My Love/Hate Relationship with Tax
Season

| remember a time when | rushed to get my taxes done and submitted so that |
could get my refund. Oh, how time, education, and increased earnings has changed
that. Can you relate?

First of all, I no longer overpay on my taxes. | accomplish this by managing my
withholding’s on my W-2 income (use the W-4 form to change these). | see
absolutely no reason why the government should get to hold my money, interest
free. And if the shoe was on the other foot, the IRS would charge me interest and
penalties at the first chance they got. Plus, | am a Finance Guy and the concept
of opportunity cost is ingrained and rooted so deeply, | can’t help myself.

| will admit that this sometimes causes a bit of tension between my wife and | when
she walks into the office and sees the estimated taxes we owe on my screen at
almost $10,000 (see below). But fear not, | assure her, | don’t have everything in
the system just yet. | also remind her that we will likely still owe taxes at the end of
the day because we had a really good and record-setting year. She gets it, but the
sticker shock is just a little nauseating.

Federal State
S8,733 S1,758
Amount Owed CA Amount Owed

This is what | owe so far []

So this morning, | logged into Tax Slayer, the tax software that | have been using to
prepare and file my own taxes for years. In my opinion, it is a very easy and
intuitive piece of software that anyone can use to prepare their own taxes. Over the
last few weeks | have been entering tax information as | have received it. And as |
mentioned above, the last time | logged in, my wife walked in on an estimated tax
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bill of around $10,000 (see above).

Today | was ready to do a little more work as more tax documents have trickled in
since this last session. After spending another 45 minutes working the numbers in
Tax Slayer, the new estimated taxes came in around $4,000 (see below):

Federal State
S3,715 S202
Amount Owed CA Amount Owed

Glad it dropped by about $6,000, but | wish it were
zero.

| still have one 1099 that | am waiting to receive, as well as some deductions to
enter, but not enough to make what | owe above go to zero. So as you could
imagine | am in no rush to get my taxes filed before the April 15th deadline. After
everything is said and done, | think we will owe somewhere between $3,000 and
$4,000 to the IRS.

Why | love Tax Season

Yes, there is a sick part of me that loves tax season. | think it really boils down to
two reasons:

1. It forces me to reflect on the past year and how we did financially. |
am happy to declare that2014 was a great year! We increased our income by
$40,000 vs. 2013 and saw our net worth increase by $78,000. On my Financial
Stats page, | make all of this public if you would like to see it with your own
eyes. And don’t forget about all the juicy details | just started releasing in my
monthly financial report, starting with January 2015.

2. It is kind of a game to me. | love opening up Tax Slayer for the first time in
the New Year to start working on the prior year’s taxes. | typically start with all
my income and watch the tax bill grow to wicked-high numbers. But then, |
start layering in our deductions and adjustments and experience pure joy as
the estimated taxes tick ever lower-almost as if | have outsmarted the system.
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The closer it gets to zero, the more euphoric the feeling.

It is really important to take some time to reflect on the past and acknowledge the
milestones you hit. It is so easy to keep your head down and always looking to the
next thing...

So here are some of the wins for us in 2014:




The before and after of the backyard. This is what we spent the $20,000 windfall on.

* We paid off the remaining $8,000 I had in student loans. The 2.25%
interest rate was low and tax-deductible, but it was a nagging debt that we
were tired of seeing. We had more than enough money to kill it, so we did.

« We bought a huge house that was less than we could afford. The timing



could not had been better since we bought at the beginning of the year, which
allowed us a pretty nice deduction on the interest and property taxes for the
year. These deductions certainly helped reduce the tax bill. We had previously
been renting and paying $3,000/month. The new mortgage is $2,200 with
property taxes and HOA.

We moved to a lower cost-of-living area. This allowed us to buy a house 4-
times bigger than anything we were looking for in Orange County (where
prices are ridiculous), and spend half the money. Besides the savings related
to having a mortgage that was $800/month less than the rent we paid and the
tax savings related to the interest and property tax deduction, this move also
saved us money on things like gas, tolls, doggy daycare, etc. We did the math
and estimated our total savings from the move to be around

$1,750/month. You can read about the details here.

We paid off my wife’s remaining car loan of $7,500. Again the interest
rate was a low 1.7%, but we would much rather earn interest then pay

it. Outside of our mortgage this was the last piece of consumer debt we had
left to Kill.

| changed jobs and increased my income. My wife was already working
about 8 miles from where we bought our new house. Shortly after we closed
escrow on the new house and before we moved in (about a month after we got
the keys), | was able to secure a new job that was only 4 miles from the new
pad. The next move will be working for myself, and the commute will be from
my bedroom to my home office, but for now 4 miles isn’t bad. The best part of
it all is that | was actually able to increase my income by $10,000, even though
we were moving to a lower cost-of-living area. And now, after being there for
less than a year, my income is $18,000/year higher. That is not bad
considering | was preparing myself for a lateral move at best and possibly a
pay cut as a trade-off for no commute.

We maxed out my 401K with $17,500 again. The plan is to do this every
year without thinking about it (I've been doing it for years now). The limits
changed this year, so | increased my contribution to make sure | max out the
$18,000 new limit.

We maxed out an IRA with $5,500 for my wife. Her employer doesn’t
provide a retirement plan, so this was really our only option. But it's a good
start and something we plan to do every year from here on out.

We got a $20,000 windfall from my wife’s grandparents. They have a
family tradition to give $20,000 to each of their kids and grandkids when they
buy a house. This allowed us to put in an awesome outdoor kitchen and
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artificial grass. We won't be expecting this in our income next year.

I made about $18,000 from a side-hustle consulting practice. | started a
digital marketing and analytics consulting business in 2014 that brought in
some nice cheddar. Although this was a nice additional income and a very
successful project, | chose to shut it down as of January of this year. The
reason being is that | want to be able to spend time building this blog and the
community with awesome content and now | have the skills and the time to do
that. And secondly, | felt it was just another exchange of time for money
when. | am looking for something more scalable. | want to leverage my time
many times over (the amount of people | can reach with this blog is
limitless)and the earning potential online is massive and scalable. It was hard
to give up the extra income, but an easy decision when | took into account my
end goal.



Some close-ups of the outdoor kitchen, fire pit, and backyard.

And the one loss for the year:

 We pulled out $20,000 from our retirement accounts to put towards
the house. As you may or may not know, the IRS lets you pull out $10,000
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penalty free to put towards the purchase of your first home. This is a one-time
benefit that both my wife and | qualified to do. | would have rather kept this
money in the accounts, but we did not like where our savings account would
had ended when we first bought the house.

Overall there were way more wins than losses. And as you can see, we had a really
awesome year.

Why | hate Tax Season

Well, the obvious reason is | never really enjoy writing a check to the IRS. Does
anybody? But there are other things that just bother me about how messed up the
tax system is, in my opinion. Let me preface this with a couple things - | understand
we live in an amazing country and it takes money to run it. And, | am more than
willing to pay my share in taxes for the privileges of living in the USA. But there is a
list of things that annoy me so much that | hate tax season. | want to see rules that
make sense and are more thoughtful rather than just having them shoved down our
throats.

1. 1 hate the fact that the contribution limit for a traditional IRA is $5,500 when
you can contribute $18,000 to a 401K (in 2015 that is). My wife happens to
work for a small business that can’t afford to offer a retirement plan. Why
should she be penalized for that? | think we should have the ability to
contribute just as much to her IRA as we do to my 401K. Who is with me?

2. 1 hate some of the phase outs for deductions. When we first bought our house
last year we got a FHA loan, with plans to refinance within a year. We were
actually able to do this within 8 months (saving us $400/month by getting rid
of PMI). However, although the tax deduction for PMI was extended to 2014, |
found out that the almost $3,000 we paid in PMI would not bring any tax
benefit because our adjusted gross income was too high. | am over it now, but
a few weeks ago, | was pretty pissed off.

3. I hate the rules about carry-over losses. When | first started investing in
2007,1 was still in college and very green. | made some investing mistakes that
cost me about $18,000 in an after-tax account (all of our money currently in
the market is in a pre-tax account). It was a huge learning lesson, and is what
caused me to learn and master the markets. However, the IRS has a ridiculous
rule that you can only deduct up to $3,000/year for prior losses. But on the flip
side of the coin, you have to always pay taxes on all of your gains. This rule is



a bit ass-backwards if you ask me.

| am sure | could find more reasons why | hate tax season, but these are the 3 that
come to mind relatively easily.

Now its your turn

How was 2014 for you? What were your wins? What were your losses? Do you love
or hate tax season? Why? Please continue the conversation in the comments below,
I look forward to hearing from you.

- Gen Y Finance Guy

Gen Y Finance Guy

Hey, I’'m Dom - the man behind the cartoon. You'll notice that | sign off as "Gen Y
Finance Guy" on all my posts, due to the fact that | write this blog anonymously (at
least for now). | like to think of myself as the Chief Freedom Officer here of my little
corner of the internet. In the real world, I'm a 30-something former C-Suite
executive turned entrepreneur turned capital allocator. | am trying to humanize
finance by sharing my own journey to Financial Freedom. | believe in

total honesty and transparency. That is why before | ever started blogging, |
decided that | would share all of my own financial stats. | do this not to brag, but
instead to inspire motivate, and also to hold myself accountable. My goal is to be a
beacon of hope, motivation, and inspiration for you, the reader, by living life by
example and sharing it all here on the blog. My sincere hope is that you will be able
to learn from me - both from my successes and my failures! Read More
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