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Dealing with an IRS Audit

IRS data indicate that fewer than 1% of all individual income tax returns are audited each year. That’s true, but some 
taxpayers are more vulnerable than others. The IRS is more likely to audit taxpayers who report high incomes because 
that’s where larger amounts of underpaid taxes might be found.

Recent IRS numbers reveal that about 1.5% of all taxpayers with income in the $200,000-$500,000 range are 
audited. With income from $500,000 to $1 million, the percentage increases to around 3.8%, while more than 
8.4% of taxpayers with seven-figure incomes may face IRS questions. 

Certain taxpayers face more scrutiny because of how they earn their living. Self-employed individuals—generally, 
those who file Schedule C, Profit or Loss From a Business—may be audited more. The same is true for professionals 
and business owners. The bottom line is that taxpayers with relatively high incomes as well as those who have control 
over their workplace bookkeeping can expect to face IRS queries at some point.

Triple threats

If you are audited, call your CPA and he or she will let you know how to proceed, and offer assistance if professional 
help is warranted. The following summary of audit types may ease the pressure a bit:

• Correspondence audit. These audits are the most common. Generally, they relate to a relatively minor 
discrepancy, such as faulty paperwork. You often can respond by mail to verify an item on your tax return and never 
have to meet anyone from the IRS. 

• Office audit. These examinations involve a visit to an IRS office, where you’ll meet with someone from the agency. 
In a typical situation, you’ll be informed of the issue involved and instructed to bring documents to support what 
you reported on your tax return. 

• Field audit. The IRS will visit your home or office for the audit. These audits might be more far-reaching, or the 
examiner might want to check on something specific, such as home office deductions you’ve claimed.

Know your rights

For any type of audit, professional assistance can be valuable. You’re entitled to have a CPA, an attorney, or an 
enrolled agent represent you at an office or a field audit. In such a situation, it may be possible for the audit to take 
place at your CPA’s office.

You also can receive help in requesting a postponement, if you need time to gather your records. If you must be pres-
ent during the audit, you should answer all questions accurately, but there’s no need to volunteer any information 
that the IRS does not request. If an appeal of IRS findings seems warranted, your CPA can handle that as well.
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Practice prudence

Recognize your vulnerability and take steps to minimize your financial exposure in case the IRS selects you for an 
audit. Report your income and your justifiable deductions accurately. Don’t overlook income reported on various 
1099 Forms. In case of grey areas, discuss the matter thoroughly with the professional preparing your tax return and 
carefully consider aggressive positions.

Keep in mind that the IRS communicates first by U.S. mail. If you receive an email purporting to be from the IRS, 
or a phone call demanding immediate payment, it’s a fake.

Trusted Advice
Audit Rights

• Notices must include the amount (if any) of the tax, interest, and certain penalties you owe and must explain why 
you owe these amounts.

• If the IRS fully or partially disallows a refund claim, it must explain the specific reasons why.

• If the IRS proposes to assess tax against you, it must provide a letter with an explanation of the entire process from 
examination (audit) through collection, and explain that the Taxpayer Advocate Service may be able to assist you.

• This IRS letter must tell you about a possible review by an independent Office of Appeals.

• Help with Understanding Your IRS Notice or Letter is available online at IRS.gov.

Deciding About a Vacation Home

The onset of spring leads to thoughts of summer vacations and at this time, you might be weighing the 
purchase of a second home specifically for vacations. Here are some of the issues to think about, so you can 
make a well-reasoned decision.

Extent of use

If you buy a vacation home, how often will you use it? A beach house that’s 50 miles from your primary residence 
may offer an opportunity for regular visits. On the other hand, if you live in Pennsylvania and buy in Maine, travel 
constraints may limit the amount of time you’ll spend there.

Buying a second home requires a certain investment, emotional as well as financial. Are you sure you’ll want to 
spend frequent vacations in the same place, year after year? Some people will value the familiarity; however, others 
may prefer the excitement and adventure of seeing new places.

Family circumstances also can play a role in deciding about a vacation home. You might envision a place where 
children and grandchildren come during summer vacations and school holidays. Such visits can be memorable. 
However, be realistic about how often you can expect “same time, next year” family gatherings.
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Cost considerations

As is the case with any real estate purchase, you’ll want to buy a desirable vacation home at a reasonable price, one 
that’s not higher than comparable places in the area. Be aware that the cost of a vacation home goes well beyond the 
initial outlay. You’ll probably need to furnish the home. If you buy a place that’s fully or partially furnished, that 
likely will add to the purchase price.

If you own your primary residence, you’ll realize the other costs involved in owning a second home. They include 
property tax, homeowners insurance, utilities, maintenance, and possibly dues to a community association. You can 
compare those costs with the expense you’d incur by renting a house for annual vacations or going to hotels, when 
and where you decide to travel.

Buying your own vacation home offers a chance to benefit from property appreciation. Long term, many people 
have enjoyed gains from real estate, and that’s certainly the case if you buy in the right area, at the right price. 
However, real estate markets are not easy to predict: some home prices have soared in recent years, whereas others 
have not recovered from the trauma of the 2008-2009 housing crisis. 

Tax treatment

To modify the familiar saying, you shouldn’t let the tax tail wag the vacation home dog. Buy (or decide not to 
buy) a second home because of how you’ll use it and your cost-benefit outlook. Any tax savings you’ll enjoy from 
a purchase will be a pleasant byproduct. Downplaying the tax aspects is especially important now, with such 
uncertainty about future tax legislation. President Trump and the Republicans in Congress have said they want 
major changes; however we don’t know precisely what will be in any new tax law, or what the effective dates will be.

With that in mind, you should know the current tax treatment of second homes. Taxpayers who itemize deductions 
typically can include their costs for property tax and any mortgage interest. The tax exclusion for capital gains on a 
home sale (up to $250,000, or $500,000 on a joint return) does not apply to second homes. However, you can sell 
your primary residence and move into your vacation home for at least two years before selling the vacation home, 
but current tax law will limit you to counting only a portion of the home sale gain on the former vacation home 
when calculating the exclusion. 

Different tax treatment may apply depending on if you rent your second home for less than or more than 15 days 
during the year. Again, the numbers may be changing, depending on what happens this year in Washington.
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ABOUT SILLER & COHEN

Siller & Cohen is a boutique family wealth advisory firm providing financial solutions for the past twenty-eight years to institutions and 
high net worth individuals. We combine the detail and careful attention of a smaller firm with the deep resources of a national organization.  
Our team includes CPAs1, Certified Investment Management Analysts, and attorneys.1

While we offer our clients the full range of planning services, our core areas of expertise include wealth transfer, investments, and business 
succession planning.  

A member of Siller & Cohen has been recognized among the top advisors in the nation by Barron’s magazine for 11 consecutive years.2

1  Licensed, not practicing
2  The list was compiled by RJ Shook, Financial Industry Consultants.  
   This is an objective ranking based on assets under management.
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