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Executive Summary

Common Types of Penalties & When Abatement 
May Apply

Penalties and interest can quickly balloon a tax liability beyond the original amount

owed. Fortunately, the IRS offers various forms of relief—sometimes called “mercy” or

“penalty abatement”—for taxpayers who meet certain criteria. This white paper

explains when relief is possible, how to pursue it, and how integrating penalty

abatement into your client service offering can help protect clients and build trust.

Some of the penalties the IRS may abate include:

Failure to File (late return)

Failure to Pay (late payments)

Accuracy-Related Penalties

Trust Fund Recovery Penalties

Penalties for failing to deposit payroll taxes

What Is Penalty Abatement?
Penalty abatement is IRS relief that cancels or reduces one or more penalties (not the

underlying tax) when certain conditions are met.

Unlike forgiveness, which is rare, penalty abatement is a formal process. Taxpayers

don’t automatically qualify: it requires justification, documentation, and sometimes

negotiation.
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Situations that may justify abatement include:

First-Time Penalty Abatement (FTA): The IRS may remove penalties if the

taxpayer has a clean compliance history (no penalties in the past 3 years), has filed

returns timely, and made timely payments (or has reasonable cause).

Reasonable Cause: Events beyond the taxpayer’s control—serious illness, natural

disasters, death in the family, misinformation by tax professionals—can constitute

cause.

Administrative Waiver / Statutory Relief: Sometimes tax law or IRS administrative

programs offer relief (e.g. during disasters, COVID-19 relief).

Correction or IRS Error: If penalties were assessed in error (e.g. system glitch),

appeals or adjustment requests can remove them.

The Abatement Process
1.  Evaluate eligibility

a.  Review the taxpayer’s prior compliance history

b.  Check whether the penalty is eligible for abatement

c.  Determine whether FTA, reasonable cause, or other relief applies

2.  Compile documentation/narrative

a.  Gather medical records, death certificates, weather reports, or other evidence

b. Draft a clear, chronological narrative explaining what happened, why it caused

noncompliance, and what steps the taxpayer took to mitigate or correct

3.  Submit the request

a.  File Form 843 (Claim for Refund) or a written abatement request

b.  Use IRS online tools (e.g., penalty abatement request via IRS account) if

available

c.  Follow up as needed with IRS representation or appeals

4.  Negotiate & escalate if required

a.  Be prepared to appeal a denial

b.  Engage an IRS taxpayer advocate or escalate internally

c.  Monitor the case and document all communications

5.  Confirm outcome & adjust

a.  Receive written IRS response

b. If approved, penalties will be removed or reduced

c.  Recompute total liability, including interest

d.  Advise the client on preventive measures to avoid future penalties
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Case Scenario (Hypothetical)
Client Profile

A self-employed consultant who, after a medical emergency, was unable to file or

make quarterly estimates on time. As a result, the IRS assessed failure-to-file and

failure-to-pay penalties.

Relief Strategy

Qualified for Reasonable Cause, given medical records and timeline

Submitted Form 843 along with a detailed narrative

Provided evidence of efforts to pay as soon as possible

Outcome

The IRS abated the penalties (not interest)

Client’s total liability fell significantly

Client avoided further penalty escalation while keeping compliance on track

How This Fits Into Your Service Offering
Preemptive identification: Flag clients who are delinquent or have penalties and

review abatement eligibility proactively.

Add value & trust: Helping clients reduce penalties cements your role as problem-

solver, not just tax preparer.

Standardize workflow: Create templates for narrative letters, document

checklists, and appeal paths.

Measure ROI: Track abated penalty amounts and client satisfaction, and use those

success stories in marketing.
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Common Objections & Responses

“Why bother? The IRS rarely

grants relief.”

Actually, many reasonable cause and first-time

abatement requests are approved — especially when

well-documented.

ActionObjection

“It’s too much work for

uncertain outcome.”

True it takes effort, but the savings can be material.

Plus, once you have templates and processes, it

becomes much more efficient.

“They’ll deny me anyway.”
A strong, well-supported request (with evidence) gives

you leverage to appeal. Also, some denials can be

escalated internally or via the Taxpayer Advocate.

Key Takeaway
Penalty abatement is not a guarantee—but when used properly, it's a powerful tool to

relieve clients of unfair or avoidable penalties. It also strengthens the client

relationship by demonstrating your commitment during their toughest financial

challenges. Embed abatement capability in your tax resolution service, and you’ll offer

genuine relief, build trust, and differentiate your practice.


