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What to Know When You Owe 
(edited transcript) 

 
Sarah Vainer:  Hello, and welcome to SB/SE Collection’s Nationwide Tax Forum Presentation 

for this year. I’m Sarah Vainer. I’m the Collection group manager for Denver, 
Colorado, and Billings, Montana. Our presentation this year is What to Know 
When You Owe.  
 
These are the objectives for today. I’ll give you a moment to read the slide. The 
topics for today include the consequences of filing and paying late, as well as the 
benefits of filing and paying on time; how the IRS analyzes financial information 
to determine appropriate resolutions for balances owed; and alternative ways to 
resolve overdue tax liabilities.  
 
So, what do you need to know when an individual owes taxes? Basically, paying 
late costs money. Interest compounds daily from the due date of the return until 
the balance due is paid at the rate of three percent, which isn’t too bad, but 
penalties also apply. There’s a failure-to-pay penalty, which can be thought of as 
a late payment charge. It’s at the rate of half a percent per month and accrues 
monthly or for any part of a month up to 25 percent. It grows to one percent after 
the final billing notice has been issued by the IRS. 

 
If the return has been filed timely and the tax is being paid via an installment 
agreement, then the failure-to-pay penalty gets reduced to a quarter of a percent 
per month while the installment agreement is in effect. In addition to the failure-
to-pay penalty, there’s the failure-to-file penalty; this is a penalty for filing late. It 
also accrues monthly and can grow up to 22.5 percent for returns filed over four 
months late. The total of these two penalties can be as high as 47.5 percent, which 
is definitely a consequence of filing and paying late.  
 
Taxpayers with a sound reason for filing or paying late can request abatement, 
and it’s based on the facts and circumstances of the case. Generally, the failure-to-
file and the failure-to-pay penalties can be abated if there were unforeseen 
circumstances out of the taxpayer’s control causing the delinquency. We call that 
reasonable cause. If the Collection employees agree that there is reasonable cause, 
they can take action to abate the penalty. If they don’t agree, the taxpayer is 
advised of their rights and can appeal with the Office of Appeals.  
 
Another costly penalty is the estimated tax penalty. I’m sure you’re all aware of 
how to file and pay your estimated taxes. Estimated taxes cannot be abated by 
reasonable cause alone. For when it can be waived, see instructions for Form 
2210, Underpayment of Estimated Tax for Individuals, Estates and Trusts, or 
instructions for 2220, Underpayment for Estimated Tax for Corporations. 
Underpayment can also result in the filing of the Notice of Federal Tax Lien; see 
Internal Revenue Code section 6321 for more information on the underlying 
Federal Tax Lien, which is also known as the Statutory Tax Lien.  
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A lien is a claim and it attaches to real property, personal property, securities, 
vehicles, and future assets acquired for the duration of the lien. The lien protects 
the government’s interest in these assets, and the lien releases within 30 days of 
full payment of a liability or when the collection statute of limitations expires.  
 
The notice of levy is another consequence when a taxpayer refuses to or neglects 
to pay their overdue taxes. While a lien secures the government’s interest, a levy 
actually takes the assets to pay what is owed. A levy can attach to assets such as 
bank accounts, wages, commissions, rental income, and accounts receivable (to 
name a few). Federal payments made by the Department of Treasury Bureau of 
Fiscal Services can be continuously levied at the rate of 15 percent. These federal 
payments include some Social Security benefits, federal employee salaries, 
federal employee retirement annuities, and Medicare provider and supplier 
payments.  
 
The December 19, 2014, passage of the Tax Increase Prevention Act resulted in 
an increase to 30 percent on continuous levies for tax delinquent Medicare 
providers and suppliers, and levied at 100 percent are payments due to a vendor of 
property, goods, or services sold or leased to the federal government. Other 
automated levy programs include the State Income Tax Levy [Program], which is 
a levy on individual state tax refunds, and the Municipal Tax Levy [Program], 
which is a levy on city taxes, as well as the Alaska Permanent Fund Dividend 
[Levy] Program. 
 
A levy can also be known as a seizure, which is when we confiscate an asset, 
usually real or personal property, and sell it to pay an overdue tax. Collection 
actions, such as levy and seizure, can be appealed to the Office of Appeals; see 
Publication 1660, Collection Appeal Rights, for details on how to appeal.  
 
Now, let’s talk about when businesses file and pay late. Not only does the failure-
to-pay and failure-to-file penalty up to 47.5 percent apply, but there’s also the 
failure to make Federal Tax Deposit Penalty. Employers who file the Form 941 
owing over $2,500 for the quarter currently or the previous quarter, as well as 
people who file the Form 940 owing over $500 for the year, must make federal 
tax deposits using the Electronic Federal Tax Payment System. Failure to use the 
Electronic Federal Tax Payment System or to make the federal tax deposits will 
result in a penalty. This penalty can be abated if reasonable cause applies.  
 
Just like individuals, businesses can have the Notice of Federal Tax Lien filed if a 
taxpayer neglects or refuses to pay overdue taxes. It attaches to business property 
and rights to property including accounts receivable. Businesses should also be 
aware that the Trust Fund Recovery Penalty can be assessed against individuals. 
These are usually people responsible for collecting the trust fund tax and who 
knowingly fail to do so.  
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Trust fund taxes are those withheld for employee wages and excise taxes. 
Congress established the Trust Fund Recovery Penalty to encourage prompt 
payment of the trust fund taxes, and as an additional tool to collect. For 
employment taxes, the amount of the penalty equals the unpaid income tax plus 
the unpaid FICA. When trust funds taxes are unpaid, we conduct an investigation 
to determine if the penalties should be assessed and against whom. The first step 
is an interview on who can be assessed. The interview determines who had the 
responsibility to collect and pay the tax but willfully and knowingly failed to pay 
it over.  
 
The position of the IRS is that paying other creditors or net payroll, but not the 
associated tax, implies willfulness. Under consideration for the Trust Fund 
Recovery Penalty are those who: determine financial policies for the business; 
direct and authorize payments of bills to creditors; authorize and make federal tax 
deposits; and sign payroll tax returns. Assessment doesn’t mean that the trust fund 
gets paid twice by the individual as well as the business. It’s only paid once by 
either the business or the individual or a combination of the two.  
 
The penalty is assessed against the individual though, so a Notice of Federal Tax 
Lien may be filed. And if arrangements aren’t made to pay it, collection actions 
may be taken against the individual’s assets. The trust fund can be appealed to the 
Office of Appeals. How to appeal is explained in the letter sent proposing the 
assessment.  
 
Even if a business is granted an installment agreement, IRS may still consider the 
assessment of the Trust Fund Recovery Penalty. It’s usually based on the facts 
and circumstances of the case, as well as the history of compliance. For example, 
if a taxpayer has a history of prior default in installment agreements, we may be 
more inclined to assess the Trust Fund Recovery Penalty in order to be assured 
that we can collect this tax. On the other side, it’s also possible to hold off on the 
assessment of the Trust Fund Recovery Penalty, and it again depends on the facts, 
circumstances, and the history of compliance. If there’s not enough time left on 
the assessment statute of limitations to allow full payment of an installment 
agreement, then the responsible person may be asked to sign the Form 2750, the 
Waiver Extending the Statutory Period for Assessment of the Trust Fund Recovery 
Penalty. This is usually extending it beyond the terms of an installment 
agreement. So, if the installment agreement terms are not met, the trust fund can 
still be collected.  
 
To wrap up this section, businesses that fail to meet the payment requirements are 
subject to the same penalties and interest as individuals. For employment tax 
deficiencies, businesses are subject to the Federal Tax Deposit Penalty. Some 
responsible individuals may be held liable for the Trust Fund Recovery Penalty 
personally, and businesses as well as individuals that don’t make arrangements to 
pay their delinquency are subject to the Notice of Federal Tax Lien, Levy, Seizure 
and Sale, and they have collection appeal rights.  
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Now, let’s look at some ways to resolve tax debt starting with installment 
agreements. If the taxpayer cannot full pay but can make payments, several types 
of installment agreements are available. The amount owed and the amount that 
can be paid monthly determine the type of installment agreement. Some are easy 
to get into, and some require working with the IRS as well as providing some 
financial information to start the installment agreement. Let’s begin by looking at 
the Streamlined Installment Agreement. 
 
In Fiscal Year 2014, 95 percent of all installment agreements met streamlined 
criteria. If you meet streamlined criteria, no financial statement is required. You 
don’t need other payment alternatives, manager approval is generally not 
required, and the agreement is normally granted. Individual streamline criteria is: 
unpaid balance of assessments under $25,000; the ability to pay in equal 
installments over six years or less; and full payment should be done within the 
collection statute of limitations, which is generally 10 years.  
 
If the unpaid balance of assessments is between $25,000 and $50,000, it may be 
granted, but we will also need a direct debit. A direct debit is when we 
automatically withdraw from a checking account. It can also be set up as a payroll 
deduction where the taxpayer’s employer deducts and sends the monthly 
payment. If a taxpayer has defaulted an installment agreement in the prior 12 
months, the ability to pay may need to be verified by a Collection Information 
Statement before a streamline installment agreement can be granted.  
 
Streamline installment agreements for businesses are available if the taxpayer is 
out of business or if they owe income tax only. Operating businesses owing 
employment or excise taxes have an installment agreement called the “In-
Business Trust Fund Express” Installment Agreement.  
 
The criteria for this installment agreement is $25,000 or less; the balances are for 
the current and prior year only; and the taxpayer can pay in full within 24 months 
or less. Balances between $10,000 and $25,000 require direct debit, and the In-
Business Trust Fund Express installment agreement requires managerial approval. 
If the balance is between $25,000 and $50,000, streamlined installment 
agreements can be extended to out-of-business sole proprietors. If the payoff of 
the unpaid balance of assessments is within 72 months or less and the full 
payment will be within the collection statute of limitations, it must also be setup 
as a direct debit or as a payroll deduction.  
 
If an installment agreement has been defaulted in the last 12 months, financial 
verification may be required to make sure that the payment can be met. So, 
you’ve heard me mention direct debit several times. We encourage this for several 
reasons. It’s faster, easier, cheaper, and eliminates most missed payments. 
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In looking at ways to pay, there are advantages to Streamlined Installment 
Agreements. No Collection Information Statement is required, and no financial 
verification is required. Except in the case of the In-Business Trust Fund Express, 
no managerial approval is necessary, so you don’t waste time on that and you 
know your payment amount right away. Generally, no Notice of Federal Tax Lien 
is filed, and as long as the terms are met, no levies are issued. Simply, if you can 
meet the criteria of the Streamlined Installment Agreement, the processing is 
relatively easy, and you can avoid some late-payment consequences.  
 
If you don’t qualify because you owe too much, here’s a tip: pay down the 
balance and then apply for a Streamlined Installment Agreement. The key to 
taking advantage of the benefits of Streamlined Installment Agreement processing 
is to set up the installment agreement early. If the taxpayer has a balance due with 
the return, they should: file on time to avoid the failure-to-pay penalty; pay as 
much as possible with the return to keep the failure-to-pay penalty and interest as 
low as possible; and bring the balance down as low as they can for streamlined 
criteria. Then, pay as high as they can to keep the penalties and interest at a 
minimum.  
 
There’s no separate processing for Streamlined Installment Agreements. Simply 
request the installment agreement and if the streamlined criteria is met, it will 
automatically be applied. The Online Payment Agreement application is available 
online at IRS.gov. Taxpayers and representatives can set up installment 
agreements online. No contact with the IRS is necessary; there is no wait time; 
and the confirmation is immediate. This is the preferred way to set up an 
installment agreement, and 95 percent of taxpayers can use the Online Payment 
Agreement.  
 
When using the Online Payment Agreement, it’s helpful to have your recent 
billing statement from the IRS (if you’ve received one), the bank account, and the 
employer and tax return information. Taxpayers can also use the Online Payment 
Agreement to set up short-term payment plans up to 120 days. Short-term 
payment plans don’t incur installment agreement user fees. Representatives using 
the Online Payment Agreement must have their CAF number and either the date 
the Form 2848, Power of Attorney and Declaration of Representative, was signed 
or the caller ID number from the taxpayer’s notice. 
 
Representatives must open a new session for each taxpayer. The Online Payment 
Agreement will be available for businesses who owe and meet the In-Business 
Trust Fund Express criteria. They will need the Employer Identification Number, 
the month and year the Employer Identification Number was issued, and the 
business address. We’re aware that there have been issues setting up an In-
Business Trust Fund Express online, because many people don’t know the month 
and year the Employer Identification Number was issued. We’re working to make 
the system easier, but for now, this information is necessary.  
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You can also apply for an installment agreement by Form 9465, Installment 
Agreement Request Form. All individuals and out of business taxpayers can use 
this form. It can be attached to a return and submitted in response to a billing 
notice. 
 
The caveats are that it sets up monthly payment agreements only and can’t be 
used for short-term installment agreements. There is an installment agreement 
user fee: $120 for monthly payment agreements, or $52 for monthly payment 
agreements paid by direct debit. Businesses who owe payroll taxes shouldn’t use 
the Form 9465. Instead, they should call 1-800-829-4933 to discuss their 
payment, or contact the IRS in writing, or contact the assigned Collection staff. 
Trust fund debts are given a high priority at the IRS, and we encourage you to 
take the necessary steps to correct payroll tax deficiencies as soon as possible.  
 
Now that we’ve covered the advantages of Streamlined Installment Agreements, 
let’s move to the next topic. When a taxpayer doesn’t meet streamline criteria, the 
collection process gets more complicated. Let’s look at scenarios where the 
Streamlined Installment Agreement is not an option. 
 
In all such cases, resolution is based on the current financial circumstances. To 
evaluate current financial conditions, we need a Collection Information 
Statement, or a CIS. Collection Information Statements cover information such as 
income, expenses, assets (such as real and personal property), business 
equipment, and accounts receivable. The key for taxpayers and representatives to 
understand is that unless you can pay what’s owed quickly or qualify for a 
Streamlined Installment Agreement, a Collection Information Statement is 
required. It’s a road map to an appropriate resolution of a balance due, and the 
sooner we get it, the smoother the road will be.  
 
How do you submit a Collection Information Statement? If it’s an individual 
wage earner or self-employed individual not assigned to a field revenue officer, 
you can use the Form 433-F. This is a relatively short form (two pages). It’s the 
shortest and simplest Collection Information Statement, and generally, it’s used 
when not a lot is owed and the finances aren’t especially complicated. Larger, 
higher-dollar priority cases are worked by Collection field function revenue 
officers who have two longer, more detailed Collection Information Statements: 
the Form 433-A, Collection Information Statement for Wage Earners and Self-
Employed Individuals, as well as the Form 433-B, Collection Information 
Statement for Businesses. The Form 433-A is for taxpayers who owe income tax 
on the Form 1040, persons responsible for the Trust Fund Recovery Penalty, 
persons liable for partnership liabilities, individual owners of a limited liability 
company disregarded entity, or self-employed individuals (or those who have 
self-employment income). The Form 433-B is used for partnerships, corporations, 
exempt organizations, subchapter S corporations, and limited liability companies.  
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The information that goes into preparing the Collection Information Statement 
Form 433-A and B is detailed. It may need continuation sheets or documents to 
substantiate the reported information. I can’t give you an entire list, but I can give 
you an example of common attachments to the Collection Information Statement: 
wages and salary statement, bank statements and cancelled checks, records of 
outstanding loans, and business balance sheets and income statements. If you’re 
not sure what to attach, see Publication 1854, How to Prepare the Collection 
Information Statement 433-A and Publication 5059, How to Prepare a Collection 
Information Statement Form 433-B.  
 
Let’s review how a Collection Information Statement is used. Simply, it provides 
financial information that allows us to determine how an individual or a business 
can resolve their liability. Until we have all of the information and documents to 
verify what’s on the statement, we can’t make an appropriate decision.  
 
To wrap up this segment, I want you to take away: if a taxpayer can’t pay what 
they owe immediately or by Streamlined Installment Agreement, a Collection 
Information Statement is required. Having a Collection Information Statement 
fully and accurately prepared is to everyone’s advantage.  
 
Let’s assume you’ve completed and submitted a Collection Information Statement 
with all the required attachments. Now what? At this point, we contact you about 
the collection determination. If you’re working with a revenue officer, we prefer 
to meet in person with the taxpayer as well as the representative. I think you’d 
agree that meeting in person can reduce misunderstandings and just makes the 
decision-making process easier.  
 
Some of the things to keep in mind for this meeting: completing a Collection 
Information Statement should give you insight on how a case can be resolved, so 
come prepared to offer solutions; recognize that resolutions aren’t mutually 
exclusive (for example, a taxpayer might be able to make payments while at the 
same time liquidating an asset to raise money or reducing their expenses in order 
to pay the debt faster); and come willing to hear an alternative and with a 
willingness to resolve the balance due.  
 
I think this is a good time to mention something critical in the collection process:  
the filing of the Notice of Federal Tax Lien. If it hasn’t already been done, it will 
be done here. Also, if a taxpayer or representative fails to provide a Collection 
Information Statement, collection actions like summons, levy, and seizures are 
real possibilities.  
 
A note on Appeals here; within the last year, Appeals has adopted what it calls the 
Judicial Approach and Culture. This approach enhances Appeals’ position as an 
independent appellate function by getting Appeals out of the investigative 
process. I have to stress: nothing about the Judicial Approach and Culture changes 
the taxpayer’s fundamental right to an appeal. The point is if Collection doesn’t 
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have the information to make a determination, then Appeals can’t either. It’s not 
Appeals’ job to develop cases. It’s their job to make an impartial determination 
based on the available evidence. The bottom line: Appeals isn’t going to reject 
cases. They are going to say, “Look, until both sides have what they need to make 
a decision, Appeals can’t resolve a dispute.” So, give each other what’s needed, 
talk it over, and if you still can’t come to an agreement, then come to Appeals.  
 
Let’s look at some payment options besides streamlined. The key to remember is 
if you don’t meet streamlined, a longer and larger payment won’t be an option if 
the taxpayer has assets they can borrow against or sell to full pay the tax liability. 
If the taxpayer can’t borrow or sell assets, an installment agreement may still be 
an option. For example, let’s say an individual owes $75,000. They submit a 
Collection Information Statement showing they have no assets to sell or borrow 
against, but they can make payments. In this case, we’d probably do an 
installment agreement.  
 
But let’s say they don’t want to have the Notice of Federal Tax Lien filed; then 
they’d need to come up with a way to pay off about $25,000 of the $75,000 to 
bring it into Streamlined Installment Agreement criteria. If they can’t bring it 
down, a Notice of Federal Tax Lien will be filed. Also, if the taxpayer brings 
down their balance to under $50,000, they would need to set up the installment 
agreement as a direct debit.  
 
Now, let’s say the same scenario, but an operating business owing $75,000 in 
trust fund payroll taxes. There are no assets to borrow against or liquidate 
according to the Collection Information Statement, but they can make payments, 
and they can pay off within the collection statute of limitations. The installment 
agreement can be granted, but with conditions: a Notice of Federal Tax Lien 
would need to be filed in most cases; they’d need to demonstrate that the problem 
has been resolved and they can stay in compliance with both filing and paying; 
and we’d need to conduct the Trust Fund Recovery Penalty interview. 
 
Now, let’s move on to the Offer in Compromise. An offer is when a taxpayer 
proposes to settle debt for less than the total owed. IRS will normally accept an 
offer if full payment is unlikely and the amount proposed reflects collection 
potential. It’s a viable option for those who can’t full pay without a hardship 
situation, but it’s not for everyone. Each offer is based on its own merit, 
considering the taxpayer’s ability to pay, equity and assets, and special 
circumstances like hardship. The taxpayer’s ability will be based on a special 
Collection Information Statement designed for offers. The Form 433-A (OIC) is 
for individuals and self-employed individuals. The Form 433-B (OIC) is for 
businesses. The forms have sections to help calculate an offer. The best place to 
start and see if an Offer in Compromise makes sense is at our website, IRS.gov. A 
search for the word “offer” will lead you to the Offer in Compromise page; it 
contains information and the Pre-Qualifier tool.  
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The Pre-Qualifier tool helps determine if an offer is a good alternative and takes 
you through a simplified version of the application process. If the information 
input shows a good candidate, the tool provides a preliminary offer amount and 
directs you to the Form 656-B, a booklet of forms and instructions which is 
submitted for final investigation and determination to the Internal Revenue 
Service. Remember, the pre-qualifier tool isn’t an online application or 
guaranteed acceptance. It’s meant as a guide. The decision on the offer will be 
based on the taxpayer’s written application.  
 
Also, the Pre-Qualifier tool can’t evaluate unusual circumstances. For example, 
let’s say an individual has high medical expenses or one of their dependents does. 
This may be a legitimate expense, but we’d want an examiner to evaluate it, not 
an online tool. With an offer, remember that all required returns must be filed, all 
estimated taxes for the current year must be paid, and businesses with employees 
must show that all federal tax deposits are current. Unless qualified for the low-
income waiver, there is a fee of $186 for an Offer in Compromise, and the initial 
payment for the offer should be included with offer package. Taxpayers in 
bankruptcy are not eligible for an Offer in Compromise. 
 
Options for paying the Offer in Compromise are basically two. The first is to pay 
the offer in five or fewer installments within five months or less. This option uses 
a 12-month future income in the acceptance calculation, and you also need to 
submit a 20 percent down payment with the offer application. The second option 
is to pay the offer within 24 months or less. We use the 24 months of future 
income with this calculation. This option requires the first payment to be 
submitted with the offer and to continue making the payments during the 
investigation even before the offer has been accepted.  
 
Now let’s discuss a temporary resolution, something that you may have heard IRS 
people refer to as currently not collectible. When our evaluation of assets shows 
no ability to pay, collection may be delayed until the financial condition 
improves. But the tax doesn’t go away, and the penalties and interest continue to 
accrue until the tax is paid. The Notice of Federal Tax Lien is generally filed in 
these situations, and future refunds will be used to offset against the debt. Also, an 
annual notice is sent as a reminder. 
 
If the return shows financially you’ve improved, then the case can be reactivated, 
cancelling the currently not collectible temporary delay. Therefore, it’s just a 
short-term solution, and taxpayers should focus on doing anything to reduce their 
debt. It’s to their advantage.  
 
To summarize, when Streamlined Installment Agreements are not available, 
taxpayers are required to submit a Collection Information Statement, which 
Collection will review and analyze to determine a case resolution. If you’re 
curious about how it’s analyzed, see Internal Revenue Manual Part 5, Chapter 15, 
the Financial Analysis Handbook.  
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Finally, our last topic for today. You’ve heard me mention borrowing and selling 
assets to pay taxes. If the Notice of Federal Tax Lien is filed, this is more 
complicated, so I want to discuss discharges and subordinations.  
 
Let’s start by discussing selling assets. If the proceeds are enough to full pay, call 
the centralized lien unit at the number on the slide; 1-800-913-6050, and request 
pay off. When the sale goes through, the proceeds should be submitted to the IRS 
to pay the debt. When the proceeds are not enough to pay the tax due, apply for a 
discharge. This removes a specific property from the effects of the Notice of 
Federal Tax Lien, and the sale is not going to go through without a discharge.  
 
Discharges are governed by Internal Revenue Code section 6325(b), and there’s 
several subsections and categories within that. But I want to point out a couple 
that I think would be interesting to you. Section 6325(b)(2)(A) states that the IRS 
may discharge property for partial payment of a tax liability and for no less than 
the government’s interest in that property. Also, the taxpayer’s interest is divested 
after the sale.  
 
Also, I wanted to point out Section 6325(b)(2)(B), which states the government 
may discharge a property if the interest is zero. For example, in a short sale when 
a mortgage is ahead of the Notice of Federal Tax Lien in the claim priority and 
the mortgage is more than the property value. That means there’s no interest for 
the lien, but allowing the short sale to go through may improve the cash flow of 
the taxpayer, thereby increasing the taxpayer’s ability to pay (then they can pay 
the taxes that they owe). 
 
If the taxpayer can sell an asset to pay part of the tax and the Notice of Federal 
Tax Lien is filed, get Publication 783, How to Prepare an Application for 
Certificate of Discharge of Federal Tax Lien, and get Form 14135, Application 
for Certificate of Discharge of the Federal Tax Lien. Use the same publication 
and form if the taxpayer is upside down on property and selling can help improve 
cash flow.  
 
Now, let’s talk through borrowing in the face of the Notice of Federal Tax Lien. If 
the amount of the loan is not enough to full pay, you are going to need a 
subordination. This is the process allowing a lender to step ahead of the IRS’ lien 
position and makes it easier to get a loan or a mortgage. It doesn’t invalidate the 
Notice of Federal Tax Lien or the underlying statutory tax lien. Subordination is 
described in Internal Revenue Code section 6325(d). Section 6325(d)(1) states the 
IRS may subordinate if the government receives an amount equal to our interest 
or the interest to be subordinated.  
 
For example, when refinancing a mortgage to pay off a tax liability: as long as the 
IRS receives the government’s interest, we will likely facilitate the refinance by 
subordinating interest to the new lender. Under section 6325(d)(2), IRS may 
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subordinate if as a result the property value increases facilitating collection of the 
liability. For example, let’s say the taxpayer owns a piece of property that can’t be 
sold in its current condition. But if they get a loan and rehabilitate the property, 
they can sell it and pay off either part or all of the tax. Then we’d likely 
subordinate the Notice of Federal Tax Lien to the lender.  
 
One last comment on assets: we tend to think of them as real or personal property, 
but keep in mind, especially for businesses, assets that can be used as collateral 
are accounts receivable. So, if the Notice of Federal Tax Lien is filed, it will 
attach to those accounts receivable, and just like with tangible property when 
getting a loan, you’re going to need a subordination. When seeking a 
subordination use Publication 784, How to Prepare an Application for Certificate 
of Subordination.  
 
I’ve moved through several lien topics quickly, so let me give you some resources 
to better understand if you have questions. The first place to go would be our 
website and search the word “lien.” The top search will be “Understanding the 
Federal Tax Lien.” You’ll also find videos on discharge and subordination on our 
website.  
 
If nothing else, remember when selling an asset or getting a loan, find out if the 
taxpayer has the Notice of Federal Tax Lien filed. If they are going to get a loan 
to pay off their debt, then you’re going to need to start the discharge and 
subordination process. Make sure that you remember that it takes at least 30 to 45 
days to process a request for discharge and subordination; often, it takes much 
longer. People who submit their applications too close to the sale or the closing of 
a loan often find that the sale or closing doesn’t go through because there wasn’t 
enough time to process the discharge or the subordination. Also, for more 
information on the Collection lien program, see the Internal Revenue Manual Part 
5, Chapter 12.  
 

[End of Audio] 


