IRS Payment Plans:

omplete Guide for 2025

Step-by-step guide to managing tax debt




Understanding IRS
Payment Plans

IRS Payment Plans (installment agreements) are formal
arrangements with the IRS that allow you to pay your tax
debt over time instead of immediately in one lump sum.
These plans provide flexibility for taxpayers facing financial
hardship or those unable to pay their full tax liability at once.

1 Key Benefits

Payment plans help you avoid more serious
collection actions like tax liens or levies. They provide
a structured approach to resolving your tax debt while
keeping you compliant with the IRS.

2  Continuing Costs

Important: Even with a payment plan, interest (federal
short-term rate plus 3%) and penalties (0.5% monthly
for failure-to-pay, 5% monthly for failure-to-file)
continue until you've paid in full.

3  Eligibility Requirements

To qualify for most payment plans, you must be
current with all tax return filings and not currently in
bankruptcy. Your eligibility for specific plans depends
on the amount owed and your financial situation.

4 Real-World Example

If you owe $5,000 in taxes but can only afford $200
monthly payments, a long-term plan would allow you
to pay over about 26 months. However, you'll pay
approximately S300 extra in interest and penalties
over the life of the plan.

5 Impacton Your Credit

While setting up a payment plan doesn't directly
impact your credit score, unpaid tax debt and
associated liens could appear on your credit report,
affecting your ability to secure loans.




Types of IRS Payment
Plans

The IRS offers several payment plan options to help
taxpayers manage their tax debt. Each plan type is designed
for different financial situations and debt amounts.
Understanding the differences can help you choose the most
suitable option for your needs.

Short-Term Payment Plan

The Short-Term Payment Plan is ideal for taxpayers who
need a little extra time but can pay their full tax debt within
six months.

1 Payin full within 180 days

This plan requires complete payment of your tax debt
within a 180-day period.

2  Nosetup fee

Unlike long-term plans, there's no cost to establish a
short-term agreement with the IRS.

3 Available if you owe less than $100,000

This includes the combined total of tax, penalties,
and interest on your account.

4 Multiple application methods

Apply online, by phone, mail, or in person at an IRS
office.

5 Best for temporary cash flow issues

|deal if you expect to have sufficient funds within six
months to clear your tax debt.

Long-Term Payment Plan

If you need more than 180 days to pay your tax debt, a Long-
Term Payment Plan (also called an Installment Agreement)
might be the right choice. This option comes with setup fees
and different qualification requirements.




Long-Term Installment
Agreement

The Long-Term Installment Agreement is the IRS's most
flexible payment option for taxpayers who need extended
time to pay their tax debt. This plan allows you to make
manageable monthly payments while avoiding more serious
collection actions like tax liens or levies.

Key Features Benefits &

Make monthly
payments until
your balance is
paid

Set up regular
monthly payments
that fit your budget
while satisfying IRS
requirements.

Available if you
owe $50,000 or
less
(individuals) or
$25,000 or less
(businesses)

Higher amounts
may require
additional financial
documentation and
IRS approval.

Setup fees apply
(varies by
application

method)

Fees range from
$31-$225
depending on
application method
and payment type.
Lower-income
taxpayers may
qualify for reduced
fees.

Considerations

1 Mostcommon
option for
taxpayers who
need more time

Provides long-term
relief and protection
from collection
actions while you
pay off your tax
debt systematically.

2  For most
taxpayers, this
option with
direct debit
provides the
best
combination of
affordable
payments and
low fees

Direct debit
payments reduce
setup fees,
eliminate monthly
payment hassles,
and ensure you
never miss a
payment deadline.

Remember that penalties
and interest continue to
accrue until your balance is
paid in full, making it
advantageous to pay as
quickly as your financial
situation allows.




Guaranteed and Partial Payment
Installment Agreements

Beyond the standard Long-Term Installment Agreement, the IRS offers two specialized payment options

tailored to specific taxpayer situations. These alternatives can provide either guaranteed approval with less

paperwork or a path to settling your tax debt for less than the full amount owed, depending on your

circumstances.

Guaranteed Installment Agreement

This agreement is "guaranteed” because the IRS
must accept your request if you meet all
qualifications - no financial statements required.

e Available if you owe $10,000 or less in
combined tax, penalties and interest

e Must have filed and paid taxes on time for
past 5 years with no delinquencies

e Cannot have had another installment
agreement during that 5-year period

e Must be able to pay full amount within 3 years
or before the collection statute expires,
whichever comes first

e Must prove you cannot pay in full immediately
through available cash or assets

This option provides certainty and minimal
paperwork for qualifying taxpayers with smaller
tax debts.

Partial Payment Installment Agreement

Sometimes called a PPIA, this program recognizes
when a taxpayer genuinely cannot pay their full tax
liability, even over time.

e For those who cannot pay their full tax debt
before the collection statute of limitations
expires (typically 10 years)

e Requires detailed financial disclosure
including income, expenses, assets and
liabilities

e May allow you to pay less than the full amount

owed through monthly payments until the
collection statute expires

e Subject to periodic review by the IRS (usually
every two years) to determine if your financial
situation has improved

e For amounts over $50,000, you'll need to
provide detailed financial information using
Form 433-F or 433-A

This option can provide significant relief for
taxpayers facing genuine financial hardship.



IRS Payment Plan Setup
Fees (2025)

The IRS charges setup fees that vary based on your
application method and chosen payment option. Online
applications with direct debit arrangements offer the most
cost-effective solution, while traditional application methods
carry higher fees.

Application Direct Debit Other Payment
Method Methods
Online $22 S69
Phone/Mail/In- $107 $178

Person

Fee Reductions and Waivers

Low-Income Taxpayers: If your income is at or below 250%
of the federal poverty level, you may qualify for reduced or
waived setup fees. You'll need to complete Form 13844
(Application for Reduced User Fee for Installment
Agreements) to request this reduction.

Direct Debit Advantage: As shown in the chart, choosing
direct debit from your bank account can save you up to $71
in setup fees compared to other payment methods. This
automatic payment option also helps ensure timely
payments and avoid default.

Fee Reinstatement: Be aware that if your payment plan
defaults, you may need to pay another setup fee to reinstate
the agreement, making it important to maintain your
payment schedule.




How to Apply for an IRS

Payment Plan

Apply Online (Recommended)

Visit IRS.gov/payments/online-payment-
agreement

Verify your identity

Enter tax information

Choose your payment plan type
Set up payment method

Submit application

Apply by Phone

Call 1-800-829-1040 (individuals) or 1-800-
829-4933 (businesses)

Have your tax information ready

Follow the prompts or speak with a
representative

Apply by Mail

Complete Form 9465, Installment
Agreement Request

Attach required documentation

Mail to the address in your tax notice or on
form instructions

Apply In Person

Find your local IRS office using
IRS.gov/help/contact-your-local-irs-office

Call 844-545-5640 to schedule an
appointment

Bring necessary documentation
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Payment Methods

The IRS offers several convenient payment methods to help you fulfill your installment agreement

obligations. Selecting the right payment option can save you money on setup fees and ensure your

payments are always made on time, preventing potential penalties or default.

Direct Debit (Recommended)

e Automatic monthly withdrawals from your
bank account

e Lowest setup fees (S22 online vs. $107+ for
other methods)

e Ensures timely payments with no need to
remember due dates

e Reduces risk of default and associated
penalties

e Provides automatic payment confirmation
records

e Simplifies budgeting with consistent
withdrawal dates

Worried about the IRS having access to your bank
account? The IRS can only withdraw the exact
amount you've agreed to each month—nothing
more. The authorization is limited strictly to your
approved payment amount on the scheduled
dates.

To set up direct debit, you'll need your bank
account number, routing number, and bank name.
Most taxpayers find the peace of mind and
convenience worth the minimal effort to arrange
this payment method.

Other Payment Options

e Electronic Federal Tax Payment System
(EFTPS): Free service requiring advance
enrollment; allows electronic payments from
your bank account

e Credit/debit card payments: Convenience of
using cards, but processor fees range from
1.87% to 1.99% of payment amount

e Check or money order: Traditional method
requiring manual mailing each month; highest
risk of missed payments

e Online payment through IRS Direct Pay: One-
time payments from your checking or savings
account without fees

e Cash payments: Available at retail partners
with a maximum $1,000 daily limit ($3.99 fee
per payment)

o PayNearMe: Make cash payments at
participating 7-Eleven, CVS, Walmart, or other
retail locations

Remember that non-direct debit methods require
you to initiate each payment manually, increasing
the risk of missed payments and potential
agreement default.

Whichever method you choose, keep payment confirmation records for at least three years after your tax

debt is fully paid. This documentation will be invaluable if any payment discrepancies arise in the future.



After Your Payment Plan is Approved

Once approved, here's what to expect and how to maintain compliance with your agreement:

Initial Steps & Requirements Modifying Your Payment Plan

If your financial situation changes (either improves

1 You'll receive a confirmation letter detailing or worsens), you can request to modify your

your payment terms, amount, and due existing agreement:

dates
e (Call the IRS at the number on your agreement

. _ notice (fastest method)
2 Any future tax refunds will automatically be

applied to your outstanding balance until
paid in full

A Notice of Federal Tax Lien may be filed if
you owe more than $10,000, which can
affect your credit score

You must file and pay all future tax returns
and taxes on time to remain in good
standing

Missing a payment may result in default
and renewed collection actions, including
levies

Your agreement status can be checked anytime
through your online account at IRS.gov or by
calling the IRS customer service line.

e Visit IRS.gov to modify online (most
convenient and cheapest)

e Complete Form 9465 and check "Revised
Installment Agreement" (best for complex
changes)

Modification fees for 2025:

e Online: $10 (lowest cost option)
e Phone, mail, or in-person: $89 (standard fee)

e Fee waivers available for low-income taxpayers
meeting certain criteria

Consequences of Default

If you default on your payment plan by missing
payments or failing to file future returns:

e The entire unpaid balance becomes
immediately due

e Additional penalties and interest will continue
to accrue

e The IRS may resume collection activities
including wage garnishment

e You may need to pay additional fees to
reinstate the agreement



Common Mistakes to
Avoid

When dealing with IRS payment plans, certain errors can lead
to serious consequences including penalties, interest, and
even the termination of your agreement. Being aware of
these common pitfalls can help you maintain compliance
and successfully resolve your tax debt. Review these
frequent mistakes carefully to ensure your payment plan
stays on track.

1. Ignoring IRS Notices

Why it's a problem: Ignoring notices can lead to liens,
levies, or wage garnishments.

Solution: Open and respond to all IRS notices promptly,
even if you can't pay.

2. Setting Unrealistic Payment Amounts

Why it's a problem: Agreeing to payments you can't
afford leads to default.

Solution: Be honest about your financial situation and
only commit to payments you can consistently make.

3. Not Filing Future Returns

Why it's a problem: Failing to file future returns causes
your installment agreement to default.

Solution: Continue to file all required tax returns on time,
even if you can't pay in full.

4. Ignoring the Impact on Future Refunds

Why it's a problem: Many taxpayers count on tax
refunds but don't realize they'll be applied to
outstanding debt.

Solution: Adjust your withholding accordingly and don't
rely on refunds while you have an outstanding balance.

5. Not Updating Your Address

Why it's a problem: Missing important IRS notices can
lead to missed payments and default.

Solution: Always update your address with the IRS when
you move by filing Form 8822.

Remember that defaulting on your payment plan can result in
the IRS taking immediate collection action. By avoiding these
common mistakes, you'll be more likely to successfully
complete your payment plan and resolve your tax debt with
minimal stress and complications.




Alternatives to Payment Plans

If you're unable to pay your tax debt through a standard installment agreement, the IRS offers several

alternative programs. Each option has specific eligibility requirements and potential benefits depending on

your financial situation.

Currently Not Collectible (CNC) Status

This temporary hardship program may be right for

those in severe financial distress.

e Available if you can't pay your taxes and basic

living expenses

e Temporarily suspends collection activities
including levies and garnishments

e Requires detailed financial disclosure (Form
433-A or 433-F)

e Interest and penalties continue to accrue
throughout the CNC period

e The IRS periodically reviews your financial
situation (usually every 1-2 years)

e Statute of limitations on collection (usually 10

years) continues to run

e Tax liens may still be filed against your
property

Bankruptcy

In some cases, tax debts may be dischargeable
through bankruptcy proceedings.

e Chapter 7 or Chapter 13 bankruptcy may
address certain tax debts

e Tax debts must generally be at least 3 years
old

e Returns must have been filed at least 2 years

before bankruptcy
e No fraud or willful evasion can be involved

e Requires specialized legal assistance

e Has significant long-term effects on credit (7-

10 years)

e Federal tax liens may survive bankruptcy

Offer in Compromise (OIC)

The OIC program allows you to settle your tax debt
for less than the full amount owed when paying
the full amount would create financial hardship.

o Settles your tax debt for less than the full
amount

e Strict qualification requirements based on:
o Ability to pay
o Income and expenses
o Asset equity

e Application fee: $205 (waived for low-income
taxpayers)

e Requires initial payment with application (non-
refundable)

e Processing time: 6-24 months on average
e Success rate is relatively low (30-40%)

e Professional assistance recommended

Penalty Abatement

While not a complete solution for the underlying
tax debt, penalty abatement can significantly
reduce what you owe.

e First-time penalty abatement available for
those with clean compliance history

e Reasonable cause abatement requires proving
circumstances beyond your control

e Can reduce failure-to-file and failure-to-pay
penalties

e Doesn't affect the underlying tax or interest

e Request through phone, written
correspondence, or Form 843

e No application fee

e (Can be combined with other payment solutions

Each alternative has specific advantages and disadvantages. Consider consulting with a tax professional

to determine which option best fits your unique financial circumstances and provides the most favorable

long-term outcome.



IRS Payment Plan Setup Checklist

Setting up an IRS payment plan requires careful preparation to ensure a smooth application process and

approval. This comprehensive checklist covers everything you need to gather and consider before applying

for a payment plan with the IRS. Being thoroughly prepared will help you avoid delays and potential

rejections.

Before You Apply

[ Gather all IRS notices or letters you've
received

[1 Make sure all required tax returns have been
filed

[l Calculate how much you can realistically
afford to pay monthly

[l Determine which payment plan type is best
for your situation

[l Choose your preferred application method
(online, phone, mail, or in-person)
[ Decide on your payment method (direct debit

recommended)

[l Review your budget to ensure you can
maintain payments

[1 Consider consulting with a tax professional if
your situation is complex

[l Check if you qualify for reduced setup fees
based on income

[l Understand the penalties and interest that
will continue to accrue

Documents and Information to Prepare

[ Social Security Number (SSN) or Individual
Taxpayer Identification Number (ITIN)

[ Personal identification information

[ Date of birth

[0 Email address (for online applications)

[0 Most recent tax return

[ Bank account information (for direct debit)
[l Current mailing address

[l For businesses: Employer Identification
Number (EIN)

[ Account statements showing your financial
situation

[l Details of monthly income and expenses
[ Information about assets you own

0 Form 9465 (Installment Agreement Request)
if applying by mail

Remember that setting up a payment plan doesn't stop interest and penalties from accruing on your unpaid

balance. The sooner you set up your payment arrangement and begin making payments, the less you'll pay

in additional charges over time. Direct debit payments are highly recommended as they help ensure timely

payments and may qualify you for reduced setup fees.



IRS Payment Plan Setup
Checklist (Continued)

Properly navigating the IRS payment plan process requires

attention to detail both during the application and after

approval. Following these steps systematically will help

ensure your payment plan remains in good standing and that

you fulfill all obligations to the IRS without complications.

During Application

These steps ensure your application is properly

submitted and processed:

0 Apply before the due date on your tax notice (if
possible)

[l Select your desired monthly payment amount

[1 Choose a monthly payment due date that works
best for you

[l Review all information for accuracy before
submitting

[l Save or print any confirmation information or
numbers

After Approval

Once approved, take these actions to maintain

compliance with your agreement:

[l Received confirmation letter from the IRS
[l Reviewed all terms of your agreement

[l Set up calendar reminders for all payment due
dates

[1 Made first payment on time
[l Set up a system to track all payments made

[l Create a folder to store all IRS correspondence
and payment receipts

Maintaining organized records of all communications and

payments is critical for resolving any potential disputes.

Remember that failing to comply with the terms of your

payment plan may result in its termination and potentially

more aggressive collection actions by the IRS.
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Resources and Contact Information

Use these official IRS resources and contact options to help manage your payment plan or get assistance

with tax-related questions.

Essential Forms

e Form 9465: Installment
Agreement Request

e Form 433-F: Collection
Information Statement

e Form 656: Offer in
Compromise

e Form 8822: Change of
Address

These forms are necessary for
various aspects of the payment
plan process. Be sure to
complete them accurately and
submit them as directed by the
IRS.
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Online Resources

e |RS Payment Plans
Information:
IRS.gov/payments/payment
-plans-installment-
agreements

e |RS Direct Pay:
IRS.gov/payments/direct-
pay

e Offerin Compromise
Information:

IRS.gov/payments/offer-in-
compromise

The IRS website provides
secure portals for managing
your payment plan, making
payments, and accessing
additional information about
your tax obligations.

Direct Assistance

e |RS Individual Assistance: 1-
800-829-1040 (Monday-
Friday, 7am-7pm local time)

e |RS Business Assistance: 1-
800-829-4933 (Monday-
Friday, 7am-7pm local time)

e Taxpayer Advocate Service:
1-877-777-4778

When facing complex issues or
if you need personalized
guidance, these direct contact
options connect you with IRS
representatives who can help
resolve your concerns.

Keep these resources handy throughout your payment plan process. The Taxpayer Advocate Service can be

particularly helpful if you encounter difficulties with standard IRS channels.



Key Takeaways

Act Quickly: Respond
promptly to IRS notices
and set up a payment plan
as soon as possible to
minimize penalties and
interest. The IRS typically
charges 0.5% per month
on unpaid taxes, which
can add up significantly

Choose the Right Plan:
Select a payment plan that
fits your financial situation
and ability to pay.
Consider both short-term
(180 days or less) and
long-term options, and
evaluate the different fee
structures to find the most

Use Direct Debit: Save on
setup fees and ensure
timely payments by using
direct debit. This
automatic payment
method can reduce your
setup fee by up to $107
and eliminates the risk of
missed payments that

over time. economical solution for could terminate your
your circumstances. agreement.
Stay Compliant: File and pay all future tax 5 Seek Help If Needed: Contact the IRS or a

returns and taxes on time to keep your
payment plan in good standing. Missing a
filing deadline or payment on current taxes

tax professional if your financial situation
changes or you need assistance. The IRS
may be willing to modify your agreement

can immediately void your agreement and terms if you communicate proactively about

restart the collection process with additional financial hardships or inability to meet the

penalties. current payment terms.

Understanding and following these key principles will help you successfully navigate the IRS payment plan
process while minimizing costs and stress. Remember to keep all documentation related to your
agreement in a secure, accessible location.

© 2025 GovClarity. This guide is for informational purposes only and is not affiliated with the IRS or any
government agency. Information may change—always verify details through official government sources.



