FILE YOUR TAX RETURNS EVEN IN TIMES OF ECONOMIC HARDSHIP
By Paul A. Mackey, Trafalgar Advisors, www.clientchampions.com

In this bleak economy people are struggling to meet financial obligations and
basic living needs. For those who have lost their jobs or are facing economic hardships,
the thought of having an amount due on their 2008 tax return further compounds the
stress. They may be tempted to not file their tax return since they don’t have the cash to
pay the tax due. If you are one of those people, don’t give in to that temptation!

Failure to file required tax returns will magnify the problem. Financially strapped
taxpayers have options in meeting tax obligations. The remaining discussion in this
article focuses on programs that can assist financially strapped taxpayers meet payment
obligations while still meet all filing requirements for 2008.

Failure to File Required Tax Returns Creates Further Hardship and Negative
Consequences

Section 6012 requires “every individual” to file an income tax return. Only
taxpayers whose gross income is less than the sum of the exemption amount (generally
$3,500 for 2008) plus the standard deduction applicable to their filing status are excepted
from the filing requirement. For example, a married couple who would file jointly must
file a return unless their combined gross income is less than $17,900 (two personal
exemptions of $3,500 each plus a $10,900 standard deduction) For more information on
whether you are required to file a return, see IRS Publication 501, available here:
http://www.irs.gov/publications/p501/index.html. If you cannot file by the due date of
April 15, 2009, you can get an automatic 6 month extension by filing Form 4868
(available here: http://www.irs.gov/pub/irs-pdf/f4868.pdf). Note, however, that although
thit?] form extends the filing date it does not relieve you of having to pay the tax by April
157,

If you have to file, you have to file. Even financially burdened taxpayers have to
file. Not filing a return, or adopting an “ostrich in the sand” approach, will only result in
further financial distress. Taxpayers who fail to meet their income tax filing
responsibilities are subject to:

% Failure to File Penalty — a monetary penalty automatically assessed when an
income tax return is not timely filed. Generally, the penalty assessed is 5% of the
amount of tax due for each month, up to a maximum of 25% of the taxes due.

%

% Fraudulent Failure to File Penalty — a monetary penalty imposed when income tax
return is not timely filed and evidence of intentional wrongdoing on the part of the
taxpayer for the purpose of evading tax. Generally, the penalty assessed is 15%
of the amount of tax due for each month, up to a maximum of 75% of the taxes
due.

In addition, the failure to pay any taxes due also results in interest charges being
assessed for the time until the balance is paid. Given these significant monetary
consequences, not filing your tax return is not an option. You want to file and to pay at
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least part of the taxes so you can take advantage of IRS-provided alternatives that provide
for installment payments or delay payment until financial condition improves.

In general, married taxpayers typically benefit from filing a joint return with their
spouse. However, married taxpayers facing economic hardship may want to consider
filing separate returns. Separating the resources of each spouse may provide the
opportunity for qualifying for an installment agreement or other economic hardship relief
from the IRS. However, taxpayers should take great care and make any decision to file
separate or together based on specific facts and after the “numbers have been run” for
both scenarios.

Help with Tax Amounts Due is Available from the IRS

If you file your tax return and do not pay all you owe, the IRS will send you a
Notice of Tax Due and Demand for Payment. This document is a bill for the taxes you
owe and also includes any interest and penalties that apply.

The IRS provides several options to pay your taxes if you receive a demand for
payment from the IRS or even before any such notice is received.

Installment Agreements

Installment agreement allows taxpayers to pay their full liability (including interest
charges) in a series of monthly payments over time. If you owe less than $10,000 in tax,
your request for an installment agreement will not be denied if you have been compliant
with filing and payments during the past five years and if you propose to pay off your tax
liability within three years. Taxpayers can request an installment agreement by:

+« Attaching to the front of your return: (a) Form 9465, Installment Agreement
Request; or (b) a written request for a payment plan. If you have already filed
your return and received a notice of tax due from the IRS (see discussion above),
you can ask for an installment plan by attaching a Form 9465, a request for a
payment plan, or the Online Payment Agreement, to the front of your notice of tax
due from the IRS and sending it back to the address on the Notice.
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% Pay all applicable IRS fees associated with establishing an installment
payment plan. A one-time installment agreement fee of $105 will be charged
when you enter into an installment agreement unless you choose to pay through a
Direct Debit from your bank account, in which case the fee is $52.00. Low
income taxpayers may qualify for a lower fee of $43.

% Requesting a monthly payment that is based on the taxpayers’ ability to pay
and that will be paid each month. You will need to specify the amount you can
pay and the day (1st-28th) you wish to make your payment each month. The IRS
will respond to your request, usually within 30 days, to advise you as to whether
your request has been approved, denied or more information is needed.
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Make all the payments on time specified in the approved installment
agreement. Failure to make all promised payments to the IRS under an approved
installment agreement will result in default. You will then have to seek
reinstatement or restructuring of the original installment agreement, which may or
may not be approved. Taxpayers who reinstate or restructure an installment
agreement will also be assessed a $45 fee regardless of income. In order to avoid
defaulting on an installment agreement, taxpayers may want to sign-up for
automatic payments through payroll deduction by filing Form 2159, Payroll
Deduction Agreement.

Taxpayers who owe more than $25,000 may need to complete Form 433F, Collection
Information Statement. Taxpayers facing economic hardship should also consider other
programs provided by the IRS to help with tax balances due, such as Offers In
Compromise (see Form 656 here: http://www.irs.gov/pub/irs-pdf/f656.pdf) .

Other programs

Beyond traditional instalilment agreements, the IRS has other programs to help
taxpayers facing economic hardship:
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Administrative extension of time to pay up to 120 days from the due date
may be requested. No installment agreement fees apply to this request. You can
request this extension by calling the IRS at 1-800-829-1040 (do not file Form
9465) and discussing your particular situation and expected timing of payment
within 120 days from the due date of the respective return..

Statutory extension of time to pay for up to six months can be requested. In
order to request this extension to pay, you must show that it will cause undue
hardship to pay the tax on the date it is due and must put up enough collateral to
secure the promise of future payment. Mere inconvenience is not undue hardship.
You have to show you will incur a substantial financial loss if you pay your tax on
the due date. You can request this extension by filing Form 1127, Application for
Extension of Time for Payment of Tax.

Contact the Taxpayer Advocate for assistance with hardships. The Taxpayer
Advocate Service (Advocate) is an independent organization within the IRS. The
Advocate helps taxpayers resolve problems with the IRS, including those
taxpayers facing hardships. The Advocate may be able to help taxpayers facing
economic hardships when IRS actions prevent the taxpayer from providing living
necessities such as housing, transportation or food.

Reference Resources — Helpful Resources to Research or Find Help

Useful publications for taxpayers or their tax preparer (click to access publication):
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Publication 594, The IRS Collection Process

Internal Revenue Service Website, The “What Ifs”” of an Economic Downturn
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Internal Revenue Service Website, 1040 Central

Internal Revenue Service Form 433F, Collection Information Statement

Internal Revenue Service Form 1127, Application for Extension of Time for
Payment of Tax

Internal Revenue Service Form 2159, Payroll Deduction Agreement

Internal Revenue Service Form 9465, Installment Agreement Request

Internal Revenue Service Website, Filing Late and/or Paying Late

Internal Revenue Service Website, Haven’t Filed an Income Tax Return? Here’s
What to Do

Internal Revenue Service Website, Meeting the Terms of an Installment
Agreement

Internal Revenue Service Website, Online Payment Agreement (OPA) Application

Internal Revenue Service Website, Payment Plans, Installment Agreements

Internal Revenue Service Website, Receiving a Bill From the IRS

Internal Revenue Service Website, Taxpayer Advocate Service
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