Estimated tax penalty vs failure to file penalty vs failure to pay penalty

Do you usually owe when you file your taxes? Is the balance due more than $1,000? (These are rhetorical, so do not answer these two questions in the comments LOL). If you did answer yes, do you know if you are paying an extra penalty called the estimated tax penalty? Surprisingly most people don't even notice this extra penalty. This is a separate penalty from the more commonly known penalties for not filing and not paying your taxes by 4/15.


Estimated tax penalties are assessed when you don't have enough taxes withheld from your W2 and/or when you are self-employed and make a taxable profit. The penalty is assessed because you don't pay in the taxes during the tax year. Since estimated taxes are due four times a year, the penalty is weighted, so it's not an exact percent. Usually though, it is less than 2%.


The failure to file penalty is assessed after 4-15 of the tax filing year if you have a balance due and don't file an extension. The penalty is 4.5% (.045)/month of your tax due.


The failure to pay penalty is assessed after 4-15 if you owe taxes and haven't paid them (regardless if you file an extension or not-an extension does NOT extend the due date of any taxes due). It is .5% (.005) per month of your tax due.

To see if you have been paying an estimated tax penalty, look at line 38 on page 2 of your 1040 tax return. If you see an amount there, that is the estimated tax penalty. The amount is already included in your "amount you owe" on line 37 page 2 of your 1040 tax return.

Example:

If you owe $10,000 on 4/15 and don’t file/pay till 10/1

	
	Late Filing Penalty (4.5%)
	Late Payment Penalty (.5%)
	Total Penalties

	With Extension
	0
	$10,000 x .005 x 6 mo = $300
	$300

	Without Extension
	$10,000 x .045 x 6 mo= $2,700
	$10,000 x .005 x 6 mo = $300
	$3,000



