
Lesson 13: Deposits – Electronic Federal Tax Payment System – EFTPS &

Hello and welcome back to our lesson on the Electronic Federal Tax Payment System or EFTPS.

This is how payors and withholding agents remit payments to the IRS.  Simple enough so let’s

begin the lesson.

Payors and withholding agents must deposit all withheld taxes under chapters 3 and 4 by

electronic funds transfer.  Generally, this is done by using EFTPS.  Payors and withholding agents

that do not want to use EFTPS can arrange for a tax professional, financial institution or other

third party to make the deposits on its behalf.  Payors and withholding agents may also arrange

for a financial institution to initiate same-day wire payments on its behalf.

EFTPS is a free service provided by the United States Department of Treasury.   In order to

enroll, the payor or withholding agent will visit eftps.gov which provides a step-by-step guide.  It

will receive its own Personal Identification Number in the mail within five to seven business

days.  All payments should be stated in U.S. dollars and should be made in U.S. dollars.  Unless

your organization is new or has organized a new entity, this process should already be set up

and you should familiarize yourself with it.

Well, that it on EFTPS.  Lets move on to Deposit Penalties.

Hello and welcome back to our last lesson in this module on payments and withholding.  We

will talk about deposit penalties and what a payor or withholding agent might expect to see in

this regard.  Let’s begin.

The first penalty we will talk about is the penalty for failure to make a deposit on time.  When a

payor or withholding agent does not make a required deposit within the time prescribed, then it

will have a penalty imposed on the underpayment.  An underpayment is the difference between

the required deposit and the actual deposit made or not made.  Payors and withholding agents

are able to avoid this penalty if they can show that the failure to deposit was for reasonable

cause and not because of willful neglect.  The IRS does not abate this penalty normally, and



proving reasonable cause is not an easy task.  Examples of reasonable cause includes items such

as natural disasters on a due date, unanticipated system failures, etc.

The next penalty is depositing on time.  When a payor or withholding agent makes a deposit by

EFTPS, it must be on time.  The payor or withholding agent must initiate the deposit by 8 pm

EST on the day before the date the deposit is due.  When using a third party to make deposits

on its behalf, the payor or withholding agent must check with the third party to understand the

specific cutoff times, so that it does not make a late deposit.

Why do we care about depositing on time?  Well, because of penalties, of course.  As of 2020,

the penalty rate is as follows.

● If the deposit is 1-5 days late, then the penalty is 2 percent of the underpayment.

● If the deposit is 6-15 days late, then the penalty is 5 percent of the underpayment.

● If the deposit is 16 or more days late, then the penalty is 10 percent of the

underpayment.

● Now, if the deposit is not made within 10 days after the IRS issues its first notice

demanding the deposit payment, then the penalty is 15 percent of the underpayment.

If the payor or withholding agent owes a penalty for failing to deposit tax for more than one

deposit period, and it makes another deposit, then the IRS will apply that deposit to the most

recent period to which the deposit relates.  This is unless the payor or withholding agent

designates the deposit period or periods to which the deposit should be applied.  They would

make this designation only during a 90-day period that begins on the day of the penalty notice.

So, the payor or withholding agent cannot simply throw a deposit to the IRS and expect they

will politely process the amount and apply it to the penalty.  Instead, the payor or withholding

agent must designate the amount as payment for the penalty amount.  This is an important

note!  Not following this designation requirement will merely keep piling deposit amounts on

the taxpayer account and will not satisfy any prior liabilities.  So, as an example, if a payor owes

a penalty for failing to deposit $100 for July 2020 and $100 for August 2020 and it actually

makes a $100 deposit in September 2020, the deposit will apply to $100 for September, the



most recent period.  If the payor decides that it will also send a $200 deposit in September

2020 to cover the prior amounts not deposited for July and August, then the IRS will apply it

only to the most recent deposit.  The September 2020 deposit will reflect as $300 for the initial

$100 deposit and then the $200 deposit meant to correct prior months.  As you can see, the

additional $200 did not correct the prior months and merely over deposited for the month of

September.  In order for the $200 to be allocated as $100 for each July 2020 and August 2020,

the payor will have to designate these amounts as such to the IRS.  Otherwise, the IRS will just

keep piling the most recent deposit received to the most recent payment and not go back to

apply any payments prior to the current period unless explicitly told to do so in these

designations.

Well, there was a lot to take in during this lesson, so we hope you are ready to move on to see

where we enter all of this information on a tax or information return in our next module on

reporting.  See you then!


