
1 
 

 

ROBERT D FLACH’S 

THE 1040 LETTER 
TAX PLANNING AND PREPARATION ADVICE, INFORMATION AND 

RESOURCES FROM THE VETERAN TAX PROFESSIONAL 
  

JANUARY 2023 
 

 
Welcome to the premier issue of ROBERT D FLACH’S THE 1040 LETTER.  In this monthly 
newsletter I will share with you my knowledge and experience from 50 years of preparing 
federal and state individual income tax returns for taxpayers in all walks of life. 
 
TAX PLANNING 101 
 
You are paying too much federal income tax, and it's nobody's fault but your own.  
You don't have to wait for Congress or pass tax cut legislation - you can enact your 
own personal tax cut through the use of year-round tax planning. 
 
The online Business Dictionary defines tax planning as “exercise undertaken to 
minimize tax liability through the best use of all available allowances, deductions, 
exclusions, exemptions, etc., to reduce income and/or capital gains.” 
  
Here are some tax planning basics – 
 
* Denis Healey, former British Chancellor of the Exchequer, once correctly observed, 
“The difference between tax avoidance and tax evasion is the thickness of a prison 
wall”.  Tax avoidance is the lawful and ethical use of accepted procedures to reduce 
your tax liability. Tax evasion is a willful misrepresentation or concealment of 
information. Reckless tax evasion is a very dangerous matter. There are many legal 
ways to reduce your tax liability - too many to risk your future with tax fraud. 
 
* Tax planning is a year-round process and must incorporate short and long-term 
considerations. While handling a transaction in one way may produce a greater short-
term tax savings, it may be more costly in the long run. 
 
* There is no tax planning technique or strategy that applies to all taxpayers in all 
situations.  The application of a tax planning technique or strategy is dependent on 
the special "facts and circumstances" of each particular situation. One person's tax 
savings may be another's overpayment. You must evaluate each technique or strategy 
considered in the context of our own individual situation. 
 
* When evaluating a tax planning technique or strategy you must also consider how it 
will affect your resident and non-resident state and local tax returns.  A strategy 
may save you $50 in federal taxes but cause you to pay $100 more in state income 
taxes. 
 
* And perhaps most important, do not take any action on year-end strategies without 
first discussing them with your, or a, tax professional. 
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It is very, very, very important to understand that the first criteria for evaluating 
any transaction, strategy, or technique you are considering should always be 
financial.  Taxes are second.  Never let the tax tail wag the economic dog.   
 
Decades ago, when I was still an "apprentice" tax preparer, one of my mentor’s clients 
came in and proudly announced that his employer had offered to reimburse him for job-
related mileage, but he turned it down because then he would not be able to deduct 
business travel on his Form 1040.  Back then employee business expenses were deductible 
in full "above-the-line" as an Adjustment to Income.  My mentor avoided the temptation 
to tell the client that he was a complete idiot, and attempted to explain, with great 
patience and tact, that taxes are only pennies on the dollar.  It is much "more 
better" for someone to give you $1.00 tax free than it is to be able to save 30 cents 
by claiming a tax deduction.  Similarly, there is no benefit in spending $1.00 
needlessly to save 30 cents in taxes.  You have not saved 30 cents – you have actually 
lost 70 cents! 
 
STARTING THE YEAR OFF RIGHT 
 
As I said above, tax planning is a year-round process.  It begins on January 1st. To 
make sure that you will pay the absolute least amount of federal and state income tax 
possible it is important to start the year off right.  Here are some "year-beginning" 
tax planning tips: 
 
(1) Resolve to become more informed on federal and state tax laws. 
 
It is impossible to know the right moves to make in your daily financial life without 
a basic knowledge of the tax implications of your actions. Resolve to become more 
informed on federal and state tax laws. Learn what items you can, and cannot, deduct 
on your tax return, including the special items that are unique to your trade or 
profession, and the rules governing any special situations that apply to you, and 
keep up-to-date on federal and state tax law changes.  
 
Even if you use a tax professional to prepare your return, the more informed you are 
on tax matters, the more prepared you will be when you go to your tax appointment.  
  
2) Set up a good system for maintaining tax records and receipts. 
 
Taxpayers are required to keep good contemporaneous records and documentation of all 
items of income reported and all deductions and credits claimed on their income tax 
return in the manner prescribed by Congress, the IRS and the US Tax Code. 
 
Create a filing system to keep all acknowledgements, statements, receipts, and other 
documentation for items to be reported on your tax return.  Here is one suggestion.  
Go out and buy an accordion file folder.  Label the first pocket “Tax Returns”.  This 
is where you will put your copy of your completed federal and state income tax returns.  
Label the second pocket “Information Returns”.  The remaining pockets should be 
labeled for the types of income and deductible expenses.   
 
It’s better to save too many receipts than too little.  Even if you don’t think you 
will be able to itemize, it’s a good idea to keep records and receipts for all 
"itemizable" expenses just in case.  Keep records and receipts during the year with 
the assumption that your return will be audited.  While chances are this will not 
happen, if your return is chosen for review it will be a blessing to have everything 
well documented in advance rather than having to start from scratch and reconstruct 
the necessary supportive documentation. 
 
Deductions that are not allowed on the federal return may be allowed on state returns.  
For example, New Jersey allows a separate deduction for medical expenses in excess of 
2% of “NJ Gross Income”.  And New York continues to allow itemized deductions under 
federal law that was in effect before the GOP Tax Act – so Miscellaneous Deductions 
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like unreimbursed employee business expenses, investment expenses, and tax preparation 
fees are deductible, subject to the 2% of AGI reduction, on the IT-201 and IT-203.    
 
Remember that some deductions require special recordkeeping or additional information, 
such as business meals and entertainment, business use of "listed property" such as 
automobiles, cell phones and computers, gambling losses, and charitable donations. 
Your tax professional can help you in this area.  
 
If you are self employed and file a Schedule C to report business income and expenses 
and you use your car for business you should keep a Mileage Log.  Begin your 2023 
Mileage Log by writing down the starting mileage on your car for the year – the 
odometer reading on the morning of January 1st.  And make a note somewhere to remind 
yourself to write down the odometer reading at the end of the last day of the year 
(December 31st).  It is important to know the total amount of miles driven on the car 
you drive for business for the year.  Why?  I will tell you in a future issue.   
 
You should also maintain a Mileage Log to record medical travel – round trip travel 
to doctors, dentists, therapists, clinics, hospitals, etc. – and to record travel 
related to performing volunteer services for a qualified church or charity.  Record 
miles driven, parking and tolls, and also the cost of public transportation, taxis or 
Uber rides.     
 
And if you are a regular visitor to local casinos or a regular online gambler you 
should keep a Gambling Log to record gambling wins and losses.  I discuss how to 
maintain a Gambling Log later in this issue. 
 
3) If you are planning to make a contribution to a traditional or ROTH IRA, a Coverdell 
Education Savings Account, a Section 529 College Savings Plan, or a Health Savings 
Account do it in January.  
 
By making your contribution for the year on the first available day of each year, for 
example make your 2023 contribution on January 2, 2023, you will have substantially 
more in the account by the time you are ready to retire, or when you need the money 
to pay for education or medical bills, than if you wait till the last minute. 
 
If you make a ROTH contribution today, and later discover that you are not eligible 
for a ROTH, or, for whatever reason, decide you would rather have the funds in a 
traditional IRA, you can "recharacterize" your contribution. 
 
Remember that, while it is better to make your IRA or SEP contribution as early as 
possible in the year, you have until the April 18, 2023 deadline for filing a 2022 
return to make a 2022 contribution to a deductible or non-deductible “traditional” or 
ROTH IRA, and until October 16, 2023 to make a contribution to a SEP account based on 
self-employment income if you have extended your 2022 return.  
 
2023 CONTRIBUTION LIMITS FOR TAX-DEFERRED RETIREMENT PLANS  
 
Here are the 2023 maximum amounts that can be contributed to a retirement account. 
 
IRA = $6,500 
IRA Catch-Up Contributions at age 50 and older = $1,000 
SIMPLE Plan = $15,500 
SIMPLE Catch-Up Contributions at age 50 and older = $3,500 
401(k), 403(b), 457, and Thrift Savings Plan = $22,500 
401(k), 403(b), 457, and Thrift Savings Plan Catch-Up Contributions at age 50 and 
older = $7,500 
SEP or Solo401(k) plan = $66,000.     
 
Individuals can make contributions to an IRA as long as they have qualified 
“compensation” – taxable salaries and wages, net earnings from self-employment, 
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nontaxable combat pay, taxable alimony, and nontaxable difficulty of care payments – 
regardless of their age. 
 
For more 2023, and 2022, COLA and inflation-adjusted numbers go to the FREE page of 
my TAX PLANNING RESOURCE CENTER (http://taxplanningresourcecenter.blogspot.com).  
 
INFORMATION RETURNS 
 
During January you will be receiving the information returns and reports you will 
need to properly prepare your 2022 federal and state income tax returns – W-2s, 1099s, 
1098s, 1095s, and K-1s.  It is important to wait until you have received all of the 
2022 information returns before you begin to prepare your return, or give your 2022 
“stuff” to your tax professional.   
 
Some information returns may come attached to other documents. Check the contents of 
each envelope carefully. Your 2022 Form 1098 for mortgage interest may arrive attached 
to the January 2023 monthly mortgage statement. Some year-end dividend checks have a 
1099-DIV attached. Don’t separate the check and throw out the 1099-DIV thinking it is 
a stub. And check 1099-DIVs you receive to see if there is a check attached. I can’t 
tell you how many times I have found checks attached to 1099s given to me by clients.  
 
Just because you didn’t receive a 1099 for income does not mean that one was not 
submitted to the IRS. You must report all taxable income, whether or not you have 
received a Form 1099. A form 1099-DIV or 1099-INT does not have to be issued if the 
amount is under $10, and Form 1099-MISC may not need to be issued if the amount is 
under $600, but all taxable dividends, interest and “miscellaneous” income must be 
reported regardless of the amount received. 
 
When asked about a Form 1099-INT for an account, banks often tell depositors that you 
only have to report interest on your 1040 if it is $10 or more. This is wrong! Banks 
may not have to issue a Form 1099-INT if the interest is less than $10, but you are 
required to report all interest on all accounts from dollar one. 
 
Many states will no longer mail out 1099-Gs for state tax refunds or unemployment 
benefits. You may need to go your state tax department’s website to get the form. 
 
It is important to wait until you have received all of the 2022 information returns 
before you begin to prepare your return, or give your 2022 “stuff” to your tax pro.   
 
 If you have a brokerage account there is an excellent chance that you will receive 

at least one corrected “Consolidated 1099 Statement” to report revised taxable 
dividends, interest, and gross proceeds after the initial statement arrives in late 
January. The final corrected 1099 may not arrive until mid-March. 
 

 Form K-1s from partnerships – whether a business or an investment – will also 
probably not come until mid-March.  K-1s from limited partnership investments will 
very likely not be issued until September – so you may need to extend your 2022 
returns if you have this type of investment. 

 
 Forms 1095-B and 1095-C report information on health insurance coverage.   Do not 

hold up preparing your return, or having your return prepared, if you have not yet 
received these forms.  You do, however, need 2022 Form 1095-A, if applicable, in 
order to properly prepare your return.  

 
When you receive your 2022 W-2s you should carefully compare the gross federal and 
state wages, federal, state and local income tax withheld, and Social Security and 
Medicare taxes withheld on your W-2s to the amounts on your pay stubs or other records. 
Also verify that the Social Security number on the forms are correct. If you find an 

http://taxplanningresourcecenter.blogspot.com/
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error or discrepancy, contact the appropriate employer or financial institution for 
an explanation or a corrected copy. 

 
If the federal and state wages are not the same, I always attempt to reconcile the 
numbers. My home state of New Jersey does not allow a deduction from state wages for 
contributions to pension or deferred compensation plans other than a 401(k), or for 
employee contributions to flexible spending accounts for insurance premiums, medical 
expenses and dependent care. Third-party disability pay, which is usually at least 
partially taxable for federal purposes, is exempt from NJ state income tax and will 
not be included in the state wages amount. 
 
Do the same with 1099s. Check the income reported on these returns to your own records, 
and verify the Social Security number is correct.  A bank may issue one 1099-INT for 
all accounts – savings, money market, CDs – belonging to the same name and Social 
Security number.  Verify each account listed on the form to make sure it belongs to 
you.  A few years back one of my clients received a 1099-INT with someone else’s 
account included. Had he not carefully checked the form he would have paid close to 
$100.00 in federal and state tax on another person’s income. 
  
If you have not received all your W-2s, 1098 and 1099s for bank interest and non-
employee compensation by February 6th, or other information returns by February 20th, 
contact the employer, bank, broker, or whoever and request a duplicate copy. 
 
If you do not receive a W-2 from a job you had in 2022 and you cannot contact the 
employer because it has gone out of business or disappeared all is not lost. You can 
use your pay stubs or other records to reconstruct the various items of income and 
withholding and file Form 4852 “Substitute for Form W-2 Wage and Tax Statement” with 
your federal and state tax returns. In such a situation I recommend that you consult 
a tax professional 
  
HOW TO KEEP A GAMBLING LOG 
 
It is important for frequent gamblers to keep detailed “contemporaneous” (i.e. 
“existing or occurring in the same period of time” – you record the activity when it 
happens) records of gambling activity to minimize the tax cost of winnings.   
 
Gross gambling winnings must be reported as “other income” on Schedule 1 of your Form 
1040 (or 1040-SR).  Gambling losses, to the extent of reported winnings, are allowed 
as a “Miscellaneous” Itemized Deduction.  If you report gambling winnings of $10,000 
as income on your return the most you can deduct as gambling losses on Schedule A is 
$10,000.   
 
Losses from any type of wagering can be deducted against your reported gross gambling 
winnings on Schedule A. If you win in the slots your deduction is not limited to 
losses from slot machines. You can deduct losses from the lottery, 50-50s, bingo, 
table games such as poker and blackjack, charity raffles, horse racing, keno, etc., 
up to the amount of the total winnings reported on Schedule 1.  
  
The IRS defines gambling winnings as winnings from a “wagering transaction”.  Winnings 
from a “no purchase necessary” marketing sweepstakes or contest are not considered to 
be gambling winnings for the purpose of calculating deductible gambling losses.  IRS 
Technical Advice Memorandum 200417004 states that such winnings are not gains from a 
“wagering transaction” because the winner did not furnish “consideration” (pay money) 
for the chance to win the prize.  
 
You will receive a Form W-2G for each win of $1,200 or more from an individual slot 
pull or bingo game, $1,500 from a Keno game, or $600 from any other gambling activity.  
But the Tax Court, in TC Memo 2009-226 (Laplante v. Commissioner), has stated that a 
gambler’s aggregate, or net, winnings for the day per casino is reported as gambling 
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income on Schedule 1 and not the gross individual winnings reported on Form W-2G - as 
long as you have proper documentation via a log.       
 
According to the decision –“Respondent nonetheless agrees with petitioner’s theory of 
recognizing slot machine play on the basis of net wins or losses per visit to the 
casino. Specifically, respondent states the following:  
 
[T]he better view is that a casual gambler playing a slot machine, such as the 
petitioner, recognizes a wagering gain or loss at the time she redeems her tokens. 
The fluctuating wins and losses left in play are not accessions to wealth until the 
taxpayer redeems her tokens and can definitively calculate the amount above or below 
basis (the wager) realized. See Commissioner v. Glenshaw Glass Co., 348 U.S. 426 
(1955).” 
 
The decision also states - “No valid reason exists for taxpayers engaged in wagering 
transactions not to maintain a contemporaneous gambling diary or gambling log”. 
 
Do not rely on the print-out of Player’s Card activity or any other account statements 
for documentation of winnings and losses – you must maintain a separate 
contemporaneous gambling log. 
 
A simple pocket notebook will do. You would indicate the date, the location, the names 
of the casinos visited, and the net activity from each casino for each type of gambling 
activity for the day.  You must keep a separate recording of each type of game being 
played at each casino (i.e. slot machine and table games like Blackjack and Poker), 
reporting the net activity from each game.  In the case of a table game the reporting 
requirements state that you must also make a note of the table number.   
  
Say you play slots for an hour then Blackjack for an hour. Each game must be reported 
separately in your log.  All of the slot play is netted, and all the Blackjack play 
is also separately netted.  Losses from slots cannot reduce net winnings from 
Blackjack.  If you won net $1000 in blackjack and lost net $500 in slot play from one 
visit to Bally's you would report $1000 as gambling income and you could deduct $500 
as losses on Schedule A if you itemize.  
 
Let’s say you spent a week-end in Atlantic City. On the morning of July 16th, you 
began your gambling at Bally’s Wild West on the Boardwalk. Make the following entry 
in your notebook (it is important that each entry include the full date) – 
 
7/16/2022 – Atlantic City NJ 
 
(1) Bally’s Wild West – Slot Machines 
 
Beginning Cash = $200.00 
Start Time: 10am 
End Time: 11am 
Ending Cash = $315.00 
Net Win/(Loss) = $115.00 
 
You may have won $1,300.00 in one slot pull while at Bally’s on July 16th, but you 
put $1,185.00 back into the machines before leaving the casino. So instead of 
$1,300.00, as will appear on the Form W-2G you will get from Bally’s, you would 
include only $115.00 as actual gambling winnings in the income reported on your 1040. 
 
On the same day you gamble at Caesar’s Palace. You would make this entry – 
 
(2) Caesar’s Palace – Slot Machines 
 
Beginning Cash = $315.00 
Start Time: 1pm 



7 
 

End Time: 2pm 
Ending Cash = $290.00 
Net Win/(Loss) = ($25.00) 
 
Net Daily Activity – Slot Machines 
 
Wins = $115.00 
Losses = $25.00 
 
The next day you return to Bally’s and play both the slots and Blackjack – 
7/17/2022 – Atlantic City 
 
Bally’s Wild West – Slot Machines 
 
Beginning Cash = $290.00 
Start Time: 1pm 
End Time: 2pm 
Ending Cash = $240.00 
Net Win/(Loss) – ($50.00) 
 
Bally’s Wild West – Blackjack 
 
Beginning Cash = $100.00 
Start Time: 3pm 
End Time: 4pm 
Ending Cash = 0 
Net Win/(Loss) = ($100.00) 
Table #234567 
 
Net Daily Activity – Slot Machines 
 
Wins = 0 
Losses = $50.00 
 
Net Daily Activity – Blackjack 
 
Wins = 0 
Losses = $100.00 
  
The $175.00 in net losses for the two days, from both slots and Blackjack, could be 
included as a gambling loss on Schedule A if you itemize. 

 
You would make similar entries each time you visit a casino during the year. 
 
With the increased availability, and popularity, of online gambling sites like FanDuel 
and Betfair and casinos now offering online options it is logical to apply the Tax 
Court ruling to online gambling. 
 
Just like you would log the net gambling activity of each individual visit to a 
casino, you would log the net gambling activity of each “visit” to an online gambling 
site.  If you sit down at your computer and log on to Betfair at 10:00 and when you 
log off at 11:15 you have a net loss of $50 for that “sitting” you would record a $50 
loss.  If when you log off you have a net gain of $50 you would record a $50 gain. 
 
Here is your entry - 
 
Betfair – Slot Machines 
 
Beginning Cash Balance = $250.00 
Start Time: 10:00 AM 
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End Time: 11:15 AM 
Ending Cash Balance = $200.00 
Net Win/(Loss) = ($50.00) 
 
or - 
 
Betfair – Slot Machines 
 
Beginning Cash Balance = $250.00 
Start Time: 10:00 AM 
End Time: 11:15 AM 
Ending Cash Balance = $300.00 
Net Win/(Loss) = $50.00 
 
As with an “in person” gambling log it is important that each entry includes the date. 
 
In the net win scenario, you may have won $1,500 in one “pull”, and Betfair will issue 
a Form W-2G for that win, but you only have to report as gambling winnings on Schedule 
1 of your Form 1040 the $50 net win.  In the net loss scenario, $50 would be added to 
the gambling losses deducted on Schedule A, if you are reporting net gambling winnings 
as income and if you can itemize. 

 
It is important to be aware that, although following the above examples for both in-
person and online gambling activity you will be reporting the correct amount of net 
gambling income, you may encounter an issue with the IRS if the gross amount reported 
on Form 1040 Schedule 1 is less than the total amount of all of the Form W-2Gs issued.  
This is due to the limitations of the current IRS matching program.  You may receive 
a CP-2000 or CP-2005 notice that alleges all income was not properly reported from 
the Service – if you do immediately give it to your tax preparer.    
  
------------------------------------------------------------------------------------ 
 
If you have any questions about what I discuss in this issue I suggest you consult 
your, or a, tax professional. 
 
Your thoughts and comments on this issue are welcomed.  Email me at rdftaxpro@yahoo.com 
with “The 1040 Letter Comments” in the subject line. 
 
Be sure to visit my blog THE WANDERING TAX PRO (http://wanderingtaxpro.blogspot.com) 
each week to learn “What’s The Buzz” on federal and NJ state taxes. 
  
To subscribe to ROBERT D FLACH’S THE 1040 LETTER send a check or money order for 
$29.95, payable to TAXES AND ACCOUNTING, INC, and your postal address to – 
 

TAXES AND ACCOUNTING, INC 
ROBERT D FLACH’S THE 1040 LETTER 

   POST OFFICE BOX A 
HAWLEY PA 19428 
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