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Interest rates are determined every three months and are equal to the federal short-term rate plus 3%. The current rate for an individual is 8% which sounds pretty good. The problem is the interest is compounded daily.

Generally the Internal Revenue Service has 10 years from the assessment of a tax liability to collect the liability. The date by which the liability must be collected is called the Collection Statute Expiration Date (CSED). Should you file an installment agreement request (Form 9465) your account will be reviewed to ensure your liability, including penalties and interest, will be paid in full by the CSED prior to approval of the agreement. For more information and assistance on collection expiration issues please refer to the Collection Statute itself (26CFR Chapter 1, subsection 301.6502-1 page 332 of 4/1/99 edition). 

====================

What kind of penalties and interest will I be charged for paying and filing my taxes late?

Interest, compounded daily, is charged on any unpaid tax from the due date of the return until the date of payment. The interest rate is the federal short-term rate plus 3 percent. That rate is determined every three months. 

For current interest rates, go to News Releases and Fact Sheets and find the most recent Internal Revenue release entitled Quarterly Interest Rates. 

In addition, if you filed on time but didn't pay on time, you'll generally have to pay a late payment penalty of one-half of one percent of the tax owed for each month, or part of a month, that the tax remains unpaid after the due date, up to 25 percent. The one-half of one percent rate increases to one percent if the tax remains unpaid after several bills have been sent to you and the IRS issues a notice of intent to levy. 

Beginning January 1, 2000, if you filed a timely return and are paying your tax pursuant to an installment agreement, the penalty for late payment of an installment is one-quarter of one percent for each month, or part of a month, that the installment remains unpaid. 

If you did not file on time and owe tax, the penalty is even higher. There is a combined penalty of 5 percent (4.5% late filing, 0.5% late payment) for each month, or part of a month, that your return was late, up to 25%. After five months, if you still have not paid, the 0.5% failure-to-pay penalty continues to run, up to 25%, until the tax is paid. Thus, the total penalty for failure to file and pay can be 47.5% (22.5% late filing, 25% late payment) of the tax owed. Also, if your return was over 60 days late, the minimum failure-to-file penalty is the smaller of $100 or 100% of the tax required to be shown on the return. 

Also, see Tax Topic 653, IRS Notices and Bills/Penalty and Interest Charges. 

=====================

What Will You Be Charged?

You will be charged a $43 fee if your request is approved. Do not include the fee with Form 9465. After approving your request, we can deduct the fee from your first payment unless you choose direct debit (see below). You will be charged interest and may be charged a late payment penalty on any tax not paid by its due date, even if your request to pay in installments is granted. To limit interest and penalty charges, file your return on time and pay as much of the tax as possible with your return. Before requesting an installment agreement, you should consider other less costly alternatives, such as a bank loan. 

How does the Installment Agreement Work?

If we approve your request, we will send you a letter. It will tell you how to pay the fee and make your first payment. By approving your request, we agree to let you pay the tax you owe in monthly payments instead of immediately paying the amount in full. In return, you agree to make your monthly payments on time, and pay all your future tax liabilities. This means you must have adequate withholding or estimated tax payments so that your tax liability for future years is paid in full when you timely file your return. 

============================

IRS Collections and Offers-in-Compromise

Dateline: 12/30/99 

As with any collection process the IRS begins by sending you a bill. If you believe the bill is not correct, you should contact the IRS by mail or phone within the time limit shown on the bill. Be sure to make copies of any documents you need to prove your case. Do not mail your original documents. Do include in your correspondence a copy of the bill itself. 

If you feel the IRS has incorrectly assessed you tax and you cannot convince them otherwise, you have the right to appeal the decision. Information regarding your appeal rights should be included in the information sent with your notice. You should also read Publication 1, Your Rights as a Taxpayer, which you can browse online or call the IRS at 1-800-829-3676 to order a copy. 

If you file your taxes without paying in full, you will receive a bill for the tax plus interest and late payment penalty from the original due date to the present. This bill is generally due within 21 days. At this point, you can still try to arrange an installment plan as long as you are not already making payments on another year's tax liability. 

If you fail to make arrangements up front to pay your tax liability, or fail to meet the arrangement you make, the IRS may take the following actions:
1. Offset any future refunds. Keep all future refunds you may be due until your liability plus penalties and interest are paid in full.
2. File a Notice of Federal Tax Lien. A lien is public notice that the Government has a claim against any and all of your property, until such time as the lien is released. This is not good for your credit.
3. Issue a levy. A levy gives the Government the right to take and sell property owned by you to pay your taxes. A levy may also be issued against your property held by third parties, such as your wages and money in your bank account. 

If there is doubt as to whether you owe the tax, or doubt as to whether the IRS will be able to collect the tax from you due to your financial situation, you may want to submit an offer-in-compromise (Form 656). You may be able to reduce the penalties,interest, and even the tax itself. If your offer is based on the premise that you cannot pay the liability in full, you will also need to complete financial statements, Form 433A(individual) or 433B(business). These statements will show the IRS your income, expenses, assets, and liabilities. 

Using the financial statements you provide to them, the IRS will determine whether it is in the Government's best interest to accept your offer. It is not likely your offer will be accepted if you have enough equity in your house or other assets, or other access to funds or credit which would allow you to pay the tax, including earnings potential that would allow you to pay the tax in the next ten years. The IRS will also consider sources of income that they cannot collect directly against, such as workers' compensation and veterans' benefits. 

Less than one quarter of all offers are accepted. Your offer will not be considered unless it is at least more than your total equity in your assets. So if you have a house worth more than your tax liability with no mortgage, you don't have much hope of lowering your bill. If you have no equity to speak of but you earn a very good salary, you don't have much hope of lowering your bill. 

This is a good tool for someone who really has little hope of ever being able to pay their tax liability. Acceptance of your offer creates a "fresh start" for you with the IRS, but one stipulation is that you keep your taxes paid up to date for the next 5 years. If you get into trouble with your taxes again within 5 years, the IRS may reinstate the entire liability.

=========================

IRS Notices and Bills/
Penalty and Interest Charges

Topic 653
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April 17th is the deadline for most people to file their 1999 individual income tax return and pay any tax owed. During processing, the return is checked for mathematical accuracy, and the tax due is compared to all amounts paid. Enter the primary social security number or employer identification number, the tax year, form number, and telephone number on your check or money order. There are several important things you should know about collection notices and bills. Interest is charged on any unpaid tax from the due date of the return until the date of payment. The interest rate is determined every three months and is the federal short-term rate plus 3 percent. Interest is compounded daily. In addition, if you file on time but don't pay all amounts due on time, you'll generally have to pay a late payment penalty of one-half of one percent of the tax owed for each month, or part of a month, that the tax remains unpaid after the due date, up to 25 percent. The one-half of one percent rate increases to one percent if the tax remains unpaid and the IRS issues a notice of intent to levy. 

If you owe tax and don't file on time, the penalty is even higher. The combined late-filing and late-payment penalty is five percent of the tax owed for each month, or part of a month, that your return is late, up to 25 percent. And if your return is over 60 days late, the minimum penalty is the smaller of $100 or 100 percent of the tax owed. 

You must file your return and pay your tax promptly to avoid interest and penalty charges. Often the funds necessary to pay your tax can be borrowed at a lower effective rate than the combined IRS interest and penalty rate. 
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To ensure your payment on a bill for tax is credited properly, be sure to return the tear-off stub on your bill and use our return envelope when provided. Please make your check or money order payable to the United States Treasury. Enter the primary Social Security number or employer identification number, the tax year and form number and your telephone number on your check or money order. 

The penalties for filing late and paying late may be waived if you have reasonable cause. If you're billed for either penalty and feel you have reasonable cause, send your explanation along with the bill to your service center, or call the IRS at 1-800-829-1040 for assistance. Generally, interest charges may not be waived; they continue to accrue until all assessed tax, penalties, and interest are paid in full. 

If you believe there is an error on your notice or bill, write to the IRS office that sent it to you within the time frame given. You should provide photocopies of any records that may help correct the error. Also, you may call 1-800-829-1040 for assistance. If you are correct, the IRS will make the necessary adjustment to your account and send you a corrected notice. 

For more information about IRS notices and bills, see Publication 594, Understanding the Collection Process. More information about penalty and interest charges is contained in Publication 17, Your Federal Income Tax, in Chapter 1 and 5. Publications and forms may be downloaded from this site or ordered by calling 1-800-829-3676. 

===========================

Penalties, Interest and Payment Plans

Dateline: 12/29/99 

Even if you can't pay your taxes, it is very important that you file on time. There are separate penalties for filing late and paying late. In the short term, the failure to file penalty is much worse than the failure to pay penalty. The late filing penalty for each month or part of a month after the due date that your return remains unfiled is 4.5% of the amount you owe up to a max of 22.5% (5 months). If more than 60 days late, the minimum late filing penalty is the smaller of $100 or 100% of the tax due. 

The failure to pay penalty is .5% of the tax due per month or part of a month that your tax bill remains unpaid up to a max of 25% (50 months). Adding these penalties together, the total failure to file and pay timely penalties could be 47.5% of the tax due. We haven't even added on the interest yet! 

Interest rates are determined every three months and are equal to the federal short-term rate plus 3%. The current rate for an individual is 8% which sounds pretty good. The problem is the interest is compounded daily. 

Besides the extra you will pay for lateness, there are the collection methods themselves to be considered. For more information on this read my feature 12/30/99 - IRS Collections and Offers-in-Compromise.

OK, so now you might be convinced you need to file that tax return even though you don't have the money to pay right now. What do you do about payment? 

Put your taxes on your American Express, Mastercard or Discover and pay it off at your own pace. This is a new option which began with the 1998 tax year. It should continue to expand and become easier with each passing year. You cannot put your taxes on your credit card by calling your credit card company. You must call (or visit online) Official Payments Corporation at 1-888-2PAY-TAX. The OPC is the only company authorized by the IRS to put your taxes on your choice of these three credit cards. Beginning this year you should also be able to use your Discover card when preparing your return using TurboTax and filing your return electronically. 

Your credit card interest rate is no doubt higher than the IRS interest rate but don't forget to add the late payment penalty to the interest before you make that decision. Check with your credit card company to see if this transaction will be treated as a purchase or a cash advance. Generally, a cash advance has a higher interest rate or a fee associated with it. 

If a credit card or a loan is not an option, try asking the IRS for an installment plan. Attach an Installment Agreement Request (Form 9465) or your own written request to the front of your return. Include the amount and monthly due date of the payment you are proposing. You will pay a $43 fee and the IRS may not approve your request. On the upside, if approved, you will make monthly payments and forestall collection proceedings. You will still be charged all late payment penalties and interest. Alternatively, you may send your return without the payment and wait for the IRS to bill you. Send this form or your written request in response to the bill. The IRS should let you know within 30 days whether your request is granted. 

You should not use the Installment Agreement Request form if you are already paying the IRS on an installment plan from another tax year. You will need to contact them directly (1-800-829-1040) to discuss your options.
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