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You are almost done with your federal income tax return and are already dreaming of ways to spend your expected refund when, surprise, you find that you owe taxes!  Or you have received a notice from IRS that you owe taxes from a prior year.  In either case, you find you do not have the funds to pay the amount due.  What are you to do?  Don’t panic, you have several options. Do not put your head in the sand, the IRS is not going away and the amount you owe will grow, while interest and penalties accrue.
You may be suffering from a short-term cash flow problem.  You may be between paychecks.  Pay as much of the tax due as you can when you file your tax return.   This will help reduce the penalties and interest you’ll be charged.  Then wait for IRS to send you a bill for the balance due, typically within 45 days.  By then you might have the funds to pay the balance of tax, penalties and interest due.  If not, contact the IRS at the phone number provided, or address on the bill.  Explain your situation and you could qualify for an agreement to pay in full within 60 to 120 days, or you could request an agreement length depending on the specific situation.  Because penalties and interest will accrue, you may end up paying more than if you had paid the tax due in full at the time you filed your return.  Keep in mind that filing an extension will do nothing as filing an extension does not extend the time to pay your tax.
Another option is to borrow the funds needed to fully pay your tax.  You may be able to qualify for an unsecured bank loan or a draw on a home equity line of credit.  You may be able to avoid tax penalties and the interest rate may be less than that charged by IRS.  You may be able to secure a loan from a friend or relative, a lower interest rate but if the amount exceeds $10,000, the below-market interest rules could trigger certain tax consequences.  You could also use a credit card, but use the card with lowest interest rate.  Be sure the interest rate charged by the card company is less than the interest and penalties IRS will charge.
	The most commonly used method to paying IRS tax debt is a monthly installment payment plan.  The IRS will generally accept payment of your tax liability in installments if your total tax liability (not counting interest, penalties and other additions) is $10,000 or less and if you meet a few other requirements.  To enter into an installment agreement, contact the IRS.  They will provide you Form 9465, Installment Agreement Request, for you to complete.  There is an application fee of $178 ($107 for direct debit installment agreements).  The application fee could be less if you meet qualified income limits.
As a last resort, you may propose an offer to compromise the amount of tax liability.  This may be an option if there is some doubt as to the liability or the amount exceeds the installment limits.  However, this is a negotiated settlement between you and the IRS and neither party is required to agree.  If the IRS believes that tax can be paid in full or could be paid through an installment agreement, it may not accept an offer to compromise.
Each taxpayer should seek independent advice from a tax professional based on his or her individual circumstances.  To the extent this material concerns tax matters, it is not intended to be used by a taxpayer for purposes of avoiding penalties that may be imposed by law. 

