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Freddi Eberhart & Associates Inc. would like to thank you for selecting our 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.                          

Upcoming dates: 

February 14 

 - Valentine's Day 

February 19 

 - Presidents' Day 

Reminders 

 - Organize filing records (1099s, 1098s, W-2s, etc.) 

 - Schedule tax appointment for drop off or meeting 

 - Begin tax planning for 2024 

Tax surprises are never fun, especially when they occur when you’re preparing a tax return. In this 
month’s newsletter, read about six surprising items that you may not know are taxed. Also read through 
several tips for improving your credit score and avoiding penalties when withdrawing from retirement 
accounts. 

Please enjoy the information, and pass along articles of interest to all your family and friends. And as al-
ways, please call if you have questions or need help. 

 

Yes !  You  Owe  Ta x  on  T ha t  
6 Surprising Taxable Items 

If something of value changes hands, you can bet the IRS would like to find a way to tax it. Here are six 
taxable items that might surprise you: 

• Surprise #1: Hidden treasure. In 1964, a married couple discovered $4,467 in a used piano they 
purchased seven years prior for $15. After reporting this hidden treasure on their 1964 tax return, the 
couple filed an amended return that removed the $4,467 from their gross income and requested a 
refund.   
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Yes !  You  Owe  Ta x  on  T ha t  ( C ont ’d )  
The couple filed a lawsuit against the IRS when the refund claim was denied. The Tax Court ruled 
that the hidden treasure should be reported as gross income on the couple's 1964 tax return, the year 
when the hidden treasure was found.  

Tip: The IRS considers many things like hidden treasure to be taxable, even though they are not explicitly identified in 
the tax code. 

• Surprise #2: Some scholarships and financial aid. Scholarships and financial aid are top priorities 
for parents of college-bound children, but be careful — if part of the award your child receives goes 
toward anything except tuition, it might be taxable. This could include room, board, books, or aid 
received in exchange for work (e.g., tutoring or research).  

Tip: When receiving an award, review the details to determine if any part of it is taxable. Don’t forget to review state 
rules as well. While most scholarships and aid are tax-free, no one needs a tax surprise. 

• Surprise 3: Gambling winnings. Hooray! You hit the trifecta for the Kentucky Derby. But guess 
what? Technically, all gambling winnings are taxable, including casino games, lottery tickets and sports 
betting. Thankfully, the IRS allows you to deduct your gambling losses (to the extent of winnings) as 
an itemized deduction, so keep good records.  

Tip: Know the winning threshold for when a casino or other payer must issue you a Form W-2G. But beware, the 
gambling facility and state requirements may lower the limit. 

• Surprise 4: Unemployment compensation. The IRS confused many by making some of this 
compensation tax-free during the COVID-19 pandemic. Unemployment compensation income has 
since gone back to being taxable.  

Tip: If you are collecting unemployment, either have taxes withheld or make estimated payments to cover the tax 
liability. 

• Surprise 5: Crowdfunding. A popular method to raise money is crowdfunding through websites. 
Whether or not the funds are taxable depends on two things: your intent for the funds and what the 
giver receives in return. Generally, funds used for a business purpose are taxable and funds raised to 
cover a life event are a gift and not taxable to the recipient.  

Tip: Prior to using these tools, review the terms and conditions and ask for a tax review of what you are doing. 

• Surprise 6: Cryptocurrency transactions. Cryptocurrencies like Bitcoin are considered property by 
the IRS. So if you use cryptocurrency, you must keep track of the original cost of the coin and its  
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Yes !  You  Owe  Ta x  on  T ha t  ( C ont ’d )  

value when you use it. This information is needed so the tax on your gain or loss can be properly 
calculated.  

Tip: Using cryptocurrency for everyday financial transactions is not for the faint of heart because of how much recordkeeping 
is involved. 

When in doubt, it’s a good idea to keep accurate records so your tax liability can be correctly calculated 
and you don’t get stuck paying more than what’s required. Please call if you have any questions regarding 
your unique situation. 

M oves  t o  I m p r ove  Yo ur  C r e d i t  S co r e  

While your credit score is a three-digit number that's automatically assigned to you, this is one area of 
your financial life where you have quite a bit of control. The moves you make or don't make with your 
credit can help determine where this score falls at any time, and the impact can be dramatic. 

Where good credit, a score of 670 or higher, can mean having access to financing with the best rates and 
terms, a low credit score can mean paying higher interest rates and more loan fees — or even being 
denied financing altogether. Bad credit can also mean having trouble getting an apartment or a job if your 
employer asks to see your credit report for hiring purposes. 

The following steps can help you improve your credit this year and beyond: 

• Set up bills for automatic payments. Because your payment history is the most important factor 

used to determine credit scores, make every effort to pay bills on time. Set up your bills for automatic 

payments so they're paid no matter what, and you can avoid unnecessary credit score damage 

• Pay down existing debt. How much you owe in relation to your credit limits is the second most 

important factor used for credit scores. This means avoiding carrying a balance on your credit cards 

and never using more than 25% of your credit line or your credit score could be impacted. 

• Look over your credit reports for errors. Check your credit reports from all three credit bureaus — 

Experian, Equifax and TransUnion. You can do this once a year for free at AnnualCreditReport.com. 

If you find any errors or information you don't recognize, take steps to dispute this information with 

the credit bureaus. 

• Build credit with new financial products. If you need to build credit from scratch or repair credit  

https://www.annualcreditreport.com/index.action
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mistakes made in the past, look for new credit products that are easy to obtain. Your best options 
are secured credit cards that require a cash deposit as collateral and credit-builder loans. 

• Use a free app to build credit. You can use a free app like Experian Boost to get credit for 
payments you're already making like utility bills, subscription services and even your rent. All you 
have to do is connect your accounts to this app to have your payments reported to the credit 
bureaus. 

You don’t have to live with a low credit score for another year, especially since so many things can help 
you improve it. By never missing a payment, paying down debt, checking over your credit reports and 
getting creative when it comes to building new credit, you can end 2024 in much better shape. 

M oves  t o  I m p r ove  Yo ur  C r e d i t  S co r e  ( C o nt ’d )  

Avo i d  a  Pena l t y  a nd  Ta x  S u r pr i s e  w he n  
Wi t hdr aw i ng  f r om Ret i r em ent  A cco unt s   

Retirement accounts that provide tax breaks have very specific rules that must be followed if you want to 
enjoy the financial rewards of those tax breaks. 

One of these rules defines WHEN you're allowed to pull money from your retirement accounts. If you 
pull money too soon, you're at risk of being levied with a penalty by the IRS. There are several exceptions 
to this rule, such as paying for qualified higher education expenses or paying for expenses if you become 
permanently disabled. In general, though, if you withdraw retirement funds before you reach age 59½, 
you'll be hit with a 10% penalty in addition to regular income taxes. In the April 2023 court case Magdy 
A. Ghaly and Laila Ryad v. Commissioner, the taxpayers learned this rule the hard way. 

T he  F act s  

In 2018, Mr. Ghaly took two distributions from his retirement account. 

Distribution #1: Withdrawal 

Mr. Ghaly was laid off from his job, and in 2018, he withdrew money from his retirement account to 
provide for his family. He requested and received a withdrawal of $71,147 from his retirement account. 
His retirement company provided him with a Form 1099-R indicating the withdrawal was taxable. 

Distribution #2: Deemed Distribution 

In 2015, Mr. Ghaly took a loan from his retirement account. Because the loan followed certain IRS-
approved guidelines, it was not considered a taxable distribution from his account that year. However,  
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when Mr. Ghaly failed to repay that loan when it came due in 2018, it became a taxable distribution. His 
retirement company provided him with a 1099-R tax form for the deemed distribution. 

Mr. Ghaly had not yet reached age 59½ before either amount was distributed. 

T he  F i nd i ng s  

In an attempt to restore those distributions to his account to avoid both the tax on the distributions and 
the early withdrawal penalty, he opened two retirement accounts in 2020 and made the maximum 
contributions allowed for each account. 

The Tax Court ruled against the taxpayers, stating that the contributions Mr. Ghaly made in 2020 were 
irrelevant when determining if his 2018 distributions were taxable. Mr. Ghaly was required to pay income 
taxes on the amounts withdrawn (to the extent those distributions were taxable) and was assessed an 
additional 10% early withdrawal penalty. 

T he  Le sso n  

If you are planning an early withdrawal from a retirement account, understand before making the 
withdrawal whether the 10% penalty applies to you. In Mr. Ghaly's case, he could have explored the 
substantially equal periodic payment exception or withdrawn money penalty free if used as hardship to 
pay for his health insurance while unemployed. The lesson: please call if you have questions about an early 
withdrawal you may be planning before you make it! 

Avo i d  a  Pena l t y  a nd  Ta x  S u r pr i s e  w he n  
Wit hdr aw i ng  f r om Ret i r em ent  A cco unt s  ( C ont ’d )  

March 15th is the tax-filing due date for 2023 calendar year S corporations and partnerships. While this 
filing deadline does not require making a tax payment, missing the due date could cost you a hefty penalty. 

T he  p en a l t y  

The penalty is calculated based on each month the tax return is late multiplied by each shareholder or 
partner. So a business tax return with no tax due, filed the day after the March 15th due date, could cost a 
married couple who jointly own an S corporation $490 in penalties!* 

 

F i l e  Yo ur  B u s ine ss  Re t u r n  on  T i me  o r  Pa y  t he  
P r i ce !  

~ Continued on Page 6 ~ 
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T ak e  a c t i on  

Here are some ideas to help you avoid penalties: 

• File on time. If you are a partner in a partnership or a shareholder in an S corporation, file your 
company's tax return on or before March 15th. In addition to the penalties, filing late shortens the time 
you have to file your individual tax return and pay any taxes due by this year's April 15th filing 
deadline. 

• Consider an extension. If you cannot file the tax return by the due date, file an extension on or 
before March 15th. This gives you an extra six months to file your business return. Remember, you 
pay the taxes for your flow-through business on your Form 1040 tax return at this year's April 15th 
filing deadline. 

• Your personal tax return may be delayed. Do not file your Form 1040 tax return until you receive 
all Form K-1s from each of your S corporation and partnership business activities. But be prepared — 
if your business files an extension, it's possible you may also need to extend your personal tax return 
while you wait for the K-1s. Remember that an extension to file doesn't mean an extension to pay your 
taxes. You'll need to estimate how much your 2023 tax bill will be so you can make a payment, if 
necessary, by April 15th. 

• Challenge the penalty. If your business does get hit with an IRS penalty for filing late, ask to have 
the penalty abated. This is especially important if you file and pay your personal taxes on time. Kindly 
remind the U.S. Treasury it is still receiving the taxes owed to them in a timely manner. 

If you haven't filed your S corporation or partnership return for 2023, there's still time to get it done or 
file an extension. Please call if you need assistance. 

*The penalty calculation for 2023 S corporations and partnerships is $245 for each month or part of a month (up to 12 
months) the return is late, multiplied by the number of shareholders or partners. 

F i l e  Yo ur  B u s ine ss  Re t u r n  on  T i me  o r  Pa y  t he  
P r ice !  ( C o nt ’d )  

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 upon without first determining its application to your specific situation. For further details on any article, 
please contact us. 


