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Executive Summary

When & How Unfiled Returns Happen

Unfiled tax returns can trigger a cascade of issues: penalties, missed refunds, IRS

enforcement, and financial stress. But in many cases, clients can still file and mitigate

consequences. This guide walks you through how to approach unfiled returns,

strategies to manage risk, and how to incorporate this service into your offering.

Common causes:

Life disruptions (illness, job loss, divorce)

Complexity (business activity, investments, foreign accounts)

Fear, overwhelm, procrastination

Miscommunication (client thought the preparer would file)

These situations often persist year after year, compounding risk.

Why Unfiled Returns Matter
Penalties & interest accumulate fast.

Lost refunds or credits may expire (statute of limitations).

IRS enforcement risk increases (substitute returns, levies, liens).

Stress & uncertainty for clients, especially when filings stretch across multiple

years.

For many taxpayers, the window for remedy is not closed — but proactive, strategic

action is key.
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Strategy for Addressing Back Taxes

1.  Discover & Inventory

a.  Ask the client to list all years not filed.

b.  Request available financial data (W-2s, 1099s, business records).

c.  Check IRS records (transcripts) for missing years, amount owed, and penalties.

2.  Prioritize Years

a.  Start with the oldest, or years with highest liability.

b.  Watch statutes of limitation: Returns with potential refunds typically must be

filed within 3 years or 2 years after tax was paid (whichever is later).

c.  Always ensure that enforced returns (substitutes) haven’t already been

entered by IRS, which may eliminate refund eligibility.

3.  Prepare & File

a.  Reconstruct income, deductions, credits for each year as best as possible.

b.  Use estimates, records, and client data.

c.  File all missed returns in one batch or phased approach, depending on client

circumstances.

4.  Address Penalties & Interest

a.  Include a penalty abatement / reasonable cause request as appropriate (see

“IRS Mercy / Penalty Abatement” case study).

b.  Work to reduce or eliminate accuracy, failure-to-file, and late payment

penalties.

c.  Negotiate installment agreements or offers in compromise, if the total tax

burden is unaffordable.

5.  Negotiate Payment & Relief Options

a.  Installment Agreements: Spread the tax liability over months/years.

b.  Offer in Compromise (OIC): In rare cases, settle for less than owed if hardship

can be shown.

c.  Currently Not Collectible (CNC): Delay collection if taxpayer lacks realistic

payment ability.

6.  Ongoing Compliance & Monitoring

a.  After cleanup, ensure the client remains compliant (future returns, estimated

payments).

b.  Use workflow tools (e.g. CountingWorks PRO) to flag upcoming filing

obligations.

c.  Educate clients about early warnings (IRS notices, letters).
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Hypothetical Case Example
Client Profile

An independent contractor hadn’t filed returns for three years due to life upheavals

(house move, health issues). They continued working, so W-2/1099s existed.

Approach

Gathered past W-2s, 1099s, bank and business records.

Filed the three missing years together, reconstructing deductions and Schedule C

items as precisely as possible.

Submitted penalty abatement requests based on reasonable cause.

Set up an installment agreement for any remaining liability.

Outcome

Penalties were reduced in two of the years.

Client avoided aggressive IRS enforcement.

The client became current and regained peace of mind, plus a process in place to

remain compliant.

Integrating Unfiled Return Services into Your Practice
Proactive Identifiers: Use client reviews, questionnaires, or software alerts to flag

clients with missing filing years.

Standard Templates & Workflows: Create letter templates, checklists, and

reconstruction guides for back-return work.

Tiered Service Packages: Offer “cleanup” services (e.g. last 3 years) or full “catch up”

packages.

Measure Success: Track penalties reduced, client retention, and service revenue

from back-filing work.

Client Communication: Provide a clear roadmap and timeline to reduce client

anxiety.

Key Takeaway
By methodically identifying, reconstructing, filing, and negotiating relief, you can help

clients navigate tax exposure, reduce pain, and reestablish compliance.


