
When the Tax Man
Cometh

Whether as a Contractor or Citizen You Should be
Planning How Best to Assist Your Tax Preparer to Avoid

Excessive Tax Liability

Taxpayers should be aware of the
important words in a tax case deci-

sion rendered by the late Judge
Learned Hand in NEWMAN (35
AFTR 857) in which he wrote:
“. . . Over and over again the courts
have said that there is nothing sinister
in so arranging one’s affairs as to keep
taxes as low as possible. Everybody
does so, rich and poor, and all do
right, for nobody owes any public duty
to pay more than the law demands;
taxes are enforced exactions, not
voluntary contributions. To demand
more in the name of morals is mere
cant.” (cant = slanting position)

The In terna l  Revenue Code
prescribes that taxpayers have to keep
accurate books and records to correctly
determine tax liability. However, the
law does not prescribe any specific
modes of record keeping for everyday
transactions. In order to substantiate
certain deductions there are specific re-
quirements as to what supporting
details must be kept (i.e., travel and
entertainment).

When an IRS agent examines your
books and records and is not satisfied
as to the correctness, two alternate
methods are used: Cost of living, and
the net worth calculation.

Through the cost of living method
an agent attempts to show that your
cost of living exceeds the amount of
salary or drawing (or other available
funds) exceeds income as reported. By
the use of the net worth method an
agent attempts to show that beginning
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net worth, plus all sources of taxable
and non-taxable income, less living ex-
penses, equals what should be end of
year net worth. Amounts in excess are
considered to be unreported income.

In the ordinary course of events you
would not entrust your books and
records to someone who did not rate
your complete confidence as to profes-
sional ability. But, you have to take in-
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“When an IRS agent examines your books and records and is not
satisfied as to the correctness, two alternate methods are used. Cost

of living and the net worth calculation.”

to account that the clever auditor who
installs a system preventing your
employees from stealing, or one who
helps you get hard-to-find financing by
well prepared financial statements,
may not be the best person when it
comes to saving taxes. What you need
is a composite with some emphasis on
that person who is well versed in tax
law.

Two-Way Street . . .

You will find that paying the lowest
amount of tax in a legal manner is a
two-way street. You have to find a
competent tax preparer and you have

to do your share of preparing adequate
and good records. We will address the
first issue by showing a checklist of
what to expect of your preparer.

1—In order for your preparer to be
well versed in tax law, a good tax
library should be maintained in his
office, and he should subscribe to
various tax magazines. Also, the
preparer should regularly attend tax
seminars, belong to a local CPA soci-
ety, and continue to take courses. One
way to prove merit is for a tax preparer
to obtain the prestigious Master’s
Degree in Taxation and take courses in
Continuing Professional Education
(note: this is mandatory in only some
states).

2—Your preparer should alert you
to changes in the tax laws or Revenue
Rulings or court decisions which affect
you personally. When the preparer
does this there is a showing that your
particular set of circumstances, in-
vestments, etc. are at his “fingertips.”

3—It is not sufficient just to keep
a set of books. Your accountant whose
duty it will be to prepare your tax
returns should meet with you periodi-
cally to do some tax planning. Some-
times a transaction can result in dire
tax consequences merely because of the
manner in which moulded. Structure
the same situation differently and it
musters approval by the IRS.

4—The IRS will not tip its hand on
the question of what stock, if any, it
puts on returns filed with extensions.
The first extension is automatic, the
second requires an excuse. Does this
tip a signal to the IRS? At any rate,
try to use a preparer who will prepare
you r  r e tu rn  on  t ime ,  w i t hou t
extensions.

5—Expect that your tax preparer
will discuss items with you prior to
actual preparation of your return.
Nothing should be left to chance, or
to possible misunderstanding.

6—A good preparer will finish your
return in time for you to review it and
not file if you find that you omitted

items of income or expense, or over-
looked deductions. When it is your
fault, don’t expect a return to be done
over without charge, offer to pay for
the extra time if manually prepared, or
the extra computer cost if rerun on the
computer.

7—It is said that the sign of a suc-
cessful practitioner is that there is
plenty of business. But, sometimes too
much activity is not in your best in-
terest. If your practitioner bites off
more than could reasonably be done,
work can become sloppy and you
could be the loser.

8—Don’t accept tax returns which
are not typed or computer processed.
A tax return written by hand can be
illegible resulting in its being pulled for
scrutiny! Avoid this despite the fact
that two of our recent Presidents, both
with large incomes (Nixon and
Reagan) submitted handwrit ten
returns.

9—Try to use a preparer who is not
given to a hot temper. Coolness in try-
ing to resolve issues by telephone, by
letter writing and in person ‘accom-
plishes more positive results.

While the aforementioned pointers
are not all-inclusive of what to look for
in a tax preparer, the major items are
covered. But what about you? What
are your obligations to your, tax
preparer?

1—In any tax ‘audit there is an ex-
amination of all bank accounts. This
includes checking and savings. Thus it
is important to have a “footprint”
when making deposits to personal
savings or brokerage accounts. Make
a notation next to a deposit to show
the source, or better still, channel all
payments to brokers and all deposits
to savings accounts through your
check book. This will avoid being
taxed, possibly, on mere exchanges or
transfers.

2—If you engage in real estate trans-
actions, other investments, etc. consult
with your tax preparer before signing
any contracts. Tax preparer and lawyer
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working hand-in-hand can result in
transactions being structured on a tax-
wise basis.

3—Keep your records current and
make sure that all entries are reflected
so that your accountant can check
them for accuracy and then see that
they are booked in that manner to
comply with the tax laws, yet with an
eye towards tax savings.

4—Don’t look for bargains. In this
life you get what you pay for. Hire an
accountant, the one who is going to
prepare your tax returns, strictly on the
basis of lowest fee, and you are doing
yourself a disfavor. Yes, the newcomer
will command less in the marketplace
than the older, more experienced prac-
titioner, but make sure that the person
hired is fully trained. One way is to re-
tain only the services of a Certified
Public Accountant or an accountant
(not a C.P.A.) who has passed the IRS
test for enrollment. Both are a test for
competency.

5—Claiming an unusually high de-
duction? Furnish your preparer with
photocopies of proof which will be at-

tached to the return (even though not
required) to head off an audit.

6—Start to gather together tax in-
formation as soon as possible. It is
physically impossible for your preparer
to have all of his clients walk in dur-
ing the last week of March or the first
week of April.

7—Make sure you advise your
preparer of any change in filing status.
Also, any change in number of de-
pendents. He has no way of knowing
that you have assumed the financial
support of a relative who has fallen on
hard times.

8—Above all, don’t be cute. Hide
something from your accountant and
you could be putting yourself into a
heap of trouble. While accountants do
not enjoy the privileges of confidential-
ity afforded lawyers, doctors, clergy-
men, etc. it is still best to bare all.
Perhaps a loophole could be found to
mitigate the huge tax you expect to pay
on a transaction you decide to hide.
Or, your preparer may find a way to
structure the tax bite legally by use of
alternative ways to compute tax (in-
come averaging, installment sale, like-
exchange of property, etc.).

9—If you pay any expenses in cash,
get receipts and make liberal use of
petty cash vouchers, obtainable at your
local commercial stationery store. A
record, even a self-serving one, is bet-
ter than no record at all.

10—By now you should have read
at least one or more articles on the
1984 tax act. You’ll find it referred to
as the Tax Reform Act of 1984 or the
Deficit Reduction Act of 1984. Get
familiar with those items affecting
your business and your non-business
items.

To be specific: If you purchased real
property used in your business during

the year, make sure you show the con-
tract to your tax preparer. The 15 year
life rule has been changed to 18 years
for property placed in service after
March 15, 1984. But there are transi-
tion rules where there were binding
contracts for the purchase of property.

Computer Useful . . .

Do you keep a computer at home
to help you with your investments,
business transactions, etc.? There is a
new 50% use rule. Thus you have to
keep a log showing time used for
deductible use as opposed to personal
use, such as game playing, etc.

A marriage break up is never pleas-
ant. There are new rules concerning the
deduction of alimony and transfer of
residence to spouse. Discuss all set-
tlements agreed upon, with your tax
preparer, before allowing your at-
torney to finalize the agreement.

If you have stock transactions, don’t
furnish a list of the “buys” and “sells”
to your preparer. Give him the second
copy of the confirmation slip. There
is a different treatment given to trans-
actions made where purchase was
made after June 22, 1984.

You or your wife use an automobile
in doing work for a charitable
organization? Keep a log of all trips—
for 1984 you can deduct 9 cents per
mile, for 1985 or later years, 12 cents
per mile.

Above all meet the new reporting re-
quirements for fees you pay to in-
dividuals who perform certain services
for you. The law imposes a penalty for
failure to file forms 1099. Ask your ac-
countant to explain the new provisions
to you so that you’ll know whom to
ask for social security numbers and
home addresses.
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