The Earned Income Tax Credit and Federal Schedule C
Recordkeeping Suggestions

If you claimed the Earned Income Credit (EIC) and federal Schedule C, it's important
that you maintain good records.

The Indiana Department of Revenue (DOR) may ask you to produce records that prove
the amount of income and expenses claimed on your income tax return.

e DOR will use that information to confirm that you’re entitled to the credit.
e |If you don’t keep records, or if your records don’t prove what you claimed, the
credit may be denied.

If you're required to pay any other Indiana taxes, such as sales tax, you'll also have to
keep records that support the amounts you claim on those returns.

For these reasons, it's important that you keep good records. These suggestions will
help you do that:

How to Keep Good Records

As a general rule, you should keep records of your transactions, including payments,
purchases, and other relevant details, at the time they occur. Don’t wait until DOR asks
for your records. If you try to describe the details of your business months, or even
years later, your recollection may not be reliable. DOR is less likely to accept records
created long after the fact.

Maintain a daily log
It's a good idea to keep daily records of all your business transactions. Be sure to:

e Provide detailed information about each transaction.
e Update your records every time you make a purchase, pay an expense, make a
sale, or get paid.

You can keep a logbook or keep records on your computer. Reminder DOR will not
accept a logbook, Excel Spreadsheet, or QuickBooks as sole proof of income.

Keep receipts and other documents

Be sure to keep documentation that supports each entry in your log. Examples of
supporting documentation include:

e Copies of checks or money orders that you received as payments, or used to pay
expenses

e Receipts and invoices for payments you made

e Credit card statements and receipts



Use a bank account

Having a bank account can help establish your income, particularly if you receive
payments by check. Copies of deposit slips, cashed checks, and bank statements can
support your claims.

Keep records for three years
DOR may ask for your records as long as three years after you file your return.
Review Process

Getting a letter from DOR asking for more information doesn’t mean you’ve done
anything wrong. It only means that DOR wants to confirm the amounts reported on your
tax return.

DOR will review the information you provide and use it to confirm that your tax return is
accurate.

e Don'tignore letters from DOR. If you fail to respond, your return may be
adjusted.

e Make sure the information you submit is accurate and supports what you claimed
on your return. If your information isn’t consistent with what you claimed, your
return may be adjusted.

e Make sure that all documents submitted are clearly marked for the expense
category on your federal Schedule C or federal Form 2106.

If your claim for EIC credit is denied

Should your claim for EIC credit gets denied, you will receive a Notice of Proposed
Assessment or Individual Recomp letter outlining how you can protest the adjustment.

For more information on protesting the tax assessment, visit www.in.gov/dor/legal-
resources/appeals

Additional Recsources:
To learn more about the Earned Income Tax Credit and Federal Schedule C:

o Visit DOR’s website www.in.qov/dor/resources/fraud-prevention/schedule-c/
e Orthe IRS website at www.irs.gov

If you have additional questions, call DOR Customer Service at 317-232-3425, option 4,
Monday through Friday, 8 a.m. to 4:30 p.m. ET.


http://www.in.gov/dor/resources/fraud-prevention/schedule-c/

