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As a general rule, however, it is probably 
safe to say that if a record supports an 
item of income, deduction, credit, or tax 
payment on a return; and if that same re­
cord will not be needed to support an item 
in later returns; then it can be thrown out 
after four years. For example, let's assume 
you reported salary income, property tax 
deduction and home mortgage interest 
expense on your 2007 income tax return, 
and you filed timely in 2008 and paid any 
tax due. The standard three-year limita­
tions period starts to run in 2008. As a 
general rule you should hold the Forms 
W-2 and 1098 that "establish" those items 
until the end of 2011, by which time the 
statute will have run on your return. 

Before you get lulled into a false sense 
of security, [ want to talk about a spe­
cial class of deduction that is based on 
"tax basis." Here's a simple example. Tex 
Payor buys stock in XYZ Co. in 1995 for 
$5,000. He holds it until 2007 when he 
sells the stock for $8,000, realizing a cap­
ital gain of $3,000, which he reports on 
a timely-filed Form 1040 in 2008. How 
long does he have to hold the document 
that evidences his purchase price for the 
stock? The answer is seventeen years: 
the twelve years he held the stock, plus 
the year of sale, plus the year of filing, 
plus three more years to clear the statute 
of limitations period. This rule applies to 
any property in which a taxpayer acquires 
a "tax basis" such as mutual funds, real 
estate, and depreciable assets. Typically, 
tax basis is a taxpayer's purchase cost. 
However, property that is received by in­
heritance or bequest usually acquires a tax 
basis equal to its fair market value at the 
date of death of the person from whom the 
property was received. Property received 
by gift typically takes a tax basis equal to 
the tax basis of the person who gave the 
property. Let's assume that Tex Payor 
sells a house in 2007 that he acquired by 
gift from his parents in 1980. His parents 
told him at the time of the gift that they 
had received the house as a gift from his 
grandfather in 1950, who had bought the 
house in 1920. What documents does Tex 
need to prove the tax basis of the house 
sold? The most important document he 
needs is the closing statement from 1920! 
He also needs records evidencing the cost 
of improvements to the property since 
that date, records that might go back de­
cades. Luckily for him his parents have 
saved all that. 
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This tax basis rule also applies to intan­
gible property in ways that are not obvi­
ous. Assume that Tex opened an IRA 
in 1985 and has made contributions to it 
every year since then. Also assume that 
since 1990 his contributions were not 
deductible because he was an active par­
ticipant in an employer plan. With each 
non-deductible contribution Tex acquired 
additional tax basis in his IRA. [f Tex be­
gins to take withdrawals from his IRA in 
2007 he may use his tax basis in his IRA 
to reduce the taxable amount of his distri­
butions. What documents does he need to 
prove his tax basis? He needs IRA state­
ments for each year since 1990 evidenc­
ing the. contributions, and in addition he 
should have copies of tax returns showing 
that no IRA deduction was taken in each 
of those years. (There is also an IRS form 
that he should have been attaching to his 
return, Form 8606, that is used to track 
tax basis in an IRA.) 

Now let's assume that Tex tossed out all 
the above documents needed to prove the 
tax basis of the stock, the house and the 
IRA because they were "clutter." Never­
theless, he "ballparks" the deductions. 
Clearly they are "material in the admin­
istration of any internal revenue law." In 
the absence of documentation IRS may 
disallow those three deductions on Tex's 
2007 return. That could be an expensive 
proposition. A lot more expensive, say, 
than a filing cabinet. 




