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ABOUT THE SPEAKER
E. Martin Davidoff is a Certified Public Accountant and an Attorney at Law with an office in
Dayton, New Jersey. Mr. Davidoff is licensed to practice both professions in New York and New
Jersey and is active in many associations.
Mr. Davidoff served as President (2008-2009) of the American Association of Attorney-Certified
Public Accountants (“AAA-CPA"). Mr. Davidoff is currently (2015-2016) serving on the Board of
Directors for the AAA-CPA. He is also the founder of the Internal Revenue Service Liaison
Committee and Chairman of the IRS Liaison Sub-Committee on Legislative Affairs of the AAACPA.
Selected every year from 2004 through 2010 as one of the Top 100 Most Influential People in
Accounting by Accounting Today, it was noted that “Davidoff’s views on issues affecting tax
practice are heard at the highest levels of government.” CPA Magazine has also chosen Mr. Davidoff
as one of the Top 50 IRS Practitioners of 2008 and one of the Top 40 Tax Advisors To Know During
a Recession in 2009. Mr. Davidoff has been named as a 2013 Super Lawyer.
He served for nine years as a Financial Expert on the Board of Directors and Audit Committee for
BioClinica, Inc., a publicly held leading global provider of integrated, technology-enhanced, clinical
trial services. Mr. Davidoff’s service culminated with a successful sale of the company which
maximized shareholder value.
As a member of the AICPA's Tax Division, he has served on the Tax Legislative Liaison Committee.
He completed two years on the Executive Committee of the New Jersey Society of Certified Public
Accountants (“NJSCPA”), having served as the organization's Secretary and as Vice President for
Taxation and Legislation. Mr. Davidoff has also served as President of the Middlesex/Somerset
chapter of the NJSCPA and as the chairman of the NJSCPA Federal Taxation and Membership
Committees. Mr. Davidoff is a member of the tax section of the New Jersey Bar Association.
Among the honors he has received are the 1998/1999 New Jersey Society of CPAs Distinguished
Service Award for his dedicated service and commitment to the Society, the SBA 1997 Accountant
Advocate of the Year for New Jersey and Region II (New York, New Jersey, Virgin Islands, and
Puerto Rico) after having served as a delegate leader at the 1986 and 1995 White House Conferences
on Small Business and the 1998 Nicholas Maul Leadership Award from the Middlesex County
Regional Chamber of Commerce.
Mr. Davidoff received his undergraduate degree from Massachusetts Institute of Technology, an
MBA from Boston University Graduate School of Management, and a JD from the Washington
University School of Law. He is a frequent lecturer, authors a regular column in CPA Magazine and
co-authored the New Jersey S-Corporation bill. Mr. Davidoff regularly testifies before federal and
tax agencies and legislatures regarding the impact of legislation and tax agency policies on small
business and tax practitioners.
Mr. Davidoff is also Founder and Executive Director for Make-A-Smile Foundation, Inc., a charity
holiday shopping spree benefitting underprivileged children for over 30 years.
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Acceptances: 73% to 47% to 74% on Evaluated Offers!

# of Acceptances: 39,000 (2001) to Low of <11,000 (2008) to over 27,000 (2015)

22% Returned!

See materials, pg 3

Revenue has declined from $326 Million in fiscal ‘05 to less than $130
Million in fiscal ’10, now rebounding to over $204 Million in 2015
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F/Y/E
Sept. 30
2001
2002
2003
2004
2005
2006
2007
2008
2009
2010
2011
2012
2013
2014
2015

Offers
Received
113,209
143,102
136,822
123,970
91,343
64,169
47,719
45,163
43,211
52,104
57,836
62,597
68,797
62,504
62,473

Dollars Collected
$314 Million
$300 Million
$244 Million
$275 Million
$326 Million
$284 Million
$229 Million
$200 Million
$157 Million
$130 Million
$154 Million
$196 Million
$195 Million
$179 Million
$205 Million

20% Deposit Effective July 16, 2006.
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How Taxpayers Can Be
Exempted from 20% Payment
Offers in Compromise

L

Last July when Congress enacted changes in the law (IRC §7122)
on Offers in Compromise, the most significant aspect of the
legislation was the requirement of a 20 percent down payment
on lump sum offers and the payment of monthly installments
on deferred periodic payment offers Tax Increase Prevention and
Reconciliation Act (TIPRA payments).
By the time this column is published, the IRS is likely to have
come out with new forms and guidance with respect to these
rules. Based on conversations with the IRS, I believe the guidance will be along the following lines:
1. Taxpayers whose income falls at or below 250 percent of the
DHS poverty guidelines are exempt from the $150 application
fee and TIPRA payments.
2. Forms used for offers were redesigned and new forms added:
• Form 656 will continue to be used for most offers.
• Form 656-L will be used to process offers as to doubt and
as to liability.
• Forms 656-A will be used to process lump sum payments
and claims for exemption from such payments.
• Form 656-PPV will be used to submit monthly periodic
payments while the offer is pending.
3. Forms 433-A and 433-B also are being redesigned. These
forms will continue to be used to secure financial data from
taxpayers for use in offers and in determining amounts collectible through levy or installment agreements.
4. If an offer is increased through the filing of an amended form
656, 20 percent of the increased offer amount must be submitted prior to any further consideration of the offer.
The 250 percent guideline provides a huge opportunity to taxpayers. When considering whether a taxpayer qualifies for such
consideration, the IRS will look at the taxpayer’s income at the
time the offer is submitted! In my opinion, this is surprising and
may allow taxpayers to eliminate the 20 percent TIPRA payment
by the timing of their offers.
Remember that an offer will be accepted by the IRS if the
amount equals or exceeds the taxpayer’s Reasonable Collection
Potential (RCP), defined by the IRS as the total of the taxpayer’s
realizable value in real and personal assets, and his/her future
net income.
Realizable value is, essentially, gross value less secured debt.
For example, unsecured credit card debt is usually not considered. In addition, the IRS will discount valuations based on
“Quick Sale Value.” In New Jersey, that generally means a 20
percent discount for residential property from its true fair market
value.
Future net income is based on a forecast of the excess of gross
income over allowable expenses – food, clothing, housing, trans-

10

“

The IRS will use current
income for purposes of determining whether there should be
a 20 percent TIPRA payment.

”

IRS
REPRESENTATION
ADVISOR
E. Martin Davidoff, CPA, Esq.
portation, medical and taxes – over a minimum of 48 months.
For the most part, other expenses such as alimony, life and disability insurance, child care, and the cost of tax representation,
also are allowable. The expenses are defined by guidelines published by the IRS, although the guidelines provide some certainty
in the determination, there is room for negotiation.
Since future net income is gross income less allowable expenses, the starting point for computing future net income is gross
income. By policy, the IRS will not merely accept one’s current
income as a predictor of future income. Absent special circumstances, the IRS’s first attempt at computing gross income will be
to take the higher of the taxpayer’s current income as evidenced
by paycheck stubs or financial statements, and a three-year average of the taxpayer’s income based on the immediate prior three
years.
As a result, the announcement that the IRS will use the current income for purposes of determining whether there should
be a 20 percent TIPRA payment, is surprising and refreshing. I
believe that this approach is correct. The unanswered question
is what will happen if the taxpayer’s income level changes while
the offer is pending? Will he or she then be required to pay in
the 20 percent? I suspect this issue will only come up at the time
an amended offer is submitted or the taxpayer is asked to update
his/her financial information.

E. Martin Davidoff, CPA, Esq. is a sole proprietor with more
than 25 years’ experience practicing as a CPA and tax attorney
in Dayton, N.J. He is the founder and current chairman of
the IRS Tax Liaison Committee of the American Association of
Attorney-CPAs and currently serves as its vice president. Further
information about Davidoff ’s upcoming speaking engagements can
be found by emailing lisa@copeseminars.com.
For Practitioners … By Practitioners April/May 2007

Reprinted with permission from CPA Magazine; April/May 2007
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OFFER IN COMPROMISE CASE STUDY
FACTS
John Doe was the sole stockholder and principal officer of J.J. Smith, Inc.. through June 30,
2011, at which time the company ceased operations. At that time, the corporation owed $450,000
in U.S. Payroll taxes, interest, and penalties, of which $242,000 represented trust funds. In addition,
the corporation had unpaid New Jersey Sales, Use and Gross Income Tax Withholding of $12,500,
inclusive of interest and penalties totaling $3,500. The corporation also owes unemployment taxes
of $2,400 attributable, ratably, to the first 6 months of 2011.
John is married to Jane Doe. As of today, all income tax returns for John and Jane have been
filed through 2014. Taxes are due for the years 2009 through 2012 of $84,000 to the U.S. Treasury
in connection with the jointly-filed returns for those years.
John and Jane come to you for advice seeking to do offers in compromise with the tax
authorities after hearing all those radio ads of yours for the 1-800-IhaveFriendsintheIRS telephone
number. Their financial information is set forth in the accompanying Form 433-A. Note that all of
the assets, except the insurance policy are Jane Doe’s and the credit card debt is joint. No Form
433-B has been prepared as J.J. Smith, Inc. is no longer in business and has no assets. Its charter was
revoked on May 31, 2011 for non-filing of New Jersey Secretary of State filings.
Upon further investigation, and securing a judgment/lien search, you find:
•

New Jersey has a judgment for the $12,500 against John Doe personally;

•

The IRS has liens against the Does for 2009 - 2012 income taxes;

•

The IRS has assessed and has liens for $200,000 of the $242,000 in trust funds
against Mr. Doe individually (the remaining $42,000 is attributable to $14,000 per
month for the June, 2011 quarter);

Further questioning reveals that the Does will owe $12,000 to the U.S. Treasury and $1,500
to the State of New Jersey for taxes attributable to the year that will be ending on December 31,
2015. The tax returns have not yet been filed. Also, although no tax is due on 2013 and 2014, it is
clear from your review of the filed returns for the years that there are positions of significant audit
risk on those returns.
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Federal&StateTaxSummary
John

Jane

2009-2012

$84,000

(joint)

$84,000

2015 U.S.

$12,000

(joint)

$12,000

2015 N.J.

$1,500

(joint)

$1,500

Trust Funds
IRS

$242,000

N.J.

---------

$12,500
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OFFER IN COMPROMISE CASE STUDY (continued)

QUESTIONS
1.

How do you advise the Does regarding their personal tax returns and liabilities for the
years 2013, 2014, 2015, and 2016?

2.

What is the impact of the May 31, 2011 termination of the Corporation’s status?

3.

In the course of your interview, the Does advise you that the automobile owned by Jane,
the 2005 Volvo, is on its last legs and that they would like to lease or purchase another
automobile, if that is possible in light of their debts to the tax authorities. What, if any,
impact will such a purchase have on their offer. They ask you for advice on whether to
purchase the new automobile before or after their offer in compromise is considered.

4.

Prior to submitting the offers in compromise, what, if any, actions need to be taken by the
Internal Revenue Service and the New Jersey Division of Taxation?

5.

Mr. Doe inquires about using his paid up life insurance to pay off the debt due to his
credit card. The credit card company has offered to forgive the $10,429 debt if Mr. Doe
pays $7,000 by then end of the current month. How do you advise?

6.

Your retainer is $5,000 for your services. Mr. Doe is considering borrowing the money
from his mother. How do you advise the Does to pay it?

7.

What if Jane successfully argues that she is an innocent spouse with respect to 2009 2012, and hence, has no liability for those years?

8.

Should the taxpayer be thinking about acquiring medical insurance?
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New IRS Forms for Offers in Compromise - EMD Article: January 8, 2014
On December 31, 2013, the IRS posted the January 2014 revision to Form 433-A (OIC), Collection
Information Statement for Wage Earners and Self-Employed Individuals, to be used for offers in
compromise.
The new IRS instructions answer the question "What is an offer" as follows:
"An offer in compromise (offer) is an agreement between you (the taxpayer) and the IRS that settles a tax
debt for less than the full amount owed. The offer program provides eligible taxpayers with a path toward
paying off their tax debt and getting a 'fresh start.' The ultimate goal is a compromise that suits the best
interest of both the taxpayer and the IRS. To be considered, generally you must make an appropriate offer
based on what the IRS considers your true ability to pay."
The IRS defines the "true ability to pay" with a term called Reasonable Collection Potential (RCP), which
is defined as the total of the taxpayer's realizable value in real and personal assets, and his/her future net
income. Realizable value is, essentially, the gross value of assets less secured debt. Thus, for example,
unsecured credit card debt is usually not considered. In addition, the IRS will discount valuations of real
estate by 20% based on "Quick Sale Value." Future net income is based on a forecast of the excess of
gross income over allowable expenses - food, clothing, housing, transportation, medical and taxes - over a
minimum of 12 months. For the most part, other expenses such as court-ordered payments, life and
disability insurance, child care, and the cost of tax representation, are also allowable. Many of the
expenses are defined by guidelines published by the IRS. And, although the guidelines provide some
certainty in the determination, there is room for negotiation where there are unusual circumstances. The
Form 433-A (OIC) collects the raw information to compute RCP.
The new Form 433-A (OIC) also institutes an increase in IRS processing fees, effective January 1, 2014,
from $150 to $186. The most significant changes to the form are as follows:
• The employment area for the form (Section 2) is now entirely separate from the Personal and Household
Information and now inquires whether the taxpayer has an ownership interest in their employer.
Interestingly, it asks this question separately of each spouse. Yet, the form does not inquire as to whether
the wife, for example, has an ownership interest in the employer of the husband and visa versa.
• The subsection on Cash and Investments within Section 3 now includes CDs (Certificates of Deposits)
which had previously not been specifically mentioned. We do not see this as a change in policy as it has
always been intended that one should disclose all forms of savings and investments.
• The Real Estate section on page 3 now asks for the "Date of Final Payment," presumably requesting the
date of final payment due on the mortgage payable by the taxpayer.
• The Vehicles section on page 3 makes two significant changes. The first requests the date of final
payment on the vehicle loan. This is an important factor as the IRS considers retiring debt in determining
one's expenditures. Also, in valuing the motor vehicle assets, the IRS now clarifies within the form that
each taxpayer is allowed to exclude $3,450 for his/her vehicle. Although this had been the policy for the
past several years, few understood how to claim the exclusion.
• The "Other valuable items" portion of the form on page 4 now asks one to include one's "interest in a
company or business that is not publicly traded," in addition to artwork, collections, jewelry and items of
value in safe deposit boxes. Previously, there was no guidance on where to report such interests and many
would go unreported to the IRS. We applaud this change.
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• There is a new Section 4 for Self-Employed Information that broadens the information requested
regarding business interests previously contained as a subset of Section 2.
The budget information collected within Form 433-A (OIC) remains substantially unchanged.
The IRS also changed the entire Offer in Compromise package which, in addition to Form 433-A (OIC)
includes Form 656, the form used to initiate the Offer in Compromise, and Form 433-B (OIC), the
financial disclosure forms for most businesses. The changes in the Form 656 are, overall, relatively
minor, with the most significant changes being:
• An initial question that asks whether the taxpayer used the IRS "Pre-Qualifier tool" located on the IRS
website. Nothing in the 656 instructions suggests that you use the Pre-Qualifier tool and what impact such
has on the offer submission. Our guess is that the question is for research by the IRS and an attempt to get
more people to use the tool.
• Section 6, which is rarely used for the Designation of Down Payments made in excess of the required
20% deposit for many offers, has been clarified to eliminate unintentional use of the section which
currently results in the return of offers to taxpayers.
• The small print within the Offer Terms at the end of the Form 656 now includes the following language:
"I also authorize the IRS to amend Section 2 on Page 1 by removing any tax years on which there is
currently no outstanding tax liability."
It is unclear whether the IRS will notify you of such change. Thus, the IRS may eliminate a year from
your offer without your knowledge because you have provided a pre-authorization for them to do so. Why
is this a problem? Let's say you owe money for a year, but the IRS hasn't yet assessed the proper tax
either due to delays in processing or identity theft. They could remove the year without conversation,
approve your offer and, once the assessment goes through at a later time, you still have a debt to the IRS.
In effect, you lost your fresh start. Also, knowledge of the removal of a tax year from the offer may
impact on your decision to make the offer in the first place. For example, possibly the statute of
limitations had expired on a tax year for which you had owed a lot of money. Now that the tax year has
been removed, would you still pursue the offer? Hopefully, the IRS will provide notification when this
authorization is exercised. As we consider our processes going forward, we are considering crossing out
the authorization to ensure that we get specific notification of such changes.
Changes to Form 433-B (OIC), less frequently used, is not covered in this article.
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Form

433-A (OIC)

(Rev. February 2016)

Department of the Treasury — Internal Revenue Service

Collection Information Statement for Wage Earners and
Self-Employed Individuals

Use this form if you are
An individual who owes income tax on a Form 1040, U.S.
Individual Income Tax Return

An individual who is personally responsible for a partnership
liability (only if the partnership is submitting an offer)
An individual who operates as a disregarded single member
Limited Liability Company (LLC) taxed as a sole proprietor

An individual with a personal liability for Excise Tax
An individual responsible for a Trust Fund Recovery Penalty

An individual who is submitting an offer on behalf of a
deceased person

An individual who is self-employed or has self-employment
income. You are considered to be self-employed if you are in
business for yourself, or carry on a trade or business.

Note: Include attachments if additional space is needed to respond completely to any question.

Section 1

Personal and Household Information

Last Name

Doe
Marital status

Date of Birth (mm/dd/yyyy)

Social Security Number

John J.

08/05/1948

123-45-6789

Do you:

Home Address (Street, City, State, ZIP Code)

Unmarried

X

First Name

X

123 Main Street
Anywhere, NJ 08666

Married

Rent

Other (specify e.g., share rent, live with relative, etc.)

County of Residence

Primary
Phone Atty
xxxxxxxxx

Monmouth, NJ

732-274-1600
xxxxxxxx
Fax Number Atty Fax

Secondary Phone

Own your home

Phone

Mailing Address (if different from above or Post Office Box number)

PO Box 123
Anywhere, NJ 08666-0123

732-274-1666
Provide information about your spouse.
Spouse's Last Name

Spouse's First Name

Date of Birth (mm/dd/yyyy)

Social Security Number

Doe

Jane

12/29/1967

987-65-4321

Provide information for all other persons in the household or claimed as a dependent.
Name

John Doe, Jr.
Mary Doe

Section 2

Age

12
8

Relationship

Claimed as a dependent
on your Form 1040?

X
X

Son
Daughter

Contributes to
household income?

X
X

Yes

No

Yes

No

Yes

No

Yes

Yes

No

Yes

No

Yes

No

Yes

No

No

Employment Information for Wage Earners

Complete this section if you or your spouse are wage earners and received a Form W-2. If you or your spouse have self-employment income (that is
you file a Schedule C, E, F, etc.) instead of, or in addition to wage income, you must also complete Business Information in Sections 4, 5, and 6.
Your Employer’s Name

Employer’s Address (street, city, state, zip code)

ABC Janitorial, LLC
Do you have an ownership interest in this
business?
Yes

X

No

Your Occupation

If yes, check the business interest that
applies:
Partner
Officer
Sole proprietor
How long with this employer

10 (years)

Manager

5555 Route 1 - Suite R
Monmouth Junction, NJ 08852

1 (months)

Spouse’s Employer's Name

Employer’s Address (street, city, state, zip code)

XYZ Consulting
Does your spouse have an ownership
interest in this business?
Yes

ISA

X

No

If yes, check the business interest that
applies:
Partner
Officer
Sole proprietor

Spouse's Occupation

How long with this employer

Clothing Designer

9 (years)
www.irs.gov

123 Mockingbird Lane
Dayton, NJ 08810

2 (months)
Form 433-A

(OIC) (Rev. 2-2016)
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Section 3

Personal Asset Information

Use the most current statement for each type of account, such as checking, savings, money market and online accounts, stored value cards (such as, a
payroll card from an employer), investment and retirement accounts (IRAs, Keogh, 401(k) plans, stocks, bonds, mutual funds, certificates of deposit), life insurance
policies that have a cash value, and safe deposit boxes. Asset value is subject to adjustment by IRS based on individual circumstances. Enter the total
amount available for each of the following (if additional space is needed include attachments).
Round to the nearest dollar. Do not enter a negative number. If any line item is a negative number, enter "0".

Cash and Investments (domestic and foreign)
Cash

X

Checking

Savings

Money Market/CD

Online Account

Bank Name

Account Number

PNC Bank, Princeton, NJ
Savings
X Checking

1000-5678
Money Market/CD

Online Account

Bank Name

Account Number

Fleet Bank, Rocky Hill, NJ

1000-0123

Stored Value Card

(1a) $

275

(1b) $

100

Stored Value Card

Total of bank accounts from attachment

(1c) $

Add lines (1a) through (1c) minus ($1,000) =

(1) $

375

=

(2a) $

6,218

=

(2b) $

Total investment accounts from attachment. [current market value X.8 minus loan balance(s)]

(2c) $

Add lines (2a) through (2c) =

(2) $

6,218

=

(3a) $

6,277

=

(3b) $

Total of retirement accounts from attachment. [current market value X .8 minus loan balance(s)]

(3c) $

Add lines (3a) through (3c) =

(3) $

6,277

=

(4a) $

12,707

=

(4b) $

Add lines (4a) through (4b) =

(4) $

Investment Account:

X

Stocks

Bonds

Other

Name of Financial Institution

Account Number

SEE RIDER #1

SEE RIDER #1

Current Market Value

Minus Loan Balance

7,773

$
Investment Account:

6,218

X .8 = $

Stocks

Bonds

Other

Name of Financial Institution

Account Number

Current Market Value

Minus Loan Balance

$

X .8 = $

Retirement Account:

401K

Name of Financial Institution

SEE RIDER#1

X

IRA

– $

Other

New multiplier - was .7

Account Number

SEE RIDER #1

Current Market Value

Minus Loan Balance

$

6,277

X .8 = $

Retirement Account:

0

– $

401K

IRA

Other

Name of Financial Institution

Account Number

Current Market Value
$

– $

Minus Loan Balance
X .8 = $

– $

Cash Value of Life Insurance Policies
Name of Insurance Company

Policy Number

East River Savings Bank

63-0123456

Current Cash Value
$

Minus Loan Balance

20,000

Total cash value of life insurance policies from attachment
$

7,293

– $

Minus Loan Balance(s)
– $

www.irs.gov

Form 433-A
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Name of Institution

Address

Type of Account

Merrill Lynch

333 Phornall Ave.
Edison, NJ

Money Market

Oppenheimer

PO Box 5270
Denver, CO

Brokerage

200 Shares J.J. Smith, Inc.

123 Main Street
Anywhere, NJ

N/A

208 shares of
Trust Co. of NJ

5 Hartman Place
Belle Mead, NJ

Account #

Balance

11111111

1,059

4444444

960

N/A

0

5,754

Total Investment Accounts

7,773

Merrill Lynch

333 Phornall Ave.
Edison, NJ

IRA

22222222

6,165

Oppenheimer

PO Box 5270
Denver, CO

IRA

33333333

2,891

Scudder Trust Co.
International Growth

PO Box 2291
Boston, MA

IRA

5555555

1,037

Newberger Berman

605 Third Ave.
New York, NY

IRA

6666666

920

Subotal - IRA Accounts
-Less: 5% Allowance for Costs of Liquidation
Net Value before taxes
-Less: Anticipated Taxes Upon Liquidation (40%)
Current Market Value - Retirement Accounts

11,013
(551)
10,462
(4,185)
6,277

Note: Jane Doe is the owner of record or the beneficiary of each of the items above.
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Section 3 (Continued)

Personal Asset Information

Real Estate (Enter information about any house, condo, co-op, time share, etc. that you own or are buying)
Property Address (Street Address, City, State, ZIP Code)

Primary Residence

X

Residence
123 Main Street
Anywhere, NJ 08666

10/23/1990

County and Country

Date of Final Payment

Monmouth County, NJ, USA

12/23/2020

How title is held (joint tenancy, etc.)

Description of Property

No

Date Purchased

joint

residential home
Minus Loan Balance (Mortgages, etc.)

Current Market Value

410,000

$

Yes

X .8 = $

328,000

322,000

– $

Property Address (Street Address, City, State, ZIP Code)

(Total Value of Real Estate) =

Primary Residence

Yes

(5a) $

6,000

No

Date Purchased

County and Country

Date of Final Payment

How title is held (joint tenancy, etc.)

Description of Property

Minus Loan Balance (Mortgages, etc.)

Current Market Value
$

X .8 = $

– $

(Total Value of Real Estate) =

(5b) $

Total value of property(s) from attachment [current market value X .8 minus any loan balance(s)]

(5c) $

Add lines (5a) through (5c) =

(5) $

6,000

Total value of vehicle (if the vehicle
is leased, enter 0 as the total value) =

(6a) $

7,330

Subtract $3,450 from line (6a)
(If line (6a) minus line (6b) is a negative number, enter "0")

(6b) $

Vehicles (Enter information about any cars, boats, motorcycles, etc. that you own or lease)
Vehicle Make & Model

Year

Date Purchased

Volvo - Wagon

2005

2005

Lease

Name of Creditor

Loan
Current Market Value

9,162

$

76,000

Date of Final Payment

Monthly Lease/Loan Amount

paid

$

X .8 = $

7,330

– $

Year

Date Purchased

Nissan
X Lease

2011

N/A

Name of Creditor

Nissan Motors

Current Market Value
$

0

Minus Loan Balance (Mortgages, etc.)

Vehicle Make & Model

Loan

Mileage

3,880

Mileage

58,685

Date of Final Payment

Monthly Lease/Loan Amount

2/2/2018

$

375

Minus Loan Balance (Mortgages, etc.)
Total value of vehicle (if the vehicle
is leased, enter 0 as the total value) =

(6c) $

If you are filing a joint offer, subtract $3,450 from line (6c)
(If line (6c) minus line (6d) is a negative number, enter "0")

(6d) $

Total value of vehicles listed from attachment [current market value X .8 minus any loan balance(s)]

(6e) $

X .8 = $

0

– $

xx through (6e) =
Total lines (6a)

(6) $

6b

www.irs.gov
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Section 3 (Continued)

Personal Asset Information

Other valuable items (artwork, collections, jewelry, items of value in safe deposit boxes, interest in a company or business that is not publicly traded, etc.)
Note: Do not include clothing, furniture and other personal effects.

sec. 6334(a)(2) Personal
Property Exemption - $9,120
in 2016

Description of asset:

Minus Loan Balance

Current Market Value
$

X .8 = $

– $

=

(7a) $

=

(7b) $

Total value of valuable items listed from attachment [current market value X .8 minus any loan balance(s)]

(7c) $

Description of asset:

Minus Loan Balance

Current Market Value
$

X .8 = $

– $

Add lines (7a) through (7c) =

(7) $
Box A
Available Individual Equity in
Assets

Do not include amount on the lines with a letter beside the number. Round to the nearest whole dollar.
Do not enter a negative number. If any line item is a negative, enter "0" on that line.

Add lines (1) through (7) and enter the amount in Box A = $

35,457

NOTE: If you or your spouse are self-employed, Sections 4, 5, and 6 must be completed before continuing with Sections 7 and 8.

Section 4

Self-Employed Information

If you or your spouse are self-employed (e.g., files Schedule(s) C, E, F, etc.), complete this section.
Is your business a sole proprietorship?
Yes

Address of Business (If other than personal residence)

No

Name of Business

Business Telephone Number

Employer Identification Number

Business Website

Description of Business

Total Number of Employees

Frequency of Tax Deposits

Do you or your spouse have any other business interests? Include any
interest in an LLC, LLP, corporation, partnership, etc.
Yes

Trade Name or DBA

Average Gross Monthly
Payroll $

Business Address (Street, City, State, ZIP code)

) Title:

(Percentage of ownership:

No
Business Name

Business Telephone Number

Employer Identification Number

Type of business (Select one)
Partnership

LLC

Corporation

Section 5

Other

Business Asset Information (for Self-Employed)

List business assets such as bank accounts, tools, books, machinery, equipment, business vehicles and real property that is owned/leased/rented. If
additional space is needed, attach a list of items. Do not include personal assets listed in Section 3.
Round to the nearest whole dollar. Do not enter a negative number. If any line item is a negative number, enter "0".
Cash

Checking

Savings

Money Market/CD

Online Account

Bank Name

Stored Value Card

Account Number
(8a) $

Cash

Checking

Savings

Money Market/CD

Online Account

Bank Name

Stored Value Card

Account Number
(8b) $

www.irs.gov

Total bank accounts from attachment

(8c) $

Add lines (8a) through (8c) =

(8) $
Form 433-A
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Section 5 (Continued)

Business Asset Information (for Self-Employed)

Description of asset:

(if leased or used in the
production of income, enter 0
as the total value)

=

(9a) $

(if leased or used in the
production of income, enter 0
as the total value)

=

(9b) $

Total value of assets listed from attachment [current market value X .8 minus any loan balance(s)]

(9c) $

Current Market Value
$

Minus Loan Balance
X .8 = $

– $

Description of asset:
Current Market Value
$

Minus Loan Balance
X .8 = $

– $

Add lines (9a) through (9c) =
IRS allowed deduction for professional books and tools of trade –

Enter the value of line (9) minus line (10). If less than zero enter zero. =

(9) $
(10) $ [4,560]

(11) $

Notes Receivable
Do you have notes receivable?

Yes

No

If yes, attach current listing that includes name(s) and amount of note(s) receivable.
Accounts Receivable
Do you have accounts receivable, including e-payment, factoring
companies, and any bartering or online auction accounts?

Yes

No

If yes, you may be asked to provide a list of your account(s) receivable.
Do not include amounts from the lines with a letter beside the number [for example: (9c)].
Round to the nearest whole dollar.
Do not enter a negative number. If any line item is a negative, enter "0" on that line.

Box B
Available Business Equity in
Assets

Add lines (8) and (11) and enter the amount in Box B = $

Section 6

Business Income and Expense Information (for Self-Employed)

If you provide a current profit and loss (P&L) statement for the information below, enter the total gross monthly income on line 17 and your monthly
expenses on line 29 below. Do not complete lines (12) - (16) and (18) - (28). You may use the amounts claimed for income and expenses on your most
recent Schedule C; however, if the amount has changed significantly within the past year, a current P&L should be submitted to substantiate the claim.
Round to the nearest whole dollar. Do not enter a negative number. If any line item is a negative number, enter "0".
Business Income (You may average 6-12 months income/receipts to determine your Gross monthly income/receipts.)
Gross receipts

(12) $

Gross rental income

(13) $

Interest income

(14) $

Dividends

(15) $

Other income

(16) $

Add lines (12) through (16) = (17) $
Business Expenses (You may average 6-12 months expenses to determine your average expenses.)
Materials purchased (e.g., items directly related to the production of a product or service)

(18) $

Inventory purchased (e.g., goods bought for resale)

(19) $

Gross wages and salaries

(20) $

Rent

(21) $

Supplies (items used to conduct business and used up within one year, e.g., books, office supplies, professional equipment, etc.)

(22) $

Utilities/telephones

(23) $

Vehicle costs (gas, oil, repairs, maintenance)

(24) $

Business Insurance

(25) $

Current Business Taxes (e.g., Real estate, excise, franchise, occupational, personal property, sales and employer's portion of
employment taxes)

(26) $

Secured debts (not credit cards)

(27) $

Other business expenses (include a list)

(28) $

Add lines (18) through (28) = (29) $
Round to the nearest whole dollar.
Do not enter a negative number. If any line item is a negative, enter "0" on that line.

Box C
Net Business Income

Subtract line (29) from line (17) and enter the amount in Box C = $
www.irs.gov
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Section 7

Monthly Household Income and Expense Information

Enter your household's gross monthly income. The information below is for yourself, your spouse, and anyone else who contributes to your household's
income. The entire household includes spouse, non-liable spouse, significant other, children, and others who contribute to the household. This is
necessary for the IRS to accurately evaluate your offer.

Monthly Household Income
Round to the nearest whole dollar.
Primary taxpayer
Wages

$

Social Security

+ $

Pension(s)

+ $

+

Other Income (e.g. unemployment)
Total primary
$
taxpayer income =

(30) $

Spouse
Wages

Social Security

Pension(s)

Other Income (e.g. unemployment)
Total spouse
$
+ $
+ $
+ $
income =
Additional sources of income used to support the household, e.g., non-liable spouse, or anyone else who may
contribute to the household income, etc.

(31) $

Interest and dividends

(33) $

Distributions (e.g., income from partnerships, sub-S Corporations, etc.)

(34) $

Net rental income

(35) $

Net business income from Box C

(36) $

Child support received

(37) $

Alimony received

(38) $
Round to the nearest whole dollar.
Do not enter a negative number. If any line item is a negative, enter "0" on that line.

See attachment to this
section which is
incorporated herein

(32) $

Box D
Total Household Income

Add lines (30) through (38) and enter the amount in Box D = $

9,105

Monthly Household Expenses
Enter your average monthly expenses.

Note: For expenses claimed in boxes (39) and (45) only, you should list the full amount of the allowable standard even if the
actual amount you pay is less. You may find the allowable standards at http://www.irs.gov/Businesses/Small-Businesses-&Self-Employed/Collection-Financial-Standards.
Round to the nearest whole dollar.
Food, clothing, and miscellaneous (e.g., housekeeping supplies, personal care products , minimum payment on credit card).
A reasonable estimate of these expenses may be used.

(39) $

Housing and utilities (e.g., rent or mortgage payment and average monthly cost of property taxes, home insurance,
maintenance, dues, fees and utilities including electricity, gas, other fuels, trash collection, water, cable television and internet,
telephone, and cell phone).

(40) $

Vehicle loan and/or lease payment(s)

(41) $

Vehicle operating costs (e.g., average monthly cost of maintenance, repairs, insurance, fuel, registrations, licenses,
inspections, parking, tolls, etc.). A reasonable estimate of these expenses may be used.

(42) $

Public transportation costs (e.g., average monthly cost of fares for mass transit such as bus, train, ferry, taxi, etc.). A
reasonable estimate of these expenses may be used.

(43) $

Health insurance premiums

(44) $

See attachment to
this
section which is
incorporated herein

Out-of-pocket health care costs (e.g. average monthly cost of prescription drugs, medical services, and medical supplies like
eyeglasses, hearing aids, etc.)

(45) $

Court-ordered payments (e.g., monthly cost of any alimony, child support, etc.)

(46) $

Child/dependent care payments (e.g., daycare, etc.)

(47) $

Life insurance premiums

(48) $

Current monthly taxes (e.g., monthly cost of federal, state, and local tax, personal property tax, etc.)

(49) $

www.irs.gov
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Section 7

Monthly Household Income and Expense Information (Continued)

Secured debts (e.g., any loan where you pledged an asset as collateral not previously listed, government guaranteed Student
Loan)

(50) $

Enter the amount of your monthly delinquent State and/or Local Tax payment(s)

(51) $
Box E
Total Household Expenses

Round to the nearest whole dollar.
Do not enter a negative number. If any line item is a negative, enter "0" on that line.

Add lines (39) through (51) and enter the amount in Box E = $

8,744

Box F
Remaining Monthly Income

Round to the nearest whole dollar.
Do not enter a negative number. If any line item is a negative, enter "0" on that line.

Subtract Box E from Box D and enter the amount in Box F = $

Section 8

361

Calculate Your Minimum Offer Amount

The next steps calculate your minimum offer amount. The amount of time you take to pay your offer in full will affect your minimum offer amount. Paying
over a shorter period of time will result in a smaller minimum offer amount.
Round to the nearest whole dollar.
If you will pay your offer in 5 or fewer payments within 5 months or less, multiply "Remaining Monthly Income" (Box F) by 12 to get "Future Remaining
Income" (Box G). Do not enter a number less than $0.

Enter the total from Box F

Box G Future Remaining Income

$

361

$

X 12 =

4,332

If you will pay your offer in 6 to 24 months, multiply "Remaining Monthly Income" (Box F) by 24 to get "Future Remaining Income" (Box H). Do not enter
a number less than $0.

Enter the total from Box F

Box H Future Remaining Income

$

$

X 24 =

Determine your minimum offer amount by adding the total available assets from Box A and Box B (if applicable) to the amount in either Box G or Box H.

Enter the amount from Box A
plus Box B (if applicable)
$

35,457

Enter the amount from either
Box G or Box H

+

$

4,332

Offer Amount
Your offer must be more than zero ($0). Do
not leave blank. Use whole dollars only.

=

$

39,789

If you cannot pay the Offer Amount shown above due to special circumstances, explain on the Form 656, Offer in
Compromise, Section 1, Low Income Certification. You must offer an amount more than $0.
Section 9
Additional information IRS needs to
consider settlement of your tax debt. If you
or your business are currently in a
bankruptcy proceeding, you are not eligible
to apply for an offer.

Other Information
Are you the beneficiary of a trust, estate, or life insurance policy?
Yes

X

No

Are you currently in bankruptcy?
Yes

X

Have you filed bankruptcy in the past 10 years?

No

Yes

Discharge/Dismissal Date (mm/dd/yyyy)

X

No

Location Filed

Are you or have you been party to a lawsuit?
Yes

X

No

If yes, date the lawsuit was resolved: (mm/dd/yyyy)

In the past 10 years, have you transferred any assets for less than their full value?
Yes

X

No

If yes, date the asset was transferred: (mm/dd/yyyy)

In the past 3 years have you transferred any real property (land, house, etc.)?
Yes

X

No

If yes, list the type of property and date of the transfer.

Have you lived outside the U.S. for 6 months or longer in the past 10 years?
Yes

X

No

Do you have any funds being held in trust by a third party?
Yes

X

No

If yes, how much $

www.irs.gov
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Section 10

Signatures

Under penalties of perjury, I declare that I have examined this offer, including accompanying documents, and to the best of my knowledge it
is true, correct, and complete.

Signature of Taxpayer

Date (mm/dd/yyyy)

Signature of Spouse

Date (mm/dd/yyyy)

Remember to include all applicable attachments listed below.

Copies of the most recent pay stub, earnings statement, etc., from each employer
Copies of the most recent statement for each investment and retirement account
Copies of the most recent statement, etc., from all other sources of income such as pensions, Social Security, rental income,
interest and dividends (including any received from a related partnership, corporation, LLC, LLP, etc.), court order for child
support, alimony, and rent subsidies
Copies of bank statements for the three most recent months
Copies of the most recent statement from lender(s) on loans such as mortgages, second mortgages, vehicles, etc., showing
monthly payments, loan payoffs, and balances
List of Notes Receivable, if applicable
Verification of delinquent State/Local Tax Liability, if applicable
Documentation to support any special circumstances described in the “Explanation of Circumstances” on Form 656, if applicable
Attach a Form 2848, Power of Attorney, if you would like your attorney, CPA, or enrolled agent to represent you and you do not
have a current form on file with the IRS.
Completed and signed Form 656

www.irs.gov
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John & Jane Doe
Section 7 Substitute - Monthly Household Income
I.R.S. Form 433A (OIC)

07/06/2016
Page 1 of 2

Monthly Income
Total
John
4,050
4,050

Total Income
30 Taxpayer - Wages
Taxpayer - Social Security

---

---

Taxpayer - Pension
Other Income (i.e. Unemployment)

-----

-----

31 Spouse - Wages
Spouse - Social Security
Spouse - Pension
Other Income (i.e. Unemployment)

0
-------

0
-------

32 Other Income (Not a Line Item on new Form 433A (OIC)

---

---

33
34
35
36
37
38

Interest & Dividends
Distributions (partnerships, S Corporations)
Net Rental Income
Net Business Income
Child Support Received
Alimony Received

(Jane)

(Jane)

Total Household Income (Box D)

Tax Computation
AGI

U.S.
109,260

5
0
0
5,050
-----

-----

9,105

4,050

NJ
109,260

State Income Taxes
SDI/SUI Taxes
Mortgage Interest (90% of Mortgage Payments)
Real Estate Taxes

(3,540)
(240)
(35,899)
(6,000)

------(6,000)

Exemptions (2015)

(16,000)

(6,000)

47,581

97,260

6,215

3,544

Taxable Income
Income Tax - Annual

0
0
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John & Jane Doe
07/06/2016
Section 7 Substitute - Monthly Household Expenses
Page 2 of 2
I.R.S. Form 433A (OIC)
Monthly Expenses
Total
John

Living Expenses
--------------39 Food, Clothing, and Misc. (National Standards)
40 Housing & Utilities (J)
-Mortgage
-Real Estate Taxes
-Gas, Electric, & Other Utilities
-Insurance
-Telephone/Internet/Cable
-Telephone
- Less: Excess over National Standards
41 Vehicle Ownership Costs
-Automobile #1 - Leased
-Automobile #2 - 2005 Volvo

1,509

672

P

3,291

1,464

P

328

D

308

T/D

3,324
500
175
65
125
75
(973)

328
0
328

42 Vehicle Operating Costs
-Automobile Operating Expenses
-Automobile Operating Expenses
-Over 75,000 Miles or more than 6 years old

308
308
200

43 Public Transportation Costs

816
0

0

44 Health Insurance Premiums

0

0

45 Out of Pocket Health Care Costs
-Per Tables - John
-Per Tables - Jane
-Per Tables - Children (2)
-Dental Bills
-Physician Bills
-Eyecare, glasses & contact lenses
-Prescription Medicines

130
54
108

292
0
0
105

46 Court Ordered Payments (e.g. alimony, child support, etc.)
47 Child/Dependent Care payments
48 Life Insurance Premiums
49 Current Taxes
-U.S. Income (Adjust for Disallowed Interest & Taxes)
-U.S. FICA (Taxpayer)
-U.S. FICA (Spouse)
-New Jersey Gross Income Taxes
-N.J. SUI/SDI

518
310
714
295
20

130
0
48

D
D
P

105

D

231
310
0
131
20

P
D
D
P
D

178
146

P
D

1,857
0

50 Other Secured Debts
50 Deliquent State and Local Taxes
Other Expenses
-Tax Advice & Preparation (J)
-Disability Insurance

400
146
546

Total Household Expenses (Box 4)
Excess (Shortfall) of Total Income
over Total Expenses (Box E)
Taxpayer Percentage:
Taxpayer Excess (shortfall)
Ability to Pay times 12:
-Family
-Taxpayer only

8,744

361

4,071

(21)

44.5%
161

4,332
1,932

0

Notes: P = Proportionate to Income; D = Direct; T = IRS Tables
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John & Jane Doe
07/06/2016
Section 7 Substitute - Monthly Household Expenses
Page 2 of 2
I.R.S. Form 433A (OIC)
Monthly Expenses
Total
John

Living Expenses
--------------39 Food, Clothing, and Misc. (National Standards)
40 Housing & Utilities (J)
-Mortgage
-Real Estate Taxes
-Gas, Electric, & Other Utilities
-Insurance
-Telephone/Internet/Cable
-Telephone
- Less: Excess over National Standards
41 Vehicle Ownership Costs
-Automobile #1 - Leased
-Automobile #2 - New Car

1,509

672

P

3,291

1,464

P

328

D

308

T/D

3,324
500
175
65
125
75
(973)

328
525
853

42 Vehicle Operating Costs
-Automobile Operating Expenses
-Automobile Operating Expenses
-Over 75,000 Miles or more than 6 years old

308
308
0

43 Public Transportation Costs

616
0

0

44 Health Insurance Premiums

0

0

45 Out of Pocket Health Care Costs
-Per Tables - John
-Per Tables - Jane
-Per Tables - Children (2)
-Dental Bills
-Physician Bills
-Eyecare, glasses & contact lenses
-Prescription Medicines

130
54
108

292
0
0
105

46 Court Ordered Payments (e.g. alimony, child support, etc.)
47 Child/Dependent Care payments
48 Life Insurance Premiums
49 Current Taxes
-U.S. Income (Adjust for Disallowed Interest & Taxes)
-U.S. FICA (Taxpayer)
-U.S. FICA (Spouse)
-New Jersey Gross Income Taxes
-N.J. SUI/SDI

518
310
714
295
20

130
0
48

D
D
P

105

D

231
310
0
131
20

P
D
D
P
D

178
146

P
D

1,857
0

50 Other Secured Debts
50 Deliquent State and Local Taxes
Other Expenses
-Tax Advice & Preparation (J)
-Disability Insurance

400
146
546

Total Household Expenses (Box 4)
Excess (Shortfall) of Total Income
over Total Expenses (Box E)
Taxpayer Percentage:
Taxpayer Excess (shortfall)
Ability to Pay times 12:
-Family
-Taxpayer only

9,069

36

4,071

(21)

44.5%
16

432
192

0

Notes: P = Proportionate to Income; D = Direct; T = IRS Tables
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Home Value
Fair Market Value
Quick Sale Factor
Less: Mortgage

$ 410,000
x 80%
$ 328,000
($ 322,000)

Net Home Value

$

6,000
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Print

Email Reports

This data set was prepared on 06/30/2009

Export Reports

as electronic file number 68706342 .

204 SANDFORD
NEW BRUNSWICK,NJ 08901
Owner: KEY MANAGEMENT CO
County: MIDDLESEX, NJ
Value

$313,000

Confidence

46

Highest Reasonable

$349,000

Forecasted Standard
Deviation

20

Lowest Reasonable

$277,000
This property is a SFR
Success - Valuation Successful.
Reported Property Information
13-002380000-00020

Sale Date

07/01/1987

APN

Sale Price

$171,000

Census Tract

Sale Code

Full

Year Built

Loan Amount

Living Area (sf)

Prior Sale Date

12/1977

Lot Area (sf)

Prior Sale Price

$40,500

Total Rooms

Prior Sale Code

Undefined

Bedrooms

Assessed Date

2009

Baths

Assessor's Value

$135,400

Stories

Assessor's Land Value

$23,400

A/C

Assessor's Improvement Value

2,700

2

Pool

Neighborhood Sales for
204 SANDFORD
NEW BRUNSWICK,NJ 08901
The following properties are recently reported sales found in the immediate vicinity of the subject property.
These properties, and others, are believed to be full value transfers or may represent an estimate of sale.
Sale 1 - 228 POWERS, NEW BRUNSWICK NJ 08901 (Radius: 0.00 miles)
Sale Date

10/01/2008

APN

Assessed

Sale Price

$275,000

Owner

A/C

Loan Amount

Year Built

Pool

Prior Sale Date

Rooms

Prior Sale Price

Living Area (sf)

2,536

Parking

Lot Area (sf)

2,500

Stories

-

-

/ /

$135,900

Fireplace

2

http://pro.realquest.com/...&action=confirm&type=getreport&recordno=0&reportoptions=0&1246382418891&1246382418891[6/30/2009 1:20:51 PM]
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See Below

16 Whitey Ford Drive
Astoria, NY

1 Bobby Richardson St. See Below
Sumter, South Carolina

City Residence

Beach House

1999

2003

2005

<HDU
3XUFKDVHG

125,000

139,500

525,000

3XUFKDVH
3ULFH

0DSOHZRRG
5RDG
)LUVW0RUWJDJH
Wells Fargo Home Mortgage
P.O. Box 11701
Newark, NJ 07101-4701
866-234-8271
6HFRQG0RUWJDJH
PNC Bank
)RUPHUO\1DWLRQDO&LW\
P.O. Box 856177
Louisville, KY 40285
(877) 762-9122

6WHHSOHYLHZ'ULYH

)LUVW0RUWJDJH
Wells Fargo Home Mortgage
P.O. Box 11701
Newark, NJ 07101-4701
866-234-8271

6HFRQG0RUWJDJH
JP Morgan Chase
1111 Polaris Parkway
West Chester, PA 19382

(589,287.17)

(76,313.00) **

(179,190.44)

(333,783.73)

VW
0RUWJDJH
%DODQFH

63,687.00

19,809.56

28,716.27

$PRXQWRI
(TXLW\

(112,500.00) 112,212.83

(112,500.00)

QG
0RUWJDJH
%DODQFH

08/16/2012

4,946.67

793.00

1,504.91

2,648.76

286.27

286.27

VW0RUWJDJH QG0RUWJDJH
0RQWKO\
0RQWKO\
3D\PHQW
3D\PHQW

)LUVW0RUWJDJH
Chase
P.O. Box 78148
Phoenix, AZ 85062-8148
800-848-9136

6WRFNWRQ$YHQXH

*NOTE: Current FMV represents Taxpayers' 50% interest in property.
**NOTE: Taxpayer is responsibile for 62.414% of mortgage balance based upon a 2003
refinancing of $145,000 from which the Taxpayer took $36,000 ($34,000 cash and $2,
000 cost of financing).

814,000.00

140,000.00 *

199,000.00

475,000.00

&XUUHQW
)09

Harris & Ronnnie Masters
Form 433-A (OIC)
Sample Rider

0RUWJDJH+ROGHUV

NOTE: FMV TO BE ADJUSTED FOR 20% QUICK SALE VALUE

2QH+DOI2ZQHUVKLS

See Below

)XOO$GGUHVV

/HQGRU
)XOO$GGUHVV

Primary Residence 7 Mickey Mantle Way
Spavinaw, OK

3URSHUW\/RFDWLRQ
'HVFULSWLRQ

Section 3- Real Estate

L:\EMD\433Case11.123
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NetRealizableValue
John
Bank Acct

Jane
$375

Investments

$6,218

Retirement

$6,277

Life Insurance

$12,707

Auto

$3,880

Home @ 80%

______

$6,000

Totals

$12,707

$22,750

Joint Total

\/
$35,457
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5.8.5.20 (09-30-2013)
Future Income
1.
2.

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. IRM 5.8.5.25, Calculation of Future Income, table for
calculation.
As a general rule, the taxpayer’s current income should be used in the analysis of future ability to pay.
Note:
This may include situations where the taxpayer’s income is recently reduced based on a change in occupation or employment
status.

3.

Consideration should be given 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.

4.

Situations that may warrant placing a different value on future income than current or past income indicates are discussed in
the table below. Additionally, securing a future income collateral agreement based on the taxpayer’s earnings potential may
be appropriate and are discussed in more detail in IRM 5.8.5.21, Future Income Collateral Agreements, and IRM 5.8.6,
Collateral Agreements.
If…
Then…
Income will increase or decrease
Adjust the amount or number of payments to what is expected during the appropriate
or current necessary expenses will
number of months.
increase or decrease
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:

A taxpayer is temporarily or
recently unemployed or
underemployed

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, use the taxpayer’s previous annual income or you may use
income averaging 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. Use the anticipated income
once the taxpayer is fully employed.
Contact the taxpayer to discuss the expected future level of income. When considering
future income, also allow anticipated increases in necessary living expenses and/or
A taxpayer is unemployed and is applicable taxes.
not expected to return to their
previous occupation or previous Note:
level of earnings
Each case should be judged on its own merit, including consideration of special
circumstances or ETA issues.
Do not income average. The taxpayer’s current income should be used in the future
A taxpayer is long-term
income calculation. If there is a verified expectation the taxpayer will be securing
unemployed
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.
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If…

Then…
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. Using the
taxpayer’s current income with a future income collateral agreement may be appropriate.
Do not income average. Use the taxpayer’s current income.

A taxpayer is long-term
underemployed

Example:
The taxpayer was previously employed in a manufacturer plant making $75,000 per year.
There are currently no opportunities for the taxpayer to secure employment making the
same rate of pay as their prior job. Their income is now $25,000 per year with no
anticipated increase. Use the current income only.
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:

A taxpayer has an irregular
The taxpayer is a stock broker whose income in 2011 was $150,000 and income in 2012
employment history or fluctuating was $25,000. In this case, you should consider income averaging the prior three years or
income
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.
Reduce the number of payments to the appropriate number of months it is anticipated the
taxpayer will continue working. Consider special circumstance situations when making
any adjustments.
A taxpayer is in poor health and
their ability to continue working is Example:
questionable
Taxpayer has a serious health issue and it is anticipated they will be unable to work after
six months. Use the taxpayer’s current income for six months then reduce their income to
the anticipated amount they will be receiving after they are unable to work.
If the taxpayer can substantiate retirement is imminent, adjust the taxpayer’s future
earnings and expenses accordingly. If it cannot be substantiated, base the calculation on
current earnings. At this point, it may be appropriate to discuss other options available to
the taxpayer, for example an installment agreement.
Example:

A taxpayer is close to retirement
and has indicated they will be
retiring

(1) The taxpayer is 65 years of age and has indicated they will retire at the age of 66. They
provide copies of documents that have been submitted to their employer discussing their
retirement date. Use the taxpayer’s current income until the taxpayer’s anticipated
retirement date, then adjust the taxpayer’s income to reflect the amount expected in
retirement.
Example:

(2) The taxpayer is 62 years of age, the taxpayer is in good health, and their income has
remained stable for the past three years. The taxpayer states they would like to retire at
age 65. Use 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.
A taxpayer will file a petition for Consider reducing the value of future income. The total value of future income should not
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If…
liquidating bankruptcy

5.

Then…
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, also consider the intangible value to the taxpayer of avoiding
bankruptcy. Refer to IRM 5.8.10.2, Bankruptcy.

Judgment should be used in determining the appropriate time to apply income averaging on a case by case basis. All
circumstances of the taxpayer should be considered when determining the appropriate application of income averaging,
including special circumstances and ETA considerations. Below are some examples of when income averaging may not be
appropriate.
Example:
(1) Taxpayer’s spouse has not worked for over two and one-half years and has no expectations of returning to work. Do not
average income for the spouse's past employment.
Example:
(2) Taxpayer has been unemployed for over one year and provided proof that Social Security Disability is the sole source of
income. Do 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 OE/OS 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. 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.

6.

In situations where the taxpayer’s income does not appear to meet their 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. Discussion with the
taxpayer/POA and a review of documents submitted by the taxpayer must take place to determine how the taxpayer is paying
current expenses and 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. Telephone contact is recommended to expedite the case processing.
Example:
(1) The taxpayer has been receiving gifts from their 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 they state 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 should be given to referring the taxpayer
and the business income tax return to Examination.
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 IET. This does not apply to professional gamblers.
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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. Discussion with the taxpayer or representative is necessary to clarify the discrepancy prior to including
the amount as additional income.
7.

Employees need to exercise good judgment when determining future income. The history must be clearly documented and
support the known facts and circumstances of the case and include analysis of the supporting documents. Each case needs to
be evaluated on its own particular set of facts and circumstances. The history must clearly explain the reasoning behind our
actions.

5.8.5.21 (09-30-2013)
Future Income Collateral Agreements
1.

2.
3.

In some instances, it may be difficult 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 will protect the government’s interest in
any substantial increase in the taxpayer’s earnings.
A future income collateral agreement is most appropriate in situations 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. See
IRM 5.8.6.2.1.1, Form 2261/2261-A Completion, for instructions on completing future income collateral agreements.
Example:
(1) A taxpayer is currently in medical school; upon graduation income should increase dramatically. 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. 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 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 their offer to the RCP amount. If the taxpayer is not
willing to increase their offer to the RCP amount, the offer should be rejected.
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Individuals Topics
Online Tools
Taxpayer Advocate Service
Affordable Care Act Tax
Provisions

Collection Financial Standards
Disclaimer: IRS Collection Financial Standards are intended for use in calculating repayment
of delinquent taxes. These Standards are effective on March 28, 2016 for purposes of federal
tax administration only. Expense information for use in bankruptcy calculations can be found
on the website for the U. S. Trustee Program.
We have added links below for all of the standards to enable you to download a PDF version
for printing. Please note that the standards change, so if you elect to print them, check back
periodically to assure you have the latest version.
General
Collection Financial Standards are used to help determine a taxpayer's ability to pay a delinquent
tax liability. Allowable living expenses include those expenses that meet the necessary expense
test. The necessary expense test is defined as expenses that are necessary to provide for a
taxpayer’s (and his or her family's) health and welfare and/or production of income.
National Standards for food, clothing and other items apply nationwide. Taxpayers are allowed the
total National Standards amount monthly for their family size, without questioning the amount
actually spent.
National Standards have also been established for minimum allowances for out-of-pocket health
care expenses. Taxpayers and their dependents are allowed the standard amount monthly on a per
person basis, without questioning the amount actually spent.
Maximum allowances for monthly housing and utilities and transportation, known as the Local
Standards, vary by location. In most cases, the taxpayer is allowed the amount actually spent, or
the local standard, whichever is less.
Generally, the total number of persons allowed for necessary living expenses should be the same
as those allowed as exemptions on the taxpayer’s most recent year income tax return.
If the IRS determines that the facts and circumstances of a taxpayer’s situation indicate that using
the standards is inadequate to provide for basic living expenses, we may allow for actual
expenses. However, taxpayers must provide documentation that supports a determination that
using national and local expense standards leaves them an inadequate means of providing for basic
living expenses.

National Standards: Food, Clothing and Other Items
National Standards have been established for five necessary expenses: food, housekeeping
supplies, apparel and services, personal care products and services, and miscellaneous.
The National Standard for Food, Clothing and Other Items includes an amount for miscellaneous
expenses. This miscellaneous allowance is for expenses taxpayers may incur that are not included
in any other allowable living expense items, or for any portion of expenses that exceed the
Collection Financial Standards and are not allowed under a deviation.
The standards are derived from the Bureau of Labor Statistics Consumer Expenditure Survey. The
survey collects information from the Nation's households and families on their buying habits
(expenditures), income and household characteristics.
Additional information and the standard amounts are available on our National Standards for Food,
Clothing and Other Items web page. You may also download the standards in PDF format for
printing.
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National Standards: Out-of-Pocket Health Care Expenses
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Out-of-Pocket Health Care standards have been established for out-of-pocket health care expenses
including medical services, prescription drugs, and medical supplies (e.g. eyeglasses, contact
lenses, etc.).
The table for health care allowances is based on Medical Expenditure Panel Survey data and uses
an average amount per person for taxpayers and their dependents under 65 and those individuals
that are 65 and older.
The out-of-pocket health care standard amount is allowed in addition to the amount taxpayers pay
for health insurance.
You may also download the standards in PDF format for printing. Additional information and the
standard amounts are available on our Out-of-Pocket Health Care Standards web page.

Local Standards: Housing and Utilities
The housing and utilities standards are derived from U.S. Census Bureau, American Community
Survey and BLS data, and are provided by state down to the county level. The standard for a
particular county and family size includes both housing and utilities allowed for a taxpayer’s primary
place of residence. Housing and utilities standards are also provided for Puerto Rico.
Housing and Utilities standards include mortgage or rent, property taxes, interest, insurance,
maintenance, repairs, gas, electric, water, heating oil, garbage collection, residential telephone
service, cell phone service, cable television, and Internet service. The tables include five categories
for one, two, three, four, and five or more persons in a household.
Additional information and the standard amounts are available by state or territory on our Housing
and Utilities Standards web page. You may also download the standards in PDF format for printing.
Please be advised that the housing and utilities document is 146 printed pages.

Local Standards: Transportation
The transportation standards for taxpayers with a vehicle consist of two parts: nationwide figures for
monthly loan or lease payments referred to as ownership costs, and additional amounts for monthly
operating costs broken down by Census Region and Metropolitan Statistical Area (MSA). A
conversion chart has been provided with the standards that lists the states that comprise each
Census Region, as well as the counties and cities included in each MSA. The ownership cost
portion of the transportation standard, although it applies nationwide, is still considered part of the
Local Standards.
The ownership costs provide maximum allowances for the lease or purchase of up to two
automobiles if allowed as a necessary expense. A single taxpayer is normally allowed one
automobile.
The operating costs include maintenance, repairs, insurance, fuel, registrations, licenses,
inspections, parking and tolls.
If a taxpayer has a car payment, the allowable ownership cost added to the allowable operating cost
equals the allowable transportation expense. If a taxpayer has a car, but no car payment, only the
operating costs portion of the transportation standard is used to figure the allowable transportation
expense. In both of these cases, the taxpayer is allowed the amount actually spent, or the
standard, whichever is less.
There is a single nationwide allowance for public transportation based on BLS expenditure data for
mass transit fares for a train, bus, taxi, ferry, etc. Taxpayers with no vehicle are allowed the
standard, per household, without questioning the amount actually spent.
If a taxpayer owns a vehicle and uses public transportation, expenses may be allowed for both,
provided they are needed for the health, and welfare of the taxpayer or family, or for the production
of income. However, the expenses allowed would be actual expenses incurred for ownership costs,
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operating costs and public transportation, or the standard amounts, whichever is less.
Additional information and the standard amounts are available on our Transportation Standards web
page. You may also download the standards in PDF format for printing.

Six Year Rule for Repayment of Tax Liability
The Collection Financial Standards are used in cases requiring financial analysis to determine a
taxpayer's ability to pay. The vast majority of installment agreements secured by Collection
employees are streamlined agreements, which require little or no financial analysis and no
substantiation of expenses.
In cases where taxpayers cannot full pay and do not meet the criteria for a streamlined agreement,
they may still qualify for the six-year rule. The timeframe for this rule was increased in 2012 from
five years to six years.
The six-year rule allows for payment of living expenses that exceed the Collection Financial
Standards, and allows for other expenses, such as minimum payments on student loans or credit
cards, as long as the tax liability, including penalty and interest, can be full paid in six years.
Taxpayers are required to provide financial information in these cases, but do not have to provide
substantiation of reasonable expenses.

Recent Revisions
March 28, 2016
For 2016, some ALE amounts reflect a decrease from last year’s standard amounts based on
current data showing a decline in expenditures.
The revised standards are effective for financial analysis conducted on or after March 28, 2016.
Page Last Reviewed or Updated: 10-Apr-2016

https://www.irs.gov/businesses/small-businesses-self-employed/collection-financial-standards
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National Standards: Food, Clothing and
Other Items
Disclaimer: IRS Collection Financial Standards are intended for use in calculating repayment of
delinquent taxes. These Standards are effective on March 28, 2016 for purposes of federal tax
administration only. Expense information for use in bankruptcy calculations can be found on the
website for the U.S. Trustee Program.
Download the national standards for food, clothing and other items in PDF format for printing.
Please note that the standard amounts change, so if you elect to print them, check back
periodically to assure you have the latest version.
National Standards have been established for five necessary expenses: food, housekeeping
supplies, apparel and services, personal care products and services, and miscellaneous.
The standards are derived from the Bureau of Labor Statistics (BLS) Consumer Expenditure Survey
(CES) and defined as follows:
Food includes food at home and food away from home. Food at home refers to the total
expenditures for food from grocery stores or other food stores. It excludes the purchase of nonfood
items. Food away from home includes all meals and snacks, including tips, at fast-food, take-out,
delivery and full-service restaurants, etc.
Housekeeping supplies includes laundry and cleaning supplies, stationery supplies, postage,
delivery services, miscellaneous household products, and lawn and garden supplies.
Apparel and services includes clothing, footwear, material, patterns and notions for making clothes,
alterations and repairs, clothing rental, clothing storage, dry cleaning and sent-out laundry, watches,
jewelry and repairs to watches and jewelry.
Personal care products and services includes products for the hair, oral hygiene products, shaving
needs, cosmetics and bath products, electric personal care appliances, and other personal care
products.
The miscellaneous allowance is for expenses taxpayers may incur that are not included in any other
allowable living expense items, or for any portion of expenses that exceed the Collection Financial
Standards and are not allowed under a deviation. Taxpayers can use the miscellaneous allowance
to pay for expenses that exceed the standards, or for other expenses such as credit card
payments, bank fees and charges, reading material and school supplies.
Taxpayers are allowed the total National Standards amount monthly for their family size, without
questioning the amounts they actually spend. If the amount claimed is more than the total allowed
by the National Standards for food, housekeeping supplies, apparel and services, and personal care
products and services, the taxpayer must provide documentation to substantiate those expenses
are necessary living expenses. Deviations from the standard amount are not allowed for
miscellaneous expenses. Generally, the total number of persons allowed for National Standards
should be the same as those allowed as exemptions on the taxpayer’s most recent year income tax
return.
Expense

One
Person

Two
Persons

Three Persons Four Persons

Food

$307

$583

$668

$815

Housekeeping supplies

$30

$60

$60

$71

Apparel & services

$80

$148

$193

$227
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Personal care products &
services

$34

$61

$62

$74

Miscellaneous

$119

$231

$266

$322

Total

$570

$1,083

$1,249

$1,509

More than four persons
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Additional Persons Amount

For each additional person, add to four-person total allowance:

$341

Rate the Small Business and Self-Employed Website
Page Last Reviewed or Updated: 02-Jun-2016

https://www.irs.gov/businesses/small-businesses-self-employed/national-standards-food-clothing-and-other-items

Page 35 of 109

Page 36 of 109

New Jersey  Local Standards: Housing and
Utilities
Disclaimer: IRS Collection Financial Standards are intended for use in calculating repayment of
delinquent taxes. These Standards are effective on March 28, 2016 for purposes of federal tax
administration only. Expense information for use in bankruptcy calculations can be found on the
website for the U.S. Trustee Program.
The housing and utilities standards are derived from U.S. Census Bureau, American Community
Survey and Bureau of Labor Statistics data, and are provided by state down to the county level. The
standard for a particular county and family size includes both housing and utilities allowed for a
taxpayer's primary place of residence. Generally, the total number of persons allowed for
determining family size should be the same as those allowed as exemptions on the taxpayer's most
recent year income tax return.
Housing and utilities standards include mortgage or rent, property taxes, interest, insurance,
maintenance, repairs, gas, electric, water, heating oil, garbage collection, residential telephone
service, cell phone service, cable television, and Internet service. The tables include five categories
for one, two, three, four, and five or more persons in a household.
The taxpayer is allowed the standard amount, or the amount actually spent on housing and utilities,
whichever is less. If the amount claimed is more than the total allowed by the housing and utilities
standards, the taxpayer must provide documentation to substantiate those expenses are necessary
living expenses.
Maximum Monthly Allowance
County

Housing and
Utilities for a
Family of 1

Housing and
Utilities for a
Family of 2

Housing and
Utilities for a
Family of 3

Housing and
Utilities for a
Family of 4

Housing and
Utilities for a
Family of 5 or
more

Atlantic
County

1,807

2,123

2,237

2,494

2,535

Bergen
County

2,650

3,113

3,280

3,657

3,716

Burlington
County

1,936

2,274

2,396

2,672

2,715

Camden
County

1,813

2,130

2,244

2,502

2,542

Cape May
County

1,789

2,101

2,214

2,469

2,508

Cumberland
County

1,555

1,827

1,925

2,146

2,181

Essex
County

2,520

2,960

3,119

3,478

3,534

Gloucester
County

1,887

2,216

2,335

2,604

2,646

Hudson
County

2,426

2,850

3,003

3,348

3,402

Hunterdon

2,434

2,858

3,012

3,358

3,413
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County
Mercer
County

2,107

2,475

2,608

2,908

2,955

Middlesex
County

2,210

2,596

2,735

3,050

3,099

Monmouth
County

2,385

2,801

2,952

3,291

3,345

Morris
County

2,548

2,993

3,154

3,517

3,573

Ocean
County

1,898

2,229

2,349

2,619

2,661

Passaic
County

2,390

2,807

2,958

3,298

3,351

Salem
County

1,675

1,967

2,073

2,311

2,349

Somerset
County

2,455

2,883

3,038

3,387

3,442

Sussex
County

2,107

2,475

2,608

2,908

2,955

Union
County

2,422

2,845

2,998

3,343

3,397

Warren
County

2,036

2,391

2,520

2,810

2,855

Rate the Small Business and Self-Employed Website
Page Last Reviewed or Updated: 03-Jun-2016

https://www.irs.gov/businesses/small-businesses-self-employed/new-jersey-local-standards-housing-and-utilities
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https://www.irs.gov/businesses/small-businesses-self-employed/local-standards-transportation

Local Standards: Transportation
Disclaimer: IRS Collection Financial Standards are intended for use in calculating repayment of
delinquent taxes. These Standards are effective on March 28, 2016 for purposes of federal tax
administration only. Expense information for use in bankruptcy calculations can be found on the
website for the U.S. Trustee Program.
Download the transportation standards in PDF format for printing. Please note that the standard
amounts change, so if you elect to print them, check back periodically to assure you have the latest
version.
The transportation standards for taxpayers with a vehicle consist of two parts: nationwide figures for
monthly loan or lease payments referred to as ownership costs, and additional amounts for monthly
operating costs. The operating costs include maintenance, repairs, insurance, fuel, registrations,
licenses, inspections, parking and tolls (These standard amounts do not include personal property
taxes).

Ownership Costs

The ownership costs, shown in the table below, provide the monthly allowances for the lease or
purchase of up to two automobiles. A single taxpayer is normally allowed one automobile. For each
automobile, taxpayers will be allowed the lesser of:
1. the monthly payment on the lease or car loan, or
2. the ownership costs shown in the table below.
If a taxpayer has no lease or car loan payment, the amount allowed for Ownership Costs will be $0.

Operating Costs

In addition to Ownership Costs, a taxpayer is allowed Operating Costs, by regional and metropolitan
area, as shown in the table below. For each automobile, taxpayers will be allowed the lesser of:
1. the amount actually spent monthly for operating costs, or
2. the operating costs shown in the table below.

Public Transportation

There is a single nationwide allowance for public transportation based on Bureau of Labor Statistics
expenditure data for mass transit fares for a train, bus, taxi, ferry, etc. Taxpayers with no vehicle are
allowed the standard amount monthly, per household, without questioning the amount actually
spent.
If a taxpayer owns a vehicle and uses public transportation, expenses may be allowed for both,
provided they are needed for the health and welfare of the taxpayer or family, or for the production of
income. However, the expenses allowed would be actual expenses incurred for ownership costs,
operating costs and public transportation, or the standard amounts, whichever is less.
If the amount claimed for Ownership Costs, Operating Costs or Public Transportation is more than
the total allowed by the transportation standards, the taxpayer must provide documentation to
substantiate those expenses are necessary living expenses.
Public Transportation
National

$173

Ownership Costs
One Car

Two Cars
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National

$471

$942
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Operating Costs
One Car
Northeast Region

Two Cars
$251

$502

Boston

$250

$500

New York

$308

$616

Philadelphia

$270

$540

$191

$382

Chicago

$236

$472

Cleveland

$204

$408

Detroit

$266

$532

Minneapolis-St. Paul

$196

$392

$220

$440

Atlanta

$231

$462

Baltimore

$225

$450

$250

$500

Houston

$281

$562

Miami

$312

$624

Washington, D.C.

$250

$500

West Region

$213

$426

Los Angeles

$266

$532

Phoenix

$262

$524

San Diego

$271

$542

San Francisco

$276

$552

Seattle

$173

$346

Midwest Region

South Region

Dallas-Ft. Worth

For Use with 2016 Allowable Transportation Table

The data for the Operating Costs section of the Transportation Standards are provided by Census
Region and Metropolitan Statistical Area (MSA). The following table lists the states that comprise
each Census Region. Once the taxpayer’s Census Region has been ascertained, to determine if an
MSA standard is applicable, use the definitions below to see if the taxpayer lives within an MSA
(MSAs are defined by county and city, where applicable). If the taxpayer does not reside in an
MSA, use the regional standard.

MSA Definitions by Census Region

Northeast Census Region: Maine, New Hampshire, Vermont, Massachusetts, Rhode Island,
Connecticut, Pennsylvania, New York, New Jersey
MSA
Boston

Counties
in MA: Bristol, Essex, Hampden, Middlesex, Norfolk, Plymouth, Suffolk,
Worcester
in NH: Hillsborough, Merrimack, Rockingham, Strafford
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in CT: Windham
in ME: York
New York

in NY: Bronx, Dutchess, Kings, Nassau, New York, Orange, Putnam, Queens,
Richmond, Rockland, Suffolk, Westchester
in NJ: Bergen, Essex, Hudson, Hunterdon, Mercer, Middlesex, Monmouth, Morris,
Ocean, Passaic, Somerset, Sussex, Union, Warren
in CT: Fairfield, Hartford, Litchfield, Middlesex, New Haven, Tolland

Philadelphia in PA: Bucks, Chester, Delaware, Montgomery, Philadelphia
in NJ: Atlantic, Burlington, Camden, Cape May, Cumberland, Gloucester, Salem
in DE: New Castle
in MD: Cecil
Midwest Census Region: North Dakota, South Dakota, Nebraska, Kansas, Missouri, Illinois,
Indiana, Ohio, Michigan, Wisconsin, Minnesota, Iowa
MSA

Counties (unless otherwise specified)

Chicago

in IL: Cook, DeKalb, DuPage, Grundy, Kane, Kankakee, Kendall, Lake, McHenry,
Will
in IN: Lake, Newton, Porter
in WI: Kenosha

Cleveland

in OH: Ashtabula, Cuyahoga, Geauga, Lake, Lorain, Medina, Portage, Summit

Detroit

in MI: Genesee, Lapeer, Lenawee, Livingston, Macomb, Monroe, Oakland, St.
Clair, Washtenaw, Wayne

Minneapolis- in MN: Anoka, Benton, Carver, Chisago, Dakota, Hennepin, Isanti, Ramsey,
St. Paul
Scott, Sherburne, Stearns, Washington, Wright
in WI: Pierce, St. Croix
South Census Region: Texas, Oklahoma, Arkansas, Louisiana, Mississippi, Tennessee,
Kentucky, West Virginia, Virginia, Maryland, District of Columbia, Delaware, North Carolina, South
Carolina, Georgia, Florida, Alabama
MSA
Atlanta

Counties (unless otherwise specified)
in AL: Cleburne
in GA: Barrow, Bartow, Butts, Carroll, Cherokee, Clayton, Cobb, Coweta, Dawson,
DeKalb, Douglas, Fayette, Forsyth, Fulton, Gwinnett, Haralson, Henry, Newton,
Paulding, Pickens, Pike, Rockdale, Spalding, Walton

Baltimore

in MD: Anne Arundel, Baltimore, Carroll, Harford, Howard, Queen Anne’s,
Baltimore city

Dallas-Ft.
Worth

in TX: Collin, Dallas, Delta, Denton, Ellis, Henderson, Hood, Hunt, Johnson,
Kaufman, Parker, Rockwall, Tarrant, Wise

Houston

in TX: Austin, Brazoria, Chambers, Fort Bend, Galveston, Harris, Liberty,
Montgomery, San Jacinto, Waller

Miami

in FL: Broward, Miami-Dade

Washington, in DC: District of Columbia
D.C.
in MD: Calvert, Charles, Frederick, Montgomery, Prince George’s, Washington
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5.8.5.22.4
(09-30-2013) - Other Expenses
.
.
.

5. 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, do 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.

Child Support Payments, cont’d
Note:
Do 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, 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 Service would not
otherwise allow it.
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National Standards: OutofPocket Health
Care
Disclaimer: IRS Collection Financial Standards are intended for use in calculating repayment of
delinquent taxes. These Standards are effective on March 28, 2016 for purposes of federal tax
administration only. Expense information for use in bankruptcy calculations can be found on the
website for the U.S. Trustee Program.
Download the out-of-pocket health care standards in PDF format for printing. Please note that the
standard amounts change, so if you elect to print them, check back periodically to assure you have
the latest version.
The table for health care expenses, based on Medical Expenditure Panel Survey data, has been
established for minimum allowances for out-of-pocket health care expenses.
Out-of-pocket health care expenses include medical services, prescription drugs, and medical
supplies (e.g. eyeglasses, contact lenses, etc.). Elective procedures such as plastic surgery or
elective dental work are generally not allowed.
Taxpayers and their dependents are allowed the standard amount monthly on a per person basis,
without questioning the amounts they actually spend. If the amount claimed is more than the total
allowed by the health care standards, the taxpayer must provide documentation to substantiate
those expenses are necessary living expenses. Generally, the number of persons allowed should be
the same as those allowed as exemptions on the taxpayer’s most recent year income tax return.
The out-of-pocket health care standard amount is allowed in addition to the amount taxpayers pay
for health insurance.
Out of Pocket Costs
Under 65

$54

65 and Older

$130

Rate the Small Business and Self-Employed Website
Page Last Reviewed or Updated: 02-Jun-2016

https://www.irs.gov/businesses/small-businesses-self-employed/national-standards-out-of-pocket-health-care
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Client Information Request Letter – PREVIOUS WORDING

See Materials, Page 56

65

Medical Rider – by Month
(not in materials)

66
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Taxpayers Living Abroad
• IRM 5.15.1.7(2) Note Applies:
 National & Local Standards are not
Available for International Taxpayers.
 Fair and Consistent Approach.
 Taxpayer Submissions should be accepted,
provided they appear reasonable.
Note: There ARE standards for Puerto Rico, but
not other U.S. Territories.

1
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May 21, 2012 OIC Rules
• Interim Guidance was provided on May 21 for
changes to IRM 5.8.5
• Guidance currently not in IRM, but can be found
when you search “Collections Part 5” at irs.gov
• URL: http://www.irs.gov/pub/foia/ig/sbse/sbse_050512-041.pdf
• The New Rules followed by the May 21st IRS
announcement can be found on pages 84-86.

May 21, 2012 OIC Rules
• There will be no retirement of the first
$400 of auto loan debt. Thus, even if
the final payment of the automobile
will take place within the horizon of
the current analysis, the first $400 will
be retained in the budget for
evaluating the offer (5.8.5.17).
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May 21, 2012 OIC Rules
• The IRS will continue to allow $200 per month
for older (over 6 years old) or high-mileage (over
75,000 miles) motor vehicles as an additional
operating expense above and beyond the
vehicle operating costs standards set forth on
the IRS website. Up until the May 21st
announcement, this additional $200 would NOT
be allowed if the Taxpayer had a monthly
automobile loan payment. Under the new
standard, the additional $200 in operating
costs will no longer be tied to the absence of
a car payment.

May 21, 2012 OIC Rules
• $200 NOT available for Installment
Agreements! Why?
• The first $3,450 per car will,
generally, be excluded from net
equity computations of vehicles
owned by taxpayers. This exclusion
is limited to two cars per household.
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R.C.P.

$52,785

$39,789
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May 21, 2012 OIC Rules
See CPA Magazine in Materials
1. Future Income Factor for “Lump Sum Cash”
Offers reduced from 48 multiple to 12 multiple
2. Future Income Factor for 24-Month “Periodic
Plan” Offers reduced from 60 months to 24
months.
Note: Payments for terms longer than 24 months
are no longer available.

May 21, 2012 OIC Rules
Example #1:
• Taxpayer owes $125,000 to the IRS
• Taxpayer earns $80,000 per year.
• We agree with IRS that the Taxpayer can
afford to pay $750 per month to the IRS.
• We agree with the IRS that the Taxpayer
has $40,000 in realizable value of his/her
assets.
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R.C.P. – Example #1
OLD
Monthly Excess

NEW

$750

750

48/12 Times
Factor
Assets/Equity

$36,000

$9,000

$40,000

$40,000

R.C.P.

$76,000

$49,000

May 21, 2012 OIC Rules
Example #2:
• Taxpayer owes $300,000 to the IRS
• Taxpayer earns $250,000 per year.
• We agree with IRS that the Taxpayer can
afford to pay $4,000 per month to the IRS.
• We agree with the IRS that the Taxpayer
has $5,000 in realizable value of his/her
assets.
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R.C.P. – Example #2
OLD
Monthly Excess

NEW

$4,000

4,000

48/12 Times
Factor
Assets/Equity

$192,000

$48,000

$5,000

$5,000

5&3





0D\2,&5XOHV
Example #2:

Dorothy & Mo Offer

• 5HVXOWWRRJRRGWREHWUXH"
• ,56PD\UHMHFWXVLQJ³QRWLQWKHEHVW
LQWHUHVWVRIWKHJRYHUQPHQWVWDQGDUG´
• 2IIHUZLOOEHUHMHFWHGLISD\PHQWFDQEHPDGH
ZLWKLQWKHUHPDLQLQJWLPHRIWKHVWDWXWH
1RWH,IVWDWXWHLVPRQWKVJRYHUQPHQWZLOO
UHFHLYHRYHUWKDWWLPH:K\ZRXOG
WKH\DFFHSWLIRQO\LVGXH"
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May 21, 2012 OIC Rules
• Payments of student loans
guaranteed by the federal
government for post-high school
education will now be allowed
(5.8.5.20.4).
Query: But not College Tuition?
(Probably Not!)

May 21, 2012 OIC Rules
• State and local income tax installment
agreements will be treated as allowable
expenditures in proportion to the balance due to
the state and/or locality as compared to the
amount due to the IRS (5.8.5.20.4(7)).
• Form 433-A(OIC) has been revised to include a
line item in the budget (53) specifically for
delinquent state and local taxes.
• The new rules are detailed and intricate.
Accordingly, if you are dealing with a state tax
debt, you should review the new guidance
carefully.
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May 21, 2012 OIC Rules
• The equity in income producing assets will no
longer be added to the RCP of viable ongoing
businesses unless such assets are not critical to
the business operations (IRM 5.8.5.5.1). In
some situations, this is a material change which
eliminates what many believed to be a doublecounting of assets.

May 21, 2012 OIC Rules
• “Example (5) A real estate salesman has a
vehicle with $30,000 in equity. The vehicle is
used to transport clients and assists in the
production of income. The taxpayer's net
monthly disposable income is $3,000. The
equity in the vehicle generally will not be
included in the RCP”
• “Example (6) The same salesman in the
previous example only has net monthly
disposable income of $500 per month. Consider
including the equity in the vehicle, yet allow for
the impact the loss of the vehicle may have on
the taxpayer's income.”
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R.C. P. with New Auto
• Excess Income

As Is

• Monthly Excess

$

With New Auto

361

$

36

• 12 Times Factor $ 4,332
• Assets/Equity
35,457

$

432
35,457

• R.C.P.

$ 35,889

$ 39,789

83

R.C. P. with New Auto OLD RULES
• Excess Income

As Is

• Monthly Excess

$

361

With New Auto
$

36

• 48 Times Factor $ 17,328
• Assets/Equity
35,457

$ 1,728
35,457

• R.C.P.

$ 37,185

$ 52,785

85
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Dissipated Assets
• See Lillian Layton v. Commissioner
August 11, 2011
(T.C. Memo 2011-194)
Assets of IRA were used to pay nonpriority debts and such amounts were
included in RCP.
Also read cases cited by Layton.

Dissipated Assets
• See also Tucker v. Commissioner
March 22, 2011
(T.C. Memo 2011-67)

Assets were placed in a brokerage
account while IRS debt was outstanding at
a time when Taxpayer could have paid the
IRS. Incurred losses in brokerage which
Court deemed to be dissipated and added
back to determine RCP.
Query: For Profit Efforts Deemed Dissipation?
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May 21, 2012 OIC Rules
Substantial Write-up re: Dissipation
• No look-back prior to 2010 for currentlysubmitted offers.
• Focus will be upon intentional attempts to
dissipate
• Sales occurring within 6 months of assessment
will get greater attention.
• See the Write-up which narrowed and better
defined the dissipation rules. IRM 5.8.5.16
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PartiallyAdjustedR.C.P.
As Is

With New Auto

Monthly Excess

$361

$36

12 Times Factor

$4,332

$432

Assets/Equity

$35,457

$35,457

R.C.P.

$39,789

$35,889





FinalAdjustedR.C.P.
R.C.P.- New Auto

$35,889

Eliminate Equity in Auto

($3,880)

Revised R.C.P.

$32,009

Credit Card Payoff

($7,000)

Revised R.C.P.

$25,009

Use Life Ins for Fees

($5,000)

Final R.C.P.
Note: Initial R.C.P.

$20,009
$39,789
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JOHN’S R.C.P.

Monthly Excess

$0

12 Times Factor

$

0

Assets/Equity

$12,707

R.C.P.

$12,707

100

1
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Offer In Compromise Package Logistics Checklist
1. Will there be more than one OIC submitted (i.e. Joint vs. Single)? For a married couple,
there could be as many of 3 for them personally, plus corporate ones.
2. Send out blank signature pages to the client early. Have your client sign at least 3 for each
OIC to be submitted. This allows for errors or amendments in typing on the last page and
saves time trying to have the client come into the office for signatures or sending overnight
packages.
3. Similarly for 433-A (OIC) pages ; get multiple blank signature pages to the client to sign
early.
4. Get checks for payment early. Make sure you create flexibility by either obtaining several
blank checks or funds put into your client trust fund account EARLY. At least one check
for the $186 filing fee and another for the 20% deposit is needed for EACH OIC.
5. Talk with your client regarding extenuating circumstances which can be used to fill in
Section 3 of Form 656 and have them write a description of issues or gather medical
testaments from their doctor.
6.

Client Authorization: At a minimum, an email is needed from the client confirming that
they have reviewed the package, that it is accurate, and authorizing you to submit it to the
IRS. Although the form no longer requires it, you may consider having your clients initial
each page.

7. Is the client current with estimated taxes? What do we project for the current year? What
do the past years look like? Is there a trend? Should we consider including the current year
in the Offer if a balance due is expected?

NOTE: Check This List
at the BEGINNING
of the Process!!!!
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E. MARTIN DAVIDOFF
ATTORNEY AT LAW

353 Georges Road – Suite K
P.O. Box 835
Dayton, NJ 08810-0835
EMD@taxattorneycpa.com
TEL: 732-274-1600
FAX: 732-274-1666

September 1, 2015
VIA PORTAL
Mr. & Mrs. John J. Doe
123 Main Street
Anywhere, NJ 08866
Re:

Form 433-A (OIC) and Required Documents

Dear Mr. & Mrs. Doe:
As you are aware, we need to complete Form 433-A (OIC), Collection Information Statement for
Wage Earners and Self-Employed Individuals. Attached to this letter is a blank copy of Form 433-A (OIC)
for you to fill in to the best of your ability.
Form 433-A (OIC) provides a set of financial statements to the IRS detailing your personal
expenses, income, certain debts, assets, and overall budget. Please note that the figures that result from the
433-A (OIC) may differ significantly from your own personal budget figures due to the application of
federal rules on debt and expense limits and the allowance or disallowance of certain types of expenses.
The IRS requires stated expenses to be substantiated by supporting documentation. Additionally, the IRS
is requiring you to produce account statements for all financial accounts. While this process is certainly
time-consuming and may seem overwhelming, you are required to follow through to avoid collections
action on the part of the IRS. This letter will serve as a comprehensive list of items that must be collected.
1. FINANCIAL ACCOUNTS AND WAGE INFORMATION
a. Bank Statements: Please provide 12 months of statements (i.e., from September 1, 2014
to September 1, 2015). Provide copies of ALL pages (not just the summary on the first
page). Include statements for every financial account, including but not limited to CDs,
savings, checking, online, money market, investment, commodities, and brokerage
accounts. If you are self-employed and have separate business accounts, include copies of
those statements for the same time period as well.
b. Retirement Plans: If you have any retirement plans (such as IRAs, Keoghs, 401-Ks, etc.),
provide statements for the last 12 months. Please also include the most recent annual
summary for any retirement accounts.
c. Life Insurance: If you have life insurance with a cash value or surrender value, also known
as “whole life” insurance, provide copies of the declaration pages. If there are any loans
against your policies, provide the most recent statement showing the amount of cash value
and the amount of the outstanding loan. Provide proof of payment for the last three (3)
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months on the premiums for any policies (regardless of whether the life insurance has cash
value).
2. SPECIFIC BUDGET AND ASSET ITEMS
a. Household Expenses
i. Provide three (3) months of cancelled checks for your mortgage and/or rental
payments on your primary residence. If you pay via bank statement (direct
withdrawal, etc.), please note this in your response along with what account is used
and what dates these payments occurred on. If you have a mortgage, provide a
copy of the most recent statement reflecting the current loan balance.
ii. Provide proof of payment for utilities, phones, and internet for six (6) months. If
you pay online, provide confirmation of payment (these are typically emailed to
you after a successful payment). If you pay with a credit card, provide credit card
statements showing payments for the same six month period. With regards to gas
and electric utility payments, provide us with a twelve (12) month history as these
values may fluctuate greatly over a year. Often this information can be obtained
online via your utility company’s website.
iii. Statements showing the cost and proof of payment for insuring and maintaining
your home over the last six (6) months.
b. Automobiles
i. Provide three (3) months proof of car payments.
ii. Provide documentation for any loan balance on your vehicles.
iii. Provide documentation and proof of payment for the last three (3) months for car
insurance.
iv. Provide fair market values (“FMV”) for all vehicles.
c. Medical
i. Provide three (3) months proof of payment and invoices for insurance premiums,
if paid by you. If these amounts are expected to change in the near future, tell us
what the new premium amount will be. Include a copy of the letter or notice
informing you of the increase in premium costs.
ii. Provide documentation of what your actual monthly medical expenses are, aside
from your insurance premiums, and provide documentation. This documentation
can include cancelled checks, statements from a doctor’s office, credit card
statements, and pharmacy records. Pharmacies will generally provide you with a
printout summary of what you have spent there on medications.
iii. If you or your family has endured significant medical challenges over the last few
months, please include a summary of these challenges.
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d. Tuition and Education Expenses
i. Provide documentation and proof of payment for any schooling you are paying for.
ii. Provide proof of payment for student loans for the last three (3) months. If the
payment is expected to increase or decrease (i.e., tiered loan repayment plans or
income-based repayment plans), provide a summary of the expected changes and
supporting documentation. If you have had to defer payment on loans recently,
include the last twelve (12) months of payment history.
e. Credit Cards
Provide the last three (3) months of credit card statements for all cards. Provide
proof of payment for the same period.
f.

Other Financial Information
i. Take note of section three on Form 433-A (OIC) and carefully answer all questions
fully and truthfully. These questions concern:
1.
2.
3.
4.
5.
6.
7.

Lawsuits;
Bankruptcy;
Living outside the United States;
Beneficiary status of trust, estate, or life insurance policy;
Trustee, fiduciary, or contributor status related to trusts;
Safe deposit boxes; and
Asset transfers.

g. Personal Assets
i. Provide the amount of cash you have on hand (including on your person and at
home).
ii. Provide a summary of all financial accounts, including bank accounts and online
accounts such as PayPal or Bitcoin. Include account numbers and balances as well
as bank addresses.
iii. Provide a summary of all investments, including any and all stocks, bonds, mutual
funds, CDs, retirement assets, etc. Additionally, if you have any interest in a
corporation, partnership, LLC, S corp, or other business entity, provide full
information on the entity, including its tax ID, your ownership or interest
percentage, and value of your interest.
iv. Provide a summary of all credit cards, including name and address of the issuing
financial institution. Do NOT include credit card numbers. Include the credit limit
on each card, the amount owed, and available credit amount.
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v. Include full information on all real estate you own or have an interest in, including
purchase date, fair market value (“FMV”), balance of any loan(s), the amount of
your monthly payment on any loan(s) (if applicable), expected final date of
payment(s), and total equity in the property. If you have a loan, include the name,
address, and phone number of the lender.
vi. Provide a summary of all vehicles owned, not just automobiles. This includes
boats, motorcycles, RVs, off-road vehicles, trailers, jet skis, etc. Include full
information on each vehicles, including date of purchase, make/model, FMV, any
loan balance, loan payment amounts, expected final date of payment, and total
equity. If you have a loan, include the name, address, and phone number of the
lender.
vii. With regards to other “personal assets,” list everything of value that you personally
own, including but not limited to furniture, jewelry, collectibles (coins, guns,
stamps, baseball cards, etc.), antiques, artwork, or other tangible assets with value.
If you have intangibles, such as usage licenses, internet domain names, patents,
copyrights, trademarks, mineral rights, water rights, etc., include these. Give
information on FMV, acquisition date, loan information, and total equity. If you
have a loan, include the name, address, and phone number of the lender.
h. Miscellaneous Expenses or Other Items
If you have any other expenses or assets not listed specifically on Form 433-A
(OIC) or in this letter, please let us know.
3. DOCUMENTING EXPENSES
The IRS expects budget items to be fully supported by documentation. Below are
suggestions for methods to document your expenses.
a. For items that are fixed and predictable (i.e., car payments, credit cards, and/or public
transportation expenses, etc.), the documentation will generally be three (3) months of
cancelled checks and proof of a legal debt or expense (your lease or an invoice). If you are
making payments electronically, the debit entries on your bank statements may be
sufficient if the entries contain enough detail.
b. Other items may require documentation covering a six to twelve month period to support
claimed expenses (such as medical expenses).
We may not use the same time period for all expense types. For example, we may use
the last three six months for medical expenses because it encompasses more expenses that
occurred (and is a higher value) during that time period but only three months for electricity
charges (because they happen to cover a period of high usage). Nearly any one of these
time periods may be adequate for the IRS.
4. CURRENT COMPLIANCE
In order to avoid any continued collection action on the part of the IRS, you must remain
currently compliant. This means you must pay all estimated taxes (if applicable) or have
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appropriate withholding from wages going forward. This is an absolute requirement of the
IRS. If you fail to remain compliant going forward, it may seriously jeopardize any
attempts to obtain an installment agreement or other collection alternative. Additionally,
failure to remain compliant may result in the immediate resumption of collection activity
by the IRS.
Please send all requested items as soon as possible. As you receive items, send them into us. It may
be helpful to use this letter as a checklist for submissions. Please keep in mind that we have a deadline for
submission of February 1, 2016 however, we need this information well in advance to accurately prepare
the Form 433-A (OIC) for submission. It is extremely important that you provide us with complete and
accurate information. If you have any questions regarding gathering the required documents or putting
together any summaries of information, please do not hesitate to contact me.
Thank you for your time and assistance with this matter.
Very truly yours,

E. Martin Davidoff
/AP
Encl.
Cc: Mr. Numbers, CPA (without enclosures and via First Class Mail)
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Department of the Treasury — Internal Revenue Service

Offer in Compromise

(Rev. February 2016)
To: Commissioner of Internal Revenue Service

In the following agreement, the pronoun "we" may be assumed in place of "I" when there are joint liabilities and both parties are signing this agreement.
I submit this offer to compromise the tax liabilities plus any interest, penalties, additions to tax, and additional amounts required by law for the tax type
and period(s) marked in Section 1 or Section 2 below.
Did you use the Pre-Qualifier tool located on our website at http://irs.treasury.gov/oic_pre_qualifier/ prior to filling out this form?
Yes X No
Note: The use of the Pre-Qualifier tool is not mandatory before sending in your offer. However, it is recommended.
Include the $186 application fee and initial payment (personal check, cashier's check, or money order) with your Form 656. You must also include the
completed Form 433-A (OIC) and/or 433-B (OIC) and supporting documentation. You should fill out either Section 1 or Section 2, but not both,
depending on the tax debt you are offering to compromise.

Section 1

Individual Information (Form 1040 filers)

If you are a 1040 filer, an individual with personal liability for Excise tax, individual responsible for Trust Fund Recovery Penalty, self-employed
individual, individual personally responsible for partnership liabilities, and/or an individual who operates as a single member LLC or a disregarded entity
taxed as an sole proprietorship you should fill out Section 1. You must also include all required documentation including the Form 433-A (OIC), the $186
application fee, and initial payment.
Your First Name, Middle Initial, Last Name
Social Security Number (SSN)
IRS Received Date

John J. Doe

123-45-6789

If a Joint Offer, Spouse's First Name, Middle Initial, Last Name

Social Security Number (SSN)

Jane Doe

987-65-4321

Your Physical Home Address (Street, City, State, ZIP Code)

123 Main Street
Anywhere, NJ 08666
Mailing Address (if different from above or Post Office Box number)

Employer Identification Number

Individual Tax Periods
If Your Offer is for Individual Tax Debt Only

X

1040 Income Tax-Year(s)

[consider including 2013, 2014 & 2015]

2009, 2010, 2011 & 2012

Trust Fund Recovery Penalty as a responsible person of (enter business name)
for failure to pay withholding and Federal Insurance Contributions Act taxes (Social Security taxes), for period(s) ending

941 Employer's Quarterly Federal Tax Return - Quarterly period(s)

940 Employer's Annual Federal Unemployment (FUTA) Tax Return - Year(s)

Other Federal Tax(es) [specify type(s) and period(s)]

Note: If you need more space, use attachment and title it “Attachment to Form 656 dated
attachment.

ISA

www.irs.gov

2/1/2016

.” Make sure to sign and date the

Form 656 (Rev. 2-2016)
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Low-Income Certification (Individuals and Sole Proprietors Only)
Do you qualify for Low-Income Certification? You qualify if your gross monthly household income is less than or equal to the amount shown in the chart
below based on your family size and where you live. If you qualify, you are not required to submit any payments during the consideration of your offer.
Businesses other than sole proprietors or disregarded single member LLCs taxed as a sole proprietor do not qualify for the low income waiver.
Check this box if your household's gross monthly income is equal to or less than the monthly income shown in the table below.
Size of family unit

48 contiguous states and D.C.

Hawaii

Alaska

1

$2,475

$2,848

$3,092

2

$3,338

$3,840

$4,171

3

$4,200

$4,831

$5,250

4

$5,063

$5,823

$6,329

5

$5,925

$6,815

$7,408

6

$6,788

$7,806

$8,488

7

$7,652

$8,798

$9,567

8

$8,519

$9,794

$10,650

For each additional person, add

$867

$996

$1,083

Section 2

Business Information (Form 1120, 1065, etc., filers)

If your business is a Corporation, Partnership, LLC, or LLP and you want to compromise those tax debts, you must complete this
section. You must also include all required documentation including the Form 433-B (OIC), and a separate $186 application fee, and
initial payment.
Business Name

Business Address (Street, City, State, ZIP Code)

Employer Identification Number

Name and Title of Primary Contact

Telephone Number

(EIN)

Business Tax Periods
If Your Offer is for Business Tax Debt Only
1120 Income Tax-Year(s)
941 Employer's Quarterly Federal Tax Return - Quarterly period(s)

940 Employer's Annual Federal Unemployment (FUTA) Tax Return - Year(s)

Other Federal Tax(es) [specify type(s) and period(s)]

Note: If you need more space, use attachment and title it “Attachment to Form 656 dated
attachment.

Section 3

X

.” Make sure to sign and date the

Reason for Offer

Doubt as to Collectibility - I have insufficient assets and income to pay the full amount.
Exceptional Circumstances (Effective Tax Administration) - I owe this amount and have sufficient assets to pay the full amount, but due to my
exceptional circumstances, requiring full payment would cause an economic hardship or would be unfair and inequitable. I am submitting a written
narrative explaining my circumstances.

Explanation of Circumstances (Add additional pages, if needed) – The IRS understands that there are unplanned events or special circumstances, such
as serious illness, where paying the full amount or the minimum offer amount might impair your ability to provide for yourself and your family. If this is the
case and you can provide documentation to prove your situation, then your offer may be accepted despite your financial profile. Describe your situation
below and attach appropriate documents to this offer application.

Please note that this offer is one of two offers (Forms 656) being submitted simultaneously, totaling $20,100. One offer
is for the joint returns of John Doe and Jane Doe for the years 2009, 2010, 2011 & 2012. The second offer is for the
trust fund recovery for john Doe, singly, for the year 2011. These offers should be considered and resolved together.
Source of funds will be loans and/or possible liquidation of assets.
www.irs.gov
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Section 4

Payment Terms

Check one of the payment options below to indicate how long it will take you to pay your offer in full. You must
offer more than $0. The offer amount should be in whole dollars only.
Lump Sum Cash

X

Check here if you will pay your offer in 5 or fewer payments within 5 or fewer months from the date of acceptance:
Enclose a check for 20% of the offer amount (waived if you are an individual or sole proprietor and met the requirements for Low Income
Certification) and fill in the amount(s) of your future payment(s).
Total Offer Amount

$

19,100 - $

=
3,820 = $

20% Initial Payment

Remaining Balance

15,280.00

You may pay the remaining balance in one payment after acceptance of the offer or up to five payments, but cannot exceed 5
months.
Amount of payment

$

Amount of payment

$

Amount of payment

$

Amount of payment

$

Amount of payment

$

0
0
0
0

15,280

payable within
payable within
payable within
payable within
payable within

1
2
3
4
5

Month after acceptance
Months after acceptance
Months after acceptance
Months after acceptance
Months after acceptance

Periodic Payment
Check here if you will pay your offer in full in 6 to 24 months.
Enter the amount of your offer $
Note: The total amount must equal all of the proposed payments including the first and last payments.
Enclose a check for the first month's payment.
$

is included with this offer then $

for a total of

will be sent in on the

months with a final payment of $

to be paid on the

day of each month thereafter
day of the

month.

Note: The total months may not exceed a total of 24 months, including the first payment. Your first payment is considered to be month
1; therefore, the remainder of the payments must be made within 23 months for a total of 24.
You must continue to make these monthly payments while the IRS is considering the offer (waived if you met the requirements for Low
Income Certification). Failure to make regular monthly payments will cause your offer to be returned with no appeal rights.

IRS Use Only
Attached is an addendum dated (insert date)

Section 5
Designation of Payment

setting forth the amended offer amount and payment terms.

Designation of Payment and Deposit

If you want your payment to be applied to a specific tax year and a specific tax debt, such as a Trust Fund Recovery Penalty, please tell us the tax
year/quarter Form 1040-2012 . If you do not designate a preference, we will apply any money you send to the government's best interest. If you wish
to designate any payments not included with this offer, you must designate a preference for each payment at the time the payment is made. However,
you cannot designate the $186 application fee or any payment after the IRS accepts the offer.

Deposit
If you are paying more than the initial payment when you submit your offer and want any part of that payment treated as a deposit, check the box below
and insert the amount. Deposits will be returned to you if the offer is rejected, returned, or withdrawn, unless you provide a request in writing that you
want your payment(s) to be applied to your tax debt.
My payment of $
additional amount of $

includes the $186 application fee and $

for my first month's payment. I am requesting the

be held as a deposit.

CAUTION: Do NOT designate the amounts sent in with your offer to cover the initial payment and application fee as “deposits.” Doing so will
result in the return of your offer with no right to appeal.

www.irs.gov
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Section 6

Source of Funds, Making Your Payment, Filing Requirements, and Tax Payment Requirements

Source of Funds
Tell us where you will obtain the funds to pay your offer. You may consider borrowing from friends and/or family, taking out a loan, or selling assets.

Loans and/or possible liquidation of assets.

Making Your Payment
Include separate checks for the payment and application fee.
Make checks payable to the “United States Treasury” and attach to the front of your Form 656, Offer in Compromise. All payments must be in U.S.
dollars. Do not send cash. Send a separate application fee with each offer; do not combine it with any other tax payments, as this may delay
processing of your offer. Your offer will be returned to you if the application fee and the required payment are not included, or if your check is returned for
insufficient funds.

Filing Requirements

X

I have filed all required tax returns.
I was not required to file a tax return for the following years:

Tax Payment Requirements (check all that apply)
I have made all required estimated tax payments for the current tax year.
I am not required to make any estimated tax payments for the current tax year.
I have made all required federal tax deposits for the current quarter.
I am not required to make any federal tax deposits for the current quarter.

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. 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.

b) 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.
c) 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 based on public policy/equity considerations.
d) 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.
e) 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.
f) 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 intial payment
as a deposit. Only amounts that exceed the mandatory payments can be treated as a deposit. 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.
g) 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 overpayment to my tax debt. If my final payment is more than the
agreed amount by $50 or more, the IRS will return the overpayment to me.
www.irs.gov
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Section 7 (Continued)
Pending status of an offer and
right to appeal

Offer Terms
h) 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.
i) 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.

j) 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 also 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. 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.
k) 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.
l) 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).

m) 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
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 responsiblity payments are excluded from levy.

I agree to waive time limits
provided by law.

n) 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 (h) 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.

I understand the IRS may file a
Notice of Federal Tax Lien on
my property.

o) 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

p) 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.

q) 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.

r) 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)

s) 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.

www.irs.gov
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Section 8

Signatures

Under penalties of perjury, I declare that I have examined this offer, including accompanying schedules and statements, and to the best of my
knowledge and belief, it is true, correct and complete.

Signature of Taxpayer/Corporation Name

Phone Number

Date (mm/dd/yyyy)

Signature of Spouse/Authorized Corporate Officer

Phone Number

Date (mm/dd/yyyy)

Section 9

Paid Preparer Use Only

Signature of Preparer

Phone Number

Name of Paid Preparer

Preparer's CAF no. or PTIN

Date (mm/dd/yyyy)

Firm's Name (or yours if self-employed), Address, and ZIP Code

If you would like to have someone represent you during the offer investigation, include a valid, signed Form 2848 or 8821 with this application
or a copy of a previously filed form. You should also include the current tax year.

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(k).
Signature of Authorized Internal Revenue Service Official

Title

Date (mm/dd/yyyy)

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 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 taxpayer 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 for the taxpayer submitting an offer, we request that you complete and sign Section 9 on Form
656, 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.

www.irs.gov
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Department of the Treasury — Internal Revenue Service

Offer in Compromise

(Rev. February 2016)
To: Commissioner of Internal Revenue Service

In the following agreement, the pronoun "we" may be assumed in place of "I" when there are joint liabilities and both parties are signing this agreement.
I submit this offer to compromise the tax liabilities plus any interest, penalties, additions to tax, and additional amounts required by law for the tax type
and period(s) marked in Section 1 or Section 2 below.
Did you use the Pre-Qualifier tool located on our website at http://irs.treasury.gov/oic_pre_qualifier/ prior to filling out this form?
Yes X No
Note: The use of the Pre-Qualifier tool is not mandatory before sending in your offer. However, it is recommended.
Include the $186 application fee and initial payment (personal check, cashier's check, or money order) with your Form 656. You must also include the
completed Form 433-A (OIC) and/or 433-B (OIC) and supporting documentation. You should fill out either Section 1 or Section 2, but not both,
depending on the tax debt you are offering to compromise.

Section 1

Individual Information (Form 1040 filers)

If you are a 1040 filer, an individual with personal liability for Excise tax, individual responsible for Trust Fund Recovery Penalty, self-employed
individual, individual personally responsible for partnership liabilities, and/or an individual who operates as a single member LLC or a disregarded entity
taxed as an sole proprietorship you should fill out Section 1. You must also include all required documentation including the Form 433-A (OIC), the $186
application fee, and initial payment.
Your First Name, Middle Initial, Last Name
Social Security Number (SSN)
IRS Received Date

John J. Doe

123-45-6789

If a Joint Offer, Spouse's First Name, Middle Initial, Last Name

Social Security Number (SSN)

Your Physical Home Address (Street, City, State, ZIP Code)

123 Main Street
Anywhere, NJ 08666
Mailing Address (if different from above or Post Office Box number)

Employer Identification Number

Individual Tax Periods
If Your Offer is for Individual Tax Debt Only
1040 Income Tax-Year(s)

X

Trust Fund Recovery Penalty as a responsible person of (enter business name)

J.J. Smith Inc.

for failure to pay withholding and Federal Insurance Contributions Act taxes (Social Security taxes), for period(s) ending

See Attachment to Form 656
941 Employer's Quarterly Federal Tax Return - Quarterly period(s)

940 Employer's Annual Federal Unemployment (FUTA) Tax Return - Year(s)

Other Federal Tax(es) [specify type(s) and period(s)]

Note: If you need more space, use attachment and title it “Attachment to Form 656 dated
attachment.

ISA
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Low-Income Certification (Individuals and Sole Proprietors Only)
Do you qualify for Low-Income Certification? You qualify if your gross monthly household income is less than or equal to the amount shown in the chart
below based on your family size and where you live. If you qualify, you are not required to submit any payments during the consideration of your offer.
Businesses other than sole proprietors or disregarded single member LLCs taxed as a sole proprietor do not qualify for the low income waiver.
Check this box if your household's gross monthly income is equal to or less than the monthly income shown in the table below.
Size of family unit

48 contiguous states and D.C.

Hawaii

Alaska

1

$2,475

$2,848

$3,092

2

$3,338

$3,840

$4,171

3

$4,200

$4,831

$5,250

4

$5,063

$5,823

$6,329

5

$5,925

$6,815

$7,408

6

$6,788

$7,806

$8,488

7

$7,652

$8,798

$9,567

8

$8,519

$9,794

$10,650

For each additional person, add

$867

$996

$1,083

Section 2

Business Information (Form 1120, 1065, etc., filers)

If your business is a Corporation, Partnership, LLC, or LLP and you want to compromise those tax debts, you must complete this
section. You must also include all required documentation including the Form 433-B (OIC), and a separate $186 application fee, and
initial payment.
Business Name

Business Address (Street, City, State, ZIP Code)

Employer Identification Number

Name and Title of Primary Contact

Telephone Number

(EIN)

Business Tax Periods
If Your Offer is for Business Tax Debt Only
1120 Income Tax-Year(s)
941 Employer's Quarterly Federal Tax Return - Quarterly period(s)

940 Employer's Annual Federal Unemployment (FUTA) Tax Return - Year(s)

Other Federal Tax(es) [specify type(s) and period(s)]

Note: If you need more space, use attachment and title it “Attachment to Form 656 dated
attachment.

Section 3

X

.” Make sure to sign and date the

Reason for Offer

Doubt as to Collectibility - I have insufficient assets and income to pay the full amount.
Exceptional Circumstances (Effective Tax Administration) - I owe this amount and have sufficient assets to pay the full amount, but due to my
exceptional circumstances, requiring full payment would cause an economic hardship or would be unfair and inequitable. I am submitting a written
narrative explaining my circumstances.

Explanation of Circumstances (Add additional pages, if needed) – The IRS understands that there are unplanned events or special circumstances, such
as serious illness, where paying the full amount or the minimum offer amount might impair your ability to provide for yourself and your family. If this is the
case and you can provide documentation to prove your situation, then your offer may be accepted despite your financial profile. Describe your situation
below and attach appropriate documents to this offer application.

Please note that this offer is one of two offers (Forms 656) being submitted simultaneously, totaling $20,100. One offer
is for the joint returns of John Doe and Jane Doe for the years 2009, 2010, 2011 & 2012. The second offer is for the
trust fund recovery for john Doe, singly, for the year 2011. These offers should be considered and resolved together.
Source of funds will be loans and/or possible liquidation of assets.
www.irs.gov

Form 656 (Rev. 2-2016)

Page 74 of 109

Page 75 of 109
Page 3 of 6

Section 4

Payment Terms

Check one of the payment options below to indicate how long it will take you to pay your offer in full. You must
offer more than $0. The offer amount should be in whole dollars only.
Lump Sum Cash

X

Check here if you will pay your offer in 5 or fewer payments within 5 or fewer months from the date of acceptance:
Enclose a check for 20% of the offer amount (waived if you are an individual or sole proprietor and met the requirements for Low Income
Certification) and fill in the amount(s) of your future payment(s).
Total Offer Amount

$

1,000 - $

=
200 = $

20% Initial Payment

Remaining Balance

800.00

You may pay the remaining balance in one payment after acceptance of the offer or up to five payments, but cannot exceed 5
months.
Amount of payment

$

Amount of payment

$

Amount of payment

$

Amount of payment

$

Amount of payment

$

0
0
0
0

payable within

800

payable within

payable within
payable within
payable within

1
2
3
4
5

Month after acceptance
Months after acceptance
Months after acceptance
Months after acceptance
Months after acceptance

Periodic Payment
Check here if you will pay your offer in full in 6 to 24 months.
Enter the amount of your offer $
Note: The total amount must equal all of the proposed payments including the first and last payments.
Enclose a check for the first month's payment.
$

is included with this offer then $

for a total of

will be sent in on the

months with a final payment of $

to be paid on the

day of each month thereafter
day of the

month.

Note: The total months may not exceed a total of 24 months, including the first payment. Your first payment is considered to be month
1; therefore, the remainder of the payments must be made within 23 months for a total of 24.
You must continue to make these monthly payments while the IRS is considering the offer (waived if you met the requirements for Low
Income Certification). Failure to make regular monthly payments will cause your offer to be returned with no appeal rights.

IRS Use Only
Attached is an addendum dated (insert date)

Section 5
Designation of Payment

setting forth the amended offer amount and payment terms.

Designation of Payment and Deposit

If you want your payment to be applied to a specific tax year and a specific tax debt, such as a Trust Fund Recovery Penalty, please tell us the tax
year/quarter
. If you do not designate a preference, we will apply any money you send to the government's best interest. If you wish
to designate any payments not included with this offer, you must designate a preference for each payment at the time the payment is made. However,
you cannot designate the $186 application fee or any payment after the IRS accepts the offer.

Deposit
If you are paying more than the initial payment when you submit your offer and want any part of that payment treated as a deposit, check the box below
and insert the amount. Deposits will be returned to you if the offer is rejected, returned, or withdrawn, unless you provide a request in writing that you
want your payment(s) to be applied to your tax debt.
My payment of $
additional amount of $

includes the $186 application fee and $

for my first month's payment. I am requesting the

be held as a deposit.

CAUTION: Do NOT designate the amounts sent in with your offer to cover the initial payment and application fee as “deposits.” Doing so will
result in the return of your offer with no right to appeal.

www.irs.gov

Form 656 (Rev. 2-2016)
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E. MARTIN DAVIDOFF
ATTORNEY AT LAW

353 Georges Road - Suite K
P.O. Box 835
Dayton, NJ 08810-0835
EMD@taxattorneycpa.com

_____________
TEL: 732-274-1600
FAX: 732-274-1666

February 1, 2016
VIA CERTIFIED MAIL # 7008-1234-0000-4567-8888
Brookhaven Internal Revenue Service
Center COIC Unit
P. O. Box 9007
Holtsville, New York 11742-9007

Re: John Doe & Jane Doe
SS#: 123-45-6789 & 987-65-4321
Forms 1040: 2009, 2010, 2011 & 2012
Trust Fund Recovery / J.J. Smith Inc.
Offer in Compromise

Dear COIC Unit:
With respect to the above-named Taxpayer, you will find the following enclosed: enclosed Forms 656, Offers In
Compromise, as follows:

•
•

Forms 1040 for years 2009, 2010 & 2011 & 2012 for John & Jane Doe, jointly
Trust Funds Recovery for year 2011: John Doe, singly

We believe the above represents all the taxes that are due from the above-named Taxpayers. It is the Taxpayers’ desire
to ensure that all taxes due are included in the Offer in Compromise. If there are any tax periods for income or other taxes
that have not been included, please advise us and we will provide you with amended Forms 656.
Please note that the Form 433-A(OIC) (item #4 below) is in support of BOTH Forms 656 (items # 2 & #3) and that
these Forms 656 should be considered jointly as outlined on the attachments.
With respect to the above-named Taxpayer, you will find the following enclosed:
1. Form 2848, “Power of Attorney and Declaration of Representation”.
2. A signed Form 656, “Offer in Compromise” for Mr. John Doe.
3. A signed Form 656, “Offer in Compromise” for both Mr. John Doe and Mrs. Jane Doe.
4. In support of Forms 656, you will find Form 433-A (OIC) “Collection Information Statement for Wage Earners and
Self-Employed Individuals.”, combining the assets of Mr. & Mrs. Doe.
5. You will also find back-up information to Form 433-A (OIC). We have included a Table of Contents to the back-up
information for your convenience in locating the documents in support of Form 433-A (OIC).
6. Check # 1111 payable to the United States Treasury, in the amount of $186 representing the application fee for Mr.
John Doe.
7. Check # 1112 payable to the United States Treasury, in the amount of $186 representing the application fee for Mr.
John Doe and Mrs. Jane Doe.
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Brookhaven Internal Revenue Service
February 1, 2016
Page 2
8. Check # 1113 payable to the United States Treasury, in the amount of $100 representing the 20% deposit due on Mr.
John Doe’s offer as outlined in our package.
9. Check # 1114 payable to the United States Treasury, in the amount of $3,820 representing the 20% deposit due on Mr.
John Doe and Mrs. Jane Doe’s offer as outlined in our package.
After you have had the opportunity to review the enclosed materials, PLEASE CALL ME to discuss this case.

Very truly yours,
E. Martin Davidoff
EMD:saf
Encls.
cc: Mr. John Doe & Mrs. Jane Doe (via first class mail w/ encls.)
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Jim and Kelly Smith
SS#: 123-45-6789 (Jim)
SS#: 987-65-4321 (Kelly)
Form 433-A (OIC)

SAMPLE

Table of Contents
TAB #
1

Rent
Primary Residence: 123 Anywhere, NY 14008 USA
-Copies of Rent Payments to Bob Jones:
06/2012, 07/2012, 08/2012,
-Copy of lease agreement

2

Gas: New Jersey Natural Gas
- 12 month summary of bills
- Account Billing History, obtained from New Jersey Natural Gas
- Bill dated 08/31/2012
- Copy of payment dated 09/05/2012, that paid the June, July, and August 2012 bill

3

Electric: Atlantic City Electric
- 9 month summary of bills
- Bill dated 08/28/2012
- Copies of payments:
o 06/25/2012 and 09/04/2012 (for July & August)

4

Water
- Summary of 3 Quarterly Payments
- Copies of payments:
o 03/08/2012, 05/07/2012, 07/31/2012

5

Cable & Internet: Comcast Cable
- 7 month summary of bills
o Bill dated 08/15/2012
- Copies of payments:
o 06/05/2012, 06/18/2012, 07/23/2012, 09/04/2012

6

Telephone: Sprint
- 12 month summary of bills
- Copies of payments:
o 07/02/2012, 07/30/2012, 09/04/2012

7

Vehicle: 2009 Nissan Rogue
- Bill dated 08/19/2012
- Copy of vehicle registration card
- Copies of payments:
o 06/04/2012, 06/26/2012, 07/30/2012
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Jim and Kelly Smith
SS#: 123-45-6789 (Jim)
SS#: 987-65-4321 (Kelly)
Form 433-A (OIC)
Table of Contents (Continued)
8

Health Insurance
Summary of Payments for Household Members
- Invoice Dated 07/17/2012 (Sandy-daughter)
- Copies of payments (Kelly):
o 06/01/2012, 07/02/2012, 08/01/2012
- Invoice Dated 07/02/2012 (Jim)
- Copies of payments (Jim):
o 06/15/2012, 07/16/2012, 08/15/2012
- Horizon Quote for Kelly based on age and preexisting condition

9

Out of Pocket Medical Expenses (Other than Speech Therapy)
- Summary of Six Months of Medical Expenses (February – July)
- Support for Medical Expenses

10

Speech Therapy for Dependent Daughter (Sandy)
- Calculation of Monthly Cost for Speech Therapy
- Invoice Dated 07/31/2012
- Copy of payment dated 08/10/2012

11

Child Care
- End of Year Statement (08/25/2011 – 09/24/2012)
- Invoice for August 2012
- Copies of payments:
o 06/24/2012, 07/27/2012, 08/24/2012

12

Accident Insurance: Combined Insurance Company of America
- Anniversary Statement Dated 11/12/2011
- Copies of payments:
o 06/01/2012, 07/03/2012, 08/01/2012

13

Bank Statements
- TD Bank, Checking Account# XXX-9999, for the periods:
o 05/18/2012 through 06/17/2012
o 06/18/2012 through 07/17/2012
o 07/18/2012 through 08/17/2012
-

14

TD Bank, Checking Account# XXX-8888, for the periods:
o 05/18/2012 through 06/17/2012
o 06/18/2012 through 07/17/2012
o 07/18/2012 through 08/17/2012

Copy of Tax Returns
- 2011 Form 1040
- 2010 Form 1040
- 2009 Form 1040
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Form 656 Booklet

Offer in
Compromise
CONTENTS
What you need to know................................................................................. 1
Paying for your offer ..................................................................................... 3
How to apply ................................................................................................ 3
Completing the application package ............................................................ 4
Important information ................................................................................... 5
Removable Forms - Form 433-A (OIC), Collection Information Statement
for Wage Earners and Self-Employed; Form 433-B (OIC), Collection
Information Statement for Businesses; Form 656, Offer in Compromise ..... 7
Application Checklist .................................................................................... 27
IRS contact information
If you want to see if you qualify for an offer before filling out the paperwork, you may use the Offer in
Compromise Pre-Qualifier tool. The questionnaire format assists in gathering the information needed and
provides instant feedback as to your eligibility based on the information you provided. The tool will also assist
you in determining a preliminary offer amount for consideration of an acceptable offer. The Pre-Qualifier tool is
located on our website at www.irs.gov.
If you have questions regarding qualifications for an offer in compromise, please call our toll-free number at
1-800-829-1040. You can get forms and publications by calling 1-800-TAX-FORM (1-800-829-3676), by
visiting your local IRS office, or at www.irs.gov.

Taxpayer resources
The Taxpayer Advocate Service (TAS) is an independent organization within the Internal Revenue Service that
helps taxpayers and protects taxpayer rights. They help taxpayers whose problems with the IRS are causing
financial difficulties, who've tried but haven't been able to resolve their problems with the IRS, or believe an IRS
system or procedure isn't working as it should. And the service is free. Your local advocate's number is in your
local directory and at taxpayeradvocate.irs.gov. You can also call them at 1-877-777-4778. For more
information about TAS and your rights under the Taxpayer Bill of Rights, go to taxpayeradvocate.irs.gov. TAS
is your voice at the IRS.
You may also be able to receive assistance from a Low Income Tax Clinic (LITC). Low Income Taxpayer
Clinics (LITCs) are independent from the IRS. LITCs serve individuals whose income is below a certain level
and who need to resolve a tax problem with the IRS. LITCs provide professional representation before the IRS
or in court on audits, appeals, tax collection disputes, and other issues for free or for a small fee. For more
information and to find an LITC near you, see the LITC page at www.taxpayeradvocate.irs.gov/litcmap or IRS
Publication 4134, Low Income Taxpayer Clinic List. This Publication is also available by calling the IRS toll-free
at 1-800-829-3676 or visiting your local IRS office.
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WHAT YOU NEED TO KNOW
What is an Offer?

An offer in compromise (offer) is an agreement between you (the taxpayer) and
the IRS that settles a tax debt for less than the full amount owed. The offer
program provides eligible taxpayers with a path toward paying off their tax debt
and getting a “fresh start.” The ultimate goal is a compromise that suits the best
interest of both the taxpayer and the IRS. To be considered, generally you must
make an appropriate offer based on what the IRS considers your true ability to
pay.
Submitting an application does not ensure that the IRS will accept your offer. It
begins a process of evaluation and verification by the IRS, taking into
consideration any special circumstances that might affect your ability to pay.
This booklet will lead you through a series of steps to help you calculate an
appropriate offer based on your assets, income, expenses, and future earning
potential. The application requires you to describe your financial situation in detail,
so before you begin, make sure you have the necessary information and
documentation.

Are You Eligible?

Before your offer can be considered, you must (1) file all tax returns you are legally
required to file, (2) have received a bill for at least one tax debt included on your
offer, (3) make all required estimated tax payments for the current year, and (4)
make all required federal tax deposits for the current quarter if you are a business
owner with employees. Your offer may be returned if you have not filed all tax
returns you are legally required to file, or are not making all required estimated tax
payments and/or federal tax deposits.

Bankruptcy

If you or your business is currently in an open bankruptcy proceeding, you are not
eligible to apply for an offer. Any resolution of your outstanding tax debts generally
must take place within the context of your bankruptcy proceeding.
If you are not sure of your bankruptcy status, contact the Centralized Insolvency
Operation at 1-800-973-0424. Be prepared to provide your bankruptcy case
number and/or Taxpayer Identification Number.

Can You Pay in Full?

Generally, the IRS will not accept an offer if you can pay your tax debt in full or
through an installment agreement and/or equity in assets.
Note: Adjustments or exclusions, such as allowance of $1,000 to a bank
balance or $3,450 against the value of a car, are only applied after it is
determined that you cannot pay your tax debt in full.

Your Future Tax Refunds

The IRS will keep any refund, including interest, for tax periods extending through
the calendar year that the IRS accepts the offer. For example, if your offer is
accepted in 2015 and you file your 2015 Form 1040 on April 15, 2016 showing a
refund, IRS will apply your refund to your tax debt. The refund is not considered
as a payment toward your offer.

Doubt as to Liability

If you have a legitimate doubt that you owe part or all of the tax debt, complete and
submit a Form 656-L, Offer in Compromise (Doubt as to Liability). The Form
656-L is not included as part of this package. To request a Form 656-L, visit www.
irs.gov or a local IRS office or call toll-free 1-800-TAX-FORM (1-800-829-3676).

1
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Notice of Federal Tax Lien

A lien is a legal claim against all your current and future property. When you don’t
pay your first bill for taxes due, a lien is created by law and attaches to your
property. A Notice of Federal Tax Lien (NFTL) provides public notice to creditors
and is filed to establish priority of the IRS claim versus the claims of other
creditors. The IRS may file an NFTL while your offer is being considered. However,
an NFTL will usually not be filed until a final decision has been made on your offer.
Note: A Notice of Federal Tax Lien (NFTL) will not be filed on any individual
shared responsibility payment under the Affordable Care Act.

Trust Fund Taxes

If your business owes trust fund taxes, responsible individuals may be held liable
for the trust fund portion of the tax. Trust fund taxes are the money withheld from
an employee's wages, such as income tax, Social Security, and Medicare taxes.
You are not eligible to submit an offer unless the trust fund portion of the tax is
paid or the Trust Fund Recovery Penalty determinations have been made on all
potentially responsible individual(s).However, if you are submitting the offer as a
victim of payroll service provider fraud or failure, the trust fund assessment
discussed above is not required.

Your Rights as a Taxpayer

Each and every taxpayer has a set of fundamental rights they should be aware of
when dealing with the IRS. Explore your rights and our obligations to protect them.
For more information on your rights as a taxpayer, go to http://www.irs.gov/
Taxpayer-Bill-of-Rights.

Other Important Facts

Penalties and interest will continue to accrue during consideration of your offer.
After you file your offer, you must continue to timely file and pay all required tax
returns, estimated tax payments, and federal tax payments. If your offer is
accepted, you must continue to stay current with all tax filing and payment
obligations through the fifth year after your offer is accepted (including any
extensions).
Note: If you have filed your tax returns but you have not received a bill for at
least one tax debt included on your offer, your offer may be returned.
An offer cannot be accepted for processing if the IRS has referred your case, or
cases, involving all of the liabilities identified in the offer to the Department of
Justice (DOJ). In addition, the IRS cannot compromise any restitution amount
ordered by a court or a tax debt that has been reduced to judgment.
The law 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.
The IRS may levy your assets up to the time that the IRS official signs and
acknowledges your offer as pending. In addition, the IRS may keep any proceeds
received from the levy. If your assets are levied after your offer is pending,
immediately contact the IRS person whose name and phone number is listed on
the levy.
If you currently have an approved installment agreement, you will not be required
to make your installment agreement payments while your offer is being
considered. If your offer is not accepted and you have not incurred any additional
tax debt, your installment agreement with the IRS will be reinstated with no
additional fee.

2
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PAYING FOR YOUR OFFER
Application Fee

Offers require a $186 application fee.
Exception: If you are an individual or are operating as a sole proprietor, or are a
disregarded single member Limited Liability Company (LLC) taxed as a sole
proprietor and your household gross income meets the Low Income Certification
guidelines, you will not be required to send the application fee.

Payment Options

You must select a payment option and include the payment with your offer. The
amount of the initial payment and subsequent payments will depend on the total
amount of your offer and which of the following payment options you choose:
Lump Sum Cash: This option requires 20% of the total offer amount to be paid
with the offer and the remaining balance paid in 5 or fewer payments within 5 or
fewer months of the date your offer is accepted.
Periodic Payment: This option requires the first payment to be paid with the offer
and the remaining balance paid within 6 to 24 months, in accordance with your
proposed offer terms.
Note: Under this option, you must continue to make monthly payments
while the IRS is evaluating your offer. Failure to make these payments will
cause your offer to be returned. There is no appeal. Total payments must
equal the total offer amount.
Exception: If you are an individual, are operating as a sole proprietor, or are a
disregarded single member LLC taxed as a sole proprietor, and your household
income meets the Low Income Certification guidelines, you will not be required to
send the initial payment or make the required monthly payments while your offer is
being considered.
All payments sent in with your offer and made during consideration of the offer will
be applied to your tax debt. The payments cannot be returned to you unless you
pay more than the required payment and designate it as a deposit.
If you do not have sufficient cash to pay for your offer, you may need to consider
borrowing money from a bank, friends, and/or family. Other options may include
borrowing against or selling other assets.
Note: You may not pay your offer amount with 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. If you are planning
to use your retirement savings from an IRA or 401k plan, you may have
future tax liabilities owed as a result. Contact the IRS or your tax advisor
before taking this action.

HOW TO APPLY
Application Process

The application must include:
• Form 656, Offer in Compromise
• Completed Form 433-A (OIC), Collection Information Statement for Wage
Earners and Self-Employed Individuals, if applicable
• Completed Form 433-B (OIC), Collection Information Statement for
Businesses, if applicable
• $186 application fee, unless you meet Low Income Certification
• Initial offer payment, unless you meet Low Income Certification
Note: Your offer(s) cannot be considered without the completed and signed
collection information statement(s), Form 433-A (OIC) and/or 433-B (OIC).
3
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If You and Your Spouse Owe
Joint and Separate Tax Debts

If you and your spouse have joint tax debt(s) and you and/or your spouse are also
responsible for separate tax debt(s), you will each need to send in a separate
Form 656. You will complete one Form 656 for yourself listing all your joint and any
separate tax debts and your 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 you and your spouse or ex-spouse have a joint tax debt and your spouse or exspouse does not want to be part of the offer, you on your own may submit a Form
656 to compromise your responsibility for the joint tax debt.
Each Form 656 will require the $186 application fee and initial payment unless you
are an individual, are operating as a sole proprietor, or are a disregarded single
member LLC taxed as a sole proprietor, and meet the Low Income Certification
guidelines.

If You Owe Individual and
Business Tax Debt

If you have individual and business tax debt that you wish to compromise, you will
need to send in two Forms 656. Complete one Form 656 for your individual tax
debts and one Form 656 for your business tax debts. Each Form 656 will require
the $186 application fee and initial payment.
Note: A business is defined as a corporation, partnership, or any business
that is operated as other than a sole-proprietorship. An individual's share of
a partnership debt will not be compromised. The partnership must submit an
offer based on the partnership's and partners' ability to pay.

If You Have Tax Debt From a
Limited Liability Company (LLC)

Individuals or individuals operating as a disregarded single member LLC taxed as
a sole proprietor, tax debts (including employment taxes) incurred before January
1, 2009 may be included on one Form 656. However, in those instances where an
LLC incurred employment taxes after January 1, 2009 or excise taxes after
January 1, 2008, two Forms 656 must be sent with a separate application fee and
initial payment for each offer, even if the tax debts were reported under the same
Tax Identification Number. One Form 656 will be for the individual tax debts while
the second Form 656 will be for the LLC employment tax debts incurred after
January 1, 2009 and excise tax debts after January 1, 2008.

COMPLETING THE APPLICATION PACKAGE
Step 1 – Gather Your Information

To calculate an offer amount, you will need to gather information about your
financial situation, including cash, investments, available credit, assets, income,
and debt.
You will also need to gather information about your average household's gross
monthly income and expenses. The entire household includes all those in addition
to yourself who contribute money to pay expenses relating to the household such
as, rent, utilities, insurance, groceries, etc. This is necessary for the IRS to
accurately evaluate your offer.
In general, the IRS will not consider expenses for tuition for private schools,
college expenses, charitable contributions, and other unsecured debt payments as
part of the expense calculation.

Step 2 – Fill out Form 433-A
(OIC), Collection Information
Statement for Wage Earners and
Self-Employed Individuals

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

4
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Step 3 – Fill out Form 433-B (OIC),
Collection Information Statement
for Businesses

Fill out Form 433-B (OIC) if the business is a Corporation, Partnership, 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 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 the business for towing vehicles), the business may be allowed
to exclude equity in these assets.

Step 4 – Attach Required
Documentation

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

Step 5 – Fill out Form 656, Offer
in Compromise

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

Step 6 – Include Initial Payment
and $186 Application Fee

Include a personal check, cashier's check, or money order for your initial payment
based on the payment option you selected (20% of the offer amount for a lump
sum cash offer or the first month's payment for a periodic payment offer).
Include a separate personal check, cashier's check, or money order for the
application fee ($186).
Make both payments payable to the “United States Treasury.” All payments must
be made in U.S. dollars.
If you meet the Low Income Certification guidelines, the initial payment and
application fee are not required.

Step 7 – Mail the Application
Package

Make a copy of your application package and keep it for your records.
Mail the application package to the appropriate IRS facility. See page 27,
Application Checklist, for details.
Note: If you are working with an IRS employee, let him or her know you are
sending or have sent an offer to compromise your tax debt(s).

IMPORTANT INFORMATION
After You Mail Your Application
Continue to:

Promptly reply to any requests for additional information within the timeframe
specified.
If you selected the Periodic Payment option, you must continue to make the
payments during consideration of your offer, unless you meet the Low Income
Certification. Failure to reply timely or make monthly payments may result in the
return of your offer without appeal rights.
If your offer is accepted, you must continue to timely file all required tax returns
and timely pay all estimated tax payments and federal tax payments that become
due in the future. If you fail to timely file and timely pay any tax obligations that
become due within the five years after your offer is accepted (including any
extensions) your offer may be defaulted. If your offer is defaulted, you will be liable
for the original tax debt, less payments made, and all accrued interest and
penalties. An offer does not stop the accrual of interest and penalties. Please note
that if your final payment is more than the agreed amount by $50 or less the
money will not be returned but will be applied to your tax debt. If your final payment
is more than the agreed amount by more than $50, your money will be returned to
you.
In addition, your offer may be defaulted if you fail to promptly pay any tax debts
assessed after acceptance of your offer for any tax years prior to acceptance that
were not included in your original offer.
5
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APPLICATION CHECKLIST
Review the entire application using the Application Checklist below. Include this checklist with your application.
Forms 433-A (OIC),
433-B (OIC), and 656

Did you complete all fields and sign all forms?
Did you make an offer amount that is equal to the offer amount calculated on
the Form 433-A (OIC) or Form 433-B (OIC)? If not, did you describe the
special circumstances that are leading you to offer less than the minimum in
the “Explanation of Circumstances” Section 3 of Form 656, and did you
provide supporting documentation of the special circumstances?
Have you filed all required tax returns and received a bill or notice of balance
due?
Did you select a payment option on Form 656?
Did you sign and attach the Form 433-A (OIC), if applicable?
Did you sign and attach the Form 433-B (OIC), if applicable?
Did you sign and attach the Form 656?
If you are making an offer that includes business and individual tax debts, did
you prepare a separate Form 656 package (including separate financial
statements, supporting documentation, application fee, and initial payment)?

Supporting documentation
and additional forms

Did you include photocopies of all required supporting documentation?
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? Does it
include the current tax year?
Did you provide a letter of testamentary or other verification of person(s)
authorized to act on behalf of the estate or deceased individual?

Payment

Did you include a check or money order made payable to the “United States
Treasury” for the initial payment? (Waived if you meet Low Income
Certification guidelines—see Form 656.)
Did you include a separate check or money order made payable to the
“United States Treasury” for the $186 application fee? (Waived if you meet
Low Income Certification guidelines—see Form 656.)

Mail your application package to
the appropriate IRS facility

Mail the Form 656, 433-A (OIC) and/or 433-B (OIC), and related financial
document(s) to the appropriate IRS processing office for your state. You may
wish to send it by Certified Mail so you have a record of the date it was mailed.

If you reside in:

Mail your application to:

AK, AL, AR, AZ, CO, FL, GA, HI, ID, KY, LA, MS, NC, NM,
NV, OK, OR, TN, TX, UT, WA, WI

Memphis IRS Center COIC Unit
P.O. Box 30803, AMC
Memphis, TN 38130-0803
1-866-790-7117

CA, CT, DE, IA, IL, IN, KS, MA, MD, ME, MI, MN, MO, MT,
ND, NE, NH, NJ, NY, OH, PA, RI, SC, SD, VT, VA, WY,
WV; DC, PR, or a foreign address

Brookhaven IRS Center COIC Unit
P.O. Box 9007
Holtsville, NY 11742-9007
1-866-611-6191
27
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433-B

Collection Information Statement for Businesses

(Rev. December 2012)
Department of the Treasury
Internal Revenue Service

Note: Complete all entry spaces with the current data available or "N/A" (not applicable). Failure to complete all entry spaces may result in rejection of
your request or significant delay in account resolution. Include attachments if additional space is needed to respond completely to any question.

Section 1: Business Information
1a Business Name

2a Employer Identification No. (EIN)

1b Business Street Address

2b Type of entity (Check appropriate box below)
Partnership
Corporation
Other
Limited Liability Company (LLC) classified as a corporation
Other LLC - Include number of members

Mailing Address
City
1c County

State

ZIP

2c Date Incorporated/Established
mmddyyyy

1d Business Telephone
1e Type of Business

3a Number of Employees
3b Monthly Gross Payroll
3c Frequency of Tax Deposits

1f Business Website (web address)

3d Is the business enrolled in Electronic
Federal Tax Payment System (EFTPS)

4

Does the business engage in e-Commerce (Internet sales) If yes, complete 5a and 5b.

Yes

No

Yes

No

PAYMENT PROCESSOR (e.g., PayPal, Authorize.net, Google Checkout, etc.) Name and Address (Street, City, State, ZIP code) Payment Processor Account Number
5a
5b
CREDIT CARDS ACCEPTED BY THE BUSINESS
Type of Credit Card
(e.g., Visa, Mastercard, etc.)

Merchant Account Number

Issuing Bank Name and Address (Street, City, State, ZIP code)

6a

Phone

6b

Phone

6c

Phone

Section 2: Business Personnel and Contacts
PARTNERS, OFFICERS, LLC MEMBERS, MAJOR SHAREHOLDERS, ETC.
7a Full Name
Title
Home Address
City
State
Responsible for Depositing Payroll Taxes

Yes

ZIP
No

7b Full Name
Title
Home Address
City
State
Responsible for Depositing Payroll Taxes

Home Telephone

Yes

ZIP
No

ISA

www.irs.gov

Work/Cell Phone
Ownership Percentage & Shares or Interest
Annual Salary/Draw
Social Security Number
Home Telephone
Work/Cell Phone

Yes

ZIP
No

7d Full Name
Title
Home Address
City
State
Responsible for Depositing Payroll Taxes

Home Telephone
Work/Cell Phone
Ownership Percentage & Shares or Interest
Annual Salary/Draw
Social Security Number

7c Full Name
Title
Home Address
City
State
Responsible for Depositing Payroll Taxes

Social Security Number

Ownership Percentage & Shares or Interest
Annual Salary/Draw
Social Security Number

Yes

ZIP
No

Home Telephone
Work/Cell Phone
Ownership Percentage & Shares or Interest
Annual Salary/Draw
Form 433-B (Rev. 12-2012)
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2

Section 3: Other Financial Information (Attach copies of all applicable documents)
8

Does the business use a Payroll Service Provider or Reporting Agent (If yes, answer the following)

Yes

Effective dates (mmddyyyy)

Name and Address (Street, City, State, ZIP code)

9

Is the business a party to a lawsuit (If yes, answer the following)

Plaintiff
Amount of Suit

No

Yes

Location of Filing

Represented by

Possible Completion Date (mmddyyyy)

Subject of Suit

No

Docket/Case No.

Defendant

$
10

Has the business ever filed bankruptcy (If yes, answer the following)
Date Filed (mmddyyyy)

11

Date Dismissed (mmddyyyy)

Yes

Date Discharged (mmddyyyy)

Petition No.

District of Filing

Yes

Do any related parties (e.g., officers, partners, employees) have outstanding amounts owed to the business (If yes, answer the following)
Name and Address (Street, City, State, ZIP code)

Date of Loan Current Balance As of

No

No

Payment Date Payment Amount
mmddyyyy

$
12

$

Have any assets been transferred, in the last 10 years, from this business for less than full value (If yes, answer the following)
List Asset

Value at Time of Transfer

Date Transferred (mmddyyyy)

Yes

No

To Whom or Where Transferred

$
13

Does this business have other business affiliations (e.g., subsidiary or parent companies) (If yes, answer the following)
Related Business Name and Address (Street, City, State, ZIP code)

14

Yes

Related Business EIN:

Any increase/decrease in income anticipated (If yes, answer the following)

Yes
How much will it increase/decrease

Explain (Use attachment if needed)

No

No

When will it increase/decrease

$
15

Is the business a Federal Government Contractor (Include Federal Government contracts in #18, Accounts/Notes Receivable)

Yes

No

Section 4: Business Asset and Liability Information
16a

CASH ON HAND Include cash that is not in the bank

Total Cash on Hand

$

Contents
16b Is there a safe on the business premises

Yes

No

BUSINESS BANK ACOUNTS Include online and mobile accounts (e.g., PayPal), money market accounts, savings accounts, checking accounts
and stored value cards (e.g., payroll cards, government benefit cards, etc.)
List safe deposit boxes including location, box number and value of contents. Attach list of contents.
Type of
Account

Full Name and Address (Street, City, State, ZIP code) of
Bank, Savings & Loan, Credit Union or Financial Institution

Account Balance
Account Number

As of
mmddyyyy

17a

$

17b

$

17c

$

17d Total Cash in Banks (Add lines 17a through 17c and amounts from any attachments)

$
Form 433-B (Rev. 12-2012)
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ACCOUNTS/NOTES RECEIVABLE Include e-payment accounts receivable and factoring companies, and any bartering or online auction accounts.
(List all contracts separately including contracts awarded, but not started). Include Federal, state and local government grants and contracts.
Name & Address (Street, City, State, ZIP code)

Status (e.g., age,
factored, other)

Date Due
(mmddyyy)

Invoice Number or Government
Grant or Contract Number

Amount Due

18a

Contact Name
Phone
18b

$

Contact Name
Phone
18c

$

Contact Name
Phone
18d

$

Contact Name
Phone
18e

$

Contact Name
Phone

$

18f Outstanding Balance (Add lines 18a through 18e and amounts from any attachments)
$
INVESTMENTS List all investment assets below. Include stocks, bonds, mutual funds, stock options, certificates of deposit and commodities
(e.g., gold, silver, copper, etc.).
Name of Company & Address
(Street, City, State, ZIP code)

Used as collateral
on loan

Equity
Value Minus Loan

Loan Balance

Current Value

19a
Yes

No

Phone

$

$

$

$

$

$

19b
Yes
Phone

No

19c Total Investments (Add lines 19a, 19b, and amounts from any attachments)

$

AVAILABLE CREDIT Include all lines of credit and credit cards.
Amount Owed
Full Name & Address (Street, City, State, ZIP code)

Credit Limit

Available Credit

As of

As of
mmddyyyy

mmddyyyy

20a
Account No.

$

$

$

Account No.

$

$

$

20b

20c Total Credit Available (Add lines 20a, 20b, and amounts from any attachments)

$
Form 433-B (Rev. 12-2012)
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REAL PROPERTY Include all real property and land contracts the business owns/leases/rents.
Purchase/
Lease Date
(mmddyyyy)

Current Fair
Market Value
(FMV)

Current Loan
Balance

Amount of
Monthly
Payment

Date of Final
Payment
(mmddyyyy)

Equity
FMV Minus Loan

21a Property Description
$
Location (Street, City, State, ZIP code) and County

$
$
$
Lender/Lessor/Landlord Name, Address, (Street, City, State, ZIP code) and Phone

Phone
21b Property Description
$
Location (Street, City, State, ZIP code) and County

$
$
$
Lender/Lessor/Landlord Name, Address, (Street, City, State, ZIP code) and Phone

Phone
21c Property Description
$
Location (Street, City, State, ZIP code) and County

$
$
$
Lender/Lessor/Landlord Name, Address, (Street, City, State, ZIP code) and Phone

Phone
21d Property Description
$
Location (Street, City, State, ZIP code) and County

$
$
$
Lender/Lessor/Landlord Name, Address, (Street, City, State, ZIP code) and Phone

Phone
21e Total Equity (Add lines 21a through 21d and amounts from any attachments)
$
VEHICLES, LEASED AND PURCHASED Include boats, RVs, motorcycles, all-terrain and off-road vehicles, trailers, mobile homes, etc.
Purchase/
Lease Date
(mmddyyyy)
22a Year
Mileage

Current Fair
Market Value
(FMV)

Current Loan
Balance

Amount of
Monthly
Payment

Date of Final
Payment
(mmddyyyy)

Equity
FMV Minus Loan

Make/Model
License/Tag Number

$
$
$
Lender/Lessor Name, Address, (Street, City, State, ZIP code) and Phone

$

Vehicle Identification Number (VIN)
Phone
22b Year
Mileage

Make/Model
License/Tag Number

$
$
$
Lender/Lessor Name, Address, (Street, City, State, ZIP code) and Phone

$

Vehicle Identification Number (VIN)
Phone
22c Year
Mileage

Make/Model
License/Tag Number

$
$
$
Lender/Lessor Name, Address, (Street, City, State, ZIP code) and Phone

$

Vehicle Identification Number (VIN)
Phone
22d Year
Mileage

Make/Model
License/Tag Number

$
$
$
Lender/Lessor Name, Address, (Street, City, State, ZIP code) and Phone

$

Vehicle Identification Number (VIN)
Phone
22e Total Equity (Add lines 22a through 22d and amounts from any attachments)

$
Form 433-B (Rev. 12-2012)
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BUSINESS EQUIPMENT AND INTANGIBLE ASSETS Include all machinery, equipment, merchandise inventory, and other assets in 23a through 23d. List
intangible assets in 23e through 23g (licenses, patents, logos, domain names, trademarks, copyrights, software, mining claims, goodwill and trade secrets.)
Purchase/
Lease Date
(mmddyyyy)

Current Fair
Market Value
(FMV)

Current Loan
Balance

Amount of
Monthly
Payment

Date of Final
Payment
(mmddyyyy)

Equity
FMV Minus Loan

23a Asset Description
$
Location of asset (Street, City, State, ZIP code) and County

$
$
$
Lender/Lessor Name, Address, (Street, City, State, ZIP code) and Phone

Phone
23b Asset Description
$
Location of asset (Street, City, State, ZIP code) and County

$
$
$
Lender/Lessor Name, Address, (Street, City, State, ZIP code) and Phone

Phone
23c Asset Description
$
Location of asset (Street, City, State, ZIP code) and County

$
$
$
Lender/Lessor Name, Address, (Street, City, State, ZIP code) and Phone

Phone
23d Asset Description
$
Location of asset (Street, City, State, ZIP code) and County

$
$
$
Lender/Lessor Name, Address, (Street, City, State, ZIP code) and Phone

Phone
23e Intangible Asset Description
$
23f

Intangible Asset Description
$

23g Intangible Asset Description
$
23h Total Equity (Add lines 23a through 23g and amounts from any attachments)
BUSINESS LIABILITIES Include notes and judgements not listed previously on this form.
Business Liabilities
24a Description:

Secured/
Unsecured

Date Pledged
(mmddyyyy)

$

Balance Owed

Date of Final
Payment
(mmddyyyy)

Payment
Amount

Secured
Unsecured

$

$

Name
Street Address
City/State/ZIP code
24b Description:

Phone
Secured
Unsecured

$

$

Name
Street Address
City/State/ZIP code
24c Total Payments (Add lines 24a and 24b and amounts from any attachments)

Phone
$
Form 433-B (Rev. 12-2012)
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Section 5: Monthly Income/Expenses Statement for Business
Accounting Method Used:
Cash
Accrual
Use the prior 3, 6, 9 or 12 month period to determine your typical business income and expenses.
Income and Expenses during the period (mmddyyyy)

to (mmddyyyy)

Provide a breakdown below of your average monthly income and expenses, based on the period of time used above.
Total Monthly Business Expenses

Total Monthly Business Income
Income Source
25 Gross Receipts from Sales/Services

$

Gross Monthly

Expense items
36 Materials Purchased 1

$

26 Gross Rental Income
27 Interest Income
28 Dividends

$
$
$

37 Inventory Purchased 2
38 Gross Wages & Salaries
39 Rent

$
$
$

29 Cash Receipts (Not included in lines 25-28)
Other Income (Specify below)
30

$
$

40 Supplies 3
41 Utilities/Telephone 4
42 Vehicle Gasoline/Oil

$
$
$

31
32
33

$
$
$

43 Repairs & Maintenance
44 Insurance
45 Current Taxes 5

$
$
$

34
35 Total Income (Add lines 25 through 34)

$
$

46 Other Expenses (Specify)
47 IRS Use Only-Allowable Installment Payments
48 Total Expenses (Add lines 36 through 47)

$
$
$

49 Net Income (Line 35 minus Line 48)

$

0.00

Actual Monthly

1 Materials Purchased: Materials are items directly related to the
production of a product or service.

4 Utilities/Telephone: Utilities include gas, electricity, water, oil, other
fuels, trash collection, telephone, cell phone and business internet.

2 Inventory Purchased: Goods bought for resale.

5 Current Taxes: Real estate, state, and local income tax, excise,
franchise, occupational, personal property, sales and the employer's
portion of employment taxes.

3 Supplies: Supplies are items used to conduct business and are
consumed or used up within one year. This could be the cost of books,
office supplies, professional equipment, etc.

Certification: Under penalties of perjury, I declare that to the best of my knowledge and belief this statement of assets, liabilities, and other
information is true, correct, and complete.
Signature

Title

Date

Print Name of Officer, Partner or LLC Member

After we review the completed Form 433-B, you may be asked to provide verification for the assets, encumbrances, income and expenses
reported. Documentation may include previously filed income tax returns, profit and loss statements, bank and investment statements, loan
statements, financing statements, bills or statements for recurring expenses, etc.
IRS USE ONLY (Notes)

Form 433-B (Rev. 12-2012)
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Offers in Compromise Improving
E. Martin Davidoff, CPA, Esq.
On May 21st, the IRS announced major revisions to the Offer in Compromise program
(http://www.irs.gov/newsroom/article/0,,id=257542,00.html). A major impact of such revisions
is to enable high-income/low-net-asset individuals a much greater opportunity to resolve their tax
debts through the Offer in Compromise (“OIC”) program. Here is why. Offers in compromises
are analyzed based upon one’s equity in assets and future net income. Prior to the May 21st
announcement, taxpayers had to include as part of their offer an amount equal to 48-60 months
of future net income. The May 21st announcement reduces the multiple to 12-24 months, an
extraordinary reduction!
In his memorandum to subordinates, Scott Reisher, IRS Director of Collection Policy,
provided nine pages of interim guidance to the Internal Revenue Manual. The highlights with
respect to the future income component of OIC computations, provide:


There will be no retirement of the first $400 of auto loan debt. Thus, even if the final
payment of the automobile will take place within the horizon of the current analysis, the
first $400 will be retained in the budget for evaluating the offer (5.8.5.17).



Payments of student loans guaranteed by the federal government for post - high school
education will now be allowed (5.8.5.20.4).



The IRS will continue to allow $200 per month for older (over 6 years old) or highmileage (over 75,000 miles) motor vehicles as an additional operating expense above and
beyond the vehicle operating costs standards set forth on the IRS website. Up until the
May 21st announcement, this additional $200 would NOT be allowed if the taxpayer had
a monthly automobile loan payment. Under the new standard, the additional $200 in
operating costs will no longer be tied to the absence of a car payment.1



Clarification that expenses for state and local income tax installment agreements will be
treated as allowable expenditures in proportion to the balance due to the state and/or
locality as compared to the amount due to the IRS (5.8.5.20.4(7)). Form 433-A(OIC) has
been revised to include a line item specifically for delinquent state and local taxes. The
new rules are detailed and intricate. Accordingly, if you are dealing with a state tax debt,
you should review the new guidance carefully.



Future income is clearly defined in 5.8.5.23 as:
a.

If the offer will be paid within 5 months, then only 12 months of future
income will be required; and

b.

If the offer will be paid in more than 5 months but within 24 months, then
only 24 months of future income will be required.

Compare this to the previous standards of 48 and 60 months, respectively.

1

Note that the $200 of additional automobile operating expenses is only allowed in an offer environment. It is not
allowed in determining the amount of an acceptable installment agreement or in determining whether a taxpayer
qualifies for CNC (currently not collectible) status.

Reprinted with permission from CPA Magazine; June 2012
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Payments of more than 24 months (previously over the life of the statute) are no longer
available! In practice, I had never used this alternative. But, it had always been an option
I would have used in certain circumstances (i.e. large amount of assets, but little excess
monthly income).

In addition to addressing the future income component of Reasonable Collection Potential
(“RCP”)2, the interim guidance addresses the net fair market value of assets as follows:


The equity in income producing assets will no longer be added to the RCP of viable
ongoing businesses unless such assets are not critical to the business operations (IRM
5.8.5.5.1). In some situations, this is a material change which eliminates what many
believed to be a double-counting of assets. Two of the examples provided are particularly
instructive:
“Example (5) A real estate salesman has a vehicle with $30,000 in equity. The vehicle is
used to transport clients and assists in the production of income. The taxpayer's net
monthly disposable income is $3,000. The equity in the vehicle generally will not be
included in the RCP.
“Example (6) The same salesman in the previous example only has net monthly
disposable income of $500 per month. Consider including the equity in the vehicle, yet
allow for the impact the loss of the vehicle may have on the taxpayer's income.”



There is a substantial write-up on revisions to IRM 5.8.5.16 regarding dissipation of
assets. The dissipation rules appear to be narrowed and better defined. Generally the
time-frame is limited to three years. Specifically, the new guidance states: “if the offer is
submitted in 2012, any asset dissipated prior to 2010 should not be included.” The new
rules appear to focus on intentional attempts to avoid the payment of tax. Yet, the rules,
along with the examples, make it clear that transfers taking place more than three years
prior to the submission of an offer in stating that it “may (emphasis added) be appropriate
to include” a dissipated asset in the offer computation if the transfer and/or sale occurred
within six months before or after the assessment of the tax liability. The new rules are
worth reading as they provide significant guidance and several examples. It is my opinion
that the net impact is that dissipated assets will still be an issue in the OIC arena and that
the extent of such is still somewhat unknown.



The first $3,450 per car will, generally, be excluded from net equity computations of
vehicles owned by taxpayers. This exclusion is limited to two cars per household.

See http://www.irs.gov/pub/newsroom/interim_guidance_memo_for_offer_in_compromise.pdf
for Mr. Reisher’s memorandum.

2

RCP is the minimum amount acceptable as an offer. RCP is defined by the IRS as the total of taxpayer’s realizable
value in real and personal assets, and his/her future net income. Realizable value is, essentially, gross value less
secured debt. For example, unsecured credit card debt is usually not considered. In addition, the IRS will discount
valuations based upon “Quick Sale Value”. Future net income is based upon a forecast of the excess of gross
income over allowable expenses – food, clothing, housing, transportation, medical and taxes – over a minimum of
12/24 months (formerly 48/60 months).

Reprinted with permission from CPA Magazine; June 2012
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Reduced Offers Examples:
One of the most significant changes is the multiple to be used by the IRS in computing the
Future Net Income component of Reasonable Collection Potential (“RCP”). The following
examples illustrate that policy change with respect to offers paid within five months of
acceptance, wherein the multiple is reduced from 48 to 12.
Example #1:
• Taxpayer owes $125,000 to the IRS
• Taxpayer earns $80,000 per year.
• We agree with IRS that the Taxpayer can afford to pay $750 per month to the
IRS.
• We agree with the IRS that the Taxpayer has $40,000 in realizable value of
his/her assets.
Under the old rules the acceptable offer (RCP) would have been $76,000, computed by
multiplying the $750 by 48 ($36,000) and adding the $40,000.
Under the new rules the acceptable offer (RCP) will now be $49,000, computed by
multiplying the $750 by 12 ($9,000) and adding the $40,000.
Example #2:
• Taxpayer owes $400,000 to the IRS
• Taxpayer earns $250,000 per year.
• We agree with IRS that the Taxpayer can afford to pay $4,000 per month to the
IRS.
• We agree with the IRS that the Taxpayer has $5,000 in realizable value of his/her
assets.
Under the old rules the acceptable offer (RCP) would have been $197,000, computed by
multiplying the $4,000 by 48 ($192,000) and adding the $5,000.
Under the new rules the acceptable offer (RCP) will now be $53,000, computed by
multiplying the $4,000 by 12 ($48,000) and adding the $5,000.
The result in this example #2 appears too good to be true. And, although on the face of
the matter, the computations work, the IRS is likely to use its general rule that the
acceptance of the offer would “not be in the best interests of the government” as a reason
for rejecting such an offer.
In addition, if the full payment of the tax can be made within the statute of limitations to
collect the tax (usually ten years from the filing of the return), then the offer will be rejected. So,
in example #2, if the remaining time on the statute to collect the tax is 100 months or more, the
offer will be rejected as the Taxpayer could pay the entire tax over the 100 months ($4,000 times
100 months equals $400,000, which is the tax due).
Each case will be considered based upon its own individual facts and circumstances.

Reprinted with permission from CPA Magazine; June 2012
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CHAPTER 4

E. Martin Davidoff, CPA, Esq.

E. Martin Davidoff, CPA, Esq. is a sole proprietor in Dayton, NJ, with more than 30 years experience practicing as a CPA
and tax attorney. He founded the IRS Tax Liaison Committee of the American Association of Attorney-CPAs, and is a past
president of the AAA-CPA.

IRS Appeals in Collection Matters

T

he most underutilized arm of the
Internal Revenue Service with
respect to Taxpayer collection
issues is the IRS Office of Appeals
(“Appeals”). This office can be used
to appeal threatened levies and liens,
denials of installment agreements, and
denied offers to compromise one’s tax.
Understanding the processes and tools
available is critical to a practitioner’s
success in this specialty.
Generally, Appeals functions are
divided into two categories: i) assessment
issues and ii) collection issues. Appeals’
officers have become specialized and
most officers deal with either assessment
issues or collection issues, but not both.
Appeals of examination findings, trust
fund assessments, and denials of claims
for refund all fall within the area of
assessment issues.
Appeals’ officers
working on collection issues are often
referred to as Settlement Officers.
Other than appeals of Offers in
Compromise (“OICs”), there are two
primary procedures to appeal a Tax
Collection matter:
Q
Collection Due Process
(“CDP”) Appeals (form 12153)
Q The Collection Appeals Program
(“CAP”; form 9423)

CAP is the only methodology that can
be used to head off the filing of a Notice
of Federal Tax Lien (“NFTL”). The
CDP Appeal can only be filed in response
to the filing of the NFTL or when a Levy
is threatened by the IRS. That threat
of levy often comes in the form of the
Letter 1058 which states prominently,
“NOTICE OF INTENT TO LEVY
AND NOTICE OF YOUR RIGHT TO
A HEARING.” Providing advance notice
of levy is required by Internal Revenue
Code (“IRC”) §6330. Such notices are
10 I N OV E M B E R / D E C E M B E R 2 011

form 12153 up to 1 year after the taxpayer is provided the §6330 Notice.
So, if a client is not willing
to take the matter to Tax Court,
would there be any reason to file
within 30 days and suspend the
running of the statute of limitations? One could argue (correctly,
I believe), that the possibility of a
U.S. Tax Court appeal from the
CDP hearing puts added pressure
on Appeals to resolve the matter.
Often, the 30-day period is
gone before the practitioner gets involved. So, it is important for a practitioner to obtain IRS account transcripts to see when the §6330 notice
was issued so that the time to file an
Equivalent Hearing does not pass
by without consideration of action.
When one is deep into the 10year IRS limitations period to collect the tax, filing for a CDP hearing
may be considered risky as the statute may expire without the hearing
request. This has become rare, as
the IRS has become more consistent
about issuing notices of intent to
levy early in the collection process.
Be careful about missing deadlines. Sometimes practitioners will
call the Revenue Officer and/or their
manager upon the receipt of a Letter 1058 or other notice of intent to
levy. While negotiating or playing
telephone tag, the deadline to appeal
could go by and weaken your negotiating position significantly.

always sent via Certified Mail. OICs
are appealed through a process clearly
delineated on OIC rejection letters and
will not be discussed in this article.

CDP Hearings
The biggest mistake made by taxpayers and practitioners alike is not responding to the IRC §6330 notice within the
30 days required to fully protect the taxpayer’s rights. In such hearings, Appeals
is empowered to consider ALL collection
alternatives. Responding to the §6330
notice is relatively simple. One need only
complete the form 12153. The most recent revision (March of 2011) provides
comprehensive guidance. Considerations
when dealing with a §6330 notice and
submitting form 12153 are set forth below, some of which will be more fully discussed in the next edition of this column.
1 . Determine whether or not to respond
within 30 days. The IRS has developed
a process to consider untimely-filed
requests for CDP hearings. Such
hearings are administrative, not statutory. Therefore:
a.) The statute of limitations for
the IRS to collect the tax continues to run; and
b.) The Taxpayer does not have
the right to pursue the matter in
the U.S. Tax Court.
IRS policies are that such administrative hearings should be equivalent to the CDP hearing and, as do
CDP hearings, should consider all
collection alternatives. Accordingly,
such administrative hearings have
been named “Equivalent Hearings,”
which can be requested at item #7 of

2.

Consider requesting a face-to-face/inperson conference at a local Appeals office. Generally, our office requests
a face-to-face hearing on all form
12153 filings (also referred to as
“CDP requests”). Why not? Our

www.taxcpecourse.com

Reprinted with permission from CPA Magazine; November/December 2011
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experience is that we secure better results when meeting in person.
Our office is located in central New
Jersey. Accordingly, we find any of
three offices (Newark, New York
City, or Philadelphia) relatively
convenient. I believe our flexibility regarding location makes it easier
for the IRS to grant our requests.
More information on face-to-face
conferences for CDP hearing requests,
and the IRS reluctance to grant requests for such hearings, will be found
in the next edition of this column.
3.

Seek Penalty Abatements. Whenever
there is money due to the IRS, the
abatement of penalties should be a
consideration. Even if you cannot
elaborate on the detail of reasonable
cause within the form 12153 attachment, you should request abatement
and provide an overview of the reasonable causes and state clearly that
you are willing to provide additional
substantiation.

4.

Clearly
State the Desired Results
You want to make clear what you want
the Appeals Officer to do. Accordingly, your attachment should state
the desired results. That attachment
should also indicate why you were not
able to resolve the problem (i.e. The
Revenue Officer sent the threat to
levy without ever calling the taxpayer
or his/her representative), provide all
pertinent facts, and identify the potential issues for consideration.

5.

Consider requesting that the hearing be
recorded. To preserve a record for the
Tax Court, you may wish to consider requesting that the hearing be re
corded. You have the right to do so.
By making this request, you will be assured that the Appeals manager will be
in attendance. I have not used this tool
personally, but I do know it is being
used regularly by practitioners, particularly in larger, more complex cases.

6.

Other technicalities. Include statements in your attachment that make
it clear that:
Q
You reserve the right to amend
the request;

Q You reserve the right to supplement
the CDP request
Q There
shall be no ex-parte
communications (communication to
influence a decision-making official
off the record) between Appeals and
other IRS employees working on the
case, without your express written
permission
Q Don’t forget to include your
power of attorney for the client,
form 2848

7.

2.

CAP is an expedited procedure in which
the Settlement Officer is required to
have the hearing within five days of
his/her receipt. However, one never
knows when the officer will actually
“receive” the case. The five-day rule
brings on unfair and extraordinary
results, often under the pretense
of doing the Taxpayer a ‘favor’ by
expediting the case. For example, you
could receive a call from a Settlement
Officer, have what you believe is
a preliminary conversation to the
hearing, and then be told that the
Settlement Officer is finding in favor
of the IRS action. Effectively, you
may not have realized that you had
the hearing during that conversation!
Accordingly, you need to clarify from
the beginning in all conversations
whether you are having the hearing
or just trying to set up a mutually
convenient time for one. Also, if you
are planning to be away from the
office for an extended period, you
may want to contact Appeals to make
sure that the hearing is not scheduled while you are unavailable. The
IRS will consider your unavailability for more than five days,
effectively, a forfeiture of your
hearing rights.

3.

Normally, face-to-face hearings will
be permitted in local IRS offices.
However, it is very rare that a Service
Center CAP will be transferred for a
face-to-face hearing.

4.

The CAP Program is used to appeal
rejections of installment agreements
(IRC §7122(e)) and proposed
terminations
of
installment
agreements (IRC 6159(e)).
The details of IRS procedures
and practices relating to Appeals
change frequently. For that reason,
you should regularly refer to Section
8 of the IRM, which covers the
Appeals function of the IRS and can
be found online at: http://www.irs.
gov/irm/part8/index.html. See also
IRS Publications 594 and 1660.

Who attends? As with nearly all of my
representation before the IRS, I will
attend alone or with a member of my
staff. In the rare instances that my client attends an IRS conference/hearing, I make the decision. I have had
situations wherein my clients insisted
on attending. In such instances, consideration should be given to whether
or not to retain the client. My purpose in bringing staff is to either provide training, have someone along
with me who is more knowledgeable
of the factual nuances and intricacies
of the case, and/or someone whose
personality will assist in the resolution of the matter.

CAP Appeals
CAP Appeals enable a taxpayer/
practitioner to Appeal a specific
action or proposed action of the IRS.
Some considerations with respect to
CAP Appeals:
1.

Only the specific action or proposed action is
evaluated by the Settlement Officer.
The Settlement Officer will not
consider all collection alternatives.
However, some Settlement Officers
will tell you that they are only
doing an “administrative review”
to determine whether the IRS
followed the requisite procedures
in deciding to take or threaten the
action being appealed. Under the
Internal Revenue Manual (“IRM”),
this is simply not true in my opinion.
The Settlement Officer is to put
himself/herself in the position of
the IRS employee and determine
whether the action is the appropriate
action to be taken considering all
facts and circumstances.

Contact E. Martin Davidoff, CPA, Esq. at
emd@taxattorneycpa.com and his firm’s Web site
can be found at www.taxattorneycpa.com.
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Rules of Engagement
in Dealing With the IRS Part I

I

In practicing before the IRS regarding collection matters, penalty
abatements and examinations, I have found certain "rules of engagement" helpful.
1. Never volunteer information, unless it is part of a strategy.
The IRS often asks us a lot of questions. To appear cooperative and
move the case along, it is in our best interest to answer all questions
directly, succinctly and narrowly. Answer the question and offer
nothing more. On occasion, you may wish to strategically provide
additional information to the auditor. For instance, sometimes volunteering information in one area may move the IRS away from asking questions in other, more difﬁcult, areas. In other situations you
are trying to provide the IRS employee a human perspective on the
client (i.e. Taxpayer's mom died last December after ﬁghting lung
cancer for ﬁve years. Taxpayer would visit her every day!).
2. Never provide materials/documents to the IRS that you have not reviewed carefully — bank statements, paycheck stubs, credit card statements, etc.
The documents may contain information that is not helpful to your
client. For example, in the context of determining the amount of an
installment agreement, the IRS requests three months of recent bank
statements to support your disclosures in form 433. In such cases, I
will secure six months of recent bank statements from my client and
I will choose which three months of statements to provide the IRS.
In doing so, I will total up the deposits and make sure they are consistent with my client's representations of income. In following this
process, you should investigate all signiﬁcant discrepancies. Familiarize yourself as to whom the checks have been written to, for what
purposes, and in what amounts. In choosing which three months of
statements you are providing the IRS, you are still meeting their requirements, but you are doing so on your terms and in good defense
of your client.
3. Assert yourself as appropriate.
One way of doing so is to learn how to say phrases such as:
Q"Please give me your manager's name and phone number."
Q"What is your authority for that position?"
Q"Who is your territory manager?"
Q"Are you refusing to provide that information to me?"
From ﬁrst line staffers at the IRS 800 numbers all the way up
to Appeal Ofﬁcers, I have found that these phrases enable me to
secure a clear chain of command and a true understanding of the
positions the IRS is taking. On several occasions, the IRS has cited
authority — a case or IRM section — for their position that actually
supported my contention. In such situations the IRS representative
had not carefully read the authority or was simply blufﬁng, ﬁguring
that I would not take the time to read the cited authority. In one
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Appeal involving tens of thousands of dollars, the Appeals Ofﬁcer
told me that there was a case on point supporting the IRS position. I
presumed he was correct and politely asked him to send me the case
before issuing his report. I followed up after the conference with several phone calls and faxes. After about a month, the Appeals Ofﬁcer
simply told me he was ﬁnding in my favor, never providing the case
on point nor admitting that there was no such case supporting his
position to begin with!
In the rare case that a Revenue Ofﬁcer refuses to provide me the
name and telephone number of his/her manager, I will say "Let me
make this very clear. I have asked for the name and phone number
of your manager and you are refusing to provide that information
to me. Do I have that right?" Four out of ﬁve times such an assertive technique when making reasonable requests will secure the information you are seeking. (Those who work on the "800" numbers
are not allowed to provide their managers phone numbers, but still
should provide the name of their manager when asked. They should
offer to provide a manager callback within 48 hours.)
4. Always ask for the full name and employee ID number.
When calling the IRS be sure to get the ID number of each and every
IRS employee you speak with, as well as the correct spellings of their
names. This should be done at the beginning of each conversation,
before the possibility of the call becoming contentious. By doing so,
you will able to backtrack to that individual if you ﬁnd that behavior inappropriate or exemplary. Reporting both kinds of behavior to
IRS management will likely make your feedback more effective and
provide you with a reputation as a practitioner who is both fair and
tenacious in representing your clients.
E. Martin Davidoff, CPA, Esq., is a practicing CPA and tax attorney
in Dayton, NJ. He founded the IRS Tax Liaison Committee of the
American Association of Attorney-CPAs and is the immediate past
president of the AAA-CPA. Contact him at emd@taxattorneycpa.com.
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Rules of Engagement
in Dealing With the IRS Part II

I

In practicing before the IRS regarding collection matters, penalty
abatements, and examinations, I have found certain rules of engagement helpful. For the ﬁrst four rules of engagement, see the June/July
edition of this magazine.
Assert yourself as appropriate — postscript
Although this was discussed last month, I had an excellent example
today of how important it is to assert yourself on behalf of your clients. Several weeks ago, the CFO of a company contacted me. His
company owed more than $200,000 in payroll taxes. This is a company that has $6 million in annual sales and is likely to be paying
the payroll taxes in full. The IRS revenue ofﬁcer, Ms. Thomson, had
been eager to interview the company's president, Mr. Mays, regarding the possible assessment of the trust fund recovery penalty (IRC
§6672). During the preliminary call with the CFO, it was agreed
that I would represent Mr. Mays.
Ms. Thomson had set a deadline of May 24 to have this interview, and Mr. Mays called me on May 21 to engage me. At this
point, Ms. Thomson knew that Mr. Mays was in the process of securing representation but insisted that the appointment be kept. It
took until May 25 for me to receive the engagement letter, including
a guarantor signature, the retainer and powers of attorney. The CFO
called Ms. Thomson to tell her that the attorney would be engaged
on May 25. She said that the interview must take place between 9
a.m. and 1 p.m. on May 25, and this would be the taxpayer's ﬁnal
chance. The implication was clear that she would be taking some sort
of enforcement action, but against whom? The company was making regular payments, and Mr. Mays had not yet been assessed. This
was nothing but a scare tactic, a threat.
On the morning of May 25, we faxed our power of attorney
to Ms. Thomson and left a message on her ofﬁce phone. It wasn't
until the afternoon that we learned we were supposed to call her cell
phone. By close of business on May 25, we had not heard from her.
What now? (Even if we had reached her, we were merely going
to request more time.) As of close of business, we had not received a
return call. In my mind, Ms. Thomson was a possible loose cannon,
one who did not take seriously one's right to representation.
So, on May 26, my paralegal, Sarah, called the area director to
get the name of Ms. Thomson's manager. She explained the circumstances and secured the name of the manager. She then left a message
with the manager stating that a threat had been made and that we
could not contact the revenue ofﬁcer. By the end of the day, we had
heard back from the area director's staff, the territory manager and
Ms. Thomson. The managers who called us were sympathetic and
made it clear that we did the right thing. I believe that we will get the
additional time we require to determine what questions Ms. Thomson will be posing to my client (probably those on form 4180) and
what my client's answers to those questions will be.
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The next day, Ms. Thomson insisted on assessing the Trust
Fund Recovery Penalty without an interview. I spoke with the territory manager, who agreed that the interview will be conducted on
or before June 18. In the meantime, no assessment would be made
against Mr. Mays. I attribute the reasonable extension of time to my
ofﬁce's proactive approach in contacting the higher-ups at the IRS.
5. Never lie. Period.
This seems simple. You should never make representations to the
IRS that are misleading or untrue. Better to refuse to answer a question than to lie. In the long run, the IRS learns which practitioners
are reliable and which are not. Once you fall in the latter category,
your cases will become uphill battles.
At the beginning of most tax examinations, the auditor will ask
if there is any income that was not reported on the tax return. If the
answer is yes, I have limited choices. I can provide the information or
I can say, "that is for you to determine"— thus evading the answer
but making no misrepresentation.
6. Do not accept unreasonable timelines.
If the IRS asks for a form 433-A in 14 days, do not agree to do so if
you know you need 30 days. If the IRS asks your client to pay $1,500
by next Friday, do not agree to do so if you believe the client is unable to do so. Explain to the IRS your justiﬁcation for the extension
of time or change of payment amount and that you are interested
in working together to ﬁnd a successful resolution for all. You have
options in nearly all circumstances. You can speak to a manager or
bring the case to Appeals.
More rules of engagement to come next issue.
E. Martin Davidoff, CPA, Esq., is a practicing CPA and tax attorney
in Dayton, NJ. He founded the IRS Tax Liaison Committee of the
American Association of Attorney-CPAs and is a recent past president
of the AAA-CPA. Contact him at emd@taxattorneycpa.com.
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Rules of Engagement:
Dealing With IRS Installment Plans

I
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7. Do not agree to terms your client cannot meet.
If you believe your client only can pay $500 per month, and the IRS
insists that your client pay $1,000 per month, you should not agree
to the higher amount. By doing so, you are setting up your client for
failure. Rather, you should appeal the decision to a manager or other
administrative level within the IRS.
Usually, the unpalatable terms of an installment agreement deal
with the amount of monthly payments, but occasionally they might
deal with the timing of payments. For example, I have had clients
who have owed substantial amounts to the IRS who received bonuses at the end of each year. In one case, an attorney could repay
the IRS $60,000 per year. But, a $5,000 per month payment plan
would not work because the attorney received much of her income
in December, January and February of each year through bonuses.
Thus, we negotiated with the IRS to have the payments due
for each December, January and February at a rate of $20,000. Although the IRS had to manually monitor this particular installment
agreement, they agreed to do so because they understood the logic of
structuring the payments in this manner. Usually, you will not get
a first-level employee to depart from the prescribed monthly installment formula that is normally used by the IRS. Higher-ups, however, often will exercise their judgment to bring about a resolution.
8. Current taxes get paid first.
While meeting with clients about IRS collection matters, they are
likely to tell you their tales of woe about how they got into these
predicaments. Hopefully, you will give them excellent advice on how
to resolve their past issues. Maybe the issues can be resolved with
installment agreements or offers in compromise. Perhaps, the clients
will take out equity loans on their homes to pay off the IRS. Regardless of the resolution, they will not be successful in resolving their IRS
disputes if they are not meeting their current tax obligations.
Quickly, the conversation needs to move to the current tax year
because no long-term resolution will be possible if the client is not
current. Is the client paying his or her personal estimated taxes? Is
the withholding level correct? It is important that you as the advisor know where the taxpayer stands on the current year. Your goal
is to pay in nearly all of the tax by year-end and no more. Why no
more? Typically, the IRS will seize the excess and apply it “in the best
interests of the government,” which is usually not in your client’s
best interests.
6 I O C TO B E R 2 010
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If you are dealing with a client who is also an employer, make
sure that all payroll tax filings have been completed and that the payroll taxes are being paid timely. I usually will have the client sign up
with a major payroll tax service and opt into their tax-pay service.
Such a service takes out the proper withholding tax with each payroll. I educate the client that the net payroll should not be paid unless
you have the funds to be sure to pay-in the related payroll taxes.
Many IRS employees understand that current taxes should be
the first concern. Yet, some IRS employees will pressure clients to
pay delinquent taxes first because those are the cases on the IRS employees’ desks. It often takes an aggressive representative to keep the
proper focus.
Often, clients just refuse to stay current on their taxes, claiming
they are unable to do so. They explain that they cannot afford to pay
the mortgage, the auto payments, college, etc., and pay their taxes. In
many instances, these are self-employed individuals. Your approach
with such individuals has to be clear and firm. People often have
to realize that they must change their lifestyles to live within their
current budgets and that current taxes are non-discretionary parts
of those budgets. So, if a client comes in today, I realize he or she
might not be able to pay even the first half of the current year’s taxes.
But, from this day forward, the client must keep current. I encourage high-income individuals to pay their estimated taxes monthly or
weekly through www.eftps.gov to avoid facing those huge quarterly
estimated tax payments.
More rules of engagement to come next issue.
E. Martin Davidoff, CPA, Esq., is a sole proprietor in Dayton, N.J., with
more than 30 years experience practicing as a CPA and tax attorney. He
founded the IRS Tax Liaison Committee of the American Association of
Attorney-CPAs and is a past president of the AAA-CPA. Contact him at
emd@taxattorneycpa.com.
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IRS Rules of Engagement No. 10:
Never Let Deadlines Pass

I
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9. Meet all commitments made to the IRS … or at least call.
A corollary to the rule of not accepting unreasonable time lines from
the IRS is for the CPA to meet all commitments made to the IRS. If
you insist on reasonable time lines, you should be able to meet such
time lines. In the rare instances that you are unable to meet such
time lines, you must be sure to communicate with the IRS before the
commitment date passes.
Most revenue officers (RO) and agents will work with you as
long as you communicate and make a significant effort to move the
case forward. You may need to speak to a manager before securing a
reasonable time frame, as the IRS appears to provide little discretion
to its front-line telephone collection employees.
In setting time lines or requesting additional time there are techniques you can use along with your own personal style. Let’s say you
have a client who owes $75,000 and should be able to full-pay the account in due course. The negotiation with the IRS ultimately comes
to whether the client can liquidate assets through sale or loans and/or
the amount of monthly installment payments.
One of the first requirements of the IRS is to secure financial
information about the taxpayer. For me, the most difficult aspect
for most high-income taxpayers is determining and presenting their
budget to the IRS. Thus, one of the compromises I will make with
a RO will be to provide form 433-A, presenting all but the budget.
This is helpful to the RO because it provides a road map to assets
and employment. In exchange, I will get the time needed to put
together the client’s budget. (See a detailed budget in the April/May
2009 edition.)
How do I convince the IRS to provide more time? Often, I
bring it to a personal level. I recognize that we both are professionals
and need to be reasonable about the demands we place upon ourselves. To eliminate resistance, I may communicate with the IRS
representative along the following lines:
“As one who has been in practice for many years, I am in the
business of avoiding stress for my clients and myself. When left to
our own resources, we will make your job easier and provide you
with a quality, comprehensive package. I know the demands on my
time and my client’s time and am in the best position to set my own
schedule. I cannot meet the deadline you are asking of me while
exercising my due diligence. I am sure if I provide you the requested
materials in the time line I have laid out, you are not going to be running out of work. Accordingly, I would appreciate you treating me
6 I N OV E M B E R 2 010
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professionally as you would like to be treated.”
In the most absurd cases, I have had the IRS require eight to ten
years of tax returns to be filed in 30 days. The IRS has been waiting
for these returns for eight to ten years, and now it is suddenly urgent
that they get them in 30 days? I will negotiate a schedule to provide
the returns over a period of time that is reasonable for the complexity, or lack thereof, of the client’s tax returns. My rule of thumb has
been to provide the first two years’ returns within 45 days and then
two more years every 30 days.
10. Do not let appeals deadlines pass without considering action.
Most commitments with the IRS are artificial deadlines set by the
IRS (and, hopefully, the practitioner) to keep the case moving along.
However, some deadlines are critical. You should never just let those
deadlines pass. Examples of such deadlines are the 30-day deadline
to appeal a Revenue Agent Report in an examination context, the
90-day deadline to file a Tax Court Petition, the 30-day deadline to
request a Collection Due Process hearing or the one-year deadline to
request a Collection Due Process Equivalency hearing. Each of these
deadlines requires a written response.
There are also deadlines to appeal the imposition of a penalty
or the denial of a request for abatement. Never allow a deadline to
go by as a result of your indecision or inability to act. Each deadline
requires careful consideration and documentation of the actions you
decide to take or not take.
More rules of engagement to come next issue.
E. Martin Davidoff, CPA, Esq., is a sole proprietor in Dayton, N.J., with
more than 30 years experience practicing as a CPA and tax attorney. He
founded the IRS Tax Liaison Committee of the American Association of
Attorney-CPAs and is a past president of the AAA-CPA. Contact him at
emd@taxattorneycpa.com.
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IRS Rules of Engagement:
Under Promise and Over Perform

I
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11. Carefully read and fully understand all IRS communications.
The title of this “rule” seems to say it all. However, I am astounded
by the number of taxpayers and practitioners who misread IRS communications. The first thing to look for in any IRS communications
is whether there is a deadline to take action (i.e. appeal the denial of
a request for penalty abatement). Even if I do not have time to carefully read the entire communication at first, I quickly peruse it to be
certain that no deadlines will be missed. From time-to-time, the IRS
will request documentation within a short period of time and failure
to do so will create havoc for the client. For example, offer in compromise specialists will often request additional information within
10 to 14 days. If you don’t provide the requested information by the
due date, the IRS will return the case to you without a decision. This
is worse than a rejection in some respects, because you cannot appeal
the decision to return the case. If you realize at the outset that there
is a short time line, you can then take action to meet the deadline or
speak to someone, including a manager, to request additional time
to gather the information.
It is also key to know how to respond. For example, if the proper response is an appeal, to what address do I send the appeal? Most
of the time, the communication will provide that information. If it
does not, you should call the telephone number on the notice (or
the practitioner hot line, 866-860-4259) to determine the proper
address (usually, the inside address within the communication). We
will often fax our appeal as well as mail it via Certified Mail, to ensure
timely receipt.
Many IRS letters can be confusing. For example, some letters
state that the IRS has made a decision, but if you provide additional
information within 30 days, they will reconsider. Yet, I have often
seen that same letter include language advising the taxpayer that he/
she had 30 days to appeal the decision (most often in offers in compromise). A taxpayer may send in the additional information, but
not ask for an appeal. Thus, if the information does not change the
mind of the IRS, the taxpayer has lost the right to go to Appeals!
Many of you are familiar with IRS letter 1058, wherein the IRS
advises the taxpayer of a potential levy and his/her right to a Collection Due Process Hearing. After a case has remained dormant for
awhile, the IRS may file what is often referred to as a “refresher letter,” letter 3174. Essentially, this again advises the client of the potential for levies as well as other enforcement action if full payment is not
timely made. However, there is no formal Appeals mechanism. In
my opinion, a response is necessary to ensure that levy or lien action
is not imminent. The appropriate response is to follow the process
which would lead to a CAP Appeal (form 9423), the first step of
which is to communicate with the source who sent the letter 3174.
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IRS communications often provide explanations on changes in
tax, interest and/or penalties. Yet, such communications are often
not complete. So, in order for you to “fully understand” a communication, you may need to use a variety of tools to request such
documentation to enable you to fully understand the notice. Such
tools are E-Services or the Practitioner Hot Line to secure account
transcripts or Freedom of Information requests to secure other documents (i.e. SFR, AUR or examination assessments).
The bottom line is to read the IRS communication from cover
to cover, making sure that you fully understand how the document
impacts the taxpayer and, if you disagree with that impact, how and
when to reply to the communication.
12. Know your case’s status! Set ticklers and follow-up.
When dealing with IRS controversy matters, you, the practitioner,
should take control and fully understand the procedural context of
the case. Is the case in Appeals? Has the tax been assessed? Can an innocent spouse claim be timely filed? Can the taxpayer take advantage
of a Collection Due Process Hearing or the equivalency hearing? Is
your case nearing the expiration of the Statute of Limitations on IRS
collections? Once you understand the procedural context, then set
forth a plan of action and execute that plan.
Never just wait for the IRS to contact you. You should set ticklers and time lines for anticipated contacts. Depending upon your
situation and your strategy, you may wish to push the case to a conclusion aggressively. If your hope is that the IRS will be quiet and go
away, that should be a strategic decision, not as a result of indecision.
At our office, after we have made contact with the IRS, we “tickler”
a follow-up to check the status of the case. When the “tickler” pops
up, we then decide whether contact with the IRS is appropriate and,
if so, we decide upon the best manner of contacting the IRS.
For example, at the time we submit an offer in compromise
package on behalf of a client to the IRS, we also set a tickler of 30
days to make certain that the case has been received and assigned. If
we have heard nothing in that time frame, we call the OIC unit to
Continued on page 13
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Save Thousands of Dollars By Running
Examination Results Through Tax Software
Continued from page 6
which the case was sent (usually Holtsville, NY for us). After the call,
we evaluate the discussion and set a new tickler.
Another example, would be securing an installment agreement.
We monitor the case to ensure that the IRS is not placing levies or
liens on the case while the request for an installment agreement is
pending. Also, many clients wish to have some finality to their situation as quickly as possible. So, we will set ticklers and make contacts
to keep the case moving along. After each conversation with the IRS
we inquire on the best time to make contact again and use that information as one point of reference in setting the next tickler.
13. Confirm all examination computations through tax software.
In the past year, I have saved two clients thousands of dollars by
merely running the tax examination results through our tax software.
I had a ‘hunch’ on each matter that there were some errors in the initial return preparation or in the computations by the IRS. So, I ran
the original return and the adjustments (as a 1040-X) through my
tax software. I found that there were computational errors as a result
of passive loss computations, the AMT, depreciation and net operating loss carryovers. (It should be noted that the original returns were
not prepared by our firm.) The results were so significant that I have
made it a rule to check the computations on all examinations. We

also check the more complicated interest and penalty computations
using a program by TValue entitled TaxInterest.
The first step is to make certain that we ensure that there were
no errors in the original return. Through that process, you can discover and evaluate errors in the return, the correction of which will
benefit your client. The complexity of the passive loss rules, the AMT
and the combination of the two provide a significant opportunity for
tax savings. Then we add the agreed-to changes in income to arrive
at a revised tax liability.
The IRS will usually not have a problem correcting errors such
as those described above. The settlements we reach with them are
usually related to under-reported income or disallowed deductions.
The ultimate tax is merely a computation. The IRS software for examinations does not have the sophistication of the IRS tax processing
computers or our software. Accordingly, it is not unusual for the IRS
to fail to pick-up a passive loss carryover, for example, which gets
freed up with the disallowance of current year deductions on rental
real estate.
More rules of engagement to come next issue.
E. Martin Davidoff, CPA, Esq., is a sole proprietor in Dayton, N.J., with
more than 30 years experience practicing as a CPA and tax attorney. He is a
past president of the AAA-CPA. Contact him at emd@taxattorneycpa.com.

By Practicing CPAs ... For Practicing CPAs

Reprinted with Permission from CPA Magazine Tax Season 2011

TA X SE A S O N 2 011 I 13

Page 104 of 109

Page 105 of 109

Dealing with the IRS Regarding
Collections, Penalty Abatements
and Examinations

I

In pra
practicing
pract
before the IRS regarding collection matters,
penalty
nalty abatements
a
and examinations, I have found certain rules
of enga
engagement
engage
helpful. This is the sixth and final in the series of
aarticles
rticles
ticles in this magazine on such rules of engagement.
14. Be Realistic With Your Client.
Promise only what you know you can deliver, which will
frequently result in your delivering more than anticipated.
Throughout our communications with our client, we
promise only what we know we can accomplish. Our goal is
to establish trust with our clients and referral sources, while
establishing reasonable expectations in the minds of our clients.
Since much of our success depends upon our advocacy skills in
working with a variety of individual decision-makers at the IRS,
we are often able to deliver more than our clients anticipate.
15. Confirm all Oral Agreements with the IRS field employees in writing
and request that they sign off.
In collection matters, the IRS often wants information more
quickly than you can provide it with reasonable accuracy.
Accordingly, you often enter into a negotiation with the Revenue
Officer (RO) and establish mutually-agreeable deadlines. For
example, when will back tax returns be filed? When will the form
433-A be completed? How will interim payments, estimated
taxes, and payroll tax deposits be handled? ROs are instructed
to secure form 433-A information (client financial information)
immediately. The assets/liabilities sections of the form 433-A
are often straight-forward and can be completed in a relatively
short timeframe. However, the budget section may take more
time and finesse to present a complete and accurate picture of
the taxpayer’s finances and monthly budget. Accordingly, you
may agree on varying timelines for portions of the form 433A in order to satisfy the RO’s need for securing at least some
information quickly. In exchange for meeting the agreed-to
timelines, you should negotiate with the RO to hold off in taking
any collection actions and/or issuing notices that will accelerate
the collection process.
To avoid any possible misunderstandings, you should set
forth the understandings with the RO in writing. You could do
a memorandum to your client’s file. However, if you are dealing
with a RO in the field, why not turn that memorandum into a
letter and ask the RO to sign off on its contents? The worst that
could happen is that the RO will not sign the letter. If the RO
receives the letter and fails to object to its contents, I believe
that such inaction would be considered a tacit agreement to the
letter’s terms. If I am dealing with a RO whom I trust, I often
6 I AU G US T/ S E P T E M B E R 2 011
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send the confirming letter and ask the RO to call me if any of
the contents are inaccurate. If I do not trust the RO or have no
long-term relationship with the RO, I will often insist that the
RO sign off on the letter or issue their own letter of confirmation
back to me. On occasion, I will go to the manager to secure a
written confirmation from the RO.
In drafting the letter, I take great care to write the
agreement precisely as discussed. I would not want to be accused
of attempting to renegotiate the agreement by using wording
more favorable to my client than our discussion had provided.
Sometimes, in drafting the letter, I will think of something
that had not been discussed that should be included in our
agreement. In such circumstances, I make it very clear that we
had not discussed that aspect and invite the RO to call me if he/
she does not agree with my proposed resolution of the issue.
When dealing with IRS collections through the centralized
telephone sites, securing written confirmation of oral agreements
is nearly impossible. In such cases, I write detailed internal
memoranda. If nothing else, each memorandum should clearly
communicate to your client what has transpired. In lieu of a
memorandum, I will often send a letter to my client summarizing
the case’s status. Both the memorandum and the client letter
serve the purpose of documenting what has transpired and
communicating the status of the matter to your client.
16. When you win, say “thank you” and “good-bye.”
Q The Appeals Officer agrees to waive your client’s penalty;
Q The Criminal Investigation Division decides not to
prosecute your client;
Q The IRS telephone assister agrees to accept a favorable
installment agreement; or
Q The IRS finally agrees to that Offer in Compromise.
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All of the above are favorable outcomes for your client.
Some practitioners might ask “what swayed you to see it our
way?” or “how did you come up with that number?” When
the IRS says “you win,” you should simply say “thank you”
and “good-bye.” (Then, of course, do the memorandum to
your file.) For example, I recently received a verbal approval
of a highly favorable installment agreement. I then gave the
IRS manager in this case, the only information he needed,
“I would like the payments to come due on the 28th of each
month, starting next month.” That is all he needed to input
the installment agreement and, at that point, I quickly ended
the call.
17. Pull transcripts and summarize them.
To fully understand a client’s options, it is helpful to prepare a
federal tax summary. A sample of such a summary can be found
below. To prepare such a summary, you must secure Account
Transcripts from the IRS. For practitioners, this can be done
through E-Services or by calling the tax practitioner hotline
(1-866-860-4259). Preparing a federal tax summary using a
spreadsheet program allows you to summarize dozens of pages
from IRS Account Transcripts on one page so you can readily
see the amounts of tax, interest, late filing penalties, late payment
penalties, estimated tax penalties and offsetting payments and
credits for multiple years.
18. Be fully prepared for all meetings…anticipate the unexpected.
I recently represented a client at a tax examination. In
preparing for my meeting with the auditor, I came in
prepared with multiple sets of files. We carefully segregated
the information so that we could answer anticipated questions
narrowly to prevent raising additional issues inadvertently.
The bottom line is that we anticipated virtually all of the
auditor’s potential questions. Our thorough preparation

enabled us to achieve a more favorable and faster result for
our client and minimize her stress. Such preparation is helpful
in the collection area too. Comprehensive form 433 packages
enable us to secure better results. Anticipating weaknesses in
our client’s arguments for penalty abatement hearings enables
us to more effectively address those weaknesses with the
Appeals Officer.
19. Know the tools available to you and your clients’ rights.
Some examples include:
Q Your client has a right to appeal the rejection of his/her
request for an installment agreement;
Q You have the right to discuss your case with a manager,
territory manager, or anyone else up the chain of command;
Q You have the right to go to the Office of Appeals for
Collection Due Process hearings, CAP Appeals, penalty
abatement appeals, and to appeal examination findings;
Q To assist you, you have programs available such as the
Office of Taxpayer Advocate and Fast Track Mediation;
Q You may designate payments as Trust Funds or Deposits
in the Nature of a Cash Bond;
Q You have the right to see, generally, what is in IRS files
through the Freedom of Information Act. You also may see
IRS records of third-party contacts.
Learn all you can about your clients’ rights and what
tools are available within the IRS so you can utilize them most
effectively to benefit your clients.
E. Martin Davidoff, CPA, Esq., is a sole proprietor in Dayton, N.J., with
more than 30 years experience practicing as a CPA and tax attorney. He
founded the IRS Tax Liaison Committee of the American Association of
Attorney-CPAs and is a past president of the AAA-CPA. Contact him at
emd@taxattorneycpa.com.

(IRS Representation Federal Tax Summary)

L\EMD\DOELiab.123

11/12/2004
JOHN DOE
YEARLY SUMMARY OF FORM 1040 TAX LIABILITY

YEAR

1991
1992
1993
1994
1995
1996
1997
1998
1999
2000
2001
2002
2003
TOTALS

TAX

INTEREST

54,056.00
105,339.00
57,286.00
126,939.00
131,126.00
198,387.00
71,195.00
94,743.00
107,016.00
141,777.00
86,825.00
93,454.00
63,276.00

102,817.39
176,033.26
68,332.01
130,383.40
111,359.90
137,665.23
39,070.53
41,047.19
34,493.18
29,659.32
13,372.66
7,108.98
0.54

$1,331,419.00

$891,343.59

FEES &
COLLECTION

52.00
70.00

20.00

$142.00

LATE
FILING

PENALTIES
LATE
PAYMENT

13,514.00
26,335.00
14,321.50
31,734.75
32,781.50
49,596.75
17,798.75
23,685.75
26,754.00
35,444.25
21,706.25
23,363.50
0.00

13,514.00
26,334.75
14,315.49
31,734.75
32,781.50
49,596.75
17,798.75
23,685.75
26,754.00
31,186.10
13,023.75
8,410.86
0.00

$317,036.00

$289,136.45

ESTIMATED
TAX

TOTAL
ASSESSMENTS

PAYMENTS &
CREDITS

OVERPYMT
CREDIT
TRANS OUT

BALANCE
DUE "1040"

1,444.16

183,901.39
334,042.01
156,707.25
320,861.90
308,048.90
435,245.73
145,863.03
183,161.69
195,017.18
238,066.67
134,947.66
132,337.34
64,720.70

(64,728.00)

7.30

183,901.39
334,042.01
95,422.50
320,861.90
308,048.90
435,245.73
145,863.03
183,161.69
195,017.18
238,044.67
134,947.66
132,337.34
0.00

$3,844.41

$2,832,921.45

($126,034.75)

$7.30

$2,706,894.00

2,400.25

(61,284.75)

(22.00)

By Tax Practitioners ... For Tax Practitioners

Reprinted with Permission from CPA Magazine August/September 2011

DATE OF
TRANSCRIPT

07/23/2004
07/23/2004
09/13/2004
09/13/2004
09/13/2004
09/13/2004
09/13/2004
09/13/2004
09/13/2004
09/13/2004
07/23/2004
07/23/2004
07/23/2004
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IRS Representation Advisor—Steps
to Effective IRS Audit Resolution*
By E. Martin Davidoff

E. Martin Davidoff outlines steps for effective IRS audit resolution.

W

hen taxpayers receive the dreaded notice
that their business is going to be examined
by the IRS, the ﬁrst thing they do is seek
your advice. If you prepared the return, you already
know there is nothing to worry about because the
tax return is perfect in every way! So, of course, for
the purposes of this article, we are talking about the
new client who walks in with the tax return prepared
by that “other CPA”—not you!

1. Ca
1.
C
Carefully
arre ully Re
Read
d the
Communication
C
Co
om
mm
mu icatio
on
Care
Carefully
effull
lly determine
de
i the
h type off examination
i
takk
what, precisely,
prec
p
ing place and what,
is being examined.
perta to a field examination,
The IRS notice mayy pertain
an office audit or a correspondence examination.
In addition to these three primary types of examination methods which have the potential to adjust
taxpayers’ liabilities, there are under-reporter notices (CP-2000), specialized audits of tax credits
(i.e., earned income credit) and substitute for return (SFR) procedures. This article addresses only
field and office examinations. Field examinations
are conducted by Revenue Agents, while office
audits are conducted by Tax Compliance Officers.
E. Martin Davidoff, CPA, Esq., is the founder of the Dayton,
New Jersey ﬁrm of E. Martin Davidoff & Associates, CPAs and
has more than 30 years of experience practicing as a CPA and
tax attorney. Davidoff is the founder of the IRS Tax Liaison
Committee of the American Association of Attorney-CPAs and
currently serves on the Executive Committee of the AAA-CPA.
Mr. Davidoff may be reached at emd@taxattorneycpa.com.

2. Speak Directly with
the Revenue Agent/Tax
Compliance Ofﬁcer
Call and introduce yourself to the Revenue Agent (RA)
or Tax Compliance Ofﬁcer (TCO) conducting the examination (the “Auditor”). IRS employees are people
too. This should be a cooperative and friendly discussion. How you approach and deal with them will
impact the success or failure of your representation.
sure to
to call
c before the response date on the
Bee sure
xamination notice. If the notice provides a date for
examination
b sure to call well in advance of that
a meeting, be
meeting as it is likely (and permissible) that you will
need to reschedule. As you negotiate a date and time
convenient for you, allow sufﬁcient time to conduct
a thorough pre-audit.
Try to narrow the issues. For example, work with
the Auditor to choose the expense categories to audit
from the larger amounts on the tax return. Often, a
relatively small number of categories will represent
70 to 85 percent of the total expenses of a business.
I prepare a spreadsheet for my own use to determine
that I am hitting this target range. To get the auditor’s
“buy-in,” I usually make it clear during the conversation that I understand that if we cannot substantially
document the selected categories, that the Auditor
may expand the scope of the examination. Generally,
if I can show that there is a competent set of books
and records, and can fully document the larger expense categories, there will be no need to look at the
smaller categories. In some cases, I take the approach
of having the Auditor choose the expense categories,
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recognizing that they are in control of the examination. Recognize that it is in both the taxpayer’s and
the IRS’s interests to have an efﬁcient examination.
Generally, you will encounter more productive
discussions with RAs than TCOs. RAs are higher on
the IRS pay and talent scales, more highly trained and
have more ﬂexibility in their workload allocation.
TCOs are given a greater workload and are conducting the examinations in their ofﬁces, usually at their
desks. Often, I have found TCOs to be autocratic and
inﬂexible. In such cases, learn how to say: “Please
give me the name and telephone number of your
manager,” and “Who is the Territory manager?” Then
be prepared to make the appropriate calls. Such calls
work, even if the IRS employee states “my manager
will tell you the same as I did” as they often do.
Recently, the IRS has been requesting electronic
records of taxpayers. The submission of such records
could be damaging to our clients. The withholding
of such records has not yet been tested in court. Up
through the writing of this article, I have not turned
over such records, with the following rationales:
The records contain conﬁdential information (i.e.,
doctor patients, attorney clients).
The accounting ﬁle (often QuickBooks for small
businesses) is not a true set of books and records
a d could
co
g
and
be misleading.
We can
cca document
documen
nt expenditures
e xp end
ditu es adequately
ad uately
We
t ouggh
thro
th
h print-outs
p nt-outs of selected
selected reports.
repo ts.
through
Bu
B
ut, before
b
beff re long, the
h IRS
RS may iinsist
i on such records
d
But,
oweer to
o do
d so through the courts. In
and test their power
re
ecomm
the meantime, I recommend
against turning over
taxpayer electronic records unless and until the IRS
issues a subpoena to do so.

3. Do a Thorough Pre-Audit
Prior to the IRS conducting the examination, I
perform a pre-audit that is more thorough than
the actual examination. I scrutinize every check,
receipt, and all of the books and records, trying to
learn where all the “bodies” lie, and to understand
the client’s books, records, and business inside
out. Knowing the weaknesses of the case allows
me to prepare more effectively for the examination and, in some cases, I decide to offer up those
weaknesses to the auditor up front as a gesture
of good faith.
It is important, especially with corporations, to
understand all balance sheet accounts. For example,
the impact of tax basis on S corporations may pro-

vide adjustments for the examiner. How many of us
have observed the dreaded “loan to shareholders”
account on the asset side of the balance sheet? Ask
questions of your client and his bookkeeper to ensure
you have a comprehensive understanding of your
client’s ﬁnancial history.
With nearly all closely held businesses, the IRS will
be looking at deposits into bank accounts and reconciling such deposits to reported gross income. Be
sure you do a thorough analysis of bank and brokerage account deposits. Also, the IRS may look into the
personal living expenses of the owners of the business
to determine whether their lifestyle is consistent with
the income being reported from the business. If not,
what is the source of funding the shortfall? In many
instances that the shortfall is unreported income!
To support deductions, you will need proof of
payment and receipts reﬂecting the purpose of the
expenditures. For certain expenditures, such as meals
and entertainment, travel and local transportation, a
diary may be critical.
Recognize when you are in over your head. Some
cases require an attorney-client privilege. As soon
as you recognize that, refer your client to counsel
and stop asking questions of the client. Remember,
CPAs and enrolled agents do not have privilege in
representing clients before the IRS with respect to
crimina
matte 1
criminall matters.

4. The
T Client
C
Should Be
a No-Show
Have a frank conversation with your client regarding
why he/she should be a “no-show” at the examination. Clients will often talk too much and inadvertently
provide more information than necessary. They are
often angry about their situation (of being audited)
and show that anger during the examination. And, by
poorly choosing their words or becoming defensive,
they may lead the auditor into believing that something
is improper, even if that is not the case. Most clients
will be relieved that their presence is not required.
Your role will be to act as a buffer between the
auditor and the client, enabling the client to give
thorough, well-considered answers to all questions.
Also, if the questions become too invasive, you can
always state that you are not authorized to answer
the question presented and consider responding
after you seek further guidance and/or clariﬁcation
from your client. Keep in mind that the IRS does not
have the right to interview your client directly. You
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are his representative.2

5. Rules for Conducting
the Examination
Prior to the examination, ﬁnd out all you can
about the auditor. Inquire of your colleagues and
check out social media sites.
Have the examination in your ofﬁce, not the client’s. This enables you to more carefully control
the ﬂow of the examination. Avoid letting the
auditor sit alone all day looking over the records
on his or her own. It is important that your staff
and you spend time with the auditor, getting to
know him or her and knowing what he/she is
doing. Develop a rapport with the auditor.
Completely review and understand all documents
provided to the auditor.
Never lie or make a misstatement to the auditor.
Never volunteer information, unless it is part of
a strategy to do so.
Do not accept unreasonable timelines to get
information back to the auditor.
Meet all commitments made to the auditor, or at
least call in advance if you cannot do so.

6 Ne
6.
N
Negotiate
eg
go iate a Resolution
g
es
Attempt
At
ttem
tt
mp
ptt to
to arrive
ar ve at a n
negotiated
egot a ed resolution
reso u on of the exex
min
inatiion wit
i the
h auditor. B
amination
with
By d
doing so, you save your
pea or, possibly, the expansion
client the cost of an app
appeal
on tto
o aadditional
ddi
of the examination
multiple years. Weak
issues can often be negotiated more easily if you are
able to establish mutual trust and respect with the
auditor. Fully document your strong areas and cover
them early in the examination process. Thus, as you
get to other areas, you may be able to reach a resolution more easily. Keep in mind that the auditor is
doing his/her job and usually has not prejudged your
client. The auditor is getting all their information on
the examination from you, both in terms of the facts
and your approach in communicating with the audi-

tor. Treat them as the professionals that they are and
they will likely treat you the same in return.

7. Appeal Rights
Your client has both formal and informal appeal
rights. The informal rights are to speak to the auditor’s manager or the Territory Manager (who is the
manager’s manager). Often, difﬁculties in reaching
a resolution can be resolved through such conversations. The auditor may lack the experience and/or the
power to resolve the case on his/her own.
In the event you do not reach a resolution, you may
ﬁle a formal appeal upon the receipt of the auditor’s
report (often referred to as the “30-Day Letter” as it
provides you 30 days to ﬁle the formal appeal). Such
appeals are heard by the IRS Ofﬁce of Appeals, the
mission of which is to “resolve tax controversies,
without litigation, on a basis which is fair and impartial to both the Government and the taxpayer in
a manner that will enhance voluntary compliance
and public conﬁdence in the integrity and efﬁciency
of the Service.”
You should discuss with your client the costs and
beneﬁts of pursuing an appeal. If you have little or no
experience going to the Ofﬁce of Appeals, you may
wish to offer to represent your client in the appeals
process at a nominal
no
charge to gain experience.
Often, when
whe faced with the 30-Day Letter, pracOften,
i
titioners
are so focused on providing additional
information to the auditor in order to achieve a more
favorable result that they allow Appeal deadlines to
pass. Be sure not to do so. You can request, in advance, additional time to make your appeal. If you do
not secure the additional time in writing, you need
to ﬁle the appeal if you wish to protect your client’s
right to be heard by the IRS Ofﬁce of Appeals.

ENDNOTES
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This article was previously published by CPA MAGAZINE in two parts,
in May and June 2013.
See Code Sec. 7525.
See Code Sec. 7521(c) and I.R.M. §4.10.3.2.1.
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