TAX TALK

BY JEFFREY D. SKOLNICK, CPA, M.S. TAXATION

HOW LONG SHOULD I KEEP TAX RECORDS?
This question is one of the most popular ones that I receive from clients.  Usually when this question is posed it is actually code for “I want to throw some paperwork out and I want you to tell me its okay”.
The most common answer

If you consult the IRS website or speak with tax preparers they tell you to retain most records for 7 years.  

The general rule for an audit is that you may be audited for 3 years after the later of the due date of the return or the date the return is actually filed.  This would mean that if you filed your 2009 tax return before April 15, 2010, then you could be audited until April 15, 2013.

Another part of the statute for audits allows the IRS to go back 6 years if you do not report income that should have been reported and it is more than 25% of the gross income shown on your return.

The answers that you may not like now, but may save you later

I suggest that my clients retain copies of all tax returns indefinitely.  They can be useful even once the most common 3 or 6 year statute of limitations have passed.

If you have not filed your return, then the statute of limitations does not start to run.  If you receive a notice from the IRS about a return from 10 years ago that they claim was never filed, the easiest way to answer them is by providing a copy of the return.  In the age of electronically filed returns my hope is that this problem is greatly reduced as the IRS sends confirmation once electronically filed returns are received.

In addition, if the IRS suspects fraud, the statute of limitations is indefinite.
The retention time for financial records pertaining to investments is much longer.  For example records of stocks purchased would have to be kept from the day the stock was purchased until 7 years after the security was sold. This is even more important if you have dividend reinvestment plans as each year you are adding to the basis of the security.  Keep in mind that if a security is gifted, then the person receiving the gift generally has the same basis as the person giving the gift and therefore should be given proof of basis along with the gift. In addition you should retain the closing statement from the purchase of your home as well as records for any improvements you made over the years until your home is sold.
Please keep in mind that I have only been discussing the IRS, however your state taxing authority could also audit your return.

Conclusion

I know there are many rules as to which records should be kept and for how long.  The good news is that most people have computers today and records can be scanned to save space.  Once again if you’re not sure, then check with a tax professional before discarding any records. 
