\ Freddi Eberhart & Associates

Inc.
l CERTIFIED PUBLIC ACCOUNTANTS

Gtletied

OCTOBER 2023
Freddi Eberbart & Associates Inc. wonld like to thank you for selecting onr firm for your tax and accounting
needs. We appreciate the confidence you have shown in us, and we remain ready to assist you at any time. Also,
thank_you for recommending us to your family, friends, and associates. We truly appreciate your referrals.

This Month:
Upcoming dates:

October 16:

2022 Federal and California Filing and Payment Deadline for Most
California Taxpayers.
Powerful. Always right. Intimidating.

These are some of the descriptions used to describe our nation's tax collection agency, the IRS. But be-
lieve it or not, the IRS is wrong more often than you think.

In this month's newsletter, read about several recent tax coutt cases, including one where the IRS was
stopped by a judge from issuing an additional $420,000 in taxes and $84,000 in penalties.

Also find out why a letter you may receive from the IRS doesn't always have accurate information, along
with some tips on how to respond.

In addition, there are 5 great money ideas and tips to be money smart with your vehicle.

As always, please pass this newsletter to anyone who may find it valuable and call if you have any ques-
tions or concerns.

UPDATE: Moratorium Imposed on New ERC Claim
Processing

In September, the IRS announced that they have stopped processing new Employee Retention Credit
(ERC) refund claims. The moratorium is expected to last through at least December 31, 2023. The IRS is
taking this action in response to an alarming increase of potentially fraudulent claims from ERC mills
who are promising to help small businesses obtain the credit in return for a contingency fee based on the
size of the credit.

The IRS will continue to process ERC claims filed prior to the September 14t announcement; however,
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UPDATE: Moratorium Imposed on New ERC Claim
Processing (Cont’d)

these claims are expected to face lengthy delays (up to 180 days) due to stricter compliance reviews. The
IRS noted that there will be an option for taxpayers to withdraw an ERC claim still awaiting review, which
will give the taxpayer the opportunity to avoid possible repayment issues or penalties, while also keeping
them from having to pay contingency fees to these ERC mills. More information on this option will be
provided later this fall.

Tax Court Corner - Three Cases, Three Great Tips

Here’s a roundup of several recent tax court cases and what they mean for you.
Blogging for Taxes
(Thomas v. Commissioner of IRS, 160 T.C. No. 4)

The innocent spouse relief rule allows one spouse to avoid paying taxes caused by the other spouse due to
their actions on a joint return. The spouse seeking relief can only discharge this tax liability if they had no
prior knowledge of the error, and if it relates solely to their spouse’s income from employment or self-
employment.

Facts: Sydney Thomas and her husband did not pay the full tax liability shown on their 2012, 2013, and
2014 tax returns. Following her husband’s death, Ms. Thomas sought to discharge the remaining tax
liability using the innocent spouse relief rule.

The IRS argued that the innocent spouse relief rule didn’t apply, using as evidence posts from Ms.
Thomas’s personal blog that contained information about Ms. Thomas’s assets, lifestyle, business, and her
relationship with her husband. Ms. Thomas countered that these posts were inadmissible. The tax court
agreed with the IRS and allowed the posts to serve as evidence.

Tax Tip: Be aware of what you post online. Remember that the IRS can use your social media posts as
evidence against you.

Keep Those Receipts
(Craddock v. Comm’r, T.C. Summary Opin. 2023-4)

You can deduct business expenses if they are “ordinary and necessary” for the regular operation of your
business. You must also, however, have proper evidence to support these expenses.

~ Continued on Page 3 ~
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Tax Court Corner - Three Cases, Three Great Tips
(Cont’d)

Facts: Matthew and Chasta Craddock filed a joint 2018 Form 1040 tax return, reporting $1,000 of
income and a loss of $33,104 from Mr. Craddock’s business. Included in the business loss were car and
truck expenses, along with other expenses.

After selecting the Craddock’s 1040 return for audit, the IRS subsequently disallowed all business
expenses. All business miles were disallowed because Mr. Craddock’s mileage log for his truck did not
break down personal miles vs. business miles. The IRS, supported by the court, also disallowed all other
business expenses because Mr. Craddock could not produce proper documentation.

Tax Tip: It’s not enough to record your business expenses. You must also have appropriate
substantiation as defined by the IRS. Pay attention to your recordkeeping or hire someone to help so you
can defend your business expenses in the event of an IRS audit.

What's Your Hobby?
(Wondries v. Comm’t, T.C. Memo. 2023-5)

The IRS requires that you have a profit motive if you want to deduct business expenses on your tax
return. If the IRS believes that you don’t have a genuine profit motive, it may reclassify your business as a
hobby and disallow certain expenses in the future.

Facts: Paul and Patricia Wondries purchased a 1,100-acre ranch in California in 2004. While Paul had
previously owned many successful businesses, this was the first foray into ranching for both Paul and
Patricia.

In 2015, 2016 & 2017, the Wondries reported ranch losses of $473,901, $223,095, and $229,124,
respectively, on their individual tax returns. Following an audit, the IRS assessed an additional $421,503 in
taxes and $84,301 in penalties, claiming that the Wondries were not operating the ranch with a profit
motive.

The tax court disagreed with the IRS, citing a full-time foreman the Wondries hired to run the ranch, and
an official accounting and payroll system that was used to record transactions. So while never realizing a
profit over 13 years, the tax court concluded that the Wondries did, indeed, operate the ranch with a
profit motive.

Tax Tip: 1f you are trying to start and grow a business, consider creating a business plan that shows
which year you anticipate first turning a profit. Also consider asking for help so you understand the
specific details of what the IRS is looking for when determining whether you have a true profit motive.

~ Continued on Page 4 ~

2237 DOUGLAS BLVD,, STE 120 ROSEVILLE, CA 95661
PHONE: 916.580.2120 FAX: 916.580.2114 WEB: WWW.FREDDICPAS.COM




\ Freddi Eberhart & Associates

Inc.
l CERTIFIED PUBLIC ACCOUNTANTS

Cectleed

OCTOBER 2023 - PAGE 4

The IRS is NOT Always Right

Think twice about antomatically paying the amount due on a notice

Here are several quotes from actual IRS correspondence that serves as evidence that our national tax
collection agency is not always right:

o Thank you for your correspondence. We currently do not have a copy of the correspondence we sent to you regarding
your child's tax return.

Our records show we received a 1040X...for the tax: year listed above. We're sorry but we cannot find it.

Our records show you owe a balance due of §0.00. If we do not receive it within 30 days, appropriate collection steps
will be taken.

Payment is due on your account. Please submit payments on or before June 31 to avoid late payment penalties and
interest.

It's pretty tough to pay a balance due of $0 on June 31st when June only has 30 days. The message should
be clear. If you receive a notice from the IRS, do not automatically assume it is correct and submit
payment to make it go away. Here are some suggestions for how to handle a letter you may receive from
the IRS or other taxing authority:

1. Stay calm. This is easier said than done, but remember the IRS sends out millions of notices each
year. The vast majority of them correct simple oversights or common filing errors.

Open the envelope. You would be surprised at how often clients are so stressed by receiving a
letter from the IRS that they cannot bear to open the envelope. If you fall into this category try to
remember that the first step in making the problem go away is to open the correspondence.

Carefully review. Review the letter. Try to understand exactly what the IRS thinks needs to be
changed and determine whether or not you agree with their findings. Unfortunately, the IRS rarely
sends correspondence to correct an oversight in your favor, but it sometimes happens.

Respond timely. The correspondence received should be very clear about what action the IRS
believes you should take and within what time frame. Delays in responses could generate penalties
and additional interest payments.

Get help. Getting assistance from someone who deals with this all the time makes the process go
much smoother.

~ Continued on Page 5 ~
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The IRS is NOT Always Right (Cont’d)

6. Correct the IRS error. Once the problem is understood, a clearly written response with copies of

documentation will cure most of these IRS correspondence errors. Often the error is due to the
inability of the IRS computers to conduct a simple reporting match. Pointing the information out on
your tax return might be all it takes to solve the problem.

Certified mail is your friend. Any responses to the IRS should be sent via certified mail or other
means with proof of delivery. This will provide evidence of your timely correspondence. Lost mail
can lead to delays, penalties, and additional interest on your tax bill.

Don't assume it will go away. Until a definitive confirmation that the problem has been resolved
is received, assume the IRS still thinks you owe the money. If no correspondence confirming the
correction is received, a written follow-up will be required.

Receiving a letter from the IRS is never fun. Please call if you have questions or need assistance.

5 Great Money Ideas

Here are 5 great money tips to help you get ahead or move into a better financial position.

1. Make savings automatic. Take steps to make your savings happen automatically. Setting up
automatic transfers for a certain day of the month or payday can help you shore up regular savings
before the money gets spent elsewhere. Fortunately, most banks make it easy to set up automatic
transfers for a day that works for you.

. Pay down debt. Data from the Federal Reserve shows the average interest rate on credit card
accounts was 22.16% in May 2023. At that rate, paying down $10,000 in debt with a monthly payment
of $200 would take 134 months and cost $16,654 in interest alone. If you have high interest debt,
consider paying it down as fast as you can.

3. Upgrade your savings accounts. While interest rates on loans and other debt are sky high, higher
rates give you the chance to earn more on your savings. In fact, many of the best certificates of deposit
(CDs) and high-yield savings accounts are offering yields of more than 5.00% right now with
reasonable minimum balance requirements. But read the fine print - there may be hidden fees lurking
at some banks.

~ Continued on Page 6 ~
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5 Great Money Ideas (Cont’d)

4. Boost retirement contributions. Take advantage of time and compound interest right now by
increasing your contributions to a 401(k), traditional IRA or a Roth IRA. In 2023 you can contribute
up to $22,500 in a 401(k) ($30,000 if 50 or older), and up to $6,500 in an IRA ($7,500 if 50 or older).

5. Create and use a monthly budget. Finally, consider writing up a monthly budget or spending plan
that ensures each dollar you earn is allocated to a specific goal or category. From there, track your
spending throughout the month to see how your actual purchases and bills align with the plan you've
created. Make tweaks to your budget accordingly and look for opportunities to cut spending in
categories you have some control over, like dining and entertainment.

These great money tips can provide a financial boost to you and your family, regardless of the economy's

ups and downs.

Tips to Be Money Smart with Your Vehicle

The average new car payment surged to $725 per month at the beginning of 2023, compared to an
average of $650 per month throughout all of 2022, according to Experian's State of the Automotive
Finance Market Report for Quarter 2 of 2023.

While some of this spike is due to the increasing costs of new vehicles, today's higher monthly payments
are also the result of higher interest rates that make every loan payment more expensive.

Consider these tips to help you steer clear of financial headaches and be money smart with your vehicle.

¢ Don't finance a car for more than 60 months. If the average car payment of $725 per month comes
as a surprise, consider that the average new car loan lasts 68.84 months, per Experian. To avoid
overextending yourself, consider a limit of 60 months or less.

Get your credit score in the best possible shape. Interest can make up a huge chunk of your
monthly car payment. This is especially true for individuals with lower credit scores. Experian data
shows that new car buyers with the best possible credit rating paid a rate of 5.18% for new vehicles
during Q1 of 2023, whereas those with subprime credit paid 11.53% and buyers with deep subprime
credit paid 14.08%.

Buy used. According to Kelley Blue Book, the average new car depreciates by approximately 20%

during its first year. Let someone else take this hit and instead invest in a used car that still has bumper
-to-bumper warranty coverage.

~ Continued on Page 7 ~
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Tips To Be Smart with Your Vehicle (Cont’d)

®  Watch out for the hidden costs of buying a car. Watch out for hidden fees when you shop around
for auto financing, including auto loan origination fees. Auto dealers may also try to tack on
additional fees to each sale, including documentation, advertising, and reconditioning fees.

Don't let the allure of new vehicles tempt you into signing up for a lifetime of exorbitant monthly car
payments. Make sure your credit is in good shape, buy used, watch out for hidden fees and choose a
repayment term that is manageable.

As always, should you have any questions or concerns regarding your tax situation please feel free to call.

This newsletter provides business, financial, and tax information to clients and friends of our firm. This general information

should not be acted npon without first determining its application to your specific situation. For further details on any article,
please contact us.
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