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Bart Basi

More Audits For The
Middle and Upper Middle Class

T he United States Congress and The Internal Rev-
enue Service have been under increasing pres-
sure in recent years to examine and eliminate the phe-
nomenon known as the “tax gap” in this country. The
tax gap is the difference between what taxpayers should
be paying and what taxpayers actually end up paying
the government. In the United States, the annual tax
gap is approximately $300 billion and the IRS is work-
ing fervently to close this gap and prove itself to Con-
gress. What does this mean for the average taxpayer?
Simply stated, a greater chance 1o be audited.

The IRS Target
Recent audit numbers have shown that audits of

audits begin and end with correspondence. A few out
of ten are called in for a face-to-face audit. However,
with that said, it is important for the targeted income
taxpayers to 1) be prepared for an audit and 2) have
tax counsel advice.

First, the taxpayer should easily be able to find three
years records, including all 1040’s, schedules, attach-
ments, and supporting documentation upon relatively
short notice. If there are questionable or grey area
items, it is best to make notes of the items. If there
are red flag items such as large missing income items,
etc, it is best to see an accountant or a tax attorney to
deal with the items long before an audit is called for.
Keep your records in a safe place.

Second, the tax-

“high income individu-
als”, “millionaires”, and
“other high income indi-
viduals” are substantially
up year after year. What
is shocking about the
Internal Revenue Ser-
vice is their ability to
defy reality and define

If you are chosen for an audit, do not
attend the audit hearing alone. Employ-
ing and utilizing a professional is well
worth the expense and can prevent
problems before they occur.

payer should employ
competent tax counsel
for an audit. No taxpayer
should ever go in front of
an auditor without proper
representation. It is in
these audits that tax-
payers without counsel,

many middle class tax-
payers as high income taxpayers. To start, the IRS de-
fines a “high income individual” as anyone with a “total
positive income” of $100,000 and above. Total positive
income merely means the IRS adds the positive income
on the 1040, but regards any losses as zeros.

Millionaires and “other high income individuals™ are
defined as those earning $1,000,000 plus annually and
those earning above $200,000 annually, respectively.
Their audit rate is up considerably. In fact, in 2007, 1
out of 11 millionaires was audited, which is a signifi-
cant uptick in the audit rate from prior years. A 30%
increase in audit rates for other high income taxpayers
was also experienced during 2007.

What To Do...

If you find yourself in one of the target groups, the
important thing to remember is to not to panic. Most

tend to talk their way
into problem areas. Forming a relationship with an
attorney or an accountant is always a good idea if you
are a high income individual.

Finally, if you are chosen for an audit, as | have
said above, do not attend the audit hearing alone.
Employing and utilizing a professional is well worth the
expense and can prevent problems before they occur.

What Not To Do....

Too many taxpayers wait until the last minute and
walk into an audit completely unprepared and without
counsel. Sometimes, taxpayers won’t even know
what they need to bring to the auditors. Consequently,
taxpayers may bring unnecessary documents and
even documents that may result in problems for the
taxpayer. Reaching this point in an audit has conse-

please turn to page 66
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