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Your supporting documents should show the
amount paid and that the amount was for
inventory. Documents reporting the cost of
inventory include the following.

e Canceled checks.
e Cash register tape receipts.
e Credit card sales slips.

e Invoices.

These records will help you determine the
value of your inventory at the end of the
year. See Pub. 538 for information on
methods for valuing inventory.

Expenses. Expenses are the costs

you incur (other than the cost of inventory) to
carry on your business. Your supporting
documents should show the amount paid

and that the amount was for a business
expense. Documents for expenses include

the following.

e Canceled checks.

77



e Cash register tapes.

e Account statements.

e Credit card sales slips.

e Invoices.

e Petty cash slips for small cash payments.

A petty cash fund allows you to make
@ small payments without having to

write checks for small amounts. Each
time you make a payment from this fund, you
should make out a petty cash slip and attach
it to your receipt as proof of payment.

Travel, transportation, and gift expenses.
Specific recordkeeping rules apply to these
expenses. For more information,

see Pub. 463.

Employment taxes. There are specific
employment tax records you must keep. For a
list, see Pub. 15.
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Assets. Assets are the property, such as
machinery and furniture you own and use in
your business. You must keep records to
verify certain information about your business
assets. You need records to figure the annual
depreciation and the gain or loss when you
sell the assets. Your records should show the
following information.

e When and how you acquired the asset.
e Purchase price.
e Cost of any improvements.

e Section 179 deduction taken.

Deductions taken for depreciation.

Deductions taken for casualty losses, such
as losses resulting from fires or storms.

How you used the asset.

When and how you disposed of the asset.

Selling price.

e Expenses of sale.
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The following documents may show
this information.

e Purchase and sales invoices.
e Real estate closing statements.
e Canceled checks.

What if I don't have a canceled check?
If you do not have a canceled check,

you may be able to prove payment with
certain financial account statements
prepared by financial institutions. These
include account statements prepared

for the financial institution by a third party.
These account statements must be highly
legible. The following table lists acceptable
account statements.
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IF payment is
by...

THEN the statement
must show the...

Check

Check number.
Amount.
Payee's name.

Date the check amount
was posted to the
account by the financial
institution.

Electronic funds
transfer

Amount transferred.
Payee's name.

Date the transfer was
posted to the account by
the financial institution.

Credit card

Amount charged.
Payee's name.

e Transaction date.
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Proof of payment of an amount, by
itself, does not establish you are
entitled to a tax deduction. You should
also keep other documents, such as credit
card sales slips and invoices, to show that you
also incurred the cost.

CAUTION

Recording Business Transactions

A good recordkeeping system includes a
summary of your business transactions. (Your
business transactions are shown on the
supporting documents just discussed.)
Business transactions are ordinarily
summarized in books called journals and
ledgers. You can buy them over the

Internet and at your local stationery or office
supply store.

A journal is a book where you record each
business transaction shown on your
supporting documents. You may have

to keep separate journals for transactions
that occur frequently.
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A ledger is a book that contains the totals
from all of your journals. It is organized into
different accounts.

Whether you keep journals and ledgers and
how you keep them depends on the type of
business you are in. For example, a
recordkeeping system for a small business
might include the following items.

e Business checkbook.
e Daily summary of cash receipts.
e Monthly summary of cash receipts.

e Check disbursements journal.

Depreciation worksheet.
e Employee compensation record.

The business checkbook is explained next.
The other items are illustrated later under
Recordkeeping System Example.
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business transactions will be more

effective if you follow good
recordkeeping practices. For example, record
expenses when they occur, and identify the
source of recorded receipts. Generally, it is
best to record transactions on a daily basis.

@ The system you use to record

Business checkbook. One of the first things
you should do when you start a business is
open a business checking account. You should
keep your business account separate from
your personal checking account.

The business checkbook is your basic source
of information for recording your business
expenses. You should deposit all daily receipts
in your business checking account. You

should check your account for errors by
reconciling it. See Reconciling the checking
account, later.
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Consider using a checkbook that allows
enough space to identify the source of
deposits as business income, personal funds,
or loans. You should also note on the deposit
slip the source of the deposit and keep copies
of all slips.

You should make all payments by check to
document business expenses. Write checks
payable to yourself only when making
withdrawals from your business for personal
use. Avoid writing checks payable to cash. If
you must write a check for cash to pay a
business expense, include the receipt for the
cash payment in your records. If you cannot
get a receipt for a cash payment, you should
make an adequate explanation in your
records at the time of payment.

purposes only. Indicate the source of
deposits and the type of expense in
the checkbook.

@ Use the business account for business
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Reconciling the checking account. When
you receive your bank statement, make sure
the statement, your checkbook, and your
books agree. The statement balance may not
agree with the balance in your checkbook and
books if the statement:

e Includes bank charges you did not enter in
your books and subtract from your
checkbook balance, or

e Does not include deposits made
after the statement date or checks that
did not clear your account before the
statement date.

By reconciling your checking account,
you will:

e Verify how much money you have
in the account,

e Make sure that your checkbook and books
reflect all bank charges and the correct
balance in the checking account, and
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e Correct any errors in your bank
statement, checkbook, and books.

You should reconcile your checking
account each month.
Before you reconcile your monthly bank
statement, check your own figures.
Begin with the balance shown in your
checkbook at the end of the previous
month. To this balance, add the total cash

deposited during the month and subtract the
total cash disbursements.

After checking your figures, the result should
agree with your checkbook balance at the end
of the month. If the result does not agree,
you may have made an error in recording a
check or deposit. You can find the error by
doing the following.

1. Adding the amounts on your check
stubs and comparing that total with
the total in the "amount of check”
column in your check disbursements
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journal. If the totals do not agree,
check the individual amounts to see if
an error was made in your check stub
record or in the related entry in your
check disbursements journal.

Adding the deposit amounts in your
checkbook. Compare that total with
the monthly total in your cash receipt
book, if you have one. If the totals do
not agree, check the individual
amounts to find any errors.

If your checkbook and journal entries still
disagree, then refigure the running balance in
your checkbook to make sure additions and
subtractions are correct.

When your checkbook balance agrees

with the balance figured from the journal
entries, you may begin reconciling your
checkbook with the bank statement. Many
banks print a reconciliation worksheet on the
back of the statement.
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To reconcile your account, follow these steps.

1.

Compare the deposits listed on the
bank statement with the deposits
shown in your checkbook. Note all
differences in the dollar amounts.

Compare each canceled check,
including both check number and
dollar amount, with the entry in your
checkbook. Note all differences in the
dollar amounts. Mark the check
number in the checkbook as having
cleared the bank. After accounting for
all checks returned by the bank, those
not marked in your checkbook are
your outstanding checks.

Prepare a bank reconciliation. One is
illustrated later under Recordkeeping
System Example.
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4. Update your checkbook and journals
for items shown on the reconciliation
as not recorded (such as service
charges) or recorded incorrectly.

At this point, the adjusted bank statement
balance should equal your adjusted
checkbook balance. If you still have
differences, check the previous steps to find
the errors.

Bookkeeping System

You must decide whether to use a single-
entry or a double-entry bookkeeping system.
The single-entry system of bookkeeping is the
simplest to maintain, but it may not be
suitable for everyone. You may find the
double-entry system better because it has
built-in checks and balances to assure
accuracy and control.

Single-entry. A single-entry system is
based on the income statement (profit or
loss statement).
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It can be a simple and practical system if you
are starting a small business. The system
records the flow of income and expenses
through the use of:

1. A daily summary of cash receipts, and

2. Monthly summaries of cash receipts
and disbursements.

Double-entry. A double-entry bookkeeping
system uses journals and ledgers.
Transactions are first entered in a journal and
then posted to ledger accounts. These
accounts show income, expenses, assets
(property a business owns), liabilities (debts
of a business), and net worth (excess of
assets over liabilities). You close income and
expense accounts at the end of each tax year.
You keep asset, liability, and net worth
accounts open on a permanent basis.

In the double-entry system, each
account has a left side for debits and a
right side for credits.
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It is self-balancing because you record every
transaction as a debit entry in one account
and as a credit entry in another.

Under this system, the total debits must
equal the total credits after you post the
journal entries to the ledger accounts. If the
amounts do not balance, you have made an
error and you must find and correct it.

An example of a journal entry exhibiting a
payment of rent in October is shown next.

General Journal

Description of
Date Entry Debit | Credit

Oct. 5 Rent expense /780.00

Cash /80.00
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Computerized System

There are computer software packages

you can use for recordkeeping. They can be
purchased over the Internet and in many
retail stores. These packages are very
helpful and relatively easy to use; they
require very little knowledge of bookkeeping
and accounting.

If you use a computerized system, you must
be able to produce sufficient legible records to
support and verify entries made on your
return and determine your correct tax
liability. To meet this qualification, the
machine-sensible records must reconcile with
your books and return. These records must
provide enough detail to identify the
underlying source documents.

You must also keep all machine-sensible
records and a complete description of
the computerized portion of your
recordkeeping system.
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This documentation must be sufficiently
detailed to show all of the following items.

e Functions being performed as the data
flows through the system.

e Controls used to ensure accurate and
reliable processing.

e Controls used to prevent the unauthorized
addition, alteration, or deletion of
retained records.

e Charts of accounts and detailed
account descriptions.

For more information, see Revenue Procedure
98-25 in Cumulative Bulletin 1998-1,

available at
IRS.gov/ Businesses/Automated-Records.

94


https://www.irs.gov/businesses/automated-records
https://www.irs.gov/businesses/automated-records

Table 3. Period of Limitations

IF you... THEN the period is...
1. Owe additional tax and situations (2), (3), and (4), below, do not apply to you 3 years
2. Do not report income that you should report and it is more than 25% of the gross 6 years
iIncome shown on the return
3. File a fraudulent return Not limited
4. Do not file a return Not limited

5. File a claim for credit or refund after you filed your return

Later of: 3 years or
2 years after tax
was paid

6. File a claim for a loss from worthless securities or a bad debt deduction

7 years
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How Long To Keep Records

You must keep your records as long as they
may be needed for the administration of any
provision of the Internal Revenue Code.

Generally, this means you must keep records
that support an item of income or deduction
on a return until the period of limitations for
that return runs out.

The period of limitations is the period of time
in which you can amend your return to claim
a credit or refund, or the IRS can assess
additional tax. Table 3 contains the periods of
limitations that apply to income tax returns.
Unless otherwise stated, the years refer to
the period after the return was filed. Returns
filed before the due date are treated as filed
on the due date.

They help in preparing future tax
returns and making computations if
you file an amended return.

@ Keep copies of your filed tax returns.
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Employment taxes. If you have employees,
you must keep all employment tax records for
at least 4 years after the date the tax
becomes due or is paid, whichever is later.
For more information about recordkeeping for
employment taxes, see Pub. 15.

Assets. Keep records relating to property
until the period of limitations expires for the
year in which you dispose of the property in a
taxable disposition. You must keep these
records to figure any depreciation,
amortization, or depletion deduction,

and to figure your basis for computing

gain or loss when you sell or otherwise
dispose of the property.

Generally, if you received property in a

nontaxable exchange, your basis in that
property is the same as the basis of the
property you gave up, increased by any
money you paid.
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You must keep the records on the old
property, as well as on the new property,
until the period of limitations expires for the
year in which you dispose of the new property
in @ taxable disposition.

Records for nontax purposes. When your
records are no longer needed for tax
purposes, do not discard them until you check
to see if you have to keep them longer for
other purposes. For example, your insurance
company or creditors may require you to
keep them longer than the IRS does.

Recordkeeping System Example

This example illustrates a single-entry system
used by Henry Brown, who is the sole
proprietor of a small automobile body shop.
Henry uses part-time help, has no inventory
of items held for sale, and uses the cash
method of accounting.
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These sample records should not be viewed
as a recommendation of how to keep your
records. They are intended only to show how
one business keeps its records.

1. Daily Summary of Cash Receipts

This summary is a record of cash sales for the
day. It accounts for cash at the end of the
day over the amount in the Change and Petty
Cash Fund at the beginning of the day.

Henry takes the cash sales entry from his
cash register tape. If he had no cash register,
he would simply total his cash sale slips and
any other cash received that day.

He carries the total receipts shown in this
summary for January 3 ($267.80), including
cash sales ($263.60) and sales tax ($4.20),
to the Monthly Summary of Cash Receipts.

Petty cash fund. Henry uses a petty cash
fund to make small payments without having
to write checks for small amounts.
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Each time he makes a payment from this
fund, he makes out a petty cash slip and
attaches it to his receipt as proof of payment.
He sets up a fixed amount ($50) in his petty
cash fund. The total of the unspent petty cash
and the amounts on the petty cash slips
should equal the fixed amount of the fund.
When the totals on the petty cash slips
approach the fixed amount, he brings the
cash in the fund back to the fixed amount by
writing a check to “Petty Cash” for the total of
the outstanding slips. (See the Check
Disbursements Journal entry for check
number 92.) This restores the fund to its
fixed amount of $50. He then summarizes the
slips and enters them in the proper columns
in the monthly check disbursements journal.

2. Monthly Summary of Cash Receipts

This shows the income activity for the month.
Henry carries the total monthly net sales
shown in this summary for January
($4,865.05) to his Annual Summary.
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To figure total monthly net sales, Henry
reduces the total monthly receipts by the
sales tax imposed on his customers and
turned over to the state. He cannot take a
deduction for sales tax turned over to the
state because he only collected the tax. He
does not include the tax in his income.

3. Check Disbursements Journal

Henry enters checks drawn on the business
checking account in the Check Disbursements
Journal each day. All checks are prenumbered
and each check number is listed and
accounted for in the column provided

in the journal.

Frequent expenses have their own headings
across the sheet. He enters in a separate
column expenses that require comparatively
numerous or large payments each month,
such as materials, gross payroll, and rent.
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Under the General Accounts column, he
enters small expenses that normally have
only one or two monthly payments, such as
licenses and postage.

Henry does not pay personal or nonbusiness
expenses by checks drawn on the business
account. If he did, he would record them in
the journal, even though he could not deduct
them as business expenses.

Henry carries the January total of expenses
for materials ($1,083.50) to the Annual
Summary. Similarly, he enters the monthly
total of expenses for telephone, truck/ auto,
etc., in the appropriate columns of that
summary.

4. Employee Compensation Record
This record shows the following information.

e The number of hours Henry's employee
worked in a pay period.

e The employee's total pay for the period.
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e The deductions Henry withheld in figuring
the employee's net pay.

e The monthly gross payroll.

Henry carries the January gross payroll
($520) to the Annual Summary.

5. Annual Summary

This annual summary of monthly cash
receipts and expense totals provides the final
amounts to enter on Henry's tax return. He
figures the cash receipts total from the total
of monthly cash receipts shown in the
Monthly Summary of Cash Receipts. He
figures the expense totals from the totals of
monthly expense items shown in the

Check Disbursements Journal. As in the
journal, he keeps each major expense in a
separate column.

Henry carries the cash receipts total shown in
the annual summary ($47,440.95) to Part I of
Schedule C (Form 1040) (not illustrated).
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He carries the total for materials
($10,001.00) to Part II of Schedule C (Form
1040).

A business that keeps materials

and supplies on hand generally

must complete the inventory lines in
Part III of Schedule C (Form 1040). However,
there are no inventories of materials and
supplies in this example. Henry buys parts
and supplies on a per-job basis; he does not
keep them on hand.

CAUTION

Henry enters annual totals for interest, rent,
taxes, and wages on the appropriate lines in
Part II of Schedule C (Form 1040). The total
for taxes and licenses includes the employer's
share of social security and Medicare taxes,
and the business license fee. He enters the
total of other annual business expenses on
the “"Other expenses” line of Schedule C
(Form 1040).
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6. Depreciation Worksheet

This worksheet shows the information used in
figuring the depreciation allowed on assets
used in Henry's business. Henry figures the
depreciation using the modified accelerated
cost recovery system (MACRS). He purchased
and placed in service several used assets that
do not qualify for the section 179 deduction.
Depreciation and the section 179 deduction
are discussed in Pub. 946. Henry uses the
information in the worksheet to complete
Form 4562, Depreciation and Amortization
(not illustrated).

7. Bank Reconciliation

Henry reconciles his checkbook with his bank
statement and prepares a bank reconciliation
for January as follows.

1. Henry begins by entering his bank
statement balance.
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Henry compares the deposits listed on
the bank statement with deposits
shown in his checkbook. Two deposits
shown in his checkbook— $701.33 and
$516.08—were not on his bank
statement. He enters these two
amounts on the bank reconciliation. He
adds them to the bank statement
balance of $1,458.12 to arrive at a
subtotal of $2,675.53.

After comparing each canceled

check with his checkbook, Henry found
four outstanding checks totaling
$526.50. He subtracts this amount
from the subtotal in (2). The result of
$2,149.03 is the adjusted bank
statement balance.

Henry enters his checkbook balance on
the bank reconciliation.

Henry discovered that he mistakenly
entered a deposit of $600.40 in his
checkbook as $594.40.
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He adds the difference ($6.00) to the
checkbook balance of $2,153.03.
There was a $10.00 bank service
charge on his bank statement that he
subtracts from the checkbook balance.
The result is the adjusted checkbook
balance of $2,149.03. This equals his
adjusted bank statement balance
computed in (3).

The only book adjustment Henry needs to
make is to the Check Disbursements Journal
for the $10 bank service charge. He does not
need to adjust the Monthly Summary of Cash
Receipts because he correctly entered the
January 8 deposit of $600.40 in that record.
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Daily Cash Receipts

1. Dailly Summary of Cash Receipts

Date January 3, 20 —

Cashsales . ................. 263.60

Salestax .. ... ... ... ... .. .. 420
TOTAL RECEIPTS 267.80

Cash on hand

Cash in register (including unspent petty cash)

Coins' 4. s 5 2 ¢ 4 23,15
Bills: &4 5 5 &« 143.00
Checks & 4 « + & 4 134.05 *
TOTAL CASH IN REGISTER . . . . . .. 300.80
Add: Petty cash slips. . .. ... ...... 17.00
TOTAL CASH 317.80

Less: Change and petty cash

Petty cash slips. . . . 17.00
Coins and bills . . . . 33.00
(unspent petty cash) +
TOTAL CHANGE AND PETTY CASH FUND. . 50.00
TOTAL CASH RECEIPTS 261.80
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2. Monthly Summary of Cash Receipts

Year 20— Month January
Day Net Sales Sales Tax Daily Receipts Deposit
3 263.60 4.20 267.80
- 212.00 3.39 2156.39
5 194.40 3.10 197.50 680.69
6 222.40 3.54 22594
7 231.15 3.68 234.83
8 137.50 213 139.63 600.40
10 187.90 2.99 190.89
11 207.56 3.31 210.87 401.76
12 128.95 2.05 131.00
13 231.40 3.77 235.17
14 201.28 3.21 204.49
15 88.01 1.40 89.41 660.07
17 210.95 3.36 214.31
18 221.80 3.53 225.33 439.64
19 225.15 3.59 228.74
20 221.93 3.52 225.45
21 133.53 213 135.66 589.85
22 130.84 2.08 132.92
24 216.37 3.45 219.82 352.74
25 220.05 3.50 223.55
26 197.80 3.15 200.95
27 272.49 4.34 276.83 701.33
28 150.64 2.40 153.04
29 224.05 3.56 22761
31 133.30 213 135.43 516.08
TOTALS 4,865.05 77.51 4,942 .56 4,942 56
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3. Check Disbursements Journal

Year 20— Month January

Federal
Withheld |FICA Social FICA
Check | Amount of Gross Income | Security Medicare
Day Paid To El Check Materials | Payroll Tax Reserve Reserve
3 Dale Advertising 74 85.00
4 City Treasurer 75 35.00
4 |Auto Parts, Inc. 76 203.00 203.00
4 |John E. Marks 77 214.11 260.00 (20.00) (16.12) (3.77)
6 Henry Brown 78 250.00
6 Mike's Deli 79 36.00
6 Joe's Service 80 74.50 29.50
Station
6 | ABC Auto Paint 81 137.50 137.50
7 Henry Brown 82 225.00
14 | Telephone Co. 83 27.00
National Bank (Tax
15 | Deposit) 84 119.56 40.00 32.24 7.54
18 [National Bank 85 90.09
18 | Auto Parts, Inc. 86 472.00 472.00
18 |[Henry Brown 87 275.00
18 |[John E. Marks 88 214.11 260.00 (20.00) (16.12) (3.77)
21 | Electric Co. 89 175.30
21 | M.B. Ignition 90 66.70 66.70
21 | Baker's Fender Co. 91 9.80 9.80
21 | Petty Cash 92 17.00 15.00
21 | Henry Brown 93 225.00
25 |Baker's Fender Co. 94 150.00 150.00
25 |Enterprise 95 300.00
Properties
25 | State Treasurer 96 12.00
25 | State Treasurer 97 65.00
3,478.67| 1,083.50| 520.00 -0- -0- -0-
Bank service 10.00
charge
TOTALS 3,488.67| 1,083.50| 520.00 -0- -0- -0-
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State Employer's
Withheld FICA Truck/
Income Tax Tax Electric| Interest| Rent | Telephone Auto | Drawing General Accounts
Advertising 85.00
License 35.00
(6.00)
250.00
Holiday Party| 36.00
45.00
225.00
27.00
39.78
18.09 Loan 72.00
275.00
(6.00)
175.30
Postage 2.00
225.00
300.00
12.00
Sales Tax 65.00
-0- 39.78| 175.30 | 18.09 | 300.00 27.00 45.00 975.00 295.00
10.00
-0- 39.78| 175.30 | 18.09 | 300.00 27.00 45.00 975.00 305.00
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Employee Compensation

4. Employee Compensation Record

Name John E. Marks [] Full Time Soc. Sec. No. _ 967-00-82011

Address 1 Elm St., Anytown, NJ 07101

Part Time Date of Birth __12-21-65

Phone 555-6075 Filing Status Single
Hours Worked Eamings Deductions

Pay Total Federal | State

Period | Date Regular Regular | Overtime Social Income | Income

Ending | Paid SMTWTFS SMTWTFS |Hours Overtime | Rate Rate Total Security | Medicare |Tax Tax Net Pay

1-1 |1-4| 5 5556 5 546 40 $6.50 3 $26000|$16.12| $3.77 |52000|%$6.00(|5214.11

1-151 -18| 444442 43443 40 $6.50 |$26000|1$16.12] $3.77 [$2000|$6.00|$214.11
&0 , . $52000|1$32.24| $7.54 |$40001$12.00|$428.22

QUARTERLY TOTALS . . |$126240| $78.23|$18.31$100.00|$30.00|$1.035.86

5. Annual Summary

Cash Materials/ | Gross  |FICA Bank Truck/ Office Taxes/
Month Receipts  |Supplies | Payroll |Taxes Charges |Electric [Interest |Insurance | Rent  [Telephones | Auto Advertising | Expenses | Licenses |Misc,
January $4.665.051%1083501$520.00]$39.78 |$10.00 1$175.30|$16.09 . |$300.00|1$27.001$45.00]$85.00[$36.00[$10000| $2.00

February |347832| 87493 | 23540|17.68| 7.50(153.10|18.02(210.00| 300.00|21.50|28.50

March 3.942.00| 72490 507.00( 38.06111.25(14581|18.09 .| 30000|32.10|51.30

December | 365652 | 60923 | 520,00 | 39.78|10.00|169.00|18.09 300.00(23.13|37.62 4.00 .| 71:91
000| $324.09| $57146($85.00($40.00|$21800 | $344.00

>

TOTALS  |547.44095 [$1000100 |$5.43400|$408.09 |$92.3015164237($217.08| $420001$

o2
[~3)
=

6. Depreciation Worksheet

Section 179
Business/ | Deduction | Depreci-

Date Placed | Cost or Investment | and Special |ation Prior | Basis for Method/ Recovery |Rate or Depreciation
Description of Property in Service | Other Basis | Use % Allowance | Years Depreciation | Convention | Period Table % Deduction
Used Equipment—
Transmission Jack 1-3 | 3000 100% — — 3,000 (200 DBMHY| 7 14.29% $429
Used Pickup Truck 1-3 8,000 100% — — 5,000 |200 DB/HY 5 20%
Used Heavy Dut:
Tow Truckvy d 1-3 | 30,000 100% = — 30,000 |200 DB/HY 5 20%
Used Equipment—
Engine ﬁlo&t 1-3 4,000 100% = = 4,000 |200 DB/HY 7 14.29% 572

$8,601
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Bank Reconciliation
7. Bank Reconciliation as of

Date January 31, 20 —

Closing balance shown on bank statement. .

Add deposits not credited:

. Ves 701.33

1,458.12

L3 516.08 —+

No. . 90 .. 66.70
C9 L 9.80
. 150.00

1,217.41

2871553

L 95, 300.00 TN

Adjusted balance per bank statement

Balance shown in checkbook . . . . . .. ..

Deposit of $600.40 for
Add: /8 entered as

ooooooooooooooooooo

oooooooooooooooo
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526.50

2,149.03

210303

6.00

2,159.03

10.00

2,149.03




How To Get Tax Help

If you have questions about a tax issue; need
help preparing your tax return; or want to
download free publications, forms, or
instructions, go to IRS.gov to find resources
that can help you right away.

Preparing and filing your tax return.
After receiving all your wage and earnings
statements (Forms W-2, W-2G, 1099-R,
1099-MISC, 1099-NEC, etc.); unemployment
compensation statements (by mail or in a
digital format) or other government payment
statements (Form 1099-G); and interest,
dividend, and retirement statements from
banks and investment firms (Forms 1099),
you have several options to choose from to
prepare and file your tax return. You can
prepare the tax return yourself, see if you
qualify for free tax preparation, or hire a tax
professional to prepare your return.
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Free options for tax preparation. Your
options for preparing and filing your return
online or in your local community, if you
qualify, include the following.

e Direct File. Direct File is a permanent
option to file individual federal tax returns
online—for free—directly and securely
with the IRS. Direct File is an option for
taxpayers in participating states who have
relatively simple tax returns reporting
certain types of income and claiming
certain credits and deductions. While
Direct File doesn't prepare state returns, if
you live in a participating state, Direct File
guides you to a state-supported tool you
can use to prepare and file your state tax
return for free. Go to IRS.gov/DirectFile
for more information, program updates,
and frequently asked questions.
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e Free File. This program lets you prepare
and file your federal individual income tax
return for free using software or Free File
Fillable Forms. However, state tax
preparation may not be available through
Free File. Go to IRS.gov/FreefFile to see if
you qualify for free online federal tax
preparation, e-filing, and direct deposit or
payment options.

e VITA. The Volunteer Income Tax
Assistance (VITA) program offers
free tax help to people with low-to-
moderate incomes, persons with
disabilities, and limited-English-speaking
taxpayers who need help preparing their
own tax returns. Go to IRS.gov/ VITA,
download the free IRS2Go app, or call
800-906-9887 for information on free tax
return preparation.
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e TCE. The Tax Counseling for the
Elderly (TCE) program offers free
tax help for all taxpayers, particularly
those who are 60 years of age and
older. TCE volunteers specialize in
answering questions about pensions and
retirement-related issues unique to
seniors. Go to IRS.gov/TCE or download
the free IRS2Go app for information on
free tax return preparation.

e MilTax. Members of the U.S. Armed
Forces and qualified veterans may use
MilTax, a free tax service offered by the
Department of Defense through Military
OneSource. For more information, go to
MilitaryOneSource
(MilitaryOneSource. mil/MilTax).

Also, the IRS offers Free Fillable Forms, which
can be completed online and then e-filed
regardless of income.
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Using online tools to help prepare your
return. Go to IRS.gov/Tools for the following.

e IRS.gov/DirectFile offers an Eligibility
Checker to help you determine if
Direct File is the right choice for your tax
filing needs.

e The Earned Income Tax Credit Assistant
(IRS.gov/ EITCAssistant) determines if
you’'re eligible for the earned income
credit (EIC).

e The Online EIN Application (IRS.gov/EIN)
helps you get an employer identification
number (EIN) at no cost.

e The Tax Withholding Estimator
(IRS.gov/W4App) makes it easier for you
to estimate the federal income tax you
want your employer to withhold from your
paycheck. This is tax withholding. See
how your withholding affects your refund,
take-home pay, or tax due.
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e The First-Time Homebuyer Credit Account
Look-up (IRS.gov/HomeBuyer) tool
provides information on your repayments
and account balance.

e The Sales Tax Deduction Calculator
(IRS.gov/ SalesTax) figures the amount
you can claim if you itemize deductions on
Schedule A (Form 1040).

Getting answers to your tax
E questions. On IRS.gov, you can get

up-to-date information on current
events and changes in tax law.

e IRS.gov/Help: A variety of tools to help
you get answers to some of the most
common tax questions.

e IRS.goVv/ITA: The Interactive
Tax Assistant, a tool that will ask
you questions and, based on your
input, provide answers on a number of tax
topics.

120


https://www.irs.gov/credits-deductions/individuals/first-time-homebuyer-credit-account-look-up
https://www.irs.gov/credits-deductions/individuals/first-time-homebuyer-credit-account-look-up
https://www.irs.gov/homebuyer
https://www.irs.gov/homebuyer
https://www.irs.gov/homebuyer
https://www.irs.gov/salestax
https://www.irs.gov/salestax
https://www.irs.gov/salestax
https://www.irs.gov/salestax
https://www.irs.gov/help
https://www.irs.gov/help
https://www.irs.gov/ita

e IRS.gov/Forms: Find forms, instructions,
and publications. You will find details on
the most recent tax changes and
interactive links to help you find answers
to your questions.

e You may also be able to access tax
information in your e-filing software.

Need someone to prepare your tax
return? There are various types of tax return
preparers, including enrolled agents, certified
public accountants (CPAs), accountants, and
many others who don’t have professional
credentials. If you choose to have someone
prepare your tax return, choose that preparer
wisely. A paid tax preparer is:

e Primarily responsible for the overall
substantive accuracy of your return,

e Required to sign the return, and

e Required to include their preparer tax
identification number (PTIN).
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A Although the tax preparer always signs
e Lhe return, you're ultimately

responsible for providing all the
information required for the preparer to
accurately prepare your return and for the
accuracy of every item reported on the
return. Anyone paid to prepare tax returns for
others should have a thorough understanding
of tax matters. For more information on how
to choose a tax preparer, go to Tips for
Choosing a Tax Preparer on IRS.gov.

Employers can register to use Business
Services Online. The Social Security
Administration (SSA) offers online

service at SSA.gov/employer for fast, free,
and secure W-2 filing options to CPAs,
accountants, enrolled agents, and individuals
who process Form W-2, Wage and Tax
Statement; and Form W-2c, Corrected Wage
and Tax Statement.
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Business tax account. If you are a sole
proprietor, a partnership, or an S corporation,
you can view your tax information on record
with the IRS and do more with a business tax
account. Go to IRS.gov/businessaccount for
more information.

IRS social media. Go to
IRS.gov/SocialMedia to see the various social
media tools the IRS uses to share the latest
information on tax changes, scam alerts,
initiatives, products, and services. At the IRS,
privacy and security are our highest priority.
We use these tools to share public
information with you. Don’t post your social
security number (SSN) or other confidential
information on social media sites. Always
protect your identity when using any social
networking site.

The following IRS YouTube channels provide
short, informative videos on various tax-
related topics in English, Spanish, and ASL.
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e Youtube.com/irsvideos.

e Youtube.com/irsvideosmultilingua.

e Youtube.com/irsvideosASL.

Online tax information in other
languages. You can find information on
IRS.gov/MylLanguage if English isn’t your
native language.

Free Over-the-Phone Interpreter (OPI)
Service. The IRS is committed to serving
taxpayers with limited-English proficiency
(LEP) by offering OPI services. The OPI
Service is a federally funded program and is
available at Taxpayer Assistance Centers
(TACs), most IRS offices, and every VITA/TCE
tax return site. The OPI Service is accessible
in more than 350 languages.

Accessibility Helpline available for
taxpayers with disabilities. Taxpayers who
need information about accessibility services
can call 833-690-0598.
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The Accessibility Helpline can answer
questions related to current and future
accessibility products and services available in
alternative media formats (for example,
braille, large print, audio, etc.). The
Accessibility Helpline does not have access to
your IRS account. For help with tax law,
refunds, or account-related issues, go to
IRS.gov/LetUsHelp.

Alternative media preference. Form 9000,
Alternative Media Preference, or Form
9000(SP) allows you to elect to receive
certain types of written correspondence in the
following formats.

e Standard Print.

e Large Print.

e Braille.

Audio (MP3).

Plain Text File (TXT).

Braille Ready File (BRF).
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Disasters. Go to IRS.gov/DisasterRelief to
review the available disaster tax relief.

Getting tax forms and publications. Go to
IRS.gov/ Forms to view, download, or print all
the forms, instructions, and publications you
may need. Or, you can go to
IRS.gov/OrderForms to place an order.

Mobile-friendly forms. You'll need an IRS
Online Account (OLA) to complete mobile-
friendly forms that require signatures. You'll
have the option to submit your form(s) online
or download a copy for mailing. You'll need
scans of your documents to support your
submission. Go to
IRS.gov/MobileFriendlyForms for

more information.

Getting tax publications and instructions
in eBook format. Download and view most
tax publications and instructions (including
the Instructions for Form 1040) on mobile
devices as eBooks at IRS.gov/eBooks.
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IRS eBooks have been tested using

Apple's iBooks for iPad. Our eBooks haven’t
been tested on other dedicated eBook
readers, and eBook functionality may not
operate as intended.

Access your online account (individual
taxpayers only). Go to IRS.gov/Account to
securely access information about your
federal tax account.

e View the amount you owe and a
breakdown by tax year.

e See payment plan details or apply for a
new payment plan.

e Make a payment or view 5 years of
payment history and any pending or
scheduled payments.

e Access your tax records, including key
data from your most recent tax return,
and transcripts.
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e View digital copies of select notices from
the IRS.

e Approve or reject authorization requests
from tax professionals.

e View your address on file or manage your
communication preferences.

Get a transcript of your return. With an
online account, you can access a variety of
information to help you during the filing
season. You can get a transcript, review your
most recently filed tax return, and get your
adjusted gross income. Create or access your
online account at IRS.gov/ Account.

Tax Pro Account. This tool lets your tax
professional submit an authorization request
to access your individual taxpayer IRS OLA.
For more information, go to

IRS.gov/ TaxProAccount.
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Using direct deposit. The safest and easiest
way to receive a tax refund is to e-file and
choose direct deposit, which securely and
electronically transfers your refund directly
into your financial account. Direct deposit also
avoids the possibility that your check could be
lost, stolen, destroyed, or returned
undeliverable to the IRS. Eight in 10
taxpayers use direct deposit to receive their
refunds. If you don’t have a bank account, go
to IRS.gov/DirectDeposit for more information
on where to find a bank or credit union that
can open an account online.

Reporting and resolving your tax-related
identity theft issues.

e Tax-related identity theft happens
when someone steals your personal
information to commit tax fraud. Your
taxes can be affected if your SSN is used
to file a fraudulent return or to claim a
refund or credit.
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e The IRS doesn't initiate contact with
taxpayers by email, text messages
(including shortened links), telephone
calls, or social media channels to request
or verify personal or financial information.
This includes requests for personal
identification numbers (PINs), passwords,
or similar information for credit cards,
banks, or other financial accounts.

e Go to IRS.gov/IdentityTheft, the IRS
Identity Theft Central webpage, for
information on identity theft and
data security protection for taxpayers,
tax professionals, and businesses. If your
SSN has been lost or stolen or you
suspect you're a victim of tax-related
identity theft, you can learn what steps
you should take.

e Get an Identity Protection PIN (IP PIN). IP
PINs are six-digit numbers assigned to
taxpayers to help prevent the misuse of
their SSNs on fraudulent federal income
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tax returns. When you have an IP PIN, it
prevents someone else from filing a tax

return with your SSN. To learn more, go
to IRS.gov/IPPIN.

Ways to check on the status of
your refund.

e Go to IRS.gov/Refunds.

e Download the official IRS2Go app to your
mobile device to check your refund status.

e Call the automated refund hotline
at 800-829-1954,

The IRS can't issue refunds before

el T1id-February for returns that claimed
the EIC or the additional child tax

credit (ACTC). This applies to the entire

refund, not just the portion associated with
these credits.

Making a tax payment. Payments of U.S.
tax must be remitted to the IRS in U.S.
dollars. Digital assets are not accepted.
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Go to IRS.gov/Payments for information on
how to make a payment using any of the
following options.

e IRS Direct Pay: Pay your individual tax bill
or estimated tax payment directly from
your checking or savings account at no
cost to you.

e Debit Card, Credit Card, or Digital Wallet:
Choose an approved payment processor
to pay online or by phone.

e Electronic Funds Withdrawal: Schedule a
payment when filing your federal taxes
using tax return preparation software or
through a tax professional.

e Electronic Federal Tax Payment System:
This is the best option for businesses.
Enroliment is required.

e Check or Money Order: Mail your
payment to the address listed on the
notice or instructions.
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e Cash: You may be able to pay your taxes
with cash at a participating retail store.

e Same-Day Wire: You may be able
to do same-day wire from your
financial institution. Contact your
financial institution for availability, cost,
and time frames.

Note. The IRS uses the latest encryption
technology to ensure that the electronic
payments you make online, by phone, or
from a mobile device using the IRS2Go app
are safe and secure. Paying electronically is
quick, easy, and faster than mailing in a
check or money order.

What if I can’t pay now? Go to
IRS.gov/Payments for more information about
your options.

e Apply for an online payment agreement
(IRS.gov/ OPA) to meet your tax
obligation in monthly installments if you
can’t pay your taxes in full today.
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Once you complete the online

process, you will receive immediate
notification of whether your agreement
has been approved.

e Use the Offer in Compromise Pre-Qualifier
to see if you can settle your tax debt for
less than the full amount you owe. For
more information on the Offer in
Compromise program, go to IRS.gov/OIC.

Filing an amended return.
Go to IRS.gov/Form1040X for information
and updates.

Checking the status of your amended
return. Go to IRS.gov/WMAR to track the
status of Form 1040-X amended returns.

It can take up to 3 weeks from the
date you filed your amended return for
it to show up in our system, and
processing it can take up to 16 weeks.

CAUTION
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Understanding an IRS notice or letter
you’'ve received. Go to IRS.gov/Notices to
find additional information about responding
to an IRS notice or letter.

IRS Document Upload Tool. You may be
able use the Document Upload Tool to
respond digitally to eligible IRS notices and
letters by securely uploading required
documents online through IRS.gov. For more
information, go to IRS.gov/DUT.

Schedule LEP. You can use Schedule LEP
(Form 1040), Request for Change in
Language Preference, to state a preference to
receive notices, letters, or other written
communications from the IRS in an
alternative language. You may not
immediately receive written communications
in the requested language. The IRS’s
commitment to LEP taxpayers is part of a
multi-year timeline that began providing
translations in 2023.
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You will continue to receive
communications, including notices and
letters, in English until they are translated
to your preferred language.

Contacting your local TAC. Keep in mind,
many questions can be answered on IRS.gov
without visiting a TAC. Go to
IRS.gov/LetUsHelp for the topics people ask
about most. If you still need help, TACs
provide tax help when a tax issue can’t be
handled online or by phone. All TACs now
provide service by appointment, so you’ll
know in advance that you can get the service
you need without long wait times. Before you
visit, go to IRS.gov/TACLocator to find the
nearest TAC and to check hours, available
services, and appointment options. Or, on the
IRS2Go app, under the Stay Connected tab,
choose the Contact Us option and click on
“Local Offices.”
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Below is a message to you from the Taxpayer
Advocate Service, an independent
organization established by Congress.

The Taxpayer Advocate Service (TAS)
Is Here To Help You

What Is the Taxpayer Advocate Service?

The Taxpayer Advocate Service (TAS) is an
independent organization within the Internal
Revenue Service (IRS). TAS helps taxpayers
resolve problems with the IRS, makes
administrative and legislative
recommendations to prevent or correct the
problems, and protects taxpayer rights. We
work to ensure that every taxpayer is treated
fairly and that you know and understand your
rights under the Taxpayer Bill of Rights. We
are Your Voice at the IRS.

137



How Can TAS Help Me?

TAS can help you resolve problems that you
haven’t been able to resolve with the IRS on
your own. Always try to resolve your problem
with the IRS first, but if you can’t, then come
to TAS. Our services are free.

e TAS helps all taxpayers (and their
representatives), including individuals,
businesses, and exempt organizations.
You may be eligible for TAS help if your
IRS problem is causing financial difficulty,
if you've tried and been unable to resolve
your issue with the IRS, or if you believe
an IRS system, process, or procedure just
isn't working as it should.

e To get help any time with general tax
topics, visit
www. TaxpayerAdvocate.IRS.gov. The site
can help you with common tax issues and
situations, such as what to do if you make
a mistake on your return or if you get a
notice from the IRS.
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e TAS works to resolve large-scale
(systemic) problems that affect
many taxpayers. You can report
systemic issues at www.IRS.gov/SAMS.
(Be sure not to include any personal
identifiable information.)

How Do I Contact TAS?

TAS has offices in every state, the District of
Columbia, and Puerto Rico. To find your local
advocate’s number:

e Go to
www. TaxpayerAdvocate.IRS.gov/Contact-
Us,

e Check your local directory, or
e Call TAS toll free at 877-777-4778.
What Are My Rights as a Taxpayer?

The Taxpayer Bill of Rights describes ten
basic rights that all taxpayers have when
dealing with the IRS.
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Go to

www. TaxpayerAdvocate.IRS.gov/Taxpayer-
Rights for more information about the rights,
what they mean to you, and how they apply
to specific situations you may encounter with
the IRS. TAS strives to protect taxpayer
rights and ensure the IRS is administering the
tax law in a fair and equitable way.

Index

To help us develop a more useful index, please
let us know if you have ideas for index entries.
See "Comments and Suggestions” in the
“Introduction” for the ways you can reach us.

A

Accounting method:
Accrual method 5
Cash method 5

Assistance (See Tax help)
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