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Financial Records: What Can You Discard?

Maybe it's a good thing that the April
15th tax deadline and the urge to
spring clean coincide. It feels good
to throw out some of the financial
records stuffing your filing cabinets.
-But before you head for the
dumpster, make sure you're not

disposing of records you may need.
You don't want to be caught empty-
handed if an IRS auditor contacts

you.

Please note that the time
frames provided below and those in
the timeline on our website are a
suggested guide, not an absolute.
Sources vary on how long records

should be kept, seven years being
the most quoted. Therefore, we

suggest that your record retention
policy is structured by reason,
probability and the dollar amount of
risk involved and not by statute of

limitations alone.

In general, you must keep records
that support items shown on your
individual tax return until the statute

of limitations runs out -- generally
three years from the due date of the
return, or the date you filed,

Business Record Guidelines

Employee Maintain for a minimum of four years, to

earnings meet various state and federal requirements.
Keep for at least three years if your business
is subject to the Fair Labor Standards Act

Employee (engaged in interstate commerce), although

time cards it's a good practice for all businesses to keep
the files for several years in case questions
arise.

Personnel Retain three years after an employee

records has been terminated.

Employme Keep four years from the date the tax was

nt tax due, or the date it was paid -- whichever is

records longer.
For travel and transportation expenses

Employee .

business supported by mileage !ogs and other
receipts, keep supporting documents for the

expenses i ;
three-year statute of limitations period.
State regulations vary. Check with your tax

Sales tax X . .

returns adwser for the required record_ retention
period for returns and supporting documents.
Records used to substantiate the cost and
deductions (such as depreciation,
amortization and depletion) associated with

Business business property must be maintained to

property determine the basis and gain (or loss) on the
sale. Keep these for as long as you own the
asset, plus seven years, according to IRS
guidelines.

Important: Before tossing out financial documents,
shred them thoroughly. Identity thieves can obtain
account numbers and other data by rummaging

| throuh trash. or example:

whichever is later. In most cases,
the IRS can audit your return for
three years.

You can also file an amended return
on Form 1040X during this time
period if you missed a deduction,
overlooked a credit or misreported

income.

50, does that mean you're safe from
an  audit after three years? Not
ecessarily. There are exceptions.

o If the IRS has reason to believe your income was understated by 25 percent or more, the

statute of limitations for an audit increases to six years.

o |[f there is suspicion of fraud or you don't file a tax return at all, there is no time limit for the IRS.



How Long to Keep Documents

Like most issues involving the IRS or other government agencies, there's no easy answer to that
question. The IRS does not require you to keep records in any particular way. But here are some
basic guidelines to follow for individuals (Guidelines for businesses are in the right-hand chart):

' Completed tax returns. Many tax advisers recommend that you hold onto copies of your

finished tax returns forever. Why? So you can prove to the IRS that you actually filed. Even if
you don't keep the returns indefinitely, you should hang onto them for at least six years after they are
due or filed, whichever is later.

Backup records. Any written evidence that supports figures on your tax return, such as
receipts, expense logs, bank notices and sales records, should generally be kept for at least
the three year period.

'J Exceptions. There are some cases when taxpayers get more than the usual three years to
file an amended return. You have up to seven years to take deductions for bad debts or
worthless securities, so don't toss out records that could result in refund claims for those items.

Real estate records. Keep these for as long as you own the property, plus three years after

you dispose of it and report the transaction on your tax return. Throughout ownership, keep
records of the purchase, as well as receipts for home improvements, relevant insurance claims, and
documents relating to refinancing. These help prove your adjusted basis in the home, which is needed
to figure the taxable gain at the time of sale, or to support calculations for rental property or home
office deductions.

Securities. To accurately report taxable events involving stocks and bonds, you must
maintain detailed records of purchases and sales. These records should include dates,

guantities, prices, dividend reinvestment, and investment expenses, such as broker fees. Keep these
records for as long as you own the investments, plus the statute of limitations on the relevant tax
returns.

Individual Retirement Accounts (IRAs). The IRS requires you to keep copies of Forms
8606, 5498 and 1099-R until all the money is withdrawn from your IRA accounts. With the

introduction of Roth IRAs, it's more important than ever to hold onto all IRA records pertaining to
contributions and withdrawals in case you're ever questioned.

If an account is closed, treat IRA records with the same rules as securities. Don't dispose of any
ownership documentation until the statute of limitations expires.

Issues affecting more than one year. Records that support figures affecting multiple years,
such as carryovers of charitable deductions, net operating loss carrybacks or carryforwards or

casualty losses, need to be saved until the deductions no longer have effect, plus seven years,
according to IRS instructions.

These general recordkeeping guidelines are for tax purposes. Insurance companies
and creditors may have other requirements.

You can find a Records Retention Timeline for Businesses on our website
at www.lumsdencpa.com/documents/Recordschecklist09final.pdf or contact
Sherry DelleBovi, CPA at 716-856-3300 or sdellebovi@lumsdencpa.com.




Taxpayers Conducting Business Overseas
Under New IRS Scrutiny

"Globalization ... literally reshaped the world's economy as businesses were
no longer defined by national borders drawn up centuries ago."
-- IRS Commissioner Doug Shulman

Individual and business taxpayers with money in offshore financial institutions
have become a bigger target for the IRS, according to the Commissioner of the
tax agency.

In a recent speech, Shulman said he has "made international issues a major
focus for the IRS."
The reasons go beyond the fact the business world has become more
international.

"With so many of our friends and neighbors feeling deep financial pressures as
they struggle to stay in their homes and pay for the most basic necessities in life,
there's little tolerance for those who have the means to pay their taxes, but shirk
their responsibilities," he said.

The IRS has been turning up the pressure on offshore financial institutions that
help U.S. citizens conceal taxable income. "We are breaking down the much
vaunted veil of secrecy,” Shulman added.

Some additional statements from the Commissioner:

President Obama and Treasury Secretary Geithner are "committed to
confronting international tax evasion and have promised a robust IRS
enforcement budget and a set of legislative initiatives to support our
efforts to curb international tax evasion."

The IRS has already increased the number of audits in this area and
prioritized stepped-up hiring of international experts and investigators.
The tax agency is also looking for ways to improve the information
received from foreign banks and through access to wire transfers.

Multinational enterprises increased from 3,000 in 1990 to more than 63,000
in 2007.

Cross-border activities are conducted by large corporations, as well as
small to mid-sized businesses and wealthy individuals. From 2000 to
2007, the value of foreign tax credits claimed by corporations increased
by more than 70 percent. During that period, individual foreign tax credits
increased 170 percent.




