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Unsecured debts may qualify if the client can show that the expenditures are
necessary expenses for health or welfare and or for the production of income.

Practice Point: Pursue Other Expenses. If the National Standard Expenses and
Local Standard Expenses do not exceed income, other expenses may make the
difference in whether the IRS accepts your client’s offer in compromise or
currently not collectible proposal. While IRS employees are used to considering
the national standard expenses and local standard expenses, many are not
accustomed to considering proposals involving other expenses. The taxpayer has a
right to propose that the taxpayer be allowed additional other expenses. LR.M.
5.15.1.3.2.3. The opportunity to argue that there are additional other expenses
should not be overlooked. For example, if your client’s monthly income ($1,500)
exceeds national standard expenses ($393) and local standard expenses ($982) by
$125, and your client pays court ordered child support of $150.00, these expenses
may constitute other expenses that will influence the decision on the collection
alternative.

d. Conditional Expenses. These expenses do not meet the definition of a
necessary expense. However, if the tax liability including projected accruals can be paid
in full within five years, these expenses may be allowable.

3. Recent Development. Dual Notice Requirement. Section 3201(d) provides that the
IRS “shall, wherever practicable, send any notice relating to a joint return... to each
individual filing the joint return”. Internal Revenue Service Restructuring and Reform
Act of 1998, Pub. L. 105-206, sec. 3201(d), 112 Stat. 685, 740 (1998). Thus, your client
is entitled to a notice of deficiency even the IRS sent a notice to his or her former spouse.
This can have significant implications. Recently, the Office of Chief Counsel ruled that
the IRS could not seek a waiver of the right to receive dual notices. FSA 200402007,
2004 TNT 7-31 (January 12, 2003). So, if your client does not receive a required
document and the IRS produces a waiver, you may have an argument based upon the
published position that the waiver is not enforceable.
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3 See IRM 5.15.1.3.2.3 & 4, Necessary Expenses: Other, for a discussion of when charitable contributions,
education expenses, and unsecured debts might qualify as other expenses.





[image: image3.png]Practice Point. Because this is a National Standard, it is generally not necessary
to provide substantiation. Most importantly, the taxpayer can take the higher of
the amount provided by the IRS even if actual expenses are below the IRS figure.
But, if taxpayer wants to claim actual expenses that exceed the standard, the

taxpayer must establish that the expenses are necessary and substantiate the
amount.

For example, Jill, who has a monthly income of $890 and a one year old child,

can substantiate $243 for food and other personal expdenditure. The chart for
National Standards for Allowable Living Expenses allows her to claim $393. She
may claim the higher amount ($393) even though her actual expenses are less than
in the IRS chart and she will not have to substantiate this expense. If her actual
expenses exceeded $393, Jill would have to substantiate the expenses and

persuade the IRS that the expenses were necessary and reasonable for the health
and welfare of her family.

b. Local Standards. Local standards are divided into two groups: housing and
transportation. Housing includes a house payment, rent payment, insurance, utilities,
phone, and taxes." Transportation includes a car payment, lease payment, insurance,

registrations fees, gas and oil, and repairs.”

Practice Point. Unlike the national standard for food and personal expenses, the
local standards, transportation and housing expenses, require substantiation. Once
the actual transportation expense or housing expense is determined, it is necessary
to go to the IRS table (found at the IRS web site) and find the corresponding
number at the correct table. If the actual expenditure for housing is less than the
IRS table, the taxpayer must use the lower figure. Conversely, if the actual figure
is greater than the IRS taxable, the taxpayer normally must use the figure in the
table.

For example, if Jill lives in Nashville Tennessee with her daughter she may claim
the lower of her actual housing expenses or $982.00, the amount taken from the
IRS table for housing

c. Other Expenses. Other expenses may be considered if they are necessary
expenses for the health, welfare of the family or for the production of income. The
expenses must reasonable and must be substantiated. There are no national or locally
established standards for other expenses. You must convince the IRS that the expense is
necessary and reasonable.

Other expenses that may qualify as necessary expenses include: a) child care; b)
dependent care, elderly care and care of the disabled; c) taxes; d) health care; e) court
ordered payments; f) life insurance; and various other expenses. The IR Manual provides

' The IRS provides charts for Housing and Utilities Allowable Living Expenses by state and county.
® The IRS provides charts for Allowable Living Expenes for Transportation.
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The objective of the Low Income Tax Practice Newsletter is to provide low

income tax practitioners useful information about basic tax procedure and current tax
practice issues.

Allowable Expenses

If you have assisted a client in preparing an offer in compromise or an installment
agreement, then you have journeyed through the mysterious world of allowable expenses
as viewed by the IRS. Unfortunately, the rules governing allowable expenses are not
intuitive. But, by learning the rules, you can save a good deal of time filling out Forms
433A and 433-F and improve the likelihood the IRS will accept your client’s alternative
collection proposal.

1. Basic Rules

a. Reasonable Expenses. Expenses must be reasonable for the size of the family,
the geographic location, and unique circumstances.

b. Allowable Expenses are divided into three parts:

(1) National Standards.
(if) Local Standards.
(iii) Other Expenses.

c. Documents. For documents that may be required see LR.M 5.15.1.2.3.

d. Future Expenses. Future expenses, for example, the birth of a child, may be
considered for an installment agreement or currently not collectible consideration.

2. Allowable Expenses. Necessary expenses include expenses for a taxpayer and his or
her family’s health and welfare. Necessary expenses can also include expenditures for
the production of income. There are three types of necessary expenses.

a. National Standards. These expenditures include food, housekeeping supplies,
apparel, personal care products and miscellaneous. The IRS provides a table at its web
site, the National Standards for Allowable Living Expenses, where a representative can
find the national standard for this group of expenses. The expenses are determined by
monthly income and number of family members. The taxpayer can claim substantiated
expenses in excess of the table if expenses are necessary to avoid an economic hardship.
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