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“The recent market decline has simply retraced the frothiest por-
tion of the recent bubble, bringing the most reliable market valua-
tion measures back toward their 1929 and 2000 extremes.”  
 — John P. Hussman, “Market Comment,” July 2022 
 

“Over half of [scientific] studies can’t be replicated. I suggest 
‘studies show’ are the two most dangerous words in the English 
language. Mr. Andreessen quickly adds, ‘The corollary is ‘experts 
say.’’”  
 — Andy Kessler, “The Wall Street Journal,” January 2022 

The Tax Filing Deadline Should be Permanently Extended 
And Extensions Should be Automatic 

Only tax pros have a clue as to how 
absurd and unnecessarily complex the 
tax system is. It is truly shameful. This 
article describes an iota of this com-
plexity, which explains the announce-
ment at the end of this article. 
 This is not the first time I have 
proposed a major change to tax admin-
istration. In the late 1980s, as a young 
Enrolled Agent and a person who val-
ues efficiency, I realized extensions 
were a waste of everyone’s time. I pro-
posed that extensions be automatic. 
The officers and board of directors of 
the California Society of Enrolled 
Agents listened and drafted me to lead 
a legislative advocacy group, which 
formally presented this proposal to the 
IRS and Congress. The idea was nearly 
accepted, but in the end only the Au-
gust 15 (2nd extension) was eliminated; 
the final deadline remained October 
15. However, California got the cue 
and, a few years later, went completely 
extension-less. Many other states have 
since followed California’s lead. (And 
yes, I am given credit for this change.) 
 It is long past time for a change at 
the federal level, but with an add-on. 
Extensions should not only be auto-
matic; the deadline for paying the prior 
year tax should be extended by at least 
an additional month. May 15 should be 
the new April 15.    
 A bit of history of the filing dead-
line, extension rules and the massive 
increase in the size of the tax code, 
rules, regulations and court decisions 
will shed light on why such change is 

essential—for tax professionals, tax-
payers and the IRS alike.    
 The current federal income tax 
began in 1913 with the passage of the 
16th Amendment. The initial deadline 
was March 1, with no extensions al-
lowed. By 1918, tax law had become so 
“complicated” the deadline was ex-
tended to March 15 and extensions 
were allowed to June 15.   
 These deadlines languished for 37 
years. By 1954, the tax filing booklet, 
consisting of Form 1040 and instruc-
tions, had grown to 16 pages with ten 
different forms. There were 409,000 
words in the Tax Code (not quite the 
length of Atlas Shrugged at 562,000 
words). At the behest of the IRS, 
which needed more time to deal with 
the 58 million individual returns for tax 
year 1954, Congress permanently ex-
tended the deadline to April 15. 
 Tax law in 1954 was considered 
complicated. They had no idea what 
“complicated” is.    
 Today, the 1040 booklet is 114 
pages. There are more than 800 forms 
and schedules (including business 
forms). The Internal Revenue Code 
consists of nearly three million words, 
with an additional 26 million words in 
regulations and case law. It would take 
an average reader 140 days 24/7 to 
read and several lifetimes to compre-
hend the legal jargon in the Code, Reg-
ulations, IRS pronouncements, Tax 
Court and other case law, not to men-
tion various state income tax laws. 
 While tax law has become increas-

ingly byzantine, the Season has become 
effectively shorter for both the IRS and 
tax practitioners. In 1955, most returns 
contained only wages. W-2s and the 
relatively few 1099s that existed were 
usually mailed to recipients in early- or 
mid-January. January tax filings were 
straightforward, even though returns 
were hand prepared and mailed via the 
United States Post Office. Today, Janu-
ary tax filings are but a distant memory.
 When e-filing began for the broad 
population in 1990 (after experiment-
ing with the system with small numbers 
of taxpayers the previous three years), 
returns could be submitted online start-
ing as early as January 2. In 2022, due 
to the need to update software for new 
tax law and to be able to match W-2s 
against withholding claims on tax re-
turns, e-filing did not open until Janu-
ary 25. In recent years, many tax forms 
have not been released by the IRS until 
late February, further delaying the filing 
of returns requiring those forms. 
 Delayed or amended 1099s and  
W-2s further hinder the start of the 
filing season. While W-2s and most 
1099s are still due January 31, because 
of the increasing complexity of invest-
ments the 1099 filing deadline for bro-
kerage accounts was extended to mid-
February nearly a decade ago. Even so, 
these forms are frequently not issued 
until late February, postponing the fil-
ing of even “simple” returns. Because 
these are often later revised, we hold 
many returns for “expected” amended 
1099s. Since 2003, the percentage of 
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1099s later corrected has grown from 
5% to 8% of all 1099s filed, a 60% in-
crease. Tax pros and taxpayers alike do 
not always hold off filing, often requir-
ing amended returns, further burdening 
everyone involved.   
 

Computing Power for Better, or 
Worse 
Without the power of computers, Con-
gress could never have complicated the 
Code to the degree it has, beyond the 
comprehension of even seasoned tax 
professionals. Rather than taking less 
time (as one might think), due to mas-
sively complex law, most returns take 
longer to prepare than when they were 
hand-prepared.    
 Good tax pros always look for 
ways to save their clients tax, helping 
them keep more of their earnings. 
While planning is best done before  
year-end, many opportunities for the 
preceding year are available. These take 
time to find. Prospective tax savings 
must be calculated. Time is required to 
explain to clients tax saving strategies, 
few of which existed as recently as the 
1980s, much less 1955. Many of these 
strategies have a hard April 15 dead-
line. Should a taxpayer contribute to a 
non-deductible traditional IRA or a 
Roth IRA? Can and should a deducti-
ble Individual Retirement Account 
and/or a Health Savings Account con-
tribution be made? What combination 
of contributions should be made and, 
with limited funds, which should be 
prioritized? How much of such IRA/
HSA contributions save at the 22% vs. 
the 12% tax rate, or some other phan-
tom (but very real) higher rate because 
tax credits are triggered by making such 
contributions? What is the effect on 
state income taxes?    
 A major factor in these decisions 
hinge on the marginal tax rate for the 
client and whether that rate changes 
with larger contributions. A taxpayer 
may stray through several phantom 
(but very real) marginal rates over the 
span of just one $7,000 deductible IRA. 
In one case, not at all unusual, a client’s 
tax savings on the first $3,000 was 
10%, hardly worthy of a deductible 
contribution. However, because of 
phase-ins of credits over the span of 
additional contributions, 43% was 

saved on the next $3,000, after which 
savings plummeted back to 15%. Long
-term forecasts for the client’s future 
tax rates and income in retirement fac-
tor into decisions on whether and how 
much to contribute. Deductible contri-
butions for those who may be subject-
ed to higher tax rates in retirement 
(which is common) are generally not 
advisable. Future tax rates in an ever-
changing tax system are also relevant, 
even if impossible to predict.  
 Tax savings strategies take time to 
analyze and explain to clients, which is 
at best difficult given existing time con-
straints. Due to phase-ins of numerous 
tax credits, low-income taxpayers often 
have the most complex situations. In 
the example above, deductible contri-
butions increased the Earned Income 
Tax Credit, the Premium Subsidy and 
the Credit for Qualified Retirement 
Savings Contributions. Decisions gen-
erally must be made by April 15. Lower 
income taxpayers may qualify for as 
much as a 50% Retirement Savings 
Contributions Credit for a prior year 
IRA or Roth IRA contribution. Be-
cause of “clifflike” increases in the 
credit, amounts far greater than the 
additional contributions can be saved. 
One client increased their refund by 
$300 by simply increasing their $1,000 
IRA contribution by $1. Another saved 
$325 by contributing $650 to a non-
deductible Roth IRA. These are mov-
ing targets and, as seen in the example 
above, can change non-proportionally 
by varying traditional IRA and Roth 
IRA contributions. It takes an  alert tax 
professional to observe that such sav-
ings are possible, run the calculations, 
and explain the opportunity to clients.
 Low income entrepreneurs can 
achieve larger overall tax savings by 
increasing or decreasing depreciation 
deductions. For example, if Adjusted 
Gross Income decreases from $33,000 
to $32,999, by adding $1 to a $1000 
contribution an additional $300 credit 
may be triggered. Or, as AGI increases 
from $10,000 to $15,000 due to a de-
crease in depreciation claimed, an 
Earned Income Tax Credit may in-
crease from $4,010 to $5,980, 39.4% of 
the increased net income or wages. 
Depreciation can be adjusted to max-
imize the long-term tax savings. As 

recently as the 1990s, depreciation was 
fixed; today we have a choice between 
regular, Section 179 or bonus deprecia-
tion on many types of property. Depre-
ciation rules often change. Changing 
one small number on a tax return can 
have outsized effects on the tax. It’s 
crazy.      
 Middle-income taxpayers with 
children in college may be subjected to 
marginal tax rates as high as 72% as the 
tuition credit phases out. This can be 
mitigated by reducing Adjusted Gross 
Income by making deductible IRA and 
HSA contributions—which, therefore, 
can save 72% of such contributions. 
Higher income taxpayers can increase 
the Qualified Business Income Deduc-
tion by making prior year retirement 
plan contributions or taking bonus or 
Section 179 depreciation, if available; 
such contributions can save more than 
50% of the additional deduction.  
 

Compressions in Body and Time 
are Not Healthy 
Given the extraordinary complexity, 
the training required to educate a nov-
ice tax pro is significantly greater than 
even 10 years ago, much less 30. For a 
profession in which the vast majority 
earn most of their income in only 12 
weeks out of the year, fewer competent 
tax pros are available to serve the pub-
lic. This is not healthy or sustainable 
for a viable tax system.  
 Burn-out is becoming increasingly 
common among tax professionals. 
Never have so many Enrolled Agents 
and other tax pros threatened—and 
acted—to hang it up. Not only must 
tax pros complete and timely file a cer-
tain number of returns each year to run 
a durable business; they must calculate 
the expected tax for those going on 
extension, which requires at least de-
cent estimates of all items of income 
and deductions. An estimate of ex-
pected income and deductions for the 
coming year is also required so appro-
priate estimated tax payments can be 
made (usually included with the exten-
sion payment). Such payments can be 
challenging to calculate and take valua-
ble tax season time. Time is required to 
file extensions, as well as to ensure eve-
ryone who wants or needs one is ex-
tended. All this while simultaneously 
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trying to recommend prior year retire-
ment and HSA contributions for those 
who may derive extraordinary benefits, 
ensuring simple returns are completed, 
and taking time to explain the ever-
increasing and complicated options to 
clients.       
 The compressed filing season with 
the pressure to complete accurate re-
turns also leaves less time to research 
questions and challenging situations. 
The result is inevitably more frequent 
errors, subjecting both tax pros and 
clients to penalties. In 1955, such pen-
alties were either non-existent or,    
inflation adjusted, a fraction of those 
today.      
 We spend three days before the 
deadline ensuring everyone is extended 
and paid up to the extent they owe and 
can pay. Avoiding errors is a pipe 
dream. In April 2022, we had nearly 
100 returns for which we had most if 
not all of the information required to 
file; we couldn’t complete them be-
cause we had to waste limited time fil-
ing extensions and contacting those 
who would benefit from making prior 
year IRA or HSA contributions by the 
deadline. I was able to complete 600 
returns by April 15 in the late 1980s 
working with only a tax season temp 
employee and far more primitive com-
puting technology. In 2022, three of us 

each working 50-65 hours per week 
barely exceeded 400 returns, with far 
more advanced tax software, an indica-
tion of how much more complex tax 
law has become since the 1980s. By 
comparison, tax season 1955 would 
have been a breeze—without any com-
puters.       
 Unfortunately, the lockdowns 
made a mess of IRS processing. Delays 
are epic. As of April 15, 2022, the IRS 
had three million unprocessed 2020 tax 
returns; as of August 2022, they report-
edly had a couple hundred thousand to 
process. Unanswered and disconnected 
phone calls are legion. Many tax pros 
are so frustrated they hire auto-dialers 
to reach the Tax Practitioner Hotline.
 We need to put an end to the  
extreme stress any good practitioner is 
under. We do our best to ensure every-
one is extended who has not filed. We 
do all we can to determine the approxi-
mate tax due for those who owe. We 
do everything possible to prepare com-
plete and accurate returns for those 
who file timely. We as tax practitioners 
do our best, but it is not enough.  
 The April 15 deadline is an anach-
ronism. Tax law and decision making 
are dramatically more complex than in 
1955, or even the late 1980s. It is long 
past time to extend the filing season 
permanently to May 15 with automatic 

extensions.    
 While tax professionals under a 
May 15 regime still will be required to 
approximate the tax clients owe, more 
returns will have been completed with 
correspondingly fewer extensions. Tax-
payers and tax professionals will have 
more time to contemplate valuable tax-
saving strategies, which Congress has 
deemed important enough to offer—
largely designed to nudge taxpayers to 
save for the future. This will be particu-
larly valuable for lower-income taxpay-
ers. Competent tax professionals will 
more likely stay in the profession; more 
budding tax pros will be able to with-
stand the learning curve comprising the 
complexity of tax law. This is crucial 
for the IRS, as even IRS officials admit 
the system would collapse without 
competent tax professionals. And the 
IRS will have more time to process 
returns, helping the IRS to spread out 
the workflow when they are behind 
processing millions of documents. 
 Extending the season by one 
month from April 15 to May 15 and 
providing for automatic extensions to 
October 15 is a win-win for everyone. 
Until such time as this proposal is im-
plemented, with our sincere regrets, we 
will no longer see clients live and in 
person (except by special exceptions) 
during the normal Season. 

Form 1099-K Nightmare: If  You Do Not Think This Affects You, Think Again 
Since 2012, Forms 1099-K "Payment 
Card and Third-Party Network Trans-
actions" have been required for certain 
payments received through credit and 
debit card transactions and payments 
via PayPal, Venmo, Zelle and other 
third-party payment network providers. 
A 1099-K was issued if there were 
more than 200 such transactions and 
with gross payments exceeding 
$20,000. Starting in 2022, the threshold 
has been reduced to $600 with no min-
imum number of transactions. (If the 
$600 figure seems familiar, it is the 
same threshold used to determine 
whether 1099s must be issued by busi-
nesses for business services, which has 
been unadjusted for inflation for dec-
ades.)     
 This is going to be a nightmare! 
These 1099-Ks will frequently report 

non-taxable payments. Guess who 
needs to prove they are not taxable?
 Say you go out to dinner with 
friends and pay the entire bill; your 
friends reimburse you via Venmo. 
Over the course of the year you are 
reimbursed $1,200. In January 2023, 
both you and the IRS will be sent a 
1099-K reporting that $1,200 as “third 
party network transactions” income.
 Or maybe you rent a truck to help 
family or friends move; they reimburse 
you $2,000 for the truck rental via 
Zelle. In January 2023, a 1099-K will 
be issued by Zelle, with copies sent to 
you and the IRS, reporting that $2,000 
payment.      
 Or you live with roommates and 
they reimburse you $1,600 via Venmo 
and $700 via Cash App for rent, utili-
ties and groceries. In January 2023, you 

and the IRS will be sent two 1099-Ks 
reporting a total of $2,300 of what  
appears to be taxable income.  
 Or maybe you sell some used 
items on Facebook Marketplace and, 
over the course of the year, buyers pay 
you $3,000 through Venmo and $600 
through Cash App. You will receive 
two 1099-Ks reporting a total of 
$3,600, which the IRS will expect you 
to report on your tax return.  
 To be clear, if a personal item is 
sold for more than the purchase price, 
the profit from such a sale is taxable 
and must be reported (even if the   
entire increase in price is due to infla-
tion). If sold for less than you paid, 
there is no profit (and, in a “heads we 
win, tails you lose” moment, you can-
not deduct a loss). A 1099-K will be 
issued if you are paid $600 or more via 
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a third-party network, regardless of 
profit or loss, taxable or not.  
 Form 1099-K was designed to nab 
businesses under-reporting income. All 
payments reported on Form 1099-K 
look like business income to the IRS. 
The entity issuing the 1099-K cannot 
distinguish between business and per-
sonal transactions. The IRS’s computer 
in the sky assumes all amounts report-
ed on the 1099-K constitute taxable 
income until and unless you tell them 
differently. If you do not report the 
income or report an amount that is less 
than that shown on the 1099-K, you 
can expect a love letter from the IRS 
asking about your “unreported in-
come.” Adding to the logistical night-
mare, you may receive a Form 1099-
MISC or 1099-NEC for the same busi-
ness income, double reporting the in-
come.      
 This new $600 threshold will 
flood the IRS with returns with 
“errors”—returns that often must be 
hand-checked. I bet the cost of en-
forcement by the IRS, not to mention 
taxpayers’ costs (tracking, reporting and 
responding) will greatly exceed the ad-

ditional tax collected. This will likely be 
yet another in a long line of examples 
of the failure to rationally calculate 
costs and benefits of regulatory actions 
on the part of the administrative state. 
 Those using these apps will be 
required to keep detailed records of 
everything. Those who, based on the 
examples above, expect to receive a 
1099-K(s) for non-business income 
should diligently keep records of all 
transactions during the year to prove 
payments are not business transactions. 
1099-Ks are nothing to worry about so 
long as the income is not taxable, rec-
ords are maintained to prove each 
transaction was non-taxable, and there 
is no operating business. Be prepared 
to report such non-taxable income and 
to prove the money received was a non
-business reimbursement or payment 
for the sale of personal items for which 
the cost of each item sold exceeded the 
sales price.     
 We suspect Congress instituted 
this new requirement because the IRS, 
through intensive audits, discovered 
some taxpayers have been operating 
businesses for years for which income 

was never reported. The issuance of 
1099-Ks for 2022 will likely expose/
flush out such businesses—hopefully, 
none of you. However, we have been 
surprised before. Anyone with unre-
ported business income in prior years 
should immediately amend relevant 
prior year returns; we can assist in the 
proper reporting of all income and off-
setting business expenses. Because we 
do not have client-attorney “privilege,” 
the counsel of an attorney may be  
advisable.      
 Some services, such as PayPal, lets 
the user differentiate “friends &     
family” payments versus business pay-
ments. We strongly advise that you use 
separate accounts for each type of pay-
ment on other third-party network 
platforms.     
 We expect a significant number of 
taxpayers will receive 1099-K’s that 
report non-taxable personal transac-
tions. Be prepared to provide not just 
the 1099-Ks, but also an explanation 
for the amounts reported on such 
forms. Because of this new rule alone, 
we anticipate another chaotic filing 
season in 2023. 

An Increase in the Optional Standard Mileage Rate for Business-Use Vehicles 
The optional standard mileage rate 
(“optional”) can be used by self-
employed individuals in lieu of deduct-
ing a portion of actual expenses 
(including fuel, repairs, insurance and 
depreciation) of business-use vehicles. 
The “actual” method allows a deduc-
tion for a percentage of costs, calculat-
ed by prorating business vs. non-
business usage. The optional mileage 
rate gives a per-mile deduction. Set by 
the IRS each year, the 2022 rate was 
originally set at 58.5 cents per mile and, 
due to the surge in gas prices, increased 
to 62.5 cents effective July 1. This 
means that business owners must know total 
business and personal miles for both the first 
and second halves of the year.   
 A $2 increase in the price of a 
gallon of fuel for a standard 20 mpg 
vehicle would require an increase in the 
optional rate of ten cents per mile. This 
does not include dramatically increased 
prices for repairs and insurance. Nor 
does it include much higher deprecia-
tion deductions for newly purchased, 

far more expensive, vehicles (due to 
another issue altogether—higher prices 
due to a dearth of silicon chips). 
 The increase in the optional rate is 
clearly inadequate to compensate for 
price increases. While we won’t look a 
gift-horse in the mouth, the fact the 
optional rate has not kept up with costs 
shifts the “shall we take actual or op-
tional rate?” decision towards “actual”.
 However, those electing the op-
tional rate in the first year may switch 
back and forth in future years between 
optional and “actual,” maximizing flex-
ibility. If you start with actual in the 
first year, you are stuck with actual. 
 Another consideration is the avail-
ability of several depreciation methods 
due to the flexibility afforded by regu-
lar, “bonus” and Section 179 deprecia-
tion. This makes long-term tax plan-
ning especially challenging. Initial large 
depreciation deductions translate to a 
far greater potential for “depreciation 
recapture” on a sale, which requires 
that tax be assessed at ordinary income 

tax rates on depreciation taken to the 
extent the sales price exceeds the after-
depreciation “adjusted basis” when 
sold. Tax law now treats “trade-ins” for 
vehicles and other equipment as sales. 
“Adjusted basis” is the original cost of 
the vehicle, generally including sales tax 
and other one-time purchase costs, 
minus depreciation taken (technically, 
“allowed or allowable”). Percentage of 
business use factors into the calcula-
tion. This will make more sense with 
an example.     
 Say you purchase a vehicle for 
$60,000 and 80% of all miles were 
business-related. Your business “cost 
basis” starts at ( $60,000 x 80% = ) 
$48,000. Using depreciation options to 
their fullest, you depreciate a less-than-
6,000-pound GVW (Gross Vehicle 
Weight) car, which includes standard 
sedans and “light” trucks, by $25,360 in 
the first two years (getting the tax ben-
efit of that deduction). Your “adjusted 
basis” is now ( $48,000 - $25,360 = ) 
$22,740. Because used auto prices have 
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skyrocketed, you sell (or trade) the car 
for $50,000. The business portion was 
sold for ( 80% of $50,000 = ) $40,000. 
You report a taxable (ordinary income) 
gain of ($40,000 sale of the business 
portion minus the “adjusted basis” of 
the business part, $22,740 = ) $17,260, 
on which you will likely pay tax of 
nearly $5,000. If you did not consult 
with us, you may not be expecting this 
extra tax! In hindsight, you may have 
been better off claiming the optional 
rate, which generally imputes a much 
lower depreciation amount each year (a 
topic beyond the scope of this article).
 Complicating matters further, a 
heavier-than-6,000-pound GVW vehi-
cle could be fully depreciated in one 
year under 2021 federal tax law. Any 
amount you receive times percent of 
overall business use, then, would be 
taxable when sold! Gas-fueled and hy-
brid vehicles that exceed 6,000 GVW 
include 2022 models found at https://
amanandhisgear.com/vehicles-that-
weigh-over-6000-pounds; a list by car 
m a k e  i s  a t  h t t p s : / /
diminishedvalueofgeorgia.com/6000-
pound-vehicles/.  

Relevant items that greatly complicate 
the decision as to which method 
(“optional” vs actual) to choose in-
clude:   
 

1)  Relative tax rates in the years of 
depreciation vs. that expected for 
the year of gain or loss on sale. 

2) Whether you plan to keep the car 
forever (oftentimes the best tax 
decision if you wish to go all-out 
on depreciation). 

3) “Imputed” depreciation per mile 
using the optional mileage rate. 

4) Yearly operating costs. 
5) Original cost of vehicle. 
6) Which year you purchase it in 

(because the rules keep changing). 
7) Miles driven each year, because the 

higher the miles, the lower the 
fixed costs per mile; the lower the 
miles, the higher the fixed costs 
per mile, making the optional mile-
age rate more profitable for those 
driving a lot (think: Uber). 

 

You might think deducting actual ex-
penses saves more tax, which is often 
true in the short run, but the optional 
rate may save more in the long run, 

even for an expensive vehicle.  
 Contemporaneous records of 
business miles must be kept either in 
written or digital form to claim a busi-
ness deduction. If you don’t track all of 
your business mileage, you can use the 
“three-month sample method,” which 
requires that you maintain a mileage log 
for any three consecutive months of 
the tax year. Then, extrapolate from 
that period to substantiate the business 
miles for the entire year. You also need 
to prove your vehicle use is about the 
same throughout the year, which you 
can do by using invoices showing the 
mileage. An appointment book or work 
history for the other nine months may 
add credibility. If your business miles 
are consistent throughout the year and 
you drove 20,000 business miles, using 
the optional mileage rate your deduc-
tion would total ( 10,000 miles x 58.5 
cents + 10,000 miles x 62.5 cents = ) 
$12,100.  
 Best: track all your business mile-
age, which makes it much easier to 
prove mileage for both the first and last 
six months.  

I-Bonds: Safely Earn Nearly 7% per Annum  
Tax-Favored in More Ways than One, Too! 

Monetary inflation is an increase in the 
supply of money and credit. It quickly 
presents as an increase in the price of 
assets, especially real estate and stocks. 
Only after the supply trickles through 
the economy does it increase prices of 
goods and services.  The massive and 
sudden increase in the money supply 
from March through June 2020 (due to 
“free” money during the lockdowns 
taking form as “stimulus” payments) 
did what Austrian-school economists 
might predict: stocks and real estate 
prices skyrocketed from late March 
2020 through the end of 2021. As this 
excess money creation winds its way 
through the economy, we experience 
the aftermath of increases in the sup-
ply of money and credit—skyrocketing 
prices of goods and services. 
 Monetary inflation does not nec-
essarily induce price increases if the 
supply of goods and services increases 
by a corresponding amount. However, 

aside from a shrinking workforce, de-
creased productivity and decreased 
production of useful goods, the cur-
rent administration has shut down new 
production of reliable sources of ener-
gy, the cost of which is embedded in 
nearly everything.   
 The good news is returns on I-
Bonds are linked to government-
reported inflation, understated though 
it may be.      
 I-Bonds are government-secured 
savings bonds paying state tax-free 
(federally taxable) interest. Pretty bor-
ing stuff, usually. But not so much 
when, through April 2023, you can 
lock in a 6.82% return for six months 
after purchase.     
      

Aside from the obvious (6.82% virtu-
ally risk-free?!), here are some other 
pros: 
 

1) I-Bonds are state and local income 
tax-free. 

2) Earnings can either be taxed annu-
ally or taxation can be deferred 
until the bonds are cashed. Be-
cause they are technically 30-year 
bonds, you could leave each pur-
chase for up to 30 years before 
you must cash out, when you ulti-
mately pay tax. 

3) You avoid the tax altogether if the 
funds are used for “qualified” 
higher education expenses. 

4) Any I-Bonds owned at date of 
death revert to your estate; the 
executor may elect to have the 
accumulated earnings taxed on 
your final return, or defer realizing 
the income, leaving the tax obliga-
tion to the beneficiary. This may 
provide unique tax planning op-
portunities. 

5) While the yearly limit per person 
or entity for I-Bond purchases is 
$10,000 (plus an additional $5,000 
if you apply a federal tax refund to 
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I-Bonds), you can gift an additional 
$10,000 per person using the “gift 
box” option, by gifting I-Bonds 
from one family member to anoth-
er. You can also purchase another 
$10,000 as early as January 2 each 
year; you can keep buying year-
after-year. In other words, while 
there is an annual limit, you can 
purchase the maximum amount 
every year for as many years as you 
are alive. 

6) You, your spouse, children, and 
any business or estate and trust 
entities you own each has its own 
$10,000 limit. If you are married 
with three kids, the sole owner of 
two S-corporations, and you own a 
partnership with family members, 
the family can purchase up to 
$130,000 (and possibly more—
we’ve got ideas in mind for anyone 
interested) of I-Bonds each calen-
dar year ($10,000 each x 5, $10,000 
“gift box” x 5, plus $10,000 by 
each S-corporation, plus $10,000 
by the partnership, plus $5,000 via 
a tax refund). 

7) Interest compounds on the interest 
earned in previous periods.  

8) You can purchase in increments of 
as little as $25, creating gifts to 
children, grandchildren, nieces or 
nephews (or anyone else) under 
the Uniform Gifts to Minors Act. 
Carefully planned, the recipient 
may avoid tax altogether. 

 

It all sounds great, doesn’t it! However, 
there are some cons to consider. Al-
ways invest with eyes wide open and be 
sure to do your own due diligence. 
 

1) The interest rate is restated every 
six months. If inflation increases, 

you make more; if it declines, you 
make less. The interest rate follows 
inflation. However, the rate cannot 
go below zero if there is deflation. 
(For example, the interest rate de-
creased from 9.62% for purchases 
through October 2022.) 

2) You cannot cash out of the invest-
ment for one year from the time 
the investment is made.  

3) You lose three months of interest 
if you cash out before five years 
have elapsed. For example, if you 
earned 6.89% and immediately 
cashed out after the first year, you 
will end up making only 5.1675%. 
Still, not bad for a virtually “risk-
free” savings account. 

4) Despite the seemingly frothy re-
turn, you are losing “real” money: 
after all, you pay tax on the 6.89%, 
so your net after-tax yield adjusted 
for inflation is negative. However, 
stocks were down as much as 20% 
recently, real estate appears to be 
heading down in many areas and 
bonds got crushed the first half of 
the year as yields increased (the 
value of bonds decreases as inter-
est rates increase). So, a slightly 
negative net yield is looking good. 

5) You must be a U.S. citizen with a 
valid Social Security number. 

6) The yearly maximum investment is 
$10,000 per year per person, plus 
up to $5,000 of a tax refund 
(regardless of filing status, so joint 
filers are effectively penalized). 
However, as noted above (#5 and 
#6 on the “pro” list), you may be 
able to work around this limit. 

7) I-Bonds can be purchased only 
online at www.TreasuryDirect.gov. 
If the data you enter does not 

match the data the Treasury has on 
you, you may end up in a months-
long battle, because you will be 
required to verify your identity 
with a signature certified by a bank 
or broker on a document known as 
Form 5444. (The Treasury may 
soon permit notary publics to certi-
fy identities.) After getting the cer-
tification you must send the form 
via snail-mail. Because the Treas-
uryDirect.gov website’s last signifi-
cant update was in 2002, there are 
other quirks: for example, you may 
not be able to use the same email 
for two different accounts. And 
because the Treasury, in the first 
half of 2022, sold 40 times what 
they sold in all of 2020, they are 
likely behind processing manually 
submitted forms. Trying to call 
Treasury Direct has been likened 
to calling the IRS: they reportedly 
have 40 full-time staff fielding 
20,000 calls weekly. And there are 
technical glitches: their entire web-
site went down for several days 
immediately before the expiration 
of the old 9.62% rate. Many eager, 
willing and able Americans were 
unable to lock in that rate. 

8) Because they are online only, you 
have another set of usernames and 
passwords to track. 

9) If you change your email address 
without first notifying TreasuryDi-
rect.gov, you will have great diffi-
culty accessing your account. 

10) You have another investment to 
account for in your will and trust. 

11) There may be technical challenges 
with “gift box” purchases that are 
beyond the scope of this article. 

 

The IRS Backlog 
How to Minimize Unnecessary Phone Calls and Correspondence with the IRS 

It has been nearly three years since the 
greatest mass hysteria in history 
brought the world to a standstill. We 
are still dealing with the mess lock-
downs created (and we will be dealing 
with the repercussions for decades 
which, in my opinion, will be orders of 
magnitude worse than the Virus). 
There are not only enormously damag-

ing supply chain disruptions (predicted 
in Issue # 68 of Wealth Creation Strate-
gies and the reason we included the 
great essay, “I, Pencil” in our 2020 tax 
prep package), but there has been huge 
disarray at the IRS. One comparison 
tells the story: at the end of the 2019 
filing season the IRS was sitting on 7.4 
million unprocessed paper returns 

while on the same date in 2021 the IRS 
held over 35 million unprocessed re-
turns.   
 Aside from the lockdowns, which 
greatly impeded the processing of re-
turns and correspondence, Congress 
foisted complex tax initiatives onto the 
IRS. These included three separate 
“stimulus” payments that had to be 
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reconciled on tax returns, PPP 
(Paycheck Protection Program) “loans” 
that required a tremendous number of 
new rules that had to be clarified and 
enforced by the IRS, and massive tax 
law changes intended to spur the econ-
omy (none of which created any per-
manent growth). One of those changes 
included the exclusion of prior year 
unemployment income (we detailed 
this mess, promulgated in the middle 
of March 2021, in Issue # 69 of WCS). 
These and other major tax law changes 
created logistical nightmares for both 
the IRS and tax pros.   
 As of the end of April 2022, there 
were more than 9.6 million unpro-
cessed individual returns, which in-
clude returns received before 2022 and 
new tax year 2021 returns. Of these, 
2.9 million returns required error cor-
rection or other special handling and 
6.7 million were paper returns waiting 
to be reviewed and processed. The 
numbers increased as of July 15, 2022, 
when they had 11 million unprocessed 
individual 2021 returns. Of these, 1.9 
million returns required error correc-
tion or other special handling (down a 
million) and 9.1 million were paper 
returns waiting to be reviewed and pro-
cessed. Paper returns should obviously 
be avoided whenever possible. Unfor-
tunately, due to IRS limitations, returns 
containing certain unusual items must 
be paper filed; we have several of 
these, nearly half of which require addi-
tional IRS correspondence. E-filing 
business returns (partnerships, corpo-
rations, trusts and non-profits) is espe-
cially important because the IRS says 
paper filed business returns will not 
even be looked at until all individual 
returns are processed.    
 In March 2022, the IRS destroyed 
some 30 million paper-filed infor-
mation return documents, mostly W-2s 
and 1099s. We can only assume it was 
related to the tax return backlog. These 
documents are used to conduct com-
pliance matches to identify taxpayers 
who do not accurately report income. 
Business filers, including those with 
Schedules E or C, must respond to a 
question on their returns asking wheth-
er 1099s were required and filed. Let-
ters may be sent to those responding in 

the affirmative if the IRS has no 1099s 
from those filers, even though they 
destroyed them. Through no fault of 
our own, we will be required to re-
spond to such love letters. (If you or I 
destroyed such essential documents 
there would be hell to pay, but I di-
gress.)      
 Considering my view that the 16th 
Amendment should never have been 
ratified, it may seem crazy to suggest 
the IRS needs more employees. It 
does: at call centers. Less than 10% of 
calls from taxpayers are getting through 
to a human, the wait times are notori-
ously long, and many calls get dropped. 
Our experience with the Practitioners’ 
Hotline is no better. Ninety percent of 
the time we get a recording that says, 
“We are sorry, but due to extremely 
heavy call volume we cannot take your 
call; please try again later.” The one in 
ten times we get through to a “please 
wait” command we often spend up to 
two hours on hold before being dis-
connected. In 2021, the IRS received 
167 million phone calls but only had 
15,000 employees working the phones 
(often from home). That averages to 
11,000 calls per employee, or over 50 
calls per day. We can’t imagine an IRS 
employee speaking with more than a 
dozen taxpayers per day given the 
complexity and difficulty of the issues 
they must resolve after getting past 
verifying both client and practitioner 
information. In 2018 and 2019, the IRS 
received an average of about 45 million 
calls yearly, barely a quarter of the 
number of calls received in 2021.
 There are solutions to this mess 
that we, as taxpayers and tax pros, have 
some control over. We must first iden-
tify the reasons for which telephone 
calls are required. Some issues will di-
minish over time, such as reconciling 
the funny money 1st, 2nd and 3rd 
“stimulus” payments; millions of tax-
payers reported incorrect payments 
received, which resulted in reconcilia-
tion errors on tax returns. If the IRS 
paid you, say, $1,400 for the third 
“stimulus” payment during 2021 but 
you claimed on your tax return you 
never received it, you were seemingly 
shorted that amount. A phone call may 
have been required to ascertain you 

were paid the refund and never re-
ceived it. Much of this can now be 
done online by setting up an account 
on the IRS website at https://
www.irs.gov/payments/your-online-
account, where you can check for such 
payments.     
 One issue that will never com-
pletely be eliminated is the inadvertent 
omission of income reported on 1099s 
and W-2s. Even though most of our 
clients carefully track 1099s (our exclu-
sive “tax prep package” is tremendous-
ly helpful for organizing important tax 
documents), we occasionally deal with 
cases of omitted document-reported 
income. Our worst cases, a few ending 
in full-blown audits of their tax returns, 
involve those filing near the end of the 
October 15 extension period, after 
plenty of time to misplace documents 
or forget they were received. A com-
puter-generated fax in response to an 
IRS letter usually does the trick to 
avoid human contact but occasionally 
such matters require a human to re-
solve. The solution is, of course, track 
income from various sources through-
out the year and compare with Official 
Looking Documents (OLD’s) received. 
      The most common reason we must 
contact the IRS is to ask for wage and 
income reports for clients with serious 
illnesses, who are sometimes incapable 
of tracking their OLD’s. Once security 
protocols are in place, the client should 
be able to do this online, avoiding a 
phone call, but that is still a way off 
and for many the IRS account site is 
too difficult to navigate.   
 The second most common reason 
we must contact the IRS by phone re-
lates to non- or late-filing tax returns. 
The solution is file timely. Nine and a 
half months, January 1 to October 15 
every year, provides plenty of time. If 
you think you can file later without 
issues (which likely will cost much 
more than whatever time you saved by 
procrastinating) because you are due a 
refund, please rethink this. Late filing 
may require speaking with someone at 
the IRS to let a live human know the 
return(s) is/are on their way. Late pay-
ment penalties for owing personal in-
come tax and late filing penalties for 
filing entities late (corporations and 



8  

Income & Capital Growth Strategies, Inc. 
818.360.0985 *  818.363.3111 fax  *  www.DougThorburn.com 

WEALTH CREATION STRATEGIES  

partnerships can incur draconian penal-
ties for late filing even though income 
flows through such entities and are 
taxed to the owners) may require 
phone calls to ask that penalties be 
abated, even though that can be a long-
shot.     
 
Where’s My Money? 
Another reason we must talk to an IRS 
employee is to deal with delayed re-
funds. However, you can check your 
refund status for current and prior 
years at https://www.irs.gov/refunds 
(California refund status is at https://
www.ftb.ca.gov/refund/index.asp), 
and the status of amended federal re-
turns is available at  https://
www. i r s .gov/f i l ing/wheres -my-
amended-return. For other states, 
simply Google “Where’s my refund” 
with the name of the state; use ONLY 
that government’s web page, not some private 
provider of such services, who will charge you a 
fee or, even, scam you.). Be sure to read the 
information on those web pages before 
clicking through to “check my refund 
status.” Sometimes, refunds are delayed 
because the IRS receives so many 
fraudulent credit claims (the Earned 
Income Tax Credit and Child Tax 
Credit are notorious in attracting huge 
numbers of fraudsters), or IRS’s com-
puters don’t see withholding to match 
employer and other payer reports, or 
they suspect taxpayer identity fraud. 
There is nothing you can do to prevent 
such occurrences. We’ve also seen de-
layed refunds in the past couple years 
for which we have no explanation. A 
few clients’ refunds for tax year 2020 
arrived eight to ten months after filing 
those returns, my own included.  
 Refunds lost in the mail are an-
other matter requiring IRS contact. 
This can be avoided by having refunds 
directly deposited to your bank ac-
count. Until recently, we discouraged 
this due to bank privacy and direct de-
posit errors. However, the IRS and 
states now verify the owners of the 
account before paying refunds and er-
rors, in which refunds were sent to the 
wrong taxpayer, have seemingly been 
eliminated. If you wish to have refunds 
deposited into a financial account, 

simply send us a voided check with 
your instructions (better now than dur-
ing the Season!) and we will take care 
of the rest for the upcoming year. Be 
sure to tell us of any bank changes—
we will not verify your bank info each 
year so it is up to you to confirm it. 
 Due to long turnaround times, we 
suggest that nothing be mailed to the 
IRS that does not have to be mailed. 
There have been several times we or 
clients have had to call the IRS to see 
whether something important was re-
ceived. Except for extremely unusual 
situations involving payments of tens 
of thousands of dollars or concerns 
over the expiration of a statute of limi-
tations, we never felt correspondence 
warranted a trip to the post office. If 
something must be mailed and it is 
time-sensitive or involves a material 
amount of money, with our experience 
of the last two years, we now advise 
certified mail with return receipt in 
more instances. This includes mailing a 
tax return that cannot be efiled, im-
portant correspondence, or large 
checks sent to a government entity. 
(This does not change our preference 
that certified mail sent to us not require 
a signature and, if it does, that it be 
sent to our physical address. It’s more 
the IRS losing or misplacing mail than 
the post office failing to deliver it.)  
 We now advise, too, that pay-
ments, especially large ones, be made 
electronically, directly with the appro-
priate government agency. While we 
can instruct the IRS to debit amounts 
from your bank account, we do not 
want the liability of an incorrect or un-
timely debit. We suggest you pay online 
at https://www.irs.gov/payments/
direct-pay [and the state of California at 
https://www.ftb.ca.gov/pay/bank-
account/index.asp; for other states, 
Google “How to pay (name the state) 
tax online,” if applicable]. Be sure to use 
ONLY that government’s web page, not a 
private provider of such services, who will 
charge you a fee or worse. Also, we suggest 
paying via your bank account and not 
via a credit card for which you will be 
charged an additional 3-4% fee by the 
applicable government entity. 
 One final item for which we have 

experienced issues requiring unneces-
sary correspondence with the IRS re-
lates to Identity Protection Personal 
Identification Numbers, known as IP 
PINs. These are six-digit numbers as-
signed to taxpayers by the IRS to help 
prevent the misuse of Social Security 
numbers, which prevents someone else 
from fraudulently filing a federal in-
come tax return in your name and SSN. 
The system works so well the IRS will 
not accept an e-filed return for anyone 
with a current year IP PIN not includ-
ed with an e-filed return.    
 Once you receive an IP PIN, you 
will receive a new one every January for 
use in filing any prior year returns (not 
just the immediately preceding year) 
during that year. Be sure to send us 
your IP PIN letter with your initial 
“batch” of information containing our 
admin forms and your tax documents 
or, if you are among those who like to 
jump on this in early January (before 
OLDs are available), with business-and 
rental-related income and expense re-
ports. Many fail to send the IP PIN 
letter, which we must ask for and, be-
cause of internal limitations in tracking 
these, we don’t always know an IP PIN 
is missing until we try to e-file the tax 
return and it gets rejected. If you did 
not have one last year, we do not know 
to ask for one this year. You can get an 
IP PIN at https://www.irs.gov/
identity-theft-fraud-scams/get-an-
identity-protection-pin; select “Get an 
IP PIN” on the blue button on the 
page. Do this now for 2022 because 
these take several weeks to receive. Be 
sure to keep the IRS IP PIN letter in a 
safe place—we will need it to file your 
return. If you lose a current year IP 
PIN, whether you chose to get one or 
the IRS assigned one (usually after you 
were victim to suspected tax return ID 
theft), you can access it through your 
IRS.gov account using the “IP PIN 
Retrieval” tool at https://www.irs.gov/
identity-theft-fraud-scams/retrieve-
your-ip-pin. If you do not have an 
IRS.gov account, you will have to call 
to get the letter reissued, which will 
take 4-6 weeks. 


