
 

 
 

Step-by-step Instructions on how to enter into an 

Installment Agreement 
 
There are several avenues one may take to resolve their 
tax matters.  Most of them are extremely complex and it 
is near-impossible to reach one’s desired outcome 
without having years of experience in practicing tax 
resolution.  
 

The best chance for a person to reach a reasonable result 
is to request an installment agreement.  Keep in mind that 
requesting and being granted an installment agreement in 
and of itself is not that difficult.  Many CPA’s and EA’s 
enter their clients into installment agreements and 
because they are not experts in the area of tax collection 
they do not receive the optimal outcome.  Someone 
skilled in this arena will enter their client into an 
agreement that they can afford to pay over the life of the 
collection statute which for the IRS is 10 years from the 
date of filing. 
 

With the IRS and most other taxing agencies, a 
taxpayer is expected to pay based upon not how 
much they owe but rather their ability to pay now and 
over time.  If a taxpayer can full-pay over a given 
period of time, they will probably be able to resolve 
their tax matters without much resistance.  However, 
if they cannot afford to pay the entire liability within a 
given period of time or even an extended period of 
time, they must claim hardship.   
 

To claim hardship one must show that their monthly 
disposable income is less than the amount that would 
be required to full-pay their liability over the given 
number of months. 
 

Below is the formula used by the IRS to determine 
personal monthly disposable income for collection 
purposes: 
 
 

 
 
 
 
 
 
 
 
 
 
 

The key is to show that their Monthly Disposable 
Income (“MDI”) is as low as possible.  Better to be 
required to pay a low monthly amount and pay more 
if desired, than to be required to pay a higher 
monthly sum that one cannot continue to pay 
consistently over time.  The issue lies in making sure 
that the numbers a taxpayer include in the forms 
(typically 433-A, 433-B or 433-F – see the forms in this 
packet as well as at www.irs.gov) are both accurate 
and allowable. 

 
You can diminish the result a taxpayer receives (and 
their credibility with the IRS) by providing inaccurate 
information.  For example, if a taxpayer receives a 
paycheck and gets paid every two weeks you must 
calculate their income by taking the amount the 
taxpayer takes home for each check, multiply it by 26 
(# of pay periods per year) and then divide it by 12 to 
obtain their average net monthly income.  Most 
people will just double the amount they take home 
and call it the monthly amount.  By doing so they 

 
 
 
 
 
 
 
 
 
 
 

 
 

                      Income                  -                             Expenses                        =                     MDI 
(Monthly Net)                                (Necessary and Reasonable)              Monthly Disposable Income 

 

Examples 
 Wages  Rent/Mortgage 
 Net Business Income Utilities 
 Rental Income Auto Payments 
  Auto Maintenance 
  Food/Clothing/Misc. 
  Health Insurance premiums 
  Out of Pocket Medical Costs 
  Term Life Insurance premiums 
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underestimate their monthly net income and will 
therefore show a higher MDI than you indicate in the 
forms you submit.  The IRS will “catch” this and 
increase the taxpayer’s monthly installment payment 
accordingly 

 

Keep in mind that just because a taxpayer has an 
expense, does not mean it will be allowed by IRS.  For 
instance, the IRS provides National and Local 
Standards for items such as housing, food, clothing 
and car payments.  If a taxpayer exceeds the standard 
amount, the difference may be disallowed.  In 
addition, the IRS claims they allow credit card 
payments but their “allowance” does not carry much 
leverage for the taxpayer.  They allow credit card 
payments under the “Food/Clothing/Misc.” category.  
The amount they allow will barely cover food let 
alone clothing and other items.  Therefore, it is 
important that the taxpayer not assume that large 
credit card payments will offset their income.  They 
will not!  In fact, aside from basic living expenses the 
IRS will disallow almost everything else (see above). 

 
Streamlined Installment Agreements 
If a taxpayer is in compliance and able to pay his or 
her liability in full over a given period of time (up to 
72 months for the IRS), they may qualify for a 
Streamlined Installment Agreement.  In order to 
qualify the taxpayer must owe less than $50,000.  If 
the taxpayer owes less than $25,000 then the 
qualifications become even easier as less forms are 
required and the taxpayer may be able to keep a 
Federal tax lien from being filed or have a lien 
removed if one exists. 
 
Installment Agreement Forms 
The IRS states that the taxpayer should use Form 
9465 to request a monthly installment plan if they 
cannot pay the full amount they owe. Generally, one 
has up to 72 months to pay. In certain circumstances, 
they may take longer to pay or their agreement may 
be approved for an amount that is less than the 
amount of tax a taxpayer owe. However, before 
requesting an installment agreement, the IRS states 
that the taxpayer should consider other less costly 
alternatives, such as getting a bank loan or using 
available credit on a credit card.  In most cases, 
neither of these alternatives is practical.  

If a taxpayer claims hardship, the IRS will in almost 
every instance require them to complete a collection 
information statement.  A taxpayer will be assigned to 
one of two IRS departments depending on varying 

circumstances, primarily the amount a taxpayer owes.  
The first is IRS Automated Collection Service (“ACS”) 
and the second is being assigned to a Revenue 
Officer.  If a taxpayer has been assigned to ACS the 
IRS will most likely request that they complete Form 
433-F found in Case Study 1 in this article. 

If a taxpayer owes a higher amount, they have 
probably been assigned to a Revenue Officer.  Their 
Revenue Officer will most likely request that they 
complete a Form 433-A.  You should read Case Study 
1 to understand why a taxpayer is required to fill out 
a Collection Information Statement. 

In the following pages you will review a case study 
showing how to compete a Form 433-F.   If a taxpayer 
is required to complete a 433-A the information is 
quite similar but must be provided in greater detail. 

Summary 
Without question, a negotiated payment plan in the 
form of an Installment Agreement is more favorable 
than a Wage Garnishment, Bank Levy, Third Party 
Levy or Asset Seizure.  If one cannot afford to pay 
their back taxes in full and at the present time, and 
they do not qualify for an Offer in Compromise (see 
the separate instruction regarding Offers) or 
placement into Currently Not Collectible (“CNC” – in 
essence a $0 installment agreement) status an 
Installment Agreement may be the best option in 
resolving one’s tax debt. 
 

Case Study – CS1 
Little information is needed to enter into a 
streamlined installment agreement.  In order to 
illustrate how a non-streamlined installment 
agreement works we have will look at the “Doe” 
family.  The Doe family is made up of John (Taxpayer), 
Jane (Spouse) and their two children Jimmy and 
Jeannie.  John and Jane own a home with a mortgage.  
John and Jane both work.  They own Jane’s 
automobile and lease John’s.  John and Jane owe 
$247,000 stemming from payroll tax liability that 
arose from a failed business. 
 
To summarize the Doe’s situation, they are a: 
 

• Family of 4; 
• Living in Los Angeles; 
• Both husband and wife work; 
• They own 1 vehicle and lease another; 
• They own a single family home; and 
• Owe $264,000 in unpaid taxes referred to as 

“Civil Penalty” 
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First we will take a look at the Doe’s income, 
expenses, assets and liabilities via a collection 
information statement.  In this case we will assume 
that John and Jane are in automated collections and 
therefore will need to complete a 433-F.  If a Revenue 
Officer had been assigned to their case, John and Jane 
would most likely need to submit a 433-A (referenced 
in this manual).  
 
The information found on form 433-F is used to 
calculate on a monthly basis the amount a taxpayer 
must pay toward their delinquent taxes.  It is 
important to be thorough and accurate when 
completing this form.   
 
At first appearance this seems like a simple form.  The 
information a taxpayer sees here is similar to what 
they would find on a loan application.  If a taxpayer 
does not fill out a loan 
form correctly, they may 
be rejected which is 
disappointing; however, 
typically a taxpayer can 
apply for another loan 
and being rejected is 
not going to change 
their day-to-day living 
circumstances for up to 
10 years.  On the other 
hand, if you fill out this 
form incorrectly a you could condemn your client to a 
ten-year sentence of paying a much higher monthly 
installment payment than they can otherwise afford. 
 
The top of the form is where you will enter a 
taxpayer’s static information.  Make sure that the 
information you include is accurate when entering the 
taxpayer’s name/s and tax identification number/s.  
For instance, spell everything correctly and include 
their middle initials if they appear on their tax returns.  
The IRS will often cross reference this information 
with the information they have on file. 
 
Below the top section, you will see a section asking 
for basic business information.  This section pertains 
to taxpayers that are self-employed.  Once again be 
sure to enter the requested business information 

accurately.  If a taxpayer is a wage earner, they should 
put “N/A” in the first box in this section and move 
onto the next section. 
 
Be sure to enter the number of people in the 
household that are under and over the age of 65.  The 
IRS will use this information to determine which 
National and Local standards apply to a taxpayer.  
Typically to include someone in their allowable 
expenses a person must appear in the taxpayer’s 
return as a taxpayer, spouse, or dependent. 
 
The subsequent section, Section ‘A’ of the form asks 
for bank, investment and retirement account 
information.  Be sure to include ALL applicable 
accounts.  The IRS will most likely have at least a 
snapshot of this information and if something is 
excluded, it will bode poorly on the outcome of the 
installment agreement request.  If there are too many 
accounts to fit on the form, include an addendum 
listing additional accounts placing the total of all 
accounts on the main form.   
 
Section ‘B’ of the form covers Real property that the 
taxpayer owns.  As mentioned earlier, be complete 
and thorough.  If the current value of the property is 
less than the balance owed, enter $0 in the equity 
box.  Do not enter a negative amount.  If a taxpayer 
has two house payments (i.e. a 1st mortgage and a 2nd 
mortgage), be sure to include the applicable refinance 
information. 
 
Section ‘C’ of the form lists personal property a 
taxpayer own or lease.  The majority of information 
listed in this section pertains to vehicles.  Note that if 
a taxpayer is single, the IRS will almost always allow 
the ownership cost of only one vehicle.  If a taxpayer 
is marred, the IRS will typically allow for two vehicles.  
If a person or couple has more than one vehicle per 
person, the IRS will not allow the cost to own or lease 
the additional vehicles.  In some cases, the IRS has 
disallowed the second vehicle because only one 
spouse was working.  
 
We will now look at Page 1 of Form 433-F using the 
John and Jane Doe’s information as described above… 
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If equity is 
negative enter 
“0”  

Enter the # of 
persons in 
household here.  
The # should be the 
same as declared on 
client’s tax return 
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Now we will cover Page 2 of Form 433-F: 
 
Section ‘D’ is where a taxpayer enters their 
credit card information.  It is important to 
know that credit card payments are; for 
practical purposes, not considered an 
allowable expense.  While the IRS contends 
that minimum credit card payments are 
allowable, they consider these payments as 
part of the Food, Clothing and Miscellaneous 
Items section below.  In a minute when we 
cover that portion, you will see why credit card 
payments carry no practical bearing. 
 
Section ‘E’ is where if a taxpayer is self-
employed, they enter their business-related 
assets and liabilities.  You will notice that this 
section is very similar to the bank account 
section and credit card sections we previously 
covered.  As always be complete and accurate 
when entering information here.  If the 
taxpayer’s information does not fit on the 
form, include additional information in an 
addendum as necessary. 
 
Section ‘F’ is a critical section.  Here you will 
enter the taxpayer’s employer, wage and 
income information.  Even if a taxpayer is not 
an employee earning a wage, you should still 
enter the static information for the company in 
which a taxpayer works.  You will see check 
boxes in this section asking for the frequency in 
which a taxpayer receives pay.  PAY CLOSE 
ATTENTION TO THIS SECTION.  When you 
calculate a taxpayer’s take-home income, be 
sure to do the math properly.  When 
estimating what a taxpayer will pay as a 
monthly installment payment, you should take 
the taxpayer’s income and subtract necessary 
and reasonable living expenses.  If you 
calculate their income incorrectly, you will 
most likely lose substantial leverage in 
negotiation.  If a taxpayer gets paid monthly, 
the math is easy.  If a taxpayer gets paid semi-
monthly, once again it is not hard to calculate.  

On the other hand, if a taxpayer gets paid 
weekly be sure to multiply the average net 
income of the checks a taxpayer are including 
by 52 and divide by 12.  If a taxpayer gets paid 
bi-weekly (every other week) you must 
multiply the average net income by 26 and 
divide by 12.  When determining what numbers 
to include as gross pay and corresponding 
taxes withheld, you typically take the average 
of three-months pay over the given period.  If 
you can show that a taxpayer earned less over 
an expanded period of time, you may go back 
either six-months, one year, or two years. 
 
Section ‘G’ addresses “Other Income”.  Here a 
taxpayer will include income other than wages 
such as social security income or net business 
income if a taxpayer is self-employed.  If a 
taxpayer is self-employed and earns net 
business income, the IRS may ask for additional 
substantiation which may include a Profit and 
Loss Statement to tie in with the amount 
indicated on the form. 
 
Lastly is Section ‘H’.  This too is a critical 
section.  The number included here, along with 
the income amounts and car and mortgage 
payments determine how much a taxpayer will 
pay in monthly installments.  In #1, Food, 
Clothing & Miscellaneous Items, #2 
Transportation, and #4 Out of Pocket Health 
Care, a taxpayer typically enter the IRS National 
and Local Standards (see www.irs.gov and 
enter “national and local standards for living 
expenses”) based upon the number of people 
in their household.   In these three sections the 
IRS allows a taxpayer to enter the standard 
requiring no substantiation.  As mentioned 
earlier, minimum credit card payments are 
allowed under the Food, Clothing and 
Miscellaneous items section.  Because the 
entire Standard is allowed with no 
substantiation, if credit card payments are 
included in this section they will have no 
practical bearing and in essence makes a 

http://www.irs.gov/
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taxpayer no better off in terms of ability to pay.  
The other items a taxpayer may include on the 
form such as Housing and Utilities, Health 
Insurance and the items listed under section #5 
“Other” should be the actual amounts a 
taxpayer pay.  Keep in mind that all income and 
expenses other than those that are allowed 
with no substantiation as listed above need to 
be substantiated.  To prove the amount a 
taxpayer takes home in income you need to 
provide three-months pay stubs.  To 
substantiate non-standard expenses a taxpayer 
needs to provide three-months proof of 
expense and payment.  Simply owing 
something does not make it an allowable 
expense.  In addition a taxpayer must provide 
three-months bank statements for all personal 
accounts listed on page one, and business 
accounts listed on page two. 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 

Be sure to include the amount a taxpayer paid 
for current tax payments as well as the amount 
a taxpayer pay for delinquent payments of 
governmental agencies other than the IRS on 
this form.  A taxpayer does not want to 
include a current IRS installment payment 
because the IRS will assume a taxpayer are 
able to include this expense toward the 
proposed payment amount they are trying to 
negotiate. 
 
Once the form is complete a taxpayer can 
calculate their net take-home pay and subtract 
out the necessary and reasonable living 
expenses to determine a proposed payment 
amount for the monthly installment 
agreement. 

 

We will now look at page 2 of the form using 
John and Jane Doe’s information… 
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Be sure to 
calculate the 
wages minus taxes 
based upon a 
when determining 
how much to offer 
as an installment 
amount. 

IRS Standard 

Credit card payments are 
considered “allowable” 

as part of 
“Miscellaneous” below 

in Section H1.  Any 
amount above the $300 

allowance below will not 
be considered. 

Be sure to calculate the 
wages minus taxes 
based upon a month 
when determining how 
much to offer as an 
installment amount. 



Page 8 of 9 

 

Now that we have looked at Form 433-F in detail, let’s review the information we 
included in the form to see how much the Doe’s will pay on a monthly basis… 
 

 

 
As you can see, the Doe’s should offer $466 per month.  On the next page you will find Form 
9465.  This is the form used to formally request an installment agreement.  This form is used for 
submitting a streamlined installment agreement request and sometimes is requested by the IRS 
to be included with a Form 433F or 433A.  We have included the form for reference.  As a you 
will see it is simple to complete.  
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