
CAN’T PAY YOUR TAX LIABILITY? 
 
If you are unable to pay your tax liability, there are some things you need to know. Most importantly, don’t let 
your inability to pay your taxes in full keep you from filing your tax return properly and on time. Why? Because 
there is a “failure to file” penalty that accrues at the rate of 5% per month or part of a month (to a maximum of 
25%) on the amount of tax your return shows that you owe. The tax ramifications, penalties, and possible 
solutions are included in this article. 
 
Extension – Although an extension provides you more time to file the actual return and avoid the “failure to 
file” penalty for up to six months, it is not an extension to pay. Not paying the balance of your tax liability will 
subject you to the “failure to pay” penalty. 
 
Penalties – The “failure to pay” penalty accrues at the rate of 1/2 of 1% per month or part of a month of the 
amount shown as due on the return. If both the “failure to file” and the “failure to pay” penalties apply, the 
“failure to file” penalty drops to 4.5% per month or part thereof, so the total combined penalty remains at 5%. 
The maximum combined penalty for the first five months is 25%. Thereafter, the “failure to pay” penalty can 
continue at 1/2 of 1% per month for 45 more months (an additional 22.5%). Thus, the combined penalties can 
reach a total of 47.5% over time. Both of these penalties are in addition to the interest that you will be charged 
for not paying in full at April 15. 
 
BOTTOM LINE: If you owe money, file your return on time even if you can’t pay the entire liability. That will 
minimize your penalties. Pay as much as you can with the return to further minimize your penalties. And, by 
the way, the penalties and interest are never tax deductible. 
 
Loans from Relatives and Friends – Borrow the money from family members or close friends. Loans from 
relatives or friends are often the simplest method to pay the bill. One advantage of such loans is that the 
interest rate (if any) will probably be low, However, if you borrow over $10,000 at below market interest rates, it 
may trigger tax consequences. Of course, any interest paid on this type of loan is non-deductible. 
 
Pay by Credit Card – Using your credit card to pay your taxes is another option. The IRS has approved two 
firms to provide this service. The disadvantage is that the interest rates are relatively high, and you must pay 
the “merchant” fee because the IRS does not. For information about the amount of fees, contact the firms 
below: 
 
● Official Payments Corporation, 1-800-2PAYTAX, www.officialpayments.com 
● Link2Gov Corporation, 1-888-PAY-1040, www.pay1040.com 
 
Withdraw Money from Retirement Plans – Tapping into one’s pension, IRA or other retirement plan should 
be the last resort, not only because it degrades your future retirement but because of the potential tax 
implications. Generally, except for ROTH IRAs, the funds in the retirement accounts are pre-tax and, as a 
result, when withdrawn become taxable. Even part of a ROTH distribution could be taxable, depending on your 
age and how long you’ve had the account. If you are under 59-1/2, the taxable part of a retirement plan 
distribution will also be subject to the 10% early withdrawal excise tax. The federal, state tax (if any) and 
penalties can chew up a hefty amount of the distribution and be too high a price to pay. 
 
Set-Up an IRS Installment Agreement – You can request an IRS installment agreement online. However, 
there are fees associated with doing so, and you must follow some strict payment rules or the agreement can 
be terminated. The agreement requires approval and, if your liability is under $50,000, a stream-lined approach 
does not require you to submit financial statements. 
 

http://www.officialpayments.com/
http://www.pay1040.com/


The fees for establishing the agreement vary depending on whether you need a short vs. long term 
arrangement, whether you apply online vs. in person or on the phone., and whether or not you set up direct 
debit from your bank account or must mail in payments. Certain low-income taxpayers may qualify for a 
reduced fee. You will also be charged interest, but if you filed your return by the due date (including extension), 
the late payment penalty will be half the usual rate (1/4% of 1% instead of 1/2 of 1%). 
 
Guaranteed Installment Agreement – The IRS is required to enter into an installment agreement at your 
request (a guaranteed installment agreement) if the following apply: 
 
● The tax liability is $10,000 or less. 
● Within the prior five years, you have not failed to file returns or pay taxes and have not entered into a 
previous installment agreement. 
● IRS determines the tax liability cannot be paid in full. 
● The installment agreement provides for full payment within three years. 
● You agree to comply with the tax laws during the agreement period. 
 
To establish an IRS installment agreement online go to the IRS website: 
https://www.irs.gov/payments/online-payment-agreement-application 
You can alternatively call the IRS at 1-800-829-1040. 
 
Final Word of Caution – Ignoring your filing obligation only makes matters worse and can become very 
expensive. It can lead to the IRS collection process, which includes wage garnishments, bank levies, and tax 
liens. In many cases, these tax nightmares can be avoided by taking advantage of the solutions discussed 
above. 
 

If you cannot pay your taxes, please call our office to discuss your options. 
 

https://www.irs.gov/payments/online-payment-agreement-application

