
You may have noticed that the 
IRS is in a bad way. 

I t  has a backlog of  mi l l ions of  unprocessed paper 

tax returns,  and taxpayers can’ t  get  through to the 

agency on the phone. Congress not iced and took 

act ion by passing a massive funding of  the IRS in the 

recent ly enacted Inf lat ion Reduct ion Act. . .

$80 Billion to the 
IRS: What It Means 
for You
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Are you 72 or older? I f  so,  you must take 
a required minimum distr ibut ion (RMD) 
from your t radi t ional  IRA, SEP-IRA, or 
SIMPLE IRA by the end of  the year. 

I f  you turn 72 this year,  you can wait 
unt i l  Apr i l  1 of  next  year to take your f i rst 
RMD—but you’ l l  a lso have to take your 
second RMD by the end of  that  year.

Have you sold,  or  are you planning to 

sel l ,  commercial  or  rental  property? 

December 2022

02

Section 1031 Exchanges vs. Qualified 
Opportunity Zone Funds 03



$80 Bill ion to the IRS:
What It Means for You

I t  has a back log of  mi l l ions of  unprocessed paper 
tax re turns,  and taxpayers can’ t  get  through to 
the agency on the phone.  Congress not iced and 
took act ion by pass ing a massive funding of  the 
IRS in  the recent ly  enacted In f la t ion Reduct ion 
Act .

The IRS wi l l  get  an addi t ional  $80 b i l l ion over 
the next  decade.  This  inc ludes $35 b i l l ion for 
taxpayer  serv ices,  operat ions suppor t ,  and 
bus iness systems.  Among other  th ings,  the IRS 
p lans to  use these funds to  update i ts  ant iquated 
IT systems (some of  which date back to  the 
1960s) ,  improve phone serv ice,  and speed up the 
process ing of  paper  tax re turns.

Despi te  what  you may have heard in  the media, 
the IRS wi l l  not  expand by 87,000 new employees. 
I t  w i l l  s t i l l  be smal ler  than i t  was 30 years ago. 

I t  may grow by 20,000 to  30,000 workers over 
the next  decade,  and the number of  revenue 
agents could increase to  17,000 by 2031—
over  twice as many as today.

The IRS wi l l  have an addi t ional  $45 b i l l ion to 
spend on enforcement .  Treasury Secretary 
Janet  Yel len has promised that  IRS audi t  ra tes 
wi l l  remain at  “h is tor ica l  leve ls”  for  taxpayers 
earn ing less than $400,000 annual ly.

Audi t  ra tes wi l l  r ise for  taxpayers earn ing 
$400,000 or  more per  year.  I f  you’ re  in  th is 
group,  i t ’s  wise to  p lan ahead to  avoid t rouble 
wi th  a beefed-up IRS.

You should keep complete and accurate 
records and f i le  a  t imely  tax re turn.  Of  course, 
th is  is  someth ing you should be doing anyway.

You may have noticed that the IRS is in a bad way. 
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Here are a few special  areas of concern:

•  Cryptocurrency .  You can expect  increased IRS audi ts  deal ing wi th  cryptocurrency 
t ransact ions.  I f  you’ re  one of  the mi l l ions of  Amer icans who engage in  such t ransact ions, 
make sure you keep good records and repor t  any income you earn.

•  S Corporat ions .  I f  you’ re  an S corporat ion shareholder-employee,  you should have 
your  S corporat ion pay you an arguably  reasonable sa lary  and benef i ts ,  and document 
how you arr ived at  the amount .

•  Syndicated Conservat ion Easements .  Be aware that  the IRS is  audi t ing a l l  o f  these 
deals ,  and i ts  scrut iny of  them wi l l  l ike ly  grow.

•  Offshore Accounts .  You’ re supposed to  repor t  these to  the U.S.  Treasury.  Fai lure to 
do so subjects  you to  substant ia l  penal t ies.  In  recent  years,  the IRS has gone af ter 
banks and bank account  ho lders who h ide assets  in  o ffshore accounts.  In  fu ture years, 
we can expect  the IRS to p lace even greater  emphasis  on ident i fy ing and t rack ing such 
offshore assets .

•  Partnerships .  Par tnersh ips and mul t i -member LLCs taxed as par tnersh ips ( th is 
descr ibes most  o f  them) are a l ready the subject  o f  the Large Par tnersh ip Compl iance 
program, which uses data analy t ics  to  se lect  large par tnersh ip re turns for  audi t .  The 
IRS wi l l  l ike ly  devote more resources to  th is  program in  the fu ture.

Section 1031 Exchanges vs. Qualif ied 
Opportunity Zone Funds

Have you sold, or are you planning to sell , 

commercial  or rental  property? 

To avoid immediately paying capi ta l  gains tax on 

your prof i t ,  you have opt ions:

•  Defer the capi ta l  gains tax using a Sect ion 1031 

exchange

• Defer the capi ta l  gains tax using a qual i f ied 

opportuni ty zone fund

 With a Sect ion 1031 exchange, you sel l  your 

property and invest al l  the proceeds in another l ike-

kind replacement property of  equal  or  greater value. 
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With a qual i f ied opportuni ty fund, you don’ t 

acquire another property.  Instead, you invest 

in a corporat ion,  partnership,  or  LLC that pools 

money from investors to invest in property in 

areas designated by the government as qual i f ied 

opportuni ty zones. Most qual i f ied opportuni ty 

funds invest in real  estate.

 

Which is better? I t  depends on your goals.  There 

is no one r ight  answer for  everybody.

 

A Sect ion 1031 exchange is preferable to a 

qual i f ied opportuni ty fund investment i f  your goal 

is  to hold the replacement property unt i l  death, 

when your estate wi l l  t ransfer i t  to your heirs. 

They’ l l  get  the property wi th a basis stepped up 

to current market value, and then they can sel l 

the property immediately,  l ikely tax-free. 

In contrast ,  your investment in a qual i f ied 

opportuni ty fund requires that  you pay your 

deferred capi ta l  gains tax wi th your 2026 tax 

return.  That ’s the bad news (only four years of 

tax deferral) .

The good news: i f  you hold the qual i f ied 

opportuni ty fund for 10 years or more, there’s 

zero tax on the appreciat ion.

In contrast ,  i f  you sel l  your Sect ion 1031 

replacement property,  you pay capi ta l  gains 

tax on the di fference between the or ig inal 

property ’s basis and the replacement property ’s 

sale amount.

 

And i f  you’re looking to avoid the headaches 

and responsibi l i t ies that  come with ownership 

of  commercial  or  rental  property,  the qual i f ied 

opportuni ty fund does that for  you.

I f  you’re looking for l iquidi ty,  the qual i f ied 

opportuni ty fund gives you that because you 

need to invest only the capi ta l  gains to defer 

the taxes. With the Sect ion 1031 exchange, 

you must invest the ent i re sales proceeds in 

the replacement property to avoid any capi ta l 

gains tax. 

Of course, you want your investment to 

perform. Make sure to do your due di l igence, 

whatever your choice.
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We are here to help answer any questions you have 
and help you grow your business. 

844-455-0500

support@etrendsgroup.com

FOR MORE 
INFORMATION
CONTACT US.

Use In-Kind RMDs to Avoid Selling 
Retirement Account Assets

Are you 72 or older? I f  so,  you must take a required minimum distr ibut ion (RMD) from your t radi t ional 
IRA, SEP-IRA, or SIMPLE IRA by the end of  the year. 

I f  you turn 72 this year,  you can wait  unt i l  Apr i l  1 of  next  year to take your f i rst  RMD—but you’ l l  a lso 
have to take your second RMD by the end of  that  year.

Your RMD is a percentage of  the total  value of  your ret i rement accounts based on your age and 
l i fe expectancy. The older you are,  the more you must distr ibute.  But here’s the k icker:  your RMD 
must be based on the value of  your ret i rement accounts as of  the end of  the pr ior  year—December 
31, 2021, in the case of  2022 RMDs. So you may have a high RMD due this year even though the 
value of  your ret i rement port fo l io has decl ined, perhaps substant ia l ly.

I f  your ret i rement accounts consist  pr imari ly of  stocks,  bonds, or other secur i t ies,  you don’ t  have 
to sel l  them at their  current depressed levels and distr ibute the cash to yoursel f  to fu l f i l l  your RMD. 
There’s another opt ion:  do an in-k ind distr ibut ion.

With an in-k ind RMD, you transfer stock,  bonds, mutual  funds, or other secur i t ies direct ly f rom your 
IRA to a taxable account,  such as a brokerage account.  No sel l ing is involved. The amount of  your 
RMD is the fa i r  market value of  the stock or other secur i t ies at  the t ime of  the t ransfer. 

Furthermore, you st i l l  have to pay income tax on the distr ibut ion at  ordinary income rates.  To avoid 
sel l ing any part  of  the stock or other secur i t ies you’ve t ransferred, you’ l l  have to come up with the 
cash to pay the tax f rom another source, such as a regular bank account.

With an in-k ind distr ibut ion,  not only do you avoid sel l ing stocks in a down market,  but  the t ransfer 
may also reduce the taxes due on any future appreciat ion when you eventual ly do sel l .  This is 
because when you do an in-k ind RMD, i t  resets the basis of  the assets involved to their  fa i r  market 
value at  the t ime of  the t ransfer. 

I f  you later sel l ,  you pay tax only on the amount gained over your new basis.  And such sales out of 
a taxable account general ly are taxed at  capi ta l  gains rates,  not  ordinary income rates.

I f  an in-k ind distr ibut ion sounds at t ract ive,  act  quickly so the t ransact ion is completed by year-end. 
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