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Chapter Issues – Pg. 505

Issue 1: Substitute for Returns and 
Superseding Returns.

Issue 2: Non-filers.
Issue 3: Collection Statute of Limitations.
Issue 4: Transfers, Nominees, and Alter Egos.
Issue 5: Offer In Compromise.
As with the other chapters in this book, this 

chapter is an excellent reference for you to 
keep and refer to in your practice. 



Delinquent Returns – Not In 
Books

TIGTA Report
The Office of the Treasury Inspector 

General for Tax Administration has 
criticized the IRS for not being more 
vigorous in detecting and pursuing 
delinquent returns.

 In response to this report, the IRS has 
promised to increase detection and 
enforcement. 

What this means is that…..



Substitute For Returns – Pg. 
506

 When a taxpayer fails to file a return and 
comply with IRS inquiries, the Internal 
Revenue Service has the authority to 
prepare the tax return(s) based upon the 
information that they have.

 Often, this means that the taxpayer has 
not filed for several years. 

 The IRS will use information returns that 
have been filed to prepare the returns.



Substitute For Returns –
Continued - Pg. 506

 If the taxpayer’s last filed return was filed as 
married joint, they will use the married separate 
status. 

 Also, the taxpayer is allowed only their exemption 
and the standard deduction.

 The IRS then sends a 30 Day Letter (Notice).
 The Notice that the IRS sends to the taxpayer is 

only a consent to assessment.
 It does not start the 3 year statute of limitations. 



Substitute For Returns –
Continued - Pg. 506

 If the taxpayer does not respond to the 30 Day 
Letter (Notice), the IRS issues a statutory notice 
in which the taxpayer has 90 days to:

1. Petition the Tax Court.
2. File an original return.
3. File a consent to assessment and collection 

agreeing to the IRS determination. 
4. Explain to the IRS why he or she is not required 

to file a return. 



Substitute For Returns –
Continued - Pg. 507

 If the taxpayer does not respond to the 90 
Day Letter, then the amounts assessed by 
the IRS become final and the collection 
process starts. 

 Please remember the three year statute of 
limitations applies to any refunds 
regardless of when filed. 

 The taxpayer can file an original return to 
request audit reconsideration if he or she 
does not respond to the 90 Day Letter. 



Substitute For Returns –
Continued - Pg. 507& 508

 The IRS does not have to honor the 
request but they are authorized to abate 
the unpaid portion of the assessment of 
any liability that is excessive in amount. 

 Superseding returns.
 Amended returns.



Nonfilers – Pgs. 511 - 513

 The text provides a detailed analysis of:
1. How to determine which years the taxpayer is 

delinquent with the use of a transcript that 
should be ordered for at least the last 6 years. 

2. Reconstructing records. 
3. Income reconstruction methods. 
4. Business expenses – “good faith estimates”
 Be careful here!
 Pg. 512 – Figure 14.1 gives a definitive guide to 

reconstructing records.   



Nonfilers – Pgs. 511 – 513 & 
Not In Book

Pg. 512 – Figure 14.1 gives a definitive 
guide to reconstructing records. 

The page also details additional ways to 
substantiate purchases and expenses. 

Be first of all, please remember that 
individuals who generally do not file their 
tax returns are usually in debt and so to 
begin with:

1. Establish why the client is coming to you.  



Non-filers – Pgs. 511 – 513 
& Not In Book

2. How cooperative does the client seem to you 
and will they provide your records?

3. Be sure to advise the client, in detail, as to the 
seriousness of the matter as to what can and 
will happen, their responsibility, etc.

4. Get paid up front and/or as you prepare the 
returns!

5. Obtain a representation letter from the client.



Collection Statute of 
Limitations – Pgs. 514 - 523

 Figure 14.2 on page 514 lists the various 
transaction codes that the IRS uses and is helpful 
in determining the status of a return and related 
assessments and collection activities. 

 The remaining pages on this topic give a detailed 
analysis and reference as to collection process 
and statute of limitations.

 Includes actions that the taxpayers can take. 



Transferees, Nominees, and 
Alter Egos – Pgs. 524 - 530

 Under the Internal Revenue Code the IRS 
can assess a tax liability against a 
person/entity who received the taxpayer-
transferor’s assets for less than full, fair, 
and adequate consideration. 

 The IRS can also collect the liability from 
the person entity who is legally 
responsible for paying the taxpayer-
transferor liability. 



Transferees, Nominees, and Alter 
Egos - Continued – Pgs. 524 - 530

 In short, the IRS has broad power to 
execute a transferor-transferee liability 
assessment.

 This is something that many people do not 
believe it is possible until it is too late. 

 Page 524 discusses the steps that the IRS 
must take to pursue a transferee liability.  

 Page 524 discusses who is a transferee.



Transferees, Nominees, and Alter 
Egos - Continued – Pgs. 524 - 530

 Page 525 discusses the important topics 
of property transfers and the important 
discussion of the preferential transfer 
which the IRS monitors closely. 

 In such instances, the IRS has broad 
authority to pursue the transferor-
transferee liability. 

 Page 526 discusses fraudulent 
conveyances and the trust fund doctrine. 



Transferees, Nominees, and Alter 
Egos - Continued – Pgs. 524 - 530

 Especially with trust funds, the IRS has broad 
authority to make the assessment against 
another party or parties as we have discussed so 
many times when analyzing trust fund penalty 
case law.

 The Courts are generally very supportive of the 
IRS in such situations. 

 Page 527 is excellent in that it gives a very 
detailed discussion of the assessment procedure 
and statute of limitations on the assessment. 



Nominee and Alter Ego 
Liability – Pgs. 528 - 530

 A nominee is someone designated to act 
for another. 

 An alter ego means a second self which is 
determined by the unity of ownership and 
interest between the taxpayer and the 
entity.

 In other words the entity is not considered 
separate from the taxpayer.



Nominee and Alter Ego 
Liability – Pgs. 528 - 530

 Page 529 defines a nominee.
 Note:  The IRS will use the nominee Notice of 

Federal Tax Lien.
 Page 529 lists the various factors that indicate an 

alter ego. 
 One of the most common questions is when an 

individual or entity receives a form 1099 that 
includes income that is received and/or 
reportable by more than one taxpayer how do I 
handle it?. 



Nominee and Alter Ego 
Liability – Pgs. 528 - 530

 This is a common issue.
 The nominee (i.e., recipient) is responsible 

for subsequently filing the forms 1099 to 
show the amount allocated to each owner. 

 The recipient files the same type of form 
1099 as was received. 

 The recipient is listed as the payer and the 
other owner is the recipient. 



Nominee and Alter Ego 
Liability – Pgs. 528 - 530

 The taxpayer must report the full amount 
of the original form 1099 on his or her tax 
return and claims a deduction for the total 
amount reported on the subsequent forms 
1099 that are issued. 

 Here is the stickler.
 You must issue the forms 1099 to the 

subsequent parties or the IRS will not 
allow the deduction.



Nominee and Alter Ego 
Liability – Pgs. 528 - 530

 Do not simply reduce the amount you 
report by the amounts received by the 
other parties and later argue, when a 
notice is sent to you by the IRS, that you 
did not receive all of the funds but that 
other parties did. 

 It will not work.
 You must issue the forms 1099. 



Nominee and Alter Ego 
Liability – Pgs. 528 - 530

 Another common problem is with the sale of 
assets where the taxpayer receives a form 1099 
for the entire amount while other parties were co-
owners/recipients of the proceeds.

 In this instance, the taxpayer reports the full sales 
price and basis on form 8949.

 The taxpayer reports an adjustment for the 
portion of gain or loss allocable to another owner 
in column (g) with code N.



Nominee and Alter Ego 
Liability – Pgs. 528 - 530

 The taxpayer reports only his or her share 
of the capital gains on schedule D line 13 
and must attach a statement showing the 
full amount received and the amount 
received as a nominee.



Offers In Compromise –
Pgs. 531 - 550

 In previous years we had discussed the 
qualifications and filing of an offer-in-
compromise. 

 This section of the chapter is a detailed 
reference work as to who qualifies, the 
requirements, how to file, etc. 

 Please read it before even thinking about 
filing an offer-in-compromise application. 



Offers In Compromise – Not 
In Book

 Please understand that filing an application for an 
offer-in-compromise is very technical and must 
be PERFECT in all aspects.

 This is not an easy process. 
 The taxpayer (subject) of the offer must EXACTLY 

comply with ALL requirements on a TIMELY 
basis. 

 While the procedures in filing an offer has many 
objective requirements, the willingness of the IRS 
to award an offer in compromise is subjective 
based upon the facts and circumstances.



Offers In Compromise – Not 
In Book

 As with the case of our prior discussion 
on delinquent taxpayers, make certain that 
you understand the complexity of the 
process and, more importantly, that you 
communicate this to your client.

 This is not automatic even though your 
client make think so.

 In many situations, they must assume the 
responsibility for their circumstances.



Offers In Compromise – Not 
In Book

 Finally, get paid upfront and/or as you do 
the work as well as obtaining an 
engagement and representation letter(s).



Questions?
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