Stand Up to the IRS

12" Edition

Tax Attorney Frederick W. Daily



Table of Contents

=] - 1= i
Chapter 1 — Inside the IRS: What You Need to Know About IRS Operations .............cccoeeeiiiiiicccncennn, 1
Learning ODJECHVES ......coiiiiieiei ettt e e e e ettt e e e e e e e s ab b e e e e e e e e e e e nnbtbe e e e e aeeaaaannnreneaaaaeas 1
INEFOAUCTION. ... 1
IRS INEFfICIENCY ... eieeeei ettt e e e e ettt e e e e e e e nbbeeeeeaaeeaaannreeeeaaaeaaaanns 3
Communicating With the TRS ... et e e e e e e nnr e eeaaaeas 4
Getting Your Tax File from the IRS..... ... a e 4
Obtaining INcome INfOrMALION ..........ei i e e e e e e e e e e e 5
Getting Your Tax Data from the IRS ... ... e e 6
Rules Of the GamE—TaX LAWS .....ccoiiiiiiiiiiiae ettt e ettt e e e e e e st e e e e e e e e s e nbaeeeeaaaeeaaannneeneeaaaans 6
INterpreting the TaX COOE ........ii ittt ettt e e e e e s ettt e e e e e e e aaaannbeeeeeaaaeeaanns 7
Self-Assessment Of INCOME TAXES ......ouuuiiiiiiiee ettt e e e e e s et e e e e e e e e e ennreeeeaaaens 7
WINNING the TRS GAME ..ottt e ettt e e e e e e e e a b et e e e e e e e e s e nnnbeeeeeaaaeeeannneeeas 7
REVIEW QUESHIONS ...ttt e e oottt e e e e e e s s aae et e e e e e e e eas s anstaeeeeaaeeeeannnnnneeaaaaeas 9
REVIEW ANSWES ...ttt 10
Chapter 2 — Filing Tax RELUINS ......ccooiiiiiiiii s sss s ssn s s s mnnnns 13
Learning ODJECHVES ......oiieeiiiiiee ettt ettt e e e e e ettt et e e e e e s e e bt et e e e e e e e e e nnebbeeeeaaeeaaanrrrneeaaaeas 13
INEFOAUCTION. ... 13
How Long Must You Worry About Not Filing a Tax Return?............oooiiiiiiiiiiieeeeiieeee e 13
Consequences Of NOE FiliNG ........uiiiiiiii ettt e e e e e e s e e e e e e e e e anneeees 14
IRS HUNtiNG fOr NONFIIEIS ... ..ttt e e e e e et e e e e e e e e e e anneeees 14
IRS NOtIfyiNg NONFIEIS ...ttt e e e e e e ee e e e e e e e e nneeees 14
When the IRS Prepares Your Tax Return for YOU..........oovvvviiiiiii 15
NONfiling May Be @ CHIME.......ooeieiiie ettt e e e e e et e e e e e e e e neeereeaaaaeeaanes 15
It's Better to File Before the IRS CONtaCtS YOU .....coiiiiiiiiiiiiiiiiee e 16
Suggestions for Completing Late-Filed Tax RetUrNS............uiiiiiiiiiie e 16
Voluntary Filing to Minimize the Chance of a Criminal Investigation.............ccccccooiiiii e, 18
What Will Happen When YOou File Late ... e e 18
Civil Penalties and Interest Added to Your Tax Bill .............euiiiiiiiiiii e 19
Criminal Charges May Be BroUght ...........ooiiiiiiiiiae e e e e e e e eeeaa e 19
Refunds May Be DENIEA .........c.uueiiiiiieeiiiie ittt e e e e e e e e e e e e e e e e e nnebaeeeeaaeeaaanns 19
Requesting an EXtension 10 File...........oooi 20
Filing a Return When You Can’t Pay What YOU OWe..........cuuiiiiiiiiiiieiie e 21
Filing a Tax Return When You Live Out of the United States............ooooiiiiiiiiiiiiiiiieeeee e, 21
Reducing the Chance of an Audit When Filing ..........oooiiii e 21
AmMeNnding Tax RELUIMNS ..o 22
HOW t0 AMENd @ TaX REIUIMN ... s 22
Audit Alert for Amended Tax REIUMNS ........iiiiii e 23

A Word About “Aggressive” TaX FiliNg........oooo 23
REVIEW QUESHIONS ...ttt e e oo ettt e e e e e e s ettt et e e e e e e e s nnbbaeeeeaaeeaaannrnnneaaaaens 25
REVIEW ANSWES ...ttt 26
Chapter 3 —Winning Your Audit ... s ssss s s ssmnnes 29
Learning ODJECHVES ....coiiieiiiiiiee ettt e e e e ettt et e e e e e s e e netee e e e e e e e e e nnetbeeeeaeeeaaanrrnneeaaaean 29
INEFOAUCTION. ... 29
How Long Do | Have to Worry About @n AUit? ..........oooo i 29
What to EXpect @t @n AUIL.......coooi ettt e ettt e e e e et e aaaeae 31
Do | Have to Learn Tax Law to Win My AUdit? ........ooiiiiie e 31
Audit Selection—Why Me, O LOrd?.....ccciiieeeeeeeeee e 31
Computers and Classifiers—What's the Difference?...........coovviiiiiiii 31
Unreported INCOME DIF ProgramiS. .. ..o 32

Local IRS Makes FiNal DECISION..... ... 32



Table of Contents

The IRS Looks at Significant HEMS...........eiiiii e e 33
Living BEYONA YOUF IMEANS ... 33
Market Segment Specialization Programi......... ... a e 35
Other Reasons for AUILS...........cooiiiiiii e 35
When the IRS Increases Your Tax Bill without an Audit............ooooiiiiiiiiiiii e, 37
Dealing with IRS Automated Adjustment NOtICES.............eoiiiiiiiiiiiiie e 38
Be Patient If You Don’t Hear From the IRS Immediately ..., 39
TYPES OF IRS AUGIES ...ttt ettt e e e e e et e e e e e e e e s e st eaeeeaaeeeaanneeees 45
Correspondence Audits—Please, Mr. Postman.................ooiiiiiiiiiii e 45
Office Audits—Heigh-Ho, Heigh-Ho, It's Off to the IRSWe GO .......ccoovvvvviviiiiii 45
Field Audits—Look Out, Here Comes the IRS .........couuiiiiie e 50
How a Field Auditor Approaches an EXamination ..............oooooiiiiiiiiii i 53
Preparing fOr @n AUGIt..... ... ... ettt e e e et e e e e e e e e e e e e e e e e e e e anrrrenaaaaeas 56
D (o 1N U o [ CTo = LS PPPPPPPPPRt 57
What Not 1o Bring t0 @n AUit.........oooiiiiiiiiiiii 58
Who Should Attend the AUt ... 58
HOW 10 ACt @t @n AUAIL ... e e e e e e e e e e e e e e e e eeranna e eas 58
MUNMT'S T WOKA. ...ttt oo e e e ettt e e e e e e eeeeaa e e e e aaeeeenenn e aaaaaaaees 58
Don’'t Offer Any Favors t0 the AUItOr.............eiiiii e 59
Try to Get Along With the AUItOr..........eeeiiiiie e e e e e 59
When a New Auditor Appears on the SCENE..........ccovvvviiiiiiiiii 60
Standing UpP t0 the AUGITOT ..ot e e e e e st e e e e e e e s nnnereeeaaaeas 61
Negotiating With @n AUGITOr. ... s 64
ENAING the AUGIT ... 65
IRS Pressure on an Auditor to Finish—Extending the Audit Time Limit...........ccccooiiiiiiiiiniiiene. 65
FINISNING AUAIES ...ceiiiiiiiiiii 66
Receiving the Examination RePOIT ... 66
Understanding the Examination REPOIT ........coooiiiiiii 66
Your Options After Getting the Examination REPOIt..............uuuiiiiiiiiiiiiiiiiiiiiiiiiiiiieiiiieieieeereeeeeeennne. 67
ST Lo ISR AN o [ o] o110 PP PPPPRPPPRS 74
The Auditor Suspects YOU Of Fraud..........coooviiiiiiiiiiiii e, 74
You're Billed for an Audit You Didn’t KNOW ADOUL ...........uuuuiiiiiiiiiiiiiiiiiiiiiiiiiiieieiieeieeeeseeeeeseeseeneenneee 74
Jeopardy ASSESSMENES Of ASSEES ... it e e e e e e e e ee s 75
REVIEW QUESHIONS ...ttt e e e e ettt e e e e e s s ettt et e e e e e e e e nnbbteeeeaaeeaaannsnnneaaaaens 82
REVIEW ANSWETS ...ttt ettt oo oo e e et et e e e e e et et ttaa e e e e eeeeeeaann e e eeeeeessnn e eeaaeeeennnnnnnanns 84
Chapter 4 — Appealing Your Audit Within the IRS............ccooi i 87
Learning ODJECHVES .....coiiieeiiiiiee ettt ettt e e e e e ettt e e e e e s e e nbb et e e e e e e e e e nnebbeeeeaaeeaaanrrrneaaaaean 87
T oTo 0T o o 1SR 87
Pros and Cons of Appealing an AUdit.............oooiiiiiiiiiiiii 87
[ (01T (o o] o1T= | = o N T [ ST 88
Time Limit fOr @n APPEAI ........ooviiiiiiieeeeeeeeeee 88
How to Get Your Audit to the Appeals OffiCe ......ccooiiiiieieieee e 88
IRS Form for Appeals Under $25,000 (SMall CASE).......cccvuieiiiiiaiiieeiiieeeiieeeee et 88
Protest Letter for Appeals Over $25,000 (Large Case) .......ccueeiueeiieeeriieeeeiiieesiieeeieeesieeeeneeeeseee e 89
Requesting the AUGITOr'S File ... 91
How the Appeals Office WOIKS.........cooviiiiiiieiicceceee e 92
Preparing for an Appeals HEariNg ..........cooviviiiiiiiiiiee e 93
Organizing and Presenting DOCUMENES ..........uuiiiiiiie et eee e e e e eeeeaaeeas 93
FilliNg IN the GaPS ... ..ttt e e e e e e e ettt e e e e e e e e naeeeeeaeaaeesaannbnneeeaaaeaaann 94
Focusing on Challenged IIEMS .........oiii ittt e e e e e e e e e e e e e nes 94
Meeting the Appeals OffiCEI........ovviiiiiiieceeeeee 95
Presenting a Case to an Appeals OffiCer..........ouvviiiiiiiiii 95
Negotiating @ SettemENnt...... ... e e e e e e e e 96
Should You Hire a Tax Professional for YOUr APPEaI?..........uuuuuuuuuirirerieiirieirirnenennnrenereenneeneseesrenreenns 99
If You Don’t Settle 0N APPEAL ........coo e 99

i



Table of Contents

REVIEW QUESHIONS ...ttt e e e e ettt e e e e e e s e bt et eeeaaeeaannbtbeeeeaaeeaaannnnneeaaaaeas 101
REVIEW ANSWETS ...ttt 102
Chapter 5 — Going to Tax Court: No Lawyer NeCesSary ............ccooommmmriiiinninssmmninnssssssssssssssanas 103
Learning ODJECHVES ...ttt ettt e e e e e ettt et e e e e e e s e ebbeeeeaae e e e e nneeeteeeaaeeeaannnnneaaaaeas 103
INEFOAUCTION. ... 103
I 2 7 10 = o £ PP P U PEERT 104
Small Tax CaseS—PEOPIE’S COUN ... ...uuuuuiiiuiiiiiriiieieeeeereereeerreeeeereeeeeeaeeeeeeeeeereererreeerererereressrnrsssrnrnnes 104
The Small-Tax Case Petition and Related FOrMS ..........cooiiiiiiiiiiai e 105
Completing the Tax Court FOMMS. .. ...t e e e e e e e eeeeeaaeens 105
Filing the Tax CoUrt FOMMIS. .. ... .ttt e e e e s ettt e e e e e e e s s nnereeeeeaaeeaanns 108
Meeting With IRS Appeals Officers and Attorneys Before the Trial ..., 108
Settlement Before Trial IS LIKEIY .........eeiiiiiiiiiiiiee et e e e eea e 109
Notices From the Court BEfore YOUr THal........ccoooiiiiiiiiiiiea et e e 109
Preparing Your Case fOr THal......... i i ittt e e e e e e e s s e e e e e e e e e enes 110
Awaiting the Judge’s Decision in @ Small Case ............eoiiiiiiiiiiiiiiiiii e 114
THE TAX Bl ettt ettt et e e e e e e e ettt e e e e e e e e e e e nnereeeaaae e e e nnneenees 114
Regular Tax Court Cases—OVer $50,000............ccoiuiiiiiiiiie et eeee e e e e e e e eee e e e eree e e e eareea s 114
BENCN DIBCISIONS ... 115
Not Contesting Amounts over $50,000...........c.coouiiiiiiiiie et e e et e e e et ee e e eaaee e e e earee s 115
Other Federal Courts—Paying First IS ReqUIred. ..o 115
= F 1oL U] o] (o3 VA O o T P ETTP PP 116
REVIEW QUESHIONS ...ttt e e e e ettt e e e e e e s abe et eeaaa e e s e nnbbbeeeeaaeeeaannnneeaaaaeas 118
REVIEW ANSWEIS ...ttt 119
Chapter 6 — When You Owe the IRS: Keeping the Tax Collector at Bay .........cccccccvniciinemnnnniiinnnns 121
Learning ODJECHVES ..o ettt e e e e ettt e e e e e e s e nbt et eeeae e e e e nneeeeeeeaaeeeaannnnneaaaaeas 121
INEFOAUCTION. ... 121
When You Can’t Pay With Your Tax RetUIN ... 123
Getting Time to Pay After the Tax Bill COMES..........uueiiiiiiiiiee e 123
IRS TaX BilliNG PrOCESS ......eeiiiiiiiiiiiiii ettt e e e e e ettt e e e e e e e e nee e e e e e e e e e s e annnaneeaaaaeas 124
Delaying the Computerized NOtICE CYCIE........eiiiiiiiiiiiiie e a e 124
Automatic Refund, Asset, and Wage SEIZUIMES ............uuuuuuuuuurmiierieiriiiiinienenreererererererreereee. 124
IRS Automated CollECtioN SYSIEM ........oiiiiiiiiiiii e e e e e e e e e nneneeeeaeaens 125
Delaying the ACS COllECION. .. .. .. et e et e e e e e e s aereaaaaeeaaanns 125
Getting an Installment Agreement (IA) From the IRS ..., 126
Requesting That Your File Be Sent to the Local OffiCe ..........oooiiiiiiiiiiiiieeeee e, 128
Revenue Officers—Frontline Collectors of the IRS ... 128
TRE FIrst ViSit...ooooiiiiiiiiii 128
The Collection Interview—Meeting the Revenue Officer ..., 129
Filling in IRS ColleCtioN FOMS ......eiiiiiiiiie ettt e e e e s e e e e e e e e nns 130
Signing IRS Collection Forms—Proceed With Caution ..., 135
Protecting Yourself after Making Financial Disclosures to the IRS ..., 136
What the ColleCtor DOES NEXL.......coiiiiiiiiii ettt e e e e e e s s e e e e e e e e nnneeees 136
Installment Payment Plan: INAIVIAUAIS ............uuuiiiiiiiiiiiiiiiiiiiiiiiiiiiiieiiieieiieeeeeeeee e eeeeeeeeeeeeeeeeeeeee 137
Installment Agreement Set-Up FEe ..........uiiiiiiiii e 138
Offers in ComMPromiSE (OICS)......uuii it e e e e e e s e et e e e e e e e e naaeeeeaaeeesaaannnenees 140
Grounds for Making @n OIC ... ...ttt e e e e et e e e e e e e e nneeaeeaaaans 140
Your Minimum Offer AIMOUNT........ooi ettt e e e e e e sttt e e e e e e e s eneeeneeaaaeaeaaanns 149
Special Circumstances: Effective Tax Administration (ETA) Exception ...........cccoovieiiiiiiiiiiiennennn. 150

If YOUr OIC IS REJECIEA ...ttt e e e e ettt e e e e e e e e e e e e e aaeeaanns 152
Using the Bankruptcy Code to Stop the IRS ... 153
TYPES OFf BANKIUPLCY ...ttt ettt e e e e e s ettt et e e e e e e e e nnneeaeeeaaeeeaanneennas 153
The AULOMALIC STAY. ... i it e ettt et e e e e e et e e e e e e e s e nnnbbaeeeaaeeeaannenenas 153
DoWNSIAes Of BANKIUPICY .....cii ettt ettt e e e e e s ettt e e e e e e e e e anneneeeeeaaeeaanns 154
Taxes and Chapter 7 BanKrUPLCY ......ccovvviiiiiiiiiiceeee e 154
Taxes and Chapter 13 BankrUPLCY .....ccovviviiiiiiiiiiieceee e 155

il



Table of Contents

Taxes and Chapter 11 BankruptCy ......ccovvviiiiiiiiiiieeeee e 156
Taxes and Chapter 12 BankrUpLCY ......cccvvviiiiiiiiiiieeeeee e 156
Protecting Your Assets From the IRS ... e e e 157
Suspending Collection of YOUr TaX Bill.........ccouii it 158
REVIEW QUESHIONS ...ttt e e e e ettt e e e e e s s ettt e eeaaaeeaannbbbeeeeaaeeeaannnnneeaaaanas 159
REVIEW ANSWETS ...ttt ettt oottt oot e e e e ettt e e e e e et eettea e e e e eeeeeeaaenn e eeeeeeansnnn e aeaaaeeennnnnnnn 161
Chapter 7 — IRS Enforced Collection: Liens and LeVies...........ccocevviiiiiiiiincsniisssss s 163
Learning ODJECHVES ..ot ettt ettt e e e e ettt e e e e e e s e sbtee e e e e e e e e e nnaeeeeeeaaeeaaannrneeaaaaeas 163
T (oo 0T i o PSP 163
L= To (=T = | B 1= 3 IR o PP 163
[N o) 1ot =N =To =T =T I 1= 3 =) o 163
Effect of a Recorded Notice of Federal Tax Lien........c..uueiiiiiiiiiiiiiiiieee e 164
Neutralizing a Recorded Federal TaxX LIen.......ccooiiiiiiii e 164

If the IRS RECOIAS @ TaAX LIEN ...uuuiiiiiiiiiiiiiiiiiiiiiiiieieiiiieeeeteeeeeeeeeeeeeeeeeeseesseeseeessessessssesssssnsssssnnnnnnnes 165
When the IRS Files @ Tax LI€N iN ErTOr ........oovvviiiiiiiiiie 166
Getting @ Tax Lien WIthdraWn ...........oeoiiiieiie e e e e e e ee e e e s 167
Tax Levies = SIZUIE Of ASSEES ....ciii i 167
SigNIfiCaNCe Of @ TAX LEVY ..coiiiiiieieie ettt e e e et e e e e e e st raeeaaaens 167
Dealing With the IRS LEVY PrOCESS........eeiiiiaiiiiiiieiiee ettt e e e e ettt e e e e e e e e ennaeeeeaaa s 168
Assets the IRS Can’t or WoN't SEIZE ........covvviiiiiieeeee 168
Y0 ] o QNS £ SRR 168
Assets of Last Resort That the IRS Can Seize ............eeiiiiiiiiii e 169
YOU ANd YOUr SPOUSE’S INCOME ...uuuuuiiiiiiiiririitieeeueeseststeesseseesssssesssesssassssssssssssssssssssssssssssssssnssssssnes 169
JOINTY OWNEA ASSEES. ...ttt e e e e e e e e e e e e e s e e e e e e e e e e e e nneeeeas 170
AVOIdING @ LEVY .. 170
TraNSTEr YOUE ASSEIS .oooiiiiiiiiiiieeeeeeeeeeee e 171
Convince the IRS That a Levy Would Be UNeconomicCal.............coocuiiiiiiiaiiiiiiiiiiiieeee e 171
Show That the Levy Would Prevent You from Working............coouiiiiiiiiai e 172
Keep MUM about YOUE ASSEES ... .o e e e e e eeea e 172
Keep Assets OuUt OF SNt ...t e e e e e e e e e e e eaes 172
SEll YOUI ASSELS ... 172
Move FINANCIAl ACCOUNES ... .o e e e ettt e e e e e e e e aee e e e e e e eeenena e eeeas 172
(= o1 S To o 18 A 11 o T 172
Deposit Money Into Retirement ACCOUNTS ..o 172
File fOr BANKIUDICY ... .eeeeeiee ettt e e e e e e e ekttt e e e e e e s e nntseeeeaaeeesaannsneeaaaaeaaann 173
USE Safe DEPOSIt BOXES ....iiiiieiieieeeeiee et s a e e e s e e e e e s e s e e s e s s e a e e e a e e e e e e e 173
Getting @ Tax LeVy REICASEA .......coooi it e e e e e e e 173
IRS Sales Of LeVIEA ASSEES .....ccciiiieieeee e 174
IRS Sales Of Personal PrOPeItY.........ooi i iiiiiiiie ettt e e e e e e e e e e e e aeeeaaaeeaaaanns 174
IRS Sales of Homes and Other Real Estate ............c..ouiiiiiiiiiii e 175
LeVies Of BUSINESS ASSEES. ..ot 177
Levies of Joint Tax Refunds: Injured Spouse Claims ...........coiiiiiiiiiiiie e 177
Suing the IRS for @ WroNGful LEVY .......ooiii ittt e e e e eeaa e 177
REVIEW QUESHIONS ...ttt e e e e ettt e e e e e e s e bttt eeaae e e s e nnbebeeeeaaeeaaannnneeaaaaeas 179
REVIEW ANSWETS ...ttt e ettt oottt e e oo e e e e et ta e e e e e e e et ttea e e e e e eeeeeanann e eeeeeeensnnnaaeaaaeeennnnnnnn 180
Chapter 8 — The Taxpayer Advocate: A Friend at the IRS............ccce e 181
Learning ODJECHVES ...ttt e e e e e e ettt e e e e e s s ettt e e e e e e e e e nneeeeeeeaaeeeaannnnneeaaaeas 181
T (e T 0T i o PP 181
Who Qualifies for Help From a Taxpayer AQVOCAE? .......ccooeeiiiieiieeeeeeeeeeee e 181
Problems the Taxpayer Advocate Will PUISUE ........cooiiiii 181
Problems the Taxpayer Advocate Won't PUISUE........coooiiiiie e 182
Contacting the Taxpayer AQVOCAte SEIVICE .........oiiuuiiiiiiie et 183
Emergency Help: Taxpayer AsSiStance Orders ............cooiiiiiiiiia e a e 184
What Constitutes a Significant Hardship to the IRS? ... 184
Getting Hardship Relief—Calling the IRS’S 911 Line...........ooiiiiiiiiiiiie e 185

v



Table of Contents

REVIEW QUESTIONS......ciiiiiiiiiiieeeeee e e e e e e e e e e 187
REVIEW ANSWETS ...ttt ettt oottt e oo e e e et eeaa e e e e et e et ttea e e e e e eeeeeananna e eeeeeeansnnnaaeaaaeeennnnnnnn 188
Chapter 9 — Family, Friends, Heirs, and the IRS.............ccooo oo 189
Learning ODJECHVES ..ottt e e e e e ettt et e e e e e e e e ebteeeeeaa e e e e nneeeeeeeaaeeeaannnneeaaaaeas 189
T (oo 0T o] o PP 189
IS @ FamMIly AFTar ..ottt e e e ettt e e e e e e e nae bt e e e e e e e e e e nnrnnneeaaaeas 189
Filing Tax Returns—Joint Or SeParate?...........coou it a e e 189
DIivorce and the IRS ... ... 191
Parenting and the IRS........ o ettt e e e e e e et e e e e e e e e e ne e e e e e e e e e aans 192
OWNING Property JOINTY ...ttt e e e e e e e e st e e e e e e e e s e nneneeeeeaaaeeaannneees 193
DY 1d g = g o I IF= D PSP 194
Filing a Federal Estate Tax RetUM ... 194
IRS Audits Of Estate TaX REIUIMS ........uuuuiiiiiiiiiiiiiiiiiiieiiiiiiieeteeeeeaeeeeeeeseeeaeeeeeereeerreereeseseerrresersnrennes 195
Joint Ownership and Death ............ooovviiiiiiiiii 197
REVIEW QUESTIONS......ceiiiiiiiiiiieeeeeee et e e e e e e e e e e 198
REVIEW ANSWETS ...ttt ettt oot e e e e e e e e et e e e e e e e et ttea e e e e eeeeeeanann e aeeeeeensnnnaaaaaaeaennnnnnnn 199
Chapter 10 — Fraud and Tax Crimes: Do You Really Have to WOrry? ........cccocccmmmiinnncinnennnnnnnnnnnnns 201
Learning ODJECHVES ...ttt e e e e ettt e e e e e e s e abtee e e e e e e e e e nneenteeeaaeeaaannnreeaaaaeas 201
T g (oo 0T i) o PP 201
How People Commit TaX Fraud ...........cooviiiiiiiiiiiiee e 201
If YOU Are Caught Cheating .........oooueiiiiiieee ettt e e e e e e e ettt e e e e e e e e nnnnreneeaaaeas 201
The IRS Suspects YOU Of Fraud............coouiiiiiiiiiiiiieee e 201
Options When the IRS Finds Fraud............ccoooiiiiiiiii e, 204
IRS Criminal INVeStIGatioNS ........ooiiieee et e e e e e e e e e e e reeeeaaaens 205
How Special Agents Conduct INVestigationsS............ocuuiiiiiiii i 205
IRS Considerations in Deciding Whether or Not to Recommend Prosecution .............ccccvvvvvvennnne. 207
Crimes with Which You Can Be Charged ... 207

If YOU AFE PrOSECULEA......ccc e 208
Should You Plead NOt GUIILY? ... ...t e e e e e e e e e nrreeeeaaaens 208
What the Government MUSE PrOVE ..........oooiviiiiiiiiie e, 208
POSSIDIE DEENSES ... ————— 209

1 o 1T I =X 7o) Vo LYo [P PPPRPRPRt 209
REVIEW QUESTIONS.....cciiiiiiiiiiiieeeeeee et e e e e e e e e e e e 211
REVIEW ANSWETS ...ttt e ettt e e e e e e et ttea e e e e e et et ttaa e e e e e eeeeeanenn e aeeeeeensnnnaaeaaaeeeennnnnnn 212
Chapter 11 — Small Business/Self-Employed: When IRS Trouble Comes ...........ccoovviiieieiccccceennnnn, 213
Learning ODJECHVES ...ttt e e e e e ettt et e e e e e e s e abt et eeaae e e e e nneeeeeeeaaeeaaannnnneaaaaeas 213
T (e T 0T i o PP 213
Self-Employed—You're a Prime Audit Target........ccuueiiiiiiiiii e 213
Employees or Independent CONtraCtorS? ..........ccvviiiiiiiiiiiieeee e 213
HOW 10 ClasSify @ WOTKET ...ttt e e e e e e et e e e e e e e s e nneneeeeaaaeeeanns 214
People Who Are Automatically Employees by Law ........ccoooooiiiiiiii 215
Exempt Employees and Small BUSINESS OWNEIS........ccooiiiiiiiiiieicccceeee e 215
How Independent Contractor Rules Are APPlied........ccooiiiiiiiiiiieecceeeee e 215
How Business Owners Can Protect TheMSEIVES ........ccooiiiiiiiiiiecceeeeeee e 216
Payroll Taxes—IRS DYNAMILE.......coiiiiiiiiiee ettt e ettt e e e e e e e s e e e e e e e s nnenreeeaaaens 216
The Dreaded Trust Fund Recovery Penalty..........coooooiioiiii e 217
How the IRS Determines the Responsible PEOPIE.........cccoiiiiiiiiiiiiiececee e 218
Appealing a Trust Fund ReCOVErY Penalty............uuuuiiiiiiiiiiiiiiiiiiiiiiiiiiiiiiiiiiviieieeeeeeeeeeeeeeeeeeeeeeeeneees 219

If You Lose Your Trust Fund Recovery Penalty Appeal ..........ccuviiiiiiiiiiiiiiiiieeeee e 221
Cash Transactions OVEr $10,000.............uuueeeeeeeeeeeeeeeeeeeeeeeeeeeeeeeeeeeeseeeaesssaessseessssssesssssssessssssnnssssnnennes 222
REVIEW QUESTIONS.....cceiiiiiiiiiieieeeeee et a e e e e e e e e 224
REVIEW ANSWETS ...ttt e ettt oottt e e oo e e e e et ta e e e e e e e et ttea e e e e e eeeeeanann e eeeeeeensnnnaaeaaaeeennnnnnnn 225



Table of Contents

Chapter 12 — Penalties and INterest.............coooviiiiiiiiiiiiii s 227
Learning ODJECHVES ..ot ettt ettt e e e e ettt ettt e e e e e e s e bbb eeeeaae e e e e nneenteeeaaeeeaannrnneeaaaeas 227
T (oo 0T o] o PP 227
Penalties Added t0 Tax BillS ......coooiiiiiiiiiiii 227

ACCUIACY PENAITIES ... ittt bttt sttt et te e e e ennnes 227
Fraud Penalties. ... ..coooo ittt e ettt e e e e e e et e e e e e e e eaean s 228
Failure to Withhold, Deposit, or Pay Taxes For EmplOYees..........coooiiiiiiiiiiiiiiiiiie e 228
Failure to File Information REIUIMNS ........oi i e e e 228
Failure 10 Pay Penallies ... 228
Late-Filing Penalties—Late Filing and Late Paying.........coooooiiiioiiiii 228
CombINEd PENAIIIES ... ...ttt e e e e e e e e e e e e e et reeeaaaens 228
INterest ON TaX BillS ... e e e e et e e e e e e e eeten e e e e e e e eeenennnan 228
Understanding Penalty and Interest NOtICES. ... 229
Reducing or Eliminating Penalties and Interest ... 229
Reasonable Cause for a Penalty Abatement ............cuuiiiiiiii i 229
How to Request a Penalty Abatement ... ... 230
If Your Abatement Request IS REJECTEA. ........cooii i 231
F Y or= 1H g e [ a1 (=] (T TP P PP PP P PP PPPPPPPPPPPPPRt 233
How to Request an Interest Abatement ... 233
Designating Late Tax Payments ... 233
Advantages of Designating Your PaymMents............cuuiiiiiiiiiiiiiiiie e e e 234
How to Designate @ Payment . ... ..o 234
REVIEW QUESHIONS ...ttt e e e e ettt e e e e e e s abe et eeaaa e e s e nnbbbeeeeaaeeeaannnneeaaaaeas 235
REVIEW ANSWETS ...ttt ettt e e e e e e e ettt e e e e e et et ttaa e e e e eeeeeeaaann e aeeeeeansnnn e aeaaaeaennnnnnnn 236

Chapter 13 — Help Beyond the Book: Tax Professionals and Tax Information..........ccccccceeerreennnnn. 237
Learning ODJECHVES ..o ettt e e e e ettt e e e e e e s e nbt et eeeae e e e e nneeeeeeeaaeeeaannnnneaaaaeas 237
T (e T 0T i o PP 237
Finding and Using @ Tax ProfeSSiONal..........coi ittt a e e e e 237

How Tax Professionals Can Help .......coooiiioioiiieeceeeeeee e 238
Types Of Tax Prof@SSIONAIS ..........ooiiieiiiiiee ettt e e e e e e e e e e e e e e e e enneeeeas 238
Choosing the Right TaX Pro ...t e e e e e aeeaa e s 239
What to Look for in @ Tax ProfeSSional............oiuiiiiiiiiiiie e 239
TaX Professionals’ FEES........uuiiiii ettt e e e e e e e e e e e e e eees 240
Tax Pros for SErioUS AUIES ..........uuiiiiiiiiiei et e et e e e e e e e e e anereeeeeaaaeeaanns 240
The Right Type of Tax ProfesSsional .............coo e 241
Tax Professional Analysis after an Audit.............cuueiiiiii e 241
Hiring @ Tax RetUN Preparer ... ... 241
Researching TaxX QUESTIONS.........oiiiiii et e e e e e e sttt e e e e e e e e s ntee e e e e e e e e e annneeeeeaaaeas 242
Free IRS INfOrmMation.......ccooiiiieeeeeeeee e 242
Private Tax GUIAES ....ccceiiiiieie et a e e e s e e e e e e e e e e e e s e e e e s e e e e e e e e e e e e e e e e aans 243
Other Research Materials—Using the Library or Internet...............ccoiiiiiiiiiieeeeeee, 243
REVIEW QUESHIONS ...ttt e e e e ettt e e e e e e s a et e et eeaaaeeaannetbeeeeaaeeaaannnneeaaaaeas 245
REVIEW ANSWETS ...ttt ettt ettt e oo e e e e e et aa e e e e e et et teea e e e e e eeeeeeaann e eeeeeeensnnn e aaeaaeaeennnnnnn 246

Chapter 14 — When You Owe State INCOmMe TaXeS ........ccevvriiiiiriiiirsrssrssssnsssssssssssssssssssssssssssssssssssnnnas 247
Learning ODJECHVES ...ttt e e e e ettt e e e e e e s e abtee e e e e e e e e e nneenteeeaaeeaaannnreeaaaaeas 247
T (e T 0T i o PP 247
The IRS and State Taxing AULhOTItIES ...........ueiiiiiiie e e e e 247
Does Your State Have a Taxpayer Bill Of RIGhtS?.........cooiiiiiiiii e 247
State Time Limits to Assess and CollecCt INCOME TaXES.........ccuuuiiiiiaeeiiiiiiiie e 248
State Tax ColleCtion DEPartMENTS. ... ...uuuuuuiiiieiiiiiiiiiieeetieeueeeeeeeeeeaee e rerereesresserrsssrarrnes 248
=1 LT I L = 1P PPPPPPPPPt 248

Getting a State Payment Plan ....... ... 248
Enforced ColleCtion—SeiZiNG ASSELS. .........uuiiiiiiaaaiiiiiiie ettt e e e et e e e e e e e e s anereeeeaaaeeaanes 249
B AN KU Y . 249
Compromising a State TaxX ASSESSIMENT...........uiiiiiiee e e e e e e e e e e e e e s anereeeeaaaeas 249

vi



Table of Contents

STOESTof=Y aTo g o J 0] | [=Te1 o] o RSP SPPR 250
When All Else Fails, Try Your Political CONNECLIONS .........ccoiiiiiiiiiiieecccceee e 250
REVIEW QUESTIONS.....cciiiiiiiiiiiieeeeeee et e e e e e e e e e e e 251
REVIEW ANSWETS ...t e e et e e e e e et e e e et e e e e eaa e e e eta e essaan e e stan e esatanaeeestanaaeeannnns 252

Chapter 15 — The Taxpayer Bill of Rights........ccccccoiiiiiimmm s 253
Learning ODJECHVES ..ot ettt e e e e e ettt et e e e e e s s e ebt e ee e e e e e e e nneeeteeeaaeeeaannnnneaaaaeas 253
[ a1 oo [U o i o] o AR PO PUPURRPPPP 253
Taxpayer Bill Of RIGhES L.t e e e e e e e e e e e e e e enes 253

THE GOOA ..o et e e e e e et e e e e e e et aaaaeaaaaaans 253

L LIRS Lo Lo OO 254

The WINAOW DIreSSING ...cceiiiiiiiiiiiiiiiei e 254
Taxpayer Bill Of RIGhts [1......coo e e e e e e e et e e e e e e e e aaes 254

B L3 C ool IO OSSR 254

L LIRS Lo Lo OSSR 255

The WINAOW DIrESSING ...cciiiiiiiiiiiiiiiie e 255
Taxpayer Bill of RiGhts ... e e e e e e et e e e e e e e e aaes 255

THE GOOA ..o et e et e e et e e e e e e et aaaaaeaaaaaans 255

L LIRS Lo T OO 257

The WINAOW DIreSSING ....ceiiiiiiiiiiiiiiie e 257
REVIEW QUESTIONS......cieiiiiiiiiiieeeeeee et a e e e e e e e 261
REVIEW ANSWETS ...ttt e e et e et e e et e e e et e e e e e tt e e e e ta e e s saan e e etan e eeatanaesestnnaaeesnnnns 262

Chapter 16 — The 25 Most Frequently Asked QUeStIONS...........ccoeeviiiiiiiiiccccece s 263
REVIEW QUESTIONS......ceiiiiiiiiiiieeeeeee et e e e e e e e e e e 268
REVIEW ANSWETS ...t e e et e e e e e et e e e et e e e e e aa e e e e ta e e s saan e e stan e eestanaeasatanaaeesnnnns 269

LT Lo ToToT- 1Y A o IF- G =T 4 1T 271

g T = 279

vii





