Tax Tricks & Tips,

By Michele Knight, CPA

Let’s talk income.  Everyone’s favorite check coming in…and everyone’s dread at tax time.  There are many types of income that must be reported on the tax return, much of which is reported to the taxpayer on Forms W-2 and 1099.  Remember, for every dollar reported to the IRS, you must report and pay tax on as well, so it is important to save each of these forms when they arrive and include them all in your tax return preparation.
The form you’re probably most familiar with is the W-2.  This form contains twenty different boxes, and is used by an employer to report your wages, any state or federal income tax withheld, and other transactions throughout the year, such as daycare benefits, 401(k) contributions and payments to the company’s life insurance plan.  It is important that you double check this information, as I’ve seen many errors in my experience.  If you do find an error, make sure to call your company’s HR department and have them correct the error prior to February 28th…their deadline for reporting the information to the IRS.
The second most common form you’ll receive is a series of 1099’s.  This “family” of forms is used to report payments of interest (1099-INT), contract labor wages (1099-MISC), dividends received (1099-DIV), and proceeds from broker transactions (1099-B).  Unlike the W-2, which is a fairly standardized, 1099’s can be reported in a number of different formats, and often come grouped together.  For instance, if you hold several different accounts with a brokerage firm, they may send you a 1099-INT, 1099-DIV, and 1099-B all on one page.
Of course, nothing is simple when it comes to taxes.  There are also other forms to watch out for, such as the K-1, which is used for reporting any partnership and S Corporation income and losses that are passed through to an individual.  Social Security Benefits are reported to the recipient on the SSA-1099.  Among the many other types of forms, its important to remember one key point: it is the taxpayer’s responsibility to report all sources of income.  While there are nominal penalties assesses for any company who fails to issues the proper forms to income recipients, it is still the taxpayer who will be charged significant interest and penalties on any income they fail to report.
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. 

