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How long should tax records be kept? The answer depends on
the type of records and other circumstances.

There are tax and nontax reasons for keeping records. For tax
purposes, income sources and amounts need to be identified
through W-2 wage statements, Forms 1099 (interest income,
mutual fund income, stock transactions) and other documentation.

Records also may be needed for insurance purposes or to ob-
tain a loan. Individuals should compare annual earned income
with the earnings shown on their annual Social Security state-
ments (for workers older than 25).

Expenses need to be documented to support deductions in
the event of an IRS audit. Documentation can be in the form of
a cash receipt, credit card statement or cancelled check. Inter-
est and penalties may be levied if deductions are disallowed for
lack of records.

Keeping tax returns is helpful to guide the preparation of fu-
ture tax returns and for filing an amended tax return. The IRS
can furnish copies of your prior-year tax returns if necessary.

Records should be kept to document the cost (basis) of real
and personal property. In particular, the cost of improvements



to real estate increases the basis of the property and, thus,
decreases the amount of taxable gain when the property is sold.
Such records are also necessary to support insurance claims
and casualty loss deductions, as well as depreciation deduc-
tions for business and investment structures and improvements.

Statutes of Limitations

IF you. .. THEN the period is . . .

1. Owe additional tax and (2), (3), (4) and (5) do not apply to you

2. Do not report income that you should and it is more than 25%
of the gross income shown on your return

3. File a fraudulent return
4. Do not file a return
5. File a claim for a loss from worthless securities

Assume the Realtor is in the 28 percent tax bracket. The
additional tax would be $8,400 ($30,000 x 28 percent). A $1,680
penalty also would have to be paid ($8,400 x 20 percent) plus
interest on both the tax and the penalty.

Fraud is another matter. Fraud exists if there is a deliberate
attempt to evade tax. Typically,
fraud exists when large amounts of
taxable income are not included on
the tax return.

Th imi
ree years Fraud can be found to be a crimi-

Six years nal act depending on the circum-
NG limit stances. For example, famed base-

. ball player Pete Rose did not report
No limit

sizeable amounts of income from

Seven years gambling and sales of memorabilia.

Source: IRS Publication 552 - Recordkeeping for Individuals

Records associated with tax returns should be kept at least
until the statute of limitations runs out. The statute of limita-
tions is the time during which the IRS is allowed to audit a tax
return. The table above shows various lengths of statutes of
limitations. The minimum, which applies to most people, is
three years.

Statutes of limitation periods and associated penalties for
errors vary. As indicated in the table, omitted income that ex-
ceeds 25 percent of gross income results in a six-year statute of
limitations. For example, assume a taxpayer has $100,000 gross
income from real estate commissions. If the Realtor with-
drew $30,000 of taxable funds from a pension plan (either the
taxpayer’s or an inherited plan) and unintentionally neglected
to include that income on the tax return, the six-year statute of
limitations would apply. As long as the omission was uninten-
tional, a “negligence” penalty of 20 percent of the tax due, plus
interest, would have to be paid.

He served five months in prison for
criminal fraud.

For most people, tax records other than those pertaining to
assets (real estate and securities, for example) could be discarded
after three years. Even so, a longer period — seven or more years
— would be prudent. ¥

Dr. Stern (stern@indiana.edu) is a research fellow with the Real Estate
Center at Texas AGM University and a professor of accounting in the Kelley
School of Business at Indiana University.

At a minimum, tax records should be kept three years.
However, a period of seven or more years is recommended.
Tax and nontax factors play a role in the decision.
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In the next three minutes,
would you rather:

Pump gas
and rejoice that the price
has gone down by three cents a gallon.

Wait in line for latte
and realize it's ridiculou

to spend $4.50 for a cup of coffee.
Listen to “on hold” music
and wonder if tech support

REALLY answers calls in the order

in which they are received.

Answer a short survey

about this magazine D
and be entered to

win a gift card.

Two lucky participants
will receive $50 gift cards for Amazon.com!

& 0'[s] Sogoto
_il'_".& 1 https://www.surveymonkey.com/s/TGSurvey

and give us a piece of your mind.




