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IRS Practice and Procedure: Navigating the Tax Authority's Framework

irs practice and procedure is a complex and ever-evolving landscape that every
taxpayer, from individuals to large corporations, must understand. Navigating the
intricate rules and regulations governing interactions with the Internal Revenue Service
(IRS) is crucial for ensuring compliance, minimizing tax liabilities, and resolving potential
disputes effectively. This comprehensive article will delve into the fundamental aspects of
IRS practice and procedure, covering everything from initial tax filings and audits to
collection processes and administrative appeals. We will explore the rights and
responsibilities of taxpayers, the various divisions within the IRS, and the essential steps
involved in dealing with the tax agency. Understanding these core elements empowers
taxpayers to approach their tax obligations with confidence and clarity.
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Understanding the IRS Structure and Authority

The Internal Revenue Service, a bureau of the U.S. Department of the Treasury, is the
revenue service of the federal government, responsible for collecting taxes and
administering the Internal Revenue Code. Its vast authority stems from federal law,
granting it the power to enforce tax laws, investigate potential violations, and assess and
collect taxes owed. The IRS operates through various divisions, each specializing in
different aspects of tax administration, from individual income tax to international taxation
and criminal investigations.

Key IRS Divisions and Their Roles

Understanding the organizational structure of the IRS is fundamental to comprehending
IRS practice and procedure. Different divisions handle distinct responsibilities, and
knowing which division might be involved in a particular situation can be beneficial. The
Wage and Investment (W&I) division primarily serves individual taxpayers, processing
returns and providing taxpayer assistance. The Small Business/Self-Employed (SB/SE)
division focuses on businesses with assets under $10 million and self-employed
individuals. The Large Business and International (LB&I) division handles the tax matters



of corporations and partnerships with assets of $10 million or more, as well as
international tax issues. The Tax Exempt and Government Entities (TE/GE) division
oversees the tax-exempt sector, including charities and retirement plans.

The IRS's Enforcement Powers

The IRS possesses significant enforcement powers to ensure compliance with tax laws.
These powers include the authority to examine taxpayers' financial records, levy bank
accounts and wages, seize and sell property to satisfy tax debts, and even initiate criminal
investigations for tax fraud. It is imperative for taxpayers to be aware of these powers and
to cooperate with IRS inquiries in a timely and transparent manner to avoid escalating
issues. The agency operates under strict legal guidelines and must adhere to established
procedures in exercising its enforcement authority.

Taxpayer Rights and Responsibilities

A cornerstone of IRS practice and procedure is the balance between taxpayer rights and
responsibilities. While taxpayers have obligations to pay their taxes and file accurate
returns, they also possess fundamental rights that protect them throughout their
interactions with the IRS. Understanding these rights can empower taxpayers to navigate
the tax system more effectively and ensure fair treatment.

The Taxpayer Bill of Rights

The Taxpayer Bill of Rights, a codified set of fundamental rights, is a crucial element of
IRS practice and procedure. These rights ensure that taxpayers are treated fairly and
professionally by IRS employees and that they have the ability to understand their rights
and obligations. Key rights include the right to be informed, the right to quality service,
the right to privacy and confidentiality, and the right to a fair and just tax system.
Familiarity with these rights is essential for any taxpayer engaging with the IRS.

Taxpayer Responsibilities

Conversely, taxpayers have distinct responsibilities that are central to IRS practice and
procedure. The primary responsibility is to accurately report all income and deductions
and to pay the correct amount of tax by the due date. This includes maintaining adequate
records to support tax filings and cooperating with IRS inquiries. Failure to meet these
responsibilities can lead to penalties, interest, and more serious enforcement actions.



The Tax Filing Process and Common Procedures

The tax filing process is the most frequent interaction most taxpayers have with the IRS,
and understanding its procedures is paramount. This involves knowing the relevant forms,
deadlines, and methods of submission. Compliance with these basic procedures prevents
many common issues that can arise with the tax authority.

Understanding Tax Forms and Deadlines

The IRS utilizes a wide array of tax forms to collect information for various types of
income, deductions, credits, and tax obligations. For individuals, Form 1040 is the primary
income tax return. Businesses have different forms depending on their structure, such as
Form 1120 for corporations or Form 1065 for partnerships. Adhering to the strict
deadlines for filing these forms, typically April 15th for individual returns, is a critical
aspect of IRS practice and procedure. Extensions are available, but they are for filing, not
for payment.

Methods of Filing and Payment

Taxpayers have several options for filing their tax returns. Electronic filing (e-filing) has
become the most common and efficient method, offering faster processing and fewer
errors. Paper filing is still an option for those who prefer it or whose tax situations
necessitate it. Similarly, tax payments can be made through various channels, including
direct debit, check, money order, or electronic payment systems. Choosing the most
convenient and secure method is an important consideration in IRS practice and
procedure.

IRS Audits: Types and Preparation

An IRS audit is a review of a taxpayer's financial records to verify the accuracy of their tax
return. While audits can be intimidating, understanding the different types and how to
prepare can significantly alleviate stress and ensure a smoother process. The IRS selects
returns for audit based on various criteria, including computer programs that identify
potentially inconsistent information and random selection.

Types of IRS Audits

The IRS conducts several types of audits, each with a different scope and methodology.
The most common is the correspondence audit, where the IRS requests specific
documentation via mail to clarify certain items on the return. Office audits involve meeting



with an IRS auditor at an IRS office to review specific records. Field audits are the most
comprehensive, with an IRS agent visiting the taxpayer's home or business to examine
records. Understanding which type of audit you are facing is the first step in IRS practice
and procedure during an examination.

Preparing for an IRS Audit

Thorough preparation is key when facing an IRS audit. This involves gathering all relevant
financial documents, including receipts, bank statements, canceled checks, and any other
records that support the information reported on the tax return. It is also advisable to
review the tax return in question and to understand the specific items the IRS is
questioning. Having documentation readily available and organized can expedite the audit
process and demonstrate your commitment to compliance.

Tax Collections and Payment Options

When a taxpayer owes money to the IRS, various collection procedures and payment
options come into play. The IRS has robust mechanisms for collecting delinquent taxes,
but it also offers flexibility for taxpayers who are unable to pay their full liability
immediately. Understanding these procedures is vital for resolving tax debt.

IRS Collection Procedures

If a tax liability remains unpaid after assessment and notification, the IRS can initiate
collection actions. These may include issuing a Notice of Intent to Levy, which warns of
potential seizure of assets, followed by actual levies on wages, bank accounts, or other
property. The IRS can also file a Notice of Federal Tax Lien, which attaches to a taxpayer's
property and can affect their ability to sell or refinance it. Familiarity with these collection
procedures is a critical part of IRS practice and procedure for any taxpayer with a balance
due.

Payment Options and Installment Agreements

For taxpayers who cannot pay their entire tax debt at once, the IRS offers several
resolution options. These include offering an installment agreement, which allows for
regular monthly payments over a set period. Another option is an Offer in Compromise
(OIC), which allows certain taxpayers to settle their tax liability for less than the full
amount owed, provided they meet specific financial hardship criteria. Understanding these
payment options can provide relief and a path to resolving tax debt.



Administrative Appeals and Resolution Processes

When taxpayers disagree with an IRS decision, such as an audit finding or a penalty
assessment, they have the right to appeal. The IRS administrative appeals process
provides an independent review of the IRS's position, offering a crucial avenue for
resolution without immediately resorting to litigation.

The IRS Appeals Process

The IRS Appeals process is designed to be impartial and to resolve tax controversies
without litigation. After receiving a notice of proposed changes from the IRS, taxpayers
can request an appeal. This typically involves submitting a written protest outlining the
reasons for disagreement. An Appeals Officer, who is independent of the auditor, will
review the case, considering both the taxpayer's arguments and the IRS's position. The
goal is to reach a mutually acceptable settlement.

Mediation and Other Resolution Techniques

Within the appeals process, various techniques can be employed to facilitate resolution.
Mediation, a voluntary process where a neutral third party helps facilitate communication
and negotiation between the taxpayer and the IRS, can be an effective tool. Other methods
include arbitration and early referral to Appeals. These techniques are part of the IRS's
commitment to resolving disputes fairly and efficiently, forming an important part of its
practice and procedure for contentious issues.

Record Keeping for Tax Purposes

Meticulous record keeping is fundamental to successful IRS practice and procedure.
Having accurate and organized financial records not only simplifies tax preparation but
also provides essential documentation to support your tax return in the event of an audit
or other IRS inquiry. The IRS has specific requirements regarding the types and retention
periods for various tax-related documents.

What Records to Keep

Taxpayers are generally required to keep records that will enable them to prepare an
accurate tax return. This includes proof of income (W-2s, 1099s, invoices), documentation
for deductions and credits (receipts, canceled checks, bank statements, mileage logs), and
records related to business expenses. For assets, such as real estate or investments,
records of purchase, improvements, and sales are crucial for determining capital gains or



losses. The IRS may also require records related to prior tax returns.

How Long to Keep Tax Records

The retention period for tax records can vary depending on the nature of the information
and potential IRS examination timelines. Generally, the IRS recommends keeping records
for at least three years from the date the return was filed or the due date, whichever is
later. However, for certain items, such as records related to the basis of property or
documents supporting claims for bad debts or worthless securities, longer retention
periods may be necessary. Understanding these retention periods is a proactive step in
IRS practice and procedure.

Seeking Professional Assistance with IRS Matters

Navigating the complexities of IRS practice and procedure can be daunting. For many
individuals and businesses, engaging with tax professionals is not only advisable but
essential to ensure compliance, maximize tax benefits, and effectively resolve any issues
that may arise with the IRS.

When to Consider Professional Help

There are numerous situations where seeking professional assistance from a tax
professional, such as a Certified Public Accountant (CPA), Enrolled Agent (EA), or tax
attorney, is highly recommended. These include complex tax situations, significant
changes in income or deductions, facing an IRS audit, dealing with tax debt, or planning
for future tax liabilities. Professionals possess the expertise and knowledge of current IRS
practice and procedure to provide invaluable guidance and representation.

Benefits of Professional Representation

Engaging a tax professional offers several significant benefits. They can help ensure that
tax returns are filed accurately and on time, potentially preventing penalties and interest.
They can identify tax planning opportunities that may not be apparent to the average
taxpayer, leading to potential tax savings. In cases of audits or collection actions, a
qualified professional can represent your interests before the IRS, negotiate on your
behalf, and advocate for the best possible outcome. Their understanding of IRS practice
and procedure can be a crucial asset.

FAQ



Q: What are the most common reasons the IRS audits a
tax return?
A: The IRS uses various methods to select tax returns for audit. Common reasons include
discrepancies between reported income and third-party information (like W-2s or 1099s),
claiming deductions or credits that are unusually high for the reported income level, or
errors identified by IRS computer programs. Random selection also plays a role.

Q: What is an IRS installment agreement and how does
it work?
A: An IRS installment agreement is a payment arrangement that allows taxpayers to pay
their tax liability in monthly installments. To qualify, generally, the taxpayer must owe a
total of $50,000 or less in combined tax, penalties, and interest. The agreement allows for
up to 72 months to pay, and interest and penalties continue to accrue, though penalty
rates may be reduced.

Q: How can I get an extension to file my tax return?
A: You can get an automatic six-month extension to file your federal tax return by filing
Form 4868, Application for Automatic Extension of Time to File U.S. Individual Income
Tax Return. It is important to note that an extension to file is not an extension to pay. You
are still required to estimate and pay any tax due by the original deadline to avoid
penalties and interest.

Q: What is a Notice of Intent to Levy from the IRS?
A: A Notice of Intent to Levy is a formal letter from the IRS informing you that they intend
to seize your property or assets, such as your wages, bank accounts, or other financial
assets, to satisfy an unpaid tax debt. This notice is typically sent after you have received
previous notices and warnings about your outstanding tax liability and have not resolved
it. You usually have a specific timeframe, often 30 days, to respond or make payment
arrangements.

Q: Can the IRS garnish my wages if I owe taxes?
A: Yes, the IRS has the authority to garnish your wages through a levy. If you have an
outstanding tax debt and do not respond to IRS notices, the IRS can legally demand that
your employer withhold a portion of your earnings and send it directly to the IRS to pay off
your debt. This is a serious collection action.

Q: What is the difference between a tax lien and a tax
levy?
A: A tax lien is a legal claim against all of your current and future property (real estate,



personal property, and financial assets) to secure payment of your tax debt. It is a public
notice that the IRS has a claim on your property. A tax levy, on the other hand, is the
actual seizure of your property or assets to satisfy the tax debt. For example, the IRS
could levy your bank account or seize your car.

Q: How long does the IRS typically take to process a
refund?
A: When you e-file your tax return and choose direct deposit for your refund, the IRS
typically issues refunds within 21 days. If you file a paper return, it can take significantly
longer, often six weeks or more. The IRS also states that refunds for returns claiming
certain credits, like the Earned Income Tax Credit or the Additional Child Tax Credit, may
be delayed until late February to allow for additional verification.

Q: What is an Offer in Compromise (OIC)?
A: An Offer in Compromise (OIC) is an agreement between a taxpayer and the IRS that
settles a tax debt for a lower amount than what is owed. It is generally approved when the
taxpayer cannot pay their full tax liability or when doing so would cause significant
financial hardship. The IRS evaluates OICs based on the taxpayer's ability to pay, their
income, expenses, and the equity of their assets.

Q: Do I need to keep records for tax years I didn't owe
any tax?
A: While the primary reason for keeping records is to support your tax return and any
claims made on it, it's generally advisable to keep records for at least three years from the
date you filed your return or the due date, whichever is later, even for years you didn't
owe tax. These records might be relevant for future tax years, such as for calculating the
basis of assets or if you later amend a return or face an unexpected inquiry.

Q: Can a tax professional represent me in an IRS audit?
A: Yes, a qualified tax professional, such as a Certified Public Accountant (CPA), an
Enrolled Agent (EA), or a tax attorney who has obtained a Power of Attorney (Form 2848)
from you, can represent you in an IRS audit. They can communicate with the IRS on your
behalf, answer questions, provide documentation, and advocate for your position.
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