Dealing with the IRS

13" Edition

Tax Attorney Frederick W. Daily
Erica Good Pless, J.D., LL.M.



Table of Contents

Chapter 1 — Inside the IRS: What You Need to Know About IRS Operations .............cccoeeeiiiiiiccceeennn, 1
LarNing ODJECHVES .....eiiiiiiiiiiiii ettt e ettt e e e e e e et bttt e e e e e e e anteeeeeaaa e e s e nnnbeeeeeeaeeeaannreeeeaaaeas 1
INEFOAUCTION ... 1
1SR [ =TT Lo USRI 3
Communicating With the IRS ...t e e e e e e e e e e neeeeeas 4

Getting Your Tax File from the IRS........coo e e 4
Obtaining INcome INfOrMAatIoN ..........oiii e a e e e e e 5
Getting Your Tax Data from the IRS......... e e e e 6
RUIES Of the GamME—TaX LAWS.....ceiii ittt e e ettt e e e e e e e b ee e e e e e e e e e annaeeeeeaaeeeaannnreneeaaaens 6
Interpreting the TaX COTE ........eiii it e e e e e e ettt e e e e e e e s e nb e e e e e e e e e e s e annnneeeeaaaens 7
Self-AssessSmeNnt Of INCOME TAXES ...coeiiiiiiiiiiiii et e et e e e e e e s st e e e e e e e e s nnereees 7
WINNING the TRS GAIME ...ttt e e e e e ettt e e e e e e s e nbreeeeaaaeeesaannbneneaaaaeaaanns 7
REVIEW QUESHIONS ...ttt e e oo ettt et e e e e e s e aat e et e e e e e e s e annateeeeaaeeeaannneeeaaaaeas 9
REVIEW ANISWEN'S ...ttt ettt ettt 5555555555ttt ettt sttt et e e ennnn e e 10

Chapter 2 — Filing Tax RELUINS ......ccoiiiiiiiiiii s s s sss s ssn s s s mnnnns 13
[T g1 Lo IO o] [=Tex 1)Y= TP 13
INEFOAUCTION ... 13
How Long Must You Worry About Not Filing a Tax Return?............ooiiiiie e 13
Consequences Of NOE FiliNG .........uuiiiiiieiiie et e e e e e s e e e e e e e e e e anneeees 14

IRS HUNtNG fOr NONFIIEIS ...ttt e e e e e e e e e e e e e e e e e nneeees 14
IRS NOtifying NONFIEIS ... ... e e e e e et e e e e e e e e eaneeeeas 14
When the IRS Prepares Your Tax Return for YoU..........coovviiiiiiiii 15
NONfiling May Be @ CHIME ...ttt e e e e ettt e e e e e e st e e e e e e e e e e e anneeees 15
It's Better to File Before the IRS CoNtacts YOU ........ueiiiiiiiiiiiiiici e 16
Suggestions for Completing Late-Filed Tax REtUINS.........coooiiiiiiii e 16
Voluntary Filing to Minimize the Chance of a Criminal Investigation.............c.ccccooiiiiniiee, 18
What Will Happen When You File Late. ... 19
Civil Penalties and Interest Added to Your Tax Bill ...........coooiiiiiiiiiiie e 19
Criminal Charges May Be BroUght ...ttt e e e e e e e e 20
Refunds May Be DENIE ...........eeiiiiaiiiiiiiie ettt e e e e ettt e e e e e e e e e e e e e e e e e e e anneeees 20
Requesting an EXtENSION 10 FilE.........uuuiiiiiiiiiiiiiiiiiiiiiiii bbbt eseeeeeeebeeneee 21
Filing a Return When You Can’t Pay What YOU OWe..........cooiiiiiiiiiiieiiiiee e 21
Filing a Tax Return When You Live Out of the United States..........cccccoiiiiiiiiiiiiiii e, 22
Reducing the Chance of an Audit When Filing..........c...eeiiiiii e 22
AMeNding Tax RELUIMNS .......ooiiiiiiiiii 23
HOW t0 AMENA @ TAX RELUIMN ....uiiiiiiiiiiiii ettt e e s e s eseebbbnnnnee 23
Audit Alert for Amended Tax REIUMNS .......ooiiiiiii e e e 23
A Word About “Aggressive” TaxX FiliNg........couii 23
REVIEW QUESHIONS ...ttt e e e e e oottt e e e e e e s e ae b et e e e e e e e s e anbtaeeeeaaeeaaansneeeas 26
REVIEW ANISWE'S ...ttt ettt ettt 5555555555ttt 5 ettt ettt st et ennnnnn e 27

Chapter 3 —Winning Your Audit ... ssss s ssss s s ssnnnes 29
=TT g1 Lo IO o] [=Tex 1)Y= TR 29
INEFOAUCTION ... 29
How Long Do | Have to Worry About @n AUdit? ...........eeeiiioiiiieiiie e 29
What to EXpect at @n AUIt.......oooo e e e e e e e e e e eeeaanaas 31
Do | Have to Learn Tax Law to Win My AUdit? ...t 31
Audit Selection—WhyY Me, O LOIA? ....cciiiiiiiieiiieeeeeeeeee e 31

Computers and Classifiers—What's the Difference? ........cooooeioiiiiiiiiieeceeee e 31
Unreported INCOME DIF PrOGramIS. ... ..... i i eiueeeeeiiiiiiiiitiitieeeeeteeeeeeeeeeseesaesessessbeeeeeseeeeessseseessessssesenees 32
Local IRS Makes FiNal DECISION........coiuiiiiiiiie ettt e e e e ettt e e e e e e e e e e e e e e e e s annneeees 32
The IRS Looks at Significant HEMS. .......ooii e eeee e 33

LiVING BEYONA YOUF IMEBANS ......uutiiiiiiiiiiiiiieiitiieeettbtteeet bttt s s e e sebeeenenenees 33



Table of Contents

Market Segment Specialization Program............oo oo 35
Other REasONS fOr AUGITS......cccoiiieiiieeee e a e e e e e e e aeas 36
When the IRS Increases Your Tax Bill without an Audit.............coooviiiiiii e, 37
Dealing with IRS Automated Adjustment NOtICES. .........coioiiiiiiiiiiiie e 38
Be Patient If You Don’t Hear From the IRS Immediately.............cooooiiii e, 39
TYPES OF IRS AUGILS ...ttt ettt e e e e e e e s e bt e e e e e e e e e e s aannbraeeaaaaeaaannns 45
Correspondence Audits—Please, Mr. POStMan................uuuiiiiiiiiiiiiiei e, 45
Office Audits—Heigh-Ho, Heigh-Ho, It's Off to the IRSWe GO .......ccooeevieieiieiccececcee e, 45
Field Audits—Look Out, Here Comes the IRS ....... oo 50
How a Field Auditor Approaches an EXamination .............oouuuuiiii i 53
Preparing fOr @n AUt ... ... ... ettt e e e e e e bt e e e e e e e e nbbaee e e e e e e e e anneeees 56
YOUP AUAIT GOGIS......cciiiiiiiiiiiieeeeeeee ettt a e e e e e e e e e e 57
What Not to Bring t0 an AUdit..........oooiiiiiiii 58
Who Should Attend the AUdit? .......coe e 58
HOW 10 ACt @t @n AUAIL ... et e e e e e e e et e e e e e e eanena e e e aaaaaanes 58
0T g IS 1 1= o o SRR 58
Don’'t Offer Any Favors t0 the AUItOr..........coii i 59
Try to Get Along With the AUGItOr.........oii e e e ee e e 59
When a New Auditor Appears on the SCENE..........ccooviiiiiiiiii 60
Standing Up t0 the AUGITOT ... ...t e et e e e e e e s e e eeaaaeeeanee 61
Negotiating With @n AUGITOT. .........uuiiiiiii e e e e e e e eseeeebeeereeeeees 64
ENAING thE AUGIT ....eeeiieiiiii ettt bbbttt ettt st e et e e e et e e nnnee 65
IRS Pressure on an Auditor to Finish—Extending the Audit Time Limit............ccoooiiiiiieiiniiiinne. 65
Lo TE o TT Lo U Lo [ £ TP PP P PP P TP PPPPPPPPPPPPPPPPPRS 66
Receiving the EXamination REPOI ..........uuuuiiiiiiiiiiiiiiiiiiiiiiiiibibiieieeiee bbb eeeeseseeeesenenee 66
Understanding the Examination REPOI ............uuuuiiiiiiiiiiiiiiiiiiiiiiiiiiii i eeeeeeeeeeeeeeenee 66
Your Options After Getting the Examination Report............ccovvviiiiiiiiii, 66
SErioUS AUIt PrODIEMIS. ... 74
The Auditor Suspects YOu Of Fraud...........coooviiiiiiiiii 74
You're Billed for an Audit You Didn’'t Know ABOUL...........coooviiiiiiiiii 74
Jeopardy ASSESSMENES Of ASSEES. .. ..uuiiiiiii ittt e e et e e e e e e eeaaaeas 75
REVIEW QUUESHIONS ...ttt e e e e oottt e e e e e e s e abbeeeeaaaeeesaanbbaeeeeaaeeaaannneneas 82
REVIEW ANSWETS ...ttt ettt e oo e e e ettt oo e e e e e et ttta e e e e eeeeataan e e e eaeeaentann e eeaaeeennsnnnnaaaaaaaees 84
Chapter 4 — Appealing Your Audit Within the IRS...........ccoooiiiiii i 87
=TT g1 Lo IO o] [=Tex 1)Y= TP 87
g (e T U1 i o] o 1R 87
Pros and Cons of Appealing @n AUt ...........uuuuuuuuiiiiiiiiiiiiieieieeeeeeeeeeeeeeeeeeeeeeeeeeerreererereearrrrererrrrrrrerrree 87
HOW t0 APPeal @n AUIL. ... et e e ettt e e e e e e e e e e et e e e e e e eeaetnn e e e aaaaaaae 88
Time Limit for an ApPeal.......cooo e i 88
How to Get Your Audit to the Appeals OffiCe .........uuuuriiiiiiiiiiiiiiiiiiiiiiiiiiiiiier e 88
IRS Form for Appeals Under $25,000 (Small CASE) ......ccciuereiiieiiiieeiieeciie e eiee e eiee e 89
Protest Letter for Appeals Over $25,000 (Large Cas€) ........ceurueeeruieiniieeiiieeaiieeeiieeeeeeeseeee e neeeas 89
Requesting the AUAITOI'S FilE ..........iiiiiiiiiiiiiiiiiee it se s e eeeeeeeeeeeeee 91
How the APPEals OffiCE VWOIKS........uuuiiiiiiiiiiiiiieiiiiitiiiiiieieeeeeeeeeeeeeeeeeeeeeeaeeeeeeeeeeeessssssssssssssssssssssnensnnnnes 92
Preparing for an APPEaIS HEAING .......uuuuuiuiiiiiiiiiiiiiiiiieititieeeeieeeeeeeeeeaeeeeaeseeeeeeeseeeeesesssssssssssssssssnssnnnnnes 93
Organizing and Presenting DOCUMENES ...........iiiiii et e e e e e e e e e e e e 93
[T a Lo AT TR g TSN € =T oL PSRRI 94
Focusing on Challenged IEMIS........coi i e e e e e et e e e e e e e enneeees 94
Dealing with the APPEalS OffiCEI ......uuuuiiiiiiiiiiiiiiiiiiieeeiite bbb aasaeeeeeseeeeseseessesssssssssssssssssnnnnes 94
Presenting a Case t0 an ApPPEalS OffiCEI ... ...uuuuuiiiiiiiiiiiiiiiiiiiiiiiieiieiieeeeeeeeeeeeeeeeeeeessrreerereereeeeesearrernnne 95
Negotiating @ SettlemeEnt........ ... e e e e e e e e 96
Should You Hire a Tax Professional for Your Appeal?.......cccooooiiiiiiieiieeeeeeee e 99
If YOU DON’t Settle ON APPEAI .....cooieiieeeieeeeeeeeeeeeeeee e 99
REVIEW QUESHIONS ...ttt e e e oo ettt e e e e e e s e aaee e et e e e e e e s s e antbsaeeeaaeeaaannnneneas 101
REVIEW ANSWETS ...ttt oot e e e e ettt e e e e e et ettt e e e e e eeeeetaaa e e e aeeeeessan e e aaaaaeeensnnnnaeenn 102

i



Table of Contents

Chapter 5 — Going to Tax Court: No Lawyer NeCesSary ............cccoommmrriiiinnnssmmsinnnsssssssssssssssnas 103
=TT a1 Lo IO o] [=Tex 1)Y= PRSP 103
INEFOAUCTION ... 103
I Q7 10 = £ PSP U U PRERT 104
Small Tax Cases—PeOPIE’S COUN ......ccoiiiiiieie e a e 104

The Small Tax Case Petition and Related FOrmMS ..........c.uuiiiiiiiiii e 105
Completing the Tax Court FOMMS .....coiiiieiiiii et e e e e e e s s e eeaaaeeannes 105
Filing the Tax CoUMt FOMMIS. ... ...ttt e e e e e e e et e e e e e e e e e anneneeeaaaaeeaanns 105
Meeting With IRS Appeals Officers and Attorneys Before the Trial ..o 108
Settlement Before Trial IS LIKEIY .......coooi ittt e e e e e e e 109
Notices From the Court BEfore YOUr Tral..........ooiiiiiiiiiiia et e e e 109
Preparing YOur Case fOr Tral...... ... i ettt e e e e e e e eeaaa e e e e enes 109
Awaiting the Judge’s Decision in @ SmMall Case .........cccoeiiiiiiiiiiiiaae e 114
TRE TAX Bl ...ttt e oottt e e e e e e et e et e e e e e e s e e nbetee e e e e e e e e nnneneaaaaeas 114
Regular Tax Court Cases—OVer $50,000 ............oeeiiiiiieeiiiee ettt eeee e e e e etree e e e eaaee e e aees 114
BENCN DIBCISIONS ... ettt ettt ettt stttk et et e e et e e s nnnnnnnes 114
Not Contesting Amounts over $50,000............cccoueiiiiiiiiie e eeeee et e e et e e e eaaee e e e earee s 115
Other Federal Courts—Paying First IS ReqUIred...............eoiiiiiiiii e 115
= F 1] U] o] (o3 Y O o T PRSP 116
REVIEW QUESHIONS ...ttt e e e oo ettt e e e e e e s e aaee e et e e e e e e s s e antbsaeeeaaeeaaannnneneas 117
REVIEW ANISWE'S ...ttt ettt ettt ettt 555555kttt kst ettt ettt e e n e e e nn e 118

Chapter 6 — When You Owe the IRS: Keeping the Tax Collector at Bay .........ccccccciiiciineennnniiinnnns 119
=TT a1 To IO o] [=Tex 1)Y= PRSP 119
INEFOAUCTION ... 119
When You Can’t Pay With Your Tax REUIM .......eoiiiiie e 121
Getting Time to Pay After the Tax Bill COMES........coiiiiiiiiiiie e 121
IRS TaX BilliNG PrOCESS. ... ..etiiiiiiee ittt ettt e e e e e e e e ettt e e e e e e e e e nnbeeeeeaaaeeeaaannnneeaaaaeas 122

Delaying the Computerized NOtICE CYCIE ......coiiiiiiiiiiiiiii e e e 122
Automatic Refund, Asset, and Wage SEIZUrES ............ccvvviiiiiiiiiiiii e, 122
IRS Automated CollECtioN SYSIEM..........eiiiiie e e e e e e e e e e e e enneeeeeaaaens 123
Delaying the ACS COllECION. ........ ittt e e e e e e ettt e e e e e e e e nneeeeeaaaaeeaaanns 123
Getting an Installment Agreement (IA) From the IRS ... ..o, 124
Requesting That Your File Be Sent to the Local OffiCe ..........ooouiiiiiiiiiiieeee e, 126
Revenue Officers—Frontline Collectors of the IRS ... 127
The First ViSit. ..o 127
The Collection Interview—Meeting the Revenue OffiCer ..o, 127
Filling in IRS ColleCtioN FOMMS .....ooiiiiiieei ettt e e e e e e e e e e e e e ans 129
Signing IRS Collection Forms—Proceed With Caution .............cccuuuiiiiiiiiiiii e, 135
Protecting Yourself after Making Financial Disclosures to the IRS ...............uvviiiiiiiiiiiiiiiiiiiiiiiiiinn, 135
What the Collector DOES NEXT..........uiiiiiiiiiie et e e e e e et e e e e e e e s enrreeeeaaaens 135
Installment Payment Plan: INdiVIAUAIS ... 136
Installment Agreement Set-UpP FEE .........ooiiiii e 138
Offers in CompPromiSe (OICS).... ... ittt e e e e e e e s e e et e e e e e e e e aanrreneeaaaaeeaaanns 140
Grounds for Making @n OlIC ... et e et e e e e e e s e reeeaaaaeeaanns 140
Offer in ComMPrOMISE FOMMIS ... s e e s e e e e e e e aaas 149
Your Minimum Offer AMOUNT.........ooiiiiiiie ettt e e e e e e e e e e e s e neeee e e e e e e e e aennneeees 149
OIC PaymMeENnt OPHIONS ....ceiiieiiiiiiiiii e e ettt e e e ettt e e e e e e s bbb e e e e e e e e s aantseeeeaaeeeaannnseseeaaaeaaannns 149
Special Circumstances: Effective Tax Administration (ETA) Exception ...........cccceiiiiiiiiiinneiennnn, 151
What Happens After You Send in Your OIC Application ...........ccooviiiiiiiiii 152
If YOUr OIC IS REJECIEA ... ettt e e e e e e e st e e e e e e e e e e nneeeeas 153
Using the Bankruptcy Code to Stop the IRS ... 153
TYPES OFf BANKIUPLCY ...ttt ettt ettt e e e e e e e ettt e e e e e e s e nne e e e e e aaaeeesanneneeaaaaens 154
THhe AULOMALIC STAY ...ttt e e e e e e ettt e e e e e e e e e st e e e e e e aaeeeaaannenneaaaaans 154
DoWNSIAES Of BANKIUPICY .. ... .eeeieiiiieeeiieee ettt e e e ettt e e e e e e e s s e e e e e e e e e e s annneaeeeeaaaeeaaanns 154
Taxes and Chapter 7 BanKruptCy .......coovviiiieiieeee e 154
Taxes and Chapter 13 BankruptCy ......ccovvviiiiiieieecec e 156

il



Table of Contents

Taxes and Chapter 11 BankruptCy .......covvveiiiiiieecceeeee e 157
Taxes and Chapter 12 BankruptCy .......covvviieiieeeeeeeeeee e 157
Protecting Your Assets From the IRS ... ..o 157
Suspending Collection of YOUr Tax Bill............eeiiiiiiiiiiiei et e e e e 158
REVIEW QUESHIONS ...ttt e e e e e e ettt e e e e e e s e nate e e e e e e e e e s s e anbtbaeeeaaeeaaannnnneeas 160
REVIEW ANSWETS ...ttt e oo e e et ettt e e e a2 e e e ettt e e e e e eeeeeeana e e e eaeeeessan e e aaaaaeennsnnnnaeann 162
Chapter 7 — IRS Enforced Collection: Liens and LeVies...........ccocevveiiiiiiicsccsinnnsss s 165
T T o1 To IO o] [=Tex 1)V PRSP 165
T (e T U1 i) o 1P 165
L= To (=T = | I 1= b IR o PSP 165
o) Tot =Nl o=To =Y =TI 1= 3 =) o OOt 165
Effect of a Recorded Notice of Federal Tax LIen ..........cooiiiiiiiiiiiiiiiaaee e 166
Neutralizing a Recorded Federal TaX LIEN............uuuuuuiiuiieiiiiiiiiiiiiiiiiiiiiiiieieeeeeeeeeesseeeeeeeeeeeeeeneeeenee 166

If the IRS ReCOrds @ TaxX LIEN .....cocvviiiiiiiiieiee e 167
Avoiding or Eliminating @ Tax LIEN ........ccouiiiiii 168
When the IRS Files @ Tax Lien in ErrOr ..o, 169
Getting @ Tax Lien REIEASEA..........ooiiii et e e e e e e e e e e e e e e e anes 169
Getting @ Tax Lien WIthdraWn ..........ooiie et e et e e e e e e e e e e e e e e e e e anes 169
TaX LEVIES = S@IZUIE Of ASSEES .. ..uueiiiiiiie ittt e ettt e e e e e e s st e e e e e e e s e annreeeeaaaeeeaaanns 170
SigNIficanCe Of @ TAX LEVY ...ttt e e e e e e s e e e e e e e e e anns 170
Dealing With the IRS LeVY PrOCESS..........uuiiiiiiaiiiiiie ettt e e e e e e e e e e e e e e s anneneeees 170
Assets the IRS Can’t or WON'T S@IZE .......ooiiiiiiieee e ee e e 171
Y0 ] o QNS £ U PPPUR 171
Assets of Last Resort That the IRS Can Seize .........ccoooiiiiiiiiiiii e 171
YOu and YOUr SPOUSE’S INCOME.......cciiiiiiiiiiiiiiii ettt e e e e e e e e e e e 172
JOINTY OWNEA ASSEES ...t e e ettt e e e e e s st e e e e e e e e e e e anneeeeeaaaens 173
AVOIAING @ LEVY ..o 173
TranSfEr YOUR ASSEES ...cociiiiie e 173
Convince the IRS That a Levy Would Be UNeconomicCal............c..uuiiiieaiiiiiiiiiiiiiee e 174
Show That the Levy Would Prevent You from Working............occueeiiiiaiiiiiiiiiiieece e 174
Keep MUM abOUt YOUF ASSEES ... ..ot e et e e e e e e e e e e e e e e eeeannnas 174
Keep Assets OuUt OF SIght...... ...t e e e e ee e e e e e aaes 175
T [ o TU N1 £ 175
Move FINANCIial ACCOUNES ...ttt e e e e e et e e e e e e e eeennn e e e e aeeeeeennnns 175
(ST o1 S To o 18 A 11 N 175
Deposit Money Into RetiremMent ACCOUNTS..........uuuuuiiiiiiiiiiiiiiiiiiiiiiiibbibeieiieeeeeeeeeeeeeeeeeeeeeeeeeeeeeeerenee 175
File fOr BANKIUDICY .....eeeieeeeiiieet ettt e e e e e s e et b et e e e e e e e s s annbeeeeeaaeeeesaannbnnneeaaaeaaann 175
Getting @ Tax Levy REICASEA ..........ooiiiiiiiee et e e e e e e e e e e e 175
IRS Sales Of LEVIEA ASSELS .....eiiiiiiiiiiiieiie ettt e e ettt e e e e e e e et e e e e e e e e e e nnrneeeaaaeas 177
IRS Sales of Personal Property.........cc..ueeiiiiooiiiiiieiie ettt e e e e e s et e e e e e e e e ennneeees 177
IRS Sales of Homes and Other Real Estate ... 178
Levies Of BUSINESS ASSELS ........uiiiiiiiiiiiiiii ettt e e e e e e s et e e e e e e e e e anneeeeeaaaaeeaaanns 179
Levies of Joint Tax Refunds: Injured Spouse Claims ..........cooiiiiiiiiiiai i 180
Suing the IRS for @ WroNGful LEVY ......cooi ittt e e e e ee e e e e e aanes 180
REVIEW QUESHIONS ...ttt e e e e e ekttt e e e e e e e s nate e e e e e e e e e s s aanabseeeeaaeeaaannnnneeas 181
REVIEW ANSWETS ...ttt e e e e et ettt a e e e e e e e ettta e e e e eeeeetana e e eeaeeeessan e e eaaaaeennsnnnnaeenn 182
Chapter 8 — The Taxpayer Advocate: A Friend at the IRS............ccoe e 183
=TT g1 To IO o] [=Te1 1)Y= PRSP 183
T (e T U1 i) o 1P 183
Who Qualifies for Help From a Taxpayer AAVOCate? .........cccvvvviiiiiiieeeeeeeee e 183
Problems the Taxpayer Advocate Will PUMSUE ............uuuiiiiiiiiiiiiiiiiiiiiiiiviieieiviveeeveeeeeeeeeeeeeeeeeeeeeennes 183
Problems the Taxpayer Advocate WON't PUISUE...........uuuuiieiiiiiiiiiiiiieiiiiiiiiieiieieeeeaeeeeeeeeeneeeeeeeeeneees 184
Contacting the Taxpayer AQVOCAte SEIVICE .......ccoiai it e e e e e 185
Emergency Help: Taxpayer AssiStance Orders ............coiiii i 186
What Constitutes a Significant Hardship to the IRS? ..., 187

v



Table of Contents

Getting Hardship Relief—Calling the IRS’S 911 LiNe .......coiiiiiiiiiiiiie e 187
REVIEW QUESHIONS ...ttt e e e e e e ettt e e e e e e s e nabe e e e e e e e e e s s aannbbeeeeaaeeaaannnnneeas 190
REVIEW ANSWETS ...ttt e oo e e et ettt e e e a2 e e e ettt e e e e e eeeeeeana e e e eaeeeessan e e aaaaaeennsnnnnaeann 191

Chapter 9 — Family, Friends, Heirs, and the IRS.............ccooo oo 193
T T a1 Lo IO o] [=Tex 1)Y= PRSP 193
T (e T 0T o) o 1P 193
L= T = a1 Y = 1 PP 193

Filing Tax Returns—Joint OF SeParate?........ oot e e e e e 193

DA o] ot=T= g Lo N LT | TP PPRPPRIRt 196

Parenting and the IRS.......... ettt e e e et e e e e e e e e eeeaaeeaaans 196

The IRS Can Take a Tax Refund for Certain Nontax Debts..........cccccovviiiiii 197
OWNING Property JOINTIY .......ooiiiieiiie ettt e e ettt e e e e e e s e st e e e e e e e eaaannnbeneeaaaeeaaanns 197
[T 1d g = g o I 1= D RSP 198

Filing a Federal Estate Tax RETUM .........uuiuiiiiiiiiiiiii e eeeeeeeeeeenees 198

IRS Audits of Estate TaxXx REUIMNS..........cooiviiiiiiiiiieeeee e 199

Joint Ownership and Death............cooo i 201
REVIEW QUESHIONS ...ttt e oo e e ettt e e e e e e s e nab e e e e e e e e e e s s aanbbbeeeeaaeeaaannnnnneas 202
REVIEW ANSWETS ...ttt et e e e e et ettt e e e e e et ettt e e e e e eeeeeteaaa e e e eeeeeessan e e eaaaaeennsnnnaeenn 203

Chapter 10 — Fraud and Tax Crimes: Do You Really Have to WOrry? ........cccocccmmriinnncinnennnnnnnnnnnnns 205
=TT g1 To IO o] [=Te1 1)Y= PRSP 205
T (e T 0T i) o 1P 205
How People ComMMIt TAX FTAU .........uuuuuiiiieiiiiiiiiiieieiiueteeeeeeeeeeeeeeeesessessssaeseeeeeeeeesesssssssssssssssssssssnnnnns 205
If YOU Are Caught ChEating .........coiiiuiiiiiiiea ettt ettt e e e e e e s ettt e e e e e e e e nnneeeeeaaaens 205

The IRS Suspects YOu Of Fraud...........coooiiiiiiiiic 205

Options When the IRS FiNds Fraud.........ccoooiiioiiiieeeeeee e 208
IRS Criminal INVESTIGAtioNS ........coiiiiieieiii et e et e e e e e e e e e e e e s 209

How Special Agents Conduct INVestigations.............uuuiiiiiiiiiiiie e 209

IRS Considerations in Deciding Whether or Not to Recommend Prosecution ................cccceeeee. 211

Crimes You Can Be Charged With ...t e e 211
If YOU AFE PrOSECULEA ......coiiiiiiieeeeeeeeeee et a e e e e e 212

Should You Plead NOt GUIILY?.......e ettt e e e e e e e e s s eeeeaaaeeaaaans 212

What the Government MUSE ProVe .........cooviiiiiiicc 212

P OSSIDIE DEENSES .. .uvtvtiiiiiiiiiitiietieeetttetteteaeetteeeea e eaeeseeesessseees e e e e e e s ss s s ss s s s s s s ss s s s s s s s st ennsnnnnnnnnnnnnnnnnen 213

If YOU AFE CONVICIEA .....ciiiiiiiiieeeeeeeeeeeeeeee e e 213
REVIEW QUESHIONS ...ttt e e e e e e ettt e e e e e e e s s nnbe e e e e e e e e e e s e annbsneeeaaeesaannnneneas 215
REVIEW ANSWETS ...ttt ettt e e e e et ettt e oo e e e e e ettta e e e e e eeeeeeaaa e e e eaaeeessan e e aaeaeeeensnnnnaeann 216

Chapter 11 — Small Business/Self-Employed: When IRS Trouble Comes .........ccccciiiiinmennnninnninnnns 217
=TT g1 To IO o] [=Te1 1)Y= PRSP 217
T (e T 0T i) o 1P 217
Self-Employed—You're a Prime Audit Target........cooo i 217
Employees or Independent CONrACIONS? ... .....uuuuuuuuureieieeieeeeeeiuirueereeeeereeerrerereeeeeeeeerrrrrerrrrerrrrrrrenrnne 217

HOW 10 ClasSify @ WOIKET ... .. .. ettt e e e e e e et e e e e e e e e s anneeeeeeaaaeeaanns 218

People Who Are Automatically Employees by Law............uuuviiiiiiiiiiiiiiiiiiiiiiiiiiiiiiiieeeiieeeieeeeeeeiieeees 219

Exempt Employees and Small BUSINESS OWNEIS...........uuuuuuuueiiuiriiireieiiiiiieeeneeeeererererreerrnrre. 219

How Independent Contractor Rules Are APPIEd...........uuuuuuuuuureeirieeeeiiiiriirereereeeereereerereerrrre. 219

How Business Owners Can Protect THEMSEIVES............uuuiiiiiiiiiiiiiiiiiiiiiiiiiiiiiieireeeeeereeerrerenerren. 220
Payroll Taxes—IRS DYNAMILE ......ccoui ittt e e e e e e e e e e e e e e re e e e e e e e e e aennneees 220
The Dreaded Trust Fund Recovery Penalty............oooiiiii 221

How the IRS Determines the Responsible PEOPIE.............uuuuuiiiiiiiiiiiiiiiiiiiiiiiiiiiiiiieeeeeeerreeeeennnnnnne 222

Appealing a Trust Fund Recovery Penalty..........ccccooii 223

If You Lose Your Trust Fund Recovery Penalty Appeal ............coiiiiiiiiiiiiiiieeeiieeee e 225
Cash Transactions over $10,000..........ccoooiiieeeeeeeeeeeeeee e e e e e e e e e e e e e e e e e e e e e e e 226
REVIEW QUESHIONS ...ttt e e e e e e e ettt et e e e e e e s e aae e e e e e e e e e e e s e anabseeeeaaeeaaannnnnneas 228
REVIEW ANSWETS ...ttt e e e e et ettt a e e e e e e e ettta e e e e eeeeetana e e eeaeeeessan e e eaaaaeennsnnnnaeenn 229



Table of Contents

Chapter 12 — Penalties and INterest.............oooeeiiiiiiiiiiiiiir s 231
=TT a1 Lo IO o] [=Tex 1)Y= PRSP 231
T (e T U1 i) o 1P 231
Penalties Added 10 TaX BillS.........uuuuuiiiiiiiiiiiiiiiiieiiii bbbt e e e seeebebbeeeneree 231

ACCUraCY PENAItIES ......coiviiiiiiiiiiiiiii 231
Fraud Penalties ........ oottt e e e e e e e ettt e e e e e e e eetaa e e e e e e eeeennnnan 232
Failure to Withhold, Deposit, or Pay Taxes for EMPIOYEES..............uuuuuuueirrreiiiieiiiiiieiiieennennennnnnnnnes 232
Failure to File Information REIUINS ... 232
Failure 10 Py PENAIIES ........uiiiiiiiiiiiiiiiiiiie ettt e e s e e s bbb bbbnnnrenne 232
Late-Filing Penalties—Late Filing and Late Paying............uuuuuiiuiiiiiiiiiiiiiiiiiiiiiiiiiiiieiiiiieeieseeeeeneennes 232
ComMDINEd PENAIIES.......eeiiiiii ettt e e e e e e e e e e e e e s s annbeeeeaaaeeaanns 232
INterest 0N TaX BillS ... et e e e e e ettt e e e e e e eatta e e e e e eeeenennaan 232
Understanding Penalty and INterest NOICES...........uuuuiiiiiiiiiiiiiiiiiiiiiiiiiiiie e eeeeeeeeeeeees 233
Reducing or Eliminating Penalties and INterest................uuiiiiiiiiiiiiiiiiiiiiiiiiiii e 233
Reasonable Cause for a Penalty Abatement..............uuiiiiiiiiiii e 233
How to Request @ Penalty ADatemMENt............uuuiiiiiiiiiiiiiiiiiiiiiiii i eeeeeeeeenee 234
If Your Abatement Request IS ReJECtEd. ........coiiiiiiiiiiii e 235
ADALING INTEIEST ..o 237
How to Request an Interest Abatement ... ... e 237
Designating Late TaX PayMeENtS...........uuuuuiuiiiiiiiiiiiiiiiiiiiiiiiiiiieieeeeeeeeeeeeeeeaeeeeebeeeeeeeeeeeseseesseseesseeseeenees 237
Advantages of Designating Your Payments..............coiiiiiiiiiiiiiiie i 238
HOW t0 DeSigNate @ PayMENt...........uuiiiiiiiiiiiiiiiiiiiiiiiiiiieiiiie bbbt eee bbbt bbb eseeeeeeeseeeseeeeennenee 238
REVIEW QUESHIONS ...ttt e e e oo ettt e e e e e e s e aaee e et e e e e e e s s e antbsaeeeaaeeaaannnneneas 239
REVIEW ANSWETS ...ttt e e e e ettt e e e e e e et ettt e e e e e eeeeetasa e e eeaaeeessnn e e aaaeaeeensnnnaeenn 240

Chapter 13 — Help Beyond the Book: Tax Professionals and Tax Information..........cccccceeeereenenn. 241
T T a1 To IO o] [=Tex 1)Y= PR 241
T (e T 0T i) o 1P 241
Finding and Using @ Tax ProfeSSioNal ..........cooui it e e 241

How Tax Professionals Can HEIP...........uuuuuuiiieiiiiiiiiiieiiiiiuieeueeeeeeeeeeeesseeeeeseearerrererrrererseerererarerrene 242
Types Of Tax ProfeSSiONalS............ueiiiiiiiiie e e e e e e e e nee e e e e e s 242
Choosing the Right TaX Pro...... ...ttt e e e e e e e e e e e ae e aaes 243
What to Look forin @ Tax ProfessSional.............uueiiiiiiiiiieeie e 243
TaX ProfesSioNals’ FEES.......oii ittt e e e e s e e e e e e e e eeeaa e s 244
Tax Pros for SEriouUS ProblemS........... oot e e e e e e e e e e e e e e e e aaes 244
The Right Type of Tax ProfesSsSional ............oouiiiiiiiiii e 245
Tax Professional Analysis after an Audit .............coooii e 245
HIMNG @ TaX RETUIMN PrEPAIEr ... . e iiiiiieiiiitiiiieiieeeeeteebbe ettt e e bbbttt e e s e s st s s eesssseessbbbnnenee 245
Researching TaxX QUESHIONS ........eiiiiiiiiiie ettt e e e e e e s et e e e e e e e e e e anereeeeaaeeeeaaannennees 246
e TR LS T [ o740 0 =1 To] o P PPPRPRPIRt 246
PrIVAte TaX GUIAES ....uuuuiuiiiiiiiiiiiiiiiietieeeiieeeeeeeeeeeeeeeeeeessessssssessessesseseesssssssssssssssssssssssssssssssnsnnnnnnnnnn 247
Other Research Materials—Using the Library or Internet..............ccccoooi i 247
REVIEW QUESHIONS ...ttt e e e oo ettt e e e e e e s e aaee e et e e e e e e s s e antbsaeeeaaeeaaannnneneas 249
REVIEW ANSWETS ...ttt e oo e e et ettt e e e e e e et ettta e e e e e eeeeetana e e e eaaeeesenn e e eaaaaeeensnnnnaeenn 250

Chapter 14 — When You Owe State INCOmMEe TaXeS ........ccovvriiiiiiiiisirisrssssssssssssssss s s s s s ssssssssssssssssssssnnnas 251
T T a1 To IO o] [=Tex 1)Y= PR 251
T (e T 0T i) o 1P 251
The IRS and State Taxing AULhOIITIES ... e a e 251
Does Your State Have a Taxpayer Bill Of RIGhtS?.........cooiiiiiiiiie e 251
State Time Limits to Assess and ColleCt INCOME TaAXES......ccueeiiiiiuiiiiiiiae e a e 252
State Tax Collection DepartmMeEntS.......ccoiiiiieie e 252
SHATE TaX BillS. i —————— 252

Getting a State Payment PIan ..........oooo et e e e e 252
Enforced ColleCtion—SeiZING ASSELS ........uueiiiiiiiiiiiiei ettt e e et e e e e e e e s enne e e e e e e e eaaanes 253
S E 0] (U] o] (YT TP P PP P P PP PP PPPPPPPPPPPPPPRY 253
Compromising @ State TaxX ASSESSIMENT.........uiii ittt e e e e e e arerreee e e e e e e s s anereeeeaaaeeaanns 253

vi



Table of Contents

STOLSTol=Y oo Ty o J 0 o] | [=Te1 o] o WP URPPRRRR 254
When All Else Fails, Try Your Political Connections ..............ccccceeiiiiiiiiiiee 254
REVIEW QUESTIONS ... ..ttt e et e s e e s s sttt e st s s st sttt s s s s s s s s s s s s s s s s e s ssssenssssnnnnnen 255
REVIEW ANSWETS ..ottt e e et e e e ettt e e e et e e e e et e e e e et e e e saaaaeseaaaesettnaesssnnaeensnnaaaes 256

Chapter 15 — The Taxpayer Bill of Rights........cccccciiiiiiimmm s 257
T T a1 To IO o] [=Tex 1)Y= PR 257
[ a1 To [8 o i o] o FA OO UPP TR 257
Taxpayer Bill Of RIGOES ©......ooii et e e e e e e e e e e e e e e anes 257

THRE GOOA ...t e e e e e e et e e e e e ettt e e e e e e e e rara e aaaannns 257

L LIRS Lo o PO PRSP 258

The WINAOW DIreSSING .....ccoiiiiiiiiiee e 258
Taxpayer Bill Of RIGhES 1. e e e e e e et e e e e e e e e anes 258

THE GOOA ... et e e e e e e ettt e e e e e e ettt e e e e e e e e rar e aaaannns 258

L LIRS o o O UOPORRRERRRPORt 259

The WINAOW DIreSSINgG .....ccoiiiiiiieeee e 259
Taxpayer Bill of RiGhts ... ... e e e e e e e e e e e e e e anes 259

THE GOOA ...t e e e e e e et e e e e e ettt eeeaeeeerara e aaaannns 259

L LIRS Lo o PO PRSP 261

The WINAOW DIreSSING .....ccooiiiiiiiee e 261
REVIEW QUESTIONS ... uvviiiiiiiiiiieeiieeiieeeeettt ettt e seasees s sttt et e s s st st s s e s s s s s s s s s s s s s s s s s s e s ssseensensnnnnnn 265
REVIEW ANSWETS ... ittt e e et e e e e et e e e et e e e et e e e e et e e s saaanaeseaaeesettnaeestnnaeeesnnaaaes 266

Chapter 16 — The 25 Most Frequently Asked QUEeStIONS...........ccoeeeiiiiiiicccccccss s 267
REVIEW QUESTIONS ...ttt ettt ee e s e e s e sttt e e s et s e s s s s s s s s s s s s s s s s st e s ssssenssnsnnnnne 272
REVIEW ANSWETS ..ottt e e et e e e ettt e e e et e e e e et e e e e et e e e saaaaeseaaaesettnaesssnnaeensnnaaaes 273

LT Lo ToToT- 1Y A o B IF- G =T 4 1 TN 275

g T = 283

vii





