
10 Strategies to Settle Your Tax Debt Without 
Breaking the Bank

Dealing with tax debt can feel overwhelming, especially when you're trying to stay afloat 
financially. Fortunately, there are effective strategies to address your tax obligations without 
draining your bank account. The IRS offers several programs and relief options, but 
knowing which one works best for your situation is crucial.

In this blog, we’ll cover 10 strategies to settle your tax debt in a way that’s manageable and 
financially feasible. At Mercy Tax Solutions we specialize in resolving tax debt and you 
can contact us at info@MercyTaxSolutions.com or call (423) 825-8104 to take steps today 
to resolve your tax debt. 

1. Understand Your Tax Debt

Before diving into solutions, it’s important to understand the full scope of your tax debt. 
Request a transcript from the IRS to review how much you owe, including interest and 
penalties. This step helps you make informed decisions about the best resolution strategy.

2. Set Up an Installment Agreement



An installment agreement allows you to pay your tax debt in manageable monthly 
payments. The IRS offers two types of plans:

Short-term plans (under 180 days) for smaller balances

Long-term plans for larger balances, often requiring a setup fee

While interest and penalties continue to accrue, spreading payments over time makes it 
easier to manage your finances.

3. Apply for an Offer in Compromise (OIC)

An Offer in Compromise allows you to settle your tax debt for less than the total amount 
owed. To qualify, you must demonstrate that paying the full amount would create financial 
hardship. The IRS considers factors like your income, expenses, and assets when evaluating 
your eligibility.

An OIC can be a game-changer, but it requires thorough preparation and documentation. 
You should know that there are strict requirements and not everyone qualifies.  Working 
with a tax resolution specialist can significantly increase your chances of approval.

4. Request a Penalty Abatement

Penalties can make up a significant portion of your tax debt. If you’ve faced circumstances 
beyond your control—such as a medical emergency or natural disaster—you may qualify for 
penalty abatement. The IRS offers relief through:

First-Time Penalty Abatement

Reasonable Cause Penalty Relief



Submitting a well-documented request can lead to substantial savings.

5. Consider Currently Not Collectible (CNC) Status

If paying your tax debt would leave you unable to cover basic living expenses, you can 
request to be placed in "Currently Not Collectible" status. This temporarily halts IRS 
collection efforts, including wage garnishments and levies.

While interest continues to accrue, CNC status gives you breathing room to stabilize your 
financial situation.

6. File All Missing Tax Returns

If you have unfiled tax returns, the IRS may assess your tax debt based on estimates, which 
often overstate your actual liability. Filing your missing returns can reduce the debt and 
open the door to resolution options.

Failing to file can also disqualify you from programs like Offers in Compromise or 
installment agreements.

7. Protect Yourself From Collection Actions

If you’re struggling with tax debt, it’s crucial to understand your rights and how to protect 
yourself from aggressive IRS collection actions like liens, levies, and wage garnishments.

Request a Collection Due Process Hearing: If you’ve received a Final Notice of 
Intent to Levy, you have the right to request a hearing to appeal the action. This can 
halt collections temporarily while your case is reviewed.

Submit Form 911: The Taxpayer Advocate Service (TAS) can intervene if you’re 
experiencing significant financial hardship due to IRS actions. Submitting Form 911 
can help protect you while working on a resolution.
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Understanding your rights and acting proactively can prevent financial devastation while 
you work toward resolving your tax debt.

8. Challenge the Debt Through Audit Reconsideration

If your tax debt arises from an IRS audit and you believe the findings were incorrect, you 
can request an audit reconsideration. This involves submitting additional documentation to 
dispute the audit results.

While this process doesn’t guarantee a reduction in debt, it’s worth pursuing if you have 
strong evidence to support your case.

9. Negotiate a Partial Payment Installment Agreement (PPIA)

A Partial Payment Installment Agreement allows you to pay less than the full amount owed 
over time. Unlike a regular installment agreement, a PPIA reduces your total liability.

The IRS reviews your financial situation every two years to determine if you’re still 
eligible, so it’s important to keep your finances in order.

10. Seek Professional Help

Navigating IRS programs and negotiations can be complex and time-consuming. A tax 
resolution specialist can analyze your financial situation, determine the best strategy, and 
negotiate on your behalf.

Professionals have the expertise to handle IRS communications and ensure your case is 
presented in the best possible light. 

Tips for Success When Settling Tax Debt

Act Quickly The sooner you address your tax debt, the more options you’ll have for 
resolution. Delaying action can lead to additional penalties and interest.
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Stay Organized Keep all financial records, IRS notices, and correspondence in one 
place to streamline the resolution process.

Be Honest and Transparent Accurate and truthful communication with the IRS is 
essential for resolving your debt effectively.

Understand Your Rights Taxpayers have rights during the resolution process, 
including the right to representation and the right to appeal IRS decisions.

Conclusion

Tax debt can feel like an insurmountable burden, but you have options to address it 
without breaking the bank. From installment agreements to Offers in Compromise and 
penalty abatements, there’s a strategy for every financial situation.

Remember, seeking professional help can make a significant difference in the outcome. 
Contact Mercy Tax Solutions at info@MercyTaxSolutions.com or call (423) 825-8104 to 
connect with an experienced tax resolution specialist who can guide you through the 
process and help you achieve financial peace of mind.

Take the first step toward resolving your tax debt today!


