Tax Tricks & Tips,

By Michele Knight, CPA

Now that you know when to file and which forms…it is time to take the leap of faith into the return itself.  A little research into the history of the tax return shows that times were simpler when the Internal Revenue Service first began.  Returns were less then a page long, taxpayers reported their income, calculated their tax liability, and that was that.
Naturally as time and society have progressed…so too did the evolution of the tax return.  Returns now exceed dozens of pages, forms are computerized for scanning and review purposes, and our sources of income and expenses have grown from crop sales to owning tenths of shares in multi-million dollar partnerships.  So, how does the IRS keep track of it all?  Because they enforce every company to report their payments to workers and investors straight to them, rather then depending on the taxpayer to report it on the return.
Have you heard that Richard Hatch of Survivor fame failed to report his nationally publicized million dollar winnings?  Well, the IRS agents didn’t need to watch the news to know that he made a fortune.  With their computer matching system, the payments made to him were tracked according to Social Security Number.  Each year, the IRS systems match W-2’s, 1099’s, K-1’s and other sources of income paid by organizations (employers, financial institutions, gambling and other prize-giving businesses) to recipients (employees, account holders, gambling and prize winners).  If there’s an amount reported by an organization that doesn’t appear on the recipient’s return, the return is flagged and the follow up (otherwise known as an audit) begins.
What does this mean for Mr. Joe Taxpayer?  It means that reporting every form of income that you received is the best starting point to avoiding any flags.  So, as your tax documents arrive, make sure that you save every one down to the $1 interest statements from the bank.  When it comes to filing your return, reporting all income sources is critically important. 
Note:  The above advice is not meant to be comprehensive tax planning advice, and you should always consult a tax professional if you have any questions.  For additional information and resources, or to submit questions for future columns, please visit www.cpamichele.com. 

