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The four chapters in this part provide basic information on the tax system. They take you through 
the first steps of filling out a tax return—such as deciding what your filing status is, how many 
exemptions you can take, and what form to file. They also discuss recordkeeping requirements, 
IRS e-file (electronic filing), certain penalties, and the two methods used to pay tax during the 
year: withholding and estimated tax.

You can find additional information about electronic filing in chapter 45, Everything you need 
to know about e-filing.

Chapter 1	 Filing information
Chapter 2	 Filing status
Chapter 3	 Personal exemptions and dependents
Chapter 4	 Tax withholding and estimated tax
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Filing information
Chapter 1
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Introduction
This chapter provides the basic framework you need to know for filing your federal income tax re-
turn. It explains when you must file your tax return and what to do if you are unable to get it pre-
pared on time. The chapter also answers many of the most frequently asked questions about proce-
dures and calculations used to determine your income tax.

The chapter discusses such items as who is required to file a return and who should file a return 
even though he or she is not required to do so. It tells you which tax forms to use, how to go about 
preparing your tax return once you have obtained the correct forms, and where to mail your tax re-
turn once it has been completed. In addition, the chapter reviews the penalties that may be imposed 
if you do not pay your taxes on time and instructs you on what to do if you discover that a previous 
tax return contains errors. It also explains what the different accounting methods are and which 
method may be used in preparing your return.

Note
IRS Publication 17 (Your Fed-
eral Income Tax) has been up-
dated by Ernst & Young LLP for 
2012. Dates and dollar amounts 
shown are for 2012. Underlined 
type is used to indicate where 
IRS text has been updated. Plac-
es where text has been removed 
are indicated by the sentence: 
Text intentionally omitted.

ey.com/EYTaxGuide
Ernst & Young LLP will update 
the Ernst & Young Tax Guide 
2013 website with relevant tax-
payer information as it becomes 
available. You can also sign up 
for email alerts to let you know 
when changes have been made.
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4 The income tax return ey.com/EYTaxGuide

What’s New
Due date of return. File your 2012 income tax return by April 15, 2013. 
Who must file. Generally, the amount of income you can receive before you must file a return has 
been increased. See Table 1-1, Table 1-2, and Table 1-3 for the specific amounts.

Mailing your return. If you file a paper return, you may be mailing it to a different address this 
year because the IRS has changed the filing location for several areas. See Where Do I File, later 
in this chapter.

Reminders
Alternative filing methods. Rather than filing a return on paper, you may be able to file electroni-
cally using IRS e-file. Create your own personal identification number (PIN) and file a completely 
paperless tax return. For more information, see Does My Return Have To Be on Paper, later.

Change of address. If you change your address, you should notify the IRS. See Change of Ad-
dress, later, under What Happens After I File.
Enter your social security number. You must enter your social security number (SSN) in the 
spaces provided on your tax return. If you file a joint return, enter the SSNs in the same order as 
the names.

Direct deposit of refund. Instead of getting a paper check, you may be able to have your refund 
deposited directly into your account at a bank or other financial institution. See Direct Deposit un-
der Refunds, later. If you choose direct deposit of your refund, you may be able to split the refund 
among two or three accounts.

Alternative payment methods. If you owe additional tax, you may be able to pay electronically. 
See How To Pay, later.

Installment agreement. If you cannot pay the full amount due with your return, you may ask to 
make monthly installment payments. See Installment Agreement, later, under Amount You Owe. 
You may be able to apply online for a payment agreement if you owe federal tax, interest, and 
penalties.

Automatic 6-month extension. You can get an automatic 6-month extension to file your tax return 
if, no later than the date your return is due, you file Form 4868, Application for Automatic Exten-
sion of Time To File U.S. Individual Income Tax Return. See Automatic Extension, later.

Service in combat zone. You are allowed extra time to take care of your tax matters if you are a 
member of the Armed Forces who served in a combat zone, or if you served in the combat zone 
in support of the Armed Forces. See Individuals Serving in Combat Zone, later, under When Do I 
Have To File.

Adoption taxpayer identification number. If a child has been placed in your home for purposes 
of legal adoption and you will not be able to get a social security number for the child in time to file 
your return, you may be able to get an adoption taxpayer identification number (ATIN). For more 
information, see Social Security Number, later.

Taxpayer identification number for aliens. If you or your dependent is a nonresident or resident 
alien who does not have and is not eligible to get a social security number, file Form W-7, Applica-
tion for IRS Individual Taxpayer Identification Number, with the IRS. For more information, see 
Social Security Number, later.

Frivolous tax submissions. The IRS has published a list of positions that are identified as frivo-
lous. The penalty for filing a frivolous tax return is $5,000. Also, the $5,000 penalty will apply to 
other specified frivolous submissions. For more information, see Civil Penalties, later.

This chapter discusses the following topics.
•	 Whether you have to file a return.
•	 Which form to use.
•	 How to file electronically.
•	 When, how, and where to file your return.
•	 What happens if you pay too little or too much tax.
•	 What records you should keep and how long you should keep them.
•	 How you can change a return you have already filed.

Tax Breaks  
and Deductions 
You Can Use 
Checklist
Filing a tax return when 
you don’t have to. There 
are many circumstances 
where you should file a tax 
return even when you are 
not required to file. That 
may be the case, for ex-
ample, if you are entitled 
to a refundable tax credit, 
such as the earned income 
tax credit or the additional 
child tax credit.

Failure to file penalties. 
If you can’t pay your tax 
liability in full, you should 
still file your tax return 
properly and on time. In-
clude as large a partial 
payment as you can, and 
consider borrowing the 
funds for payment. Just 
filing without full payment 
can save you substantial 
amounts in filing penal-
ties. The failure to file pen-
alty accrues at the rate of 
5% per month or part of 
a month (to a maximum 
of 25%) on the amount of 
tax your return shows you 
owe. The failure to pay 
penalty is much smaller, 
accruing at the rate of 
only ½% per month or part 
of a month (to a maximum 
of 25%) on the amount ac-
tually shown as due on the 
return.

c01.indd   4 10/8/2012   8:20:59 PM

htt
p:/

/w
ww.pb

oo
ks

ho
p.c

om



5ey.com/EYTaxGuide Chapter 1 | Filing information

Table 1-1.  2012 Filing Requirements for Most Taxpayers

IF your filing status is...
AND at the end of 2012 you 
were...*

THEN file a return if your gross 
income was at least...**

single under 65 $9,750

65 or older $11,200
married filing jointly*** under 65 (both spouses) $19,500

65 or older (one spouse) $20,650

65 or older (both spouses) $21,800
married filing separately any age $3,800
head of household under 65 $12,500

65 or older $13,950
qualifying widow(er) with 
dependent child

under 65 $15,700

65 or older $16,850

* If you were born on January 1, 1948, you are considered to be age 65 at the end of 2012.
** Gross income means all income you received in the form of money, goods, property, and services that 
is not exempt from tax, including any income from sources outside the United States or from the sale of 
your main home (even if you can exclude part or all of it). Do not include any social security benefits un-
less (a) you are married filing a separate return and you lived with your spouse at any time during 2012 
or (b) one-half of your social security benefits plus your other gross income and any tax-exempt interest 
is more than $25,000 ($32,000 if married filing jointly). If (a) or (b) applies, see the instructions for Form 
1040 or 1040A or Publication 915 to figure the taxable part of social security benefits you must include 
in gross income. Gross income includes gains, but not losses, reported on Form 8949. Gross income from a 
business means, for example, the amount on Schedule C, line 7, or Schedule F, line 9. But, in figuring gross 
income, do not reduce your income by any losses, including any loss on Schedule C, line 7, or Schedule 
F, line 9.
*** If you did not live with your spouse at the end of 2012 (or on the date your spouse died) and your gross 
income was at least $3,800, you must file a return regardless of your age.

Do I Have To File a Return?
You must file a federal income tax return if you are a citizen or resident of the United States or a 
resident of Puerto Rico and you meet the filing requirements for any of the following categories 
that apply to you.

1.	 Individuals in general. (There are special rules for surviving spouses, executors, adminis-
trators, legal representatives, U.S. citizens and residents living outside the United States, 
residents of Puerto Rico, and individuals with income from U.S. possessions.)

2.	 Dependents.
3.	 Certain children under age 19 or full-time students.
4.	 Self-employed persons.
5.	 Aliens.
The filing requirements for each category are explained in this chapter.
The filing requirements apply even if you do not owe tax.

Individuals—In General
If you are a U.S. citizen or resident, whether you must file a return depends on three factors:

1.	 Your gross income,
2.	 Your filing status, and
3.	 Your age.
To find out whether you must file, see Table 1-1, Table 1-2, and Table 1-3. Even if no table shows 

that you must file, you may need to file to get money back. (See Who Should File, later.)

Gross income. This includes all income you receive in the form of money, goods, property, and 
services that is not exempt from tax. It also includes income from sources outside the United States 
or from the sale of your main home (even if you can exclude all or part of it). Include part of your 
social security benefits if:

Tip
Even if you do not have to file 
a return, it may be to your 
advantage to do so. See Who 
Should File, later.

Caution
File only one federal income 
tax return for the year re-
gardless of how many jobs 
you had, how many Forms 
W-2 you received, or how 
many states you lived in dur-
ing the year. Do not file more 
than one original return for 
the same year, even if you 
have not gotten your refund 
or have not heard from the 
IRS since you filed.
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6 The income tax return ey.com/EYTaxGuide

1.		 You were married, filing a separate return, and you lived with your spouse at any time dur-
ing 2012; or

2.		 Half of your social security benefits plus your other gross income and any tax-exempt inter-
est is more than $25,000 ($32,000 if married filing jointly).

If either (1) or (2) applies, see the instructions for Form 1040 or 1040A, or Publication 915, 
Social Security and Equivalent Railroad Retirement Benefits, to figure the social security benefits 
you must include in gross income.

Common types of income are discussed in Part Two of this publication.
Community income. If you are married and your permanent home is in a community property 

state, half of any income described by state law as community income may be considered yours. 
This affects your federal taxes, including whether you must file if you do not file a joint return with 
your spouse. See Publication 555, Community Property, for more information.

Nevada, Washington, and California domestic partners. A registered domestic partner in 
Nevada, Washington, or California (or a person in California who is married to a person of the 
same sex) generally must report half the combined community income of the individual and his or 
her domestic partner (or California same-sex spouse). See Publication 555.

Self-employed individuals. If you are self-employed, your gross income includes the amount on 
line 7 of Schedule C (Form 1040), Profit or Loss From Business; line 1d of Schedule C-EZ (Form 
1040), Net Profit From Business; and line 9 of Schedule F (Form 1040), Profit or Loss From Farm-
ing. See Self-Employed Persons, later, for more information about your filing requirements.

Filing status. Your filing status depends on whether you are single or married and on your family 
situation. Your filing status is determined on the last day of your tax year, which is December 31 
for most taxpayers. See chapter 2 for an explanation of each filing status.

Age. If you are 65 or older at the end of the year, you generally can have a higher amount of gross 
income than other taxpayers before you must file. See Table 1-1. You are considered 65 on the 
day before your 65th birthday. For example, if your 65th birthday is on January 1, 2013, you are 
considered 65 for 2012.

EXAMPLE
You are 65 years old and earned $12,000 of taxable income last year. Your husband, who is 
66 years old, received a pension of $6,000, all of which was taxable income. You and your hus-
band legally separated on December 28. If you had been living together at the end of the year, 
you would not have had to file an income tax return, because your combined income was less 
than $21,800. But, because you are living apart and your gross income was more than $11,200, 
you must file a return.

Surviving Spouses, Executors, Administrators, and Legal Representatives
You must file a final return for a decedent (a person who died) if both of the following are true.

•	 You are the surviving spouse, executor, administrator, or legal representative.
•	 The decedent met the filing requirements at the date of death.
For more information on rules for filing a decedent’s final return, see Publication 559, Survivors, 

Executors, and Administrators.

U.S. Citizens and Residents Living Outside the United States
If you are a U.S. citizen or resident living outside the United States, you must file a return if 
you meet the filing requirements. For information on special tax rules that may apply to you, see 
Publication 54, Tax Guide for U.S. Citizens and Resident Aliens Abroad. It is available online and 
at most U.S. embassies and consulates. See How To Get Tax Help in the back of this publication.

EXPLANATION
For more information about U.S. citizens living abroad, see chapter 41, U.S. citizens working 
abroad: Tax treatment of foreign earned income.

Residents of Puerto Rico
Generally, if you are a U.S. citizen and a resident of Puerto Rico, you must file a U.S. income tax 
return if you meet the filing requirements. This is in addition to any legal requirement you may 
have to file an income tax return for Puerto Rico.

Caution
If you do not report all of 
your self-employment in-
come, your social security 
benefits may be lower when 
you retire.
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7ey.com/EYTaxGuide Chapter 1 | Filing information

If you are a resident of Puerto Rico for the entire year, gross income does not include income from 
sources within Puerto Rico, except for amounts received as an employee of the United States or a U.S. 
agency. If you receive income from Puerto Rican sources that is not subject to U.S. tax, you must reduce 
your standard deduction. As a result, the amount of income you must have before you are required to 
file a U.S. income tax return is lower than the applicable amount in Table 1-1 or Table 1-2. For more 
information, see Publication 570, Tax Guide for Individuals With Income From U.S. Possessions.

Individuals With Income From U.S. Possessions
If you had income from Guam, the Commonwealth of the Northern Mariana Islands, American 
Samoa, or the U.S. Virgin Islands, special rules may apply when determining whether you must 
file a U.S. federal income tax return. In addition, you may have to file a return with the individual 
island government. See Publication 570 for more information.

Dependents
If you are a dependent (one who meets the dependency tests in chapter 3), see Table 1-2 to find 
whether you must file a return. You also must file if your situation is described in Table 1-3.

Table 1-2.  2012 Filing Requirements for Dependents

See chapter 3 to find out if someone can claim you as a dependent.

If your parents (or someone else) can claim you as a dependent, and any of the situations below apply to 
you, you must file a return. (See Table 1-3 for other situations when you must file.)

In this table, earned income includes salaries, wages, tips, and professional fees. It also includes taxable 
scholarship and fellowship grants. (See Scholarships and fellowships in chapter 12.) Unearned income 
includes investment-type income such as taxable interest, ordinary dividends, and capital gain distribu-
tions. It also includes unemployment compensation, taxable social security benefits, pensions, annuities, 
cancellation of debt, and distributions of unearned income from a trust. Gross income is the total of your 
earned and unearned income.

Single dependents—Were you either age 65 or older or blind?

□   No. You must file a return if any of the following apply.
●ª	 Your unearned income was more than $950.
●ª	 Your earned income was more than $5,950.
●ª	 Your gross income was more than the larger of:

●ª	 $950, or
●ª	 Your earned income (up to $5,650) plus $300.

	 Yes. You must file a return if any of the following apply.
●ª	 Your unearned income was more than $2,400 ($3,850 if 65 or older and blind).
●ª	 Your earned income was more than $7,400 ($8,850 if 65 or older and blind).
●●ª	 Your gross income was more than the larger of:

ª	 $2,400 ($3,850 if 65 or older and blind), or
ª	 Your earned income (up to $5,650) plus $1,750 ($3,200 if 65 or older and blind).

Married dependents—Were you either age 65 or older or blind?
	 No. You must file a return if any of the following apply.

●ª	 Your unearned income was more than $950.
●ª	 Your earned income was more than $5,950.
●ª	 Your gross income was at least $5 and your spouse files a separate return and itemizes deduc-

tions.
●ª	 Your gross income was more than the larger of:

ª	 $950, or
ª	 Your earned income (up to $5,650) plus $300.

□ 	 Yes. You must file a return if any of the following apply.
●ª	 Your unearned income was more than $2,100 ($3,250 if 65 or older and blind).
●●ª	 Your earned income was more than $7,100 ($8,250 if 65 or older and blind).
●●ª	 Your gross income was at least $5 and your spouse files a separate return and itemizes deduc-

tions.
●●ª	 Your gross income was more than the larger of:

●●ª	 $2,100 ($3,250 if 65 or older and blind), or
●●ª	 Your earned income (up to $5,650) plus $1,450 ($2,600 if 65 or older and blind).
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8 The income tax return ey.com/EYTaxGuide

Responsibility of parent. Generally, a child is responsible for filing his or her own tax return and 
for paying any tax on the return. But if a dependent child who must file an income tax return cannot 
file it for any reason, such as age, then a parent, guardian, or other legally responsible person must 
file it for the child. If the child cannot sign the return, the parent or guardian must sign the child’s 
name followed by the words “By (your signature), parent for minor child.”

Child’s earnings. Amounts a child earns by performing services are his or her gross income. This 
is true even if under local law the child’s parents have the right to the earnings and may actually 
have received them. If the child does not pay the tax due on this income, the parent is liable for 
the tax.

EXPLANATION
For more details about dependents, see chapter 3, Personal exemptions and dependents.

Certain Children Under Age 19 or Full-Time Students
If a child’s only income is interest and dividends (including capital gain distributions and 
Alaska Permanent Fund dividends), the child was under age 19 at the end of 2012 or was a 
full-time student under age 24 at the end of 2012, and certain other conditions are met, a parent 
can elect to include the child’s income on the parent’s return. If this election is made, the child 
does not have to file a return. See Parent’s Election To Report Child’s Interest and Dividends 
in chapter 32.

TAXALERT
The unearned income of children under age 19, or under age 24 if a full-time student, is taxed at 
the parent’s rate. Unearned income includes interest, dividends, and capital gains distributions.

If a child’s interest, dividends, capital gains distributions, and other investment income total 
more than $1,900, part of that income is taxed at the marginal tax rate to which the child’s par-
ent is subject, rather than the child’s own marginal rate. In effect, such income is treated as if the 
parent had received the income.

Children who are age 18 by the end of 2012, or between ages 19 and 23 and a full-time stu-
dent, are not subject to the so-called kiddie tax if they have earned income that exceeds one-half 
of the amount of support they receive.

See chapter 32, Tax on investment income of certain minor children, for more information.

Self-Employed Persons
You are self-employed if you:

•	 Carry on a trade or business as a sole proprietor,
•	 Are an independent contractor,
•	 Are a member of a partnership, or
•	 Are in business for yourself in any other way.
Self-employment can include work in addition to your regular full-time business activities, such 

as certain part-time work you do at home or in addition to your regular job.

EXAMPLES
A person who delivers newspapers would be subject to self-employment tax. A person working 
at home in a cottage industry—woodworking or furniture making, for example—would be subject 
to self-employment tax. In some instances, it is to your advantage to report income from self-
employment, because if you do not already qualify, you will then become eligible for social secu-
rity benefits. For more information on self-employed persons, see chapter 38, Self-employment 
income: How to file Schedule C.

You must file a return if your gross income is at least as much as the filing requirement amount 
for your filing status and age (shown in Table 1-1). Also, you must file Form 1040 and Schedule SE 
(Form 1040), Self-Employment Tax, if:

1.	 Your net earnings from self-employment (excluding church employee income) were $400 
or more, or

2.	 You had church employee income of $108.28 or more. (See Table 1-3.)
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Use Schedule SE (Form 1040) to figure your self-employment tax. Self-employment tax is com-
parable to the social security and Medicare tax withheld from an employee’s wages. For more 
information about this tax, see Publication 334, Tax Guide for Small Business.

TAXSAVER
You are able to deduct approximately one-half of your self-employment tax for the year in calcu-
lating your adjusted gross income. For details see chapter 23, Taxes you may deduct.

TAXALERT
Self-employment tax has two parts: old age, survivor, and disability insurance (OASDI) and 
Medicare hospital insurance (HI). (The comparable social security tax withheld on an em-
ployee’s wages consists of these same two parts.) In 2012, the cap on self-employment 
income subject to OASDI is $110,100. There is no limit on the amount of self-employment 
income subject to the HI portion of the self-employment tax. More information about the 
social security contribution and benefit base is available at www.socialsecurity.gov/OACT/
COLA/cbb.html.

Employees of foreign governments or international organizations. If you are a U.S. citizen 
who works in the United States for an international organization, a foreign government, or a 
wholly owned instrumentality of a foreign government, and your employer is not required 
to withhold social security and Medicare taxes from your wages, you must include your 
earnings from services performed in the United States when figuring your net earnings from 
self-employment.

Ministers. You must include income from services you performed as a minister when figuring 
your net earnings from self-employment, unless you have an exemption from self-employment 
tax. This also applies to Christian Science practitioners and members of a religious order who have 
not taken a vow of poverty. For more information, see Publication 517, Social Security and Other 
Information for Members of the Clergy and Religious Workers.

Aliens
Your status as an alien—resident, nonresident, or dual-status—determines whether and how you 
must file an income tax return.

The rules used to determine your alien status are discussed in Publication 519, U.S. Tax Guide 
for Aliens.

Resident alien. If you are a resident alien for the entire year, you must file a tax return 
following the same rules that apply to U.S. citizens. Use the forms discussed in this  
publication.

Nonresident alien. If you are a nonresident alien, the rules and tax forms that apply to you are dif-
ferent from those that apply to U.S. citizens and resident aliens. See Publication 519 to find out if 
U.S. income tax laws apply to you and which forms you should file.

TAXALERT
The requirement to file a tax return has been generally eliminated for nonresident aliens who 
earn wages effectively connected with a U.S. trade or business that are less than the amount of 
one personal exemption ($3,800 for 2012).

Dual-status taxpayer. If you are a resident alien for part of the tax year and a nonresident alien for 
the rest of the year, you are a dual-status taxpayer. Different rules apply for each part of the year. 
For information on dual-status taxpayers, see Publication 519.

EXPLANATION
For more information about foreign citizens living in the United States, see chapter 42, Foreign 
citizens living in the United States.
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Table 1-3.  Other Situations When You Must File a 2012 Return

If any of the conditions listed below applies, you must file a return, even if your income is less than the 
amount shown in Table 1-1 or Table 1-2.

1.	 You owe any special taxes, including any of the following.
ª	 Social security or Medicare tax on tips you did not report to your employer. (See chapter 6.)
ª	 Social security or Medicare tax on wages you received from an employer who did not withhold these 

taxes.
ª	 Uncollected social security, Medicare, or railroad retirement tax on tips you reported to your em-

ployer. (See chapter 6.)
ª	 Uncollected social security, Medicare, or railroad retirement tax on your group-term life insurance. 

This amount should be shown in box 12 of your Form W-2.
ª	 Alternative minimum tax. (See chapter 31.)
ª	 Additional tax on a qualified plan, including an individual retirement arrangement (IRA). (See 

chapter 17.)
ª	 Additional tax on an Archer MSA or health savings account. (See Publication 969, Health Savings 

Accounts and Other Tax-Favored Health Plans.)
ª	 Additional tax on a Coverdell ESA or qualified tuition program. (See Publication 970, Tax Benefits for 

Education.)
ª	 Recapture of an investment credit or a low-income housing credit. (See the Instructions for Form 

4255, Recapture of Investment Credit, or Form 8611, Recapture of Low-Income Housing Credit.)
ª	 Recapture tax on the disposition of a home purchased with a federally subsidized mortgage. (See 

chapter 15.)
ª	 Recapture of the qualified electric vehicle credit. (See chapter 37.)
ª	 Recapture of an education credit. (See chapter 36.)
ª	 Recapture of the Indian employment credit. (See the Instructions for Form 8845, Indian Employment 

Credit.)
ª	 Recapture of the new markets credit. (See Form 8874, New Markets Credit.)
ª	 Recapture of alternative motor vehicle credit. (See Form 8910, Alternative Motor Vehicle Credit.)
ª	 Recapture of first-time homebuyer credit. (See chapter 37.)
ª	 Household employment taxes. (See Schedule H (Form 1040), Household Employment Taxes.)

2.	 You (or your spouse, if filing jointly) received distributions from an Archer MSA, Medicare Advantage 
MSA, or Health Savings Account.

3.	 You had net earnings from self-employment of at least $400. (See Self-Employed Persons earlier in this 
chapter.)

4.	 You had wages of $108.28 or more from a church or qualified church-controlled organization that is 
exempt from employer social security and Medicare taxes. (See Publication 334, Tax Guide for Small 
Businesses.)

Who Should File
Even if you do not have to file, you should file a federal income tax return to get money back if any 
of the following conditions apply.

1.	 You had federal income tax withheld or made estimated tax payments.
2.	 You qualify for the earned income credit. See chapter 37 for more information.
3.	 You qualify for the additional child tax credit. See chapter 35 for more information.
4.	 You qualify for the health coverage tax credit. See chapter 37 for more information.
5.	 You qualify for the refundable credit for prior year minimum tax.
6.	 You qualify for the American opportunity credit. See chapter 36 for more information.
7.	 You qualify for the credit for federal tax on fuels. See chapter 37 for more information.
8.	 You qualify for the adoption credit. See chapter 37 for more information.

Which Form Should I Use?
You must use one of three forms to file your return: Form 1040EZ, Form 1040A, or Form 1040. 
(But also see Does My Return Have To Be on Paper, later.)

Form 1040EZ
Form 1040EZ is the simplest form to use.
You can use Form 1040EZ if all of the following apply.

	 1.	Your filing status is single or married filing jointly. If you were a nonresident alien at any 
time in 2012, your filing status must be married filing jointly.

Tip
See the discussion under 
Form 1040 for when you 
must use that form.
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	 2.	You (and your spouse if married filing a joint return) were under age 65 and not blind at the 
end of 2012. If you were born on January 1, 1948, you are considered to be age 65 at the 
end of 2012.

	 3.	You do not claim any dependents.
	 4.	Your taxable income is less than $100,000.
	 5.	Your income is only from wages, salaries, tips, unemployment compensation, Alaska Per-

manent Fund dividends, taxable scholarship and fellowship grants, and taxable interest of 
$1,500 or less.

	 6.	You do not claim any adjustments to income, such as a deduction for IRA contributions or 
student loan interest.

	 7.	You do not claim any credits other than the earned income credit.
	 8.	You do not owe any household employment taxes on wages you paid to a household 

employee.
	 9.	 If you earned tips, they are included in boxes 5 and 7 of your Form W-2.
10.	You are not a debtor in a chapter 11 bankruptcy case filed after October 16, 2005.
You must meet all of these requirements to use Form 1040EZ. If you do not, you must use Form 

1040A or Form 1040.

TAXPLANNER
Even though it might be easier for you to file Form 1040EZ, you should carefully review your 
situation before doing so, especially if your income is close to the Form 1040EZ maximum level 
of $100,000. Check what deductions you may be able to claim if you itemize. (You cannot claim 
itemized deductions on Form 1040EZ.) If you have deductions that can be itemized and you do 
not claim them, you could be significantly overpaying your tax.

Figuring tax. On Form 1040EZ, you can use only the tax table to figure your tax. You cannot use 
Form 1040EZ to report any other tax.

Form 1040A
If you do not qualify to use Form 1040EZ, you may be able to use Form 1040A.
You can use Form 1040A if all of the following apply.

	 1.	Your income is only from wages, salaries, tips, interest, ordinary dividends (including 
Alaska Permanent Fund dividends), capital gain distributions, IRA distributions, pensions 
and annuities, unemployment compensation, taxable social security and railroad retirement 
benefits, and taxable scholarship and fellowship grants.

	 2.	Your taxable income is less than $100,000.
	 3.	Your adjustments to income are for only the following items.
		 Text intentionally omitted.

a.	 IRA deduction.
b.	 Student loan interest deduction.

	 4.	You do not itemize your deductions.
	 5.	Your taxes are from only the following items.

a.	 Tax Table.
b.	 Alternative minimum tax. (See chapter 31.)
c.	 Recapture of an education credit. (See chapter 36.)
d.	 Form 8615, Tax for Certain Children Who Have Investment Income of More Than $1,900.
e.	 Qualified Dividends and Capital Gain Tax Worksheet.

	 6.	You claim only the following tax credits.
a.	 The credit for child and dependent care expenses. (See chapter 33.)
b.	 The credit for the elderly or the disabled. (See chapter 34.)
c.	 The education credits. (See chapter 36.)
d.	 The retirement savings contribution credit. (See chapter 37.)
e.	 The child tax credit. (See chapter 35.)
f.	 The earned income credit. (See chapter 37.)
g.	 The additional child tax credit. (See chapter 35.)

	 7.	You did not have an alternative minimum tax adjustment on stock you acquired from 
the exercise of an incentive stock option. (See Publication 525, Taxable and Nontaxable 
Income.)
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12 The income tax return ey.com/EYTaxGuide

You must meet all of the above requirements to use Form 1040A. If you do not, you must use 
Form 1040.

If you meet the above requirements, you can use Form 1040A even if you received employer-
provided dependent care benefits.

TAXALERT
Form 1040A lets you report most retirement income, including pension and annuity payments, 
taxable social security and railroad retirement benefits, and payments from your IRA. Furthermore, 
it allows you to claim the credit for the elderly or the disabled and report your estimated tax pay-
ments. If you have been filing a Form 1040 because of these items, you can qualify for the easier-
to-file Form 1040A. Be aware that you still cannot claim itemized deductions on Form 1040A. If 
you have deductions that can be itemized, you may be better off continuing to file a Form 1040.

Form 1040
If you cannot use Form 1040EZ or Form 1040A, you must use Form 1040. You can use Form 1040 
to report all types of income, deductions, and credits.

You may pay less tax by filing Form 1040 because you can take itemized deductions, some ad-
justments to income, and credits you cannot take on Form 1040A or Form 1040EZ.
You must use Form 1040 if any of the following apply.

	 1.	Your taxable income is $100,000 or more.
	 2.	You itemize your deductions on Schedule A.
	 3.	You had income that cannot be reported on Form 1040EZ or Form 1040A, including tax-

exempt interest from private activity bonds issued after August 7, 1986.
	 4.	You claim any adjustments to gross income other than the adjustments listed earlier under 

Form 1040A.
	 5.	Your Form W-2, box 12, shows uncollected employee tax (social security and Medicare 

tax) on tips (see chapter 6) or group-term life insurance (see chapter 5).
	 6.	You received $20 or more in tips in any 1 month and did not report all of them to your 

employer. (See chapter 6.)
	 7.	You were a bona fide resident of Puerto Rico and exclude income from sources in Puerto 

Rico.
	 8.	You claim any credits other than the credits listed earlier under Form 1040A.
	 9.	You owe the excise tax on insider stock compensation from an expatriated corporation.
10.	Your Form W-2 shows an amount in box 12 with a code Z.
11.	You had a qualified health savings account funding distribution from your IRA.
12.	You are an employee and your employer did not withhold social security and Medicare tax.
13.	You have to file other forms with your return to report certain exclusions, taxes, or transactions.
14.	You are a debtor in a bankruptcy case filed after October 16, 2005.
15.	You must recapture the first-time homebuyer credit.
16.	You received a refund or credit of certain taxes or net disaster loss you claimed as part of 

your standard deduction.

Does My Return Have To Be on Paper?
You may be able to file a paperless return using IRS e-file (electronic filing). If your 2012 adjusted 
gross income (AGI) is $57,000 or less, you are eligible for Free File. If you do not qualify for Free 
File, then you should check out IRS.gov for low-cost e-file options or Free File Fillable Forms.

TAXPLANNER
As of the date this book went to press, the maximum amount of adjusted gross income (AGI) that 
qualified for free filing had not yet been announced. In 2011, the maximum AGI was $57,000. 
For more information about e-filing and the IRS’s Free File program, see chapter 45, Everything 
you need to know about e-filing.

IRS e-file
Table 1-4 lists the benefits of IRS e-file. IRS e-file uses automation to replace most of the manual 
steps needed to process paper returns. As a result, the processing of e-file returns is faster and more 

Caution
If you receive a capital gain 
distribution that includes re-
captured section 1250 gain, 
section 1202 gain, or collect-
ibles (28%) gain, you cannot 
use Form 1040A. You must 
use Form 1040.
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accurate than the processing of paper returns. However, as with a paper return, you are responsible 
for making sure your return contains accurate information and is filed on time. 

Using e-file does not affect your chances of an IRS examination of your return.

TAXPLANNER
You expect a $3,000 refund. A refund check related to an electronically filed return should be 
issued within three weeks of the date the IRS acknowledges receipt of the return. But, if you elect 
to have your refund directly deposited when you electronically file your return, your refund could 
be deposited into your designated account in as few as ten days. Both of these methods can en-
able you to receive your refund much sooner than you would by filing a paper return. (If you file 
a paper return, it could take six weeks to receive a refund check.)

Filing an electronic return could allow you to receive a refund sooner and invest the amount 
you receive. However, some companies charge a separate fee for electronically filing a return, 
so you will need to weigh the advantage of investing your refund earlier against additional costs 
you may incur.

Free File Fillable Forms. If you do not need the help of a tax preparer, then Free File Fillable 
Forms may be for you. These forms:

•	 Do not have an income requirement so everyone is eligible,
•	 Are easy to use,
•	 Perform basic math calculations,
•	 Are available only at IRS.gov, and
•	 Apply only to a federal tax return.

Electronic return signatures. To file your return electronically, you must sign the return elec-
tronically using a personal identification number (PIN). If you are filing online, you must use a 
Self-Select PIN. If you are filing electronically using a tax practitioner, you can use a Self-Select 
PIN or a Practitioner PIN.

Self-Select PIN. The Self-Select PIN method allows you to create your own PIN. If you are mar-
ried filing jointly, you and your spouse will each need to create a PIN and enter these PINs as your 
electronic signatures.

A PIN is any combination of five digits you choose except five zeros. If you use a PIN, there is 
nothing to sign and nothing to mail—not even your Forms W-2.

To verify your identity, you will be prompted to enter your adjusted gross income (AGI) from 
your originally filed 2011 federal income tax return, if applicable. Do not use your AGI from an 
amended return (Form 1040X) or a math error correction made by the IRS. AGI is the amount 
shown on your 2011 Form 1040, line 38; Form 1040A, line 22; or Form 1040EZ, line 4. If you do 
not have your 2011 income tax return, you can quickly request a transcript by using our automated 
self-service tool. Visit us at IRS.gov and click on “Order a Tax Return or Account Transcript” or 
call 1-800-908-9946 to get a free transcript of your return. (If you filed electronically last year, 
you may use your prior year PIN to verify your identity instead of your prior year AGI. The prior 
year PIN is the five digit PIN you used to electronically sign your 2011 return.) You will also be 
prompted to enter your date of birth.

Caution
You cannot use the Self-
Select PIN method if you are 
a first-time filer under age 16 
at the end of 2012.

Table 1-4.  Benefits of IRS e-file 

ª	 Free File allows qualified taxpayers to prepare and e-file their own tax returns for free.
ª	 Free File is available in English and Spanish.
ª	 Free File is available online 24 hours a day, 7 days a week.
ª	 Get your refund faster by e-filing using Direct Deposit.
ª	 Sign electronically with a secure self-selected PIN number and file a completely paperless return.
ª	 Receive an acknowledgement that your return was accepted.
ª	 If you owe, you can e-file and authorize an electronic funds withdrawal or pay by credit card. You can 

also file a return early and pay the amount you owe by the due date of your return.
ª	 Save time by preparing and e-filing federal and state returns together.
ª	 IRS computers quickly and automatically check for errors or other missing information.
ª	 Help the environment, use less paper, and save taxpayer money—it costs less to process an e-filed 

return than a paper return.
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Practitioner PIN. The Practitioner PIN method allows you to authorize your tax practitioner to 
enter or generate your PIN. The practitioner can provide you with details.

Form 8453. You must send in a paper Form 8453 if you are attaching or filing Appendix A of Rev-
enue Procedure 2009-20, Forms 1098-C, 2848 (for an electronic return signed by an agent), 3115, 
3468 (if attachments are required), 4136 (if certificate or statement required), 5713, 8283 (if a state-
ment is required for Section A or if Section B is completed), 8332 (or certain pages from a decree or 
agreement that went into effect after 1984 and before 2009), 8858, 8864 (if certification or statement 
required), 8885, or 8849 (if you elect not to report your transactions electronically on Form 8849).

For more details, visit www.irs.gov/efile. Text intentionally omitted.
Power of attorney. If an agent is signing your return for you, a power of attorney (POA) must be 
filed. Attach the POA to Form 8453 and file it using that form’s instructions. See Signatures, later, 
for more information on POAs.

State returns. In most states, you can file an electronic state return simultaneously with your 
federal return. For more information, check with your local IRS office, state tax agency, tax profes-
sional, or the IRS website at www.irs.gov/efile.

Refunds. You can have a refund check mailed to you, or you can have your refund deposited di-
rectly to your checking or savings account or split among two or three accounts. With e-file, your 
refund will be issued faster than if you filed on paper.

As with a paper return, you may not get all of your refund if you owe certain past-due amounts, such 
as federal tax, state tax, a student loan, or child support. See Offset against debts under Refunds, later.

TAXALERT
The IRS will allow you to deposit your refund into up to three accounts. See Form 8888, Alloca-
tion of Refund (including Savings Bond Purchases), for more information.

TAXPLANNER
Some banks do not allow a joint refund to be deposited into an individual account. You should 
check with your bank to make sure your direct deposit will be accepted.

EXPLANATION
Direct Deposit Refunds
Direct deposit refunds will be issued in as few as ten days from the date the electronic return 
is accepted. However, the Treasury Department does not guarantee that a refund will be is-
sued by a specific date or for the anticipated amount. Direct deposit is quickest when used in 
conjunction with e-filing; however, it can be used regardless of the method used to file your 
return.

TAXALERT
You can use the “Where’s My Refund?” feature at www.irs.gov to determine the status of your 
return. This service is available 72 hours after e-filing your return or four weeks after you mail 
your paper return. 

The following conditions may delay refunds and/or change refund amounts. Direct deposit 
elections generally will not be honored in these cases:
1.	 You owe back taxes, either individual or business.
2.	 You owe delinquent child support.
3.	 You have certain delinquent debts, such as student loans.
4.	 The last name and social security number of the primary taxpayer are not the same as 

on last year’s return. If this is the case, the return will be delayed at least 1 week for 
rematching.

Tip
If you cannot locate your 
prior year AGI or prior year 
PIN, use the Electronic Fil-
ing PIN Request. This can 
be found at IRS.gov. Click 
on ‘Tools” and then on “Re-
quest an Electronic Filing 
PIN.” Or you can call 1-866-
704-7388.
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5.	 The estimated tax payments reported on the return do not match the estimated tax 
payments recorded on the IRS master file. This generally occurs when:
a.	 The spouse made separate payments and filed a joint return, or vice versa; or
b.	 The return was filed before the last estimated tax payment was credited to the tax-

payer’s account (i.e., before January 15, 2013).
6.	 You have a Schedule E claiming a deduction for a questionable tax shelter.
7.	 You are claiming a blatantly unallowable deduction.

TAXPLANNER
A refund anticipation loan (RAL) is a loan made to you based on your expected refund. The loan is 
a contract between you and a financial institution. Generally, the financial institution will require 
that you sign an authorization that permits the institution to debit your account after the refund 
has been credited to it. You can expect to pay a fee to the electronic return originator, who, with 
your permission, submits information to the financial institution, and a fee to the financial insti-
tution. These fees are in addition to the tax preparation fee and electronic filing fee. However, if 
you file your return electronically and select the direct deposit option for your refund, you could 
receive your refund in just a few days on your own. This method would be faster and could cost 
less than using an RAL.

The IRS has recently made changes to the type of information that will be provided to return 
preparers and financial institutions providing RALs. Beginning with the 2011 tax year, RAL pro-
viders will no longer receive an indication of whether an individual taxpayer will have any portion 
of the refund offset for delinquent tax or other debts, such as unpaid child support or delinquent 
federally funded student loans. This acknowledgment, which is known as the debt indicator, was 
used as a tool to help RAL providers determine the portion of a taxpayer’s refund that would be 
available as an RAL. Because the information will no longer be given to an RAL provider, taxpay-
ers and their return preparers will likely turn to the “Where’s My Refund?” service on www.irs.
gov to access information about their tax refunds and any offsets. Since the information posted 
to the “Where’s My Refund?” site is available at nearly the same time as a taxpayer’s refund could 
be deposited to their bank account through the Direct Deposit program, it is expected that the 
number of RALs issued to taxpayers will decline.

Although an RAL could speed up the time for you to receive your refund by a week or more, 
there is often a relatively high “interest cost.” For example, if your expected refund is $1,000 and 
the loan fee charged is $30, the “interest cost” to you for 2 weeks’ use of the money comes to 
nearly three-quarters the amount of the loan cost, figured on an annualized basis. E-filing your 
return and requesting the refund via direct deposit may be just as fast as setting up an RAL, 
and may ultimately cost you less in fees and interest. This is especially likely for taxpayers with 
income under $57,000 who qualify for the IRS Free File program.

Another alternative to using the RAL is to have your annual withholding adjusted during the 
year by filing a Form W-4. This could enable you to keep more of your income throughout the 
year, instead of waiting to receive a large refund after filing your tax return. See chapter 4, Tax 
withholding and estimated tax.

Explanation
Composition of an Electronic Return
In total, an electronic return contains the same information as a comparable return filed entirely 
on paper documents. An electronic return consists of:
1.	 Electronic portion of return—Data transmitted to the IRS electronically
2.	 Nonelectronic portion of return—Paper documents (filed with the IRS within three 

days of the IRS acceptance of the electronic portion of the return) that contain in-
formation that cannot be electronically transmitted, such as documents prepared by 
third parties

Electronic Portion of Return
For 2012 returns, most forms and schedules, including Form 1040 and Form 1040A, can be 
transmitted electronically and are considered the “electronic portion” of the return.

Nonelectronic Portion of Return
If you have portions of your tax return that cannot be submitted electronically, you will need to 
mail them in with Form 8453, U.S. Individual Income Tax Transmittal for an IRS e-file Return. See 
chapter 45, Everything you need to know about e-filing, for more information.
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TAXALERT
The IRS and many states have mandated that tax practitioners e-file the returns they prepare. 
Subject to certain requirements, the IRS and the following states have imposed mandatory 
e-filing: Alabama, California, Connecticut, Georgia, Indiana, Kansas, Louisiana, Maine, Maryland, 
Massachusetts, Michigan, Minnesota, Nebraska, New Jersey, New Mexico, New York, Ohio, 
Oklahoma, Oregon, Rhode Island, South Carolina, Utah, Virginia, West Virginia, and Wisconsin. 
Individuals who file their own returns can file on paper or electronically. For details on states 
that provide filing directly via their website and other information about e-filing, see chapter 45, 
Everything you need to know about e-filing.

Refund inquiries. You can go online to check the status of your refund 72 hours after the IRS 
acknowledges receipt of your e-filed return. See Refund Information, later.

Amount you owe. To avoid late-payment penalties and interest, pay your taxes in full by April 15, 
2013. See How To Pay, later, for information on how to pay the amount you owe.

Using Your Personal Computer

You can file your tax return in a fast, easy, and convenient way using your personal computer. A 
computer with Internet access and tax preparation software are all you need. Best of all, you can 
e-file from the comfort of your home 24 hours a day, 7 days a week.

IRS approved tax preparation software is available for online use on the Internet, for download 
from the Internet, and in retail stores.

For information, visit www.irs.gov/efile.

Through Employers and Financial Institutions
Some businesses offer free e-file to their employees, members, or customers. Others offer it for a 
fee. Ask your employer or financial institution if they offer IRS e-file as an employee, member, or 
customer benefit.

Free Help With Your Return
Free help in preparing your return is available nationwide from IRS-trained volunteers. The Volun-
teer Income Tax Assistance (VITA) program is designed to help low to moderate income taxpayers 
and the Tax Counseling for the Elderly (TCE) program is designed to assist taxpayers age 60 or 
older with their tax returns. Many VITA sites offer free electronic filing and all volunteers will let 
you know about the credits and deductions you may be entitled to claim. To find a site near you, 
call 1-800-906-9887. Or to find the nearest AARP TaxAide site, visit AARP’s website at www.
aarp.org/taxaide or call 1-888-227-7669. For more information on these programs, go to IRS.gov 
and enter keyword “VITA” in the upper right-hand corner.

TAXPLANNER
VITA sites are generally located at community and neighborhood centers, libraries, schools, 
shopping malls, and other convenient locations.

TAXPLANNER
Free help is also available through the Tax Counseling for the Elderly (TCE) program. TCE is de-
signed to assist taxpayers age 60 or older with their tax returns. Volunteers are specially trained 
to assist with questions about pensions and retirement issues unique to seniors.

TAXPLANNER
The U.S. military also has a strong Volunteer Income Tax Assistance (VITA) program to provide free 
tax advice, tax preparation, and assistance to Army, Air Force, Navy, Marine Corps, and Coast Guard 
personnel. This special worldwide tax program is overseen by the Armed Forces Tax Council (AFTC). 
The AFTC, in coordination with the IRS, trains and equips volunteers for serving military-specific tax 
issues, such as combat zone tax benefits and the Earned Income Tax Credit. More information can 
be found via www.irs.gov by entering the keyword “AFTC” in the upper right-hand corner.
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Using a Tax Professional
Many tax professionals electronically file tax returns for their clients. You may personally enter 
your PIN or complete Form 8879, IRS e-file Signature Authorization, to authorize the tax profes-
sional to enter your PIN on your return.

Note. Tax professionals may charge a fee for IRS e-file. Fees can vary depending on the profes-
sional and the specific services rendered.

When Do I Have To File?
April 15, 2013, is the due date for filing your 2012 income tax return if you use the calendar year. 
For a quick view of due dates for filing a return with or without an extension of time to file (dis-
cussed later), see Table 1-5.

If you use a fiscal year (a year ending on the last day of any month except December, or a 
52-53-week year), your income tax return is due by the 15th day of the 4th month after the close 
of your fiscal year.

When the due date for doing any act for tax purposes—filing a return, paying taxes, etc.—falls 
on a Saturday, Sunday, or legal holiday, the due date is delayed until the next business day.

Filing paper returns on time. Your paper return is filed on time if it is mailed in an envelope that is 
properly addressed, has enough postage, and is postmarked by the due date. If you send your return 
by registered mail, the date of the registration is the postmark date. The registration is evidence that 
the return was delivered. If you send a return by certified mail and have your receipt postmarked 
by a postal employee, the date on the receipt is the postmark date. The postmarked certified mail 
receipt is evidence that the return was delivered.

Private delivery services. If you use a private delivery service designated by the IRS to send your 
return, the postmark date generally is the date the private delivery service records in its database 
or marks on the mailing label. The private delivery service can tell you how to get written proof 
of this date.

The following are designated private delivery services.
•	 DHL Express (DHL): Same Day Service.
•	 Federal Express (FedEx): FedEx Priority Overnight, FedEx Standard Overnight, FedEx 

2Day, FedEx International Priority, and FedEx International First.
•	 United Parcel Service (UPS): UPS Next Day Air, UPS Next Day Air Saver, UPS 2nd Day Air, 

UPS 2nd Day Air A.M., UPS Worldwide Express Plus, and UPS Worldwide Express.

TAXPLANNER
Private Delivery Services cannot deliver to post office boxes. If you need to locate informa-
tion on the specific address for mailing go to www.irs.gov and enter the keyword “Private 
Delivery Service” in the upper right-hand corner search box and click on “Search”. Then, 
choose the link for Submission Processing Center Street Addresses for Private Delivery 
Service (PDS). 

Filing electronic returns on time. If you use IRS e-file, your return is considered filed on time if 
the authorized electronic return transmitter postmarks the transmission by the due date. An autho-
rized electronic return transmitter is a participant in the IRS e-file program that transmits electronic 
tax return information directly to the IRS.

The electronic postmark is a record of when the authorized electronic return transmitter received 
the transmission of your electronically filed return on its host system. The date and time in your 
time zone controls whether your electronically filed return is timely.

Table 1-5.  When To File Your 2012 Return
For U.S. citizens and residents who file returns on a calendar year.

For Most Taxpayers
For Certain Taxpayers  
Outside the U.S.

No extension requested April 15, 2013 June 17, 2013
Automatic extension October 15, 2013 October 15, 2013
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Filing late. If you do not file your return by the due date, you may have to pay a failure-to-file penalty 
and interest. For more information, see Penalties, later. Also see Interest under Amount You Owe.

If you were due a refund but you did not file a return, you generally must file within 3 years from 
the date the return was due (including extensions) to get that refund.

Nonresident alien. If you are a nonresident alien and earn wages subject to U.S. income tax with-
holding, your 2012 U.S. income tax return (Form 1040NR or Form 1040NR-EZ) is due by:

•	 April 15, 2013, if you use a calendar year, or
•	 The 15th day of the 4th month after the end of your fiscal year if you use a fiscal year.
If you do not earn wages subject to U.S. income tax withholding, your return is due by:
•	 June 17, 2013, if you use a calendar year, or
•	 The 15th day of the 6th month after the end of your fiscal year, if you use a fiscal year.
See Publication 519 for more filing information.

Filing for a decedent. If you must file a final income tax return for a taxpayer who died during the 
year (a decedent), the return is due by the 15th day of the 4th month after the end of the decedent’s 
normal tax year. See Publication 559.

Extensions of Time To File
You may be able to get an extension of time to file your return. Special rules apply for those who 
were:

•	 Outside the United States, or
•	 Serving in a combat zone.

Automatic Extension
If you cannot file your 2012 return by the due date, you may be able to get an automatic 6-month 
extension of time to file.

Example. If your return is due on April 15, 2013, you will have until October 15, 2013, to file.

How to get the automatic extension. You can get the automatic extension by:
1.	 Using IRS e-file (electronic filing), or
2.	 Filing a paper form.
E-file options. There are two ways you can use e-file to get an extension of time to file. Complete 

Form 4868, Application for Automatic Extension of Time To File U.S. Individual Income Tax 
Return, to use as a worksheet. If you think you may owe tax when you file your return, use Part 
II of the form to estimate your balance due. If you e-file Form 4868 to the IRS, do not also send a 
paper Form 4868.

E-file using your personal computer or a tax professional. You can use a tax software pack-
age with your personal computer or a tax professional to file Form 4868 electronically. You will 
need to provide certain information from your tax return for 2011. If you wish to make a pay-
ment by electronic funds withdrawal, see Electronic payment options, under How To Pay, later 
in this chapter.

E-file and pay by credit or debit card or by using the Electronic Federal Tax Payment 
System (EFTPS). You can get an extension by paying part or all of your estimate of tax due by 
using a credit or debit card or by using EFTPS. You can do this by phone or over the Internet. 
You do not file Form 4868. See Electronic payment options, under How To Pay, later in this 
chapter.

Filing a paper Form 4868. You can get an extension of time to file by filing a paper Form 4868. 
Mail it to the address shown in the form instructions.

If you want to make a payment with the form, make your check or money order payable to the 
“United States Treasury.” Write your SSN, daytime phone number, and “2012 Form 4868” on your 
check or money order.

Caution
If you do not pay the tax due 
by the regular due date (gen-
erally, April 15), you will 
owe interest. You may also be 
charged penalties, discussed 
later.

TAXPLANNER
The IRS offers some relief to taxpayers unable to pay the amount owed with the filing of Form 
4868. The IRS permits Form 4868 to be filed and an automatic 6-month extension obtained 
even though the tax properly estimated to be due is not paid in full when the form is filed. No late 
filing penalty will be assessed under these circumstances. However, it is still required that the tax 
liability shown on Form 4868 be properly estimated based on the information available to the 
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When to file. You must request the automatic extension by the due date for your return. You can 
file your return any time before the 6-month extension period ends.

TAXSAVER
An extension of time to file will not be valid if it does not show a “proper” estimate of tax liabil-
ity. A proper estimate is based on all the facts and information you have at the time of filing. If 
your estimate is found to be improper, your extension will be invalid and you will be subject to 
failure-to-file penalties. See Penalties, later. Some tax experts contend that you should request 
an extension to file your return, arguing that your chances of an audit are reduced, because IRS 
field agents will have less time to conduct the audit. Other tax experts contend that you’re better 
off filing on April 15, because that way you get lost in the crowd. Both theories are gross over-
simplifications of IRS procedures.

When you file your return. Enter any payment you made related to the extension of time to file 
on Form 1040, line 68. If you file Form 1040EZ or Form 1040A, include that payment in your 
total payments on Form 1040EZ, line 9, or Form 1040A, line 41. Also enter “Form 4868” and the 
amount paid in the space to the left of line 9 or line 41.

TAXPLANNER
An extension of time to file is not an extension of time to pay. If you are unable to pay the full 
amount of tax due with your tax return because of financial hardship, you should still file the tax 
return along with a “good faith” payment of as much of the tax due as you can afford to pay. If 
you can pay in full within 120 days, you should call 1-800-829-1040 to establish the request. 
Alternatively, you can apply online by going to www.irs.gov and entering the keyword “OPA” in 
the upper right-hand corner to locate the link for the “Online Payment Agreement Application.” 
If you cannot pay within 120 days, you should complete Form 9465 or Form 9465-FS to request 
the privilege of paying the remaining tax in installments. For more information about this topic 
see Installment Agreements later in this chapter.

Individuals Outside the United States
You are allowed an automatic 2-month extension (until June 17, 2013, if you use the calendar year) 
to file your 2012 return and pay any federal income tax due if:

1.	 You are a U.S. citizen or resident, and
2.	 On the due date of your return:

a.	 You are living outside the United States and Puerto Rico, and your main place of busi-
ness or post of duty is outside the United States and Puerto Rico, or

b.	 You are in military or naval service on duty outside the United States and Puerto Rico.
However, if you pay the tax due after the regular due date (generally, April 15), interest will be 

charged from that date until the date the tax is paid.
If you served in a combat zone or qualified hazardous duty area, you may be eligible for a longer 

extension of time to file. See Individuals Serving in Combat Zone, later, for special rules that apply 
to you.

Married taxpayers. If you file a joint return, only one spouse has to qualify for this automatic 
extension. If you and your spouse file separate returns, this automatic extension applies only to the 
spouse who qualifies.

How to get the extension. To use this automatic extension, you must attach a statement to your 
return explaining what situation qualified you for the extension. (See the situations listed under 
(2), earlier.)

taxpayer. Furthermore, unless at least 90% of the taxpayer’s actual tax liability was paid prior to 
the original due date of the return through withholding or estimated payments, a late payment 
penalty of 0.5% per month will be assessed for each month from the original due date to the date 
of payment plus the regular rate of interest on underpayments.
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20 The income tax return ey.com/EYTaxGuide

Extensions beyond 2 months. If you cannot file your return within the automatic 2-month exten-
sion period, you may be able to get an additional 4-month extension, for a total of 6 months. File 
Form 4868 and check the box on line 8.

No further extension. An extension of more than 6 months will generally not be granted. How-
ever, if you are outside the United States and meet certain tests, you may be granted a longer exten-
sion. For more information, see When To File and Pay in Publication 54.

Individuals Serving in Combat Zone
The deadline for filing your tax return, paying any tax you may owe, and filing a claim for refund 
is automatically extended if you serve in a combat zone. This applies to members of the Armed 
Forces, as well as merchant marines serving aboard vessels under the operational control of the 
Department of Defense, Red Cross personnel, accredited correspondents, and civilians under the 
direction of the Armed Forces in support of the Armed Forces.

Combat zone. For purposes of the automatic extension, the term “combat zone” includes the fol-
lowing areas.

1.	 The Persian Gulf area, effective January 17, 1991.
2.	 The qualified hazardous duty area of the Federal Republic of Yugoslavia (Serbia/Monte-

negro), Albania, the Adriatic Sea, and the Ionian Sea north of the 39th parallel, effective 
March 24, 1999.

3.	 Afghanistan, effective September 19, 2001.
See Publication 3, Armed Forces’ Tax Guide, for information about other tax benefits available 

to military personnel serving in a combat zone.

TAXPLANNER
In addition to the three combat zones listed above, certain areas that support active military 
operations receive the same combat zone tax benefits (for example, Qualified Hazardous Duty 
Areas). These areas are listed at www.irs.gov and can be found by entering the keyword “Combat 
Zone” in the upper right-hand corner. Military operations that are part of Operation Enduring 
Freedom and Operation Iraqi Freedom are included on the list.

Extension period. The deadline for filing your return, paying any tax due, and filing a claim for 
refund is extended for at least 180 days after the later of:

1.	 The last day you are in a combat zone or the last day the area qualifies as a combat 
zone, or

2.	 The last day of any continuous qualified hospitalization for injury from service in the 
combat zone.

In addition to the 180 days, your deadline is also extended by the number of days you had 
left to take action with the IRS when you entered the combat zone. For example, you have 3 
1/2 months (January 1 – April 15) to file your tax return. Any days left in this period when 
you entered the combat zone (or the entire 3 1/2 months if you entered it before the beginning 
of the year) are added to the 180 days. See Extension of Deadlines in Publication 3 for more 
information.

The above rules on the extension for filing your return also apply when you are deployed outside 
the United States (away from your permanent duty station) while participating in a designated 
contingency operation.

How Do I Prepare My Return?
This section explains how to get ready to fill in your tax return and when to report your income and 
expenses. It also explains how to complete certain sections of the form. You may find Table 1-6 
helpful when you prepare your return.

Table 1-6.  Six Steps for Preparing Your Return
1 — Get your records together for income and expenses.
2 — Get the forms, schedules, and publications and/or software you need.
3 — Fill in your return.
4 — Check your return to make sure it is correct.
5 — Sign and date your return.
6 — Attach all required forms and schedules.
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Substitute tax forms. You cannot use your own version of a tax form unless it meets the require-
ments explained in Publication 1167, General Rules and Specifications for Substitute Forms and 
Schedules.

EXPLANATION
You may obtain tax forms via the Internet by visiting the IRS site at www.irs.gov.

Form W-2. If you are an employee, you should receive Form W-2 from your employer. You will 
need the information from this form to prepare your return. See Form W-2 under Credit for With-
holding and Estimated Tax in chapter 4.

Your employer is required to provide or send Form W-2 to you no later than January 31, 2013. If 
it is mailed, you should allow adequate time to receive it before contacting your employer. If you 
still do not get the form by February 15, the IRS can help you by requesting the form from your 
employer. When you request IRS help, be prepared to provide the following information.

•	 Your name, address (including ZIP code), and phone number.
•	 Your SSN.
•	 Your dates of employment.
•	 Your employer’s name, address (including ZIP code), and phone number.

Form 1099. If you received certain types of income, you may receive a Form 1099. For example, 
if you received taxable interest of $10 or more, the payer is required to provide or send Form 1099 
to you no later than January 31, 2013 (or by February 15, 2013, if furnished by a broker). If it is 
mailed, you should allow adequate time to receive it before contacting the payer. If you still do not 
get the form by February 15 (or by March 5, 2013, if furnished by a broker), call the IRS for help.

When Do I Report My Income and Expenses?
You must figure your taxable income on the basis of a tax year. A “tax year” is an annual accounting 
period used for keeping records and reporting income and expenses. You must account for your in-
come and expenses in a way that clearly shows your taxable income. The way you do this is called 
an accounting method. This section explains which accounting periods and methods you can use.

Accounting Periods
Most individual tax returns cover a calendar year—the 12 months from January 1 through December 
31. If you do not use a calendar year, your accounting period is a fiscal year. A regular fiscal year 
is a 12-month period that ends on the last day of any month except December. A 52-53-week fiscal 
year varies from 52 to 53 weeks and always ends on the same day of the week.

You choose your accounting period (tax year) when you file your first income tax return. It can-
not be longer than 12 months.

TAXPLANNER
To operate on a fiscal year accounting basis, you must keep your books and records based on 
that fiscal year. Because most individual taxpayers keep their personal financial records on a 
calendar year basis, it is easier to use a calendar year period. It is virtually impossible for an 
individual to obtain approval from the IRS to change to a fiscal year accounting period without 
justification. Usually, the justification must be that you are involved in a cyclical business from 
which self-employment or partnership income flows. Furthermore, in most cases, that income 
has to be your sole or principal source of income.

More information. For more information on accounting periods, including how to change your 
accounting period, see Publication 538, Accounting Periods and Methods.

Accounting Methods
Your accounting method is the way you account for your income and expenses. Most taxpayers use 
either the cash method or an accrual method. You choose a method when you file your first income tax 
return. If you want to change your accounting method after that, you generally must get IRS approval.

Cash method. If you use this method, report all items of income in the year in which you actually 
or constructively receive them. Generally, you deduct all expenses in the year you actually pay 
them. This is the method most individual taxpayers use.
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EXPLANATION
Accounting methods are important because they determine when you recognize income and 
when you deduct expenses for tax purposes. The cash method allows you more flexibility and 
control over your tax liability. Individuals who do not own and operate their own business must 
use the cash method. However, the IRS generally will not permit you to use the cash method 
if you own your own business and cash method accounting doesn’t clearly show your income. 
The cash method is generally not permitted if your business maintains inventory, or production 
materials are on hand at the end of the year. See IRS Publication 538, Accounting Periods and 
Methods, for more information.

TAXALERT
IRS officials have expressed the view that you may not use the cash method for any substantial 
business activity, even one providing only personal or professional services. The law does not 
support this view. Nevertheless, in conducting audits, the IRS has been aggressive in urging tax-
payers to change to the accrual method of accounting.

TAXPLANNER
Generally, most taxpayers who expect to be in the same tax bracket from one year to the next 
and who want to reduce their current tax bill as much as possible should attempt to defer income 
to a subsequent year and to take deductions in the current year. If you suspect you might be 
in a higher tax bracket in a subsequent year, however, you would want to do just the opposite. 
Under current law, tax rates are scheduled to rise starting in 2013. (As of the date this book was 
published in October 2012, the future direction for income tax rates after the so-called Bush 
Tax Cuts expire at the end of 2012 have been a topic of vigorous debate within Congress and 
between the President and Congressional Republicans. For updated information on this and any 
other tax law changes that occur after publication, see our website, ey.com/EYTaxGuide.)

If you find yourself facing higher tax rates next year, it may make sense for you to rethink 
traditional tax strategies. For such taxpayers, it may be beneficial to accelerate and recognize 
income in an earlier year, while deferring deductions to a later year. This approach may allow you 
to pay tax on the accelerated income at a lower tax rate. Deductions deferred until future years 
could produce a greater tax benefit for you. Whether you decide to accelerate deductions into 
2012, or defer them until 2013, keep in mind that in some states and cities, you may pay prop-
erty, state, and local income taxes in either December or January, giving you the opportunity to 
pay 2 years’ worth of these taxes in a single calendar year. You can also control when you make 
charitable contributions. To some extent, you can also control when you make interest payments 
on a mortgage.

For more information about tax law changes that are scheduled to take effect in 2013 and 
thereafter, see chapter 47, Planning ahead for 2013 and beyond. We also recommend that you 
consult your tax advisor for planning assistance in anticipation of forthcoming tax law changes.

Constructive receipt. Generally, you constructively receive income when it is credited to your 
account or set apart in any way that makes it available to you. You do not need to have physical 
possession of it. For example, interest credited to your bank account on December 31, 2012, is 
taxable income to you in 2012 if you could have withdrawn it in 2012 (even if the amount is not 
entered in your passbook or withdrawn until 2013).

TAXALERT
Profits from a brokerage account, or similar account, are fully taxable in the year you earn them. 
This is true even if:
1.	 You do not withdraw the earnings,
2.	 You automatically reinvest your earnings (i.e., a dividend reinvestment plan),
3.	 The credit balance in the account may be reduced or eliminated by losses in later years, or
4.	 Current profits are used to reduce or eliminate a debit balance from a prior year.

Example
You sold your ABC Company stock on December 20, 2012, realizing a gain of $5,000. You did not 
withdraw the cash in your account until January 7, 2013. The gain is taxable income to you for 2012.
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Garnisheed wages. If your employer uses your wages to pay your debts, or if your wages are 
attached or garnisheed, the full amount is constructively received by you. You must include these 
wages in income for the year you would have received them.

Debts paid for you. If another person cancels or pays your debts (but not as a gift or loan), you 
have constructively received the amount and generally must include it in your gross income for the 
year. See Canceled Debts in chapter 12 for more information.

EXAMPLE
Your new employer pays the balance of the mortgage due on your home that is not covered by 
the selling price so you can move to Florida to work for him. The payments are not intended to 
be a gift or a loan to you. The amount your employer pays on the mortgage is income to you in 
the year that it is paid off.

Payment to third party. If a third party is paid income from property you own, you have con-
structively received the income. It is the same as if you had actually received the income and paid 
it to the third party.

Payment to an agent. Income an agent receives for you is income you constructively received in 
the year the agent receives it. If you indicate in a contract that your income is to be paid to another 
person, you must include the amount in your gross income when the other person receives it.

EXPLANATION
The IRS considers you to have received income in the year that your agent receives it, but if a 
person who is not your agent or creditor receives your income, you do not have to consider that 
amount as income until you personally receive it. The key question is whether you can control 
the receipt of the income during the year. If you can, the income is taxable to you in that year. In 
general, when you receive income, or incur deductions right before or after year-end, you should 
be careful to document the circumstances related to the receipt or payment of the item. The IRS 
document-matching program will be used to identify income reported on a 2012 Form 1099 as 
having been paid to you in 2012.

Example
ABC Company mailed you a $500 dividend check on December 10, 2012. The post office in-
advertently delivered the check on December 31 to Mr. Wheat on the other side of town. You 
didn’t receive the check until January 7, 2013. The $500 in dividends is taxable to you in 2013, 
because Mr. Wheat was not your agent and you were not in control of the income. You should 
carefully explain this turn of events when you prepare your return because the IRS document-
matching program will have a Form 1099 from ABC Company on file that lists the $500 as hav-
ing been paid to you in 2012.

By contrast, suppose ABC Company mailed you a $500 dividend check on December 12, 
2012, and you received but did not cash or deposit the check until January 7, 2013. The $500 
in dividends is taxable to you in 2012, because you were in control of the income, even though 
you chose not to cash the check until 2013.

TAXPLANNER
It is possible to structure a sale of property so that the sale funds are deposited in an escrow ac-
count and then disbursed to you in the next tax year. The advantage to you in this arrangement is 
that you have the security of knowing that the sale proceeds exist, but, at the same time, you’re 
able to defer taxes on the funds until they become income to you in the following tax year. To do 
this, the escrow arrangement must be agreed on by both the buyer and the seller. The arrange-
ment must follow other specific guidelines as well. Remember, however, if tax rates rise in future 
years, you may be subject to a greater tax liability if you defer the receipt of income. If you are 
considering this kind of arrangement, you should seek professional tax advice.

Check received or available. A valid check that was made available to you before the end of 
the tax year is constructively received by you in that year. A check that was “made available to 
you” includes a check you have already received, but not cashed or deposited. It also includes, for 
example, your last paycheck of the year that your employer made available for you to pick up at 
the office before the end of the year. It is constructively received by you in that year whether or 
not you pick it up before the end of the year or wait to receive it by mail after the end of the year.
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No constructive receipt. There may be facts to show that you did not constructively receive 
income.

Example. Alice Johnson, a teacher, agreed to her school board’s condition that, in her absence, 
she would receive only the difference between her regular salary and the salary of a substitute 
teacher hired by the school board. Therefore, Alice did not constructively receive the amount by 
which her salary was reduced to pay the substitute teacher.

EXPLANATION
The IRS does not consider you to have paid an expense if you use a note in lieu of cash to make 
the payment. In this case, you have only made a promise to pay sometime in the future. However, 
the IRS considers you to have made a payment if you use cash borrowed from a third party to 
pay an expense.

Example
If you give a note to your doctor promising to pay him for medical services already rendered, you 
have not yet paid the expense in the IRS’s eyes. However, if you borrow money from your bank 
and use the cash to pay your doctor, you have paid the expense for tax purposes. Similarly, if you 
pay by credit card, you have made the payment for tax purposes. Paying by credit card is just like 
borrowing from a third party.
More information. For more information on the determination of medical and dental expenses, 
see chapter 22, Medical and dental expenses, and Publication 502, Medical and Dental Expenses.

Exception
Individual Retirement Arrangements. If you qualify for a tax-deductible contribution, you may 
take a deduction for a contribution to an individual retirement arrangement (IRA) in one year, 
even though you do not make the actual cash contribution to your account until the following 
year; that is, you may file your tax return showing a deduction for a contribution to your IRA, 
although you have not yet made the contribution. The deduction is valid as long as you make 
the contribution on or before April 15 of the following year, even if you get a filing extension. For 
example, you can make a contribution to an IRA for tax year 2012 on or before April 15, 2013. 
For more information, see chapter 17, Individual retirement arrangements (IRAs), and Publica-
tion 590, Individual Retirement Arrangements (IRAs).

Accrual method. If you use an accrual method, you generally report income when you earn it, 
rather than when you receive it. You generally deduct your expenses when you incur them, rather 
than when you pay them.

Income paid in advance. An advance payment of income is generally included in gross income 
in the year you receive it. Your method of accounting does not matter as long as the income is avail-
able to you. An advance payment may include rent or interest you receive in advance and pay for 
services you will perform later.

A limited deferral until the next tax year may be allowed for certain advance payments. See 
Publication 538 for specific information.

Additional information. For more information on accounting methods, including how to change 
your accounting method, see Publication 538.

Social Security Number
You must enter your social security number (SSN) in the space provided on your return. If you are 
married, enter the SSNs for both you and your spouse, whether you file jointly or separately.

If you are filing a joint return, write the SSNs in the same order as the names. Use this same order 
in submitting other forms and documents to the IRS.

Check that both the name and SSN on your Form 1040, W-2, and 1099 agree with your social 
security card. If they do not, certain deductions and credits on your Form 1040 may be reduced 
or disallowed and you may not receive credit for your social security earnings. If your Form W-2 
shows an incorrect SSN or name, notify your employer or the form-issuing agent as soon as pos-
sible to make sure your earnings are credited to your social security record. If the name or SSN on 
your social security card is incorrect, call the SSA at 1-800-772-1213.

Name change. If you changed your name because of marriage, divorce, etc., be sure to report the 
change to your local Social Security Administration (SSA) office before filing your return. This 
prevents delays in processing your return and issuing refunds. It also safeguards your future social 
security benefits.
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Dependent’s social security number. You must provide the SSN of each dependent you claim, re-
gardless of the dependent’s age. This requirement applies to all dependents (not just your children) 
claimed on your tax return.

Exception. If your child was born and died in 2012 and did not have an SSN, enter “DIED” in 
column (2) of line 6c (Form 1040 or 1040A) and attach a copy of the child’s birth certificate, death 
certificate, or hospital records.

No social security number. File Form SS-5, Application for a Social Security Card, with your lo-
cal SSA office to get an SSN for yourself or your dependent. It usually takes about 2 weeks to get 
an SSN. If you or your dependent is not eligible for an SSN, see Individual taxpayer identification 
number (ITIN), later.

If you are a U.S. citizen or resident alien, you must show proof of age, identity, and citizenship 
or alien status with your Form SS-5. If you are 12 or older and have never been assigned an SSN, 
you must appear in person with this proof at an SSA office.

Form SS-5 is available at any SSA office, on the Internet at www.socialsecurity.gov, or by calling 
1-800-772-1213. If you have any questions about which documents you can use as proof of age, 
identity, or citizenship, contact your SSA office.

If your dependent does not have an SSN by the time your return is due, you may want to ask for 
an extension of time to file, as explained earlier under When Do I Have To File.

If you do not provide a required SSN or if you provide an incorrect SSN, your tax may be in-
creased and any refund may be reduced.
Adoption taxpayer identification number (ATIN). If you are in the process of adopting a child 
who is a U.S. citizen or resident and cannot get an SSN for the child until the adoption is final, you 
can apply for an ATIN to use instead of an SSN.

File Form W-7A, Application for Taxpayer Identification Number for Pending U.S. Adoptions, 
with the IRS to get an ATIN if all of the following are true.

•	 You have a child living with you who was placed in your home for legal adoption.
•	 You cannot get the child’s existing SSN even though you have made a reasonable attempt to 

get it from the birth parents, the placement agency, and other persons.
•	 You cannot get an SSN for the child from the SSA because, for example, the adoption is not 

final.
•	 You are eligible to claim the child as a dependent on your tax return.
After the adoption is final, you must apply for an SSN for the child. You cannot continue using 

the ATIN.
See Form W-7A for more information.

Nonresident alien spouse. If your spouse is a nonresident alien, your spouse must have either an 
SSN or an ITIN if:

•	 You file a joint return,
•	 You file a separate return and claim an exemption for your spouse, or
•	 Your spouse is filing a separate return.
If your spouse is not eligible for an SSN, see the next discussion.

Individual taxpayer identification number (ITIN). The IRS will issue you an ITIN if you are 
a nonresident or resident alien and you do not have and are not eligible to get an SSN. This also 
applies to an alien spouse or dependent. To apply for an ITIN, file Form W-7 with the IRS. It usu-
ally takes about 6 weeks to get an ITIN. Enter the ITIN on your tax return wherever an SSN is 
requested.

Penalty for not providing social security number. If you do not include your SSN or the SSN of 
your spouse or dependent as required, you may have to pay a penalty. See the discussion on Penal-
ties, later, for more information.

SSN on correspondence. If you write to the IRS about your tax account, be sure to include your 
SSN (and the name and SSN of your spouse, if you filed a joint return) in your correspondence. 
Because your SSN is used to identify your account, this helps the IRS respond to your correspon-
dence promptly

Presidential Election Campaign Fund
This fund helps pay for Presidential election campaigns. The fund reduces candidates’ dependence 
on large contributions from individuals and groups and places candidates on an equal financial 
footing in the general election. If you want $3 to go to this fund, check the box. If you are filing 

Tip
If you are applying for an 
ITIN for yourself, your 
spouse, or a dependent in 
order to file your tax return, 
attach your completed tax re-
turn to your Form W-7. See 
the Form W-7 instructions 
for how and where to file.

Caution
An ITIN is for tax use only. It 
does not entitle you or your 
dependent to social security 
benefits or change the em-
ployment or immigration 
status of either of you under 
U.S. law.
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a joint return, your spouse can also have $3 go to the fund. If you check a box, your tax or refund 
will not change.

Computations
The following information on entering numbers on your tax return may be useful in making the 
return easier to complete.

Rounding off dollars. You may round off cents to whole dollars on your return and schedules. If 
you do round to whole dollars, you must round all amounts. To round, drop amounts under 50 cents 
and increase amounts from 50 to 99 cents to the next dollar. For example, $1.39 becomes $1 and 
$2.50 becomes $3.

If you have to add two or more amounts to figure the amount to enter on a line, include cents 
when adding the amounts and round off only the total.

Example. You receive two Forms W-2: one showing wages of $5,000.55 and one showing 
wages of $18,500.73. On Form 1040, line 7, you would enter $23,501 ($5,000.55 + $18,500.73 = 
$23,501.28), not $23,502 ($5,001 + $18,501).

Equal amounts. If you are asked to enter the smaller or larger of two equal amounts, enter that amount.
Example. Line 1 is $500. Line 3 is $500. Line 5 asks you to enter the smaller of line 1 or 3. Enter 

$500 on line 5.

Negative amounts. If you need to enter a negative amount, put the amount in parentheses rather 
than using a minus sign. To combine positive and negative amounts, add all the positive amounts 
together and then subtract the negative amounts.

Attachments
Depending on the form you file and the items reported on your return, you may have to complete 
additional schedules and forms and attach them to your return.

Form W-2. Form W-2 is a statement from your employer of wages and other compensation paid to 
you and taxes withheld from your pay. You should have a Form W-2 from each employer. Be sure 
to attach a copy of Form W-2 in the place indicated on the front page of your return. Attach it to the 
front page of your return, not to any attachments. For more information, see Form W-2 in chapter 4.

If you received a Form 1099-R, Distributions From Pensions, Annuities, Retirement or Profit-
Sharing Plans, IRAs, Insurance Contracts, etc., showing federal income tax withheld, attach a copy 
of that form in the place indicated on the front page of your return.

Form 1040EZ. There are no additional schedules to file with Form 1040EZ.

Form 1040A. Attach any forms and schedules behind Form 1040A in order of the “Attachment 
Sequence Number” shown in the upper right corner of the form or schedule. Then arrange all other 
statements or attachments in the same order as the forms and schedules they relate to and attach 
them last. Do not attach items unless required to do so.

Form 1040. Attach any forms and schedules behind Form 1040 in order of the “Attachment Se-
quence Number” shown in the upper right corner of the form or schedule. Then arrange all other 
statements or attachments in the same order as the forms and schedules they relate to and attach 
them last. Do not attach items unless required to do so.

TAXPLANNER
If you fail to organize your return according to the prescribed sequence numbers, the IRS, upon 
receipt of your return, will disassemble it and put it back together in the proper order. This pro-
cedure may result in the loss of a page of your return, causing some delay in its processing. To 
avoid this problem, you can electronically file your return. See chapter 45, Everything you need 
to know about e-filing.

Third Party Designee
You can authorize the IRS to discuss your return with your preparer, a friend, family member, or 
any other person you choose. If you check the “Yes” box in the Third party designee area of your 
2012 tax return and provide the information required, you are authorizing:

1.	 The IRS to call the designee to answer any questions that arise during the processing of 
your return, and

Tip
You may be able to file a 
paperless return using IRS 
e-file. There’s nothing to at-
tach or mail, not even your 
Forms W-2.
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2.	 The designee to:
a.	 Give information that is missing from your return to the IRS,
b.	 Call the IRS for information about the processing of your return or the status of your 

refund or payments,
c.	 Receive copies of notices or transcripts related to your return, upon request, and
d.	 Respond to certain IRS notices about math errors, offsets (see Refunds, later), and 

return preparation.
The authorization will automatically end no later than the due date (without any extensions) for 

filing your 2013 tax return. This is April 15, 2014, for most people.
See your form instructions for more information.

Signatures
You must sign and date your return. If you file a joint return, both you and your spouse must sign 
the return, even if only one of you had income.

If you are due a refund, it cannot be issued unless you have signed your return.
Enter your occupation in the space provided in the signature section. If you file a joint return, 

enter both your occupation and your spouse’s occupation. Entering your daytime phone number 
may help speed the processing of your return.
When someone can sign for you. You can appoint an agent to sign your return if you are:

1.	 Unable to sign the return because of disease or injury,
2.	 Absent from the United States for a continuous period of at least 60 days before the due 

date for filing your return, or
3.	 Given permission to do so by the IRS office in your area.
Power of attorney. A return signed by an agent in any of these cases must have a power of attorney 

(POA) attached that authorizes the agent to sign for you. You can use a POA that states that the agent 
is granted authority to sign the return, or you can use Form 2848, Power of Attorney and Declaration 
of Representative. Part I of Form 2848 must state that the agent is granted authority to sign the return.

Unable to sign. If the taxpayer is mentally incompetent and cannot sign the return, it must be 
signed by a court-appointed representative who can act for the taxpayer.

If the taxpayer is mentally competent but physically unable to sign the return or POA, a valid 
“signature” is defined under state law. It can be anything that clearly indicates the taxpayer’s intent 
to sign. For example, the taxpayer’s “X” with the signatures of two witnesses might be considered 
a valid signature under a state’s law.
Spouse unable to sign. If your spouse is unable to sign for any reason, see Signing a joint return 
in chapter 2.
Child’s return. If a child has to file a tax return but cannot sign the return, the child’s parent, 
guardian, or another legally responsible person must sign the child’s name, followed by the words 
“By (your signature), parent for minor child.”
Paid Preparer
Generally, anyone you pay to prepare, assist in preparing, or review your tax return must sign it 
and fill in the other blanks, including their Preparer Tax Identification Number (PTIN), in the paid 
preparer’s area of your return.

Many preparers are required to e-file the tax returns they prepare. They sign these e-filed returns us-
ing their tax preparation software. However, you can choose to have your return completed on paper if 
you prefer. In that case, the paid preparer can sign the paper return manually or use a rubber stamp or 
mechanical device. The preparer is personally responsible for affixing his or her signature to the return.

If the preparer is self-employed (that is, not employed by any person or business to prepare the re-
turn), he or she should check the self-employed box in the Paid Preparer Use Only space on the return.

The preparer must give you a copy of your return in addition to the copy filed with the IRS.
If you prepare your own return, leave this area blank. If another person prepares your return and 

does not charge you, that person should not sign your return.
If you have questions about whether a preparer must sign your return, contact any IRS office.

EXPLANATION
Paid preparer authorization. In the signature area of your 2012 tax return, you are asked 
whether the IRS can discuss the return with the paid preparer who signed the return. If you check 
the “Yes” box, you are authorizing:
1.	 The IRS to call the paid preparer to answer any questions that arise during the process-

ing of your return, and

Tip
If you file a joint return, both 
spouses are generally liable 
for the tax, and the entire 
tax liability may be assessed 
against either spouse. See 
chapter 2.

Caution
If you e-file your return, you 
can use an electronic signa-
ture to sign your return. See 
Does My Return Have To Be 
on Paper, earlier.
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2.	 The paid preparer to:
a.	 Give information that is missing from your return to the IRS,
b.	 Call the IRS for information about the processing of your return or the status of 

your refund or payments, and
c.	 Respond to certain IRS notices that you have shown the preparer. IRS notices about 

math errors, offsets (see Refunds, later), and return preparation will be sent to you, 
not the preparer.

The authorization cannot be revoked. However, for your 2012 tax return, it will automatically 
end no later than the due date (without any extensions) for filing your 2013 tax return. This is 
April 15, 2014, for most people. See your form instructions for more information.

TAXALERT
A person who is paid to prepare all or a substantial portion of your income tax return must sign 
it. In addition, the IRS says that a tax consultant who is paid to review a tax return that you have 
already prepared and signed is also considered a tax return preparer and must sign it.

If an individual who prepares your return refuses to sign it, you are probably dealing with some-
one you should not rely on. While you could still file the return, you should probably consider using 
another tax preparer. If you have to pay the first preparer, you should report the matter to the IRS.

Refunds
When you complete your return, you will determine if you paid more income tax than you owed. 
If so, you can get a refund of the amount you overpaid or, if you file Form 1040 or Form 1040A, 
you can choose to apply all or part of the overpayment to your next year’s (2013) estimated tax. 
You cannot have your overpayment applied to your 2013 estimated tax if you file Form 1040EZ.

Follow the form instructions to complete the entries to claim your refund and/or to apply your 
overpayment to your 2013 estimated tax.

EXPLANATION
If you choose to apply all or part of your overpayment to your next year’s estimated tax, the 
estimated tax installment payment is considered made on April 15. Your first installment may 
be reduced accordingly. For more information, see chapter 4, Tax withholding and estimated tax, 
and Publication 505, Tax Withholding and Estimated Tax.

Instead of getting a paper check, you may be able to have your refund deposited directly into 
your checking or savings account, including an individual retirement arrangement. Follow the 
form instructions to request direct deposit.

If the direct deposit cannot be done, the IRS will send a check instead.

TreasuryDirect®. You can request a deposit of your refund to a TreasuryDirect® online ac-
count to buy U.S. Treasury marketable securities and savings bonds. For more information, go 
to www.treasurydirect.gov.

Split refunds. If you choose direct deposit, you may be able to split the refund and have it depos-
ited among two or three accounts or buy up to $5,000 in paper series I savings bonds. Complete 
Form 8888, Allocation of Refund (Including Savings Bond Purchases), and attach it to your return.

Overpayment less than one dollar. If your overpayment is less than one dollar, you will not get a 
refund unless you ask for it in writing.

Cashing your refund check. Cash your tax refund check soon after you receive it. Checks expire 
the last business day of the 12th month of issue.

If your check has expired, you can apply to the IRS to have it reissued.

Refund more or less than expected. If you receive a check for a refund you are not entitled to, or for 
an overpayment that should have been credited to estimated tax, do not cash the check. Call the IRS.

Caution
If you choose to have a 2012 
overpayment applied to your 
2013 estimated tax, you can-
not change your mind and 
have any of it refunded to 
you after the due date (with-
out extensions) of your 2012  
return.

Tip
If your refund for 2012 is 
large, you may want to de-
crease the amount of income 
tax withheld from your pay in 
2013. See chapter 4 for more 
information.
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If you receive a check for more than the refund you claimed, do not cash the check until you 
receive a notice explaining the difference.

If your refund check is for less than you claimed, it should be accompanied by a notice explain-
ing the difference. Cashing the check does not stop you from claiming an additional amount of 
refund.

If you did not receive a notice and you have any questions about the amount of your refund, you 
should wait 2 weeks. If you still have not received a notice, call the IRS.

Offset against debts. If you are due a refund but have not paid certain amounts you owe, all or 
part of your refund may be used to pay all or part of the past-due amount. This includes past-due 
federal income tax, other federal debts (such as student loans), state income tax, child and spousal 
support payments, and state unemployment compensation debt. You will be notified if the refund 
you claimed has been offset against your debts.

Joint return and injured spouse. When a joint return is filed and only one spouse owes a past-
due amount, the other spouse can be considered an injured spouse. An injured spouse should file 
Form 8379, Injured Spouse Allocation, if both of the following apply and the spouse wants a refund 
of his or her share of the overpayment shown on the joint return.

1.	 You are not legally obligated to pay the past-due amount.
2.	 You made and reported tax payments (such as federal income tax withheld from your 

wages or estimated tax payments), or claimed a refundable tax credit (see the credits listed 
under Who Should File, earlier).

Note. If the injured spouse’s residence was in a community property state at any time during the 
tax year, then the injured spouse must only meet (1) above.

If you have not filed your joint return and you know that your joint refund will be offset, file 
Form 8379 with your return. You should receive your refund within 14 weeks from the date the 
paper return is filed or within 11 weeks from the date the return is filed electronically.

If you filed your joint return and your joint refund was offset, file Form 8379 by itself. When 
filed after offset, it can take up to 8 weeks to receive your refund. Do not attach the previously filed 
tax return, but do include copies of all Forms W-2 and W-2G for both spouses and any Forms 1099 
that show income tax withheld. The processing of Form 8379 may be delayed if these forms are not 
attached, or if the form is incomplete when filed.

A separate Form 8379 must be filed for each tax year to be considered.

Amount You Owe
When you complete your return, you will determine if you have paid the full amount of tax that you 
owe. If you owe additional tax, you should pay it with your return.

If the IRS figures your tax for you, you will receive a bill for any tax that is due. You should 
pay this bill within 30 days (or by the due date of your return, if later). See Tax Figured by IRS in 
chapter 31.

How To Pay
If you have an amount due on your tax return, you can pay by check, money order, credit or debit 
card. If you filed electronically, you also may be able to make your payment electronically.

Check or money order. If you pay by check or money order, make it out to the “United States 
Treasury.” Show your correct name, address, SSN, daytime phone number, and the tax year and 
form number on the front of your check or money order. If you are filing a joint return, enter the 
SSN shown first on your tax return.

For example, if you file Form 1040 for 2012 and you owe additional tax, show your name, address, 
SSN, daytime phone number, and “2012 Form 1040” on the front of your check or money order. If 
you file an amended return (Form 1040X) for 2011 and you owe tax, show your name, address, SSN, 
daytime phone number, and “2011 Form 1040X” on the front of your check or money order.

Enclose your payment with your return, but do not attach it to the form. If you filed Form 1040 
or Form 1040A, complete Form 1040-V, Payment Voucher, and enclose it with your payment and 
return. Although you do not have to use Form 1040-V, doing so allows us to process your payment 
more accurately and efficiently. Follow the instructions that come with the form.

Do not mail cash with your return. If you pay cash at an IRS office, keep the receipt as part of 
your records.

Payment not honored. If your check, money order, or any other commercial instrument for 
payment is not honored by your bank (or other financial institution) and the IRS does not receive 
the funds, you still owe the tax. In addition, you may be subject to a dishonored payment penalty.

Caution
An injured spouse claim is 
different from an innocent 
spouse relief request. An in-
jured spouse uses Form 8379 
to request the division of the 
tax overpayment attributed 
to each spouse. An innocent 
spouse uses Form 8857, Re-
quest for Innocent Spouse 
Relief, to request relief from 
joint liability for tax, inter-
est, and penalties on a joint 
return for items of the other 
spouse (or former spouse) 
that were incorrectly re-
ported on the joint return. 
For information on innocent 
spouses, see Relief from joint 
responsibility under Filing a 
Joint Return in chapter 2.

Caution
If you do not pay your tax 
when due, you may have to pay 
a failure-to-pay penalty. See 
Penalties, later. For more in-
formation about your balance 
due, see Publication 594, The 
IRS Collection Process.

Tip
If the amount you owe for 
2012 is large, you may want 
to increase the amount of in-
come tax withheld from your 
pay or make estimated tax 
payments for 2013. See chap-
ter 4 for more information.

Tip
You do not have to pay if 
the amount you owe is less  
than $1.
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Electronic payment options. Electronic payment options are convenient, safe, and secure meth-
ods for paying individual income taxes. There’s no check to write, money order to buy, or voucher 
to mail. Payments can be made 24 hours a day, 7 days a week.

Credit or debit card. For information on paying your taxes with a credit or debit card, go to www
.irs.gov/e-pay.

TAXPLANNER
Be careful about paying your taxes by credit card. Most of the payment options demand that you 
pay a “convenience fee” for using your card. Also, use caution if you won’t be paying off your bal-
ance right away. The interest your credit card charges may be much higher than the interest the IRS 
charges for late payment. The IRS e-pay service providers are WorldPay US, Inc., Official Payments 
Corporation, and Link2Gov Corporation. As of the date this book went to press, the convenience 
fee for paying by credit card for both Link2Gov and Official Payments Corporation was 2.35% of the 
payment made, and the fee for WorldPayUS could be as high as 2.29% of the payment made. If you 
choose to pay your tax liability with a debit card, each provider charges a flat fee per transaction 
rather than a convenience fee. This flat fee ranges from $3.49 to $3.95 per transaction. Since both 
the convenience fee and the flat fee are subject to change, you should contact the service providers 
for the most up-to-date information before deciding if paying by credit or debit card makes sense 
for you. For additional information, go to the IRS website at www.irs.gov and type in “pay taxes by 
credit or debit card” in the search box in the upper right-hand corner of the screen.

Electronic funds withdrawal. You can e-file and pay in a single step by authorizing an electronic 
funds withdrawal from your checking or savings account. If you select this payment option, you 
will need to have your account number, your financial institution’s routing transit number, and 
account type (checking or savings). You can schedule the payment for any future date up to and 
including the return due date.

Electronic Federal Tax Payment System (EFTPS). EFTPS is a free tax payment system that all 
individual and business taxpayers can use. You can make payments online or by phone.
Here are just a few of the benefits of this easy-to-use system.

•	 Convenient and flexible. You can use it to schedule payments in advance. For example, you 
can schedule estimated tax payments (Form 1040-ES) or installment agreement payments 
weekly, monthly, or quarterly.

•	 Fast and accurate. You can make a tax payment in minutes. Because there are verification 
steps along the way, you can check and review your information before sending it.

•	 Safe and secure. It offers the highest available levels of security. Every transaction receives 
an immediate confirmation.

For more information or details on enrolling, visit www.irs.gov/e-pay or www.eftps.gov or call 
EFTPS Customer Service at 1-800-829-1040 (individual) or 1-800-829-4933 (business). TTY/
TDD help is available by calling 1-800-733-4829.
Estimated tax payments. Do not include any 2013 estimated tax payment in the payment for your 
2012 income tax return. See chapter 4 for information on how to pay estimated tax.

Interest
Interest is charged on tax you do not pay by the due date of your return. Interest is charged even if 
you get an extension of time for filing.
Interest on penalties. Interest is charged on the failure-to-file penalty, the accuracy-related pen-
alty, and the fraud penalty from the due date of the return (including extensions) to the date of 
payment. Interest on other penalties starts on the date of notice and demand, but is not charged on 
penalties paid within 21 calendar days from the date of the notice (or within 10 business days if the 
notice is for $100,000 or more).
Interest due to IRS error or delay. All or part of any interest you were charged can be forgiven 
if the interest is due to an unreasonable error or delay by an officer or employee of the IRS in per-
forming a ministerial or managerial act.

A ministerial act is a procedural or mechanical act that occurs during the processing of your case. 
A managerial act includes personnel transfers and extended personnel training. A decision concern-
ing the proper application of federal tax law is not a ministerial or managerial act.

The interest can be forgiven only if you are not responsible in any important way for the error or 
delay and the IRS has notified you in writing of the deficiency or payment. For more information, 
see Publication 556, Examination of Returns, Appeal Rights, and Claims for Refund.

Caution
Be sure to check with your 
financial institution to make 
sure that an electronic funds 
withdrawal is allowed and to 
get the correct routing and 
account numbers.

Tip
If the IRS figures your tax for 
you, interest cannot start ear-
lier than the 31st day after 
the IRS sends you a bill. For 
information, see Tax Figured 
by IRS in chapter 31.
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 Interest and certain penalties may also be suspended for a limited period if you filed your return by 
the due date (including extensions) and the IRS does not provide you with a notice specifically stating 
your liability and the basis for it before the close of the 36-month period beginning on the later of:

•	 The date the return is filed, or
•	 The due date of the return without regard to extensions.
For more information, see Publication 556.

TAXPLANNER
If you owe additional tax, it is not a good idea to paper file your return by January 31. As long as 
you have planned well and have paid enough in estimated taxes to avoid a penalty, you would be 
better off keeping any other tax you owe in your savings account, where it will earn interest for 
2½ months, rather than paying your tax bill early. If you e-file your return, you can prepare and 
submit it before the due date and authorize an electronic funds withdrawal on April 15th.

Installment Agreement
If you cannot pay the full amount due with your return, you can ask to make monthly install-
ment payments for the full or a partial amount. However, you will be charged interest and may 
be charged a late payment penalty on the tax not paid by the date your return is due, even if your 
request to pay in installments is granted. If your request is granted, you must also pay a fee. To 
limit the interest and penalty charges, pay as much of the tax as possible with your return. But 
before requesting an installment agreement, you should consider other less costly alternatives, 
such as a bank loan.

To ask for an installment agreement, you can apply online or use Form 9465 or 9465-FS.
In addition to paying by check or money order, you can use a credit or debit card or EFTPS to 

make installment agreement payments. See How To Pay, earlier.
To apply online, go to IRS.gov and click on “I need to pay my tax bill.”

TAXPLANNER
An extension of time to file is not an extension of time to pay. If you are unable to pay the full 
amount of tax due with your tax return because of financial hardship, you should still file the tax 
return along with a “good faith” payment of as much of the tax due as you can afford to pay. If 
you can pay in full within 120 days, you should call 1-800-829-1040 to establish the request. 
Alternatively, you can apply online by going to www.irs.gov and entering the keyword “OPA” in 
the upper right-hand corner to locate the link for the “Online Payment Agreement Application.” 
If you cannot pay within 120 days, you should complete Form 9465 or Form 9465-FS to request 
the privilege of paying the remaining tax in installments. This form should be attached to the 
front of the return when it is filed. However, the IRS will impose a fee of $105 ($52 if you make 
your payments by electronic funds withdrawal) for entering into an installment agreement. (If 
your income is below a certain level, you may qualify to pay a reduced fee of $43.) You can ex-
pect a decision back from the IRS within 30 days regarding your installment request, but you still 
will be subject to interest and the failure-to-pay penalty on the unpaid tax.

The IRS will continue to send you a bill for the unpaid tax, interest, and penalty until the total 
amount is paid. After the tax is completely paid, you can request in writing that the penalty be 
waived due to reasonable cause because of financial hardship. The IRS has total discretion in 
waiving penalties and may require you to prove your financial hardship.

If your tax return is already in the formal collection process (i.e., you have been contacted by 
an IRS official regarding a delinquent tax liability) and you are unable to pay the tax due, you may 
request an installment agreement with the IRS officer. If he or she agrees, the installment agree-
ment is made using Form 433-D, and you will be required to provide financial information. You 
may need to seek professional tax advice if this is the case.

Gift To Reduce Debt Held by the Public
You can make a contribution (gift) to reduce debt held by the public. If you wish to do so, make a 
separate check payable to “Bureau of the Public Debt.” Send your check to:

Bureau of the Public Debt
ATTN: Department G
P.O. Box 2188 
Parkersburg, WV 26106-2188.
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Or, enclose your separate check in the envelope with your income tax return. Do not add this gift 
to any tax you owe.

Go to www.publicdebt.treas.gov for information on how to make this type of gift online.
You can deduct this gift as a charitable contribution on next year’s tax return if you itemize your 

deductions on Schedule A (Form 1040).

Name and Address
After you have completed your return, fill-in your name and address in the appropriate area of the 
Form 1040, Form 1040A, or Form 1040EZ.

P.O. box. If your post office does not deliver mail to your street address and you have a P.O. 
box, print your P.O. box number on the line for your present home address instead of your 
street address.

Foreign address. If your address is outside the United States or its possessions or territories, enter 
the city name on the appropriate line of your return. Do not enter any other information on that line, 
but also complete the line below showing:

1.	 Foreign country name,
2.	 Foreign province/county, and
3.	 Foreign postal code.
Follow the country’s practice for entering the postal code and the name of the country, province, 

or state.

TAXALERT
You are not excused from filing a return because you have not received the proper forms from 
the IRS. The IRS has free tax forms and publications on a wide variety of topics. If you need IRS 
forms or information, try one of these easy options:
ªª Internet: You can access forms and publications on the IRS website 24 hours a day, 7 days a 

week, at www.irs.gov.
ªª Phone: Call 1-800-TAX-FORM (800-829-3676) to order current year forms, instructions, and pub-

lications, and prior year forms and instructions. You should receive your order within 10 days.
ªª Locations in your community: During the tax-filing season, many libraries and post offices 

offer free tax forms to taxpayers. Some libraries also have copies of commonly requested pub-
lications. Braille materials may also be available. Many large grocery stores, copy centers, and 
office supply stores have forms you can photocopy or print from a CD.

ªª Mail: Order your tax forms and publications from the IRS National Distribution Center, 1201 
N. Mitsubishi Motorway, Bloomington, IL, 61705-6613. You should receive your products 10 
days after receipt of your order.

Where Do I File?
After you complete your return, you must send it to the IRS. You can mail it or you may be able to 
file it electronically. See Does My Return Have To Be on Paper, earlier.

Mailing your return. Mail your return to the address shown in your instructions. The filing ad-
dresses are also shown near the end of this publication.

What Happens After I File?
After you send your return to the IRS, you may have some questions. This section discusses con-
cerns you may have about recordkeeping, your refund, and what to do if you move.

What Records Should I Keep?
This part discusses why you should keep records, what kinds of records you should keep, and how 
long you should keep them.

You probably already keep records in your daily routine. This includes keeping receipts for 
purchases and recording information in your checkbook. Use this to determine if you need to keep 
additional information in your records.

TAXPLANNER
See the detailed listing of tax records to keep at the end of the Ernst & Young Individual Tax 
Organizer in the front of this book.

Caution
You must write your SSN in 
the spaces provided on your 
tax return.
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You must keep records so that you can prepare a complete and accurate income tax return. The 
law does not require any special form of records. However, you should keep all receipts, canceled 
checks or other proof of payment, and any other records to support any deductions or credits 
you claim.

If you file a claim for refund, you must be able to prove by your records that you have overpaid 
your tax.

This part does not discuss the records you should keep when operating a business. For informa-
tion on business records, see Publication 583, Starting a Business and Keeping Records.

Why Keep Records?
There are many reasons to keep records. In addition to tax purposes, you may need to keep records 
for warranty or insurance purposes or for getting a loan. Good records will help you:

•	 Identify sources of income. You may receive money or property from a variety of sources. 
Your records can identify the sources of your income. You need this information to separate 
business from nonbusiness income and taxable from nontaxable income.

•	 Keep track of expenses. You may forget an expense unless you record it when it occurs. You 
can use your records to identify expenses for which you can claim a deduction. This will help 
you determine if you can itemize deductions on your tax return.

•	 Keep track of the basis of property. You need to keep records that show the basis of your 
property. This includes the original cost or other basis of the property and any improvements 
you made.

•	 Prepare tax returns. You need records to prepare your tax return. Good records help you to 
file quickly and accurately.

•	 Support items reported on tax returns. You must keep records in case the IRS has a ques-
tion about an item on your return. If the IRS examines your tax return, you may be asked 
to explain the items reported. Good records will help you explain any item and arrive at the 
correct tax with a minimum of effort. If you do not have records, you may have to spend time 
getting statements and receipts from various sources. If you cannot produce the correct docu-
ments, you may have to pay additional tax and be subject to penalties.

Kinds of Records to Keep
The IRS does not require you to keep your records in a particular way. Keep them in a manner that 
allows you and the IRS to determine your correct tax.

You can use your checkbook to keep a record of your income and expenses. In your checkbook 
you should record amounts, sources of deposits, and types of expenses. You also need to keep 
documents, such as receipts and sales slips, that can help prove a deduction.

You should keep your records in an orderly fashion and in a safe place. Keep them by year and 
type of income or expense. One method is to keep all records related to a particular item in a des-
ignated envelope.

In this section you will find guidance about basic records that everyone should keep. The section 
also provides guidance about specific records you should keep for certain items.

Electronic records. All requirements that apply to hard copy books and records also apply to 
electronic storage systems that maintain tax books and records. When you replace hard copy books 
and records, you must maintain the electronic storage systems for as long as they are material to 
the administration of tax law.

An electronic storage system is any system for preparing or keeping your records either by 
electronic imaging or by transfer to an electronic storage medium. The electronic storage system 
must index, store, preserve, retrieve, and reproduce the electronically stored books and records 
in a legible, readable format. All electronic storage systems must provide a complete and accu-
rate record of your data that is accessible to the IRS. Electronic storage systems are also subject 
to the same controls and retention guidelines as those imposed on your original hard copy books 
and records.

The original hard copy books and records may be destroyed provided that the electronic 
storage system has been tested to establish that the hard copy books and records are being 
reproduced in compliance with IRS requirements for an electronic storage system and proce-
dures are established to ensure continued compliance with all applicable rules and regulations. 
You still have the responsibility of retaining any other books and records that are required to 
be retained.
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The IRS may test your electronic storage system, including the equipment used, indexing meth-
odology, software and retrieval capabilities. This test is not considered an examination and the re-
sults must be shared with you. If your electronic storage system meets the requirements mentioned 
earlier, you will be in compliance. If not, you may be subject to penalties for noncompliance, unless 
you continue to maintain your original hard copy books and records in a manner that allows you 
and the IRS to determine your correct tax.

For details on electronic storage system requirements, see Rev. Proc. 97-22, which is on page 9 
of Internal Revenue Bulletin 1997-13 at www.irs.gov/pub/irs-irbs/irb97-13.pdt.
Copies of tax returns. You should keep copies of your tax returns as part of your tax records. 
They can help you prepare future tax returns, and you will need them if you file an amended return. 
Copies of your returns and other records can be helpful to your survivor or the executor or admin-
istrator of your estate.

If necessary, you can request a copy of a return and all attachments (including Form W-2) from 
the IRS by using Form 4506, Request for Copy of Tax Return. There is a charge for a copy of a 
return. For information on the cost and where to file, see the Form 4506 instructions.

If you just need information from your return, you can order a transcript in one of the following ways.
•	 Visit IRS.gov and click on “Order a Tax Return or Account Transcript.”
•	 Call 1-800-906-9946.
•	 Use Form 4506-T, Request for Transcript of Tax Return, or Form 4506T-EZ, Short Form 

Request for Individual Tax Return Transcript.
There is no fee for a transcript. For more information, see Form 4506-T.

Basic Records
Basic records are documents that everybody should keep. These are the records that prove your 
income and expenses. If you own a home or investments, your basic records should contain docu-
ments related to those items. Table 1-7 lists documents you should keep as basic records. Following 
Table 1-7 are examples of information you can get from these records.

Income. Your basic records prove the amounts you report as income on your tax return. Your in-
come may include wages, dividends, interest, and partnership or S corporation distributions. Your 
records also can prove that certain amounts are not taxable, such as tax-exempt interest.

Note. If you receive a Form W-2, keep Copy C until you begin receiving social security benefits. 
This will help protect your benefits in case there is a question about your work record or earnings 
in a particular year.

Expenses. Your basic records prove the expenses for which you claim a deduction (or credit) on 
your tax return. Your deductions may include alimony, charitable contributions, mortgage interest, 
and real estate taxes. You also may have child care expenses for which you can claim a credit.

Table 1-7.  Proof of Income and Expense

FOR items concerning your . . . KEEP as basic records . . .
Income ª	 Form(s) W-2

ª	 Form(s) 1099
ª	 Bank statements
ª	 Brokerage statements
ª	 Form(s) K-1

Expenses ª	 Sales slips
ª	 Invoices
ª	 Receipts
ª	 Canceled checks or other proof of payment
ª	 Written communications from qualified charities

Home ª	 Closing statements
ª	 Purchase and sales invoices
ª	 Proof of payment
ª	 Insurance records
ª	 Receipts for improvement costs

Investments ª	 Brokerage statements
ª	 Mutual fund statements
ª	 Form(s) 1099
ª	 Form(s) 2439
ª	 Receipts for collectibles
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Home. Your basic records should enable you to determine the basis or adjusted basis of your home. 
You need this information to determine if you have a gain or loss when you sell your home or to fig-
ure depreciation if you use part of your home for business purposes or for rent. Your records should 
show the purchase price, settlement or closing costs, and the cost of any improvements. They also 
may show any casualty losses deducted and insurance reimbursements for casualty losses. Your 
records also should include a copy of Form 2119, Sale of Your Home, if you sold your previous 
home before May 7, 1997, and postponed tax on the gain from that sale.

For detailed information on basis, including which settlement or closing costs are included in the 
basis of your home, see chapter 13.

When you sell your home, your records should show the sales price and any selling expenses, 
such as commissions. For information on selling your home, see chapter 15.

Investments. Your basic records should enable you to determine your basis in an investment and 
whether you have a gain or loss when you sell it. Investments include stocks, bonds, and mutual 
funds. Your records should show the purchase price, sales price, and commissions.

They may also show any reinvested dividends, stock splits and dividends, load charges, and 
original issue discount (OID).

For information on stocks, bonds, and mutual funds, see chapters 8, 13, 14, and 16.

Proof of Payment
One of your basic records is proof of payment. You should keep these records to support certain amounts 
shown on your tax return. Proof of payment alone is not proof that the item claimed on your return is 
allowable. You also should keep other documents that will help prove that the item is allowable.

Generally, you prove payment with a cash receipt, financial account statement, credit card state-
ment, canceled check, or substitute check. If you make payments in cash, you should get a dated 
and signed receipt showing the amount and the reason for the payment.

If you make payments by electronic funds transfer, you may be able to prove payment with an 
account statement.

Account statements. You may be able to prove payment with a legible financial account statement 
prepared by your bank or other financial institution. These statements are accepted as proof of pay-
ment if they show the items reflected in Table 1-8.

Pay statements. You may have deductible expenses withheld from your paycheck, such as union 
dues or medical insurance premiums. You should keep your year-end or final pay statements as 
proof of payment of these expenses.

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 items 
shown on your return until the period of limitations for that return runs out.

Table 1-8.  Proof of Payment

IF payment is by . . . THEN the statement must show the . . .
Cash ª	 Amount

ª	 Payee’s name
ª	 Transaction date

Check ª	 Check number
ª	 Amount
ª	 Payee’s name
ª	� Date the check amount was posted to the account by the 

financial institution
Debit or credit card ª	 Amount charged

ª	 Payee’s name
ª	 Transaction date

Electronic funds transfer ª	 Amount transferred
ª	 Payee’s name
ª	� Date the transfer was posted to the account by the finan-

cial institution
Payroll deduction ª	 Amount

ª	 Payee code
ª	 Transaction date
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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 1-9 contains the periods of limitations 
that apply to income tax returns. Unless otherwise stated, the years refer to the period beginning 
after the return was filed. Returns filed before the due date are treated as being filed on the due date.

Property. 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 
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. You must keep the records on the old property, as 
well as the new property, until the period of limitations expires for the year in which you dispose 
of the new property in a taxable disposition.

Keeping records for nontax purposes. When your records are no longer needed for tax purposes, 
do not discard them until you check to see if they should be kept longer for other purposes. Your 
insurance company or creditors may require you to keep certain records longer than the IRS does.

TAXORGANIZER
It would be wise to keep your income tax returns permanently. You should keep documents 
showing your basis in a piece of property for as long as you own that piece of property. If you sell 
a piece of property, you should keep your records showing your basis in the old property for at 
least 6 years after the sale. And, if you still receive canceled checks from your bank, we recom-
mend that you keep them for 6 years.

If you do not keep the requisite records, it may be impossible for you to prove that you incurred 
deductible expenses or to establish your basis for gain or loss. Without such proof the IRS can 
deny you a deduction.

If you acquire property from an estate or by gift, it is advisable to secure a copy of the valu-
ation of the estate or of the gift tax return so that you can determine the donor’s basis in the 
property that you have been given. When acquiring property from an estate, the basis in the 
property is generally the fair market value at the date of the decedent’s death if the decedent 
passed away before January 1, 2010, or after December 31, 2010. If the decedent passed 
away in 2010, your basis in the inherited property will generally be the lesser of the fair market 
value of the property on the decedent’s date of death or the decedent’s adjusted basis in the 
property.

Special rules allow for basis to be stepped up to specified limits on certain property inherited 
from a decedent who died during 2010. When receiving property as a gift, the taxpayer must 
know the donor’s adjusted basis as well as the fair market value at the time of the gift in order 
to properly determine the basis used in calculating the gain or loss upon disposition. For more 
information, see chapter 44, Estate and gift tax planning.

Knowing the donor’s basis, you can easily determine your gain or loss when you sell the prop-
erty. See chapter 13, Basis of property, for more details on determining gains and losses from 
the sale of property.

Example
Your parents buy a house for you as a wedding present. You sell the house 10 years later. The 
only record of the initial transaction is in the county real estate records. You believe there were 
other costs associated with the purchase but you cannot find any records of them. If you claim 
the additional unsupported costs and the IRS examines your return for the year of the sale, it’s 
likely that those costs will not be allowed. If you claim the additional costs and do not disclose on 
your return the lack of records to substantiate them, you could be subject to a penalty.

Table 1-9.  Period of Limitations
IF you . . . THEN the period is . . .
1	 Owe additional tax and (2), (3), and (4) do not apply to you 3 years
2	 Do not report income that you should and it is more
	 than 25% of the gross income shown on Your Return

6 years

3	 File a fraudulent return No limit
4	 Do not file a return No limit
5	 File a claim for credit or refund after you filed your return The later of 3 years or 2 years after tax 

was paid.
6	 File a claim for a loss from worthless securities 7 years
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Refund Information
You can go online to check the status of your 2012 refund 72 hours after IRS acknowledges receipt 
of your e-filed return, or 3 to 4 weeks after you mail a paper return. If you filed Form 5405, 8379, 
or 8839 with your return, allow 14 weeks (11 weeks if you filed electronically) before checking 
your refund status. Be sure to have a copy of your 2012 tax return available because you will need 
to know the filing status, the first SSN shown on the return, and the exact whole-dollar amount of 
the refund. To check on your refund, do one of the following.

•	 Go to IRS.gov, and click on “Where’s My Refund.”
•	 Download the free IRS2GO app by visiting the iTunes app store or the Android Marketplace. 

IRS2Go is a new way to provide you with information and tools.
•	 Call 1-800-829-4477 24 hours a day, 7 days a week for automated refund 

Interest on Refunds
If you are due a refund, you may get interest on it. The interest rates are adjusted quarterly.

If the refund is made within 45 days after the due date of your return, no interest will be paid. If 
you file your return after the due date (including extensions), no interest will be paid if the refund 
is made within 45 days after the date you filed. If the refund is not made within this 45-day period, 
interest will be paid from the due date of the return or from the date you filed, whichever is later.

Accepting a refund check does not change your right to claim an additional refund and interest. 
File your claim within the period of time that applies. See Amended Returns and Claims for Re-
fund, later. If you do not accept a refund check, no more interest will be paid on the overpayment 
included in the check.

Interest on erroneous refund. All or part of any interest you were charged on an erroneous refund 
generally will be forgiven. Any interest charged for the period before demand for repayment was 
made will be forgiven unless:

1.	 You, or a person related to you, caused the erroneous refund in any way, or
2.	 The refund is more than $50,000.
For example, if you claimed a refund of $100 on your return, but the IRS made an error and sent 

you $1,000, you would not be charged interest for the time you held the $900 difference. You must, 
however, repay the $900 when the IRS asks.

Change of Address
If you have moved, file your return using your new address.

If you move after you filed your return, you should give the IRS clear and concise notifica-
tion of your change of address. The notification may be written, electronic, or oral. Send written 
notification to the Internal Revenue Service Center serving your old address. You can use Form 
8822, Change of Address. If you are expecting a refund, also notify the post office serving your 
old address. This will help in forwarding your check to your new address (unless you chose direct 
deposit of your refund). For more information, see Revenue Procedure 2010-16, 2010-19 I.R.B. 
664, available at www.irs.gov/irb/2010-19_IRB/ar07.html.

Be sure to include your SSN (and the name and SSN of your spouse, if you filed a joint return) 
in any correspondence with the IRS.

What If I Made a Mistake?
Errors may delay your refund or result in notices being sent to you. If you discover an error, you 
can file an amended return or claim for refund.

Amended Returns and Claims for Refund
You should correct your return if, after you have filed it, you find that:

1.	 You did not report some income,
2.	 You claimed deductions or credits you should not have claimed,
3.	 You did not claim deductions or credits you could have claimed, or
4.	 You should have claimed a different filing status. (Once you file a joint return, you cannot 

choose to file separate returns for that year after the due date of the return. However, an 
executor may be able to make this change for a deceased spouse.)

If you need a copy of your return, see Copies of tax returns under What Records Should I Keep, 
earlier in this chapter.

Form 1040X. Use Form 1040X, Amended U.S. Individual Income Tax Return, to correct a return 
you have already filed. An amended tax return cannot be filed electronically under the e-file system.
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Completing Form 1040X. On Form 1040X, enter your income, deductions, and credits as you 
originally reported them on your return, the changes you are making, and the corrected amounts. 
Then figure the tax on the corrected amount of taxable income and the amount you owe or your 
refund.

If you owe tax, pay the full amount with Form 1040X. The tax owed will not be subtracted from 
any amount you had credited to your estimated tax.

If you cannot pay the full amount due with your return, you can ask to make monthly installment 
payments. See Installment Agreement, earlier.

If you overpaid tax, you can have all or part of the overpayment refunded to you, or you can 
apply all or part of it to your estimated tax. If you choose to get a refund, it will be sent separately 
from any refund shown on your original return.

Filing Form 1040X. After you finish your Form 1040X, check it to be sure that it is complete. 
Do not forget to show the year of your original return and explain all changes you made. Be sure 
to attach any forms or schedules needed to explain your changes. Mail your Form 1040X to the 
Internal Revenue Service Center serving the area where you now live (as shown in the instructions 
to the form). However, if you are filing Form 1040X in response to a notice you received from the 
IRS, mail it to the address shown on the notice.

File a separate form for each tax year involved.

Time for filing a claim for refund. Generally, you must file your claim for a credit or refund 
within 3 years after the date you filed your original return or within 2 years after the date you paid 
the tax, whichever is later. Returns filed before the due date (without regard to extensions) are con-
sidered filed on the due date (even if the due date was a Saturday, Sunday, or legal holiday). These 
time periods are suspended while you are financially disabled, discussed later.

If the last day for claiming a credit or refund is a Saturday, Sunday, or legal holiday, you can file 
the claim on the next business day.

If you do not file a claim within this period, you may not be entitled to a credit or a refund.

Protective claim for refund. Generally, a protective claim is a formal claim or amended return 
for credit or refund normally based on current litigation or expected changes in tax law or other 
legislation. You file a protective claim when your right to a refund is contingent on future events 
and may not be determinable until after the statute of limitations expires. A valid protective claim 
does not have to list a particular dollar amount or demand an immediate refund. However, a valid 
protective claim must:

•	 Be in writing and signed,
•	 Include your name, address, SSN or ITIN, and other contact information,
•	 Identify and describe the contingencies affecting the claim,
•	 Clearly alert the IRS to the essential nature of the claim, and
•	 Identify the specific year(s) for which a refund is sought.
Mail your protective claim for refund to the address listed in the instructions for Form 1040X, 

under Where To File.
Generally, the IRS will delay action on the protective claim until the contingency is resolved.

Limit on amount of refund. If you file your claim within 3 years after the date you filed your 
return, the credit or refund cannot be more than the part of the tax paid within the 3-year period 
(plus any extension of time for filing your return) immediately before you filed the claim. This time 
period is suspended while you are financially disabled, discussed later.

Tax paid. Payments, including estimated tax payments, made before the due date (without 
regard to extensions) of the original return are considered paid on the due date. For example, 
income tax withheld during the year is considered paid on the due date of the return, April 15 
for most taxpayers.

Example 1. You made estimated tax payments of $500 and got an automatic extension of time 
to October 15, 2009, to file your 2008 income tax return. When you filed your return on that date, 
you paid an additional $200 tax. On October 15,2012, you filed an amended return and claimed a 
refund of $700. Because you filed your claim within 3 years after you filed your original return, you 
can get a refund of up to $700, the tax paid within the 3 years plus the 6-month extension period 
immediately before you filed the claim.

Example 2. The situation is the same as in Example 1, except you filed your return on October 
30, 2009, 2 weeks after the extension period ended. You paid an additional $200 on that date. On 
October 31, 2012, you filed an amended return and claimed a refund of $700. Although you filed 
your claim within 3 years from the date you filed your original return, the refund was limited to 
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$200, the tax paid within the 3 years plus the 6-month extension period immediately before you 
filed the claim. The estimated tax of $500 paid before that period cannot be refunded or credited.

If you file a claim more than 3 years after you file your return, the credit or refund cannot be 
more than the tax you paid within the 2 years immediately before you file the claim.

Example. You filed your 2008 tax return on April 15, 2009. You paid taxes of $500. On 
November 5, 2010, after an examination of your 2008 return, you had to pay an additional tax of 
$200. On May 14, 2012, you file a claim for a refund of $300. However, because you filed your 
claim more than 3 years after you filed your return, your refund will be limited to the $200 you paid 
during the 2 years immediately before you filed your claim.

Financially disabled. The time periods for claiming a refund are suspended for the period in 
which you are financially disabled. For a joint income tax return, only one spouse has to be 
financially disabled for the time period to be suspended. You are financially disabled if you are 
unable to manage your financial affairs because of a medically determinable physical or mental 
impairment which can be expected to result in death or which has lasted or can be expected to 
last for a continuous period of not less than 12 months. However, you are not treated as finan-
cially disabled during any period your spouse or any other person is authorized to act on your 
behalf in financial matters.

To claim that you are financially disabled, you must send in the following written statements 
with your claim for refund.

1.	 A statement from your qualified physician that includes:
a.	 The name and a description of your physical or mental impairment,
b.	 The physician’s medical opinion that the impairment prevented you from managing 

your financial affairs,
c.	 The physician’s medical opinion that the impairment was or can be expected to result in 

death, or that its duration has lasted, or can be expected to last, at least 12 months,
d.	 The specific time period (to the best of the physician’s knowledge), and
e.	 The following certification signed by the physician: “I hereby certify that, to the best of 

my knowledge and belief, the above representations are true, correct, and complete.”
2.	 A statement made by the person signing the claim for credit or refund that no person, 

including your spouse, was authorized to act on your behalf in financial matters during the 
period of disability (or the exact dates that a person was authorized to act for you).

Exceptions for special types of refunds. If you file a claim for one of the items listed below, the 
dates and limits discussed earlier may not apply. These items, and where to get more information, 
are as follows.

•	 Bad debt. (See Nonbusiness Bad Debts in chapter 14.)
•	 Worthless security. (See Worthless securities in chapter 14.)
•	 Foreign tax paid or accrued. (See Publication 514, Foreign Tax Credit for Individuals.)
•	 Net operating loss carryback. (See Publication 536, Net Operating Losses (NOLs) for Indi-

viduals, Estates, and Trusts.)
•	 Carryback of certain business tax credits. (See Form 3800, General Business Credit.)
•	 Claim based on an agreement with the IRS extending the period for assessment of tax.

Processing claims for refund. Claims are usually processed 8-12 weeks after they are filed. Your 
claim may be accepted as filed, disallowed, or subject to examination. If a claim is examined, the 
procedures are the same as in the examination of a tax return.

If your claim is disallowed, you will receive an explanation of why it was disallowed.

Taking your claim to court. You can sue for a refund in court, but you must first file a timely claim 
with the IRS. If the IRS disallows your claim or does not act on your claim within 6 months after 
you file it, you can then take your claim to court. For information on the burden of proof in a court 
proceeding, see Publication 556.

The IRS provides a direct method to move your claim to court if:
•	 You are filing a claim for a credit or refund based solely on contested income tax or on estate 

tax or gift tax issues considered in your previously examined returns, and
•	 You want to take your case to court instead of appealing it within the IRS.
When you file your claim with the IRS, you get the direct method by requesting in writing that 

your claim be immediately rejected. A notice of claim disallowance will be sent to you.
You have 2 years from the date of mailing of the notice of claim disallowance to file a refund 

suit in the United States District Court having jurisdiction or in the United States Court of Federal 
Claims.
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Interest on refund. If you receive a refund because of your amended return, interest will be paid 
on it from the due date of your original return or the date you filed your original return, whichever 
is later, to the date you filed the amended return. However, if the refund is not made within 45 days 
after you file the amended return, interest will be paid up to the date the refund is paid.

Reduced refund. Your refund may be reduced by an additional tax liability that has been assessed 
against you.

Also, your refund may be reduced by amounts you owe for past-due child support, debts to an-
other federal agency, or for state income tax. If your spouse owes these debts, see Offset against 
debts, under Refunds, earlier, for the correct refund procedures to follow.

Effect on state tax liability. If your return is changed for any reason, it may affect your state in-
come tax liability. This includes changes made as a result of an examination of your return by the 
IRS. Contact your state tax agency for more information.

TAXPLANNER
The IRS routinely shares information with most states that have state income taxes. If you file 
an amended federal tax return showing a balance due, you may avoid interest on tax due to the 
state and any penalties by taking the initiative and filing amended state tax returns when that is 
appropriate.

Penalties
The law provides penalties for failure to file returns or pay taxes as required.

Civil Penalties
If you do not file your return and pay your tax by the due date, you may have to pay a penalty. You 
may also have to pay a penalty if you substantially understate your tax, understate a reportable 
transaction, file an erroneous claim for refund or credit, file a frivolous tax submission, or fail to 
supply your SSN or individual taxpayer identification number. If you provide fraudulent informa-
tion on your return, you may have to pay a civil fraud penalty.

Filing late. If you do not file your return by the due date (including extensions), you may have 
to pay a failure-to-file penalty. The penalty is usually 5% for each month or part of a month that 
a return is late, but not more than 25%. The penalty is based on the tax not paid by the due date 
(without regard to extensions).

Fraud. If your failure to file is due to fraud, the penalty is 15% for each month or part of a month 
that your return is late, up to a maximum of 75%.

Return over 60 days late. If you file your return more than 60 days after the due date or extended 
due date, the minimum penalty is the smaller of $135 or 100% of the unpaid tax.

Exception. You will not have to pay the penalty if you show that you failed to file on time be-
cause of reasonable cause and not because of willful neglect.

Paying tax late. You will have to pay a failure-to-pay penalty of 1/2 of 1% (.50%) of your unpaid 
taxes for each month, or part of a month, after the due date that the tax is not paid. This penalty 
does not apply during the automatic 6-month extension of time to file period if you paid at least 
90% of your actual tax liability on or before the due date of your return and pay the balance when 
you file the return.

The monthly rate of the failure-to-pay penalty is half the usual rate (.25% instead of .50%) if an 
installment agreement is in effect for that month. You must have filed your return by the due date 
(including extensions) to qualify for this reduced penalty.

If a notice of intent to levy is issued, the rate will increase to 1% at the start of the first month 
beginning at least 10 days after the day that the notice is issued. If a notice and demand for immedi-
ate payment is issued, the rate will increase to 1% at the start of the first month beginning after the 
day that the notice and demand is issued.

This penalty cannot be more than 25% of your unpaid tax. You will not have to pay the penalty 
if you can show that you had a good reason for not paying your tax on time.

Combined penalties. If both the failure-to-file penalty and the failure-to-pay penalty (discussed 
earlier) apply in any month, the 5% (or 15%) failure-to-file penalty is reduced by the failure-to-pay 
penalty. However, if you file your return more than 60 days after the due date or extended due date, 
the minimum penalty is the smaller of $135 or 100% of the unpaid tax.
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Accuracy-related penalty. You may have to pay an accuracy-related penalty if you underpay your 
tax because:

1.	 You show negligence or disregard of the rules or regulations,
2.	 You substantially understate your income tax,
3.	 You claim tax benefits for a transaction that lacks economic substance, or
4.	 You fail to disclose a foreign financial asset.
The penalty is equal to 20% of the underpayment. The penalty is 40% of any portion of the 

underpayment that is attributable to an undisclosed noneconomic substance transaction or an un-
disclosed foreign financial asset transaction. The penalty will not be figured on any part of an 
underpayment on which the fraud penalty (discussed later) is charged.

Negligence or disregard. The term “negligence” includes a failure to make a reasonable at-
tempt to comply with the tax law or to exercise ordinary and reasonable care in preparing a return. 
Negligence also includes failure to keep adequate books and records. You will not have to pay a 
negligence penalty if you have a reasonable basis for a position you took.

The term “disregard” includes any careless, reckless, or intentional disregard.

TAXPLANNER
The IRS has a comprehensive program to compare the amounts of income reported as paid by 
payers on Form 1099 series information returns with the amounts of income reported by the 
payees on their income tax returns. If this document-matching program discloses apparently un-
derreported income, you will receive a notice of additional tax due that may include imposition of 
a 20% negligence penalty. If you receive an information return showing income paid to you that, 
through no fault of your own, you did not receive in 2012 or that for some reason is not taxable 
to you, you should nevertheless report as income on your return the entire amount shown by the 
information return and subtract from that the amount you believe to be erroneous. Following this 
procedure usually will avoid automatic generation of the IRS notice and the inconvenience and 
frustration of corresponding with the IRS to get the matter resolved.

TAXALERT
The penalty in the case of a gross valuation misstatement is 40% of the portion of the underpayment 
attributable to the misstatement. A gross valuation misstatement is a misstatement with respect to 
which either the value or adjusted basis claimed on the return for any property is 150% (200% for 
returns filed prior to August 18, 2006) or more of the correct value or adjusted basis. You should 
keep the necessary documentation in order to avoid the valuation misstatement penalty.

Example
Ted and Joan contributed property to a charity and claimed a charitable contribution deduction 
of $120,000 on their joint return. The property is actually worth only $54,000. Since the value 
of the property claimed on the return is more than 150% of the correct value, they are subject 
to a penalty of 40% on the difference between the amount of tax they should have paid if they 
claimed only $54,000 as a charitable contribution and the amount of tax they actually paid.

Adequate disclosure. You can avoid the penalty for disregard of rules or regulations if you 
adequately disclose on your return a position that has at least a reasonable basis. See Disclosure 
statement, later.

This exception will not apply to an item that is attributable to a tax shelter. In addition, it will not 
apply if you fail to keep adequate books and records, or substantiate items properly.

Substantial understatement of income tax. You understate your tax if the tax shown on your 
return is less than the correct tax. The understatement is substantial if it is more than the larger of 
10% of the correct tax or $5,000. However, the amount of the understatement may be reduced to 
the extent the understatement is due to:

1.	 Substantial authority, or
2.	 Adequate disclosure and a reasonable basis.
If an item on your return is attributable to a tax shelter, there is no reduction for an adequate 

disclosure. However, there is a reduction for a position with substantial authority, but only if you 
reasonably believed that your tax treatment was more likely than not the proper treatment.

Substantial authority. Whether there is or was substantial authority for the tax treatment of an 
item depends on the facts and circumstances. Some of the items that may be considered are court 
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opinions, Treasury regulations, revenue rulings, revenue procedures, and notices and announce-
ments issued by the IRS and published in the Internal Revenue Bulletin that involve the same or 
similar circumstances as yours.

Disclosure statement. To adequately disclose the relevant facts about your tax treatment of an 
item, use Form 8275, Disclosure Statement. You must also have a reasonable basis for treating the 
item the way you did.

In cases of substantial understatement only, items that meet the requirements of Revenue Procedure 
2011-13 (or later update) are considered adequately disclosed on your return without filing Form 8275.

Use Form 8275-R, Regulation Disclosure Statement, to disclose items or positions contrary to 
regulations.

Transaction lacking economic substance. For more information on economic substance, see 
section 7701(o).

Foreign financial asset. For more information on undisclosed foreign financial assets, see 
section 6662(j).

Reasonable cause. You will not have to pay a penalty if you show a good reason (reasonable 
cause) for the way you treated an item. You must also show that you acted in good faith. This does 
not apply to a transaction that lacks economic substance.

EXPLANATION
The IRS’s explanation of the penalty for substantial understatement and how to avoid it oversim-
plifies a very complex situation.

Under regulations issued by the IRS, the following items may generally be considered substan-
tial authority:
•	 Internal Revenue Code and other statutory provisions
•	 Temporary and final IRS regulations
•	 Court cases
•	 Administrative pronouncements (including revenue rulings and revenue procedures)
•	 Tax treaties and regulations issued as a result of a treaty
•	 Congressional intent as reflected in committee reports, joint explanatory statements of 

managers included in conference committee reports, and statements made in Congress 
by one of a bill’s managers prior to enactment of a bill

•	 General explanations of tax legislation prepared by the Joint Committee on Taxation 
(the Blue Book)

•	 Proposed IRS regulations
•	 Information or press releases, notices, announcements, and any other similar docu-

ments published by the IRS in the Internal Revenue Bulletin
•	 Private letter rulings, technical advice memoranda, actions on decisions, and general 

counsel memoranda after they have been released to the public, if they are dated after 
March 12, 1981

Filing erroneous claim for refund or credit. You may have to pay a penalty if you file an er-
roneous claim for refund or credit. The penalty is equal to 20% of the disallowed amount of the 
claim, unless you can show a reasonable basis for the way you treated an item. However, any 
disallowed amount due to a transaction that lacks economic substance will not be treated as 
having a reasonable basis. The penalty will not be figured on any part of the disallowed amount 
of the claim that relates to the earned income credit or on which the accuracy-related or fraud 
penalties are charged.

TAXALERT
There is a 20% penalty on refund claims filed after May 25, 2007, that are filed without a reason-
able basis. Under previous law, penalties applied to understatements of income tax but not to 
claims for refund.

Frivolous tax submission. You may have to pay a penalty of $5,000 if you file a frivolous tax 
return or other frivolous submissions. A frivolous tax return is one that does not include enough 
information to figure the correct tax or that contains information clearly showing that the tax you 
reported is substantially incorrect. For more information on frivolous returns, frivolous submis-
sions, and a list of positions that are identified as frivolous, see Notice 2010-33, 2010-17 I.R.B. 
609, available at www.irs.gov/irb/2010-17_IRB/ar13.html.
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You will have to pay the penalty if you filed this kind of return or submission based on a frivolous 
position or a desire to delay or interfere with the administration of federal tax laws. This includes 
altering or striking out the preprinted language above the space provided for your signature.

This penalty is added to any other penalty provided by law.

EXPLANATION
Congress enacted this penalty to attack a great variety of tax protest activities, including:
1.	 Irregular tax forms that cannot be processed
2.	 References to spurious constitutional arguments as a basis for not completing tax 

forms
3.	 Unallowable deductions claimed as a protest against military expenses
4.	 Deliberate use of incorrect Tax Tables
5.	 Presentation of clearly inconsistent information, such as a taxpayer who lists only two 

dependents while claiming 99 exemptions for withholding purposes

TAXALERT
Unlike most other penalties, the penalty for filing a frivolous return is not based on your tax li-
ability. The penalty for filing a frivolous return will be assessed immediately and added to any 
other penalties.

Fraud. If there is any underpayment of tax on your return due to fraud, a penalty of 75% of the 
underpayment due to fraud will be added to your tax.

Joint return. The fraud penalty on a joint return does not apply to a spouse unless some part of 
the underpayment is due to the fraud of that spouse.

Failure to supply social security number. If you do not include your SSN or the SSN of another 
person where required on a return, statement, or other document, you will be subject to a penalty 
of $50 for each failure. You will also be subject to a penalty of $50 if you do not give your SSN to 
another person when it is required on a return, statement, or other document.

For example, if you have a bank account that earns interest, you must give your SSN to the bank. 
The number must be shown on the Form 1099-INT or other statement the bank sends you. If you 
do not give the bank your SSN, you will be subject to the $50 penalty. (You also may be subject to 
“backup” withholding of income tax. See chapter 4.)

You will not have to pay the penalty if you are able to show that the failure was due to reasonable 
cause and not willful neglect.

Criminal Penalties
You may be subject to criminal prosecution (brought to trial) for actions such as:

1.	 Tax evasion,
2.	 Willful failure to file a return, supply information, or pay any tax due,
3.	 Fraud and false statements, or
4.	 Preparing and filing a fraudulent return.

TAXALERT
In addition to any of the other penalties discussed in this section, you can be charged a penalty 
for paying your tax with a bad check. The penalty may not be imposed if you submit a bad check 
in good faith and with reasonable cause to believe that it will be paid. The penalty is 2% of the 
amount of the check or, if the check is less than $1,250, the lesser of $25 or the amount of the 
check.
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