
 

Step-by-step Instructions on how to submit  an 

Offer in Compromise 
 
Submitting an Offer in Compromise is the 
process in which a taxpayer may reduce their 
Internal Revenue Service or State tax debt by 
negotiating with the taxing agency to accept an 
amount less than the actual amount they owe.  
This process is often referred to as settling one’s 
taxes for "pennies on the dollar”.  The IRS or 
State has the authority to settle or 
“compromise” Federal and State tax liabilities by 
accepting less than full payment under certain 
circumstances.  A Federal tax debt may be 
legally compromised under one of the following 
conditions… 

1. Doubt as to Collectability - doubt exists 
that a taxpayer could pay the full amount 
of tax owed within the collection statute. 

2. Doubt as to Liability - doubt exists as to 
whether the tax should have been 
assessed to the taxpayer.  

3. Effective Tax Administration - there is no 
doubt the tax is correct, and no doubt 
that the amount owed could be collected, 
but an exceptional circumstance exists 
that allows the IRS to consider a 
taxpayer's offer. To be eligible for this 
type of compromise, the taxpayer must 
demonstrate that collection of the tax 
would create an economic hardship or 
would be unfair and inequitable.  
 

The majority of the taxpayers fall into the first 
category (i.e. you owe the tax and agree as such 
but you cannot pay the IRS the full amount of 
what is owed). For the IRS to consider an Offer 
in Compromise, you must at least offer to pay 
an amount equal to the quick sale value of all 
your assets plus all the money the IRS "believes" 
they can collect from your future disposable 
income for a period of 12 or 24 months (this 
time period was reduced from 48 or 60 months 
as part of the Fresh Start Initiative which has 

passed but the reduced time frame remains at 
the lower amount). 

The IRS uses a formula that combines an analysis 
of a taxpayer’s current net worth along with a 
determination of the taxpayer's future ability to 
pay. In March of 1999, the IRS created a new 
offer referred to as a Deferred Payment Offer, 
which allows an individual to pay the discounted 
value of his assets plus monthly payments for 
the remainder of the statute of limitations for 
collection. 

When the IRS receives an Offer in Compromise 
they first determine if the offer is processable.  
The offer is then sent to an Offer Specialist in 
the IRS District from where the Offer was 
submitted.  Once it is determined that an offer is 
processable, it is sent to the service center for a 
search of the tax records to determine the exact 
amount of the tax due.  The offer will not be 
accepted if an individual is not in current 
compliance. 
 
There are three basic plans for the payment of 
an Offer in Compromise.  An offer may be paid 
upon acceptance in full or over 5 months once 
an offer has been accepted.  In order to pay off 
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the offer using either of the above-mentioned 
options, the taxpayer must submit a non-
refundable down payment of 20% of the full 
offer amount with the paperwork initially.  
There is also a Periodic Payment option which 
requires no down payment but requires regular 
payments be made throughout the process of 
determining if the offer will be accepted.  In this 
case the offer must be paid in no more than 23 
monthly payments. 
 
A taxpayer submitting an offer must include as 
part of his/her offer the realizable value of their 
assets (quick sale value) plus the total amount 
that the IRS could collect over a 12-month 
period.   

 
 The IRS bases its acceptance of the offer using 
the following formula: 

 
Quick sale value of assets plus present value 
of income equals the Offer in Compromise 
settlement amount (QSV + PVI = OIC).  The 
IRS determines the Quick Sale Value of all of 
the client's assets and then adds that 
amount to the present value of the amount 
they are able to pay. 

 
In determining the amount of the offer, the IRS 
uses a quick sale value of assets.  The IRS also 
looks at the amount that can be collected from 
future income.  For instance, pension plans may 
create a hurdle in negotiating the acceptance of 
an Offer in Compromise because although it 
may be currently untouchable, it have the ability 
to provide future income. The Internal Revenue 
Manual gives the following guidelines: 

 
1. “Where under the terms of employment, a 

taxpayer is required to contribute a 
percentage of his gross earnings to a 
retirement plan and the amount 
contributed, plus any increments, cannot 
be withdrawn until separation, retirement, 
demise, etc., this asset will be considered 
as having no realizable equity. 

2. Where the taxpayer is not required as a 
condition of employment to participate in a 
pension plan, but voluntarily elects to do 
so, the realizable equity for compromise 
purposes shall be the gross amount in the 
taxpayer's plan reduced by the employer's 
contributions.  However, in these situations 
each case should stand on its own merits. 

3. If the taxpayer is permitted to borrow up to 
the full amount of his equity in a plan, this 
should be taken into consideration in the 
computation of realizable equity. 

4. The current value of property deposited in 
an IRA or Keogh Act Plan Account should 
be considered in the computation of 
realizable equity. Cash deposits should be 
included at full value.  If assets other than 
cash are invested (e.g. stock, mutual 
funds), the IRS should be valued at the 
quick sale value, less expenses.  The 
penalty for early withdrawal should be 
subtracted in computing net realizable 
equity." 

 
The Officer Specialist generally accepts the 
valuation of personal items that is listed on the 
financial statement.  If the taxpayer has items 
that carry additional value such as jewelry, 
paintings, antiques, coin, stamp or gun 
collections, the Revenue Officer will probably 
look closer at the listed assets.  
  
The IRS may grant special relief for property that 
is held in tenancy by the entirety because they 
cannot seize it if the spouse does not owe back 
taxes.  (IRM 57(10)(13).92).  If property is held in 
joint tenancy or tenancy in common, the IRS will 
want 50% of the assets value to be added to the 
offer amount. 
 
The Officer Specialist will look at the individual's 
budget as it is shown on the Form 433-A.  He or 
she will also look at the future job prospects of 
the taxpayer including his education, profession, 
age, experience, and past income.  The IRS will 
determine a present value based on the 
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individual's ability to pay.  If the applicant makes 
a cash offer, the IRS will decide how much he or 
she can pay per month and then multiply it by 
12 months to determine its present value.  If the 
individual requests a short term deferred offer, 
the IRS will use 24 months to determine the 
present value. 
 
Some IRS districts seem to be stricter in their 
acceptance of Offers in Compromise than other 
districts. The Offer in Compromise works best 
for an individual who has few assets and not 
much disposable income. If you wish to file an 
Offer in Compromise, it is best to look very 
carefully at all aspect of the case including 
reviewing the bankruptcy statutes so that you 
don't inadvertently extend the statute of 
limitations. 
 
Case Study – CS2 
In order to illustrate how an Offer in 
Compromise works we will look at the “Doe” 
family.  If you reviewed the instruction manual 
pertaining to Installment Agreements, you will 
see that the circumstances of the Doe’s have not 
changed.  In this case the Doe family is once 
again made up of John (Taxpayer), Jane (Spouse) 
and their two children Jimmy and Jeannie.  John 
and Jane own a home.  John and Jane both are 
employees of the same company.  They own 
Jane’s automobile and lease John’s.  John and 
Jane owe $264,000 in Civil Penalty.  To 
summarize: 

 
 
 

• Family of 4 

• Living in Los Angeles 

• Taxpayer and Spouse both work 

• Owns 1 vehicle and leases another 
• Owns a single family home 

• Owes $264,000 in Civil Penalty stemming 
from unpaid payroll taxes 

Form 433-A (OIC) 
 
Again we will take a look at the Doe’s income, 
expenses, assets and liabilities via the Offer in 
Compromise Collection Information Statement 
(433A-OIC).  This form is similar to the 433-F 
described in the Installment Agreement manual.   
 
There are two significant differences.  The first is 
that this form takes 8 pages to input information 
that was covered in two pages in the 433-F.  It is 
very important to be thorough and accurate 
when completing this form.  The second main 
difference is that unlike the 433-F where you 
can input actual expenses for items such as 
housing and utility payments and car payments, 
in this form you must include the amount the 
taxpayer pays up to the IRS standard.  If they pay 
more than the IRS standard for living expenses, 
the amount over the standard is disallowed as a 
living expense for purposes of an offer.  
 
You will see that the Doe’s exhibit assets worth, 
for the purpose of an offer in compromise 

$2,288.  This is significant because the IRS 
considers the quick sale value of one’s assets, 
not the top dollar amount possible to obtain if 
they were to sell their assets.  Also as of January 
2014 the IRS allows an applicant to subtract 
$1,000 cash in their bank account from the 
assets considered in the Offer.  You will also 
notice that the Doe’s Monthly Disposable 
Income (“MDI”) for purposes of the offer equals 
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$966 per month.  Below you will see how these 
numbers equate to an Offer in the amount of 
$13,880 which is significantly less than the 
$264,000 they currently owe. 
 
Take a careful look at each section to see how it 
is completed.  You will note that each section 
has an amount in the total box.  If the Doe’s do 
not have anything to enter in a particular 
section, the amount in the total box is shown as 
$0 and there is an ‘N/A’ in the first box of the 
section. 
 
Each section has a total box where you add all of 
the elements in that section.  It is important to 
calculate properly.  You will notice that ‘Box A’ 
on page 4 and ‘Box B’ on Page 5 show the totals 
of boxes from their related sections.  Do not 
forget to enter numbers in these boxes.  They 
are used to calculate your offer on Page 7.  Be 
very careful when completing Page 6 of the 
form.  Here you will enter your expenses as you 
did in the 433-F (refer to the instructions 
relating to entering into an installment 
agreement).  The difference once again is that 
you must not exceed the IRS National and  
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 

Local Standards (go to www.irs.gov to obtain 
standards).  In this example you will see that the 
actual Housing payment was higher than the IRS 
standard.  In this case the standard was inputted 
into the form. 
 
On Page 7 of the offer you transfer numbers 
from the previous section totals to calculate the 
amount of your offer.  You will see you have a 
12-month option and a 24-month option.  Yes, 
you read this correctly.  The Offer in 
Compromise amount could be double if you 
decide to pay in more than 5 months from the 
date of acceptance of the offer.  It almost always 
makes sense to choose the 12-month option. 
 
Finally, Page 8 is a checklist of items to include 
with the offer.  Be sure that each item on the list 
is either not applicable or included with the 
offer.  Do not forget to sign and date the form.  
Once this form is complete, you will move onto 
completing the actual offer application, Form 
656.  This is covered after the 433-A (OIC) 
sample form that follows. 
  

http://www.irs.gov/
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Dependents 
included in OIC 
should appear on 
applicant’s tax 
return 
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This amount 
should be $1,000 
less than the 
actual bank 
account balance/s 

Always put “N/A” 
with a “0” amount 
when an item 
does not apply 
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The taxpayers are 
allowed $6,900 in 
equity of their 
vehicles 

If the equity is 
negative enter “0” 
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These amounts 
should be based 
upon the quick 
sale value of 
assets.  Not the 
retail value 
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Items on this page 
are for currently 
self-employed 
individuals. If a 
business is 
entering into an 
OIC they would 
use form 433B 
(OIC)  
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Food/Clothing/Misc., 
vehicle operating costs 
and out-of-pocket health 
costs are based upon IRS 
standards.  No 
substantiation is required 
for these items. 

Enter the taxpayer’s 
gross income here 

Although the 
Taxpayer’s actual 
housing and utilities 
cost is $3,633, the 
IRS Standard is 
lower.  In this case 
as with auto 
ownership costs you 
use the actual 
amount up to the 
standard. 
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It rarely makes sense 
to choose the 24-
month option 

Monthly disposable 
income equals 
gross income minus 
allowable expenses 

The proposed 
offer amount 
based upon 12 
times disposable 
income plus the 
quick-sale value 
of assets. 
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Be sure to include 
all items as 
requested on the 
form that apply to 
your  client 
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Form 656 
The Offer in Compromise application Form 656 
is much simpler to complete than the 433-A 
(OIC).  This 4-page form consists of information 
easy to obtain.  Page 1 of the form is where you 
enter the taxpayer’s static information, the type 
of tax that the taxpayer owes, as well as the 
years or periods for which they owe.  It is very 
important to know for exactly which years or 
periods the applicant owes.  If you accidentally 
exclude a year or quarter, the amount owed for 
said year or quarter will be excluded from the 
offer if it is accepted.  If the amount is 
significant, this could wipe out the benefit of 
entering into an Offer.  At the top of Page 2 you 
enter your reason for the offer.  Most offers are 
submitted for Doubt as to Collectability.  If you 
are considering an offer for other reasons, you 
must be sure the taxpayer qualifies. 
 
Page 2 of the offer is where you explain why you 
are submitting the offer.  It is advantageous to 
show extenuating circumstances as to why you 
were unable to pay your tax.  For example if the 
taxpayer was sick or disabled, you should 
mention their condition here.  Also if the 
taxpayer is at retirement age and unable to work 
or has to cut down on work, that should be 
mentioned here as well.  At the Tax Resolution 
Institute we always include a letter of 
explanation with the submission of an offer.  We 
recommend you do the same. 
 
At the bottom of Page 2 is where you calculate 
the to be made via the offer.  You will transfer 
the offer amount from Page 7 of the 433-A 
(OIC).  This amount is entered on Page 3 of the  
 
 
 
 
 
 
 
 
 
 

 
656.  You will then calculate 20% of the offer 
amount as a down payment.  The down 
payment must be submitted in addition to the 
offer application fee of $186 with the offer.  You 
will then break down the remaining 80% of the 
offer into 5 payments.  These payments must be 
made within 5 months of acceptance of the 
offer. 
 
Leave the bottom of Page 3 blank.  In the next 
section on Page 4 you will explain where you are 
obtaining the funds to pay the offer.  It is best if 
you are borrowing the funds from family and 
friends. 
 
Page 5 of the offer is where the taxpayer will 
add their signature and date.  Once the offer is 
complete you will mail it into the processing unit 
in your region.  In order to determine to which 

processing unit you should send the offer, go to 
www.irs.gov and search for form 656 booklet.  
There you will find further instructions and 
applicable information including mailing 
addresses. 
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Choose the type of 
tax owed and enter 
ALL applicable years 
or periods.  Any year 
or period left out 
will not be included 
if the offer is 
accepted 
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Choose why the 
offer is being 
submitted.  Below 
include a written 
explanation.  You 
can include an 
addendum if you 
need more room 
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This amount is 
carried over from 
the 433A (OIC) 
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Here you explain 
from where the 
funds to pay the 
offer will come 
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