
Taxpayer Penalties 

 

 
Understatements of your actual tax liability can result in substantial assessments of penalties and 
interest by the I.R.S. and state taxing authorities.  In addition, the I.R.S. can assess penalties for 
late payment of tax, late filing of the return, and accuracy related issues.  Lastly, if the IRS re-
determines your tax liability to be greater than 125% as originally filed, they can assess a penalty 
for fraudulent filing. 

 
In order to avoid these penalties you should: 
 
1) Pay your taxes in a timely manner (this usually means in advance).  This firm recommends the 
filing of quarterly estimated taxes throughout the year.  Penalties for paying late accrue at 0.5% 
per month, plus interest accrued at the federal rate. 
 
2) File your return on time or file a valid extension.  Filing an extension without paying your tax 
in full does not constitute a valid extension.  Failure to file on time accrues a penalty of 5% per 
month of the total tax amount up to 25% of the total tax, plus interest accrued at the federal rate. 
 
3) Report all sources of taxable income and be prepared to explain any source of income not 
included on your tax return.  If you receive any money or income which you believe to be non-
taxable (such as a gift, loan repayment, etc.), I suggest you keep a record of the reasons why the 
income is not reported on your return.  This is addressed in the “income” section of the 
questionnaire.  The I.R.S. will consider any deposits made to a bank account as taxable income 
unless you can prove otherwise. 
 
4) Try to substantiate all items of deduction.  You are advised that failure to keep adequate 
records to substantiate items on your tax return can lead to penalties assessed under IRC code 
section 6662.  Ask us to research questionable items for a professional recommendation.  Send 
your information to us early and be prepared to ask your questions at interview time. 

 


