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Introduction

In the mid-1990s the IRS started its e-file program—the IRS term for
electronic filing—to enable taxpayers to file their returns in a new

way. In 1997, Congress directed the IRS to increase electronic filing
of individual income tax returns to 80% by 2007. It’s expected that by
that time more than 100 million returns will be filed in this manner
each year.

Today nearly 40 million Americans already use e-file for their re-
turns. That’s more than one-third of all personal returns. Some use
their home computers for e-filing but the majority of taxpayers
work with tax professionals who submit returns electronically for
them. These people have already discovered the ease, convenience,
and other advantages of online filing.

With the advent of e-filing comes new ways to pay taxes and ob-
tain refunds. Today you can charge your taxes as you would a new
coat or a washing machine. You can authorize payment from your
bank account. Complimentarily, you can direct that refunds be de-
posited directly into your bank account.

And the use of e-filing isn’t limited to individuals. Business owners

xi
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can use e-filing to meet their employment tax obligations as well as
filing certain other tax returns. Various online options can help them
simplify their tax filings, payment responsibilities, and more. Tax de-
posits can be made electronically with the use of a computer at an
owner’s direction. And audit protection can be gained by reviewing
IRS audit guides online.

But online filing and tax payments aren’t the only ways in which
the computer has changed the way we operate. The Internet has
opened up a vast array of resources on taxes and tax planning for
the average individual. These resources can assist you in preparing
your own return so that you’ll pay the least taxes required while
avoiding problems with the IRS. These resources can also help you
take control of your money—by helping you not only with tax plan-
ning but also with financial, retirement, and estate planning. The
number of web sites that provide tax information and assistance are
well into the thousands. This book only highlights several dozen
sites that have proved particularly useful—but don’t feel limited by
what has been presented here. By all means explore the Internet for
new tax-related sites that are continually added. Of course, web sites
can always change or cease operation so this book makes no war-
ranty that sites discussed here will continue to provide the informa-
tion currently available there.

This book is designed to help the novice move to online filing for
individual income tax returns. This step-by-step guide shows you

how to decide between using the telephone or a
home computer to prepare and file a return. It
tells you how to select software and use it to your
best advantage—in preparing your returns effort-
lessly and filing online in a snap. It also explains
how you can prepare your return yourself and
then work with professionals to e-file if you don’t
have an Internet connection—even how to find
professionals to both prepare and file your return
for you.

But this book can also help those who have al-
ready e-filed do it even better—using additional re-
sources available online to learn the ins and outs of
tax rules, stay abreast of tax changes, and simplify
required bookkeeping tasks. It can also help small

xii INTRODUCTION

CAUTION

Please note that the
information contained in
this book reflects the
options available for
filing 2000 returns. It is
expected that many
things will change for
filing 2001 returns. You
need to check web sites
of the IRS, your state,
and other sites for
information relating to
your 2001 return.
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business owners meet some of their tax filing obligations online—to
save their business both time and money. Finally, this book can help
with long-range tax planning—not only for income taxes but also for
investments, college savings, retirement, and estate planning.

How to Use This Book
Taxes are a complex subject, but using this book is not. This book
covers four general areas of concern:

• Preparing and filing your federal income tax return—from the
nuts and bolts of preparing returns with the help of software or
online sites to the basics of filing them with the IRS electronically.

• Preparing and filing your state income tax return—which, much
like the federal tax return, can be prepared and filed electroni-
cally with your state. You’ll see the different filing options avail-
able to you on a state-by-state basis.

• Small business owner’s guide to taxes online—coverage of
electronic filing for business, employment, and other returns as
well as using the Internet for help to save the business owner
time and money. Both federal and state tax issues are ad-
dressed here.

• Using the Internet for tax planning—getting tax forms, publica-
tions, and other information online, researching tax questions—
and getting answers—and planning resources available through
the Internet.

The information contained in this book is designed to guide you
on how to prepare and file your return online and how to use the In-
ternet for other tax-related matters. It is not intended to be con-
strued as legal, tax, or accounting advice. If you have specific
questions or issues not addressed here that you can’t resolve on your
own, even using the resources noted in this book, it is advisable to
seek professional tax assistance.

In the appendixes you’ll find a directory of all the tax-related
web sites mentioned throughout the book. These sites contain in-
formation, tax materials, or other tax help for you. You’ll also find
a listing of state revenue departments to help you with your state
tax obligations.

INTRODUCTION xiii
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Throughout the book you’ll see three types of highlighted informa-
tion to pay special attention to:

• Caution: A word of caution to help you avoid trouble.

• Do It Better . . . Some added guidance to make things easier
and help you do things better.

• Did You Know? Some extra information you’ll find interesting
and helpful.

xiv INTRODUCTION
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CHAPTER 1

The Basics of 
Online Filing

Just as e-mail has eclipsed snail mail as the communication method
of choice by millions of Americans, filing taxes electronically is

growing in popularity over the old-fashioned mailing of returns. The
IRS’s e-file system allows you to file your return without having to
mail it in. There are several sound reasons for this trend toward on-
line filing—convenience being just one of those reasons. The IRS
has simplified online filing by eliminating the need to follow up with
signature forms and W-2 forms—allowing for totally paperless re-
turns. Also, advancements in privacy protection have served to en-
hance consumer confidence in using online filing.

If you’re an e-filer or about to become one—for your personal tax re-
turn or for business returns—you should understand why this method
of filing makes good sense. You stand to win in several ways—most im-
portantly by making tax filing just a little less of a hassle.

In this chapter you will learn about:

• The advantages of online filing.

• The scope of online filing.

• Privacy concerns.

3
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Advantages of Online Filing
You don’t have to file your return electronically. There’s no law man-
dating electronic filing. You can still file a paper return—through the
U.S. Postal Service or by means of a private carrier such as FedEx.
But using e-file to submit individual income tax returns electroni-
cally offers several unique advantages over traditional paper returns
sent through the mail or by private carriers.

Ease of Filing
Those using their home computers can file returns with the IRS 24-
hours a day, seven days a week. No more long lines at the post office
on April 15th. Those who lack transportation don’t have to leave
home to file their returns.

Filing electronically is simple to do yourself—once you know
how. Alternatively, if you don’t have Internet access or still feel in-
timidated by doing it yourself or just don’t want to do it yourself, you
can use the services of a paid preparer who will submit your return
for you—for a fee (generally between $25 and $50, depending on
your location and the complexity of your return).

There are now combination tax return preparation and electronic
filing sites on the Internet that allow you both to prepare and file at
one location. The great thing about this arrangement is that there’s
no software to purchase or to download—you work directly through
the Web. And the process may be entirely free in some circum-
stances. Even if you’re required to pay, you only do so at the end of
the process—when you file your return. For example, at TurboTax
for the Web, your return can practically prepare itself. This site can
automatically retrieve your W-2 information about your wages and
1099 information about certain investments if your employer and fi-
nancial institutions participate in the TurboTax program. Other on-
line preparation/filing sites boast that it can take under an hour to

4 PREPARING AND FILING YOUR FEDERAL INCOME TAX RETURN

Nearly 40 million individuals filed their 2000 returns electronically. This
accounts for more than one-third of all individual taxpayers—but still a long
way from Congress’ goal of 80% by 2007. But 81% of those asked said they
were so satisfied with e-filing that they’d do it again next year.

Did You Know?
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prepare and file your return—something that used to take hours do-
ing the old-fashioned way.

And you can file your federal and state income tax returns in one
step—both returns are usually e-filed with the IRS who, acting as an
“electronic postman,” then forwards the state return on to the appro-
priate state agency. In some states the transmitter routes the state
return directly to the state agency instead of through the IRS. From
the consumer’s perspective, regardless of the technical way in which
the state receives its return, the two returns—federal and state—are
filed together, simplifying the filing process.

Accuracy
Filing electronically assures that the return you submit to the IRS
contains all essential information necessary for processing. If some-
thing is missing or incorrect—for example, a dependent’s Social Se-
curity number—the return is immediately rejected. This allows you
to promptly correct the error and resubmit the return.

Software companies continually monitor their products for errors.
You can download program updates to avoid any problems. Turbo-
Tax stands behind its product 100% by agreeing to pay any penalty
charged as a result of calculation errors in its program. Other soft-
ware companies have similar guarantees.

Of course, assurance of accuracy on your return depends on the

THE BASICS OF ONLINE FILING 5

E-filing can be used whether you owe taxes or are due a refund. Two electronic
payment options—automatic withdrawal from a bank account or credit card—
enable payments to be made without the need for sending a personal check.

Did You Know?

The number one reason that a return is audited is a mathematical error picked
up by IRS computers. Even worse, math errors can result in overpaying income
taxes. About 21% of all returns prepared manually contain errors, compared
with less than 2% on those returns prepared by computer—and less than 1% of
computer-generated returns filed electronically have any math errors.

Did You Know?
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information you provide. For example, if you fail to include dividend
income you received, the math on your return will be accurate, but
the information is not correct. Only you, and not a computer pro-
gram, can make sure that the information reported on the return is
complete and correct.

Quicker Refunds
If you’ve overpaid your income taxes—because there was too
much withholding from your wages or overly generous estimated
tax payments—you can receive a refund more rapidly by e-filing.
It’s estimated that refunds on paper returns take an average of 
six to eight weeks—even longer for returns filed around April
15th. But refunds on e-filed returns typically are made as quickly
as two weeks from the date on which the return has been ac-
cepted by the IRS.

You can receive your refund even quicker—a couple of days in-
stead of a couple of weeks—through a refund anticipation loan.
This may be called a “Refund Advance” or some other term. But
whatever it’s called, it’s really just a short-term loan that’s being
made to you. Intuit (TurboTax), H&R Block (TaxCut), and other
companies work with banks to provide taxpayer refund anticipa-
tion loans up to $5,000 that put the funds into taxpayer bank 
accounts within two or three days of filing. There are no up-front
costs for this loan—the loan origination fees are subtracted 
from the loan proceeds (your refund) that are deposited in your
account.

While there are no up-front costs, there are fees for this quick re-
fund method and these fees can be relatively sizable. Except in un-
usual circumstances, you should not use this method of receiving
your refund because of the costs involved. By simply waiting a few
weeks, you receive all of your money from the U.S. Treasury and you
don’t incur any loan origination fees in the process.

6 PREPARING AND FILING YOUR FEDERAL INCOME TAX RETURN

There were about 80 million refunds on 2000 returns. The average refund to
individuals for the 2000 tax year was $1,728. And nearly half of all individual
filers received refunds.

Did You Know?
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Acknowledgment
Proof of filing is important for several reasons. It assures you that
any refund due you is in progress—you can anticipate its receipt to
pay your bills, plan a vacation, or make an investment.

Proof that a return has been filed is also important in establishing
a statute of limitations—the time in which the IRS can audit your re-
turn. If the IRS says that no return has been filed and you lack proof
to the contrary, then the IRS has an unlimited time to question your
return and claim you owe back taxes—whether or not you agree.

When filing a paper return, you can have proof that your return
was filed by obtaining a registered or certified receipt from the U.S.
Postal Service showing when the return was mailed. Proof of filing
can also be a receipt from an authorized private delivery carrier pro-
viding the following services:

• Airborne Express (Overnight Air Express Service, Next After-
noon Service, and Second Day Service).

• DHL Worldwide Express (DHL “Same Day” Service and DHL
USA Overnight).

• Federal Express (FedEx Priority Overnight, FedEx Standard
Overnight, and FedEx 2Day).

• United Parcel Service (UPS Next Day Air, UPS Next Day Air
Saver, UPS 2nd Day Air, and UPS 2nd Day A.M.)

THE BASICS OF ONLINE FILING 7

Instead of receiving a refund check by mail and then having to deposit it in your
bank account, you can shortcut the process by requesting that your refund be
directly deposited in your account. Simply provide the necessary routing
information on your return (your account number and other information) and
the refund will be automatically deposited in your account.

Do It Better . . .

The IRS has three years after your return is filed to assess additional taxes.
When you file a return before the due date, however, the three-year period
starts from the due date, generally April 15th for individuals.

Did You Know?
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