The following is a general discussion and guideline on how long a taxpayer should maintain their tax preparation records.

RETENTION OF TAX RECORDS

Keep tax returns indefinitely and supporting records for at least six years. In general, except in cases of fraud or substantial understatement of income, IRS can only assess tax within three years after the return has been filed. For example, if you filed your 2006 individual tax return by its original due date of April 17, 2007, IRS would have until April 17, 2010 to assess a tax deficiency against you. If you filed later, IRS generally has three years from date you filed the return to assess a deficiency. The assessment period is six years instead of three if taxpayer omits more than 25% of the income reported on the return. Note that there is no limit if a taxpayer doesn’t file a return, files a false or fraudulent return with intent to evade tax or files an unsigned tax return.

While it is impossible to be completely sure that IRS won’t at some point seek to assess tax, retaining tax returns indefinitely (with W-2`s) and important records for six years after the return is filed should, as a practical matter be adequate. Retain W-2 for comparison to social security statement of F.I.C.A wages.

Records relating to property should be kept longer.  If you own stocks, bonds and mutual funds in a taxable account, you must keep records for as long as you own the security and then for at least six years after you dispose of the entire asset. This would include details on the original purchase, reinvested dividends, and sales. After the asset is sold, keep all the records for at least six years. If you gift a property asset to someone, you need to tell him or her the cost basis of the asset gifted.

Same rules apply for any capital asset you own (your house, lot, rental property, asset used in business such as a car, computer, office furniture, etc.). You will need to keep the records of purchase (closing statement), improvements to property, and final sale. Even though there is an exemption of gain from sale of your principal residence from $250,000-$500,000, there is no telling how much your home will be worth when sold or guarantee that the home-sale exclusion will still be available when the future sale takes place.

In case of separation or divorce be sure you have access to any tax records.  Make copies of the above items before the divorce is final even if you have to put this in the divorce agreement. Your records should include copy of divorce decree, agreement of separate maintenance in addition to the items mentioned above. Liability for tax on a joint return is joint and several as the deficiency can be asserted against either spouse.

Safeguard your records against loss or theft. Keep your most important records in a safe deposit box or other safe place outside your home.

