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2021 year-end tax planning for appraisers  
It's not too late to save on your 2021 taxes! 
 
Note to readers: I write this article every year, with updated tax information. 
Also, there have been some changes for 2021 due to the pandemic. Some 
changes were dropped and new ones have been added, making it 
complicated. Be sure to check with your tax advisor, especially for any 
changes in your state.  
 
This article is very similar to last December’s article. I discuss some details in 
my IRS tax audit in 2017 in this article. I have included the long article in this 
newsletter with lots of advice on how to stay out of trouble with the IRS. I was 
not prepared and it was a  Very Bad Experience!! I did not update the 2017 
article. The most significant possible change for 2022 is an increased budget 
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allowing for an more IRS audits.  
 For 2020 and 2021, Covid caused some changes what is, or is not, 
taxable, for both federal and state taxes. Some changed between 2020 and 
2021. Keeping track of and understanding the changes is difficult. Be sure to 
check with your tax advisor.  
 There is lots of complicated advice available on reducing taxes, but 
most do not apply to appraisal businesses. Travel and entertainment for 
marketing purposes is one example.  
 Most appraisers are sole proprietors so this article covers these 
deductions, including business and personal. If you have another structure, 
such as LLC or Corporation, contact your tax advisor or check online. 
 It's not too late to get more deductions for 2021 and decrease your 
taxes. Start now! 
 
There were federal and state tax changes due to Covid in 2021. Be sure 
to check with your tax advisor for 2021. States vary.  
 Per the IRS  the Stimulus payments are not income and taxpayers will 
not owe tax on it. The payment will not reduce a taxpayer's refund or 
increase the amount they owe when they file their 2020 or 2021 tax return 
next year. A payment also will not affect income for purposes of determining 
eligibility for federal government assistance or benefit programs." 
 Taxes on state unemployment and stimulus payments may have 
changed.  
 
Ways to defer income 
 Many appraisers are working longer hours than in 2020 and will have 
more income taxes due. Deferring income can help.  
 If you have not been appraising, or done very little in 2021, your 
taxable income will be lower than in 2020. You may not want to defer any 
income for 2021 if you plan to return to appraising when the virus risk is lower 
and your income increases.  
 If you are self-employed and on the cash basis of accounting, bill your 
clients near year end if you can. They will probably pay you next year. 
 If you work for AMCs that require a fast turnaround and send your 
invoice with the appraisal and pay quickly, this may not be an option.   
 Of course, although you have deferred taxable income in 2021, you 
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have also deferred receiving taxable cash until 2022, so your income will be 
higher in 2022. I do this every year.  
 
How to increase deductible expenses by timing payments 
 Pay as many bills as you can by the end of the year, such as property 
taxes, software maintenance agreements, etc. I do this every year.  
 
Your greatest savings in taxes is usually by contributing to a SEP-IRA, 
Solo 401-k, or other type of retirement account 
 For 2021, your individual 401(k) contribution limit is $19,500, or 
$26,000 if you're age 50 or older.  
 I personally have a solo 401k for self-employed persons. The total solo 
401(k) contribution limit is up to $58,000 in 2021. There is a catch-up 
contribution of an extra $6,500 for those 50 or older. To understand solo 
401(k) contribution rules, you want to think of yourself as two people: an 
employer (of yourself) and an employee (yes, also of yourself).  
 Total contributions to a participant's account, not counting catch-up 
contributions for those age 50 and over, cannot exceed $61,000 for 2022 
($57,000 for 2020; $58,000 for 2021). 
 The one-participant 401(k) plan isn't a new type of 401(k) plan. It's a 
traditional 401(k) plan covering a business owner with no employees, or that 
person and his or her spouse. These plans have the same rules and 
requirements as any other 401(k) plan. 
 For a Solo 401k you effectively can contribute up to 20% of your net 
self-employment income as an employer (your business income minus half 
your self-employment tax), though those contributions must be made with 
pre-tax dollars. These pre-tax contributions lower your taxable income and 
help cut your tax bill. No changes for 2021.  
 I contribute the maximum allowed for my income. My enrolled agent 
does the calculations, which can be tricky. 
 Check the limits for your retirement account and penalties for early 
withdrawal.  
 Taxes will be paid as you withdraw the money. 
 There are other options, such as Roth IRA. You can also save taxes by 
setting up an S-Corp (pay yourself a salary). They are more complicated to 
set up and are used less often, so I don't include them in this "last minute" tax 
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tips article. 
 The big advantage, of course, is that the income is not taxable until you 
take money out. 
 
Required Minimum Distribution (RMD) - no waivers for 2021 
 In March, 2020, the CARES Act waived RMDs altogether for the 202o 
calendar year. There is no RMD waiver for 2021.  
 As a result, anyone age 72 or older as of December 31, 2021, must 
take their RMD by year-end to avoid the 50% penalty unless this is their first 
RMD, in which case they have until April 1, 2022. 
 I am 78 years old. Every year (except 2020) after the year I turned 70 
1/2, I was required to take an RMD from my retirement account. I don't like to 
do this as I prefer to keep as much money as possible in my account for 
future needs as I get older.  
 The SECURE Act, passed in late 2019, increased the starting age for 
RMDs from 70½ to 72 as of Jan. 1, 2021.  
 This change is somewhat complicated, so check with your tax 
professional or the company that manages your retirement account. I chose 
to take my 2021 RMD.  
 RMDs allow the IRS to get some of your tax deferred retirement 
account back. 
 
Unemployment benefits are taxable - federal and some states 
 For 2020, some unemployment benefits were not taxable. This has 
been removed for 2021.  
 If you, or someone you know, collected unemployment insurance in 
the past, taxes were not a significant issue. But, the $600 per month increase 
in unemployment benefits in 2021, was a significant increase for most 
people, as compared with 2019 and previous years.  
 By law, unemployment compensation is taxable and must be reported 
on a 2021 federal income tax return. Taxable benefits include any of the 
special unemployment compensation authorized under the Coronavirus Aid, 
Relief, and Economic Security (CARES) Act, enacted this spring. 
Withholding is voluntary. Federal law allows any recipient to choose to have 
a flat 10% withheld from their benefits to cover part or all of their tax liability. 
 States vary. Check with your state to see if it taxes unemployment 
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benefits. They are not taxable in California and some other states. 
 
Covid federal and state stimulus payments  
 Per the IRS, "As part of economic legislation aimed at mitigating the 
impact of the coronavirus, millions of individuals and families were eligible to 
receive stimulus payments, also referred to as economic impact payments 
by the Internal Revenue Service. The federal government sent out two 
stimulus payments in 2020, and one in 2021.   
 The payment is not includible in your gross income. Therefore, you will 
not include the payment in your taxable income on your federal income tax 
return or pay income tax on your payment. 
  
When to start taking Social Security 
 Although this section is not about taxes (except paying taxes on up to 
85% of your Social Security) many of us are getting older and this is a very 
important decision.  
 Few appraisers have a pension from an employer or large retirement 
savings. Some have property rental income. Many of us rely on Social 
Security. Getting your highest benefit amount is very important. The 
maximum possible benefit is $3,895. 
 I am 78 and started Social Security at age 70. I am still working and my 
benefit amount goes up every year. I don't have a pension, have a modest 
solo 401k and have rental income. Social Security is the only time in my life I 
have received  regular income payment. I am healthy, exercising every day 
and eating well. I need to plan on living into my 90s.    
 As we all know, people are living longer and longer. My mother died 17 
years ago at the age of 82. Now, many are living into our 90s. We need to 
plan for living much longer than we did in the past. 
 When the Social Security program was initiated in 1935, the average 
life expectancy was 61 years old. In 2020 in North America, a man could 
expect to live to between 75 and 78 years of age, depending where he lives. 
For women, life expectancy hovers between about 80 and 83 years of age.   
 However, life expectancy fell in in the U.S. during 2021. Men saw life 
expectancy fall by nearly 2.3 years, from about 76.7 to 74.4. Women lost 
more than 1.6 years of life expectancy, from about 81.8 to 80.2. 
 I always recommend waiting until age 70 to start collecting Social 
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Security. The longer you wait to start, the larger your monthly check will be. 
For example, if you start receiving retirement benefits at age 67 instead of 
age 66, depending the year you were born, you'll get 108 percent of the 
monthly benefit because you delayed getting benefits for 12 months. At 70, 
you'll get 132 percent of the monthly benefit because you delayed getting 
benefits for 48 months. 
 Only 6% of women and 4% of men held out until age 70 or older in 
2018, according to Social Security Administration data. This increased from 
2016, when 4.6 percent of women and 2.9 percent of men first claiming 
Social Security benefits were age 70 or older.   
 Some people start early because they don't trust the "government" to 
keep paying Social Security at the same level they do now. I suspect that 
those who are already collecting will be "grandfathered" into their current 
rate or a similar rate. Others just want the money.  
 I have a friend who is 65 and has always had a relatively low income. 
She plans to wait until age 70, so she has the highest possible Social 
Security payments. Another friend, 63 years old, retired with a pension at 60, 
and is now self-employed working long hours so she can increase her Social 
Security benefits at age 70.  
 Remember, for most appraisers, 85% of your Social Security is 
taxable, so be sure to set aside money every month for the tax payment. If 
your combined income was more than $34,000, you will pay taxes on up to 
85% of your Social Security benefits. For married couples filing jointly, you 
will pay taxes on up to 50% of your Social Security income if you have a 
combined income of $32,000 to $44,000. No changes for 2021.  
 Of course, if there are health issues or a family history of dying early, 
you may not want to wait.  
 Starting at age 62 costs you. For example, if you were born in 1956 
and you decide to begin receiving benefits exactly at age 63 this year, then 
you'll collect 73.3% of the amount you'd collect at full retirement age. Thus, if 
your full retirement age benefit is $1,000 and you claim at age 62, you'll 
receive $733 per month in Social Security income. 
 Remember, this does not reflect the cost of Medicare when you reach 
65. Medicare is not free.  
 You can wait until after you are 70. The government does not pay you 
any money until you start collecting Social Security.. There are no retroactive 
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payments if you don't start taking it at age 70.  
 The maximum monthly Social Security benefit that an individual can 
receive per month in 2021 is $3,895 for someone who files at age 70. For 
someone at full retirement age the maximum amount is $3,011, and for 
someone aged 62 the maximum amount is $2,265. I am receiving $3,500 per 
month. This will be going up when the cost of living adjustment of about 6% 
starts $210). 
 Your Social Security may increase if within the past 35 years you had 
an income less than your 2021 income. The new higher income will replace a 
previous year of lower income.   
 
Equipment purchases limits increased to $1,040,000 for 2021 
 The Section 179 deduction lets you deduct all or part of the cost of 
equipment that is purchased or financed and put into place before December 
31, 2021. 
 The Section 179 Deduction is now $1,050,000 for 2021, up from 
$1,040,000 in 2020. This means businesses can deduct the full cost of 
equipment from their 2021 taxes, up to $1,050,000, with a "total equipment 
purchased for the year" threshold of $2,620,000.  
 Check with your tax advisor. It can be complicated.   
 Section 179 is aimed at small to medium businesses that purchase 
anywhere from $5,000 to $2,500,000 worth of equipment.  
 For appraisers, this typically applies to auto purchases. This is a bit 
more complicated. For example, these deductions are only for vehicles used 
more than 50% of the time for business purposes. The deduction is limited to 
the amount of use. Some vehicles (like taxis, airport shuttle vans, and 
limousines) are considered only as business vehicles so they can be 
deducted at 100%. 
 Second, the vehicle must be purchased and put into service (used) 
during the year in which you are applying for the Section 179 deduction. 
 Check with your tax advisor on auto purchase, depreciation, leased 
vehicles, and other requirements. 
 Also check for other deductions above, which can be complicated.  
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Charitable contributions 
 Consider making charitable donations before the end of the year. 
Credit card payments for business or charitable donations made by 
December 31 are deductible. Don't forget that your Appraisal Today renewal 
and other business subscriptions are tax deductible. I do this every year.  
 I keep good records of my deductions, including photos of personal 
and business items to Goodwill, for example.  
 
Take advantage of all business deductions not paid out of business checks 
or business credit cards 
 Review your records and cancelled checks carefully to take advantage 
of all business deductions. Be sure your deductions are adequately 
supported by written records that indicate time, amount and business 
purpose. 
 Be sure to check for any business expenses paid using a personal 
checkbook or credit cards. For example, sometimes a vendor will not accept 
my business Amex credit card, so I have to use my personal card. Also, I 
sometimes use a personal credit card for paying expenses on my rental 
property. Every year I go through my personal checking account and credit 
cards to be sure I don't miss a deduction. 
 I hate cash purchases as I don't keep track of them very well and 
sometimes forget to throw the receipt into a special "petty cash" box. 
  
More ideas for reducing 2021 personal taxes 
 If your personal itemized deductions are close to the standard 
deduction, consider "bunching" your expenses every other year. 
 Pay your fourth quarter state estimated tax payment in December 
instead of January every other year. Pay your January mortgage payment on 
December 31 every other year. Just be sure the bank reflects this extra 
payment in the annual mortgage interest paid form so that your deduction 
matches the information the bank sends the IRS. 
 Pay your property taxes early, if allowed. You must have been billed to 
pay early per IRS regulations. In California, annual tax bills are sent out 
every year with 2 payments allowed. The first payment is due in December 
and the second payment the following April. 
 When my income is high I pre-pay all my 2021 property taxes in 
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December.  
 
Charitable donations - unwanted items 
 Clean out your closets every other year and contribute your unwanted 
items to a charity for a deduction. Be sure to get a receipt for all donations 
and contributions, regardless of the amount. Photos can also work well for 
verifying your donations. 
 You can contribute by using a credit card by 12/31/21. Then pay it off 
when you receive your credit card statement. I do this every year.  
 
Medical expenses - 2021 
 Taxpayers may deduct only the amount of the total unreimbursed 
allowable medical care expenses for the year that exceeds 7.5% of their 
adjusted gross income for 2020. It was 10% in 2019. 
 If you had significant medical expenses in 2021, look into whether you 
can pay your medical bills next year instead. By "bunching" your medical 
expenses into one year, you might be able to get over 2022's 7.5% threshold 
(assuming it does not change). 
 For the self-employed, 100% of health insurance premiums are 
deductible to reduce AGI rather than as an itemized deduction. 
 
Always keep receipts for all deductions 
 If you are audited by the IRS, they expect to see receipts for all 
expenses. I did not do this. In my 2017 IRS audit, I had to spend a lot of time 
getting receipts for 2015 and 2016, because the IRS goes back in time. 
Some banks, credit card companies and many vendors did not keep records 
older than 3 years. 
 Your credit card statements are not adequate. You need receipts.  
 
Keep an accurate mileage log 
 Business mileage is targeted by the IRS.  
 I was not able to obtain any statistics, but I am sure that many small 
businesses, including appraisal, do not have accurate business mileage 
records. 
 Like many appraisers, I used to drive a lot of miles and just used 90% 
of my mileage for business, without keeping an accurate mileage log. This is 
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a big mistake. 
 A few years ago, I wrote about my 2017 IRS audit. I failed the auto 
expense deduction as I did not keep a mileage log and significantly over 
estimated my business miles. 
 For the audit, I made a mileage log using Google maps for all my 
appraisals for the audit. It was a big hassle. If you don't want to do this, do the 
best you can for mileage estimates. If necessary, you can estimate it by 
using your calendar for days of appraisals, medical appointments, and 
charitable activities for all mileage deductions. 
 You will need accurate beginning and ending odometer readings for 
the year. The best method is to use auto repair receipts where the odometer 
reading is listed. You can pro-rate the monthly mileage. 
 I am now using a smartphone app to keep accurate mileage records. I 
have auto repairs close to the end of the year or the beginning of the next 
year. 
 
Mileage deduction increased for 2021 
 For 2021, they're $0.56 per mile for business, $0.14 per mile for charity 
and $0.16 per mile for moving or medical. In 2021, the standard IRS mileage 
rate is 56 cents per mile for business miles driven, 14 cents per mile for 
charity miles driven and 16 cents per mile for moving or medical purposes.  
 
Education expenses 
 Most 2021 CE was online due to the pandemic. 
 For appraisers, CE costs are another deduction, including travel 
expenses. Be sure to keep complete records, including receipts, especially if 
going to a conference or other CE where you are staying overnight. 
 Don't forget meals. If you don't keep good record of your meals you 
can use a standard deduction. If you are driving, be sure to record it in your 
mileage log. 
 
Who should do your taxes? 
 I strongly recommend using an enrolled agent or a CPA. Why? They 
are tax experts and, also very important, they can represent you if you have 
an IRS audit. They can calculate such items as Alternative Minimum Tax, 
depreciation, and advise you on deductions. 



  
Page 11  December 2021 Appraisal Today 

 

 

 I always fill out a form that I am sent by my tax service provider. Don't 
show up with a box of receipts unless you want to pay a very big fee. If you 
don't use Quicken or Quickbooks, make a commitment to do it ASAP. Don't 
wait until just before April 15 to start using the software. 
 I represented myself once at an IRS tax hearing about my husband's 
commercial fishing business many years ago. It did not go well as I had no 
experience or training in what to do at the hearing. I lost.  
 At my 2017 random audit (looked at everything, personal and 
business, visited my home office, etc.) I did not speak with the IRS agent. My 
enrolled agent handled everything.  
 
Keep business and personal expenses separate 
 I am always surprised when I get a check for a newsletter subscription 
from an appraiser that is written from a personal account, not a separate 
business account. Big Mistake. 
 Or, appraisers who don't have separate business and personal credit 
cards.  
 You should have separate business checking and credit cards. If you 
don't, do it now and try to get your 2021 personal vs. business expenses 
straightened out ASAP. 
 Most of us occasionally pay business expenses in cash or with 
personal credit cards or checks. Be sure to check your records or box of 
receipts. I try to do as few cash payments as possible as they are a hassle to 
keep track of. 
 The IRS scrutinizes personal expenses that may have been claimed 
as a business expense, such as the use of a business vehicle for personal 
use. Be diligent about keeping good records. 
 
Use Quickbooks to keep track of your business expenses 
 I am always very surprised that some appraisers don't use 
Quickbooks. When I started my business in 1986, it was all manual. I hired 
my mother to do it. When Quicken was first available  
 Why Quickbooks? Relatively inexpensive, easy to use, and widely 
used. Most small business bookkeepers use it. 
 What if you have never used Quickbooks? Taxes are not due until April 
15, 2022. Do it yourself or pay someone to set it up for you and enter all your 
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income and expenses.  
 
What have I been doing in 2021 to reduce my taxes? 
 I will definitely maximize my contribution to my Solo 401k because it 
has a maximum fixed amount per year. 
 Make charitable donations by year end. My total personal deductions 
are well over the standard deduction. 
 Had some repairs done on my rental property. 
 Buy whatever business supplies and equipment I need by year end. 
Pay early my business insurance, property taxes, etc. 
 I should have started earlier. 
 
Where to get more information 
 Google "year-end tax tips self-employed". Most of the tips for 
appraisers are in this article. But, sometimes it is a good idea to read how 
someone else explains it. And, there may be tips not covered in this article 
applicable to your personal tax situation. 
 Contact your tax advisor with any questions. I am not an attorney or 
accountant, and have never played either one on TV, Youtube, or in a movie! 
 
================================================= 
 
Marketing with holiday gifts and cards - An Easy and Most Excellent 
marketing tool! 
 
Editor's Note: I write about this every November or December, and it makes 
me remember to get some cards at the office supply store!!  Mail your 
cards by December 10. USPS says by Dec. 17, but earlier is better.  
 
START NOW GETTING HOLIDAY CARDS AS STORES MAY RUN OUT SOON.  
 When we worked for lenders and mortgage brokers, we often had personal 
relationships, which included in-person deliveries of gifts, etc. With AMCs it is 
much more difficult, but a personal holiday email can work.  
 However, gifts delivered works well for non-lender clients. Be careful when 
sending to government agencies (see below).  
 There are not many changes since last year, but it is good as a reminder of 
easy ways to say "thank you" for appraisal business, being very helpful on an 
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appraisal, etc.  
 In the past I used to receive holiday cards from vendors, other appraisers, 
etc. Sometimes I would get a gift such as a Starbucks gift card. But, this has 
slowed way down in recent years. If you send something, it will be remembered. 
 
DELIVERY DELAYS  FOR GIFT PACKAGES 
 Lockdowns and safety precautions during the pandemic has worsened an 
already stressed-out global supply chain, leading to shortages in everything from 
shipping containers to microchips. And there will be a ripple effect on how fast that 
holiday gift can be delivered to family and friends. 
 As businesses scramble ahead of the holiday season, shipping services 
have already released their recommended ship-by dates in order to ensure your 
packages arrive on time. 
 
   The U.S. Postal Service has set deadlines for packages to be delivered before 
Christmas Day: 
    For retail ground service, send packages by Dec. 15 
    First-Class Mail Service, send  by Dec. 17 
    Priority Mail Service, send by Dec. 18. 
    For Priority Mail Express Service, send by Dec. 23. 
   Beginning Oct. 3 and ending on Dec. 26, the Postal Service will temporarily 
increase prices on all "commercial and retail domestic packages" because of the 
holiday season. 
 UPS also recommends shipping out packages days to weeks in advance in 
order to ensure timely delivery.  
    Dec. 15 is the last day for ground service, 
    Dec. 21 is the last day for UPS 3 Day Select service, 
    Dec. 22 is the last day for UPS 2nd Day Air service while those using 
    UPS Next Day Air service will have to ship out their items by Dec. 23. 
 
For domestic packages to arrive by Christmas Eve, Fedex's deadlines include: 
    Dec. 15 for FedEx Ground service, 
    Dec 21 for FedEx Express Saver and 3Day Freight services, 
    Dec. 22 for FedEx 2Day A.M. and 2Day Freight services, 
    Dec. 23 for FedEx 1Day Freight, Extra Hours, Standard Overnight, Priority 
Overnight and First Overnight service. 
    Dec. 24 is the last day for FedEx Same Day, Same Day City Priority and Same 
Day City Direct services. 
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Recommended time for mailing letters and holiday cards USPS 
 Dec. 17 for first-class mail including greeting cards and first-class packages 
less than 16 ounces. For mail to Alaska, the recommended deadline is Dec. 18 for 
first-class mail. For Hawaii, the recommended deadline is Dec. 17 for first-class 
mail. 
 
Delivery for first class (letters, cards, etc.) mail will be slower for some 
mailings 
 Beginning in September, 2021 the U.S. Postal Service "implemented new 
service standards" for first class mail and periodicals - slowing its target delivery 
time by about 30%. 
 Some of the changes will result in increased time for some pieces of mail 
going cross-country and other long distances. However, 61% of first-class mail and 
93% of periodicals will not be affected by these changes. 
 Single-piece first-class mail (smaller, lightweight mail) traveling in the same 
region will still have a two-day delivery time.  
 
What if you can't get the cards ready by the mailing deadlines? 
 Send New Year's cards instead. Not many do this and your cards will be 
noticed.  
 
Why would you want to send holiday gifts and cards? 
 Staying in touch without personal contact is easy. Of course, personal 
contact is best, but takes time.    

It is one of the few times in the year that sending something is not unusual. A 
few appraisal assignments or referrals, or even one, will more than pay for the 
cost. Send them to current clients, previous clients, new clients, prospective 
clients, etc.  
 Don't forget the real estate agents that were willing to spend time to explain 
their sale and appraisers that helped you on an appraisal. 
 Appraisers tend to be very weak on all types of marketing, even the easiest, 
such as sending holiday cards and gifts. 
 
Why sending cards and gifts is very important this year for me  
 About half my referrals come from local real estate agents. (The other half is 
from my appraisal website.) Since 1990, my primary contact method was going to 
the weekly open houses since 1990. But, there were few, if any open houses after 
last March. Recently they have started again, but there are few houses to see and 
few agents come.  
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 When anyone does not work for a while, they can easily get forgotten. 
Agents did not know if I retired or was not doing appraisals. Most appraisers here 
continued to work. I did  not do any appraisals from March 2020 to March 5, 2021. 
When I was fully vaccinated I started doing appraisals again. I had no good way to 
let all the agents know I was available for referrals. 
 
This is one of the easiest types of marketing you can ever do. 
 No email solicitations, no phone calls, etc.  
 Just compile names and postal addresses from people you already know. 
This does not take much time, except for writing addresses on envelopes and 
preferably including a personal comment.  
 What if you don't have any clients except AMCs? Say thank you with a card 
to helpful real estate agents, property managers, appraisers, employees at 
vendors who have been helpful such as forms software companies, etc. 
 
What about AMCs? 
 If there is someone who has been very helpful, send them a gift card. If you 
don't have their postal address, send a personal thank you email. I doubt if they will 
get many from appraisers.  
 Don't forget the chief appraiser or appraisal managers.  

When should cards be mailed? By December 10. Get started now!! 
 
When to send gifts? There are many options 
 What if you don't have time to do this now, or want to send at another time, 
so you will be remembered? 
 There are many times to send gifts and cards. For the traditional holiday 
gifts, you can send them before Christmas, between Christmas and New Year, and 
after New Year. 
 Some like to send at the traditional week before Christmas, others near 
Thanksgiving, and others early the next year. Your gift stands out more if not sent 
at the traditional time, but you may prefer the traditional holiday season. 
 Be sure to send thank you cards throughout the year, sent out soon after 
receiving a good referral or data you really needed. This is a "must." 
 
Who to send gifts or cards to 
1. Best clients. 
2. Second tier clients. 
3. The rest of your clients. 
4. Referral sources - as many as you can. Other appraisers, real estate agents, 
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accountants, attorneys, your neighbor, etc. 
5. Vendors who have been especially helpful. 
6. AMC employees who have been helpful. 
7. Appraisers and real estate agents who have been helpful with data and/or 
advice. 
8. Good prospects. 
9. Instructors and speakers that you liked. 
10. Authors of articles that you liked. 
 
What am I doing this year?  
  We purchased our 60+ holiday cards at a local store, but go ASAP before 
the cards you like are gone. We learned that the hard way - by waiting too long in 
the past! 
 I'm sending holiday cards with personal notes to many clients, referral 
sources, appraisers, real estate agents, vendors who have been very helpful, etc. 
Plus family members.  
  
Why send holiday cards? 
 "Unlike the cards we mail to loved ones, greetings we send for business are 
generally used for two purposes: as a thank-you to individuals at other companies 
with whom we have an ongoing relationship, or as a means of staying on the radar 
of an existing, former or prospective client," says manners expert Thomas P. 
Farley. 
 
What type of holiday printed cards are best? 
 A "season's greetings" card is usually a more suitable for business choice 
than a Christmas card, so you don't offend anyone. I am located in the very diverse 
San Francisco Bay Area, so I always send neutral holiday cards. 
 A handwritten address on the envelope is a very good idea. Always, always 
include a personal signature. A short handwritten note is good also, especially if 
you know them. 
 Be sure to be "generic" in your cards and your message. Don't mention a 
specific holiday. 
 Humor is risky and not recommended. But, sending a humorous card to 
someone you know well may work. 
 
Government and institutional employees - be careful 
 When I was first employed by a county Assessor's office in the mid-1970's, I 
was told not to accept anything from a taxpayer. If I went to lunch with someone, I 
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was to pay for my own lunch. 
 Many government agencies have similar policies. Before sending anything 
other than a holiday card, be sure to check. 
 Some banks and other institutional clients have strict policies, although few 
are as strict as government agencies. Check to be sure.  
 Some of my lender clients requested that any gifts be for the entire appraisal 
department, such as flowers or candy. 
 
Email "cards" 
 Postal mail is best, but it is sometimes hard to get postal addresses.  
 Email addresses can sometimes be difficult to obtain. 
 When I checked online, many of the e-cards had music, which can be very 
annoying. 
 Search for email Business Seasons Greeting Cards or Business Holiday 
cards if you prefer not to send postal Christmas cards. 
 Another option, which may be better, is to just send a personal holiday email 
with maybe a photo of yourself or another photo embedded in the email. And a 
personal message. We don't get many emails that say Thank You!! 
"Special" one time gifts 
 Remember the mortgage broker days? Many businesses send one time 
gifts, such as homemade cookies or candy. Gift certificates are also popular, with 
an almost endless list of choices, including restaurants, book stores (don't forget 
the online stores such as www.amazon.com ), car wash services, movie theaters, 
etc. 
 A gift basket is another good choice. To get an idea of the endless varieties 
of gift baskets, go to your favorite search engine and look for "gift baskets." 
 "Perennial" flowers such as poinsettias are good. You can also have cut 
flowers delivered. 
 
Gifts that last 
 One gift I see almost every morning is a coffee cup from a local appraisal 
firm that I received many years ago. 
 I used to send out a small desk calendar with my company info to about 100 
people. They loved it and called me when they didn't get one. 
 One year I set up monthly flower deliveries to a lender client that gave me 
lots of work. It went to the appraisal department, not the chief appraiser. 
 
Ideas on what gifts to send 
 Sending gift cards, such as Starbucks, is a very easy choice. 

http://www.amazon.com
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 Most of us select gifts appropriate to the volume of work, how easy the client 
is to work with, and the likelihood of continued work. For example, a gift basket for 
your best clients, and a calendar or card for others. 
 A gift that would appeal specifically to the person is always good. For 
example, a gift certificate to a popular restaurant for two for someone who likes to 
eat out, or a gift certificate for a "meal delivery" company for those with children 
who are too busy to go out for dinner. Or, a box of chocolates for a "choc-o-holic." 
 A gift that is seen every day, such as a desk calendar, mouse pad, or paper 
clip dispenser, personalized with your company name works well. 
 Some other possibilities: 
• Home baked cookies, pastries, or candied pecans. 
• Gift baskets - food, wine, chocolate, many choices. 
• Dom Perignon champagne - for the top clients 
• Modest gift at Christmas and a card at Thanksgiving or New Year's 
• Baskets from local fruit wholesalers 
• "Happy New Year" cards and wine 
• Desk nameplates 
• Rum soaked holiday cakes 
• Sticky Note Pads (540 Sheet Ones) with your name printed on all 4 sides 
• Souvenir Stick Pen ($.75 Each) 
• Massage therapist for an hour to do chair massages one afternoon between 
Thanksgiving and Christmas 
(Editor's note: this one is my favorite!) 
• Chocolate cheesecakes on Halloween and boxes of chocolates on Valentine's 
Day. 
• House shaped paperclip holders with your company name & info printed on the 
roof. 
 
Your employees (including family) 
 Don't forget your employees - a special holiday lunch and gifts really make a 
difference. What if your family members are your employees? It makes an even 
bigger difference! 
 
Where to get gifts 
 For gifts personalized with your name, do them ASAP. Advertising 
companies are used to last minute requests, but they are all busy before 
Christmas. 
 For gifts with your name on them, use an advertising specialties company. 
Use the Internet to locate them. 
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How to send gifts 
 Personal delivery by the principal or owner is always best, even for cards. If 
at all possible, do this for your best clients. 
 For non-local gifts you can use the U.S. mail or UPS. 
 
What personal message should you include in your cards? 
 Remember, this is for business, which is different than sending cards to 
personal friends and family. Look in the mirror. What type of message do you like 
to receive? 
 This depends on how well you know the person. For example, you can 
mention about a spouse or a hobby. 
 Don't make it too much of a "sales pitch". 
 Go to a store and see what is on the cards there. Check out messages 
online for business card companies. Do not include a business card. 
 
Business law and gifts 
 Bribery is the primary issue from a legal viewpoint. Appraisers seldom give 
such large gifts, but it has happened. For example, you're bidding on a big 
appraisal contract and pay for a Hawaii vacation for the person making the 
decision before you are awarded the contract. 
 
USPAP and gifts 
 Some appraisers mistakenly believe that USPAP doesn't allow giving gifts to 
clients. 
 USPAP doesn't include much about marketing and gifts. 
 "The payment of undisclosed fees, commissions, or things of value in 
connection with the procurement of appraisal, review, or consulting assignments is 
unethical."  
 "Disclosure of fees, commissions, or things of value connected to the 
procurement of an assignment should appear in the certification of a written report 
and in any transmittal letter in which conclusions are stated."   
 Thus, appraisers try to avoid situations where USPAP would require such 
disclosure. 
 Understand that payment of fees, etc. in order to get an assignment is not 
prohibited by USPAP. It just has to be disclosed. 
 
USPAP and gifts after getting assignments 
 Although USPAP doesn't forbid giving current clients "things of value" as a 
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"thank you," it does not address how far you can go (i.e. trip around the world for 
two). Business law does. 
 Remember the stories in the newspapers about business owners being 
accused of bribery? U.S. law is pretty strict on giving bribes to get work from a 
current customer or a prospect. 
 The basic rule is that the gift must be appropriate to the work performed. For 
example, a client has given you $2,000 in work over the past 12 months. A box of 
candy, flowers, etc. is certainly appropriate. If a client has given you $150,000 in 
work, a more expensive gift would be appropriate, say a set of golf clubs. 
 
Planning for next year 
 It may be too late to order personalized gifts, so plan now for next year. 
 If you want your gifts to have your company name on them (a very good 
idea), order them now. Suppliers can get back logged at holiday time.  
 
Where to get more information on gifts 
 For gifts with your name on them, use an advertising specialties company. 
Google for local companies. Baskets can be ordered from local stores or national 
companies over the Internet. Sometimes they are available at grocery stores. 
Check with local real estate agents and see who they use. 
 
Where to get more information on cards 
 Google Holiday Business Cards for vendors, if you want them custom 
printed or emailed. 
 For ideas on what type of a message, go to web sites that sell business 
cards, Office Depot or other local store that sells cards and see what they include. 
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Think carefully before signing a Records Affidavit 
 
By Claudia Galione, Chief Counsel for Liability Insurance Administrators 
 
Appraisers are often approached by attorneys seeking copies of the appraiser's 
"business records." These records would include appraisal reports and the 
contents of a work file. 
 Typically, the appraiser would be served with a subpoena seeking 
production of the requested documents. A subpoena is like a court order and it 
must not be ignored. The appraiser cannot assert that the documents requested 
are "confidential" in an effort to disregard the obligation to respond. 
 What happens when the documents requested in the subpoena are more 
than 5 years old and the appraiser has already destroyed his or her file? The 
appraiser can contact the attorney who served the subpoena and explain the 
situation. Maybe a copy of the USPAP Record Keeping provisions might have to 
be provided to support the appraiser's comments.   
 When the attorney realizes that the documents in question no longer exist, 
most of these situations go away...but not all of them.   
 For example, an older appraisal report is requested because it is important 
to an ongoing legal dispute. It is often explained that the old appraisal "supports" a 
current value estimate. The attorney who served the subpoena really wants to use 
that old appraisal report as evidence in the current lawsuit, so they may propose 
that the appraiser sign a Business Records Affidavit. 
 The attorney explains that he will send the appraiser a "copy" of the old 
report and the appraiser simply has to agree it is, in fact, a "true" copy of the report 
that was destroyed. Simple, right? 
 The last inquiry we saw involved a 37-page appraisal of 9+ acres of vacant 
land in TX. The original report was prepared in 2006. The appraiser was asked to 
sign an affidavit, under oath, attesting to the fact that the copy provided to him was 
an "exact duplicate" of his original report.  
 Appraisers are asked to do this all the time and it may not be possible. The 
only way to attest that the copy is authentic would be if the appraiser could 
compare it, page by page, with the original report. Most appraisals do not have 
sequentially numbered pages. How would they be able to tell if pages were 
missing? Even if all the pages were numbered, how could anyone know if content 
had been altered? 
 If the appraiser refuses to sign the affidavit, the attorney might not go away. 
Sometimes they try to cajole and convince the appraiser telling him/her that there 
is "nothing to worry about". The appraiser is told the attorney 'likes' their value and 
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that it supports a current value. The appraiser is told the original report was really 
well done, and other such compliments. In one case, the appraiser was even 
offered a chance to prepare a current value appraisal and to act as an expert 
witness in the ongoing lawsuit, all for a pretty generous fee. 
 Sometimes the attorney will resort to threatening to subpoena the appraiser 
to testify at trial. The appraiser is told he/she will have to give their "excuse" to the 
Judge. 
 Try not to be flattered or intimidated. Think very carefully about what you are 
being asked to say under oath. Can you agree that the document you have been 
presented is a completely true and accurate copy of the appraisal you prepared if 
you no longer have your own copy of that report?  If you are unable to so testify, 
then you must stand firm and refuse to sign the affidavit. 
 If you are presented with an affidavit, or if you are served with a subpoena 
for documents and/or testimony, you should notify your E&O carrier for guidance 
and to confirm whether there is coverage available under your policy in the event 
local counsel needs to be retained to provide assistance.   
 
About the author 
 Gaglione, Dolan & Kaplan are the National Claims Counsel for LIA's 
Errors & Omissions program. www.liablity.com  
 Since 1987, Claudia and her colleagues have supervised over 8,500 
claims and lawsuits filed against real estate appraisers, and other real estate 
professionals, across the country. 
 By virtue of this experience, Claudia can discuss the types of errors that are 
avoidable and how real estate professionals can take steps to make themselves 
more defensible in the event they are the subject of a claim, and making her the 
authority on appraiser litigation and defense. 
 
===================================================== 

http://www.liablity.com
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An Appraiser Gets Audited by the IRS! My Story… 
 
By Ann O’Rourke 
 
Editor’s comments: This is an almost exact reprint of my October, 2017 article. 
Updating it was too confusing, so I only made a few changes.    

For 2022, the IRS will probably be getting more funding for audits.  Hopefully 
they will concentrate on those with much higher incomes than myself. The auditor 
spent a lot of time auditing my returns. That time could have been spent on a return 
of a much higher income person and made more money for taxpayers! 
 
I never expected to be selected for an audit because my tax return changes very 
little from year to year and I don't have much to target. I have been in business for 
30 years. However, anyone can be selected for a random small business audit, 
which I had never heard of. On June 13, 2017 I received a 10 page letter stating 
that I had a random audit for my entire tax return: appraisal business, publishing 
business, rental real estate, and personal for 2015. The IRS can only go back 3 
years, unless there is fraud, where there is no limit.  
 I was previously audited in the early 1970s for my husband's commercial 
fishing business. I represented myself and failed miserably. There is no way to 
know what you should say or not say. It is much worse than testifying in court, 
where you are an objective expert and your attorney helps you get ready. .  
 That audit was one of the most stressful events in my life. That was the first, 
and last time that I represented myself. No one is perfect. We all make mistakes.  
 Like most people, I was not afraid of being audited. But, once I got the audit 
notice, I felt very, very stressed, which is not unusual. Everything was being 
reviewed and my record keeping had weaknesses. I don't like uncertainty and 
want to plan ahead, but I did not know what to expect.   Without the help of 
my enrolled agent, it would have been much worse.  
 Because I had a random audit, where the IRS looked at everything, it was a 
very good example for other appraisers, so I wrote this very long article before I 
forgot a lot of the details. Also, some appraisers have more than one business, like 
me.  
 
What is your probability of being audited? 
 I attended a home office tax webinar in September 2017 and found out that 
small businesses have a 1 in 3 chance of being audited over a 20 year period. I 
was unable to find any data on the  probability of a random audit, but it is much 
lower. Several online sites referenced "less than a 1% probability".  
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 Almost everyone I spoke with had been audited in the 70s and 80s. The 
current Treasury Secretary, Steven Mnuchin, has said he could get a lot of money 
for the government if his budget was increased instead of decreased. Some 
Democrats wanted increases, but I doubt if any Republicans listened. Trump 
proposed a $249 million budget cut. For every dollar the agency spends, it collects 
$4. Its enforcement activities do even better: $1 returns $6. Who does not hate the 
IRS? Not me.  
 The IRS budget for 2017 is $11.9 billion. It has been cut by 18 percent since 
2010, after adjusting for inflation, and the agency has lost roughly 13,000 
employees - around 14 percent of its workforce.  
 
What does this mean for you? Fewer audits. 
 For me, it means that I had Very Bad Luck getting selected for a random 
audit!! 
  
The main small business problem - poor record keeping 
 73% of audits found poor record keeping - a big problem. At least 83% of 
small business audits paid extra taxes. 
 I fit right in - poor record keeping on mileage log and owed extra taxes.  
 The standard advice is: if you can't prove the deduction, don't take it. 
Fortunately, I was able to get receipts or other good documentation, for all my 
expenses.  
 Fortunately, the IRS examiner said mine was the best organized records 
she had ever seen. I guess she knew that it had a low probability of problems. I 
spent many days organizing my records and looking for missing information.  
 
How far back can IRS audits go?  
 My tax people always recommended keeping my records for 7 years. But, 
the IRS cannot go back farther than 3 years. That is why I was audited originally for 
2015, when they audited my mileage and income records. (That is where I failed in 
the 2015 audit.) I sent them records for auditing the same issues in 2016. I know 
the results will be the same for 2016 - income is okay and mileage is way 
over-stated.  
 The only exception is fraud, when there is no statute of limitations. This is 
typically for unreported income.  
 Fortunately, a few years ago, the IRS changed the Independent Contractor 
penalties period from 6 years to 3 years. This is good as the most likely significant 
fines and penalties for appraisal businesses is misclassifying appraisal (and 
clerical) workers as independent contractors.  
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Who can represent you? 
 Often, for audits of certain sections of a tax return, you can reply by postal 
mail or electronically. Mine was so comprehensive the IRS required a two day 
meeting.  
 For tax returns filed in the past, your return must have been signed by a CPA 
or Enrolled Agent. Otherwise you represent yourself. In my previous audit in the 
early 1970s regarding my husband’s commercial fishing business, I was recently 
married and did the return myself. He had used a CPA for many years previously. 
I never did another return myself. It is too easy for a tax payer to say something 
they regret later, which is exactly what I did.  
 For returns filed 1/1/16 and later, the IRS changed the requirements to: 
"Unlimited representation rights allow a credentialed tax practitioner to represent 
you before the IRS on any tax matter. This is true no matter who prepared your 
return.           

Credentialed tax professionals who have unlimited representation rights 
include: 
- Enrolled agents 
- Certified Public Accountants 
- Attorneys 
 My enrolled agent represented me. I filled out a form giving him 
authorization to handle the audit. I did not communicate at all with the IRS agent.  
 If a CPA or enrolled agent did not prepare and sign your return and can 
represent you, I strongly recommend hiring one to represent you.    
 
How soon do you have to meet with the IRS? 
 I receive my letter June 13 and a meeting date of June 23 was requested. I 
rescheduled it for August 23, as a lot of work was required to get ready. Two 
businesses plus a duplex rental property required much preparation!  
 
What is a random audit? 
 For my previous audit in the early 1970s, the IRS only requested information 
on my husband's commercial fishing business.  
 This time, it was a random audit. There is not much info about it online. 
Several online web sites referenced less than a 1% probability. After lots of tax 
payer complaints, they were stopped or significantly reduced. They were brought 
back in 2015 as "Compliance Research Examinations". I just had very bad luck. 
 Here is one online description: A random audit is a kind of tax colonoscopy, 
“the most intrusive and detail-oriented (audit). IRS agents can ask taxpayers for 
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birth certificates and marriage licenses to verify their filing status." 
 Per the IRS examiner, my return was randomly selected.  
 Here is what my letter said: 
"Your return was selected at random for a Compliance Research Examination. We 
usually select returns for general examinations because there is some indication 
that the return is incorrect. We also randomly select returns for compliance 
research examinations in order to gather data for use throughout the Service to 
improve our tax system."… 
 "The random selection  of your return does not mean it contains errors, but 
allows the IRS to collect information in a statistically valid manner about how 
taxpayers meet their tax responsibilities. This information will help us determine 
what changes to IRS forms, publications, and tax laws may improve voluntary 
compliance. It will also be used to guide improvements to how the tax laws are 
enforced, and to programs designed to help taxpayers understand and comply 
with the tax laws…. 
 "There may not be any errors in your return; however, if there are, we will tell 
you and give you a chance to explain them… if you overpaid we will send you a 
refund plus interest. If any tax is due… You will pay taxes, interest, and penalties.” 
 
Unreported income - what the IRS really looks for during all audits 
 In my 2-day audit, the auditor spent most of the time looking for unreported 
income. She looked at all personal withdrawals from my business accounts and 
compared it with the deposits into my personal account. There was an $11,000 
difference.  
 My enrolled agent found out what happened. For unknown reasons, in my 
publishing business, I had posted 6 income payments as an expense check written 
to Ann O'Rourke, over a 2 month period in 2015. He said it was from selecting the 
wrong choice on a pull down menu in Quickbooks. It showed up on the General 
Ledger printout, which I had never looked at.  
 I reviewed all my records from 2000 to  2017 and only found 4 mistakes in all 
the other years.  
 The auditor did have a very strange question while looking for the 
unreported income. "What is this cash deposit for $1,250 on 9/15/15 for?" 
Fortunately, I remembered that I had sold my electronic drum set to a musician 
leaving in a few days for Brazil. I required cash. I somehow remembered what 
happened. I don't think someone could make up a story like that!  
 I got a receipt but did not keep it. If it would have been a check I would not 
have had a copy. Now I make copies of all personal checks received and always 
get receipts for cash.  
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 It was very stressful for 2 days, while she was looking for the "laundered 
money".  
 
Be very careful in your record keeping to avoid unreported income 
 I have only accepted cash payment for an appraisal a few times over the 
past 30 years, but I remember the temptation to not report the income. I always did 
because I would have worried about it. It was for bankruptcy and bail bond 
appraisals, where I always required cash, in advance, for an appraisal.  
 I remember the COD days prior to 2008, when mortgage brokers had a large 
segment of the lending business and appraisers were paid "COD" at the door. I 
also remember seeing appraisers with lots of cash in their pockets and talking 
about going to the bank the check was issued from to cash it. I am sure it was very 
tempting to pocket some of it.  
 Always report all of your income. Don't take a chance. Now you know why.  
 
Classifying trainees (and licensed appraisers) as independent contractors - 
your greatest business risk  
 I could not find many appraisers who had been audited except for those who 
were investigated for having incorrectly classified appraisers as independent 
contractors when the IRS said they were employees. Some also classified clerical 
workers, working in their offices, as independent contractors.  
 When I started my business in 1986, I hired a trainee. I paid her as an 
independent contractor as "that is what everyone else does." Later that year, I 
heard about local appraisal companies that were audited by the state of California. 
Some went bankrupt. Others were able to pay a fine and changed everyone to 
employees. Once the state audits an appraisal company, they send the info to the 
IRS.  
 I read the IRS "20 factors" and realized my trainee was not an independent 
contractor. She quit after a year and I worried for the 3 year IRS audit period about 
getting audited and paying a big fine.  
 Appraisers don't have many IRS problems except for this issue and mileage 
logs. 
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Mileage log - your biggest risk - targeted by the IRS 
 Keeping auto expenses is easy. Keeping a mileage log is not. At a recent 
appraisal webinar I asked about 10 appraisers if they kept an accurate log. Only 
one did.  
 At the home office webinar I recently attended, most of the questions from 
the attendees at the end of the webinar, were about auto deductions and mileage. 
I guess I'm not the only one with poor record keeping on mileage. 
 The examiner only looked at my mileage log and possibly a few other 
expenses. I suspect that not very many small business owners keep an accurate 
log.  
 I had not kept an exact mileage log for many years - entering in beginning 
and ending odometer reading on every trip.  
 For my total mileage, I used auto repair records, which is the best way. I had 
auto repair done in 2/15 and 2/16 so I calculated an average month and multiplied 
it by 12. 
 When I started my business in 1986 I kept a good mileage log for about 5 
years, but then it was very sporadic. Most of my mileage driven was for business 
so I used 70%.    
 Unfortunately, in 2015 I did very few appraisals outside of Alameda, a small 
city about 7 miles by 3 miles.  
 I re-created a mileage log using google maps. I had only done 35 appraisals 
in 2015 because I do many apartments and commercial properties, but it was still 
very time consuming to recreate a mileage lot. When I used to do many more 
single family appraisals, I don't even want to think how long it would have taken.  
 Of course, it did not include second trips to the subject or comps, so it was 
low. The Alameda appraisals, subject and comps, averaged 4 miles driven. 
Apartment appraisals required more driving for rentals and comps and averaged 
about 10 miles. I did a few houses outside of Alameda where the mileage was 
typically 30-40 miles or more. I also did a few commercial appraisals which 
required driving in other cities for comps, about 60-70 miles.  
 I went on brokers opens almost every week and kept a flyer from each 
property, so I added them all up and gave them 1.5 miles each.  
 I also did the mileage for CE classes and monthly local commercial broker 
meetings.  
 My business mileage was 20%, not 70%.  
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Mileage log tips 
 The biggest problem is recording the beginning and ending  miles to 
calculate the total miles driven for the year.  
 You must have a record of your odometer reading at the beginning and end 
of the year. Starting in 2018, I will write it down every January 1, and put it in a 
special file.  
 The best way to prove your total mileage is to use receipts from auto repair, 
oil change, etc. I had repairs done in February 2015 and February 2016, so I 
calculated the average month and estimated the 2015 mileage. I am now being 
audited for 2016 mileage. Fortunately, I had an oil change in February 2017.  
 If audited you can use google maps to calculate the miles you actually 
drove, but it is time consuming and probably won't match the "guesstimated" 
mileage reported on your tax return. Also, it will not include return trips for extra 
comps etc.  
 If you use Quickbooks online, they offer a smartphone mileage app, but 
between two addresses it calculates multiple mileages.  
 Apps that require entering your beginning and ending odometer readings 
are a hassle. That's why most of us don't do mileage logs.  
 I strongly recommend using a smartphone app that records your trips using 
google maps and compiles detailed reports.  
 The person teaching the home office webinar was selling a very good app 
for $10 per month or $100 per year. When I heard the price, it seemed high. But, 
when I thought about it, it was worth the money. Why? I know I will not record 
mileage. Also, figured that if real estate agents, who are generally less tech savvy 
can use it, it should be easy to use.  
 I was audited in August and still can't remember to record my beginning and 
ending odometer reading on every business trip. I know that an app, for me, has to 
be very, very easy to use and the results will be okay for IRS record keeping. The 
developer, Sandy Botkin is a CPA, former Attorney for the IRS, and has appeared 
as a tax expert on CBS, etc. Check it out at https://taxbot.com and compare it to 
other smartphone apps. There are other apps, both free and paid.  
 I signed up for a 14 day free trial, which requires a credit card but can be 
cancelled. Then I will have an idea of what I want. I can always cancel and get a 
cheaper app.  
 

https://taxbot.com
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What if you don't want to bother with mileage record keeping? 
 The deduction depends on the number of business miles driven. The more 
miles, the larger the deduction. However, an audit can cover up to a 3 year period. 
Mine was for 2015 but also included 2017 as I had errors.  
 I will lose about 2/3 of my deductions for 2015 and 2016. But, I had only 
driven 5,000 total miles with 1,250 for business, much less than I had estimated. 
The original deduction I claimed was about $3,500. When I redid my mileage, the 
deduction dropped to about $1,500.   
 
What was the IRS audit like? 
 The audit was in my enrolled agent's office. I was not there, but the auditor 
said that it was the best organized records she had ever seen. Since I was not 
there, I had to be sure that my enrolled agent could easily find the records she 
requested. I had no idea what she would look at, so I spent many days getting it 
ready.  
 In dramatic contrast, when I got the summaries ready for my CPA or enrolled 
agent to do my tax returns, it only took me a day. I had been doing them for over 30 
years and was very, very familiar with the process. Over the years, I quit using 
personal checkbook or credit cards for receipts and made very few mistakes when 
entering data into Quickbooks.  
 I did not want to be at the audit as it is too tempting to make a comment that 
should not have been made.  When she had questions, my enrolled agent called 
me.  
 I don't think she looked at many records, except for income and mileage. 
She spent most of her time looking for unreported income.  
 The auditor/examiner made a visit to my home office, but did not visit my 
business office.  
 
Does your accounting profit and loss statement match your tax return? 
 Mine did not and it created a very big problem in the audit.  
 Since 1992 I have had two separate businesses, appraisal and publishing. 
But, many expenses are shared, such as telephone, rent, office supplies, etc. 
Some expenses are paid in the appraisal business and some in the publishing 
business. When doing my tax return, I allocated the expenses based on income.  
 My enrolled agent suggested having one tax return for both businesses. 
Apparently, my allocation method was not a standard IRS accounting method.  
 I also posted my personal withdrawals as "personal" instead  of "owner's 
draw". It showed up as an expense on my profit and loss statement.  
 There was also a difference because some expenses were not paid through 
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Quickbooks.   
 
What bank and accounting records did the IRS request? 
 All bank statements, personal and business, from January 1, 2015 to 
January 31, 2016. They also requested  December 1, 2014 to December 31, 2014.  
 All source documents verifying non-taxable income such as bank loans, 
credit card advances, etc. 
 Original accounting records such as summary sheets, worksheets etc. for all 
income and expenses for the Schedule C business and the Schedule E rental 
property, profit/loss statements, general ledger, balance sheet, etc.  
 Copies of all forms 1099 for 2015. 
 
What records were requested for individual income and expense accounts 
and where did I have problems? 
 For individual expenses the IRS requests "cancelled check, receipt or other 
proof of payment".   
 For rent or lease of office, the above plus periodic statement or invoice.  
 Proof of payment and periodic statements for telephone, data services, web 
services, etc.  
 For depreciation, "proof of cost or adjusted basis…" 
 
What if you don't have the expense records requested?  
 The IRS really wants to see receipts.  
 Checks are easy. Usually you write a check using a statement or invoice. Of 
course, I did not staple the check to the invoice, so I had to go through and set it up 
for the audit.   
 Most of my expenses are done on my business American Express account. 
I somehow assumed that would be adequate and did not keep receipts, especially 
for automatic payments. Big mistake.  
 
How hard was it to get bank statements and receipts from 2015? 
 You must have receipts for credit card transactions, which I did not know. 
 I had misplaced a few receipts from expenses paid by check. But, since I did 
not keep receipts from most of my credit card transactions, it was a lot of work to 
get them.  
 It seems like it would be easy, but there are always some sort of missing 
receipts, bank statements, etc. that are missing. 
 My bank only had the past two years. I had to pay to get the missing 2015 
months, January to June.  
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 Many companies only keep records online back to 2016 and 2017. I had to 
take a lot of time calling and contacting them for 2015 records.  
 Fortunately, Amazon has records going back many years, so I was able to 
print copies of all the purchases. I use an Amazon business account.  
 I changed credit card processing companies in mid-2015. One said I could 
not get 2015 records without a subpoena. Their paper statements have no 
information on the thousands of individual credit card charges for my publishing 
business. I have thousands of email receipts from the other credit card company 
also. I was very upset and nervous. Fortunately, the IRS did not audit my credit 
card income records. I guess they already knew it was a nightmare. 
 
A few tips if you can't get receipts 
 As mentioned above, some companies do not keep 2015 records online.  
 For various reasons, I was unable to get receipts for some of my appraisal 
classes. I made copies of my CE certificates and printed a page from the providers 
web site showing typical costs.  
 For automatic renewal credit card expenses such as MLS, data, web site, 
etc. I made a copy of the home page of the company matching my monthly or 
annual cost that was on the credit card statement.  
 I set up a separate file for recurring credit card expenses that had 
information from the company web sites if I was not able to obtain information on 
my payments from the vendor web sites.  
 
What about business income and expenses in your personal checkbook or 
personal credit card? 
 Do Not Use a Personal Checkbook for your appraisal business!! I am 
always surprised to get a check for a subscription using a personal checking 
account. I have always had a business checking accounts and a business credit 
card. 
 But, almost everyone has something not in their Quickbooks records. If you 
do this, be sure to set up something in your Quickbooks software to account for 
this. One way is to write a reimbursement check to yourself for the expense.  
 The copy shop I use does not accept American Express, so I used a 
personal credit card. When I was audited, it did not show up in my Quickbooks 
records. I decided to not claim the $700 expense as I had not set it up.  
 I moved back to my duplex 6 years ago, after I sold my big house. Since I 
only had one apartment rented, I decided to use my personal checkbook. 
However, I did not make copies of the rent checks. Another mistake. I was able to 
document the rent using my bank statement and I had the original lease. I could 
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have gotten a statement from the tenant. The rent increased in 2015 and I had a 
copy of the letter to the tenants also. Fortunately, I had receipts and checks for all 
expenses.  
 
Home office deduction 
 The IRS examiner visited my home office. The deduction was allowed.  
 I recently attended a home office deduction webinar for real estate agents 
and learned a lot. Some of the tips are below.  
 I have been writing about home office deduction since 1992, when I started 
writing this newsletter. It was tricky to get and was targeted by the IRS. This all 
changed in 1999, with the Solomon decision. Dr. Solomon was an anesthesiologist 
who worked for 3 hospitals, but did not have an office in any of them. He did all his 
administrative work in his home office. This use was approved by congress, after 
being denied by the Supreme Court.  
 There are some specific requirements. For example, the home office must 
be used exclusively for business. One taxpayer lost his deduction when the 
examiner visited his home office and there were children's books and toys in the 
office. (They must schedule the visit in advance.) Big Mistake. 
 The basic requirements: 
1. Used regularly for business. 
2. Portion of home. 
3. Principal place of business.  
 Here are a few myths: 
1. Will increase audit risk. No.  
2. Needs to be in commercial zoning. No. 
3. Need a separate entrance. No.  
 More tips: 
- The office can be part of a room.  
- You must prove the percent of the room, or desk, etc. that is used exclusively for 
home office. Keeping a time log for 90 days is a good way to estimate this.  
 
Home office depreciation recapture on sale 
 I did not claim a home office until recently because of depreciation 
recapture. When the house is sold I would have to pay back taxes on the 
depreciation deduction I took. The maximum tax rate is 25% on recapture of 
depreciation. This is called "unrecaptured section 1250 gain." 
 If you claim a home office deduction and don't claim depreciation, when your 
house is sold, the IRS will tax you for it.  
 In 2010 I sold my big house and significantly downsized my office. Also, I 
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moved back to my small duplex apartment and kept the other unit rented. Of 
course, I needed more office space.  
 If you sell rental property, you have this depreciation tax due. So I decided to 
convert one of my 1 car garages to office space and claim a home office deduction.  
 
What if you have 2 offices: regular business office and home office? 
 That's what I have. A small office in an office building and a converted 1 car 
garage at my home.  
 This can be tricky unless you use the home office only for 
management/administrative purposes, which was the Solomon law. 
 I do administrative work at my regular office. But, it is very small so I 
converted a 1 car garage for my appraisal files and to meet clients (my regular 
office was full of desks, tables, etc.) with a table, printer, etc. The garage is 
detached.  
 The IRS examiner allowed the home office deduction (meet clients and 
detached from my apartment, two of the requirements). 
 
What about depreciation on your tax return when you are audited? 
 All my equipment is expensed, so I did not claim any depreciation expense.  
 For my rental property, which I depreciate, they requested "Proof of cost or 
adjusted basis, including but not limited to settlement statement at purchase, 
receipts or invoices for additional improvement costs." I purchased it in 1985 and I 
could not easily find the original settlement statement.  
 My husband died in 2004 and the depreciation basis was significantly 
increased. Fortunately, I found a copy of my 706 form (Estate Tax Return), with a 
copy of the appraisal showing the new basis. Fortunately, the auditor did not ask 
for proof of improvements made so I did not have to go through all my tax records. 
Most were on short term depreciation schedules and had been fully depreciated 
before 2015.  
 
What bookkeeping methods do you use? 
 I have been using Quickbooks since Quicken 1.0. Previous to that I used a 
"pegboard" to write checks and post to acccounts. Income was manual and a 
hassle. It was very tedious to do financial statements.  
 Appraisal business accounting is relatively easy. But, you may want to have 
your accountant take look at yours. I never asked anyone about my method of 
allocating shared expenses between my two companies. I am a finance person, 
not a bookkeeper. From a financial analyst point of view it was great. But, a mess 
from the IRS' point of view.  
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Best Practices - what did I learn?  
 I always have been a "glass half full" person. I learn the most from my 
mistakes. 
 I will keep all receipts. 
 I will make copies of all checks for deposit, including personal checks, as my 
bank does not send me copies of checks deposited.  
 I will set up a method to include business expenses paid for with personal 
credit card  in Quickbooks.  
 I will use an app for mileage.  
  
What if you don't want to hassle with keeping all your records complete and 
organized? 
 You will have my experience, which was very, very stressful.  
 I met with my enrolled agent a few weeks after receiving the audit notice to 
go over my record keeping. He realized very quickly that it would be very difficult at 
the audit as the records were not organized enough for him. Plus there were too 
many missing receipts, particularly for automatic credit card charges.  
 Even if I attended the audit with him, it would take a lot of time to find the 
information requested by the examiner. The 2-day audit was scheduled for 2 
months after the notice at my enrolled agent's office. I spent a lot of time working 
on getting ready and had to turn down many appraisal orders.  
 At a minimum, make a commitment to get receipts and put them in a box or 
filed in your computer.  
 For me, the mileage log was the biggest problem and I lost most of the 
deduction. I also will lose most of the deduction for 2016 as the IRS can audit the 
next year. Consider doing your mileage using a smartphone app, the easiest way. 
Or, you can write down your beginning and ending odometer readings, which is a 
big hassle for most of us.  
 
Where to get more information (reference updated for 2021) 
 What did you learn from this article? Any record keeping ideas? More 
paranoia about IRS audit??? 
 For specific questions, such as about your home office or independent 
contractors, check with your tax advisor. The IRS regularly makes changes. 
Google is very helpful, but it can be hard to figure out if there is anything more 
recent that an article online. Also, your tax advisor is familiar with your business.  
 There is lots of information online about what to expect at an audit, 
guidelines for examiners, etc.  
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 Here is a basic audit article: 
 How to Handle an IRS Audit. Short with good explanations. H&R Block 
https://www.hrblock.com/tax-center/irs/audits-and-tax-notices/irs-audits/ 
 When the IRS contacts you about your audit, don’t panic. I strongly do not 
recommend contacting the IRS yourself. They are the experts in how to get 
information. You have no experience.  
 Hopefully, a CPA or Enrolled agent prepared your return. Contact that 
person first. If not, get a referral to someone who will handle your audit.  
 For my audit, I never communicated with the IRS or the IRS agent. My 
enrolled agent handled what came up, including the on-site inspection of my home 
office.  
   
  
 
 
 
 
 
 
 

https://www.hrblock.com/tax-center/irs/audits-and-tax-notices/irs-audits/
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