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Options for Taxpayers Considering an Extension 

Situation Options Penalties and Interest Advantages/Disadvantages 
A No balance due - Do nothing - None  Disadvantages: 

- Taxpayer may miss out on a refund  
B Balance due: at 

least 90% of tax 
liability already paid 
 
(3 options available)  

- Do nothing  - Failure to file penalty 
- Late payment penalty 
- Interest 

Disadvantages: 
- Failure to file and late payment penalties will be assessed 
- Interest will be assessed on the tax AND the failure to file penalty  

- Request an extension by April 17, 2012 
- File return by October 15, 2012 
- Pay balance due with return 

-Interest Advantages: 
- Avoid late payment and failure to file penalties 
Disadvantage: 
- Interest will be assessed on any tax not paid by the original return due date 

- Request an extension by April 17, 2012 
- Do not file return or pay balance due by 
October  15, 2012 

-Failure to file penalty 
- Late payment penalty 
- Interest 

Disadvantages: 
- Failure to file and late payment penalties will be assessed 
- Interest will be assessed on the tax AND the failure to file penalty 

C Balance due: less 
than 90% of tax 
liability already paid 
 
(4 options available) 

- Request an extension by April 17,2012  
- File return by October 15, 2012 
- Pay balance due with return 

- Late payment penalty  
- Interest 

Advantages: 
- Failure to file penalty will be avoided if taxpayer files return by the extended due date  
Disadvantages: 
- Late payment penalty will be assessed on the balance owed  
- Interest will be assessed on outstanding tax  

- Request an extension by April  17, 2012 
and submit a payment so that at least 90% 
of tax liability is paid with request 
- File return by October 15, 2012 
- Pay balance due with return 

- Interest Advantages: 
- Avoid late payment and failure to file penalties 
Disadvantage: 
- Interest will be assessed on any tax not paid by the original return due date 

- File return by April 17, 2012 
- Request a short-term extension to pay in 
full (120 days maximum) or enter into an 
installment agreement 

- Late payment penalty 
-Interest 

Advantages: 
- Avoid failure to file penalties 
Disadvantages: 
- Interest will be assessed on any tax that is paid after the original return due date 

- File return by April 17, 2012 without 
paying balance due or making payment 
arrangements 
 

- Late payment penalty 
- Interest  

Advantages: 
- Failure to file penalty is avoided 
Disadvantages: 
- Late payment penalty will be assessed  
- Interest will be assessed on outstanding tax  

Explanation of Penalties and Interest 
Type When Penalty Applies Amount of Penalty 

A Interest - Interest is charged on unpaid tax from the original due date of the 
return until the date of payment (even if the taxpayer was granted 
an extension of time to file the return) 

- The interest rate is determined every 3 months and may fluctuate as a result  
- Interest is compounded daily 
- Interest also applies to penalties  

B Failure to file 
penalty* 

- When a taxpayer fails to file a return by the original or extended due 
date, the IRS may assess a late filing penalty (also referred to as a 
failure to file penalty).  

- Interest may also apply to penalties 

- The penalty is equal to 5% of the unpaid balance, per month or part of a month, up to a maximum of 25% of 
unpaid tax (Note: The 5% per month penalty increases to 15% per month  if the failure to file is due to fraud) 

- For returns filed more than 60 days after the due date or extended due date the minimum penalty is equal to 
the lesser of $135 or 100% of the unpaid tax 

C Late payment 
penalty* 

- A late payment penalty generally applies when a taxpayer fails to 
pay the balance of tax due by the original return due date. 

- Interest may also apply to penalties 

- The penalty rate is 1/2 of 1% per month or part of a month, up to a maximum of 25% of the unpaid tax 
- The 1/2 of 1% rate increases to 1% if the tax remains unpaid 10 days after the IRS issues a notice of intent 
to levy  

- For individuals who file by the due date, the 1/2 of one percent rate decreases to one-quarter percent for any    
month in which an installment agreement is in effect 

*Combined failure to file and late payment penalties    
- If both the failure-to-file and the failure-to-pay penalties apply in any month, the 5% failure-to-file penalty is reduced by the failure-to-pay penalty, so that the combined penalties do not exceed 5% per month.  
- Returns filed more than 60 days after the due date or extended due date have a minimum penalty equal to the smaller of $135 or 100% of the unpaid tax. 

 


