Important Tax Tips for April 9, 2009

Unless a taxpayer has a simple wage earner (W-2) tax return, it is a good practice to file an extension at this point in the tax year. It is better not to rush the preparation of a tax return. It is important to remember that an extension to file is not an extension to pay! 

It is important to have all of your information available prior to filing an extension. 

1. Determine if you have all of your information available. A good rule of thumb is to refer to your previous year’s tax return, and if there is an item, such as interest or a dividend that you don’t have information on for the current year, you might be missing some information. The same measurement will apply to deductions as well.

2. Determine if you need to send a payment in with your extension. The payment should be at least 90% of the total tax due when the return is actually filed. If the tax remitted with the return exceeds 10% of the total liability, then the Failure  to Pay penalty will be imposed. One method to determine the amount to send with your extension, is to refer to the previous year’s tax return, and compare the tax due against your withholding statements or estimated payments. If the current year’s withholdings and/or estimates exceed last year’s  total tax, then it would be usually safe not to send in a payment with your extension for your Federal taxes.
3.  Oklahoma law requires taxpayers to make equal quarterly payments if you expect your tax liability after withholding to exceed $500 and you expect your withholding to be less than the smaller of:
a. 70% of your current year’s tax liability or

b. The tax liability shown on your return for the preceding taxable year of 12 months. 

If the taxpayer fails to make timely estimated tax payments the taxpayer could be subject to interest on the underpayment.

4. If you owe taxes and do not have the funds to pay the taxes at the time the taxes are due. You should file the tax return on time to avoid the Failure to File Penalty.

There are several options available to you. You can go to  the IRS webpage www.irs.gov  and search for installment agreements. If you owe $25,000 in taxes or less, you can use the Online Payment Agreement OPA link to complete an installment agreement online. 
This agreement provides the taxpayer with three options:

a. Pay the taxes in full

b. A short term extension for up to 120 days without paying a fee

c. Monthly payment plan which has a $105 user fee added to the amount owed. This is reduced to $52 for a direct debit payment arrangement.

Failure to Pay penalty is for failure to pay taxes, when due, those taxes (other than estimated taxes) shown by a taxpayer on his tax return. The addition to tax is one-half of 1% of the tax not paid, for each month (or part of a month) it remains unpaid, up to a maximum of 25%.  For taxpayers who enter into an installment agreement with the IRS, the penalty for failure to timely pay taxes is reduced to one-quarter of 1% of the tax not paid.
Failure to File Returns Penalty is for failure to file any tax return within the time prescribed by the tax code. The penalty is 5% for each month or part of a month during which there is a failure to file any return up to 25%. If the tax return is not filed within 60 days of the prescribed due date, including extensions, the penalty will not be less that the lesser of $100 or 100% of the tax due on the return.

Interest is imposed on all underpayments of tax at the federal short-term rate plus three percentage points. Interest begins accruing fro the date the payment was due regardless of any extensions filed. Interest usually cannot be abated by the IRS. 

The President has declared Carter, Logan and Oklahoma counties federal disaster areas following the severe storms and tornadoes on February 10, 2009.  The IRS press release follows:

As a result, the IRS is postponing until May 11, 2009, certain deadlines for taxpayers who reside or have a business in the disaster area. The postponement applies to return filing, tax payment and certain other time-sensitive acts otherwise due between Feb 10, 2009, and May 11, 2009 (the “Postponement Period”). 

In addition, the IRS will waive the failure to deposit penalties for employment and excise deposits due on or after Feb. 10, 2009, and on or before Feb. 25, 2009, as long as the deposits were made by Feb. 25 2009.

If an affected taxpayer receives a penalty notice from the IRS, the taxpayer should call the telephone number on the notice to have the IRS abate any interest and any late filing or late payment penalties that would otherwise apply. Penalties or interest will be abated only for taxpayers who have an original or extended filing, payment or deposit due date, including an extended filing or payment due date, that falls within the Postponement Period. 

IRS computer systems automatically identify taxpayers located in the covered disaster area and apply automatic filing and payment relief. Affected taxpayers who reside or have a business located outside the covered disaster area must call the IRS disaster hotline at 1-866-562-5227 to request tax relief.

Covered Disaster Area
The counties listed above constitutes a covered disaster area for purposes of Treas. Reg. §301.7508A-1(d)(2) and are entitled to the relief detailed below. 

Affected Taxpayers
Taxpayers considered to be affected taxpayers eligible for the postponement of time to file returns, pay taxes and perform other time-sensitive acts are those taxpayers listed in Treas. Reg. § 301.7508A-1(d)(1), and include individuals who live, and businesses whose principal place of business is located, in the covered disaster area. Taxpayers not in the covered disaster area, but whose records necessary to meet a deadline listed in Treas. Reg. §301.7508A-1(c) are in the covered disaster area, are also entitled to relief. In addition, all relief workers affiliated with a recognized government or philanthropic organization assisting in the relief activities in the covered disaster area and any individual visiting the covered disaster area who was killed or injured as a result of the disaster are entitled to relief. 

Grant of Relief
Under section 7508A, the IRS gives affected taxpayers until May 11, 2009, to file most tax returns (including individual, corporate, and estate and trust income tax returns; partnership returns, S corporation returns, and trust returns; estate, gift, and generation-skipping transfer tax returns; and employment and certain excise tax returns), or to make tax payments, including estimated tax payments, that have either an original or extended due date occurring on or after Feb. 10, 2009, and on or before May 11, 2009.

The IRS also gives affected taxpayers until May 11, 2009, to perform other time-sensitive actions described in Treas. Reg. § 301.7508A-1(c)(1) and Rev. Proc. 2007-56, 2007-34 I.R.B. 388 (August 20, 2007), that are due to be performed on or after Feb.. 10, 2009, and on or before May 11, 2009.

This relief also includes the filing of Form 5500 series returns, in the manner described in section 8 of Rev. Proc. 2007-56. The relief described in section 17 of Rev. Proc. 2007-56, pertaining to like-kind exchanges of property, also applies to certain taxpayers who are not otherwise affected taxpayers and may include acts required to be performed before or after the period above.

The postponement of time to file and pay does not apply to information returns in the W-2, 1098, 1099 series, or to Forms 1042-S or 8027. Penalties for failure to timely file information returns can be waived under existing procedures for reasonable cause. Likewise, the postponement does not apply to employment and excise tax deposits. The IRS, however, will abate penalties for failure to make timely employment and excise deposits, due on or after Feb. 10, 2009, and on or before Feb. 25, 2009, provided the taxpayer made these deposits by Feb. 25, 2009.

Casualty Losses
In 2008, a change was made to the tax law that provides relief to individual taxpayers whose personal-use property was damaged or destroyed by a casualty in a federally declared disaster area. Under prior law, individuals who suffered casualty losses as a result of a federally declared disaster were required to reduce the loss from each casualty event by $100 and reduce the total of their casualty losses for the tax year by 10 percent of their adjusted gross income. In addition, these individuals were required to claim their casualty losses as an itemized deduction. 

In 2009, as a result of the new law, individuals who suffer a casualty loss as a result of a federally declared disaster are required to reduce the loss from each casualty event by $500. The new law removes the 10 percent of adjusted gross income limitation for net disaster losses and allows individuals to claim the net disaster losses even if they do not itemize their deductions. Affected taxpayers in a federally declared disaster area have the option of claiming disaster-related casualty losses on their federal income tax return for either this year or last year. 

Claiming the loss on an original or amended return for last year will get the taxpayer an earlier refund, but waiting to claim the loss on this year’s return could result in a greater tax saving, depending on other income factors.

Individuals may deduct personal property losses that are not covered by insurance or other reimbursements. For details, see Form 4684 and its instructions.

Affected taxpayers claiming the disaster loss on last year’s return should put the disaster designation Oklahoma/Severe Storms and Tornadoes at the top of the form so that the IRS can expedite the processing of the refund.

Other Relief
The IRS will waive the usual fees and expedite requests for copies of previously filed tax returns for affected taxpayers. Taxpayers should put the assigned Disaster Designation in red ink at the top of Form 4506, Request for Copy of Tax Return, or Form 4506-T, Request for Transcript of Tax Return, as appropriate, and submit it to the IRS. 

Affected taxpayers who are contacted by the IRS on a collection or examination matter should explain how the disaster impacts them so that the IRS can provide appropriate consideration to their case.

Taxpayers may download forms and publications from the official IRS Web site, irs.gov, or order them by calling 1-800-TAX-FORM (1-800-829-3676). The IRS toll-free number for general tax questions is 1-800-829-1040.

The Oklahoma Tax Commission has issued this notice to Oklahoma Taxpayers
The IRS issued a tax deadline extension for three Oklahoma counties. Today, the OTC issued a statement clarifying the deadline for Oklahoma individual income tax returns.

From the Oklahoma Tax Commission:

“The Internal Revenue Service recently issued a press release regarding disaster relief guidance for the February 10, 2009 tornadoes in Oklahoma. 

The Oklahoma Tax Commission would like to clarify how affected residents of Carter, Logan, and Oklahoma Counties could handle their personal Oklahoma income tax return filing requirement. 

Per the instructions for the 2008 Oklahoma resident individual income tax form, “If the Internal Revenue Code of the IRS provides for a later due date, your return may be filed by the later due date and will be considered timely filed. You should write the appropriate “disaster designation” as determined by the IRS at the top of the return, if applicable. If a bill is received for de​linquent penalty and interest, you should contact the Account Maintenance Division of the Oklahoma Tax Commission at the number on the bill.” 

Please note that in this particular situation, the provision applies only to Oklahoma individual income tax returns (OTC form 511).

Regarding the federal extension for those not covered under the law the Commission will consider waivers of penalties and interest on a case by case basis.” 

For more information, visit http://www.oktax.state.ok.us/ or call (405) 521-3160 or (800) 522-8165.

