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Purpose of Penalties 
• Penalties encourage voluntary 

compliance by:  
– Defining standards of compliant behavior; 
– Defining consequences for 

noncompliance; and, 
– Providing monetary sanctions against 

taxpayers who do not meet the standard. 



Penalties Should Be… 
• Severe enough to deter noncompliance, 
• Used to encourage noncompliant taxpayers 

to comply, 
• Objectively proportioned to the offense, 

and 
• Used as an opportunity to educate 

taxpayers & encourage future compliance 



Reducing IRS Penalties 
• The process: 

– IRS reviews your request 
– Considers the basis for abatement using 

all information provided and  
– Issues a decision 
– Guidance for IRS employees on how to 

evaluate requests for abatement is found 
in the IRM part 20 



Approach to Penalty 
Administration 

 
Step 1: Consistency 
 
• The Service should 

apply penalties 
equally in similar 
situations 

 
Step 2: Accuracy 
 
• The Service must 

arrive at the correct 
penalty decision 



Approach to penalty 
administration (cont.) 

Step 3: Impartiality 
 
• Employees are responsible for administering 

the penalty statutes  
– in an even-handed manner  
– fairly and impartially to both the government and 

the taxpayer 



Approach to penalty 
administration (cont.) 

 
Step 4: Accuracy 
 
• The Service must 

arrive at the correct 
penalty decision 

 



Reasonable Cause Assistant  
• The IRS utilizes an 

automated system to 
provide consistency in 
the analytical process 
through which 
decisions are made 
regarding whether to 
abate or reduce penalty 
assessments 

 



Reasonable Cause Assistant  

• The RCA is employed after normal 
case research (including the application 
of missing deposits/payments, 
adjusting tax or searching for missing 
extensions of time to file) has been 
conducted 



Relief from Penalties 
• Categories 

– Reasonable Cause 
– Statutory Exceptions  
– Administrative Waivers  
– Correction of Service Error 

• Reasonable Cause is by far the most 
often applicable 



 What is Reasonable Cause?  
• For failure to file or pay cases, if taxpayer 

exercised ordinary business care and 
prudence but was unable to file within the 
prescribed time 

• Where reasonable cause can be 
considered, any reason that establishes 
taxpayer exercised ordinary business care 
and prudence will be considered 



 What is Reasonable Cause?  (cont.) 
• To avoid the addition to tax for failure 

to file a tax return or failure to pay,  
– taxpayer must make an affirmative 

showing of all facts alleged as a 
reasonable cause … 

– such statement must contain a declaration 
that it is made under penalties of perjury 



Accuracy Penalty Relief 
• Generally, the most important factor in 

determining reasonable cause is the 
taxpayer’s effort to report the proper 
tax liability 
– Other factors to consider are the 

taxpayer’s experience, knowledge, 
education, and the taxpayer's reliance on 
the advice of a tax advisor 



Guidance to IRS Employees 
1. Taxpayers generally bear the burden 

of proof to establish reasonable cause 
2. Each reasonable cause request must be 

evaluated on its own merit 
3. IRS must determine if the taxpayer’s 

reason addresses the penalty imposed   



Guidance to IRS Employees (cont.) 
4. Review available IRS information 

– Check previous periods for payment patterns 
and penalty history 

5. Consider the length of time b/w event 
cited as reason for noncompliance and 
subsequent compliance 

6. Consider whether taxpayer could have 
anticipated the event that caused the 
noncompliance 



First Time Abatement Requests 
• This process generally provides a one-

time abatement  
– for taxpayers with a clean record of 

compliance 
– Types of returns that may be considered 

by the IRS include income tax and payroll 
tax returns (F2F, F2P, and F2D) 

– The concept is to reward past compliance 



Penalty Abatement Requests 
• If the return has not been filed, 

provide Form 4571 with the return or 
late payment 



Appeal Can be Made Prior to or 
Following Assessment and Payment 
• An alternative to filing a specific form is 

a letter request containing  
– specific identifying information about the 

taxpayer and the penalty,  
– criteria needed to request non-assertion or 

abatement,  
– a declaration under penalty of perjury,  
– a copy of the notice and your POA  



Requests Following  
Assessment and Payment 



Exhibit: Penalty Appeal 
Online Self-Help Tool 
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