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October Client Update Newsletter

Powerful. Always right. Intimidating.

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

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

Also fnd 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 ways you can protect your personal information from
being collected and used by companies.

As always, please pass this newsletter to anyone who may fnd it valuable and call if you have any
quesions or concerns.

Upcoming dates
October 16

- Filing deadline for extended 2022 individual and C corporation tax returns

October 31
- Halloween

In this issue:
Tax Court Corner - Three Cases, Three Great Tips

The IRS is NOT Always Right
Think twice about automatically paying the amount due on a notice
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5 Great Money Ideas

Your Online Identity is Not Your Own!
Here's how companies use information about you and what you can do to protect it

Unique Employee Benefits to Differentiate Your Business

Tips to Be Money Smart with Your Vehicle

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 poss from Ms.
Thomas’s personal blog that contained information about Ms. Thomas’s assets, lifesyle, business,
and her relationship with her husband. Ms. Thomas countered that these poss were inadmissible.
The tax court agreed with the IRS and allowed the poss to serve as evidence.

Tax Tip: Be aware of what you pos online. Remember that the IRS can use your social media poss
as evidence agains 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 mus also, however, have proper evidence to support these expenses.

Facts: Matthew and Chasa Craddock fled a joint 2018 Form 1040 tax return, reporting $1,000 of
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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 mus also have appropriate
subsantiation as defned 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’r, T.C. Memo. 2023-5)

The IRS requires that you have a proft motive if you want to deduct business expenses on your tax
return. If the IRS believes that you don’t have a genuine proft 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 frs 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 proft motive.

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

Tax Tip: If you are trying to sart and grow a business, consider creating a business plan that shows
which year you anticipate frs turning a proft. Also consider asking for help so you undersand the
specifc details of what the IRS is looking for when determining whether you have a true proft
motive.

The IRS is NOT Always Right
Think twice about automatically 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:



GILLILAND & ASSOCIATES PC: Your October Client Update Newsletter

https://news.resourcesforclients.com/index.php?u=3E6HMrnpWZ2x&n=CU[10/25/23 7:06:44 PM]

It's pretty tough to pay a balance due of $0 on June 31s 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 suggesions for how to handle a letter you may
receive from the IRS or other taxing authority:

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.

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.

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

5 Great Money Ideas
Here are 5 great money ideas to help you get ahead or move into a better fnancial position.

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.

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.

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.

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).

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.
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These great money tips can provide a fnancial boos to you and your family, regardless of the
economy's ups and downs.

Your Online Identity is Not Your Own!
Here's how companies use information about you and what you can do to
protect it
One of the mos valuable things you own is YOU.

Your identity and related information includes the
basics - where you live, your age, and your gender.
But it also includes your interess, who you know, and
what you buy.

And while some companies are on record saying they
don't sell collected information, your data can sill be
used to help advertisers and third parties push
targeted information in your direction.

So, do you know who has data about you? Here’s the life cycle of your personal data and what to do
to protect it.

It gets collected. Think about the organizations that legally collect information about your identity –
your employer, government entities, insurance companies, banks, credit reporting agencies, and
non-proft organizations. And then add those companies you give your identity to freely - like Google,
Facebook, LinkedIn, X, and any other website or social media platform you visit.

It gets sored. Once your identity gets collected, it then needs to be sored somewhere. Storage is
mos often on servers or locally on a computer or mobile device. This is one of the core concerns
with Tik-Tok, a Chinese-originated short video service. The concern is that a foreign entity will have
sored U.S. citizen's interess and behaviors that can help identify potential targets that can be
manipulated.

It gets analyzed. Once information related to your identity and interess are collected, it is analyzed.
While many companies now say they don't sell your information to other companies, your data is sill
being monetized. Your viewing behavior can also be actively manipulated by the sites you view. So if
you read articles about cats, you are going to get a lot more articles about cats and get ads that
relate to cat-lover behavior. This is often so subtle, you do not realize it is happening.

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.
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It gets accessed. If your information is considered a public record, anybody can see it. Business
licenses, property tax records and real esate ownership are jus a few examples of personal
information that anyone can access.

It gets solen. Identity thieves are always looking for ways to access your information. Thieves
either hack one of the organizations that collects your confdential information or fnd a way to trick
you into giving them your information, with techniques such as phishing emails.

What you can do

Unique Employee Benefts to Diferentiate Your Business
New cusomers aren't the only group of people you may be trying to attract to your business. It can
be as equally challenging - maybe even more so - to attract and retain quality employees.

In fact, 40% of business owners say they have job
openings they couldn't fll, according to an Augus
2023 survey by the National Federation of
Independent Businesses (NFIB). While some
businesses may be able to counter this shortage of
workers by raising salaries and wages, other
businesses don't have the fnancial fexibility to do
this.

If you're a business that doesn't have the fnancial resources to raise pay, consider diferentiating
yourself by adding unique employee benefts. After all, the cos of losing a potential or exising
employee to a competitor may outsrip the expense of an easy-to-implement employee perk.

Opt-out of providing personal information. The best place to start with protecting your
identity is knowing who has access to it and asking if they really need it. Consider opting out
of providing information if possible. This includes using private browser settings when on the
internet.

Be vigilant with the data you possess. While you can’t control how secure an insurance
company’s servers are, you can control how secure you handle the information and
documents you possess. Be on the lookout for phishing emails, verify requests for your
information and don’t forget about getting rid of documents the old-fashioned way with a
shredder.

Deliberately monetize YOUR identity. If companies can monetize your identity, then so can
you! Stop giving away your identity without a thought. Consider how these tech companies
are using your identity, then see if you can think of several ideas about how YOU can make
money from your own personal experiences instead of these companies.

https://www.nfib.com/surveys/small-business-economic-trends/
https://www.nfib.com/surveys/small-business-economic-trends/
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Here are several unique benefts to consider ofering current and prospective employees:

By being fexible and lisening to your employees, you can generate many ideas for unique
employee benefts. And the retention that results will beneft both you and your employees.

Tips to Be Money Smart with Your Vehicle
The average new car payment surged to $725 per

Flexible schedules. By creatively managing time, you can maintain workflow and keep
employees productive. For example, some firms have offered a 9/80 work schedule. Over the
course of two weeks, an employee works eight 9-hour days, one 8-hour day, and gets one
day off. Another common option is the 4/10 schedule where each employee works four 10-
hour days and takes every Friday off.

On-site health and wellness perks. Some examples include allowing workers to visit a
mobile dental clinic or registered nurse during work hours, negotiating a group discount at the
local gym and providing employee gym memberships, or making weekly massages and
lunch-break yoga classes available.

Family support. On-site childcare for busy parents, rooms for nursing mothers and generous
parental leave policies are family benefit options to consider. Some companies have
implemented a program of chore help where the business covers the cost of laundry or
cleaning services for workers who work long hours. For some businesses, permitting
employees to work from home several days a week is another great perk for workers who
have families and may need the location flexibility.

Expanding voluntary benefits. Health, dental and vision insurance are three common
voluntary benefits, but there are plenty more. Here are some of the more popular options in
2023: Accident, critical illness, life, disability and hospital indemnity insurance; identity theft
protection; pet insurance; and financial wellness programs such as financial counseling.

Pet-friendly office. Let dog owners bring their furry companion to work on a periodic basis.
Besides decreasing stress for the pet owner, dogs often facilitate group bonding. Other pet-
friendly options include free training classes or discounted veterinary services. For employees
who don’t own pets, pet-friendly funds can be applied toward other perks such as gym
memberships or free lunches.

Referral bonuses. If your firm is struggling to attract qualified workers, consider paying
existing employees for every person who attends an interview via an employee referral. The
existing worker might be offered a lump sum payment or even an allowance for each month
the new hire remains on the job.
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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
coss of new vehicles, today's higher monthly
payments are also the result of higher interes rates that make every loan payment more expensive.

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

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 quesions or concerns regarding your tax situation please feel free
to call.

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.

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.
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September 2023 August 2023 July 2023 June 2023

This publication provides summary information regarding the subject matter at time of publishing. Please call with
any quesions on
how this information may impact your situation. This material may not be published, rewritten or
redisributed without permission,

except as noted here. This publication includes, or may include, links to third
party internet web sites controlled and maintained by
others. When accessing these links the user leaves this web
page. These links are included solely for the convenience of users and
their presence does not consitute any
endorsement of the Websites linked or referred to nor does GILLILAND & ASSOCIATES PC

have any control over, or
responsibility for, the content of any such Websites.
All rights reserved.

GILLILAND & ASSOCIATES PC 
7600 LEESBURG PIKE, STE 320E

FALLS CHURCH, VA 22043

Phone: 703-448-9121  Fax: 703-893-6485 
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