 
his or her financial situation, including cash, investments, available credit, assets, income and debt. 
The taxpayer will also need to gather information about his or her average gross monthly household 
income and expenses. The entire household includes spouse, significant other, children, and others 
that reside in the taxpayer’s household who contribute money to pay household expenses. This is 
necessary for the IRS to accurately evaluate the offer. In general, the IRS will not accept expenses for 
tuition for private schools, college expenses, charitable contributions, and other unsecured debt 
payments as part of the expenses calculation. 
 
TABLE 5.1. STEPS FOR COMPLETING THE APPLICATION PACKAGE. 

Step 1: Fill out the Form 
433-A (OIC), Collection 
Information Statement for 
Wage Earners and 
Self¬Employed Individuals 

Fill out the Form 433-A (OIC) if the taxpayer is an individual wage 
earner and/or operates as a sole proprietor, a disregarded single 
member LLC taxed as a sole proprietor, or is submitting an offer on 
behalf of a deceased individual. This will be used to calculate an 
appropriate offer amount based on the taxpayer’s assets, income, 
expenses, and future earning potential. The taxpayer will have the 
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opportunity to provide a written explanation of any special 
circumstances that affect his or her financial situation. 

Step 2 - Fill out Form 433-B 
(OIC), Collection 
Information Statement for 
Businesses 

Fill out the Form 433-B (OIC) if the taxpayer’s business is a 
Corporation, Partnership, Limited Liability Company (LLC) classified 
as a corporation, single member LLC taxed as a corporation, or other 
multi-owner/multi-member LLC. This will be used to calculate an 
appropriate offer amount based on the business’s assets, income, 
expenses, and future earning potential. If the business has assets 
that are used to produce income (for example, a tow truck used in 
a business for towing vehicles), the business may be allowed to 
exclude equity in these assets. 

Step 3 - Attach required 
documentation 

The taxpayer will need to attach supporting documentation with 
Form(s) 433-A (OIC) and 433-B (OIC). A list of the documents 
required is included at the end of each form. Include copies of all 
required attachments. Do not send original documents. 

Step 4 - Fill out Form 656, 
Offer in Compromise 

Fill out Form 656. The Form 656 identifies the tax years and type of 
tax the taxpayer would like to compromise. It also identifies the 
taxpayer’s offer amount and the payment terms. 

Step 5 - Include initial 
payment and $186 
application fee 

In most cases, a taxpayer must include a check, cashier’s check, or 
money order for his or her initial payment based on the payment 
option he or she selected (20% of offer amount or first month’s 
installment). A separate check or money order must be included for 
the $186 application fee. If the taxpayer meets the Low Income 
Certification guidelines, the initial payment and application fee are 
not required. 

 
The final step is for the taxpayer to mail all of the above information to the IRS. 
After submitting the OIC, the taxpayer must file all required federal returns, make all required federal 
estimated payments and tax deposits due for current taxes, and make all required periodic offer 
payments. In addition, the IRS will often request additional information while evaluating an OIC. 
Failure to reply to such request in a timely manner could result in the offer being rejected. 
 
C. REQUIRED INFORMATION 
A taxpayer must complete all parts of the Form 656 (i.e., name, address, social security number, etc.), 
including the basis upon which he or she proposes to compromise. Remember we saw in the previous 
chapter that there are three bases upon which the IRS will enter into an OIC. The total amount of 
money offered must be indicated and must be more than zero. The amount offered may not include 
money already paid, expected future refunds, funds attached by levy, or anticipated benefits from 
capital/net operating losses. 
 
D. PAYING FOR THE OFFER 
Generally, taxpayers are expected to pay the entire amount offered in as short of time as reasonably 
possible. Acceptable offer payment terms should be determined by the IRS staff evaluating the offer 
and should not be limited to the proposal of the taxpayer. The amounts and due dates of payments 
must be specified. There are two types of payment terms that the IRS and the taxpayer may agree to, 
each of which is specified later in detail. 
 
E. STANDARD CONDITIONS 
Taxpayers must agree to all the standard conditions of the agreement as they are printed on the Form 
656. 
 
F. TOTAL LIABILITY 
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Each separate tax period and type of tax must be indicated on the Form 656. If a taxpayer submits an 
offer that does not include all outstanding liabilities, the IRS will require the taxpayer to amend the 
offer to include all outstanding tax liabilities prior to considering acceptance. An offer submitted on 
Form 656- L, under DATL criteria, will be accepted for only the tax periods that are in question. 
 
G. EXPLANATION OF CIRCUMSTANCES 
Taxpayers may use the designated space on the Form 656, Offer in Compromise, or attach a separate 
statement to explain why they are submitting the offer. If a special circumstance exists, the taxpayer 
should explain the situation and include all supporting documents to assist in verification of the special 
circumstance that is being claimed. 
 
H. SIGNATURE REQUIREMENTS 
Each taxpayer that is party to an OIC should personally sign the Form 656. When unusual 
circumstances prevent this (e.g., the taxpayer is incapacitated), an authorized representative may sign 
for the taxpayer. Remember that the Form 656 is considered a legal, binding contract and therefore 
must have an original signature. All parties, or their designated representative (CPA, EA, or attorney), 
must sign the Form 656 to ensure the provisions of the agreement bind all parties. 
 
1. Offer on Behalf of Corporation 
Offers submitted for corporations should reflect the corporate name on the first signature line. The 
signature name and title of the authorized officer should be reflected on the second line. 
 
2. Offer on Behalf of Estate 
An offer submitted by the fiduciary of an estate of a deceased taxpayer will be binding on the 
taxpayer’s estate to the extent that it would be binding on a taxpayer who submits an offer on his or 
her own behalf. A copy of the fiduciary’s appointment document must be included with the 
application. If an offer is submitted on behalf of a deceased taxpayer, when there is no estate, the 
individual who signs the offer must have authority. This authority can be designated by a will 
appointing that individual as the executor or by written authorization from the probate court. 
 
I. EXPEDITED HANDLING 
There may be occasions where a taxpayer or representative may request expedited processing of his 
or her OIC due to an emergency or perceived emergency situation. Situations that may warrant 
expedited case processing include: 

• A contract or business agreement requiring the taxpayer, as a condition of the contract or 
agreement, to resolve the tax liability by a specific date; 

• Availability of the money to fund the offer is limited to a certain time; or 
• A terminal illness may affect the ability to complete the payment terms. 

The IRS will consider all requests for an expedited handling of the application. In such cases, the IRS 
will attempt to close the offer within 90 calendar days of receipt of the OIC. 
 

III. Paying For The Offer In Compromise 
 
A. APPLICATION FEE 
Submittal of a Form 656 requires a one-time application fee of $186. However, taxpayers who meet 
the Low Income Certification guidelines set forth on Form 656 (included in the Appendix) are not 
required to pay the application fee. 
 
B. PAYMENT TERMS 
Payment terms in an Offer in Compromise are negotiable, but the IRS will always look to ensure that 
the payment of the offered amount is in the least time possible. For example, if a taxpayer is planning 
to sell asset(s) to fund all or a portion of the offer, the payment terms for the offer should provide for 
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immediate payment of the amounts received from the sale. Likewise, if the taxpayer is planning to 
borrow a portion of the money, the IRS will determine when the loan will be received and the payment 
terms of the offer should provide for payment of the borrowed portion at the time the funds are 
received. 
Offers in Compromise must be accompanied by partial payment of the proposed offer amount. These 
payments are applied to the tax liabilities included on the offer and are in addition to any application 
fee imposed. The form of these partial payments depends on the taxpayer’s proposed offer and its 
terms. There are generally two types of payment options associated with an OIC: 

• Lump Sum Offer: The taxpayer must submit an initial payment of 20 percent of the total offer 
amount with the application. The remaining balance must be paid in five or fewer payments; 
or 

• Periodic Payment Offer: The initial payment must be submitted with the application and the 
taxpayer must continue to make the periodic payments while the IRS is evaluating the offer. 

A periodic payment (defined as payable in six or more installments) must be accompanied by payment 
of the first proposed installment, and additional payments must be paid in accordance with the 
taxpayer’s proposed offer terms while the IRS evaluates the offer. If the taxpayer meets the Low-
Income Certification guidelines, the taxpayer is not required to pay the application fee, or installment 
payment(s), including any future payments, until accepted. 
If a short-term offer is accepted, the 24-month timeframe for paying the accepted offer amount will 
start on the date of written notice of acceptance. At that time, the taxpayer will begin making the 
payments in accordance to the terms of the accepted offer. While a periodic payment offer is being 
evaluated by the IRS, the taxpayer must make subsequent proposed payments as they become due. 
There is no requirement that the payments be made monthly or in equal amounts. The IRS is not 
bound by either the offer amount or the terms. The IRS offer may determine that the proposed offer 
amount is too low or the payment terms too protracted to recommend acceptance. In this situation, 
the IRS may advise the taxpayer that a larger amount or different terms would likely be recommended 
for acceptance. 
Taxpayers may designate how the required payments are to be applied to their liabilities. The request 
for designation must be made in writing when the offer is submitted (in the case of the initial partial 
payments) or when the payment is made (in the case of subsequent installment payments made for 
a periodic payment offer). Once a designation of payment is made, it cannot be changed at a later 
time. The written payment designation must clearly explain how these payments are to be applied to 
specific tax periods or liabilities (e.g., income taxes, employment taxes, trust fund portions of 
employment or excise taxes, etc.). This written payment designation must become part of, and remain 
with, the offer case file. In the absence of any written payment designation by the taxpayer when the 
offer was submitted or when the payment is made, the IRS will apply the payments in the best interest 
of the government. 
Generally, the IRS will approve offers based on the payment terms set forth in the table below. 
 
TABLE 5.2. PAYMENT TERMS REQUIRED BY IRS. 

Payment Type Payment Terms Number of Months Future 
Income Required 

Lump Sum Offer 5 or fewer installments within 5 months 12 months 

Periodic Payment Within 6 to 24 months 24 months 

  
C. MISSED PAYMENT(S) 
If the taxpayer fails to make a proposed installment for a periodic payment offer, the IRS will allow 
one opportunity to pay the missing amount(s). If the taxpayer submits the payment(s) within 30 
calendar days from the date of the letter sent by the IRS requesting payment (allowing 15 calendar 
days for mail), the IRS will continue processing the application. If the taxpayer fails to submit the 
payment or request an extension of time within 30 calendar days from the date of the letter, the IRS 
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will generally consider the taxpayer to have withdrawn his or her offer unless special circumstances 
exist. 
Taxpayers will be afforded one opportunity to make up the missed payment(s) for a periodic payment 
offer, including any amended offers, unless special circumstances exist. The proposed offer amounts 
and terms submitted by a taxpayer dictate the required partial offer payments. The IRS is not bound 
by those same terms in determining an acceptable offer. 
 
D. REQUEST FOR LARGER PAYMENT(S): REVISIONS OF OIC 
While the IRS is considering a periodic payment offer in compromise, the taxpayer must make 
subsequent proposed installment payments as they become due. There is no requirement that the 
payments be made monthly or in equal amounts. However, the IRS is not bound by either the offer 
amount or the terms. The IRS may determine that the proposed offer amount is too low or the 
payment terms too protracted to recommend acceptance. In this situation, the IRS will generally 
advise the taxpayer of a larger amount or different terms that would likely be considered for 
acceptance. 
 

Example 
Acceptable Payment Terms for a Periodic Payment Offer - A taxpayer submits an offer for $10,000. 
The IRS received date is January 1, 2018. The taxpayer’s offer of $10,000 was accepted in November 
2018, and the taxpayer remained current on all required payments during the investigation. During 
the investigation, the taxpayer paid $500. The taxpayer has 24 months from the date of acceptance 
to complete the terms of the offer. The terms of the offer were $100 every other month for a total of 
23 months and the balance would be due on the 24th month. On the 24th month, January 2020, the 
taxpayer would then be required to pay the balance of $8,300 ($10,000 less $1,700 [$1,200 in 
installments plus $500 in installments paid during the investigation]). No adjustments to the terms 
would be required.  
Example 
Unacceptable Payment Terms for a Periodic Payment Offer - A taxpayer submits an offer for $1,000. 
The IRS received date is January 5, 2018. The taxpayer has 24 months to complete the offer. The 
taxpayer pays $100 with the offer as the first payment. The taxpayer structures the remaining 
payments as follows: $100 within 90 days from written notice of acceptance; $100 by the 4th month 
following the date of the written notice of acceptance of the offer; $100 per month for the next 7 
months thereafter for a total of $1,000 ($100 times 10 payments). 

 
Remember that although the taxpayer may technically structure payments in the manner described 
above, the IRS is not bound by either the offer amount or the terms proposed by the taxpayer, and 
the IRS may negotiate a different offer amount or terms when appropriate. In the above example, the 
taxpayer has proposed payment terms that may not meet the requirements of a short term payment 
offer, and the taxpayer will be contacted to re-negotiate the offer terms. 
The types of actions required when the IRS requires an increased payment are set forth in Table 5.3, 
next. 
 
TABLE 5.3. IRS REQUESTS FOR REVISED OIC. 

If... And... Then... 

Original offer was a 
lump sum cash offer 

Revised offer is a lump 
sum with a greater 
proposed offer amount 

Taxpayer must pay 20% of the revised 
amount, less the partial payment made with 
the original offer, with the revised OIC. 

Original offer was a 
periodic payment 

Revised offer is a lump 
sum cash 

Taxpayer must pay 20% of revised offer 
amount, less any installment payments 
already paid toward the original offer, with 
the revised OIC. 
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Original offer was a 
periodic payment 

Revised offer is periodic 
payment with greater 
proposed offer amount 
and/or different 
proposed installment 
amounts or schedule 

Taxpayer must make the initial proposed 
installment in accordance with the terms of 
the revised offer, and continue to make the 
proposed installments during evaluation of 
the OIC. 

Original offer was a 
lump sum cash offer 

Revised offer is periodic 
payment with greater 
proposed offer amount 

Taxpayer must make the initial proposed 
installment in accordance with the terms of 
the revised offer, and continue to make the 
proposed installments during evaluation of 
the revised OIC. 

 

IV. Returned And Withdrawn Offers 
 
A. RETURN FOR FAILURE TO PROVIDE INFORMATION 
An offer may be returned at any time during processing if the taxpayer fails to provide information 
necessary for the IRS to determine whether it should be accepted or rejected. The IRS will make every 
reasonable effort to secure sufficient information needed so a recommendation can be made. If the 
taxpayer has substantively complied or if only limited information is missing, the IRS will attempt to 
contact the taxpayer by telephone to secure the missing information prior to returning the offer. In 
those cases where the taxpayer or his or her representative has attempted to cooperate with any 
requests, the IRS will attempt a second telephone call to the taxpayer or his or her representative to 
request the additional information prior to returning the offer. 
 
B. WITHDRAWAL OF AN OFFER IN COMPROMISE 
There are two kinds of withdrawn offers; they are (1) voluntary and (2) mandatory. A taxpayer may 
voluntarily withdraw an offer at any time during the offer investigation. A mandatory withdrawal of 
an offer is an action that may be taken by the IRS during the offer investigation. 
 
1. Voluntary Withdrawal 
Taxpayers may voluntarily withdraw their OIC at any time after the offer has been submitted. When 
an OIC cannot be recommended for acceptance, the IRS will normally give the taxpayer an opportunity 
to voluntarily withdraw the offer and at the same time inform the taxpayer that withdrawing the offer 
forfeits his or her appeal rights. For example, if the IRS determines that a taxpayer can fully pay his or 
her tax debt through an Installment Agreement, they will inform the taxpayer of that determination 
so the taxpayer can withdraw his or her offer and enter into an installment agreement. 
A voluntary withdrawal request may be made orally, by fax, or in writing. The IRS is required to 
encourage taxpayers to provide the withdrawal in writing, but if a taxpayer or authorized 
representative provides a clear statement, either in writing or orally, indicating a wish to withdraw 
the offer, the offer may be closed as a withdrawal. 
If a request for a voluntary withdrawal is made and a deposit has been received, the taxpayer will be 
asked to: 

• Provide a request in writing clearly indicating a desire to withdraw the offer; 
• Include a statement indicating that it is understood that rights to appeal are forfeited by a 

withdrawal; 
• Include a statement indicating how any deposit made (if any) should be disposed (i.e., should 

it be refunded or applied to the tax debt); and 
• Sign and date the request. 

 
2. Mandatory Withdrawal 
Taxpayers are required to submit an initial payment with the offers. If the taxpayer sends a portion of 
the required payment, the IRS is required to attempt to contact the taxpayer before closing the offer. 
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If the taxpayer fails to pay the remainder of the initial payment within the deadline given, the offer 
will be considered a mandatory withdrawal. 
If during the investigation the taxpayer fails to make the required subsequent periodic payments as 
required by the Tax Increase Prevention and Reconciliation Act of 2005 (TIPRA), the offer also may be 
considered withdrawn. 
The IRS is required to make one request for the missed payment(s) by telephone. If the taxpayer or 
his or her representative cannot be contacted by telephone, a letter is issued requesting the missed 
payment(s). If the contact is by telephone, the taxpayer is allowed 15 calendar days to submit the 
payment(s) before taking the next action. If the contact is written, the taxpayer is allowed 15 calendar 
days from the date of the letter to submit the payment(s) (plus 15 calendar days for mailing for a total 
of 30 calendar days), before taking the next action. The IRS should document the case history. 
If the taxpayer provides a reasonable explanation for missing the payment(s) (i.e., special 
circumstances exist), the investigation of the offer by the IRS will continue. 
 
C. CIVIL PENALTIES FOR FRIVOLOUS OFFERS 
If a taxpayer files an offer in compromise (OIC) that states the OIC should be accepted based on a 
frivolous position or reflects a desire to delay or impede the administration of federal tax laws, the IRS 
may determine that the taxpayer should be subject to a civil penalty under Internal Revenue Code 
section 6702(b).  In such cases, the taxpayer will be given 30 days to withdraw or amend his or her 
offer in order to avoid the IRS’s attempt to collect the penalty. 
The IRS must make the opportunity to withdraw or amend the offer in writing and included in 
correspondence that advises the taxpayer that actions to avoid the $5,000 IRC 6702(b) penalty are 
either to withdraw the offer or amend the offer so it only includes a valid reason for acceptance based 
on existing law. 
 

V. Mandatory Acceptance 
 
Under Internal Revenue Code Section 7122(f), an Offer in Compromise (OIC) will be deemed accepted 
if the IRS does not make a determination regarding whether to accept the offer and notify the taxpayer 
of its determination within two years of the date the IRS receives the offer. Any period during which 
any tax liability that is included on the OIC is in dispute in any judicial proceeding shall not be taken 
into account in determining the expiration of the 24-month period. 
An OIC will not be deemed to be accepted pursuant to section § 7122(f), if within the 24-month period, 
the OIC is: 

• Rejected by the IRS; 
• Returned by the IRS to the taxpayer as not-processable or no longer processable; 
• Voluntarily withdrawn by the taxpayer; 
• Withdrawn under section § 7122(c)(1)(B)(ii) because the taxpayer failed to make the second 

or later installment due on a periodic payment OIC; or 
• Terminated by the IRS. 

 

VI. Forms 433-A (OIC) and 433-B (OIC) 
 
Part of the application process for requesting an Offer in Compromise from the IRS is completion of 
Form 433-A (OIC) or Form 433-B (OIC). These forms (A for individuals and B for businesses) gives the 
IRS detailed financial information about the taxpayer requesting an offer. This information allows the 
IRS to calculate its Reasonable Collection Potential - how much money it can realistically expect to 
collect - and therefore decide whether or not to accept the OIC. Taxpayers seeking to compromise 
relatively small amounts are exempt from these additional filing requirements. The calculation of 
Reasonable Collection Potential (RCP) is discussed in greater detail in Chapter 7. 
 
A. FORM 433-A (OIC) 
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A taxpayer should use this form if: 
• He or she owes income tax on a Form 1040, U.S. Individual Income Tax Return. 
• He or she has a personal liability for Excise Tax. 
• He or she is responsible for a Trust Fund Recovery Penalty. 
• He or she is personally responsible for a partnership liability. 
• He or she is self-employed or has self-employment income. A taxpayer is considered to be 

self-employed if he or she is in business for him or herself, or carries on a trade or business. 
• He or she operates a disregarded single member limited liability company (LLC) taxed as a sole 

proprietor. 
• He or she is submitting an offer on behalf of a deceased person. 

 
B. FORM 433-B (OIC) 
A taxpayer should complete this form if his or her business is a: 

• Corporation 
• Partnership 
• Limited Liability Company (LLC) classified as a corporation 
• Other multi-owner/multi-member LLC 

If the taxpayer’s business is a sole proprietorship or a disregarded single member LLC taxed as a sole 
proprietor (filing Schedule C, D, E, F, etc.), he or she does not use this form. Instead, he or she should 
complete Form 433-A (OIC) Collection Information Statement for Wage Earners and Self-Employed 
Individuals.   
 
CHAPTER 5: TEST YOUR KNOWLEDGE 
The following questions are designed to ensure that you have a complete understanding of the 
information presented in the chapter (assignment). They are included as an additional tool to enhance 
your learning experience and do not need to be submitted in order to receive CPE credit. 
We recommend that you answer each question and then compare your response to the suggested 
solutions on the following page(s) before answering the final exam questions related to this chapter 
(assignment). 
 
1. Which of the following is true regarding the submission of an Offer in Compromise: 

A. the IRS must return any proceeds from a levy served prior to the taxpayer submitting his or 
her offer 

B. the taxpayer can submit an offer for any tax year or tax period 
C. a taxpayer must continue to make payments on a current approved installment agreement 

after submitting his or her OIC 
D. the IRS will keep any refund for tax periods extending through the calendar year during which 

it accepts an OIC 
 
2. Which of the following is correct regarding what a taxpayer must send to the IRS along with his 
or her application for an Offer in Compromise: 

A. the taxpayer must generally send both an application fee and an initial payment 
B. the taxpayer must submit an application fee, but is not required to make a payment unless 

and until the offer is accepted 
C. there is no application fee associated with submitting an Offer in Compromise 
D. the taxpayer must always submit an initial payment of 10% of his or her outstanding tax 

liability 
 
3. Under which of the following situations might the IRS return an Offer in Compromise to the 
taxpayer: 

A. if the taxpayer fails to provide the IRS with requested information 
B. if the taxpayer fails to include a required initial payment with his or her application 
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C. if the taxpayer fails to complete the entire application 
D. all of the above 

 
CHAPTER 5: SOLUTIONS AND SUGGESTED RESPONSES 
Below are the solutions and suggested responses for the questions on the previous page(s). If you 
choose an incorrect answer, you should review the pages as indicated for each question to ensure 
comprehension of the material. 
 
1.  

A. Incorrect. The IRS may keep any proceeds from a levy served prior to the taxpayer submitting 
an offer. The IRS may levy the taxpayer’s assets up to the time that the IRS official signs and 
accepts the offer as pending. 

B. Incorrect. A taxpayer cannot submit an offer for a tax year or tax period that has not been 
assessed. 

C. Incorrect. If a taxpayer currently has an approved installment agreement with the IRS and is 
making payments, then he or she may stop making those installment payments. 

D. CORRECT. If a taxpayer’s offer is accepted in 2018, and the taxpayer files his or her 2018 Form 
1040 showing a refund, the IRS will apply the refund towards any tax debt. 

 
2. 

A. CORRECT. There is a one-time $186 application fee. The taxpayer must also submit an initial 
payment, the amount of which depends on the type of offer being sought. 

B. Incorrect. An initial payment is required. 
C. Incorrect. There is an application fee of $186 that is only waived in the event the taxpayer 

meets a low-income threshold. 
D. Incorrect. The amount depends on the type of offer being submitted.  

 
3. 

A. Incorrect. The IRS will make reasonable attempts to contact the taxpayer for additional 
information required to process the application. If the taxpayer is not responsive, the 
application may be returned. However, this is not the best answer. 

B. Incorrect. An initial payment is required when the application is submitted. If the payment - 
or only a portion thereof - is included, the IRS will contact the taxpayer to secure the 
remainder. Failure to comply will result in a return of the offer. However, this is not the best 
answer. 

C. Incorrect. All portions of the application must be completed. However, this is not the best 
answer. 

D. CORRECT. All of the above are grounds for the IRS to return an Offer in Compromise.  
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Chapter 6: Rejecting Offers In Compromise 
 
Chapter Objective 
After completing this chapter, you should be able to: 

• Identify how long a taxpayer has to appeal an Offer in Compromise. 
 
When the facts of the case do not support acceptance of the taxpayer’s Offer in Compromise - and 
the taxpayer is unwilling to amend his or her offer - the IRS will inform the taxpayer that his or her 
offer is being rejected. When the offer is rejected, the taxpayer will be notified in writing and the letter 
will explain how the taxpayer may exercise his or her appeal rights. Generally, rejections on offers 
based on Doubt as to Liability are because the tax is believed to be correct as assessed. 
The most common reason for rejecting an offer based on Doubt as to Collectibility is because it has 
been determined that more can be collected than was offered. The IRS generally notifies taxpayers by 
telephone prior to the issuance of the rejection letter that an acceptance cannot be recommended. 
At this time, the taxpayer is given a final opportunity to submit any additional financial information 
(except for those cases rejected under "public policy” or as not in the "best interest of the 
government”). When an offer is rejected, there is no obligation on the part of the taxpayer to continue 
to make periodic payments pursuant to the offer schedule, even if the taxpayer has appealed the 
rejection. 
 

I. Offers Submitted Solely To Delay Collection 
 
When the IRS determines that an OIC has been submitted solely to delay collection, the offer will be 
returned to the taxpayer without further consideration. The term "solely to delay collection” means 
an offer was submitted for the sole purpose of avoiding or delaying collection activity. A determination 
that an offer is submitted solely for the purpose of delaying collection should be apparent to an 
impartial observer. 
 
A. REJECTION OF PRIOR OFFER NOT DETERMINATIVE 
The fact that a prior offer was submitted and rejected does not necessarily mean that the second offer 
is intended solely to delay collection. However, when a taxpayer submits an offer that is not materially 
different from a previous offer that was considered and rejected with appeal rights, the offer may be 
returned as solely to delay collection. 
The offer may be considered as materially different when the amount reflected on the re-submission 
is substantially similar to, less than, or the same as the prior offer and the following exists:  

• The taxpayer’s financial situation has changed. A change in the taxpayer’s financial situation 
may include: (1) a change in employment and/or income, (2) a change in marital status 
affecting future ability to pay, (3) a change in ownership of assets or significant decline in the 
value of any assets, (4) the loss of an asset that was included in the original offer investigation, 
or (5) a change in circumstances that would affect allowable expenses and future ability to 
pay; or 

• The taxpayer has raised special circumstances that were not considered during the prior 
investigation. 

 
B. SOLELY TO DELAY EXAMPLES AND DISCUSSION 
The following are examples of offers considered submitted solely to delay collection based on 
re¬submission after a prior rejection or return: 
 

Example 
During initial analysis by the IRS, it is discovered that the taxpayer had a previous offer returned six 
months ago in which the taxpayer failed to respond to requests for additional information from the 
IRS. The taxpayer did not provide any bank statements with the first offer and did not respond to a 
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letter requesting the necessary documentation to determine an accurate RCP. The initial analysis 
indicated bank statements are required to determine an accurate Reasonable Collection Potential; 
however, none was provided with the new offer and there was no indication from the taxpayer the 
accounts were closed. No special circumstances were indicated. This offer will be rejected. 
Example 
The taxpayer submitted an offer for $10,000. The IRS computed the Reasonable Collection Potential 
to be $20,000. The taxpayer refused to increase the offer to the computed Reasonable Collection 
Potential. A rejection letter was issued, and the taxpayer did not appeal. One month later, the taxpayer 
resubmitted an offer for $10,100. A thorough analysis indicated there is no change in the taxpayer’s 
financial condition and no special circumstances were indicated. This offer will be rejected.  
Example 
A taxpayer submits an offer for $3,000 to be paid within 90 days of acceptance. A prior offer was 
submitted for $10,000 to be paid within 90 days. The investigation of the initial offer submission 
resulted in the offer being rejected with appeal rights. During that offer investigation it was 
determined that a piece of property was transferred to a non-liable spouse for no consideration and 
that a clear transferee issue exists. The value placed on the transferred property was $30,000, and 
was included in the Reasonable Collection Potential. The taxpayer failed to request a timely appeal on 
the rejected offer. There were no special circumstances indicated. This offer will be rejected. 
Example 
During initial processing of an OIC, the IRS learns that there have been three offers submitted by the 
taxpayer over the past 18 months. All three were returned for failure to provide requested financial 
information. The closed return file indicates the taxpayer was asked to provide a financial statement 
for a closely held corporation, which the taxpayer holds 75% interest in and is the corporate president. 
A Form 433-B (OIC) for this corporation was requested during the offer investigation. The offer 
specialist clearly documented in the file the taxpayer’s interest and position in this corporation. The 
request was clear and specific and the taxpayer refused to provide this information, claiming the IRS 
has no right to place a value on the corporation when determining his ability to pay on personal tax 
liabilities. The newly submitted offer package does not include a Form 433-B (OIC) for the corporation 
and the Form 433-A (OIC) indicates the same corporation is the taxpayer’s current employer. The offer 
will be rejected.  
Example 
An offer is submitted for $30,000 payable within 90 days of acceptance. Research on AOIC indicates 
the second offer submitted by the taxpayer. A prior offer was submitted for $20,000 payable within 
90 days of acceptance. The original offer was rejected with appeal rights, the taxpayer filed a timely 
appeal, and Appeals sustained the rejection. A review of the prior offer file indicates the taxpayer has 
the ability to full pay the outstanding liability through an installment agreement. The total liability is 
for $40,000. A review of the financial information indicates the taxpayer still has the ability to full pay 
the liability. The original offer was received 18 months ago and no payments have been made during 
this period. There is no change indicated on the financial statement, except the taxpayer has a new 
employer. The taxpayer’s income remained the same. There are no special circumstances indicated. 
The offer will be rejected. 

 
In some situations, it may be determined that an offer is submitted as solely to delay collection when 
no prior offer has been submitted. When a collection employee has contacted the taxpayer and 
determined that the next action necessary is to enforce collection through levy or seizure, but the 
taxpayer files an offer to delay this enforcement action, the offer may be returned as solely to delay 
collection, unless there is a change of circumstances not considered by the collection employee. 
 

II. Frivolous Offers 
 
A taxpayer may submit an OIC which provides a frivolous or groundless position as the reason the OIC 
should be accepted. In these instances, the IRS will return the offer. In certain cases, the IRS will treat 
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the offer as if it was never made. The collection statute expiration date will not be suspended and any 
application fee and offer payment will be required to be returned if the offer is treated as though it 
was never submitted. 
The taxpayer’s basis for submitting the offer is deemed frivolous if it includes a tax argument discussed 
in Internal Revenue Service Notice 2010-33 including, but not limited to, federal income taxes are 
unconstitutional, enforcement of the tax laws invades a taxpayer’s privacy under the Fourth 
Amendment, or the Fifth Amendment privilege against self-incrimination grants taxpayers the right 
not to file returns or the right to withhold all financial information from the IRS. 
If the taxpayer includes any of the positions listed in Notice 2010-33 as the reason an offer in 
compromise should be accepted, then the assertion of a penalty for a frivolous submission under IRC 
6702(b) may be appropriate. IRC 6702(b) provides for a penalty in situations when there is a frivolous 
offer submission or an offer submission in which the taxpayer has demonstrated a desire to delay or 
impede the administration of federal tax laws.  
 

III. Not In The Best Interest Of The Government 
 
An offer rejection may also be based on a determination that acceptance of the specific offer at hand 
is not in the best interest of the government. The IRS requires that rejections under this provision 
must be fully supported by the facts outlined in the record. Offers rejected under this section require 
the review of an IRS manager. Below is an example of a situation that may warrant rejection as not 
being in the best interest of the government. 
 

Example 
An offer in compromise in the amount of $100 is submitted by a taxpayer who has a history of filing 
frivolous returns. The OIC includes tax assessments which were completed by the IRS under substitute 
for return procedures. The financial statements submitted with the offer include very little income on 
which minimal estimate tax payments have been made. Information from internal sources reveals the 
taxpayer has additional income not being reported on the financial statement. It is not in the 
government’s interest to investigate an OIC until the taxpayer demonstrates compliance with filing 
and payment of the appropriate tax. 

 
Other bases for rejecting an offer as not in the best interests of the government include the following 
situations: 

• An in-business taxpayer compromising employment taxes, where financial analysis indicates 
the business does not have the ability to fund the offer, remain current with future tax 
obligations, and meet the business’s normal operating expenses; 

• The taxpayer is the primary responsible party for a related entity, i.e., corporation, 
partnership, etc., that is not in compliance with its filing and/or paying requirements, has not 
entered into an agreement to resolve the compliance or balances due, or does not have an 
offer pending; 

• The offer is from an ongoing business that appears to be insolvent, and it appears that the 
government’s position would be better protected through a formal insolvency proceeding; or 

• The taxpayer does not have the ability to fully pay the liability via an installment agreement, 
yet based on the evaluation of the taxpayer’s financial situation and after consideration of all 
factors, the offer may be recommended for rejection as not in the government’s interest, 
when the calculated amount potentially received through a PPIA does not fully pay the 
liability, yet approximates the outstanding balance. The taxpayer should be provided the 
opportunity to enter into a PPIA.  

 
A. PUBLIC POLICY REJECTION 
The Internal Revenue Manual establishes that offers may be rejected on the basis of public policy if 
acceptance might in any way be detrimental to the interests of fair tax administration, even though it 
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is shown conclusively that the amount offered is greater than could be collected by any other means, 
provided no Effective Tax Administration issues exist. A decision to reject an offer for public policy 
reason(s) by the IRS must be based on the fact that public reaction to the acceptance of the offer could 
be so negative as to diminish future voluntary compliance by the general public. Decisions to reject 
offers for this reason should be rare. Below are some examples of situations that may warrant 
rejection based on a public policy decision: 

• The taxpayer has in the past, and continues to openly encourage others to refuse to comply 
with the tax laws; 

• Indicators exist showing that the financial benefits of a criminal activity are concealed or the 
criminal activity is continuing; or 

• The taxpayer engaged in a pattern of conduct suggesting intentional dissipation of assets. 
 

Example 
The taxpayer, a payroll service provider, has received from its clients payments of employment taxes 
in the amount of $10 million. The taxpayer remits to the Service an amount equal to the trust fund 
portion of the employment taxes and designates the payment for application to the trust fund portion 
of the tax. The taxpayer pays no more of the employment tax. Meanwhile, the taxpayer dissipates all 
of its remaining assets, reducing its reasonable collection potential to $0. The taxpayer then submits 
an OIC for $10,000. Because the OIC exceeds reasonable collection potential, the taxpayer would 
qualify for the OIC on the grounds of doubt as to collectibility. Nevertheless, the OIC should be rejected 
on public policy grounds. 

 
An offer will not be rejected on public policy grounds solely because: (a) it would generate 
considerable public interest, some of it critical; or (b) a taxpayer was criminally prosecuted for a tax 
or non-tax violation. 
 

IV. Other Notes On Rejection Of Offers In Compromise 
 
A. INDEPENDENT IRS REVIEW 
IRC § 7122(d)(1) requires the IRS to conduct an independent administrative review of a proposal to 
reject an OIC. The review must be conducted prior to the rejection being communicated to the 
taxpayer. The Independent Administrative Reviewer (IAR) is responsible for conducting this review. 
The IAR is responsible for reviewing each case to determine if the proposed rejection is reasonable 
based on the taxpayer’s facts and circumstances.  
 
B. BASIC APPEAL RIGHTS 
Treasury Regulation 301.7122-1 (f)(5) gives taxpayers 30 days to appeal a rejection of an offer in 
compromise. The 30-day period to request an appeal starts the day after the date on the rejection 
letter. The rejected offer must be suspended during this 30-day period to allow the taxpayer an 
opportunity to request an appeal, even if the taxpayer advises the IRS that no appeal is desired. If the 
30th day falls on a Saturday, Sunday, or holiday the date for timely submission will be the next business 
day. For example, the 30th day for appeal falls on Saturday, August 11, 2018. The request for the 
appeal is dated Monday, August 13, 2018. This is considered to be a timely appeal because it was 
postmarked on the first regular business day following the 30th calendar day. 
 

V. Actions On Post-Accepted Offers 
 
During the time an accepted offer is monitored, a determination to terminate or rescind an existing 
compromise agreement may need to be made. A determination whether to compromise an existing 
accepted offer may also be considered. 
 
A. RESCISSION OF ACCEPTED OFFERS 
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An Offer in Compromise is an agreement which is binding on both the government and the taxpayer, 
and precludes further inquiry into the matters to which it relates, unless fraud or a mutual mistake of 
fact is identified. An offer may be rescinded or set aside when there was a mutual mistake as it relates 
to a material fact or a false representation that was made by one party. A "mutual mistake of fact” is 
defined as an erroneous belief held by both parties about the facts as they existed at the time the 
contract was entered into. The mere fact that both parties are mistaken with respect to the same basic 
assumption about an existing fact does not, of itself, provide reason for the affected party to void the 
contract. Rescission is only appropriate where a mistake of both parties has such a material effect on 
the agreed exchange of performance that it upsets the very basis of the offer in compromise. To 
constitute fraud or false representation, the following must be present: 

• The representation and/or information related to material facts were false; 
• The maker knew or should have known the facts to be false; and 
• The facts were made for the purpose of inducing, and did induce the other party to make the 

contract, and that the latter had the right to rely on them, and did rely on them, thereby 
sustaining injury. 

 
B. COMPROMISE OF A COMPROMISE 
The compromise of a compromise is rare. However, in cases where the taxpayer is unable to pay the 
balance of an accepted offer, the balance of a non-rebate erroneously issued refund, or the balance 
of the contingent liability under the terms of a collateral agreement and the investigation reveals that 
extreme hardship or special circumstances exist, which would justify that a default is not in the best 
interest of the government, the IRS has the option to: 

• Adjust the payment terms of the offer; 
• Formally compromise the existing compromise; or 
• Obtain managerial approval to settle the offer for the amount already paid and not default 

the offer. 
A proposal to compromise the balance of an accepted offer must rest on DATC, DATC with special 
circumstances, or effective tax administration (ETA).  
 
CHAPTER 6: TEST YOUR KNOWLEDGE 
The following questions are designed to ensure that you have a complete understanding of the 
information presented in the chapter (assignment). They are included as an additional tool to enhance 
your learning experience and do not need to be submitted in order to receive CPE credit. 
We recommend that you answer each question and then compare your response to the suggested 
solutions on the following page(s) before answering the final exam questions related to this chapter 
(assignment). 
 
1. What is the most common reason for the IRS to reject a taxpayer’s Offer in Compromise based 
on Doubt as to Collectibility: 

A. the IRS believes the taxpayer owes all of the assessed tax 
B. the taxpayer has filed for bankruptcy 
C. the IRS believes the taxpayer can afford to pay more than is being offered 
D. the IRS is not in the business of accepting less than the total amount owed 

 
2. Which of the following arguments in support of an Offer in Compromise would be rejected by the 
IRS as frivolous: 

A. income taxes are unconstitutional 
B. the IRS’s assessment was incorrect 
C. the taxpayer cannot fully pay the tax based on his current income 
D. collection of the tax would violate public policy 

 
CHAPTER 6: SOLUTIONS AND SUGGESTED RESPONSES 
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Below are the solutions and suggested responses for the questions on the previous page(s). If you 
choose an incorrect answer, you should review the pages as indicated for each question to ensure 
comprehension of the material. 
 
1. 

A. Incorrect. This is a basis for rejecting an Offer in Compromise based on Doubt as to Liability, 
not based on Doubt as to Collectibility. 

B. Incorrect. An open bankruptcy case will prevent the taxpayer from submitting an offer; it is 
not a basis for rejecting the offer. 

C. CORRECT. The IRS will not generally accept an Offer in Compromise based on Doubt as to 
Collectibility unless it believes it is collecting the most the taxpayer can reasonably be 
expected to pay based on his or her circumstance. 

D. Incorrect. The basis of an Offer in Compromise is that the IRS is accepting less than the total 
owed. 

 
2. 

A. CORRECT. This argument is deemed frivolous by the IRS and will result in an automatic 
rejection and potentially a fine as well. 

B. Incorrect. An incorrect tax assessment by the IRS would give rise to an Offer in Compromise 
based on Doubt as to Liability and is not a frivolous argument. 

C. Incorrect. The fact that a taxpayer cannot pay the tax would give rise to an Offer in 
Compromise based on Doubt as to Collectibility and is not a frivolous argument. 

D. Incorrect. A violation of public policy would give rise to an Offer in Compromise based on 
Effective Tax Administration and is not a frivolous offer. 

 

Chapter 7: Financial Analysis Of Offers In Compromise 
 
Chapter Objective 
After completing this chapter, you should be able to: 

• Recognize some of the factors the IRS considers in determining the amount the taxpayer 
should be able to pay under a Doubt as to Collectibility Offer in Compromise. 

 
A prior chapter discussed Reasonable Collection Potential, which is the amount of money the IRS 
believes the taxpayer should be able to pay in an Offer in Compromise based on Doubt as to 
Collectibility. This chapter reviews how that analysis is done in detail. Since a taxpayer will want to 
know how much he or she will be expected to pay in the event he or she submits an OIC, CPAs, and 
EAs should be able to do a rough calculation of what the IRS will likely expect from their client. 
 

I. Calculating The Taxpayer’s Ability To Pay: An Overview 
 
When the IRS evaluates a taxpayer’s ability to pay tax debt, the determination is made on the liability 
due at the time the offer is submitted. The IRS will complete an initial calculation to determine if the 
taxpayer can pay his or her tax debt in full either presently or through an installment agreement1 prior 
to considering whether to accept the Offer in Compromise. The standards the IRS staff must use to 
calculate the taxpayer’s present ability to pay is made using detailed criteria set forth in the Internal 
Revenue Code, Internal Revenue Manual and other regulations. Many of those rules are condensed 
and explained in this chapter. 
 
A. INITIAL DETERMINATION 
If the initial calculation indicates the taxpayer is unable to fully pay his or her tax debt either presently 
or through an installment agreement, the IRS must calculate the Reasonable Collection Potential. This 
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determination will be made from evaluating a variety of sources, including the Collection Information 
Statements (CIS) that the taxpayer must submit with the offer. 
 
B. INFORMATION MUST BE CURRENT 
Collection Information Statements (CIS) and related documentation submitted with an OIC should 
reflect current information as of the date of the OIC submission. 
If during the investigation, the financial information becomes older than 12 months and it appears 
that significant changes have occurred, the IRS will normally request updated information from the 
taxpayer. 
In certain situations, information may become outdated due to significant processing delays caused 
by the IRS and through no fault of the taxpayer. In those cases, the IRS may rely on the outdated 
information if there is no indication the taxpayer’s overall situation has significantly changed. If there 
is any reason to believe the taxpayer’s situation may have significantly changed, a taxpayer may be 
asked to submit a new CIS. 
 
C. VERIFICATION 
The IRS will thoroughly review the taxpayer’s financial statements submitted with the OIC. They will 
also review all of the internal records they already have about the taxpayer, i.e., prior tax returns, to 
ensure that the information provided by the taxpayer is correct. 
Collection issues that have been previously addressed during a prior investigation will not be re-
examined unless there is convincing evidence that such reinvestigation is absolutely necessary. 
Investigative actions that are less than 12 months old may be used to evaluate the OIC, unless the 
taxpayer indicates there has been a material change or there is evidence indicating his financial 
situation has changed in the intervening months. 
 
1.  Credit Reports 
In verifying taxpayer information, the IRS may secure a full credit report to assist in locating taxpayer 
assets, verifying financial information, and/or determining an alternative resolution to an OIC. When 
computing equity in real estate or allowable motor vehicles, and the taxpayer has not submitted 
substantiation of loan balances claimed on the Form 433-A (OIC), the IRS will generally request a credit 
report and use the loan balance information to determine the current balances of any relevant loans 
from commercial lenders. If the loan is from a private source, the IRS will contact the taxpayer for 
more information. 
 
2. Verification through Taxpayer Contact 
If not present in the file when assigned for investigation and internal sources are not available or 
indicate a discrepancy, appropriate documentation should be requested from the taxpayer, either 
verbally or in writing, to verify the information on the CIS. A request for additional information and 
verification should be based on the taxpayer’s circumstances and the information must be necessary 
to make an informed decision on the acceptability of the taxpayer’s OIC. A blanket request should not 
be made for information that would have no impact on the case resolution. Also, no request should 
be made for any information that is available internally. 
The table below provides guidance to the types of information that may be needed to verify the CIS if 
not included or addressed with the original Form 656, 433-A (OIC), or 433-B (OIC). This list is not all 
inclusive. 
 
TABLE 7.1. INFORMATION REQUIRED TO VERIFY TAXPAYER INFORMATION. 

Taxpayer Documentation The IRS Will... 

Wage Earner — wage statements for the prior 
three months or a current wage statement with 
year-to-date figures 

• Compare earnings to the income declared on 
the CIS. 
• Verify adequate tax withholding. 
• Identify payroll deductions. 
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• Identify deductions to savings accounts, credit 
union accounts, or retirement accounts. 

Self-employed - proof of gross income (accounts 
receivable, commission statements, etc.), profit 
and loss (P&L) statement for the most recent six 
to twelve month period 

Compare earnings to the income declared on 
the CIS. 

Bank statements - three current months 
showing the monthly transactions, withdrawals, 
and deposits for IMF accounts and six months 
for operating businesses 

Compare deposit amounts to income reported 
on the tax return and CIS. Question deposits that 
exceed reported income and unusual expenses 
paid.a  

Retirement account statements and brochures, 
brokerage account statements, securities, or 
other investments 

Identify the type (mandatory/voluntary), 
conditions for borrowing, conditions for 
withdrawal, and current market value. 

Life insurance policies Identify the cash value of the policy. 

Motor vehicle statements from the lender Verify monthly payment and payoff amount. 

Real estate lender statements Identify the payoff amount and monthly 
payment expense and verify the property 
address on the real estate or lender statement. 

Court orders and court ordered payments for 
child support/alimony 

Verify responsibility for child support/alimony, 
that the payments are actually being made, and 
the length of time payments are required to be 
made. 

a The IRS may request specific canceled checks and deposit items if questionable items cannot be adequately explained. 

 

II. Calculating Equity In Assets 
 
Proper asset valuation is essential for the IRS to determine RCP. In some cases, the IRS may need to 
review the following documents to determine undisclosed assets or income and assist in valuing the 
property: 

• Divorce decrees or separation agreements to determine the disposition of assets in the 
property settlements; 

• Homeowners or renters insurance policies and riders to identify high value personal items 
such as jewelry, antiques, or artwork; and 

• Financial statements recently provided to lending institutions or others to identify assets or 
income that may not have been revealed on the CIS. 

For an on-going business, the IRS will make calls to validate the existence and value of business assets 
and inventory. The IRS may also make field calls on non-operating businesses or individuals after all 
internal research has been exhausted. 
 
A. NET REALIZABLE EQUITY 
 
For purposes of evaluating an OIC, the IRS will value assets at net realizable equity (NRE). Net realizable 
equity is defined as quick sale value (QSV) less amounts owed to secured lien holders with priority 
over the federal tax lien, if applicable, and levy exemption amounts. QSV is defined as an estimate of 
the price a seller could get for the asset in a situation where financial pressures motivate the owner 
to sell in a short period of time, usually 90 calendar days or less. Generally, QSV is an amount less than 
fair market value (FMV). For purposes of determining the taxpayer’s reasonable collection potential 
(RCP), information provided by the taxpayer and third party sources available to the IRS will be 
reviewed to arrive at an appropriate FMV of the property. 
Normally, QSV is calculated at 80% of FMV. A higher or lower percentage may be applied in 
determining QSV when appropriate, depending on the type of asset and current market conditions. 
If, based on the current market and area economic conditions, it is believed that the property would 
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quickly sell at full FMV, then the IRS may consider QSV to be the same as FMV. This is occasionally 
found to be true in real estate markets where real estate is selling quickly at or above the listing price. 
As long as the value chosen represents a fair estimate of the price a seller could get for the asset in a 
situation where the asset must be sold quickly (usually 90 calendar days or less) then it would be 
appropriate to use a percentage other than 80%. Generally, it is the policy of the IRS to apply QSV in 
valuing property for offer purposes. 
When a particular asset has been sold (or a sale is pending) in order to fund the offer, no reduction 
for QSV will be made. Instead, the IRS will verify the actual sale price, ensuring that the sale is an arms- 
length transaction, and use that amount as the QSV. A reduction may be made for the costs of the 
sale and the expected current year tax consequence to arrive at the NRE of the asset. 
 
B. JOINTLY HELD ASSETS 
When taxpayers submit separate offers but have jointly owned assets, the IRS will allocate equity in 
the assets equally between the owners, with the following exceptions: 

• If the joint owners demonstrate their interest in the property is not equally divided, then the 
IRS will allocate the equity based on each owner’s contribution to the value of the asset; and 

• If the joint owners have joint and individual tax liabilities included in their offer, the IRS will 
apply the equity first to the joint liability and then to the individual liability. 

For property held as tenancies by the entirety when the tax is owed by only one spouse, the taxpayer’s 
portion is usually 50% of the property’s NRE, which is the amount a taxpayer would receive if he or 
she sold the asset, less an amount owed on that asset. 
The IRS will review applicable state law, including the effect community property and registered 
domestic partnership laws have on property ownership rights in order to determine the taxpayer’s 
interest in assets that should be included in the RCP. 
 

III. Valuing Business Assets 
 
A. INCOME-PRODUCING ASSETS 
When investigating the Reasonable Collection Potential for an offer that includes business assets, the 
IRS will try to determine whether certain assets are essential for the production of income. When it 
has been identified that an asset or a portion of an asset is necessary for the production of income, 
the IRS may adjust the income or expense calculation for that taxpayer to account for the loss of 
income stream if the asset was either liquidated or used as collateral to secure a loan to fund the offer. 
When valuing income-producing assets, the IRS will follow the guidelines set forth in Table 7.2, next. 
 
TABLE 7.2. VALUING INCOME PRODUCING ASSETS. 

If... Then the IRS will… 

There is no equity in the assets There is no adjustment necessary to the income 
stream. 

There is equity and no available income stream 
(i.e., profit) produced by those assets 

There is no adjustment necessary to the income 
stream. The IRS will consider including the 
equity in the asset in the RCP. 

There are both equity in the assets that are 
determined to be necessary for the production 
of income and an available income stream 
produced by those assets 

Compare the value of the income stream 
produced by the income producing asset(s) to 
the equity that is available. 
Determine if an adjustment to income or 
expenses is appropriate. 

An asset used in the production of income will 
be liquidated to help fund an offer 

Adjust the income to account for the loss of the 
asset as appropriate. 

A taxpayer borrows against an asset that is 
necessary for the production of income, and 

Allow the loan payment as an expense and 
consider the effect that loan will have on the 
future income stream. 
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devotes the proceeds to the payment of the 
offer 

 
The IRS is required to document the above considerations and evaluations in the case file. Below are 
some examples of the type of consideration the IRS gives certain types of business property.  
 

Example 1 
A self-employed construction tradesman sells a truck, which he uses to haul materials, and devotes 
the proceeds to his OIC. The IRS will have to consider allowing the expected cost of delivery services 
as a future business expense. 
Example 2 
Assume the same facts as the previous example, except that instead of selling the truck, the tradesman 
takes out a loan using the truck as collateral and uses the proceeds of the loan towards paying the IRS. 
The IRS will have to consider allowing the loan repayment to be included as a business expense. 
Example 3 
Again using the scenario above, assume that the tradesman cannot secure a loan and that the sale of 
his truck would create an economic hardship. In this situation, the IRS will need to compare the equity 
in the truck with the income produced by the asset to determine if an adjustment to the individual’s 
income stream is appropriate to account for the potential loss of the assets. 
Example 4 
An outside salesman owns an expensive luxury automobile. Since any type of car is likely acceptable 
for the salesman to conduct his work, the IRS will consider the value in determine the taxpayer’s RCP. 
He might, therefore, be forced to sell the car and purchase a less expensive one. 
Example 5 
A company delinquent in tax payments owns a vacation home used occasionally for board meetings. 
The IRS will not consider the payment on the property as a required business expense because it is 
not crucial to the operations of the business. The taxpayer may, therefore, be forced to sell the 
property or allow the bank to take it back. 

 
B. ASSETS HELD BY OTHERS AS TRANSFEREES, NOMINEES OR ALTER EGOS 
A critical part of the financial analysis is done by the IRS to determine what degree of control the 
taxpayer has over assets and income in the possession of others. This is especially true when the offer 
will be funded by a third party. If the taxpayer has a beneficial interest in the asset or income stream, 
then the value should be reflected in the RCP. This may require the taxpayer to submit completed 
financial statements for the entity identified. 
If the taxpayer is unwilling or unable to provide the financial information requested, the IRS may 
simply assign a value based on available information. If information necessary to determine whether 
the taxpayer’s offer should be accepted is not provided, the IRS may simply return the taxpayer’s offer. 
If, however, the information that was provided is sufficient for the IRS to calculate the RCP and the 
taxpayer’s assets - other than the transferred property - are greater than the offer amount - the offer 
will likely be rejected. 
 
C. ACCOUNTS AND NOTES RECEIVABLE 
Accounts and notes receivable are considered assets unless the IRS makes a determination to treat 
them as part of the income stream when they are required for the production of income. When it is 
determined that liquidation of a receivable would be detrimental to the continued operation of an 
otherwise profitable business, it may be treated as future income. 
 
1. Accounts Receivable 
The IRS will normally value all accounts receivable at 100% of the balance due, unless the taxpayer 
can substantiate the account has been delinquent over 90 days. Accounts receivable that are current 
(i.e., less than 90 days past due) may be discounted at Quick Sale Value (QSV) if the taxpayer presents 
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accounting or industry rules or other substantiation providing for devaluation of such accounts. If the 
account is determined to be delinquent, the IRS may discount appropriately based on the age of the 
receivable and the potential for collection. 
To determine the value of accounts receivable: 

• When the receivables have been sold at a discount or pledged as collateral on a loan, the IRS 
will apply the provisions of IRC 6323(c) to determine the lien priority of commercial 
transactions and financing agreements. 

• The IRS will closely examine accounts of significant value that the taxpayer is not attempting 
to collect, or that are receivable from officers, stockholders, or relatives. 

 
2. Notes Receivable 
To determine the value of a note receivable, the IRS will consider the following: 

• Whether it is secured and if so by what asset(s); 
• What is collectible from the borrower; and 
• If it could be successfully levied upon. 

 
D. INVENTORY, MACHINERY, EQUIPMENT AND TOOLS OF THE TRADE 
Inventory, machinery, and equipment may be considered income-producing assets when it is 
determined that liquidation of these assets would be detrimental to the continued operation of an 
otherwise profitable business. To determine the value of business assets, the IRS will generally use the 
following: 

• For assets commonly used in many businesses, such as automobiles and trucks, the value may 
be easily determined by consulting trade association guides; 

• For specialized machinery and equipment suitable for only certain applications, the IRS will 
consult a trade association guide, secure an appraisal from a knowledgeable and impartial 
dealer, or contact the manufacturer; 

• When the property is unique or difficult to value and no other resource will meet the need, 
the IRS will request an IRS valuation engineer’s services; and 

• Consider asking the taxpayer to secure an appraisal from a qualified business appraiser. 
There is a statutory exemption from levy that applies to an individual taxpayer’s tools used in a trade 
or business, which will be allowed in addition to any encumbrance that has priority over the Notice of 
Federal Tax Lien (NFTL). This exemption for tools of the trade generally does not apply to automobiles. 
The levy exemption amount is updated on an annual basis. 
 
E. BUSINESS AS A GOING CONCERN 
Evaluation of a business as a going concern is sometimes necessary when determining RCP of an 
operating business owned individually or by a corporation, partnership, or LLC. This analysis recognizes 
that a business may be worth more than the sum of its parts, when sold as a going concern. To 
determine the value of a business as a going concern, the IRS will consider the value of assets, future 
income, and intangible assets such as: 

• Ability or reputation of a professional; 
• Established customer base; 
• Prominent location; 
• Well known trade name, trademark, or telephone number; and 
• Possession of government licenses, copyrights, or patents. 

Generally, the difference between what an ongoing business would realize if sold on the open market 
as a going concern and the traditional the RCP analysis is attributable to the value of these intangibles. 
When determining the equity to include in RCP for an individual taxpayer who has an interest in a 
business entity, the IRS will give consideration to the taxpayer’s control over the business. 
 
F. LIMITED LIABILITY COMPANY (LLC) ISSUES 
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Collection from a LLC involves unique issues especially when the liabilities include employment or 
excise taxes. While investigating an offer in compromise that involves an LLC, knowing the 
classification for federal tax purposes is necessary. Yet, classification of the LLC for federal tax 
purposes does not negate state law provisions concerning the legal status of the LLC. For example: 

• Classification of an LLC as a partnership does not mean the member/owners have liability for 
LLC debts as would be the case in a state law partnership; and 

• Under certain circumstances, an LLC may be disregarded as an entity separate from its owner. 
This classification does not mean that an LLC owned by an individual is the equivalent of a sole 
proprietorship. 

As with any entity, the IRS must secure sufficient information to make an informed decision on the 
acceptability of the taxpayer’s compromise proposal. In all instances, a financial statement will be 
required from the LLC. This includes employment tax liabilities for wages paid prior to January 1, 2009, 
where the classification of the LLC is a disregarded entity even though the LLC is not the liable 
taxpayer. 
Financial information of all member owners will also be collected by the IRS. When a member owner 
holds only a negligible or token interest, has made no or minimal investment, and exercises no control 
over the corporate affairs, financial information may not be required unless other factors are present 
to indicate the information is necessary to determine the acceptability of the taxpayer’s offer. If the 
taxpayer is unwilling or unable to provide the financial information requested and the information is 
necessary to determine whether the taxpayer’s offer should be accepted, the IRS is likely to return the 
offer to the taxpayer. 
 

IV. Dissipation Of Assets 
 
The inclusion of dissipated assets in the calculation of the reasonable collection potential (RCP) is no 
longer applicable, except in situations where it can be shown the taxpayer has sold, transferred, 
encumbered or otherwise disposed of assets in an attempt to avoid the payment of the tax liability or 
used the assets or proceeds (other than wages, salary, or other income) for other than the payment 
of items necessary for the production of income or the health and welfare of the taxpayer or their 
family, after the tax has been assessed or within six months prior to or after the tax assessment. 
Generally, a three year time frame will be used to determine if it is appropriate to include a dissipated 
asset in RCP. The year of submission is included as a complete year in the calculation.  
 

Example 
If the offer is submitted in 2017, any asset dissipated prior to 2014 should not be included. 
• If the tax liability did not exist prior to the transfer or the transfer occurred prior to the taxable event 
giving rise to the tax liability, generally, a taxpayer cannot be said to have dissipated the assets in 
disregard of the outstanding tax liability. 
• If a taxpayer withdraws funds from an IRA to invest in a business opportunity but does not have any 
tax liability prior to the withdrawal, the funds were not dissipated. 
• Any tax paid as a result of the sale of the dissipated asset may be allowed as a reduction to the value 
placed on the dissipated asset. 

 
If it is determined inclusion of a dissipated asset is appropriate and the taxpayer is unwilling or unable 
to include the value of the dissipated asset in the offer amount, the offer should be rejected as not in 
the government’s best interest. Although the offer is being rejected under not in the government’s 
best interest criteria, a calculation of an acceptable offer amount based on the equity in assets, the 
value of future income, and the amount attributable to the dissipated asset(s) should be provided 
with the rejection recommendation. 
 

Note 
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Even if the transfer and/or sale took place more than three years prior to the offer submission, it may 
be appropriate to include the asset in the calculation of RCP if the asset transfer and/or sale occurred 
either within six months prior to or within six months after the assessment of the tax liability. If the 
transfer took place upon notice of or during an examination, these time frames may not apply based 
on the circumstances of the case. In any instance where the inclusion of a dissipated asset is being 
considered, a determination on whether the funds were used for health/welfare of the family or 
production of income would be appropriate. 

 
Examples of situations in which the value of an asset should be included in RCP include, but are not 
limited to:  
 

Note 
Assume each of the following examples occurred within three years prior to the offer submission or 
during the offer investigation, and the taxpayer dissipated the assets after incurring the tax liability, 
within six months prior to the tax assessment, during an examination, or after receiving notice of an 
examination. 

 

Examples 
1 - The taxpayer dissolved an IRA or other investment account to pay for specific non-priority items, 
i.e., child’s wedding, child’s university tuition, extravagant vacation, etc. 
2 - The taxpayer refinanced their house and used the funds to pay off credit card and non-secured 
debt. The credit cards were NOT used for payment of necessary living expenses and/or the production 
of income. 
3 - The taxpayer inherited funds and used the funds for non-priority items (other than health/welfare 
of the family or production of income). 
4 - The taxpayer closed bank/investment accounts and will not disclose how the funds were spent or 
if any funds remain. 
5 - A taxpayer filed a CAP to avoid the filing of a NFTL and insisted the lien would impair his credit and 
his ability to successfully operate his business. After the non-filing was granted, the taxpayer fully 
encumbered his assets, used the funds for non-priority items (items not necessary for the production 
of income or the health and welfare of the taxpayer and/or their family) and then submitted an OIC. 
6 - The taxpayer sold real estate and gifted the funds from the sale to family members. 

 
Situations may occur in which the transfer happened over 3 years prior to the offer submission, yet 
because of the timing of the transfer (within six months prior to or six months after the tax assessment 
or after notification of an examination), the inclusion of the asset in RCP may be appropriate. 
 

Examples 
1 - The taxpayer filed tax returns for five years (2007 - 2011) in February of 2013, which were assessed 
in March 2013. In January of 2013, the taxpayer transferred real property to a family member for no 
consideration. An offer was submitted in January 2017. In this instance, since the transfer was within 
six months of the tax assessments, it may be appropriate to include the value of the real property in 
RCP.  
2 - The taxpayer received notification the IRS was beginning an audit of their 2011 tax return in January 
of 2013. The taxpayer transferred an investment account to a family member in February 2013. 
Additional tax liabilities based on the audit were assessed in March 2017. An offer was submitted in 
March 2017. In this instance, since the transfer took place after notification of the audit, it may be 
appropriate to include the value of the account in RCP. 

 
Examples of situations in which the value of an asset should NOT be included in RCP, include but are 
not limited to: 
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Examples 
1 - When it can be shown through internal research or substantiation provided by the taxpayer that 
the funds were needed to provide for necessary living expenses, these amounts should not be 
included in the RCP calculation. 
2 - Dissolving an IRA during unemployment or underemployment. Review of available internal sources 
verified the taxpayer’s income was insufficient to meet necessary living expenses. In this case, the 
funds up to the amount needed to meet allowable expenses in the RCP calculation are not included. 
3 - Substantial amount withdrawn from bank accounts. Taxpayer provided supporting documentation 
that funds were used to pay for medical or other necessary living expenses. This amount will not be 
included in the RCP calculation. 
4 - Disposing of an asset and using the funds to purchase another asset that is included in the offer 
evaluation. The value of the asset disposed of as a dissipated asset is not included in the RCP 
calculation. 

 
Prior to including the dissipated asset in the RCP, the taxpayer should be contacted (preferably by 
telephone) and afforded the opportunity to explain or verify the dissipation of the asset. 
 

V. Valuing An Individual Taxpayer’s Assets 
 
A. CASH 
The IRS will determine the taxpayer’s interest in bank accounts by ascertaining the manner in which it 
is held. They will verify whether deposits in escrow or trust accounts are actually held for the benefit 
of others. They will also review checking account statements over a reasonable period of time, 
generally three months for wage earners and six months for taxpayers who are non wage earners.  
The cash balance would normally be valued at $1,000 less than the total amount of cash in the 
taxpayer’s bank accounts. 
If the total amount listed on Form 433-A (OIC) is over $1,000 and the IRS has reason to believe the 
money will be used to pay for the taxpayer’s monthly allowable living expenses, this amount will not 
be included on the AET. 
The IRS will also analyze the statement for any unusual activity, such as deposits in excess of reported 
income, withdrawals, transfers, or checks for expenses not reflected on the taxpayer’s application. 
The IRS will question any inconsistencies. 
 

Example 
A review of the bank statement of a taxpayer seeking an OIC shows a beginning balance of $10,000. 
Discussion with the taxpayer revealed that he maintains a $10,000 monthly balance after allowable 
living expenses. The IRS will include the $10,000 as an asset when calculating the taxpayer’s RCP. 

 
The IRS will also undertake the following actions: 

• Review savings accounts statements over a reasonable period of time, generally three 
months; and 

• If the account has little withdrawal activity, use the ending balance on the latest statement as 
an asset in determining the taxpayer’s RCP. If it is apparent that the account is used for paying 
monthly living expenses, the IRS will treat it as a checking account. 

If analysis of the bank statement reveals large amounts of recently expended funds, the IRS will fully 
investigate the disposition of those assets. Also, in circumstances where a taxpayer offers the balances 
of accounts (for example, certificate of deposit, savings bonds, etc.) to fund the offer, the IRS will allow 
for any penalty for early withdrawal and the expected current year tax consequence. 
 
B. SECURITIES AND STOCKS OF CLOSELY HELD ENTITIES 
Financial securities are considered an asset and their value is included by the IRS in calculating the 
taxpayer’s RCP. In cases where the taxpayer will liquidate the investment to fund the offer, the IRS 



Settling Tax Debt with the IRS | Page 68 

will allow associated fees in addition to any penalty for early withdrawal and the current year tax 
consequence. To determine the value of publicly traded stock, the IRS will research a daily paper, 
other internal sources, or inquire with a broker for the current market price. Then, the IRS will allow 
for the estimated costs of the sale to arrive at the QSV. To determine the value of closely held stock 
that is either not traded publicly or for which there is no established market, the IRS will consider the 
following methods of valuing the company and assign the applicable portion of the company’s value 
to the taxpayer’s stock or other interest: 

• Secure and verify a CIS;  
• Review recent year’s annual report to stockholders; 
• Review recent year’s corporate income tax returns; and 
• Request an appraisal of the business as a going concern by a qualified and impartial appraiser. 

When a taxpayer holds only a negligible or token interest, has made no investment, and exercises no 
control over the corporate affairs, the IRS may assign no value to the stock. 
 
C. LIFE INSURANCE 
The IRS will identify the type, conditions for borrowing or cancellation, and the current loan and cash 
values of any life insurance. Life insurance as an investment (e.g., whole life) is not considered 
necessary. Reasonable premiums for term life policies may be allowed as a necessary expense. The 
IRS will verify the amount of the premiums and ensure payments are being made. When determining 
the value in a taxpayer’s insurance policy, the IRS will make valuations as set forth in the table, next. 
 
TABLE 7.3. VALUING INSURANCE. 

If... Then the IRS will value… 

The taxpayer will retain the policy Equity as the cash surrender value. 

The taxpayer will sell the policy to 
help fund the offer 

Equity as the amount the taxpayer will receive from the sale of 
the policy. 

The taxpayer will borrow on the 
policy to help fund the offer 

Equity as the cash loan value less any prior policy loans or 
automatic premium loans required to keep the contract in 
force. 

 
D. RETIREMENT OR PROFIT SHARING PLANS 
Funds held in a retirement or profit sharing plan are considered an asset and must be valued for offer 
purposes. Contributions to voluntary retirement plans are not a necessary expense for purposes of 
determining RCP. 
When determining the value of a taxpayer’s pension and profit sharing plans, the IRS generally follows 
the rules set forth below:  
 
TABLE 7.4. VALUING RETIREMENT PLANS. 

If... And… Then… 

The account is an 
Individual Retirement 
Account (IRA), 401(k), or 
Keogh Account 

The taxpayer is not 
retired or close to 
retirement 

Equity is the cash value less any tax 
consequences for liquidating the account 
and early withdrawal penalty, if applicable. 

The account is an 
Individual Retirement 
Account (IRA), 401(k), or 
Keogh Account 

The taxpayer is retired 
or close to retirement 

Equity is the cash value less any tax 
consequences for liquidating the account 
and early withdrawal penalty, if applicable. 
The plan may be considered as income, if the 
income from the plan is required to provide 
for necessary living expenses. 

The contribution to a 
retirement plan is 

The taxpayer is able to 
withdraw funds from 
the account 

Equity is the amount the taxpayer can 
withdraw less any tax consequences and 
early withdrawal penalty, if applicable. 
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required as a condition 
of employment 

The contribution to an 
employer’s plan is 
required as a condition 
of employment 

The taxpayer is unable 
to withdraw funds 
from the account but is 
permitted to borrow 
on the plan 

Equity is the available loan value. 

Any retirement plan 
that may not be 
borrowed on or 
liquidated until 
separation from 
employment 

The taxpayer is retired, 
eligible to retire, or 
close to retirement 

Equity is the cash value less any tax 
consequences for liquidating the account 
and early withdrawal penalty, if applicable, 
or consider the plan as income if the income 
from the plan is necessary to provide for 
necessary living expenses. 

The plan may not be 
borrowed on or 
liquidated until 
separation from 
employment and the 
taxpayer has no ability 
to access the funds 
within the terms of the 
offer 

The taxpayer is not 
eligible to retire until 
after the period for 
which the IRS is 
calculating future 
income 

The plan has no equity. 

The taxpayer may not 
access the funds in the 
retirement account due 
to an existing loan 

The taxpayer is not 
eligible to retire until 
after the period for 
which the IRS is 
calculating future 
income 

The IRS will determine what equity remains 
in the account, taking into consideration 
when the loan was taken out, whether the 
proceeds were used for necessary living 
expenses, and the remaining equity in the 
account. If the loan proceeds were used for 
necessary and allowable expenses, and the 
IRS confirms the taxpayer cannot further 
access (borrow against) the account given 
the outstanding loan, the value of the 
account should be the equity remaining in 
the plan less the amount of the loan. If the 
loan proceeds were not used for necessary 
and allowable living expenses, the IRS will 
determine if the provisions of IRM 5.8.5.18, 
Dissipation of Assets, apply. 

The plan includes a 
stock option 

The taxpayer is eligible 
to take the option 

Equity is the value of the stock at current 
market price less any expense to exercise 
the option. 

 
E. FURNITURE, FIXTURES AND PERSONAL EFFECTS 
The taxpayer’s declared value of household goods is usually acceptable unless there are articles of 
extraordinary value, such as antiques, artwork, jewelry, or collector’s items. There is a statutory 
exemption from levy that applies to the taxpayer’s furniture and personal effects. This exemption 
amount is updated on an annual basis. This exemption applies only to individual taxpayers. When 
determining the value, the IRS will consider the factors in the Table below: 
 
TABLE 7.5. VALUING FURNITURE, FIXTURES AND PERSONAL EFFECTS. 

If… Then the IRS will… 
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The taxpayer qualifies as head of household, 
single, or married 

Grant a reduction in the value of personal effects 
for the levy exemption amount. 

The property is owned jointly with any person 
who is not liable for the tax 

Determine the value of the taxpayer’s 
proportionate share of property before allowing 
the levy exemption. 

Some of the furniture or fixtures are used in a 
business 

Say that they are not personal effects, but they 
may qualify for the levy exemption as tools of a 
trade. 

If the property has an encumbrance with priority 
over the Notice of Federal Tax Lien 

Allow the encumbrance in addition to the 
statutory exemption. 

 
F. MOTOR VEHICLES, AIRPLANES AND BOATS 
Equity in motor vehicles, airplanes, and boats must be determined and included in the RCP. The 
general rule for determining NRE, as discussed above, applies when determining equity in these 
assets. Unusual assets such as airplanes and boats may require an appraisal to determine FMV, unless 
the items can be located in a trade association guide. 
The IRS will normally not personally inspect automobiles used for personal transportation. When it 
appears reasonable, they will accept the taxpayers stated value. If the taxpayer failed to provide the 
value or the value appears to be unreasonable, the IRS will consult a trade association guide. 
Generally, the Private Party or equivalent value will be used. In most cases, the vehicle will be 
discounted for the FMV to 80% to arrive at the QSV. The IRS excludes $3,450 per car from the QSV of 
vehicles owned by the taxpayer(s) and used for work, the production of income, and/or the welfare 
of the taxpayer’s family (two cars for joint taxpayers, and one vehicle for a single taxpayer). When 
these assets are used for business purposes, they may be considered income-producing assets. 
 

Note 
The $3,450 reduction is only allowable after a determination is made whether the taxpayer can fully 
pay from equity in assets, via an installment agreement, or combination of both. 

 
G.  REAL ESTATE 
The IRS will verify types of ownership through warranty and mortgage deeds to determine the FMV. 
For purposes of real estate, FMV is defined as the price at which a willing seller will sell and a willing 
buyer will pay for the property, given time to obtain the best and highest possible price. 
When a question of value arises, the IRS may necessarily discuss with the taxpayer and/or 
representative to establish an accurate value. In most instances, the following information will be used 
to verify the FMV listed on the Form 433-A (OIC)/433-B (OIC) or provided by the taxpayer: 

• Accurint; 
• Value listed on the real estate tax assessment statement; 
• Market comparables; and 
• Recent purchase price 

If the IRS’s research does not provide an accurate valuation, the IRS may request additional 
documentation, including: 

• An existing contract to sell; 
• Recent appraisals; and  
• Homeowner’s insurance policy(ies) 

Once the FMV of real estate is established, the IRS will make a determination regarding a reduction of 
value for offer purposes must be made. Equity in real estate is included when calculating the 
taxpayer’s RCP in an acceptable offer amount. For real estate and other related property held as 
tenancies by the entirety when the tax is owed by only one spouse, the taxpayer’s portion is usually 
50% of the property’s NRE. 
 
H. RETIRED DEBT 
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Retired debt is defined as an expected change in necessary or allowable expenses. The necessary/ 
allowable expenses may decrease, which would change the taxpayer’s ability to pay. 
 

Example 
Required child support payments may stop before the future income period ends. It is expected that 
these retired payments would increase the taxpayer’s ability to pay. 

 
Inclusion of retired debt should not be automatically included in the calculation of the RCP by the IRS. 
The IRS will evaluate on a case-by-case basis whether inclusion of the retired debt is appropriate based 
on the facts of the case. 
 
I. FUTURE INCOME 
Future income is defined as an estimate of the taxpayer’s ability to pay based on an analysis of gross 
income, less necessary living expenses, for a specific number of months into the future.  As a general 
rule, the taxpayer’s current income should be used in the analysis of future ability to pay. This may 
include situations where the taxpayer’s income is recently reduced based on a change in occupation 
or employment status. 
 
1. Considerations Made by IRS 
The IRS will also give consideration to the taxpayer’s overall general situation including such facts as 
age, health, marital status, number and age of dependents, level of education or occupational training, 
and work experience. Situations that may warrant placing a different value on future income than 
current or past income are discussed in the table below. Additionally, in some cases, the IRS may 
request a future income collateral agreement based on the taxpayer’s earnings potential.  
 
TABLE 7.6. CALCULATING FUTURE INCOME. 

If... Then the IRS will... 

Income will increase or 
decrease or current 
necessary expenses will 
increase or decrease 

Adjust the amount or number of payments to what is expected during 
the appropriate number of months. 

A taxpayer is 
temporarily or recently 
unemployed or 
underemployed 

Use the level of income expected if the taxpayer were fully employed and 
if the potential for employment is apparent. Each case should be judged 
on its own merit, including consideration of special circumstances or ETA 
issues. 
Example: 
Unemployed - The taxpayer is a construction worker who currently is not 
employed due to lack of work during the winter months. Since this loss 
of employment during the winter is normal for the taxpayer, the 
taxpayer’s previous annual income or income averaging may be used to 
accurately determine the taxpayer’s income. 
Example: 
Underemployed - The taxpayer is a teacher and is currently employed at 
a lesser paying job, yet will begin or return to work as a teacher when the 
school year begins in the fall. The taxpayer is considered to be currently 
underemployed. The anticipated income once the taxpayer is fully 
employed is used. 

A taxpayer is 
unemployed and is not 
expected to return to 
his or her previous 

Contact the taxpayer to discuss the expected future level of income. 
When considering future income, the IRS will also allow anticipated 
increases in necessary living expenses and/or applicable taxes. 
Note: 
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occupation or previous 
level of earnings 

Each case should be judged on its own merit, including consideration of 
special circumstances or ETA issues. 

A taxpayer is long-term 
unemployed 

Not income average. The taxpayer’s current income should be used in 
the future income calculation. If there is a verified expectation the 
taxpayer will be securing employment, then the use of anticipated future 
income may be appropriate. Anticipated future income should not be 
used in situations where the future employment is uncertain. 
Example: 
Taxpayer has been unemployed for over one year. There are currently no 
employment opportunities for the taxpayer and the household is living 
on one income. Use of the taxpayer’s current income with a future 
income collateral agreement is appropriate. 

A taxpayer is long-term 
underemployed 

Not income average; and use the taxpayer’s current income. 
Example: 
The taxpayer was previously employed in a manufacturing plant making 
$75,000 per year. There are currently no opportunities for the taxpayer 
to secure employment making the same rate of pay as his or her prior 
job. The taxpayer’s income is now $25,000 per year with no anticipated 
increase. Only the current income is used. 

A taxpayer has an 
irregular employment 
history or fluctuating 
income 

Average earnings over the three prior years. The use of a time period 
other than three years should be the exception and only when specific 
circumstances are present. 
Example: 
The taxpayer is a stock broker whose income in 2016 was $150,000 and 
income in 2017 was $25,000. In this case, the IRS should consider income 
averaging the prior three years or secure a future income collateral 
agreement if the offer is accepted. 
Note: 
This practice does not apply to wage earners. Wage earners should be 
based on current income unless the taxpayer has unique circumstances. 

A taxpayer is in poor 
health and his or her 
ability to continue 
working is 
questionable 

Reduce the number of payments to the appropriate number of months 
it is anticipated the taxpayer will continue working, and consider special 
circumstance situations when making any adjustments. 
Example: 
Taxpayer has a serious health issue and it is anticipated he or she will be 
unable to work after six months. The IRS will use the taxpayer’s current 
income for six months, then reduce his or her income to the anticipated 
amount the taxpayer will be receiving after he or she is unable to work. 

A taxpayer is close to 
retirement and has 
indicated he or she will 
be retiring 

If the taxpayer can substantiate retirement is imminent, adjust the 
taxpayer’s future earnings and expenses accordingly. If it cannot be 
substantiated, the calculation will be based on current earnings. At this 
point, it may be appropriate to discuss other options available to the 
taxpayer, for example, an installment agreement. 
Example: 
The taxpayer is 65 years of age and has indicated he will retire at the age 
of 66. The taxpayer provided copies of documents that have been 
submitted to his employer discussing his retirement date. The IRS uses 
the taxpayer’s current income until the taxpayer’s anticipated retirement 
date, and then adjusts the taxpayer’s income to reflect the amount 
expected in retirement. 
Example: 
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The taxpayer is 62 years of age, is in good health, and has remained stable 
for the past three years. The taxpayer states she would like to retire at 
age 65. The IRS uses the taxpayer’s current income, and if the RCP 
exceeds the offer amount, discuss the option of securing an installment 
agreement until the taxpayer actually retires, at which time an offer may 
be appropriate. 

Taxpayer is currently 
receiving overtime 

Determine if the overtime is regular and customary. If so, the IRS will 
include overtime in current income. If the overtime is deemed sporadic, 
then they will use the taxpayer’s base pay. 

The taxpayer is at or 
above the full 
retirement age to 
receive social security 
benefits and has 
decided to continue 
working 

If the taxpayer is past the age when the taxpayer’s income does not 
impact receipt of their full social security benefits, including the 
taxpayer’s potential social security benefits in current income may be 
appropriate. The IRS determines the amount of potential benefits by 
having the taxpayer secure an estimate from the Social Security 
Administration. 

A taxpayer will file a 
petition for liquidating 
bankruptcy 

Consider reducing the value of future income. The total value of future 
income should not be reduced to an amount less than what could be paid 
toward non-dischargeable periods, or what could be recovered through 
bankruptcy, whichever is greater. When considering a reduction in future 
income, the IRS will also consider the intangible value to the taxpayer of 
avoiding bankruptcy. 

 
The IRS will consider all circumstances of the taxpayer when determining the appropriate application 
of income averaging, including special circumstances and ETA considerations. Below are some 
examples of when income averaging may or may not be appropriate.  
 

Example 1 
A taxpayer’s spouse has not worked for over two and one-half years and has no expectations of 
returning to work. The IRS will not average income for the spouse’s past employment under these 
circumstances. 
Example 2 
The taxpayer has been unemployed for over one year and provided proof that Social Security Disability 
is the sole source of income. The IRS will not apply income averaging in this case, but use current 
income to determine the taxpayer’s future ability to pay. 
Example 3 
The taxpayer was incarcerated and may have been involved in the transfer of assets. If the IRS is unable 
to complete a thorough asset investigation, consideration should be given whether it would be in the 
best interest of the government to reject the offer and reassign the case to the field for a 
determination on any hidden assets. 
Example 4 
The taxpayer recently began working after several months of unemployment. The IRS will use the most 
recent three months pay statements to determine future income. Since the taxpayer is a wage earner, 
the use of income averaging over the prior three years of income is not appropriate. 

 
In situations where the taxpayer’s income does not appear to meet his or her stated living expenses, 
the difference should not be included as additional income to the taxpayer, unless there are clear 
indications additional income not included on the collection information statement is being received 
and will continue to be received by the taxpayer. The IRS must speak with the taxpayer in order to 
determine the appropriateness of including an additional amount in the calculation of future income. 
Verification of the source of unexplained bank deposits or statements from the source of gifts may be 
required to correctly determine the taxpayer’s current income.  
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Example 1 
The taxpayer has been receiving gifts from her parents to meet current living expenses for the past six 
months. The taxpayer has no guaranteed right to the funds in the future and the amount does not 
appear to be based on the transfer of assets to the parents. The gift amount should not be included 
as income. 
Example 2 
The taxpayer has been receiving an amount each month that only began recently, which he states is 
a gift from a friend. Further research has determined the taxpayer is in business with the friend and 
the amount is from their business. This amount should be included as income to the taxpayer. 
Additionally, consideration will be given to referring the taxpayer and the business income tax return 
to the Examination department of the IRS. 
Example 3 
The taxpayer had gambling winnings over a period of time, but is not consistent. Do not include those 
winnings as additional income on the Income and Expense Table (IET). This does not apply to 
professional gamblers. 
Example 4 
The collection information statement (CIS) submitted by the taxpayer included $3,000.00 of monthly 
income, which is verified by paystubs. The CIS submitted by the taxpayer includes $4,000.00 of 
expenses. An additional $1,000.00 should not be added to the taxpayer’s income based solely on the 
fact it appears the taxpayer has been meeting the living expenses included on the CIS. The IRS will 
speak with the taxpayer to clarify the discrepancy prior to including the amount as additional income. 

 
2. Future Income Collateral Agreements 
In some instances, it may be difficult for the IRS to calculate the taxpayer’s anticipated income. While 
the use of income averaging is one method available to calculate future earnings, it may also be 
appropriate to use the taxpayer’s current income and secure a future income collateral agreement. 
The use of a future income collateral agreement is used to protect the government’s interest in any 
substantial increase in the taxpayer’s earnings. A future income collateral agreement is normally used 
where the taxpayer’s future income is uncertain, but it is reasonably expected that the taxpayer will 
be receiving a substantial increase in income. A future income collateral agreement should not be 
used to accept an offer for a lesser amount than the calculated RCP. 
 

Example 1 
A taxpayer is currently in medical school; upon graduation, income should increase dramatically. The 
IRS will consider securing a future income collateral agreement. 
Example 2 
A taxpayer recently secured a job as an attorney with a starting salary of $80,000 per year, with 
potential for significant increases in salary. The IRS will consider securing a future income collateral 
agreement. 
Example 3 
A taxpayer is a real estate agent who has had two years of high income and the current income is 
significantly diminished. Based on the current real estate market, it may be appropriate for the IRS to 
use the taxpayer’s current income and secure a future income collateral agreement in lieu of income 
averaging. 
Example 4 
A taxpayer’s RCP is $12,000 but has offered $10,000 plus a future income collateral agreement. A 
future income collateral agreement is not appropriate in lieu of the taxpayer increasing his or her offer 
to the RCP amount. If the taxpayer is not willing to increase his or her offer to the RCP amount, the 
offer will likely be rejected. 
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VI. Allowable Expenses 
 
Allowable expenses consist of necessary and conditional expenses.  The IRS is required to use the 
amount shown in the expense standard schedules unless that amount would result in the taxpayer 
not having adequate means to provide for basic living expenses. Once allowable expenses are 
determined, they are used to calculate the amount that can be collected from the taxpayer’s future 
income.  
 
A. NECESSARY EXPENSES 
A necessary expense is one that is necessary for the production of income or for the health and welfare 
of the taxpayer’s family. I RM 5.15.1, Financial Analysis Handbook, discusses the national and local 
expense standards, which serve as guidelines to provide accuracy and consistency in determining a 
taxpayer’s basic living expenses. The standards are available on the IRS web site and are periodically 
updated. 
Taxpayers are allowed the National Standard Expense amount for their family size, without 
questioning the amount actually spent. If the total amount claimed is more than the total allowed by 
the National Standards, the taxpayer must provide documentation to substantiate and justify that the 
allowed expenses are inadequate to provide basic living expenses. National and local expense 
standards are guidelines. If it is determined a standard amount is inadequate to provide for a specific 
taxpayer’s basic living expenses, the IRS may allow a deviation. 
Generally, the total number of persons allowed for national standard expenses should be the same as 
those allowed as dependents on the taxpayer’s current year income tax return. There may be 
reasonable exceptions. An example would include foster children or children for whom adoption is 
pending, or if a custodial parent released the dependency exemption to his or her ex-spouse. 
A deviation from the standards should not be considered merely because it is inconvenient for the 
taxpayer to dispose of high value assets. In some situations, taxpayers may be expected to make 
life¬style choices that will facilitate collection of the delinquent tax. 
 
1. Housing and Utilities 
When determining a taxpayer’s housing and utility expense, the IRS will use an amount sufficient to 
provide for basic living expenses. They will use the amount shown in the expense standard schedules 
as a guideline unless such use results in the taxpayer not having adequate means to provide for basic 
living expenses. If it is determined that a standard amount is inadequate to provide for basic living 
expenses, the IRS will allow a deviation. If the amount of the payment cannot be verified through 
other sources (such as bank statements), the IRS will require the taxpayer to provide reasonable 
substantiation. Deviations from the expense standards must be verified and reasonable. Below are 
two examples, which are not all inclusive. Each decision should be based on the merits of the particular 
case. 
 

Example 1 
A taxpayer with a physical disability or an unusually large family requires a housing cost that is not 
covered by the local standard. The IRS will require the taxpayer to provide copies of mortgage or rent 
payments, utility bills and maintenance costs to verify the necessary amount.  
Example 2 
A taxpayer has owned his home for several years and the payment is above the established standard. 
The IRS investigation indicates the taxpayer would not be able to rent an apartment for less than his 
current loan payment. In that case, the IRS will likely allow the full amount of the loan payment. 

 
Absent special circumstances, when determining a taxpayer’s housing and utility expense, the IRS will 
use the amount that is claimed or the standard, whichever is less. An allowance may also be provided 
for reasonable costs associated with a potential or anticipated move. 
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2. Transportation Expenses 
Transportation expenses are considered necessary when they are used by taxpayers and their families 
to provide for their health and welfare and/or the production of income. The transportation standards 
consist of nationwide figures for loan or lease payments, referred to as ownership costs, and 
additional amounts for operating costs broken down by Census Region and Metropolitan Statistical 
Area. Operating costs include maintenance, repairs, insurance, fuel, registrations, licenses, 
inspections, parking and tolls. 
 
a. Ownership Expenses 
These expenses are allowed for the purchase or lease of a vehicle. Taxpayers will be allowed the local 
standard or the amount actually paid, whichever is less, unless the taxpayer provides documentation 
to verify and substantiate that the higher expenses are necessary. Consideration may be made for a 
taxpayer whose lease will expire before the number of months in which future income is calculated. 
The allowance for a loan payment may also be considered if the taxpayer provides evidence the 
vehicle will require immediate replacement due to age or condition of the vehicle. 
 
b. Operating Expenses 
The IRS will allow the full operating costs portion of the local transportation standard, or the amount 
actually claimed by the taxpayer, whichever is less. Substantiation for this allowance is not required 
unless the amount claimed is more than the total allowed by any of the transportation standards. 
In situations where the taxpayer has a vehicle that is currently over six years old or has reported 
mileage of 100,000 miles or more, an additional monthly operating expense of $200 will generally be 
allowed per vehicle.  
 

Example 
The taxpayer who has a 2009 vehicle with 90,000 miles, will be allowed the standard of $231 per 
month plus $200 per month operating expense (because of the age of the vehicle), for a total 
operating expense allowance of S431 per month. 

 
If a taxpayer claims higher amounts of operating costs because he commutes long distances to reach 
his place of employment, he may be allowed greater than the standard. The additional operating 
expense would generally meet the production of income test and, therefore, be allowed if the 
taxpayer provides substantiation. 
 
3. Other Expenses 
Other expenses may be allowed in determining the value of future income for offer purposes. The 
expense must meet the necessary expense test by providing for the health and welfare of the taxpayer 
and/or his or her family or must be for the production of income. This is determined based on the 
facts and circumstances of each case. Repayment of loans incurred to fund the offer and secured by 
the taxpayer’s assets will be allowed, if the asset is necessary for the health and welfare of the 
taxpayer and/or his or her family, i.e., taxpayer’s residence, and the repayment amount is reasonable. 
The same rule applies whether the equity is paid to the IRS before the offer is submitted or will be 
paid upon acceptance of the offer. 
 

Example 1 
The taxpayer has secured a 2nd mortgage against her residence which will be paid toward the offer 
amount upon acceptance. The payment is reasonable based on the amount borrowed and terms of 
repayment. The payment should be allowed as an expense by the IRS. 
Example 2 
A taxpayer may have a liability for a court ordered judgment that is senior to the Notice of Federal Tax 
Lien. Unless the taxpayer is actually making payments on that liability, it is not considered as an 
allowable monthly expense.  
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4. Student Loans/Education Expenses 
Repayment of student loans secured by the federal government will be allowed only for the taxpayer’s 
post-high school education. If student loans are owed but no payments are being made, they are not 
allowed, unless the non-payment is due to circumstances of financial hardship, e.g., unemployment, 
medical expenses, etc. 
Education expenses will be allowed only for the taxpayer, and only if they are required as a condition 
of present employment. Expenses for dependents to attend colleges, universities, or private schools 
will not be allowed unless the dependents have special needs that cannot be met by public schools. 
 
5. Child Support Payments 
Child support payments for natural children or legally adopted dependents may be allowed based on 
the taxpayer’s situation. A copy of the court order and proof of payments should be provided. If no 
payments are being made, the IRS will not allow the expense, unless the nonpayment was due to 
temporary job loss or illness. In situations where a court order is pending, additional verification may 
be required. For example, a draft or copy of the court order may be requested. 
 

Example 
The taxpayers are separated and a court date has not been established but child support payments 
are being made and the taxpayer provided verification of payments.        

 
The IRS will not allow payments for expenses, such as college tuition or life insurance for children, 
made pursuant to a court order. The fact that the taxpayer may be under court order to make 
payments with respect to such expenses does not change the character of the expense. Therefore, 
the fact that the taxpayer is under court order to provide a payment should not in the ordinary course 
elevate that expense to allowable status as an offer expense, when the IRS would not otherwise allow 
it.  
 
6. Health Care Expenses 
Substantiation of claimed health care expenses of less than the allowable standard is not required. 
 
7. State or Local Taxing Agencies 
When a taxpayer owes both delinquent federal and state or local taxes, and does not have the ability 
to full pay the liabilities, monthly payments to state taxing authorities will be allowed in certain 
circumstances. State or local liens may enjoy a priority in fixed payment streams such as annuity 
payments. 
Current taxes are allowed regardless of whether the taxpayer made them in the past or not. If an 
adjustment to the taxpayer’s income is made, an adjustment of the tax liability must also be made. 
Current taxes include federal, state, and local taxes. In a wage earner situation, allow the amount 
shown on the pay stub. If the current withholding amount is insufficient, the tax expenses should be 
based on the actual tax expense. 
 
8. Charitable Contributions 
Generally, charitable contributions are not allowed in the RCP calculation. However, charitable 
contributions may be an allowable expense if they are a condition of employment or meet the 
necessary expense test. For example, a minister may be required to tithe according to the terms of his 
employment contract. 
 
9. Shared Expenses 
Generally, a taxpayer will be allowed only the expenses the taxpayer is required to pay. Consideration 
must be given to situations where the taxpayer shares expenses with another. Shared expenses may 
exist in one of two situations: 
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• An offer is submitted by a taxpayer who shares living expenses with another individual who is 
not liable for the tax; and 

• Separate offers are submitted by two or more persons who owe joint liabilities and/or 
separate liabilities and who share the same household. 

Generally, the assets and income of a not liable person are excluded from the computation of the 
taxpayer’s ability to pay. An exception exists for related offers that include both joint and separate 
liabilities. In such a case, the amount of both offers should equal the total amount collectible from the 
shared household.   
 
CHAPTER 7: TEST YOUR KNOWLEDGE 
The following question is designed to ensure that you have a complete understanding of the 
information presented in the chapter (assignment). It is included as an additional tool to enhance your 
learning experience and does not need to be submitted in order to receive CPE credit. 
We recommend that you answer the question and then compare your response to the suggested 
solution on the following page before answering the final exam question(s) related to this chapter 
(assignment). 
 
1. When calculating a taxpayer’s necessary living expenses, how are the costs for housing 
determined by the IRS: 

A. the taxpayer is allowed to include as a necessary expense whatever his or her cost is at the 
time the Offer in Compromise is submitted 

B. the IRS allows the taxpayer an amount necessary for basic living expenses only 
C. there is a flat rate determined annually by the IRS that applies nationwide 
D. 20% of the taxpayer’s take-home pay   

 
CHAPTER 7: SOLUTIONS AND SUGGESTED RESPONSES 
Below is the solution and suggested responses for the question on the previous page. If you choose 
an incorrect answer, you should review the page(s) as indicated for the question to ensure 
comprehension of the material. 
 
1.  

A. Incorrect. The cost may have to be adjusted down if the current expense is not considered 
necessary. 

B. CORRECT. Generally, the IRS will use the amount shown in the expense standard schedules as 
a guideline. If it is determined that a standard amount is inadequate, the IRS might allow a 
deviation. 

C. Incorrect. There are rates adopted that are regional in nature that can be used as a guide, but 
there is no single national rate. 

D. Incorrect. There is no such percentage formula.  
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Chapter 8: Relief From Liability For Joint Returns 
 
Chapter Objective 
After completing this chapter, you should be able to: 

• Identify differences between the four types of relief from joint and several liability for spouses 
who filed joint returns. 

 

I. Overview 
When a couple elects to file a joint return, both taxpayers are jointly and severally liable for the tax 
and any additions to tax, interest, or penalties that arise as a result of the joint return, even if they 
later divorce. Joint and several liability means that each taxpayer is legally responsible for the entire 
liability. Thus, both spouses are generally held responsible for all the tax due, even if one spouse 
earned all the income or claimed improper deductions or credits. This is also true even if a divorce 
decree states that a former spouse will be responsible for any amounts due on previously filed joint 
returns. In some cases, however, a spouse can get relief from joint and several liability. 
There are four types of relief from joint and several liability for spouses who filed joint returns: 

• Innocent Spouse Relief: This provides the innocent relief from additional tax owed by a 
taxpayer if his or her spouse or former spouse failed to report income, reported income 
improperly, or claimed improper deductions or credits; 

• Separation of Liability Relief: This provides for the allocation of additional tax owed between 
a taxpayer and his or her former spouse or current spouse from whom he or she is separated 
because an item was not reported properly on a joint return. The tax allocated to the taxpayer 
is the amount for which he or she is responsible; or 

• Equitable Relief: This type of relief may apply when a taxpayer does not qualify for innocent 
spouse relief or separation of liability relief for something not reported properly on a joint 
return and generally attributable to his or her spouse. A taxpayer may also qualify for 
equitable relief if the correct amount of tax was reported on his or her joint return but the tax 
remains unpaid. 

• Relief from Liability for Tax Attributable to an Item of Community Income: This type of relief 
only applies to taxpayers who file a tax return in a community property state. A taxpayer is 
not responsible for the tax relating to an item of community income if certain conditions are 
met. 

Married persons who did not file joint returns but who live in community property states may also 
qualify for relief. This will be discussed later in this chapter. 
Generally, the IRS has ten years to collect federal taxes. This is the collection statute of limitations. By 
law, the IRS is not allowed to collect from a taxpayer after the 10-year statute ends. If a taxpayer 
requests relief for any tax year, the IRS cannot collect from the taxpayer for that year while the request 
is pending but interest and penalties continue to accrue. A taxpayer’s request is generally considered 
pending from the date the IRS receives his or her Form 8857 until the date the request is resolved. 
This includes the time the Tax Court is considering the request. After the case is resolved, the IRS can 
begin or resume collection proceedings. The 10-year period will be increased by the amount of time 
the taxpayer’s request for relief was pending plus 60 days. 
 

II. Requesting Relief 
 
A taxpayer seeking Innocent Spouse Relief must file Form 8857, a copy of which is provided at the end 
of this course. Taxpayers seeking relief for more than six tax years must file an additional Form 8857. 
 
A. OVERVIEW  
 
1. Innocent Spouse Relief 
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By requesting innocent spouse relief, a taxpayer can be relieved of responsibility for paying tax, 
interest, and penalties if his or her spouse (or former spouse) improperly reported items or omitted 
items on his or her tax return. Generally, the tax, interest, and penalties that qualify for relief can only 
be collected from his or her spouse (or former spouse). However, a taxpayer is jointly and individually 
responsible for any tax, interest, and penalties that do not qualify for relief. The IRS can collect these 
amounts from either spouse or former spouse. 
A taxpayer must meet all of the following conditions to qualify for innocent spouse relief: 

• He or she filed a joint return; 
• There is an understated tax on the return that is due to erroneous items (defined later) of his 

or her spouse (or former spouse); 
• He or she can show that when they signed the joint return he or she did not know, and had 

no reason to know, that the understated tax existed (or the extent to which the understated 
tax existed); and 

• Taking into account all the facts and circumstances, it would be unfair to hold the taxpayer 
liable for the understated tax. 

Innocent spouse relief will not be granted if the IRS proves that the taxpayer and his or her spouse (or 
former spouse) transferred property to one another as part of a fraudulent scheme. A fraudulent 
scheme includes a scheme to defraud the IRS or another third party, such as a creditor, former spouse, 
or business partner. 
 
2. Separation of Liability Relief 
A taxpayer may be allowed separation of liability relief for any understated tax (defined above) shown 
on the joint return(s) if the person with whom the taxpayer filed the joint return is deceased or the 
taxpayer and that person: 

• Are now divorced, 
• Are now legally separated, or 
• Have lived apart at all times during the 12-month period prior to the date the taxpayer filed 

Form 8857. 
If, at the time the taxpayer signed the joint return, he or she knew about any item that resulted in part 
or all of the understated tax, then the taxpayer’s request will not apply to that part of the understated 
tax. 
 
3. Equitable Relief 
The taxpayer may be allowed equitable relief if both of the following conditions are met. 

• The taxpayer has an understated tax (defined earlier) or unpaid tax (defined next), and 
• Taking into account all the facts and circumstances, the IRS determines it would be unfair to 

hold the taxpayer liable for the understated or unpaid tax. 
Equitable relief is the only type of relief available for an unpaid tax. 
 
B. WHEN TO FILE 
A taxpayer seeking relief should file Form 8857 as soon as he or she becomes aware of a tax liability 
for which he or she believes that only his or her spouse or former spouse should be liable. There are 
a variety of ways a taxpayer could become aware of such a liability, including the following: 

• The IRS is examining his or her tax return and proposing to increase his or her tax liability; or 
• The taxpayer receives a notice of assessment from the IRS. 

 
1. Two-Year Rule 
Form 8857 must generally be filed no later than two years after the date on which the IRS first 
attempted to collect the tax.  For this reason, a taxpayer should not delay filing because he or she does 
not have all the required documentation. 
Collection activities that may start the 2-year period are: 
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• The IRS offsets a taxpayer’s income tax refund against an amount owed on a joint return for 
another year and the IRS informed the taxpayer about his or her right to file Form 8857; 

• The filing of a claim by the IRS in a court proceeding in which the taxpayer was a party or the 
filing of a claim in a proceeding that involves the taxpayer’s property. This includes the filing 
of a proof of claim in a bankruptcy proceeding; 

• The filing of a suit by the United States against the taxpayer to collect the joint liability; or 
• The issuance of a section 6330 notice, which notifies the taxpayer of the IRS’ intent to levy 

and his or her right to a collection due process (CDP) hearing. 
 
2. Exception for Equitable Relief 
The amount of time to request equitable relief depends on whether the taxpayer is seeking relief from 
a balance due, seeking a credit or refund, or both: 

• Balance Due - Generally, a taxpayer must file his or her request within the time period the IRS 
has to collect the tax. The IRS typically has 10 years from the date the tax liability was assessed 
to collect the tax. In certain cases, the 10-year period is suspended. The amount of time the 
suspension is in effect will extend the time the IRS has to collect the tax. 

• Credit or Refund - Generally, a taxpayer must file his or her request within three years after 
the date the original return was filed or within two years after the date the tax was paid, 
whichever is later. But a taxpayer may have more time to file if he or she lives in a federally 
declared disaster area or he or she is physically or mentally unable to manage his or her 
financial affairs. 

• Both a Balance Due and a Credit or Refund - If a taxpayer is seeking a refund of amounts he or 
she paid and relief from a balance due over and above what he or she has paid, the time 
period for credit or refund will apply to any payments the taxpayer has made, and the time 
period for collection of a balance due amount will apply to any unpaid liability. 

 
3. Exception for Relief from Liability for Tax Attributable to an Item of Community Income 
If a taxpayer is requesting relief from liability for tax attributable to an item of community income 
(other than equitable relief), a different filing deadline applies. See Relief from liability for tax 
attributable to an item of community income, discussed later under Community Property Laws. 
 
4. Form 8857 Filed by or on Behalf of a Decedent 
An executor (including any other duly appointed representative) may pursue a Form 8857 filed during 
the decedent’s lifetime. An executor (including any other duly appointed representative) may also file 
Form 8857 as long as the decedent satisfied the eligibility requirements while alive. For purposes of 
separation of liability relief (discussed later), the decedent’s marital status is determined on the earlier 
of the date relief was requested or the date of death. 
 
C. SITUATIONS IN WHICH A TAXPAYER IS NOT ENTITLED TO RELIEF 
A taxpayer is not entitled to innocent spouse relief for any tax year to which the following situations 
apply: 

• In a final decision, a court considered whether to grant the taxpayer relief from joint liability 
and decided not to do so. 

• In a final decision, a court did not consider whether to grant the taxpayer relief from joint 
liability, but he or she meaningfully participated in the proceeding and could have asked for 
relief. 

• The taxpayer entered into an offer in compromise with the IRS. 
• The taxpayer entered into a closing agreement with the IRS that disposed of the same liability 

for which he or she wants to seek relief. However, a taxpayer may be entitled to relief if he or 
she entered into a closing agreement for both partnership items and nonpartnership items 
while he or she was a party to a pending TEFRA partnership proceeding. (TEFRA is an acronym 
that refers to the "Tax Equity and Fiscal Responsibility Act of 1982” that prescribed the tax 
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treatment of partnership items.) A taxpayer is not entitled to relief for the nonpartnership 
items, but he or she will be entitled to relief for the partnership items (if he or she otherwise 
qualifies). 

 
D. IRS MUST CONTACT SPOUSE OR FORMER SPOUSE 
By law, the IRS must contact a taxpayer’s spouse or former spouse when he or she files for relief as an 
innocent spouse. There are no exceptions, even for victims of spousal abuse or domestic violence. The 
IRS will inform the applicant’s spouse or former spouse that a Form 8857 has been filed and allow him 
or her to participate in the process. If the applicant is requesting relief from joint and several liability 
on a joint return, the IRS must also inform the spouse or former spouse of the applicant of its 
preliminary and final determinations regarding relief. 
To protect a taxpayer’s privacy, the IRS will not disclose the taxpayer’s personal information (such as 
his or her current name, address, phone number(s), or information about his or her employer, income, 
or assets). Any other information the taxpayer provides that the IRS uses to make a determination 
about his or her request for relief from liability could be disclosed to the person he or she lists on line 
5. If the taxpayer has concerns about his or her privacy or the privacy of others, he or she should redact 
or black out personal information in the material he or she submits. 
 
E. TAX COURT REVIEW OF REQUEST 
After filing Form 8857, a taxpayer may be able to petition (ask) the United States Tax Court to review 
his or her request for relief in the following two situations: 

• The IRS sends the taxpayer a final determination letter regarding his or her request for relief; 
or 

• The taxpayer does not receive a final determination letter from the IRS within six months from 
the date he or she filed Form 8857. 

A taxpayer must file a petition with the United States Tax Court in order for it to review his or her 
request for relief. The petition must be filed no later than the 90th day after the date the IRS mails its 
final determination notice. If a petition is not filed in a timely manner, the Tax Court cannot review a 
request for relief. 
 

III. Community Property Laws 
 
A taxpayer must generally follow community property laws when filing a tax return if he or she is 
married and lives in a community property state. Community property states are Arizona, California, 
Idaho, Louisiana, Nevada, New Mexico, Texas, Washington, and Wisconsin. Generally, community 
property laws provide that the taxpayer and his or her spouse are both entitled to one-half of the total 
community income and expenses. If the taxpayer and his or her spouse filed a joint return in a 
community property state, they are both jointly and severally liable for the total liability on the return. 
If the taxpayer requests relief from joint and several liability, state community property laws are not 
taken into account in determining whether an item belongs to the taxpayer or his or her former 
spouse. 
Married persons who live in community property states, but did not file joint returns, have two ways 
to get relief. 
 
A. RELIEF FROM LIABILITY FOR TAX ATTRIBUTABLE TO AN ITEM OF COMMUNITY INCOME 
A taxpayer is not responsible for the tax relating to an item of community property if all of the 
following conditions exist: 

• He or she did not file a joint return for the tax year; 
• He or she did not include the item of community income in gross income; 
• The item of community income the taxpayer did not include is one of the following: 

o Wages, salaries, and other compensation his or her spouse (or former spouse) received 
for services he or she performed as an employee; 
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o Income his or her spouse (or former spouse) derived from a trade or business he or she 
operated as a sole proprietor; 

o His or her spouse’s (or former spouse’s) distributive share of partnership income; 
o Income from his or her spouse’s (or former spouse’s) separate property (other than 

income described in the three points above). Use the appropriate community property 
law to determine what is separate property; or 

o Any other income that belongs to his or her spouse (or former spouse) under 
community property law. 

• It is established that the taxpayer did not know of, and had no reason to know of, that 
community income; and 

• Under all the facts and circumstances, it would not be fair to include the item of community 
income in the taxpayer’s gross income. 

 
1. Actual Knowledge or Reason to Know 
A taxpayer will be deemed to have known or had reason to know of an item of community property 
if: 

• He or she actually knew of the item of community income, or 
• A reasonable person in similar circumstances would have known of the item of community 

income. 
 
a. Amount of community income unknown 
If a taxpayer is aware of the source of the item of community income or the income-producing activity, 
but is unaware of the specific amount, he or she is considered to know or have reason to know of the 
item of community income. Not knowing the specific amount is not a basis for relief. 
 
b. Reason to know 
The IRS will consider all facts and circumstances in determining whether a taxpayer had reason to 
know of an item of community income. The facts and circumstances include: 

• The nature of the item of community income and the amount of the item relative to other 
income items; 

• The financial situation of the taxpayer and his or her spouse (or former spouse); 
• The taxpayer’s educational background and business experience; and 
• Whether the item of community income represented a departure from a recurring pattern 

reflected in prior years’ returns (for example, omitted income from an investment regularly 
reported on prior years’ returns). 

 
2. Indications of Unfairness for Liability Arising from Community Property Law 
The IRS will consider all of the facts and circumstances of the case in order to determine whether it is 
unfair to hold a taxpayer responsible for the understated tax due to the item of community income. 
The following are examples of factors the IRS will consider: 

• Whether the taxpayer received a benefit, either directly or indirectly, from the omitted item 
of community income (defined below); 

• Whether his or her spouse (or former spouse) deserted the applicant seeking relief; and 
• Whether the applicant and his or her spouse have been divorced or separated. 

A benefit includes normal support, but does not include very small amounts. Evidence of a direct or 
indirect benefit may consist of transfers of property or rights to property, including transfers received 
several years after the filing of the return. For example, if a taxpayer received property, including life 
insurance proceeds, from his or her spouse (or former spouse) and the property is traceable to 
omitted items of community income attributable to his or her spouse (or former spouse), he or she is 
considered to have benefited from those omitted items of community income. 
 
B. EQUITABLE RELIEF 
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If an individual does qualify for the relief described above and is now liable for an underpaid or 
understated tax he or she believes should be paid only by his or her spouse (or former spouse), he or 
she may request equitable relief (discussed later). 
 
C. HOW AND WHEN TO REQUEST RELIEF 
A taxpayer may request relief by filing Form 8857. For relief from liability arising from community 
property law, a taxpayer must file Form 8857 no later than six months before the expiration of the 
period of limitations on assessment (including extensions) against his or her spouse for the tax year 
for which he or she is requesting relief. However, if the IRS begins an examination of a taxpayer’s 
return during that 6-month period, the latest time for requesting relief is 30 days after the date of the 
IRS’ initial contact letter to the taxpayer. The period of limitation on assessment is the amount of time, 
generally three years, that the IRS has from the date a taxpayer filed the return to assess taxes that 
he or she owes. 
 

IV. Innocent Spouse Relief 
 
By requesting innocent spouse relief, a taxpayer can be relieved of responsibility for paying tax, 
interest and penalties if his or her spouse (or former spouse) improperly reported items or omitted 
items on his or her tax return. Generally, the tax, interest and penalties that qualify for relief can only 
be collected from the taxpayer’s spouse (or former spouse). However, a taxpayer is jointly and 
individually responsible for any tax, interest and penalties that do not qualify for relief. The IRS can 
collect these amounts either from the taxpayer or his or her spouse (or former spouse). 
To qualify for innocent spouse relief, a taxpayer must meet all of the following conditions: 

• The taxpayer filed a joint return; 
• There is an understated tax on the return that is due to erroneous items of his or her spouse 

(or former spouse); 
• The taxpayer can show that when he or she signed the joint return, he or she did not know, 

and had no reason to know, that the understated tax existed or the extent to which the 
understated tax existed; and  

• Taking into account all of the facts and circumstances, it would be unfair to hold the taxpayer 
liable for the understated tax. 

Innocent spouse relief will not be granted if the IRS proves that the applicant or his or her spouse (or 
former spouse) transferred property to one another as a part of a fraudulent scheme. A fraudulent 
scheme includes a scheme to defraud the IRS or another third party, such as a creditor, former spouse 
or business partner. 
 
A. UNDERSTATED TAX 
A taxpayer has an understated tax if the IRS determined that his or her total tax should be more than 
the amount that was actually shown on his or her return. 
 

Example 
A taxpayer and his or her former spouse filed a joint return showing $5,000 of tax, which was fully 
paid. The IRS later examines the return and finds $10,000 of income that the former spouse earned 
but did not report. With the additional income, the total tax becomes $6,500. The understated tax is 
$1,500, for which the taxpayer and his or her former spouse are both liable. 

 
B. ERRONEOUS ITEMS 
Erroneous items are either of the following. 
 
1. Unreported Income 
This is any gross income item received by a taxpayer’s spouse (or former spouse) that is not reported. 
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2. Incorrect Deduction, Credit, or Basis 
This is any improper deduction, credit, or property basis claimed by a taxpayer’s spouse (or former 
spouse). 
 
3. Examples 
The following are examples of erroneous items: 

• The expense for which the deduction is taken was never paid or incurred. For example, a 
taxpayer’s spouse, a cash-basis taxpayer, deducted $10,000 of advertising expenses on 
Schedule C of a joint Form 1040, but never paid for any advertising; 

• The expense does not qualify as a deductible expense. For example, an individual’s spouse 
claimed a business fee deduction of $10,000 that was for the payment of state fines. Fines are 
not deductible; or  

• No factual argument can be made to support the deductibility of the expense. For example, a 
taxpayer’s spouse claimed $4,000 for security costs related to a home office, which were 
actually veterinary and food costs for the family’s two dogs. 

 
C. ACTUAL KNOWLEDGE OR REASON TO KNOW 
A taxpayer will be deemed to have had reason to know of an understated tax if: 

• He or she actually knew of the understated tax; or 
• A reasonable person in similar circumstances would have known of the understated tax. 

 
1. Actual Knowledge 
If a taxpayer actually knew about an erroneous item that belongs to his or her spouse (or former 
spouse), the relief discussed here does not apply to any part of the understated tax due to that item. 
The taxpayer and his or her spouse (or former spouse) will remain jointly liable for that part of the 
understated tax. 
 
2. Reason to Know 
If a taxpayer had reason to know about an erroneous item that belongs to his or her spouse (or former 
spouse), the relief discussed here does not apply to any part of the understated tax due to that item. 
The taxpayer and his or her spouse (or former spouse) will remain jointly liable for that part of the 
understated tax. The IRS will consider all facts and circumstances in determining whether a taxpayer 
had reason to know of an understated tax due to an erroneous item. The facts and circumstances 
include: 

• The nature of the erroneous item and the amount of the erroneous item relative to other 
items; 

• The financial situation of the taxpayer and his or her spouse (or former spouse); 
• The taxpayer’s educational background and business experience; 
• The extent of the taxpayer’s participation in the activity that resulted in the erroneous item; 
• Whether the taxpayer failed to ask, at or before the time the return was signed, about items 

on the return or omitted from the return that a reasonable person would question; and 
• Whether the erroneous item represented a departure from a recurring pattern reflected in 

prior years’ returns (for example, omitted income from an investment regularly reported on 
prior years’ returns). 

 
3. Partial Relief When a Portion of Erroneous Item Is Unknown 
An individual may qualify for partial relief if, at the time he or she filed his or her return, he or she had 
no knowledge or reason to know of only a portion of an erroneous item. The taxpayer will be relieved 
of the understated tax due to that portion of the item if all other requirements are met for that 
portion.  
 

Example 
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At the time John signed his joint return, he knew that his wife did not report $5,000 of gambling 
winnings. The IRS examined John’s tax return several months after he filed it and determined that his 
spouse’s unreported gambling winnings were actually $25,000. John established that he did not know 
about, and had no reason to know about, the additional $20,000 because of the way his wife handled 
gambling winnings. The understated tax due to the $20,000 will qualify for innocent spouse relief if 
John meets the other requirements. The understated tax due to the $5,000 of gambling winnings John 
knew about will not qualify for relief. 

 
D. INDICATIONS OF UNFAIRNESS FOR INNOCENT SPOUSE RELIEF 
The IRS will consider all of the facts and circumstances of the case in order to determine whether it is 
unfair to hold a taxpayer responsible for the understated tax. The following are examples of factors 
the IRS will consider: 

• Whether the taxpayer received a significant benefit (defined below), either directly or 
indirectly, from the understated tax; 

• Whether his or her spouse (or former spouse) deserted the taxpayer; 
• Whether the taxpayer and his or her spouse have been divorced or separated; and 
• Whether the taxpayer received a benefit on the return from the understated tax. 

 
1. Significant Benefit 
A significant benefit is any benefit in excess of normal support. Normal support depends on a 
taxpayer’s particular circumstances. Evidence of a direct or indirect benefit may consist of transfers of 
property or rights to property, including transfers that may be received several years after the year of 
the understated tax. 
 

Example 
Randi receives money from her husband Bob that is beyond normal support. The money can be traced 
to Bob’s lottery winnings that were not reported on their joint return. Randi will be considered to have 
received a significant benefit from that income. This is true even if Bob gives Randi the money several 
years after he received it. 

 

V. Separation Of Liability Relief 
 
Under this type of relief, the understated tax (plus interest and penalties) on a taxpayer’s joint return 
is allocated between the individual and his or her spouse (or former spouse). The understated tax 
allocated to the taxpayer is generally the amount he or she is responsible for. This type of relief is 
available only for unpaid liabilities resulting from the understated tax. However, refunds are not 
allowed for any liabilities that have not been paid. To request separation of liability relief, a taxpayer 
must have filed a joint return and meets either of the following requirements at the time he or she 
files Form 8857: 

• The taxpayer is no longer married to, or is legally separated from, the spouse with whom he 
or she filed the joint return for which the taxpayer is requesting relief. (Under this rule, a 
taxpayer is no longer married if he or she is widowed.); or 

• The taxpayer is not a member of the same household (explained below) as the spouse with 
whom he or she filed the joint return at any time during the 12-month period ending on the 
date he or she filed Form 8857. 

 
A. MEMBERS OF THE SAME HOUSEHOLD 
A taxpayer and his or her spouse are not members of the same household if they are living apart and 
are estranged. However, a taxpayer and his or her spouse are considered members of the same 
household if any of the following conditions are met: 

• The taxpayer and his or her spouse reside in the same dwelling; 
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• The taxpayer and his or her spouse reside in separate dwellings but are not estranged, and 
one of them is temporarily absent from the other’s household as explained immediately 
below; or 

• Either spouse is temporarily absent from the household and it is reasonable to assume that 
the absent spouse will return to the household, and the household or a substantially 
equivalent household is maintained in anticipation of the absent spouse’s return. Examples of 
temporary absences include absence due to imprisonment, illness, business, vacation, military 
service, or education. 

 
B. BURDEN OF PROOF 
A taxpayer must be able to prove that he or she meets all of the requirements for separation of liability 
relief (except actual knowledge) and that he or she did not transfer property to avoid tax (discussed 
later). He or she must also establish the basis for allocating the erroneous items. 
 
C. LIMITATIONS ON RELIEF 
Even if the taxpayer meets the requirements discussed previously, separation of liability relief will not 
be granted in the following situations: 

• The IRS proves that the applicant and his or her spouse (or former spouse) transferred assets 
to one another as part of a fraudulent scheme. A fraudulent scheme includes a scheme to 
defraud the IRS or another third party, such as a creditor, former spouse, or business partner.  

• The IRS proves that at the time the applicant signed his or her joint return, he or she had actual 
knowledge (explained below) of any erroneous items giving rise to the deficiency that were 
allocable to the applicant’s spouse (or former spouse). 

• The applicant’s spouse (or former spouse) transferred property to them to avoid tax or the 
payment of tax. 

 
D. ACTUAL KNOWLEDGE 
The relief discussed here does not apply to any part of the understated tax due to the taxpayer’s 
spouse’s (or former spouse) erroneous items of which the applicant had actual knowledge. The 
applicant and his or her spouse (or former spouse) remain jointly and severally liable for this part of 
the understated tax. If an applicant had actual knowledge of only a portion of an erroneous item, the 
IRS will not grant relief for that portion of the item. 
A taxpayer is deemed to have had actual knowledge of an erroneous item if: 

• He or she knew that an item of unreported income was received. (This rule applies whether 
or not there was a receipt of cash.); 

• He or she knew of the facts that made an incorrect deduction or credit unallowable; and 
• For a false or inflated deduction, he or she knew that the expense was not incurred, or not 

incurred to the extent shown on the tax return. 
Knowledge of the source of an erroneous item is not sufficient to establish actual knowledge. Also, an 
individual’s actual knowledge may not be inferred when that person merely had a reason to know of 
the erroneous item. Similarly, the IRS does not have to establish that an applicant knew of the source 
of an erroneous item in order to establish that he or she had actual knowledge of the item itself. 
An individual’s actual knowledge of the proper tax treatment of an erroneous item is not relevant for 
purposes of demonstrating whether he or she had actual knowledge of that item. Neither is the 
individual’s actual knowledge of how the erroneous item was treated on the tax return. For example, 
if an individual knew that his or her spouse received dividend income, relief is not available for that 
income even if that individual did not know it was taxable.  
 

Example 
Bill and Karen Green filed a joint return showing Karen’s wages of $50,000 and Bill’s self-employment 
income of $10,000. The IRS audited their return and found that Bill did not report $20,000 of self-
employment income. The additional income resulted in a $6,000 understated tax, plus interest and 
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penalties. After obtaining a legal separation from Bill, Karen filed Form 8857 to request separation of 
liability relief. The IRS proved that Karen actually knew about the $20,000 of additional income at the 
time she signed the joint return. Bill is liable for all of the understated tax, interest, and penalties 
because all of it was due to his unreported income. Karen is also liable for the understated tax, interest, 
and penalties due to the $20,000 of unreported income because she actually knew of the item. The 
IRS can collect the entire $6,000 plus interest and penalties from either Karen or Bill because they are 
jointly and individually liable for it. 

 
1. Factors Supporting Actual Knowledge 
The IRS may rely on all facts and circumstances in determining whether an applicant for relief actually 
knew of an erroneous item at the time he or she signed the return. The following are examples of 
factors the IRS may use: 

• Whether the individual made a deliberate effort to avoid learning about the item in order to 
be shielded from liability; and 

• Whether the individual and his or her spouse (or former spouse) jointly owned the property 
that resulted in the erroneous item. 

An individual will not be considered to have had an ownership interest in an item based solely on the 
operation of community property law. Rather, if the individual resided in a community property state 
at the time the return was signed, he or she will be considered to have had an ownership interest in 
an item only if his or her name appeared on the ownership documents, or there otherwise is an 
indication that the individual asserted dominion and control over the item. 
 

Example 
Harry and Wanda live in Arizona, a community property state. After their marriage, Harry opens a 
bank account in his name. Under the operation of the community property state laws of Arizona, 
Wanda owns ½ of the bank account. However, Wanda does not have an ownership interest in the 
account for purposes of demonstrating that Wanda had actual knowledge of an erroneous item 
because the account is not held in her name and there is no other indication that she asserted 
dominion and control over the item.  

 
2. Exception for Spousal Abuse or Domestic Violence 
Even if an applicant for relief had actual knowledge, he or she may still qualify for relief if it can be 
established that: 

• He or she was the victim of spousal abuse or domestic violence before signing the return; and 
• Because of that abuse, the individual did not challenge the treatment of any items on the 

return because he or she was afraid his or her spouse (or former spouse) would retaliate 
against them. 

If an applicant for relief establishes that he or she signed his or her joint return under duress (threat 
of harm or other form of coercion), then it is not a joint return, and that applicant is not liable for any 
tax shown on that return or any tax deficiency for that return. However, that applicant may be 
required to file a separate return for that tax year. 
 
E. TRANSFERS OF PROPERTY TO AVOID TAX 
If an applicant’s spouse (or former spouse) transfers property (or the right to property) to the applicant 
for the main purpose of avoiding tax or payment of tax, the tax liability allocated to that applicant will 
be increased by the fair market value of the property on the date of the transfer. The increase may 
not be more than the entire amount of the liability. A transfer will be presumed to have as its main 
purpose the avoidance of tax or payment of tax if the transfer is made after the date that is one year 
before the date on which the IRS sent its first letter of proposed deficiency. This presumption will not 
apply if: 

• The transfer was made under a divorce decree, separate maintenance agreement, or a written 
instrument incident to such an agreement; or 
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• The applicant for relief is able to establish that the transfer did not have as its main purpose 
the avoidance of tax or payment of tax. 

If the presumption does not apply, but the IRS can establish that the purpose of the transfer was the 
avoidance of tax or payment of tax, the tax liability allocated to the taxpayer will be increased as 
explained above. 
 

VI. Equitable Relief 
 
If a taxpayer does not qualify for innocent spouse relief, separation of liability relief, or relief from 
liability arising from community property law, he or she may still be relieved of responsibility for tax, 
interest, and penalties through equitable relief. If the taxpayer did not file a joint return but did not 
qualify for relief from liability for tax attributable to an item of community income, he or she may be 
eligible for equitable relief. Unlike innocent spouse relief or separation of liability relief, a taxpayer 
may qualify for equitable relief from an understated tax or an underpaid tax. An underpaid tax is an 
amount of tax that a taxpayer properly reported on his or her return but has not paid.  
 

Example 
A taxpayer’s joint 2017 return shows that he and his spouse owed $5,000. The taxpayer paid $2,000 
with the return. He has an unpaid tax of $3,000. 

 
A. CONDITIONS FOR GETTING EQUITABLE RELIEF 
In order to be considered for equitable relief from joint and several liability, a taxpayer must meet all 
of the following threshold conditions. In order to be considered for equitable relief from liability for 
tax attributable to an item of community income, a taxpayer must meet all of the following threshold 
conditions except for the first two items. 

• He or she is not eligible for innocent spouse relief or separation of liability relief; 
• He or she filed a joint return for the tax year(s) at issue; 
• He or she timely filed his or her claim for relief; 
• He or she and his or her spouse (or former spouse) did not transfer assets to one another as 

a part of a fraudulent scheme. A fraudulent scheme includes a scheme to defraud the IRS or 
another third party, such as a creditor, former spouse, or business partner; 

• His or her spouse (or former spouse) did not transfer property to the taxpayer for the main 
purpose of avoiding tax or the payment of tax; 

• He or she did not knowingly participate in the filing of a fraudulent joint return; and 
• The income tax liability from which the applicant is seeking relief must be attributable to an 

item of the spouse (or former spouse) with whom he or she filed the joint return, unless one 
of the following exceptions applies: 

o The item is attributable or partially attributable to the applicant for relief solely due to 
the operation of community property law. If an individual meets this exception, that 
item will be considered attributable to his or her spouse (or former spouse) for 
purposes of equitable relief; 

o If the item is titled in the applicant’s name, the item is presumed to be attributable to 
the taxpayer. However, an individual can rebut this presumption based on the facts 
and circumstances; 

o He or she did not know, and had no reason to know, that funds intended for the 
payment of tax were misappropriated by his or her spouse (or former spouse) for his 
or her benefit. If the individual meets this exception, the IRS will consider granting 
equitable relief although the underpaid tax may be attributable in part or in full to the 
taxpayer’s item, and only to the extent the funds intended for payment were taken by 
his or her spouse (or former spouse); 

o He or she established that they were the victim of spousal abuse or domestic violence 
before filing the return, and that, as a result of the prior abuse, he or she did not 
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challenge the treatment of any items on the return for fear of his or her spouse’s (or 
former spouse’s) retaliation. If an individual meets this exception, relief will be 
considered although the understated tax or underpaid tax may be attributable in part 
or in full to the taxpayer’s item; or 

o The item giving rise to the understated tax or deficiency is attributable to the applicant, 
but he or she establishes that his or her spouse’s (or former spouse’s) fraud is the 
reason for the erroneous item. 

 
B. FACTORS IN DETERMINING WHETHER TO GRANT EQUITABLE RELIEF 
If the applicant meets all the threshold conditions, the IRS will grant equitable relief if he or she 
establishes that it would be unfair to hold him or her liable for the understated or unpaid tax. The IRS 
will consider all facts and circumstances of the applicant’s case in determining whether it is unfair to 
hold him or her liable for all or part of the unpaid income tax liability or deficiency, and whether full 
or partial equitable relief should be granted. The factors listed below are designed as guides and not 
intended to be an exclusive list. Other factors relevant to the applicant’s case also may be considered. 
In evaluating the claim for relief, no one factor or a majority of factors necessarily determines the 
outcome. The degree of importance of each factor varies depending on the facts and circumstances. 
Abuse or the exercise of financial control by the applicant’s spouse (or former spouse) is a factor that 
may impact the other factors, as described below. Factors the IRS will consider include the following. 
 
1. Marital Status 
The IRS will consider whether the applicant is no longer married to his or her spouse as of the date 
the IRS makes its determination. If the applicant is still married to his or her spouse, this factor is 
neutral. If he or she is no longer married to his or her spouse, this factor will weigh in favor of relief. 
The applicant will be treated as being no longer married to his or her spouse only in the following 
situations. 

• The applicant is divorced from his or her spouse. 
• The applicant is legally separated from his or her spouse under applicable state law. 
• The applicant is a widow or widower and is not an heir to his or her spouse’s estate that would 

have sufficient assets to pay the tax liability. 
• The applicant has not been a member of the same household as his or her spouse at any time 

during the 12-month period ending on the date the IRS makes its determination. For these 
purposes, a temporary absence (for example, due to imprisonment, illness, business, military 
service, or education) is not considered separation if the absent spouse is expected to return 
to the household. The applicant is a member of the same household as his or her spouse for 
any period in which both of them maintain the same residence. 

 
2. Economic Hardship 
The IRS will consider whether the applicant will suffer economic hardship if relief is not granted. For 
purposes of this factor, an economic hardship exists if satisfaction of the tax liability in whole or in 
part will cause the applicant to be unable to pay reasonable basic living expenses. The IRS will 
determine whether the applicant meets this factor based on the information provided in Part IV of 
Form 8857. If denying relief will cause the applicant to suffer economic hardship, this factor will weigh 
in favor of relief. If denying relief will not cause the applicant to suffer economic hardship, this factor 
will be neutral. 
 
3. Knowledge or Reason to Know 
 
a. Understated tax on a joint return 
The IRS will consider whether the applicant knew or had reason to know of the item giving rise to the 
understated tax or deficiency as of the date the joint return (including a joint amended return) was 
filed, or the date he or she reasonably believed the joint return was filed. 
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b. Understated tax on a return other than a joint return 
The IRS will consider whether the applicant knew or had reason to know of an item of community 
income properly includible in gross income would be treated as the income of his or her spouse (or 
former spouse). 
 
c. Unpaid tax 
In the case of an income tax liability that was properly reported but not paid, the IRS will consider 
whether (as of the date the return was filed or the date the applicant reasonably believed the return 
was filed) he or she knew or had reason to know that his or her spouse (or former spouse) would not 
or could not pay the tax liability at that time or within a reasonable period of time after the filing of 
the return. 
 
d. Reason to know 
The facts and circumstances that are considered in determining whether the applicant had reason to 
know of an understated tax, or reason to know whether his or her spouse (or former spouse) could or 
would pay the reported tax liability, include, but are not limited to the following. 

• The applicant’s level of education. 
• Any deceit or evasiveness of the applicant’s spouse (or former spouse). 
• The applicant’s degree of involvement in the activity generating the income tax liability. 
• The applicant’s involvement in business or household financial matters. 
• The applicant’s business or financial expertise.  
• Any lavish or unusual expenditures compared with past spending levels. 

 

Example 
Linda and Mike, a married couple, filed a joint 2016 return. That return showed Mike owed $10,000. 
Linda had $5,000 of her own money and she took out a loan to pay the other $5,000. Linda gave two 
checks for $5,000 each to Mike to pay the $10,000 liability. Without telling Linda, Mike took the $5,000 
loan and spent it on himself. Linda and Mike were divorced in 2017. In addition, Linda had no 
knowledge or reason to know at the time she signed the return that the tax would not be paid. These 
facts indicate to the IRS that it may be unfair to hold Linda liable for the $5,000 unpaid tax. The IRS 
will consider these facts, together with all of the other facts and circumstances, to determine whether 
to grant Linda equitable relief from the $5,000 unpaid tax. 

 
4. Abuse by a Spouse (or Former Spouse) 
For purposes of the equitable relief rules, if the applicant establishes that he or she was the victim of 
abuse (not amounting to duress, which is discussed in the Instructions for Form 8857), then depending 
on the facts and circumstances of his or her situation, the abuse may result in certain factors weighing 
in favor of relief when otherwise the factor may have weighed against relief. 
 
5. Legal Obligation 
The IRS will consider whether the applicant or his or her spouse (or former spouse) has a legal 
obligation to pay the outstanding federal income tax liability. For purposes of this factor, a legal 
obligation is an obligation arising from a divorce decree or other legally binding agreement. 
 
6. Significant Benefit 
The IRS will consider whether the applicant significantly benefited from the unpaid income tax liability 
or understated tax. A significant benefit is any benefit in excess of normal support. For example, if the 
applicant enjoyed the benefits of a lavish lifestyle, such as owning luxury assets and taking expensive 
vacations, this factor will weigh against relief. If, however, the applicant’s spouse (or former spouse) 
controlled the household and business finances or there was abuse (discussed earlier) such that he or 
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she made the decision on spending funds for a lavish lifestyle, then this mitigates this factor so that it 
is neutral. 
 
7. Compliance with Income Tax Laws 
The IRS will consider whether the applicant has made a good faith effort to comply with the income 
tax laws in the tax years following the tax year or years to which the request for relief relates. 
 
8. Mental or Physical Health 
The IRS will consider whether the applicant was in poor physical or mental health.  
 

VII. Refunds 
 
If an applicant is granted relief, refunds are: 

• Permitted under innocent spouse relief and equitable relief; and 
• Not permitted under separation of liability relief. 

 
A. PROOF REQUIRED 
The IRS will only refund payments an applicant made with his or her own money. However, the 
applicant must provide proof that he or she made the payments with his or her own money. Examples 
of proof are a copy of a bank statement or a canceled check. No proof is required if the individual’s 
refund was used by the IRS to pay a tax the individual owed on a joint tax return for another year. 
 
B. LIMIT ON AMOUNT OF REFUND 
The applicant is not eligible for refunds of payments made with the joint return, joint payments, or 
payments that his or her spouse (or former spouse) made. For example, withholding tax and estimated 
tax payments cannot be refunded because they are considered made with the joint return. However, 
an applicant may be entitled to a refund of his or her portion of a joint overpayment from another 
year that was applied to the joint tax for a different year. The applicant will need to show his or her 
portion of the joint overpayment. 
The amount of a refund is limited, as shown on Table 8.1 below: 
 
TABLE 8.1. LIMITED ON AMOUNT OF REFUND. 

IF the applicant for relief filed Form 8857... THEN the refund cannot be more than... 

Within three years after filing his or her return The part of the tax paid within three years (plus 
any extension of time for filing his or her return) 
before he or she filed Form 8857. 

After the 3-year period, but within two years 
from the time he or she paid the tax 

The tax the taxpayer paid within two years 
immediately before he or she filed Form 8857. 

 
CHAPTER 8: TEST YOUR KNOWLEDGE 
The following questions are designed to ensure that you have a complete understanding of the 
information presented in the chapter (assignment). They are included as an additional tool to enhance 
your learning experience and do not need to be submitted in order to receive CPE credit. 
We recommend that you answer each question and then compare your response to the suggested 
solutions on the following page(s) before answering the final exam questions related to this chapter 
(assignment). 
 
1. When determining whether or not a taxpayer had reason to know of an item of community 
income, the IRS will take into consideration all of the following except: 

A. the taxpayer’s financial situation 
B. the taxpayer’s educational background 
C. the nature of the item 
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D. the sentimental value of the item 
 
2. If a taxpayer had knowledge of only a portion of an erroneous item listed on a joint tax return 
that he or she signed but later the IRS determined that amount to be significantly more, what 
portion is the taxpayer responsible for paying taxes on: 

A. the entire amount of the erroneous item that was underreported 
B. his or her half of the total amount that was misrepresented 
C. only the portion of the erroneous item that the taxpayer had knowledge of 
D. none of the erroneous amount; the taxpayer’s spouse is responsible for the entire amount 

 
3. If a taxpayer can prove that his or her joint tax return was signed under duress, what will he or 
she still be liable for: 

A. the entire amount of unpaid taxes for that year’s tax return 
B. the entire amount of delinquent taxes for that year’s tax return 
C. only the portion of unpaid taxes that the taxpayer had knowledge of 
D. neither the tax amount owing nor any delinquent taxes for that year 

 
CHAPTER 8: SOLUTIONS AND SUGGESTED RESPONSES 
Below are the solutions and suggested responses for the questions on the previous page(s). If you 
choose an incorrect answer, you should review the pages as indicated for each question to ensure 
comprehension of the material. 
 
1.  

A. Incorrect. The taxpayer’s financial situation is taken into consideration when the IRS is 
determining whether or not he or she had knowledge of an item of community income. 

B. Incorrect. When the IRS is determining if a taxpayer knew of an item of community income, 
his or her educational background is taken into account. 

C. Incorrect. The nature of the item is considered when the IRS is deciding whether or not the 
taxpayer had knowledge of the item of community income. 

D. CORRECT. An item’s sentimental value is not taken into consideration when the IRS is 
determining whether or not the taxpayer had knowledge of the item of community income. 

 
2. 

A. Incorrect. The taxpayer is not responsible for paying taxes on the entire amount that was 
underreported on a joint return; the taxpayer is only responsible for the portion he or she had 
knowledge of. 

B. Incorrect. Even though a joint return was filed, the taxpayer is only responsible for paying 
taxes on the amount of the erroneous item that he or she was aware of. 

C. CORRECT. The taxpayer’s knowledge of the portion of the erroneous item that was 
understated makes him or her accountable for paying taxes on that portion. 

D. Incorrect. The taxpayer’s spouse is responsible for paying taxes on the entire amount of an 
erroneous item on a joint return if the taxpayer can prove that he or she had absolutely no 
knowledge of it. 

 
3. 

A. Incorrect. If a taxpayer can prove that he or she signed a joint tax return under duress, the tax 
return is considered not a joint return and the taxpayer is not responsible for any of the tax 
owing on that return. 

B. Incorrect. If a taxpayer signed a joint tax return under duress, he or she is not responsible for 
any of the delinquent taxes owing on that joint tax return. 

C. Incorrect. The taxpayer is not responsible for any portion owing on a joint tax return that the 
taxpayer signed under duress. 
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D. CORRECT. If a taxpayer signed his or her joint return under duress, he or she is not liable for 
any tax amount owing on that return, whether it is delinquent or not. 
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Chapter 9: Resolving Delinquent Taxes Via Bankruptcy 
 
Chapter Objective 
After completing this chapter, you should be able to: 

• Recognize differences between the most common forms of bankruptcy protection. 
 
Not surprisingly, an individual who is delinquent on his or her federal taxes often faces other debts, 
including late mortgage payments and credit card debt. There may, therefore, be circumstances when 
a CPA should recommend that his or her client consider filing for bankruptcy protection. Bankruptcy 
protection addresses all types of debt, including federal taxes. Before doing so, CPAs must understand 
the type of jurisdiction bankruptcy courts have over tax matters, particularly federal income tax. 
Bankruptcy is a major undertaking that can have a significant impact on the individual’s credit and 
should not be entered into lightly. On the other hand, there is also damage to an individual’s credit 
when he or she is the subject of a federal tax lien. Before declaring bankruptcy, CPAs should help their 
clients explore all other tax resolution options discussed in this course, including requesting 
abatement of penalties, installment agreements, innocent spouse relief, and an Offer in Compromise. 
The primary tax-related downside to filing for bankruptcy protection is the additional collection time 
it allows the IRS: The collection statute of limitations is suspended while a bankruptcy is in process. 
Chapter 7 proceedings usually take four to six months. However, this is a concern only when the 
taxpayer emerges from a bankruptcy still owing the IRS. Once taxes are assessed, the IRS normally has 
a total of 10 years to collect them, along with penalties and interest. Therefore, once a bankruptcy 
case is over, the IRS retains whatever time remaining on the original 10 years, plus the time the 
bankruptcy case was pending, plus an additional six months under Internal Revenue Code Section 
6503(h)(2)). 
 

I. Overview Of Major Bankruptcy Chapters 
 
A. CHAPTER 7 
One of the primary purposes of bankruptcy is to discharge certain debts to give an honest individual 
debtor a "fresh start.” Generally, in a Chapter 7 case, the bankruptcy trustee gathers and sells the 
debtor’s nonexempt assets and uses the proceeds of such assets to pay creditors in accordance with 
the provisions of the Bankruptcy Code. Part of the debtor’s property may be subject to liens and 
mortgages that pledge the property to other creditors. In addition, the Bankruptcy Code will allow the 
debtor to keep certain "exempt” property; but a trustee will liquidate the debtor’s remaining assets. 
Accordingly, potential debtors should realize that the filing of a petition under Chapter 7 may result in 
the loss of property.  
 
1. Chapter 7 Eligibility 
To qualify for relief under Chapter 7 of the Bankruptcy Code, the debtor may be an individual, a 
partnership, a corporation, or other business entity. Subject to the "means test”, relief is available 
under Chapter 7 irrespective of the amount of the debtor’s debts or whether the debtor is solvent or 
insolvent. An individual cannot file under Chapter 7 or any other Chapter, however, if during the 
preceding 180 days a prior bankruptcy petition was dismissed due to the debtor’s willful failure to 
appear before the court or comply with orders of the court, or the debtor voluntarily dismissed the 
previous case after creditors sought relief from the bankruptcy court to recover property upon which 
they hold liens. 
In addition, no individual may be a debtor under Chapter 7 or any chapter of the Bankruptcy Code 
unless he or she has, within 180 days before filing, received credit counseling from an approved credit 
counseling agency either in an individual or group briefing. There are exceptions in emergency 
situations or where the U.S. trustee (or bankruptcy administrator) has determined that there are 
insufficient approved agencies to provide the required counseling. If a debt management plan is 
developed during required credit counseling, it must be filed with the court. 
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TABLE 9.1. OVERVIEW OF MAJOR BANKRUPTCY CHAPTERS.* 

Chapter Eligible Persons/ Entities Basic Overview 

Chapter 7 Individuals, partnerships, 
corporations, or other 
business entities 

This is liquidation bankruptcy. All of the debtor’s non-
exempt property is sold and proceeds distributed to 
creditors to satisfy a portion of the debt. Once the 
proceeds are disbursed, there is no further repayment 
required by the debtor, though some of the debtor’s 
property may be subject to liens. 

Chapter 11 Individuals or businesses Reorganization bankruptcy, usually involving a 
corporation or partnership. Can be filed by the debtor 
or creditor, i.e., voluntary or involuntary (forced by 
creditors). Goal is to keep the business alive and allow 
the debtor to repay at least a portion of debts over 
time. 

Chapter 13 Reorganization for 
individuals with regular 
income 

Allows an individual debtor to keep his or her property 
and repay debts over time. There is a cap on the amount 
of debt for individuals to be eligible. The debtor makes 
periodic payments to the bankruptcy trustee who then 
distributes payments to creditors. 

*Two other bankruptcy chapters are Chapter 9, which applies to municipalities such as a city or county and Chapter 12, 
which addresses debtors who are family farmers or family fishermen. 

 
2. The Mechanics of Chapter 7 
A Chapter 7 case begins with the debtor filing a petition with the Bankruptcy Court serving the area 
where the individual lives or where the business debtor is organized or has its principal place of 
business or principal assets. In addition to the petition, the debtor must also file with the court 
schedules of assets and liabilities, a schedule of current income and expenditures, a statement of 
financial affairs, and a schedule of executory contracts and unexpired leases. Debtors must also 
provide the assigned case trustee with a copy of the tax return or transcripts for the most recent tax 
year as well as tax returns filed during the case (including tax returns for prior years that had not been 
filed when the case began). 
An individual debtor with primarily consumer debts has additional document filing requirements. He 
or she must file: a certificate of credit counseling and a copy of any debt repayment plan developed 
through credit counseling; evidence of payment from employers, if any, received 60 days before filing; 
a statement of monthly net income and any anticipated increase in income or expenses after filing; 
and a record of any interest the debtor has in federal or state qualified education or tuition accounts. 
A husband and wife may file a joint petition or individual petitions. Even if filing jointly, a husband and 
wife are subject to all the document filing requirements of individual debtors. 
As with the other chapters, there is a case filing fee associated with filing a bankruptcy petition. If the 
debtor’s income is less than 150% of the poverty level (as defined in the Bankruptcy Code), and the 
debtor is unable to pay the Chapter 7 fees even in installments, the court may waive the requirement 
that the fees be paid. 
In order to complete the Official Bankruptcy Forms that make up the petition, statement of financial 
affairs, and schedules, the debtor must provide the following information: 

• A list of all creditors and the amount and nature of the claims; 
• The source, amount, and frequency of the debtor’s income; 
• A list of all of the debtor’s property; and 
• A detailed list of the debtor’s monthly living expenses, i.e., food, clothing, shelter, utilities, 

taxes, transportation, medicine, etc. 
Married individuals must gather this information for his or her spouse regardless of whether he or she 
is filing a joint petition, separate individual petitions, or even if only one spouse is filing. In a situation 
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where only one spouse files, the income and expenses of the non-filing spouse are required so that 
the court, the trustee and creditors can evaluate the household’s financial position. 
Among the schedules that an individual debtor will file is a schedule of "exempt” property. The 
Bankruptcy Code allows an individual debtor to protect some property from the claims of creditors 
because it is exempt under federal bankruptcy law or under the laws of the debtor’s home state. Many 
states have taken advantage of a provision in the Bankruptcy Code that permits each state to adopt 
its own exemption law in place of the federal exemptions. In other jurisdictions, the individual debtor 
has the option of choosing between a federal package of exemptions or the exemptions available 
under state law. Thus, whether certain property is exempt and may be kept by the debtor is often a 
question of state law. The debtor should consult an attorney to determine the exemptions available 
in the state where the debtor lives. 
 
3. Automatic Stay 
Filing a petition under chapter 7 “automatically stays” most collection actions against the debtor or 
the debtor’s property. The stay arises by operation of law and requires no judicial action. As long as 
the stay is in effect, creditors generally may not initiate or continue lawsuits, wage garnishments, or 
even telephone calls demanding payments. The bankruptcy clerk gives notice of the bankruptcy case 
to all creditors whose names and addresses are provided by the debtor. 
Between 21 and 40 days after the petition is filed, the case trustee will hold a meeting of creditors. If 
the U.S. trustee or bankruptcy administrator schedules the meeting at a place that does not have 
regular U.S. trustee or bankruptcy administrator staffing, the meeting may be held no more than 60 
days after the order for relief. During this meeting, the trustee puts the debtor under oath, and both 
the trustee and creditors may ask questions. The debtor must attend the meeting and answer 
questions regarding the debtor’s financial affairs and property. If a husband and wife have filed a joint 
petition, they both must attend the creditors’ meeting and answer questions. 
It is important for the debtor to cooperate with the trustee and to provide any financial records or 
documents that the trustee requests. The Bankruptcy Code requires the trustee to ask the debtor 
questions at the meeting of creditors to ensure that the debtor is aware of the potential consequences 
of seeking a discharge in bankruptcy such as the effect on credit history, the ability to file a petition 
under a different chapter, the effect of receiving a discharge, and the effect of reaffirming a debt. 
Some trustees provide written information on these topics at or before the meeting to ensure that 
the debtor is aware of this information. In order to preserve their independent judgment, bankruptcy 
judges are prohibited from attending the meeting of creditors. 
 
4. Role of the Trustee 
When a Chapter 7 petition is filed, the U.S. trustee appoints an impartial case trustee to administer 
the case and liquidate the debtor’s nonexempt assets. If all the debtor’s assets are exempt or subject 
to valid liens, the trustee will normally file a "no asset” report with the court, and there will be no 
distribution to unsecured creditors. Most Chapter 7 cases involving individual debtors are no asset 
cases. But if the case appears to be an "asset” case at the outset, unsecured creditors must file their 
claims with the court within 90 days after the first date set for the meeting of creditors. A 
governmental unit (i.e., the IRS), however, has 180 days from the date the case is filed to file a claim. 
In the typical no asset Chapter 7 case, there is no need for creditors to file proofs of claim because 
there will be no distribution. If the trustee later recovers assets for distribution to unsecured creditors, 
the Bankruptcy Court will provide notice to creditors and will allow additional time to file proofs of 
claim. Although a secured creditor does not need to file a proof of claim in a Chapter 7 case to preserve 
its security interest or lien, there may be other reasons to file a claim. A creditor in a Chapter 7 case 
who has a lien on the debtor’s property should consult an attorney for advice. 
Commencement of a bankruptcy case creates an "estate.” The estate technically becomes the 
temporary legal owner of all the debtor’s property. It consists of all legal or equitable interests of the 
debtor in property as of the commencement of the case, including property owned or held by another 
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person if the debtor has an interest in the property. Generally speaking, the debtor’s creditors are 
paid from nonexempt property of the estate. 
The primary role of a Chapter 7 trustee in an asset case is to liquidate the debtor’s nonexempt assets 
in a manner that maximizes the return to the debtor’s unsecured creditors. The trustee accomplishes 
this by selling the debtor’s property if it is free and clear of liens (as long as the property is not exempt) 
or if it is worth more than any security interest or lien attached to the property and any exemption 
that the debtor holds in the property. The trustee may also attempt to recover money or property 
under the trustee’s "avoiding powers.” The trustee’s avoiding powers include the power to: 

• Set aside preferential transfers made to creditors within 90 days before the petition; 
• Undo security interests and other prepetition transfers of property that were not properly 

perfected under nonbankruptcy law at the time of the petition; and 
• Pursue nonbankruptcy claims such as fraudulent conveyance and bulk transfer remedies 

available under state law. 
In addition, if the debtor is a business, the bankruptcy court may authorize the trustee to operate the 
business for a limited period of time, if such operation will benefit creditors and enhance the 
liquidation of the estate. 
 
5. Distribution of Assets to Creditors 
Section 726 of the Bankruptcy Code governs the distribution of the property of the estate. Under § 
726, there are six classes of claims; and each class must be paid in full before the next lower class is 
paid anything. The debtor is only paid if all other classes of claims have been paid in full. Accordingly, 
the debtor is not particularly interested in the trustee’s disposition of the estate assets, except with 
respect to the payment of those debts which for some reason are not dischargeable in the bankruptcy 
case. The individual debtor’s primary concerns in a Chapter 7 case are to retain exempt property and 
to receive a discharge that covers as many debts as possible. 
 
6. Discharge Under Chapter 7 
A discharge releases individual debtors from personal liability for most debts and prevents the 
creditors owed those debts from taking any collection actions against the debtor. Because a Chapter 
7 discharge is subject to many exceptions, debtors should consult competent legal counsel before 
filing to discuss the scope of the discharge. Generally, excluding cases that are dismissed or converted, 
individual debtors receive a discharge in more than 99 percent of Chapter 7 cases. In most cases, 
unless a party in interest files a complaint objecting to the discharge or a motion to extend the time 
to object, the bankruptcy court will issue a discharge order relatively early in the case - generally, 60 
to 90 days after the date first set for the meeting of creditors. 
The grounds for denying an individual debtor a discharge in a Chapter 7 case are narrow. Among other 
reasons, the court may deny the debtor a discharge if it finds that the debtor: 

• Failed to keep or produce adequate books or financial records; 
• Failed to explain satisfactorily any loss of assets; 
• Committed a bankruptcy crime such as perjury; 
• Failed to obey a lawful order of the bankruptcy court; 
• Fraudulently transferred, concealed, or destroyed property that would have become property 

of the estate; or 
• Failed to complete an approved instructional course concerning financial management. 

 
7. Reaffirmation of Certain Debts 
Secured creditors may retain some rights to seize property securing an underlying debt even after a 
discharge is granted. Depending on individual circumstances, if a debtor wishes to keep certain 
secured property (such as an automobile), he or she may decide to "reaffirm” the debt. A reaffirmation 
is an agreement between the debtor and the creditor that the debtor will remain liable and will pay 
all or a portion of the money owed, even though the debt would otherwise be discharged in the 
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bankruptcy. In return, the creditor promises that it will not repossess or take back the automobile or 
other property so long as the debtor continues to pay the debt. 
If the debtor decides to reaffirm a debt, he or she must do so before the discharge is entered. The 
debtor must sign a written reaffirmation agreement and file it with the court. The Bankruptcy Code 
requires that reaffirmation agreements contain an extensive set of disclosures described in the 
Bankruptcy Code.  Among other things, the disclosures must advise the debtor of the amount of the 
debt being reaffirmed and how it is calculated and that reaffirmation means that the debtor’s personal 
liability for that debt will not be discharged in the bankruptcy. The disclosures also require the debtor 
to sign and file a statement of his or her current income and expenses which shows that the balance 
of income paying expenses is sufficient to pay the reaffirmed debt. If the balance is not enough to pay 
the debt to be reaffirmed, there is a presumption of undue hardship, and the court may decide not to 
approve the reaffirmation agreement. Unless the debtor is represented by an attorney, the 
bankruptcy judge must approve the reaffirmation agreement. 
 
8. Effect of Discharge/Remaining Debts 
If an individual receives a discharge for most of his or her debts in a Chapter 7 bankruptcy case, a 
creditor may no longer initiate or continue any legal or other action against the debtor to collect a 
discharged debt. But not all of an individual’s debts are discharged in Chapter 7. Debts not discharged 
include debts for alimony and child support, certain taxes, debts for certain educational benefit 
overpayments or loans made or guaranteed by a governmental unit, debts for willful and malicious 
injury by the debtor to another entity or to the property of another entity, debts for death or personal 
injury caused by the debtor’s operation of a motor vehicle while the debtor was intoxicated from 
alcohol or other substances, and debts for certain criminal restitution orders. The debtor will continue 
to be liable for these types of debts to the extent that they are not paid in the Chapter 7 case. Debts 
for money or property obtained by false pretenses, debts for fraud or defalcation while acting in a 
fiduciary capacity, and debts for willful and malicious injury by the debtor to another entity or to the 
property of another entity, will be discharged unless a creditor timely files and prevails in an action to 
have such debts declared nondischargeable. 
 
9. Revocation of Discharge 
The court may revoke a Chapter 7 discharge on the request of the trustee, a creditor, or the U.S. 
trustee if the discharge was obtained through fraud by the debtor, if the debtor acquired property 
that is property of the estate and knowingly and fraudulently failed to report the acquisition of such 
property or to surrender the property to the trustee, or if the debtor (without a satisfactory 
explanation) makes a material misstatement or fails to provide documents or other information in 
connection with an audit of the debtor’s case. 
 
B. CHAPTER 11 
A case filed under chapter 11 of the United States Bankruptcy Code is frequently referred to as a 
“reorganization” bankruptcy. 
An individual cannot file under Chapter 11 or any other chapter if, during the preceding 180 days, a 
prior bankruptcy petition was dismissed due to the debtor’s willful failure to appear before the court 
or comply with orders of the court, or was voluntarily dismissed after creditors sought relief from the 
bankruptcy court to recover property upon which they hold liens. In addition, no individual may be a 
debtor under Chapter 11 or any chapter of the Bankruptcy Code unless he or she has, within 180 days 
before filing, received credit counseling from an approved credit counseling agency either in an 
individual or group briefing. There are exceptions in emergency situations or where the U.S. trustee 
(or bankruptcy administrator) has determined that there are insufficient approved agencies to provide 
the required counseling. If a debt management plan is developed during required credit counseling, it 
must be filed with the court. 
 
1. Filing of Voluntary or Involuntary Petition 
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A Chapter 11 case begins with the filing of a petition with the bankruptcy court serving the area where 
the debtor has a domicile or residence. A petition may be a voluntary petition, which is filed by the 
debtor, or it may be an involuntary petition, which is filed by creditors that meet certain requirements. 
Unless the court orders otherwise, the debtor also must file with the court: (1) schedules of assets and 
liabilities; (2) a schedule of current income and expenditures; (3) a schedule of executory contracts 
and unexpired leases; and (4) a statement of financial affairs. If the debtor is an individual (or husband 
and wife), there are additional document filing requirements. Such debtors must file: a certificate of 
credit counseling and a copy of any debt repayment plan developed through credit counseling; 
evidence of payment from employers, if any, received 60 days before filing; a statement of monthly 
net income and any anticipated increase in income or expenses after filing; and a record of any interest 
the debtor has in federal or state qualified education or tuition accounts. A husband and wife may file 
a joint petition or individual petitions. 
As with other chapters, there are filing fees and administrative fees the court must assess. The fees 
must be paid to the clerk of the court upon filing or may, with the court’s permission, be paid by 
individual debtors in installments. The final installment must be paid not later than 120 days after 
filing the petition. For cause shown, the court may extend the time of any installment, provided that 
the last installment is paid not later than 180 days after the filing of the petition. If a joint petition is 
filed, only one filing fee and one administrative fee are charged. Debtors should be aware that failure 
to pay these fees may result in dismissal of the case. 
 
2. Debtor in Possession 
The voluntary petition will include standard information concerning the debtor’s name(s), social 
security number or tax identification number, residence, location of principal assets (if a business), the 
debtor’s plan or intention to file a plan, and a request for relief under the appropriate chapter of the 
Bankruptcy Code. Upon filing a voluntary petition for relief under Chapter 11 or, in an involuntary 
case, the entry of an order for relief, the debtor automatically assumes an additional identity as the 
"debtor in possession.” The term refers to a debtor that keeps possession and control of its assets 
while undergoing a reorganization under Chapter 11, without the appointment of a case trustee. A 
debtor will remain a debtor in possession until the debtor’s plan of reorganization is confirmed, the 
debtor’s case is dismissed or converted to Chapter 7, or a Chapter 11 trustee is appointed. The 
appointment or election of a trustee occurs only in a small number of cases. Generally, the debtor, as 
"debtor in possession,” operates the business and performs many of the functions that a trustee 
performs in cases under other chapters. 
 
3. Plan of Reorganization 
Generally, a written disclosure statement and a plan of reorganization must be filed with the court. 
The disclosure statement is a document that must contain information concerning the assets, 
liabilities, and business affairs of the debtor sufficient to enable a creditor to make an informed 
judgment about the debtor’s plan of reorganization. Information required is governed by judicial 
discretion and the circumstances of the case. In a "small business case”, the debtor may not need to 
file a separate disclosure statement if the court determines that adequate information is contained in 
the plan. The contents of the plan must include a classification of claims and must specify how each 
class of claims will be treated under the plan. Creditors whose claims are "impaired,” i.e., those whose 
contractual rights are to be modified or who will be paid less than the full value of their claims under 
the plan, vote on the plan by ballot. After the disclosure statement is approved by the court and the 
ballots are collected and tallied, the court will conduct a confirmation hearing to determine whether 
to confirm the plan. 
In the case of individuals, Chapter 11 bears some similarities to Chapter 13, discussed below. For 
example, property of the estate for an individual debtor includes the debtor’s earnings and property 
acquired by the debtor after filing until the case is closed, dismissed or converted; funding of the plan 
may be from the debtor’s future earnings; and the plan cannot be confirmed over a creditor’s 



Settling Tax Debt with the IRS | Page 101 

objection without committing all of the debtor’s disposable income over five years unless the plan 
pays the claim in full, with interest, over a shorter period of time. 
 
4. Reorganization of Business 
Chapter 11 is typically used to reorganize a business, which may be a corporation, sole proprietorship, 
or partnership. A corporation exists separate and apart from its owners, the stockholders. The Chapter 
11 bankruptcy case of a corporation (corporation as debtor) does not put the personal assets of the 
stockholders at risk other than the value of their investment in the company’s stock. A sole 
proprietorship (owner as debtor), on the other hand, does not have an identity separate and distinct 
from its owner(s). Accordingly, a bankruptcy case involving a sole proprietorship includes both the 
business and personal assets of the owners-debtors. Like a corporation, a partnership exists separate 
and apart from its partners. In a partnership bankruptcy case (partnership as debtor), however, the 
partners’ personal assets may, in some cases, be used to pay creditors in the bankruptcy case or the 
partners, themselves, may be forced to file for bankruptcy protection. 
Section 1107 of the Bankruptcy Code places the debtor in possession in the position of a fiduciary, 
with the rights and powers of a Chapter 11 trustee, and it requires the debtor to perform all but the 
investigative functions and duties of a trustee. These duties, set forth in the Bankruptcy Code and 
Federal Rules of Bankruptcy Procedure, include accounting for property, examining and objecting to 
claims, and filing informational reports as required by the court and the U.S. trustee or bankruptcy 
administrator (discussed below), such as monthly operating reports. The debtor in possession also has 
many of the other powers and duties of a trustee, including the right, with the court’s approval, to 
employ attorneys, accountants, appraisers, auctioneers, or other professional persons to assist the 
debtor during its bankruptcy case. Other responsibilities include filing tax returns and reports which 
are either necessary or ordered by the court after confirmation, such as a final accounting. The U.S. 
trustee is responsible for monitoring the compliance of the debtor in possession with the reporting 
requirements. 
 
5. U.S. Trustee of Bankruptcy Administrator 
The U.S. trustee plays a major role in monitoring the progress of a Chapter 11 case and supervising its 
administration. The U.S. trustee is responsible for monitoring the debtor in possession’s operation of 
the business and the submission of operating reports and fees. Additionally, the U.S. trustee monitors 
applications for compensation and reimbursement by professionals, plans and disclosure statements 
filed with the court, and creditors’ committees. The U.S. trustee conducts a meeting of the creditors, 
often referred to as the "section 341 meeting,” in a chapter 11 case. The U.S. trustee and creditors 
may question the debtor under oath at the section 341 meeting concerning the debtor’s acts, conduct, 
property, and the administration of the case. 
The U.S. trustee also imposes certain requirements on the debtor in possession concerning matters 
such as reporting its monthly income and operating expenses, establishing new bank accounts, and 
paying current employee withholding and other taxes. By law, the debtor in possession must pay a 
quarterly fee to the U.S. trustee for each quarter of a year until the case is converted or dismissed. 
The amount of the fee, which may range from $325 to $30,000, depends on the amount of the 
debtor’s disbursements during each quarter. Should a debtor in possession fail to comply with the 
reporting requirements of the U.S. trustee or orders of the bankruptcy court, or fail to take the 
appropriate steps to bring the case to confirmation, the U.S. trustee may file a motion with the court 
to have the debtor’s Chapter 11 case converted to another chapter of the Bankruptcy Code or to have 
the case dismissed. 
 
6. Creditors’ Committees 
Creditors’ committees can play a major role in Chapter 11 cases. The committee is appointed by the 
U.S. trustee and ordinarily consists of unsecured creditors who hold the seven largest unsecured 
claims against the debtor. Among other things, the committee: consults with the debtor in possession 
on administration of the case; investigates the debtor’s conduct and operation of the business; and 



Settling Tax Debt with the IRS | Page 102 

participates in formulating a plan. A creditors’ committee may, with the court’s approval, hire an 
attorney or other professionals to assist in the performance of the committee’s duties. A creditors’ 
committee can be an important safeguard to the proper management of the business by the debtor 
in possession. 
In some smaller cases, the U.S. trustee may be unable to find creditors willing to serve on a creditors’ 
committee, or the committee may not be actively involved in the case. The Bankruptcy Code addresses 
this issue by treating a "small business case” somewhat differently than a regular bankruptcy case. A 
small business case is defined as a case with a "small business debtor.” In a small business case, the 
debtor in possession must, among other things, attach the most recently prepared balance sheet, 
statement of operations, cash-flow statement, and most recently filed tax return to the petition or 
provide a statement under oath explaining the absence of such documents and must attend court and 
the U.S. trustee meeting through senior management personnel and counsel. The small business 
debtor must make ongoing filings with the court concerning its profitability and projected cash 
receipts and disbursements, and must report whether it is in compliance with the Bankruptcy Code 
and the Federal Rules of Bankruptcy Procedure and whether it has paid its taxes and filed its tax 
returns. 
In contrast to other Chapter 11 debtors, the small business debtor is subject to additional oversight 
by the U.S. trustee. Early in the case, the small business debtor must attend an "initial interview” with 
the U.S. trustee at which time the U.S. trustee will evaluate the debtor’s viability, inquire about the 
debtor’s business plan, and explain certain debtor obligations including the debtor’s responsibility to 
file various reports. The U.S. trustee will also monitor the activities of the small business debtor during 
the case to identify as promptly as possible whether the debtor will be unable to confirm a plan. 
Because certain filing deadlines are different and extensions are more difficult to obtain, a case 
designated as a small business case normally proceeds more quickly than other Chapter 11 cases. 
 
7. Appointment of Trustee 
Although the appointment of a case trustee is a rarity in a Chapter 11 case, a party in interest or the 
U.S. trustee can request the appointment of a case trustee or examiner at any time prior to 
confirmation in a Chapter 11 case. The court, on motion by a party in interest or the U.S. trustee and 
after notice and hearing, shall order the appointment of a case trustee for cause, including fraud, 
dishonesty, incompetence, or gross mismanagement, or if such an appointment is in the interest of 
creditors, any equity security holders, and other interests of the estate. Moreover, the U.S. trustee is 
required to move for appointment of a trustee if there are reasonable grounds to believe that any of 
the parties in control of the debtor "participated in actual fraud, dishonesty or criminal conduct in the 
management of the debtor or the debtor’s financial reporting.” The trustee is appointed by the U.S. 
trustee, after consultation with parties in interest and subject to the court’s approval. Alternatively, a 
trustee in a case may be elected if a party in interest requests the election of a trustee within 30 days 
after the court orders the appointment of a trustee. 
The case trustee is responsible for management of the property of the estate, operation of the 
debtor’s business, and, if appropriate, the filing of a plan of reorganization. Section 1106 of the 
Bankruptcy Code requires the trustee to file a plan "as soon as practicable” or, alternatively, to file a 
report explaining why a plan will not be filed or to recommend that the case be converted to another 
chapter or dismissed. Upon the request of a party in interest or the U.S. trustee, the court may 
terminate the trustee’s appointment and restore the debtor in possession to management of 
bankruptcy estate at any time before confirmation. 
 
8. Automatic Stay 
The automatic stay provides a period of time in which all judgments, collection activities, foreclosures, 
and repossessions of property are suspended and may not be pursued by the creditors on any debt or 
claim that arose before the filing of the bankruptcy petition. As with cases under other chapters of the 
Bankruptcy Code, a stay of creditor actions against the Chapter 11 debtor automatically goes into 
effect when the bankruptcy petition is filed. The filing of a petition, however, does not operate as a 
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stay for certain types of actions listed under 11 U.S.C. § 362(b). The stay provides a breathing spell for 
the debtor, during which negotiations can take place to try to resolve the difficulties in the debtor’s 
financial situation. 
Under specific circumstances, the secured creditor can obtain an order from the court granting relief 
from the automatic stay. For example, when the debtor has no equity in the property and the property 
is not necessary for an effective reorganization, the secured creditor can seek an order of the court 
lifting the stay to permit the creditor to foreclose on the property, sell it, and apply the proceeds to 
the debt. 
 
9. Filing a Plan 
The debtor (unless a "small business debtor”) has a 120-day period during which it has an exclusive 
right to file a plan. This exclusivity period may be extended or reduced by the court. But in no event 
may the exclusivity period, including all extensions, be longer than 18 months. After the exclusivity 
period has expired, a creditor or the case trustee may file a competing plan. The U.S. trustee may not 
file a plan. 
A Chapter 11 case may continue for many years unless the court, the U.S. trustee, the committee, or 
another party in interest acts to ensure the case’s timely resolution. The creditors’ right to file a 
competing plan provides incentive for the debtor to file a plan within the exclusivity period and acts 
as a check on excessive delay in the case. 
 
10. Avoidable Transfers 
The debtor in possession or the trustee, as the case may be, has what are called "avoiding” powers. 
These powers may be used to undo a transfer of money or property made during a certain period of 
time before the filing of the bankruptcy petition. By avoiding a particular transfer of property, the 
debtor in possession can cancel the transaction and force the return or "disgorgement” of the 
payments or property, which then are available to pay all creditors. Generally, and subject to various 
defenses, the power to avoid transfers is effective against transfers made by the debtor within 90 days 
before filing the petition. But transfers to "insiders” (i.e., relatives, general partners, and directors or 
officers of the debtor) made up to a year before filing may be avoided. 
In addition, the trustee is authorized to avoid transfers under applicable state law, which often 
provides for longer time periods. Avoiding powers prevent unfair prepetition payments to one creditor 
at the expense of all other creditors. 
 
11. Conversion or Dismissal 
A debtor in a case under Chapter 11 has a one-time absolute right to convert the chapter 11 case to a 
case under Chapter 7 unless: (1) the debtor is not a debtor in possession; (2) the case originally was 
commenced as an involuntary case under Chapter 11; or (3) the case was converted to a case under 
Chapter 11 other than at the debtor’s request. A debtor in a Chapter 11 case does not have an absolute 
right to have the case dismissed upon request. 
 
12. The Discharge 
With some exceptions that are beyond the scope of this course, confirmation of a reorganization plan 
generally discharges a debtor from any debt that arose before the date of confirmation. After the plan 
is confirmed, the debtor is required to make plan payments and is bound by the provisions of the plan 
of reorganization. The confirmed plan creates new contractual rights, replacing or superseding 
pre¬bankruptcy contracts. 
 
C. CHAPTER 13 
 
1. General Requirements 
Chapter 13 of the Bankruptcy Code allows an individual debtor to consolidate his or her debt and make 
payments over a three to five year period. Some of the debt is extinguished during the process and 
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the debtor has the ability to retain most of his or her property, including a personal residence, so long 
as he or she complies with the terms of the plan. 
Any individual, whether employed or self-employed, may seek Chapter 13 protection so long as the 
individual’s unsecured debts are less than $394,725 and secured debts are less than $1,184,200. These 
amounts are adjusted periodically to reflect changes in the consumer price index. Corporations and 
partnerships are not eligible for Chapter 13 protection. 
Other specific criteria apply. For example, a debtor may not seek Chapter 13 (or any other type of 
bankruptcy protection) if, during the preceding 180 days, a prior bankruptcy petition was dismissed 
due to the debtor’s willful failure to appear before the court or comply with orders of the court or was 
voluntarily dismissed after creditors sought relief from the bankruptcy court to recover property upon 
which they hold liens. 
In addition, in most circumstances no individual may be a debtor under Chapter 13 or any Chapter of 
the Bankruptcy Code unless he or she has, within 180 days before filing, received credit counseling 
from an approved credit counseling agency either in an individual or group briefing. 
 
2. Initiating the Proceeding 
A Chapter 13 case is initiated when the debtor files a petition with the federal courts seeking 
bankruptcy protection. The debtor must file, among other things: 

• A schedules of assets and liabilities; 
• A schedule of current income and expenditures; 
• A schedule of contracts and unexpired leases; and 
• A statement of financial affairs. 

The debtor must also file a certificate of credit counseling and a copy of any debt repayment plan 
developed through credit counseling; evidence of payment from employers, if any, received 60 days 
before filing; a statement of monthly net income and any anticipated increase in income or expenses 
after filing; and a record of any interest the debtor has in federal or state qualified education or tuition 
accounts. The debtor must provide the Chapter 13 case trustee with a copy of the tax return or 
transcripts for the most recent tax year as well as tax returns filed during the case (including tax returns 
for prior years that had not been filed when the case began). There are other requirements as well, 
so this material should not be construed as a complete list of required documentation. A married 
couple has the option of filing a joint petition or individual petitions. 
 
3. Appointment of Trustee and Automatic Stay 
In the case of Chapter 13 bankruptcy, a trustee is appointed who is responsible for collecting payments 
from the debtor and distributing them to the creditors according to the terms of a plan approved by 
a judge. 
Filing of the petition under Chapter 13 "automatically stays” most collection actions against debtors 
by creditors. As long as the stay remains in effect, creditors generally may not initiate or continue 
lawsuits, wage garnishments, or even make telephone calls demanding payments. The bankruptcy 
clerk gives notice of the bankruptcy case to all creditors whose names and addresses are provided by 
the debtor. 
 
4. Impact on Foreclosure 
An individual may use a Chapter 13 proceeding to save his or her home from foreclosure. The 
automatic stay stops the foreclosure proceeding as soon as the individual files the Chapter 13 petition. 
The individual may then bring the past-due payments current over a reasonable period of time. 
Nevertheless, the debtor may still lose the home if the mortgage company completes the foreclosure 
sale under state law before the debtor files the petition. The debtor may also lose the home if he or 
she fails to make the regular mortgage payments that come due after the Chapter 13 filing. 
 
5. Creditors Meeting 
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Between 21 and 50 days after the debtor files the Chapter 13 petition, the Chapter 13 trustee will hold 
a meeting of creditors. The meeting may be held no more than 60 days after the debtor files. During 
this meeting, the trustee places the debtor under oath, and both the trustee and creditors may ask 
questions. The debtor must attend the meeting and answer questions regarding his or her financial 
affairs and the proposed terms of the plan. The parties typically resolve problems with the plan either 
during or shortly after the creditors’ meeting. Generally, the debtor can avoid problems by making 
sure that the petition and plan are complete and accurate, and by consulting with the trustee prior to 
the meeting. 
 
6. Creditors Must File Claims 
To participate in distributions from the bankruptcy estate under Chapter 13, unsecured creditors must 
file their claims with the court within 90 days after the first date set for the meeting of creditors. A 
governmental entity (i.e., the IRS), however, has 180 days from the date the case is filed to file a proof 
of claim. 
 

II. Bankruptcy Court Jurisdiction Over Tax Matters 
 
A. DETERMINATION OF TAX LIABILITY 
Generally, the bankruptcy court has the authority to determine the amount or legality of any tax 
imposed on a debtor under its jurisdiction and the bankruptcy estate, including any fine, penalty, or 
addition to tax, whether or not the tax was previously assessed or paid. The bankruptcy court does 
not have authority: 

• To determine the amount or legality of a tax, fine, penalty, or addition to tax that was 
contested before and adjudicated by a court or administrative tribunal of competent 
jurisdiction before the date of the bankruptcy petition filing; or 

• To decide the right of a tax refund for the bankruptcy estate before the earlier of: 
o A determination for refund by the IRS or other governmental unit; or  
o 120 days since the trustee properly requested the refund. 

 
B. TAX COURT 
 
1. Tax Court Proceedings 
The filing of a bankruptcy petition results in an automatic stay that immediately stops the 
commencement or continuation of certain Tax Court proceedings. In individual bankruptcy cases, the 
stay prohibits the commencement of a Tax Court case regarding the tax liabilities of the debtor for tax 
periods ending before the bankruptcy court’s order for relief. If the debtor is a corporation, the 
automatic stay prohibits the commencement or continuation of Tax Court proceedings relating to 
liabilities for tax periods that the bankruptcy court may determine. Generally, in corporate Chapter 11 
cases, the bankruptcy court determines the debtor corporation’s tax liabilities for tax periods ending 
before the date a plan of reorganization is confirmed. 
The bankruptcy court has the power to lift the automatic stay and allow the debtor to begin or 
continue a Tax Court case. Accordingly, during the pendency of the bankruptcy case, in effect, the 
bankruptcy court has the sole authority to determine whether the tax issue will be decided by the 
bankruptcy court or Tax Court. 
 
TABLE 9.2. CONDITIONS FOR DISCHARGING FEDERAL INCOME TAX LIABILITY. 

Return Due at Least 
Three Years Ago 

The tax debt must be related to a tax return that was due at least three 
years before the taxpayer files for bankruptcy. The due date includes 
any extensions. 

Return Filed at Least 
Two Years Ago 

The tax debt must be related to a tax return that was filed at least two 
years before the taxpayer files for bankruptcy. The time is measured 
from the date the taxpayer actually filed the return. 
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Tax Assessment at Least 
240 Days Old 

The IRS must have assessed the tax at least 240 days before the 
taxpayer files for bankruptcy. The IRS assessment may arise from a self-
reported balance due, an IRS final determination in an audit, or an IRS 
proposed assessment which has become final. 

Tax Return Was Not 
Fraudulent 

The tax return cannot be fraudulent or frivolous. 

Taxpayer Not Guilty of 
Tax Evasion 

The taxpayer cannot be guilty of any intentional act of evading the tax 
laws. 

 
a. Suspension of time for filing 
In any bankruptcy case, the 90-day period for filing a Tax Court petition after the issuance of the 
Statutory Notice of Deficiency is suspended for the time the debtor is prevented from filing the 
petition due to the bankruptcy case, and for an additional 60 days thereafter. Accordingly, if the 
Statutory Notice of Deficiency was issued before the bankruptcy petition was filed, and the 90-day 
period had not expired, the running of the 90-day period will be suspended while the stay prevents 
the commencement of the Tax Court case. The 90-day period will begin to run 60 days after the stay 
against filing the petition ends. The suspension is effective for any part of the 90-day period remaining 
on the date of the bankruptcy petition filing. 
However, the 90-day period for filing a Tax Court petition after issuance of a Notice of Determination 
in an innocent spouse case is not suspended by filing of a bankruptcy petition. Thus, if the IRS issues a 
final Notice of Determination denying the debtor’s request for innocent spouse relief during the 
bankruptcy case, the debtor is prohibited from petitioning the Tax Court while the automatic stay is 
in effect; however, the 90-day period for petitioning the Tax Court is not suspended. In these 
circumstances, the debtor must file a motion with the bankruptcy court asking the bankruptcy court 
to lift the automatic stay. If the bankruptcy court lifts the stay, then the taxpayer can petition the Tax 
Court so long as the 90 days for petitioning has not expired. 
 
b. Trustee may intervene 
The trustee of a bankruptcy estate in any bankruptcy case may intervene on behalf of the estate in 
any proceeding in the Tax Court to which the debtor is a party. 
 
C. ACTIONS OF IRS FOLLOWING FILING OF BANKRUPTCY PETITION 
 
1. Prohibited Actions 
Filing bankruptcy usually gives a debtor immediate relief from all demands for payment and collection 
enforcement actions. IRS employees, upon learning of a bankruptcy, generally should cease all 
demands and enforcement actions directed against the bankrupt taxpayer (debtor) and take prompt 
and appropriate corrective actions unless the court determines the automatic stay is not in effect. 
Failure to observe an automatic stay may result in the IRS being sued for damages and attorney fees, 
although punitive damages cannot be awarded. The Bankruptcy Code does not prohibit the gathering 
of tax information, unless it is an act to collect a prepetition tax in violation of the automatic stay. 
Specific actions that are prohibited after the automatic stay also include: 

• Starting or continuing judicial or administrative collection proceedings for prepetition debts, 
such as making seizures or serving levies;  

• Verbally requesting payment for tax periods ending before the bankruptcy petition date; 
• Sending notices requesting payment or sending notices of intent to levy regarding prepetition 

periods;3 
• Starting a lawsuit or serving or enforcing a summons to collect liabilities; 
• Making a setoff of any debt (tax or otherwise) owed by the debtor that arose before the 

commencement of the case against any claim made against the debtor that arose before the 
commencement of the case; 
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• Attempting to recover a claim from the debtor that arose before the commencement of the 
case, including trying to enforce a judgment; 

• Attempting to recover a claim for prepetition debts from community property, even if the 
claim is against a non-debtor spouse; 

• Creating, perfecting, or enforcing a lien on prepetition periods (lien refiles are allowed); or 
• Retaining prepetition refunds indefinitely without requesting the automatic stay be lifted - 

other than temporary retention of refunds prior to Chapter 11 or Chapter 13 confirmation, or 
longer with written Counsel recommendation. 

If proceeds of a prepetition levy are received by the IRS after a bankruptcy petition is filed, they are 
property of the bankruptcy estate. 
 
2. Permissible Activities 
The automatic stay does not prohibit the following activities: 

• An audit to determine tax liability; 
• Issuance of a notice of tax deficiency; 
• Issuance of a final Notice of Determination granting or denying relief from joint and several 

liability (innocent spouse relief); 
• Making of an assessment for most taxes and issuance of one informational notice;  
• Securing a tax return; 
• Accepting payments made with tax returns for prepetition years; 
• Refiling a valid prepetition Notice of Federal Tax Lien; 
• Beginning or continuing an action or proceeding by a governmental unit to enforce police or 

regulatory power; 
• Conducting, continuing, and completing a TFRP investigation; 
• Opening or continuing a criminal action or proceeding against the debtor; 
• The filing of a Tax Court petition by an individual concerning a postpetition tax liability and 

subsequent Tax Court proceedings for those postpetition tax periods; 
• Setoff of prepetition income tax refunds to prepetition income tax liabilities; or 
• Offsets for domestic support obligations. 

 

III. Federal Tax Claims 
 
A. PROOF OF CLAIM 
Once a bankruptcy petition is filed and the automatic stay is issued, the IRS and other creditors are 
generally prevented from levying any of the debtor’s assets. However, creditors may file a "proof of 
claim” with the bankruptcy court to protect their rights. The IRS may file a proof of claim with the 
bankruptcy court in the same manner as any other creditor. This claim may be filed with the 
bankruptcy court even though taxes have not been assessed or are subject to a Tax Court proceeding.  
 
B. SECURED TAX CLAIMS 
If the IRS filed a Notice of Federal Tax Lien (NFTL) before the bankruptcy petition was filed, the IRS will 
have a secured claim in the bankruptcy case to the extent the lien is attached to equity in the debtor’s 
assets. In Chapter 7 cases, in certain circumstances, the trustee may be able to subordinate the tax 
lien in order to pay certain non-tax priority claims. In Chapter 11 cases, if the secured claim would 
otherwise have been entitled to treatment as a priority claim, the Chapter 11 plan must provide for 
the secured tax claim in the same manner, over the same period, as an unsecured eighth priority tax 
claim. 
 
C. UNSECURED TAX CLAIMS/EIGHTH PRIORITY TAXES 
In general, certain unsecured debts are given priority for payment purposes. Certain tax debts arising 
before the bankruptcy case was filed are classified as eighth priority claims. 
The following federal taxes, if unsecured, are eighth priority taxes of the government: 
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a. Income taxes on or measured by income or gross receipts for a tax year ending on or before 
the date of the filing of the petition for which a return, if required, is last due, including 
extensions, after three years before the date of the filing of the bankruptcy petition. 

b. Income taxes on or measured by income or gross receipts assessed within 240 days before 
the date of the filing of the petition. The 240-day period is exclusive of any time during which 
an offer in compromise for that tax was pending or in effect during that 240- day period plus 
30 days, and exclusive of any time during which a stay of proceedings against collections was 
in effect in a prior case during the 240-day period plus 90 days. 

c. Income taxes that were not assessed before the bankruptcy petition date, but were assessable 
as of the petition date, unless these taxes were still assessable solely because no return was 
filed, a late return was filed within two years of the filing of the bankruptcy petition, a 
fraudulent return was filed, or because the debtor willfully attempted to evade or defeat the 
tax. 

d. Withholding taxes that were incurred in any capacity. 
e. Employer’s share of employment taxes on wages, salaries, or commissions (including vacation, 

severance, and sick leave pay) paid as priority claims under title 11 U.S.C. section 507(a)(4), or 
for which a return was last due within three years of the filing of the bankruptcy petition, 
including a return for which an extension of the filing date was obtained. 

f. Excise taxes on transactions occurring before the date of filing the bankruptcy petition, for 
which a return, if required, is last due (including extensions) within three years of the filing of 
the bankruptcy petition. If a return is not required, these excise taxes include only those 
transactions occurring during the three years immediately before the date of filing the 
petition. 

 
D. PAYMENT OF TAX CLAIMS 
 
1. Chapter 7 Cases 
In a Chapter 7 case, eighth priority taxes may be paid out of the assets of the bankruptcy estate to the 
extent assets remain after paying the claims of secured creditors and other creditors with higher 
priority claims. 
 
2. Chapter 11, 12, and 13 Cases 
Different rules apply to payment of eighth priority pre-petition taxes under Chapters 11, 12, and 13: 

a. A Chapter 11 plan can provide for payment of these taxes, with post-confirmation interest, 
over a period of five years from the date of the order for relief issued by the bankruptcy court 
(this is the bankruptcy petition date in voluntary cases), in a manner not less favorable than 
the most favored non-priority claims (except for convenience claims under section 1122(b) of 
the Bankruptcy Code), 

b. In a Chapter 12 case, the debtor can pay such tax claims in deferred cash payments over time. 
However, certain priority taxes may be paid as general unsecured claims if they result from 
the disposition of a farm asset, but only in cases where the debtor receives discharge, and 

c. In a Chapter 13 case, the debtor can pay such taxes over three years (or over five years with 
court approval). 

 
E. HIGHER PRIORITY TAXES 
Certain taxes are assigned a higher priority for payment. Taxes incurred by the bankruptcy estate are 
given second priority treatment, as administrative expenses. In an involuntary bankruptcy case, taxes 
arising in the ordinary course of business or the debtor’s financial affairs (after the filing of the 
bankruptcy petition but before the earlier of the appointment of a trustee or the order for relief) are 
included in the third priority payment category. If the debtor has employees, the employees’ portion 
of employment taxes on the first $11,725 (this amount adjusted every three years) of wages that they 
earned during the 180-day period before the date of the bankruptcy filing or the cessation of the 
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business (whichever occurs first) is given fourth priority treatment. However, the debtor’s portion of 
the employment taxes on these wages, as the employer, is given eighth priority treatment. 
 
F. PENALTIES 
A tax penalty which is punitive in nature, that is, not for actual pecuniary loss (monetary), is payable 
as a general unsecured claim. 
 
1. Relief From Certain Penalties 
A penalty for failure to pay tax, including failure to pay estimated tax, will not be imposed if the tax 
was incurred by the bankruptcy estate as a result of an order of the court finding probable insufficiency 
of funds of the bankruptcy estate to pay administrative expenses. If the tax was incurred by the debtor, 
the penalty will not be imposed if: 

• The tax was incurred before the earlier of the order for relief or (in an involuntary case) the 
appointment of a trustee, and 

• The bankruptcy petition was filed before the due date for the tax return (including extensions) 
or the date for imposing the penalty occurs on or after the day the bankruptcy petition was 
filed. 

 

Note 
Relief from the failure-to-pay penalty does not apply to any penalty for failure to pay or deposit tax 
withheld or collected from others which is required to be paid over to the U.S. government. Nor does 
it apply to any penalty for failure to file a timely return. 

 
2. FUTA Credit 
Employers are generally allowed a credit against FUTA for contributions made to a state 
unemployment fund if the contributions are paid by the last day for filing a federal unemployment tax 
return for the tax year. If contributions are paid to the state fund after such date, the allowable credit 
shall not exceed 90% of the otherwise allowable credit that may be taken against FUTA. However, in 
the case of wages paid by the trustee of a title 11 bankruptcy estate where the failure to timely pay 
state unemployment contributions was without fault by the trustee, 100% of the credit is allowed. An 
employer may also receive an additional credit against FUTA contributions. 
 
G. DISCHARGE OF UNPAID TAXES UNDER SPECIFIC CHAPTERS 
The bankruptcy court may enter an order discharging the debtor from tax debts. The order for 
discharge is a permanent order of the court prohibiting the creditors from taking action against the 
debtor personally to collect the debt. However, secured creditors with valid pre-bankruptcy liens may 
enforce them to recover property secured by the lien. 
Not all debts are dischargeable. Many tax debts are excepted from the bankruptcy discharge. The 
scope of the bankruptcy discharge depends on the Chapter under which the case was filed and the 
nature of the debt. Chapter 7 debtors do not have an absolute right to a discharge; objections may be 
filed by creditors. Chapters 12 and 13 debtors are generally entitled to discharge upon completion of 
all payments under the bankruptcy plan. 
 
1. Chapter 7 Cases 
For individuals in Chapter 7 cases, the following tax debts (including interest) are not subject to 
discharge:  

• Taxes entitled to eighth priority;  
• Taxes for which no return was filed; 
• Taxes for which a return was filed late after two years before the bankruptcy petition was 

filed; 
• Taxes for which a fraudulent return was filed; and 
• Taxes that the debtor willfully attempted to evade or defeat. 
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Penalties in a Chapter 7 case are dischargeable unless the event that gave rise to the penalty occurred 
within three years of the bankruptcy and the penalty relates to a tax that is not discharged. Only 
individuals may receive a discharge in Chapter 7 cases; corporations and other entities do not. 
 
2. Chapter 11 Cases 
The same exceptions to discharge that apply to individuals in Chapter 7 cases also apply to individuals 
in Chapter 11 cases. However, different rules apply to corporations. A corporation in a Chapter 11 case 
may receive a broad discharge when the reorganization plan is confirmed; however, secured and 
priority claims must be satisfied under the plan. There is an exception to discharge for taxes for which 
the debtor filed a fraudulent return or willfully attempted to evade or defeat. 
 
3. Chapter 13 Cases 
A debtor who completes all payments under the Chapter 13 plan shall receive a broad discharge of all 
debts provided for by the plan. However, priority tax claims must be paid in full under the Chapter 13 
plan. The following taxes are excepted from the broad Chapter 13 discharge: 

• Withholding taxes for which the debtor is liable in any capacity; 
• Taxes for which no return was filed; 
• Taxes for which a return was filed late after two years before the bankruptcy petition was 

filed; 
• Taxes for which a fraudulent return was filed; and 
• Taxes that the debtor willfully attempted to evade or defeat. 

Also, there is an exception from discharge for debts where the creditor, including the IRS, did not 
receive notice of the Chapter 13 bankruptcy case in time to file a claim. 
 
4. Chapter 13 “Hardship Discharge” 
In cases where the failure to complete all payments under the Chapter 13 plan was due to 
circumstances for which the debtor should not be held accountable, the bankruptcy court may grant 
a "hardship discharge.” However, all unsecured claims must be paid an amount not less than creditor 
would have received in a Chapter 7 liquidation.  
 

Note 
Debts that would be excepted under an individual Chapter 7 discharge are also excepted from the 
Chapter 13 hardship discharge. 

 
H. CHAPTER 12 CASES 
The same tax debts that are excepted from discharge in Chapter 7 cases of individuals are excepted 
from discharge in Chapter 12 cases of individuals. The exceptions do not apply to Chapter 12 cases of 
non-individuals. As in Chapter 13 cases, the debtor may be granted a hardship discharge if appropriate. 
 
I. FEDERAL TAX LIENS 
If a tax is discharged, the discharged tax may still be collectible from the debtor’s pre-bankruptcy 
property if the IRS filed a Notice of Federal Tax Lien (NFTL) before the bankruptcy petition was filed. 
Perfected liens generally pass through bankruptcy proceedings unaffected, even if the debtor’s 
personal liability for the debt is discharged. If the IRS did not file a Notice of Federal Tax Lien before 
the bankruptcy petition was filed, the tax lien will generally be removed from the debtor’s pre-
bankruptcy property as a result of the bankruptcy, even if the debtor exempted the property out of 
the bankruptcy estate. However, a tax lien that arises when a tax is assessed may not be removed 
from the property upon discharge if the property was excluded from the bankruptcy estate, even if a 
Notice of Federal Tax Lien was not filed.  
 
CHAPTER 9: TEST YOUR KNOWLEDGE 
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The following questions are designed to ensure that you have a complete understanding of the 
information presented in the chapter (assignment). They are included as an additional tool to enhance 
your learning experience and do not need to be submitted in order to receive CPE credit. 
We recommend that you answer each question and then compare your response to the suggested 
solutions on the following page(s) before answering the final exam questions related to this chapter 
(assignment). 
 
1. How does the IRS benefit when a taxpayer files for bankruptcy and he or she owes taxes: 

A. it gives the IRS additional time to collect the taxes 
B. it requires the taxpayer to pay his or her taxes immediately 
C. the IRS has five years after a bankruptcy case is over to collect on the assessed taxes 
D. it doesn’t benefit the IRS when a taxpayer files for bankruptcy 

 
2. How long does the IRS typically have to collect assessed taxes, along with interest and penalties, 
resulting from a Chapter 7 bankruptcy: 

A. 4-6 months 
B. 2 years 
C. 5 years 
D. 10 years 

 
3. When an “automatic stay” is in effect, what are creditors generally forced to do: 

A. continue to collect and demand payments from the debtor 
B. put their collection actions on hold while the stay is in effect 
C. garnish debtor’s wages 
D. initiate a lawsuit against the debtor 

 
4. Which type of bankruptcy is commonly known as the “reorganization” bankruptcy: 

A. Chapter 7 
B. Chapter 11 
C. Chapter 12 
D. Chapter 13 

 
CHAPTER 9: SOLUTIONS AND SUGGESTED RESPONSES 
Below are the solutions and suggested responses for the questions on the previous page(s). If you 
choose an incorrect answer, you should review the pages as indicated for each question to ensure 
comprehension of the material. 
 
1. 

A. CORRECT. The disadvantage for a taxpayer when he or she files for bankruptcy is it gives the 
IRS more time to collect on the unpaid taxes. 

B. Incorrect. If a taxpayer files for bankruptcy, he or she is not required to immediately pay his 
or her unpaid taxes. 

C. Incorrect. The IRS has 10 years, plus six months, plus the time the bankruptcy case was 
pending to collect on the taxpayer’s unpaid taxes. 

D. Incorrect. When a taxpayer files for bankruptcy and he or she owes taxes, it does benefit the 
IRS because it allows them more time to collect on the taxes. 

 
2. 

A. Incorrect. Chapter 7 proceedings typically only take 4 to 6 months, but the IRS has years to 
collect the assessed taxes. 

B. Incorrect. The IRS has longer than 2 years to collect the assessed taxes, along with the 
penalties and interest. 
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C. Incorrect. The IRS has longer than 5 years to collect the assessed taxes, along with the 
penalties and interest. 

D. CORRECT. Once a bankruptcy case is over, the IRS retains whatever time remaining on the 
original 10 years, plus the time the bankruptcy case was pending, plus an additional six months 
to collect the assessed taxes, along with the interest and penalties. 

 
3. 

A. Incorrect. Creditors are not allowed to continue collecting or demanding payment from a 
debtor when an automatic stay is in effect. 

B. CORRECT. Creditors are forced to put their collection actions on hold when an automatic stay 
is in effect. 

C. Incorrect. Creditors may not garnish debtor’s wages when an automatic stay is in effect. 
D. Incorrect. As long as an automatic stay is in existence, creditors cannot file or continue 

collecting on a lawsuit against the debtor. 
 
4. 

A. Incorrect. Chapter 7 bankruptcy provides for liquidation and is not referred to as the 
“reorganization” bankruptcy. 

B. CORRECT. Chapter 11 bankruptcy is commonly known as the “reorganization” bankruptcy 
because the debtor generally proposes a plan of reorganization and pays creditors over time. 

C. Incorrect. Chapter 12 bankruptcy deals with the family farmer or fisherman and provides for 
adjustment of debts, not reorganization. 

D. Incorrect. Chapter 13 bankruptcy adjusts the debts of an individual with regular income and 
allows the debtor to pay creditors over a period of three to five years. 

 

 
APPENDIX 
 
Form 433-A (OIC) - Collection Information Statement for Wage Earners and Self¬Employed Individuals 
Form 433-B (OIC) - Collection Information Statement for Businesses 
Form 433-D - Installment Agreement 
Form 433-F - Collection Information Statement 
Form 656 - Offer in Compromise 
Form 656-L - Offer in Compromise (Doubt as to Liability) 
Form 8857 - Request for Innocent Spouse Relief Form 9465 - Installment Agreement Request 
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Page 5 & 6 of 7 
Section 7  Offer Terms 

By submitting this offer, I have read, understand and agree to the following terms and conditions: 
Terms, Conditions, 
and Legal Agreement 

a) I request that the IRS accept the offer amount listed in this offer application as 
payment of my outstanding tax debt (including interest, penalties, and any 
additional amounts required by law) as of the date listed on this form. I authorize 
the IRS to amend Section 1 and/or Section 2 if I failed to list any of my assessed tax 
debt or tax debt assessed before acceptance of my offer. By submitting a joint offer, 
both signers grant approval to the Internal Revenue Service to disclose the existence 
of any separate liabilities owed. 
b) I also authorize the IRS to amend Section 1 and/or Section 2 by removing any tax 
years on which there is currently no outstanding liability. I understand that my offer 
will be accepted, by law, unless IRS notifies me otherwise, in writing, within 24 
months of the date my offer was received by IRS. I also understand that if any tax 
debt that is included in the offer is in dispute in any judicial proceeding it/they will 
not be included in determining the expiration of the 24-month period. 

IRS will keep my 
payments, fees, and 
some refunds. 

c) I voluntarily submit the payments made on this offer and understand that they 
will not be returned even if I withdraw the offer or the IRS rejects or returns the 
offer. Unless I designate how to apply each required payment in Section 5, the IRS 
will apply my payment in the best interest of the government, choosing which tax 
years and tax debts to pay off. The IRS will also keep my application fee unless the 
offer is not accepted for processing. 
d) I understand that if I checked the Low-Income Certification in Section 1, then no 
payments are required. If I qualify for the Low-Income Certification and voluntarily 
submit payments, all money will be applied to my tax debt and will not be returned 
to me unless l designate it as a deposit. In making my deposit I do not have to 
designate any amounts to the application fee and my first month’s payment. 
e) The IRS will keep any refund, including interest, that I might be due for tax periods 
extending through the calendar year in which the IRS accepts my offer. I cannot 
designate that the refund be applied to estimated tax payments for the following 
year or the accepted offer amount. If I receive a refund after I submit this offer for 
any tax period extending through the calendar year in which the IRS accepts my 
offer, I will return the refund within 30 days of notification. The refund offset does 
not apply to offers accepted under the provisions of Effective Tax Administration or 
Doubt as to Collectibility with special circumstances based on public policy/equity 
considerations. 
f) I understand that the amount I am offering may not include part or all of an 
expected or current tax refund, money already paid, funds attached by any 
collection action, or anticipated benefits from a capital or net operating loss. 
g) The IRS will keep any monies it has collected prior to this offer. Under section 
6331(a) the IRS may levy up to the time that the IRS official signs and acknowledges 
my offer as pending, which is accepted for processing and the IRS may keep any 
proceeds arising from such a levy. No levy will be issued on individual shared 
responsibility payments. However, if the IRS served a continuous levy on wages, 
salary, or certain federal payments under sections 6331(e) or (h), then the IRS could 
choose to either retain or release the levy. 
h) The IRS will keep any payments that I make related to this offer. I agree that any 
funds submitted with this offer will be treated as a payment unless I checked the 
box to treat any amount more than the required initial payment as a deposit. For 
other than Low-Income taxpayers, only amounts that exceed the mandatory 
payments can be treated as a deposit. A Low-Income taxpayer who has checked the 
deposit box is not required to make payments with the offer. I also agree that any 
funds submitted with periodic payments made after the submission of this offer and 
prior to the acceptance, rejection, or return of this offer will be treated as payments, 
unless I identify the amount more than the required payment as a deposit on the 
check submitted with the corresponding periodic payment. A deposit will be 
returned if the offer is rejected, returned, or withdrawn. I understand that the IRS 
will not pay interest on any deposit. 
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i) If my offer is accepted and my final payment is more than the agreed amount by 
$50 or less, the IRS will not return the difference, but will apply the entire payment 
to my tax debt. If my final payment exceeds the agreed amount by more than $50, 
the IRS will return the excess payment to me. 

Pending status of an 
offer and right to 
appeal 

j) Once an authorized IRS official signs this form, my offer is considered pending as 
of that signature date and it remains pending until the IRS accepts, rejects, returns, 
or I withdraw my offer. An offer is also considered pending for 30 days after any 
rejection of my offer by the IRS, and during the time that any rejection of my offer 
is being considered by the Appeals Office. An offer will be considered withdrawn 
when the IRS receives my written notification of withdrawal by personal delivery or 
certified mail or when I inform the IRS of my withdrawal by other means and the 
IRS acknowledges in writing my intent to withdraw the offer. 
k) I waive the right to an Appeals hearing if I do not request a hearing in writing 
within 30 days of the date the IRS notifies me of the decision to reject the offer. 

I must comply with my 
future tax obligations 
and understand I 
remain liable for the 
full amount of my tax 
debt until all terms 
and conditions of this 
offer have been met. 

l) I will comply with all provisions of the internal revenue laws, including 
requirements to timely file tax returns and timely pay taxes for the five year period 
beginning with the date of acceptance of this offer and ending through the fifth 
year, including any extensions to file and pay. I agree to promptly pay any liabilities 
assessed after acceptance of this offer for tax years ending prior to acceptance of 
this offer that were not otherwise identified in Section 1 or Section 2 of this 
agreement. I also understand that during the five year period I cannot request an 
installment agreement for unpaid taxes incurred before or after the accepted offer. 
If this is an offer being submitted for joint tax debt, and one of us does not comply 
with future obligations, only the non-compliant taxpayer will be in default of this 
agreement. An accepted offer will not be defaulted solely due to the assessment of 
an individual shared responsibility payment. 
m) I agree that I will remain liable for the full amount of the tax liability, accrued 
penalties and interest, until I have met all of the terms and conditions of this offer. 
Penalty and interest will continue to accrue until all payment terms of the offer have 
been met. If I file for bankruptcy before the terms and conditions of the offer are 
met, I agree that the IRS may file a claim for the full amount of the tax liability, 
accrued penalties and interest, and that any claim the IRS files in the bankruptcy 
proceeding will be a tax claim.  
n) Once the IRS accepts my offer in writing, I have no right to challenge the tax 
debt(s) in court or by filing a refund claim or refund suit for any liability or period 
listed in Section 1 or Section 2, even if I default the terms of the accepted offer. 

I understand what will 
happen if I fail to meet 
the terms of my offer 
(e.g., default). 

o) If I fail to meet any of the terms of this offer, the IRS may revoke the certificate 
of release of federal tax lien and file a new notice of federal tax lien; levy or sue me 
to collect any amount ranging from one or more missed payments to the original 
amount of the tax debt (less payments made) plus penalties and interest that have 
accrued from the time the underlying tax liability arose. The IRS will continue to add 
interest, as required by section 6601 of the Internal Revenue Code, on the amount 
the IRS determines is due after default Shared responsibility payments are excluded 
from levy. 

I agree to waive time 
limits provided by law. 

p) To have my offer considered, I agree to the extension of the time limit provided 
by law to assess my tax debt (statutory period of assessment). I agree that the date 
by which the IRS must assess my tax debt will now be the date by which my debt 
must currently be assessed plus the period of time my offer is pending plus one 
additional year if the IRS rejects, returns, or terminates my offer or I withdraw it. 
(Paragraph (j) of this section defines pending and withdrawal.) I understand that I 
have the right not to waive the statutory period of assessment or to limit the waiver 
to a certain length or certain periods or issues. I understand, however, that the IRS 
may not consider my offer if I refuse to waive the statutory period of assessment or 
if I provide only a limited waiver. I also understand that the statutory period for 
collecting my tax debt will be suspended during the time my offer is pending with 
the IRS, for 30 days after any rejection of my offer by the IRS, and during the time 
that any rejection of my offer is being considered by the Appeals Office. 
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I understand the IRS 
may file a Notice of 
Federal Tax Lien on 
my property. 

q) The IRS may file a Notice of Federal Tax Lien during consideration of the offer. 
The IRS may file a Notice of Federal Tax Lien to protect the Government’s interest 
on offers that will be paid over time. This tax lien will be released 30 days after the 
payment terms have been satisfied and the payment has been verified. If the offer 
is accepted, the tax lien will be released within 30 days of when the payment terms 
have been satisfied and the payment has been verified. The time it takes to transfer 
funds to the IRS from commercial institutions varies based on the form of payment. 
The IRS will not file a Notice of Federal Tax Lien on any individual shared 
responsibility debt. 

Correction Agreement r) I authorize IRS, to correct any typographical or clerical errors or make minor 
modifications to my/our Form 656 that I signed in connection to this offer. 

I authorize the IRS to 
contact relevant third 
parties in order to 
process my offer. 

s) By authorizing the IRS to contact third parties, I understand that I will not be 
notified of which third parties the IRS contacts as part of the offer application 
process, including tax periods that have not been assessed, as stated in §7602 (c ) 
of the Internal Revenue Code. In addition, I authorize the IRS to request a consumer 
report on me from a credit bureau. 

I am submitting an 
offer as an individual 
for a joint liability. 

t) I understand if the liability sought to be compromised is the joint and individual 
liability of myself and my coobligor(s) and I am submitting this offer to compromise 
my individual liability only, then if this offer is accepted, it does not release or 
discharge my co-obligor(s) from liability. The United States still reserves all rights of 
collection against the co-obligor(s). 

Shared Responsibility 
Payment (SRP) 

u) If your offer includes any shared responsibility payment (SRP) amount that you 
owe for not having minimum essential health coverage for you and, if applicable, 
your dependents per Internal Revenue Code Section 5000A - Individual shared 
responsibility payment, it is not subject to penalties (except applicable bad check 
penalty) or to lien and levy enforcement actions. However, interest will continue to 
accrue until you pay the total SRP balance due. We may apply your federal tax 
refunds to the SRP amount that you owe until it is paid in full. 
 

IRS Use Only. I accept the waiver of the statutory period of limitations on assessment for the Internal 
Revenue Service, as described in Section 7(p). 

Signature of Authorized Internal Revenue Service Official Title 
 

Date (mm/dd/yyyy) 

 
 
 
 

  

Catalog Number 16728N www.irs.gov Form 656 (Rev. 3-2018)  
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Section 3 Amount of the Offe 

I offer to pay $________________________________________________________________ 
Must be $1 or more and payable within 90 days of the notification of acceptance, unless an 
alternative payment term is approved at the time the offer is accepted. Do not send any payment 
with this form. If you do not offer at least $1, your offer will be returned without consideration. 

Section 4 Terms 

By submitting this offer, I have read, understand and agree to the following terms and conditions: 
Terms, Conditions, 
and Legal Agreement 

a) The IRS will apply payments made under the terms of this offer in the 
best interest of the government. 

IRS will keep my 
payments and fees 

b) I voluntarily submit all payments made on this offer. 
c) The IRS will keep all payments and credits made, received, or applied to 
the total original tax debt before I send in the offer or while it is under 
consideration, including any refunds from tax returns and/or credits from 
tax years prior to the year in which the offer was accepted. 
d) The IRS may levy under section 6331(a) up to the time that the IRS official 
signs and acknowledges my offer as pending, which is accepted for 
processing, and the IRS may keep any proceeds arising from such a levy. 
e) If the Doubt as to Liability offer determines that I do not owe the taxes, 
or the IRS ultimately over-collected the compromised tax liability, the IRS 
will return the over-collected amount to me, unless such refund is legally 
prohibited by statute. 
f) If the IRS served a continuous levy on wages, salary, or certain federal 
payments under sections 6331(e) or (h), then the IRS could choose to either 
retain or release the levy. No levy may be made during the time an offer in 
compromise is pending. 

I agree to the time 
extensions allowed 
by law 

g) To have my offer considered, I agree to the extension of time limit 
provided by law to assess my tax debt (statutory period of assessment). I 
agree that the date by which the IRS must assess my tax debt will now be 
the date by which my debt must currently be assessed plus the period of 
time my offer is pending plus one additional year if the IRS rejects, returns, 
or terminates my offer, or I withdraw it. [Paragraph (l) of this section 
defines pending and withdrawal]. I understand I have the right not to waive 
the statutory period of assessment or to limit the waiver to a certain length 
or certain periods or issues. I understand, however, the IRS may not 
consider my offer if I decline to waive the statutory period of assessment 
or if I provide only a limited waiver. I also understand the statutory period 
for collecting my tax debt will be suspended during the time my offer is 
pending with the IRS, for 30 days after any rejection of my offer by the IRS, 
and during the time any rejection of my offer is being considered by the 
Appeals Office. 

I understand I remain 
responsible for the 
full amount of the 
tax liability 

h) The IRS cannot collect more than the full amount of the tax debt under 
this offer. 
i) I understand I remain responsible for the full amount of the tax debt, 
unless and until the IRS partially or fully abates the tax, or accepts the offer 
in writing and I have met all the terms and conditions of the offer. The IRS 
will not remove the original amount of the tax debt from its records until I 
have met all the terms of the offer. 
j) I understand the tax I offer to compromise is and will remain a tax debt 
until I meet all the terms and conditions of this offer. If I file bankruptcy 
before the terms and conditions of this offer are completed, any claim the 
IRS files in bankruptcy proceedings will be a tax claim. 
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k) Once the IRS accepts the offer in writing, I have no right to contest, in 
court or otherwise, the amount of the tax debt. 

Pending status of an 
offer and right to 
appeal 

l) The offer is pending starting with the date an authorized IRS official signs 
this form. The offer remains pending until an authorized IRS official accepts, 
rejects, returns, or acknowledges withdrawal of the offer in writing. If I 
appeal an IRS rejection decision on the offer, the IRS will continue to treat 
the offer as pending until the Appeals Office accepts or rejects the offer in 
writing. If an offer is rejected, no levy may be made during the 30 days of 
rejection. If I do not file a protest within 30 days of the date the IRS notifies 
me of the right to protest the decision, I waive the right to a hearing before 
the Appeals Office about the offer. 

I understand if IRS 
fails to make a 
decision in 24-
months my offer will 
be accepted 

m) I understand under Internal Revenue Code (IRC) § 7122(f), my offer will 
be accepted, by law, unless IRS notifies me otherwise, in writing, within 24 
months of the date my offer was initially received. 

I understand what 
will happen if I fail to 
meet the terms of 
my offer (e.g. 
default) 

n) If I fail to meet any of the terms of this offer, the IRS may levy or sue me 
to collect any amount ranging from the unpaid balance of the offer to the 
original amount of the tax debt (less payments made) plus penalties and 
interest that have accrued from the time the underlying tax liability arose. 
The IRS will continue to add interest, as required by Section § 6601 of the 
Internal Revenue Code, on the amount of the IRS determines is due after 
default. 

I understand the IRS 
may file a Notice of 
Federal Tax Lien on 
my/our property 

o) The IRS may file a Notice of Federal Tax Lien to protect the Government's 
interest during the offer investigation. The tax lien will be released 30 days 
after the payment terms have been satisfied and the payment has been 
verified. If the offer is accepted, the tax lien will be released within 30 days 
of when the payment terms have been satisfied and the payment has been 
verified. The time it takes to verify the payment varies based on the form 
of payment. 

I authorize the IRS to 
contact relevant 
third parties in order 
to process my/our 
offer 
 

p) I understand that IRS employees may contact third parties in order to 
respond to this request, and I authorize the IRS to make such contacts. 
Further, in connection with this request, by authorizing the IRS to contact 
third parties, I understand that I will not receive notice of third parties 
contacted as is otherwise required by IRC § 7602(c). 
 
 
 
 
 

Catalog Number 47516R www.irs.gov Form 656-L (Rev. 1-2018)  

 
 



Settling Tax Debt with the IRS | Page 141 

 
 
 



Settling Tax Debt with the IRS | Page 142 

Privacy Act Statement 

We ask for the information on this form to carry out the internal revenue laws of the United States. 
Our authority to request this information is contained in Section 7801 of the Internal Revenue Code. 
Our purpose for requesting the information is to determine if it is in the best interests of the IRS to 
accept an offer. You are not required to make an offer; however, if you choose to do so, you must 
provide all of the information requested. Failure to provide all of the information may prevent us 
from processing your request. 
If you are a paid preparer and you prepared the Form 656-L for the taxpayer submitting an offer, 
we request that you complete and sign Section 8 on the Form 656-L, and provide identifying 
information. Providing this information is voluntary. This information will be used to administer and 
enforce the internal revenue laws of the United States and may be used to regulate practice before 
the Internal Revenue Service for those persons subject to Treasury Department Circular No. 230, 
Regulations Governing the Practice of Attorneys, Certified Public Accountants, Enrolled Agents, 
Enrolled Actuaries, and Appraisers before the Internal Revenue Service. Information on this form 
may be disclosed to the Department of Justice for civil and criminal litigation. 
We may also disclose this information to cities, states and the District of Columbia for use in 
administering their tax laws and to combat terrorism. Providing false or fraudulent information on 
this form may subject you to criminal prosecution and penalties. 

APPLICATION CHECKLIST 

󠆼 Did you include supporting documentation and an explanation as to why you doubt you owe the 
tax? 

󠆼 Did you complete all fields on the Form 656-L? 

󠆼 Did you make an offer amount that is $1 or more? 
Note: The amount of your offer should be based on what you believe the correct amount 
of the tax debt should be. However, you must offer at least $1. If you do not want to offer 
$1 or more, you should pursue the alternative solutions provided under "What alternatives 
do I have to sending in an Offer in Compromise (Doubt as to Liability)?" found on page 3. 

󠆼 If someone other than you completed the Form 656-L, did that person sign it? 

󠆼 Did you sign and include the Form 656-L? 

󠆼 If you want a third party to represent you during the offer process, did you include a Form 2848 
or Form 8821 unless one is already on file? 

Note: There is no application fee or deposit required for a Doubt as to Liability offer. Do not 
send any payments with this offer. 

 
Mail your package to: 
Brookhaven Internal Revenue Service 
COIC Unit 
P.O. Box 9008 
Stop 681-D 
Holtsville, NY 11742-9008 
 
 
 
 

Catalog Number 47516R www.irs.gov Form 656-L (Rev. 1-2018) 

 
 
 



Settling Tax Debt with the IRS | Page 143 

 



Settling Tax Debt with the IRS | Page 144 

 



Settling Tax Debt with the IRS | Page 145 

 



Settling Tax Debt with the IRS | Page 146 

 



Settling Tax Debt with the IRS | Page 147 

 



Settling Tax Debt with the IRS | Page 148 

 



Settling Tax Debt with the IRS | Page 149 

 
 
 



Settling Tax Debt with the IRS | Page 150 

 



Settling Tax Debt with the IRS | Page 151 

 



Settling Tax Debt with the IRS | Page 152 

GLOSSARY 
 
Abatements: Reductions in tax assessments. Abatements may occur for a number of reasons. For 
example, a taxpayer may file an amended return claiming a lower tax liability than previously reported 
or a qualifying corporation may claim a net operating loss which created a credit that can be carried 
back to reduce a prior year’s tax liability. 
Asset Equity Table (AET): A table listing all of a taxpayer’s assets, encumbrances, and exemptions. It 
is used to calculate the equity which is included in calculating a taxpayer’s Reasonable Collection 
Potential (RCP). 
Automatic Stay: The automatic stay provides a period of time in which all judgments, collection 
activities, foreclosures, and repossessions of property are suspended and may not be pursued by the 
creditors on any debt or claim that arose before the filing of the bankruptcy petition. 
Collection Appeals Program (CAP): Under the Collection Appeals Program, if a taxpayer disagrees with 
an IRS decision and wants to appeal it, he or she can ask an IRS manager to review his or her case. If a 
taxpayer disagrees with the manager’s decision, he or she may continue with the Collection Appeals 
Program. 
Collection Due Process: A hearing in which a taxpayer can request to appeal various IRS notices, 
including a Notice of Federal Tax Lien. 
Collection Information Statement (CIS): A financial statement listing assets, income, liabilities, and 
expenses submitted by the taxpayer. This financial statement can be submitted on Form 433-A (OIC), 
Collection Information Statement for Wage Earners and Self-Employed Individuals, or Form 433-B 
(OIC), Collection Information Statement for Businesses. It is used by the IRS in evaluating Offers in 
Compromise. 
Direct Debit Installment Agreement (DDIA): An Installment Agreement in which payments are 
automatically debited from the taxpayer’s bank account and transferred to the IRS. This is required by 
the IRS under certain circumstances. 
Discharge: A "discharge” removes the lien from specific property. There are several circumstances 
under which the federal tax lien can be discharged. For example, the IRS may issue a Certificate of 
Discharge if a taxpayer is selling property and the proceeds can be used to pay the delinquent taxes. 
Doubt as to Collectability (DATC): Basis for acceptance of an Offer in Compromise where there is 
doubt that the tax can be paid in full. The IRS will evaluate the assets of the taxpayer and consider 
whether to take less than the amount owed based on the fact that they are unlikely to recoup all of 
the amount owed. 
Doubt as to Liability (DATL): Basis for acceptance of an offer where there is doubt that the liability is 
correct. There must be a genuine dispute as to whether the amount assessed by the IRS is actually 
due. 
Doubt as to Collectability with Special Circumstance (DCSC): Basis for acceptance of an offer where 
there is doubt that the tax can be paid in full and special circumstances exist that warrant accepting 
the offer for less than the reasonable collection potential (RCP). 
Effective Tax Administration (ETA): Basis for acceptance of an offer where this is no doubt that the 
liability is correct or can be paid in full. However, requiring the taxpayer to fully pay the tax would 
either create an economic hardship or be a public policy/equity issue. 
Equitable Relief: This type of relief may apply when a taxpayer does not qualify for innocent spouse 
relief or separation of liability relief for something not reported properly on a joint return and 
generally attributable to his or her spouse. A taxpayer may also qualify for equitable relief if the correct 
amount of tax was reported on his or her joint return but the tax remains unpaid. 
Independent Administrative Reviewer (IAR): An independent third party who reviews a decision to 
reject an offer prior to that decision being conveyed to a taxpayer. This person is not in the chain of 
command of the IRS employees responsible for the rejection of an Offer in Compromise. 
Innocent Spouse Relief: This provides the innocent spouse relief from additional tax owed by a 
taxpayer if his or her spouse or former spouse failed to report income, reported income improperly, 
or claimed improper deductions or credits. 
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Net Realizable Equity (NRE): For purposes of determining whether to accept an Offer in Compromise, 
the IRS values a taxpayer’s assets as net realizable equity (NRE). Net realizable equity is defined as 
quick sale value (QSV) less amounts owed to secured lien holders with priority over the federal tax 
lien, if applicable, and levy exemption amounts. 
Notice of Federal Tax Lien (NFTL): A federal tax lien is the federal government’s legal claim against a 
taxpayer’s property when the taxpayer neglects or fails to pay a tax debt. The lien protects the 
government’s interest in all of the taxpayer’s property, including real estate, personal property, and 
financial assets. A federal tax lien exists after the IRS assesses the taxpayer’s liability, sends the 
taxpayer a bill that explains how much is owed, and the taxpayer refuses or neglects to pay the debt 
in full. 
Notice of Intent to Levy: Generally, before property is seized, the IRS must send a taxpayer this notice. 
If a taxpayer does not pay his or her overdue taxes, make other arrangements to satisfy his or her tax 
debt, or request a hearing within 30 days of the date of this notice, then the IRS may seize the 
taxpayer’s property. 
Reasonable Collection Potential (RCP): The amount that could reasonably be collected from the 
taxpayer towards an Offer in Compromise. This figure takes into account both the current and likely 
future assets and liabilities of the taxpayer. The IRS will generally not accept an Offer in Compromise 
that is less than the taxpayer’s RCP. 
Separation of Liability Relief: This provides for the allocation of additional tax owed between a 
taxpayer and his or her former spouse or current spouse from whom he or she is separated because 
an item was not reported properly on a joint return. The tax allocated to the taxpayer is the amount 
for which he or she is responsible. 
Subordination: A “subordination” occurs when a creditor is allowed to move ahead of the 
government’s priority position. For example, if a taxpayer is trying to refinance a mortgage on his or 
her home, but is not able to because the federal tax lien has priority over the new mortgage, the 
taxpayer may request that the IRS subordinate its lien to the new mortgage. 
Trust Fund Recovery Penalties (TFRP): These are the assessments made against responsible business 
officers of a company that have not paid the taxes it withholds from employees’ wages, such as social 
security or individual income tax withholding to the IRS. The IRS may record assessments against each 
of several individuals for the employee-withholding component of payroll tax liability of a given 
business in an effort to collect the total tax liability of the business. Although assessed against multiple 
parties, the liability need only be paid once. Thus, two or more assessments exist for the same tax 
liability. For financial reporting purposes only, one can be considered the account of record and the 
others are duplicates.  
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FINAL EXAM  
 
SETTLING TAX DEBT WITH THE IRS 
 
The following exam is attached only for your convenience. To access the official exam for this self-
study course, please log into your account online and take the Final Exam from the course details page. 
A passing score of 70 percent or better will receive course credit and a Certificate of Completion. 
 
  
1. Changes to the “Fresh Start” Program announced by the IRS in 2012 had what impact on the 
Offers in Compromise program: 

A. they allowed all taxpayers with delinquent taxes to qualify for an Offer in Compromise 
B. they offered more flexible terms 
C. they lowered the qualification threshold to tax debts under $5,000 
D. they required taxpayers to have CPAs file applications for an Offer in Compromise 

 
2. What type of hearing can a taxpayer use to request an appeal of an IRS collection action: 

A. Informal Staff Review Hearing 
B. Collection Due Process Hearing 
C. Taxpayer Collection Rights Hearing 
D. Collection Delinquency Production Hearing 

 
3. After receiving a Notice of Federal Tax Lien from the IRS, how many days do taxpayers have to 
file a request for a Collection Due Process Hearing: 

A. 10 
B. 15 
C. 30 
D. 60 

 
4. When will the IRS release a tax lien: 

A. if the delinquent taxes have all been paid 
B. if the taxpayer has filed for bankruptcy protection 
C. if the taxpayer promises to pay the money back within 60 days 
D. if the taxpayer is seeking Innocent Spouse Relief 

 
5. What is the term used when the IRS allows another creditor of the taxpayer to have priority 
position with respect to collection of the debt: 

A. subordination 
B. levy 
C. release of lien 
D. departition 

 
6. The IRS is prohibited from seizing a taxpayer’s property under which of the following 
circumstances: 

A. the taxpayer has never previously filed for bankruptcy protection 
B. the taxpayer has a current Offer in Compromise or Installment Agreement 
C. the amount of delinquent tax is less than $50,000 
D. there is another lien on the same property 

 
7. Under what circumstances may a taxpayer recover real estate seized and sold by the IRS: 

A. there are no such circumstances 
B. by paying the new owner fair market value plus 10 percent within 90 days of the sale 
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C. by paying the new owner the price they paid plus interest at 20 percent annually within 180 
days of the sale 

D. by paying the new owner the fair market value plus interest at 20 percent annually 
 
8. What form must be filed in order to seek an Installment Agreement with the IRS: 

A. Form 656-L 
B. Form 9465 
C. Form 8857 
D. Form 433-A (OIC) 

 
9. What happens to interest and penalties when a taxpayer enters into an Installment Agreement: 

A. penalties are abated but the taxpayer remains liable for the interest 
B. the interest is abated but the taxpayer remains liable for the penalties 
C. the taxpayer remains liable for both the interest and penalties 
D. the taxpayer is no longer liable for either the interest or penalties 

 
10. What is the general fee (i.e., not an online payment agreement) for entering into an Installment 
Agreement by check or credit card: 

A. $225 
B. $149 
C. $107 
D. $31 

 
11. The IRS must grant a request for an Installment Agreement if the taxpayer meets 3 conditions 
and does not owe more than: 

A. $5,000 
B. $10,000 
C. $20,000 
D. $50,000 

 
12. Taxpayers can apply for an Installment Agreement online if the amount they owe is not more 
than 

A. $10,000 
B. $25,000 
C. $50,000 
D. $100,000 

 
13. Which one of the following is required in order for a taxpayer to enter into a streamlined 
Installment Agreement: 

A. the taxpayer must be compliant with all filing and payment requirements 
B. a current financial statement 
C. taxpayer’s tax debt is $25,000 or less 
D. the debt must be fully repaid within 60 months or prior to the end of the statute of limitations 

for collection 
 
14. When will the IRS not accept an Offer in Compromise based on Doubt as to Collectibility: 

A. the taxpayer is able to pay at least 25% of the tax due 
B. the taxpayer is able to pay at least 50% of the tax due 
C. the taxpayer is able to pay the tax via an Installment Agreement 
D. the IRS does not believe it is likely they can collect the full amount of tax debt from the 

taxpayer 
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15. A taxpayer who is able to repay his or her debt may nonetheless be allowed to settle the debt 
for less with the IRS via which one of the following theories: 

A. Effective Tax Administration 
B. Doubt as to Liability 
C. Doubt as to Collectivity 
D. Constitutional Arguments 

 
16. Which one of the following circumstances will the IRS not consider when determining how much 
money to require a taxpayer to pay toward an Offer in Compromise: 

A. the number of dependents a taxpayer has 
B. the age of the taxpayer 
C. the cost of living where the taxpayer resides 
D. the taxpayer’s current standard of living 

 
17. What happens to interest and penalties on delinquent tax payments while an Offer in 
Compromise is being evaluated by the IRS: 

A. they are waived 
B. they continue to accrue normally 
C. they continue to accrue at a reduced rate 
D. they accrue only if the taxpayer fails to send in a partial payment for the Offer in Compromise 

 
18. The IRS requires taxpayers submitting an Offer in Compromise to complete Form 433-A (OIC) in 
order to do which of the following: 

A. determine if the taxpayer really owes the delinquent taxes 
B. determine if the taxpayer should be required to pay his or her delinquent taxes as a matter of 

public policy 
C. determine an appropriate offer that the taxpayer can afford to pay 
D. determine if there is a third party that should be liable for the tax payments 

 
19. A taxpayer who is seeking a lump sum Offer in Compromise must make an initial lump sum 
payment and his or her remaining payment to the IRS within how many installments: 

A. 5 
B. 10 
C. 12 
D. 20 

 
20. An Offer in Compromise will be deemed accepted if the IRS fails to take action within how long 
after receipt: 

A. 6 months 
B. 1 year 
C. 2 years 
D. 3 years 

 
21. How many days does a taxpayer have to appeal an IRS rejection of an Offer in Compromise: 

A. 30 
B. 60 
C. 90 
D. 120 

 
22. In general, the financial information submitted by a taxpayer as part of an Offer in Compromise 
should be which of the following: 

A. current 
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B. no older than the prior 9 months 
C. no older than the prior 12 months 
D. no older than the prior 18 months 

 
23. The IRS generally calculates an asset’s Quick Sale Value (QSV) at what percent of its fair market 
value: 

A. 50 percent 
B. 75 percent 
C. 80 percent 
D. 90 percent 

 
24. For purposes of computing how much a taxpayer can afford to pay toward an Offer in 
Compromise, under what conditions does the IRS consider a taxpayer’s transportation expenses 
necessary: 

A. if the expense is used to help produce income, such as driving to and from work 
B. if the taxpayer’s children are used to driving to and from school in a car purchased by the 

taxpayer 
C. if public transportation is less convenient 
D. if the taxpayer’s other expenses are all reasonable 

 
25. Which one of the following statements about joint returns is most correct: 

A. the taxpayers are jointly and severally liable for the tax, but not for interest or penalties 
B. the taxpayers are jointly and severally liable for the tax, including penalties and interest 
C. the taxpayers are jointly liable, but only so long as they are married 
D. the taxpayers must elect to be held jointly and severally liable 

 
26. Which one of the following is not a type of relief available to help a taxpayer who filed a joint 
return avoid liability of unpaid taxes, interest, and penalties: 

A. injured spouse relief 
B. innocent spouse relief 
C. equitable relief 
D. separation of liability relief 

 
27. Taxpayers seeking Innocent Spouse Relief must file which IRS form: 

A. Form 433-A (OIC) 
B. Form 9465 
C. Form 656-L 
D. Form 8857 

 
28. Generally, how long does a taxpayer have to seek Innocent Spouse Relief from the IRS: 

A. three years from the date he or she has actual knowledge of all relevant information 
B. two years from the date the IRS began attempting to collect the tax 
C. two years from the date of separation or divorce 
D. there is no deadline 

 
29. When is a taxpayer considered to have an understated tax: 

A. if a taxpayer determines that he or she owes less than the amount stated on his or her return 
B. if the IRS owes the taxpayer a refund for an overpayment of taxes 
C. if the IRS determines that the amount a taxpayer reported on his or her return should actually 

be more 
D. if the IRS determines that the amount a taxpayer stated on his or her return should actually 

be less 
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30. Under innocent spouse relief, when deciding whether or not it is unfair to hold a taxpayer 
responsible for an understated tax, the IRS will consider all of the following except: 

A. if the taxpayer significantly benefitted from it 
B. if the taxpayer was deserted by his or her spouse 
C. if the taxpayer had children 
D. if the taxpayer and his or her spouse were divorced or separated 

 
31. Which one of the following statements is not true regarding separation of liability relief: 

A. refunds are allowed for any liabilities that have not been paid 
B. the taxpayer must have filed a joint return 
C. it is only applicable toward the unpaid liabilities that resulted from the understated tax 
D. to seek this relief, the taxpayer needs to file Form 8857 

 
32. Which one of the following does not increase the taxpayer’s chances that equitable relief will 
be granted: 

A. the taxpayer was abused by his or her spouse 
B. the taxpayer was in poor mental health 
C. the taxpayer was in poor physical health 
D. the taxpayer was married  

 
33. Which of the following is correct regarding Chapter 7 bankruptcy cases: 

A. the debtor is not allowed to keep any property 
B. the trustee sells nonexempt assets and uses the proceeds to pay creditors 
C. the trustee develops a repayment plan lasting no more than three years 
D. the debtor can only be an individual 

 
34. The fee to file for Chapter 7 bankruptcy may be waived if the debtor’s income is less than what 
percent of the poverty level: 

A. 100% 
B. 150% 
C. 175% 
D. 200% 

 
35. Which one of the following is not information the debtor needs to provide in order to complete 
the Official Bankruptcy Forms: 

A. a list of his or her creditors 
B. the source of his or her income 
C. a detailed description of his or her educational background 
D. a list of his or her property 

  
36. What is the primary role of a trustee in a Chapter 7 bankruptcy asset case: 

A. to counsel the debtor and help them develop better financial management skills 
B. to ensure that the IRS is repaid before other creditors 
C. to liquidate nonexempt assets and maximize recovery for unsecured creditors 
D. to ensure that there was no fraud associated with the bankruptcy petition 

 
37. What is Chapter 11 bankruptcy typically used for: 

A. to reorganize a business 
B. to liquidate an individual 
C. to liquidate a business 
D. to reorganize a non-profit corporation 
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38. Who ordinarily serves on a creditors’ committee in a Chapter 11 bankruptcy case: 

A. the IRS 
B. the debtor’s attorney 
C. unsecured creditors of the debtor 
D. secured creditors of the debtor 

 
39. Debtors in Chapter 13 bankruptcy are generally given how many years to pay off their debts: 

A. one to two 
B. two to three 
C. three to five 
D. up to five 

 
40. In order for a federal income tax debt to be discharged, all of the following conditions must be 
met except: 

A. the return associated with the tax debt was due at least 3 years prior to the taxpayer filing for 
bankruptcy 

B. the tax debt was connected to a return filed at least 2 years prior to the taxpayer filing for 
bankruptcy 

C. the tax return cannot be frivolous 
D. the taxpayer cannot have ever been charged with a crime  

 


