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IRS Issues Scam Alert 
 

The Internal Revenue Service has issued a scam aler t discussing the latest 
attempt to illegally obtain your personal informati on. 

�
Appearing to come from the IRS, the newest scam is an e-

mail  telling you that you are being audited and must com plete 
a questionnaire within forty-eight (48) hours to av oid paying 
penalties and interest.  The questionnaire asks for social security 
number, bank account numbers, and other confidential information. 
The e-mail terms the procedure an “e-audit” and refers to Form 
1040. 

 
The Service is so concerned that they want all taxpayers to 

know the IRS does not conduct “e-audits” and does not notify taxpayers of pending 
audits by e-mail. They emphasize strongly that an e-mail of this type does not come 
from the IRS  and request they be notified immediately when such an e-mail is 
received. 

________________________________________________________ 
 

Worst Tax Schemes of 2004 
 

The IRS's database of tax schemes is almost as long  as the tax code. Every 
year it identifies and updates its watch list of th e worst tax scams. 

Some people will do just about anything to lower 
their tax bill or avoid paying taxes altogether. They 
hire children to do household chores, claim to be 
bishops of phony religious organizations, stash their 
cash in offshore accounts and try to hide behind the 
First, Fourth and Fifth Amendments, arguing it's their 
constitutional right to not pay taxes. They are all tax 
schemes affecting the country which the IRS urges 
the public to avoid. 

The Service and other federal agencies are 
aggressively pursuing and successfully prosecuting 
promoters of these schemes and their clients for fraud and tax evasion. Participation in 
them can result in imprisonment, fines and repayment of taxes owed with interest and 
penalties. Even innocent taxpayers who get involved can face a staggering amount of 
back interest and penalties. 

Called the “Dirty Dozen”, they are twelve tax moves  you certainly do not 
want to consider. 

The “Dirty Dozen”  

1. Misuse a Trust  - the promoters urge individuals to transfer their assets into a trust 
being promised (a) reduction of taxable income, (b) deduction for personal expenses 
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paid by the trust or (c) reduction of gift or estate taxes. 

These types of trust arrangements are called abusiv e 
tax transactions  and do not produce the tax benefits their 
promoters advertise. The IRS scrutinizes and examines them 
very closely. In an effort to stop it the Service has obtained 
injunctions and criminally prosecuted numerous promoters and 
their clients.  

2. Deduct All of Your Income  - individuals take a deduction 
on their tax return equal to the entire amount of their wages. 
They are advised to describe it as “a necessary expense for the 
production of income” or “compensation for personal services 

actually rendered”. 

The deduction is based on a complete misinterpretation of the Internal Revenue 
Code and has no basis in law.   

3. Start a Phony Church - the promoters of this scheme tell individuals that the 
Corporation Sole laws provide a “legal” way to escape paying 
federal income taxes, child support, and other personal 
debts. Therefore, an individual is entitled to be exempt from 
federal income taxes if the individual is a nonprofit, religious 
organization as described in tax laws. 

The Corporation Sole laws were enacted to permit 
religious leaders to become incorporated as individuals so they 
may separate themselves legally from the control and 
ownership of church assets. The statutes apply only to 
religious leaders , typically bishops or parsons, and not to lay 
people.  

4. Export Your Money  - offshore transactions are used by some people to avoid 
paying United States taxes. It is illegal to use an offshore arrangement  such as a 
bank account, brokerage account, credit card, wire transfer, trust, or employee leasing 
agreement to hide or underreport income or to claim false deductions on a federal tax 
return. It was the top scam of 2003.  

Anyone involved in such an arrangements is subject to the payment of taxes, 
interest, penalties and possibly criminal prosecution.  Last year the IRS collected over 
$170 million in taxes, interest and penalties in its effort to eliminate it. States are 
involved too and are aggressively pursuing individuals and scheme promoters.  

5. Don't Withhold Taxes  – There are a number of schemes that instruct 
employers not to withhold federal income tax or oth er employment taxes from 
wages paid to their employees . The courts have rejected the arguments stating they 

are based on an incorrect interpretation of Section 861 and 
other parts of the tax code. 

Criminal convictions of individuals promoting Employment 
Tax Evasion have been obtained in recent court cases. Also, 
employers may also be held responsible for back payments of 
employment taxes plus penalties and interest. In addition, 
employees who have no withholdings are responsible for 
payment of their personal taxes.    

6. Let a Con Artist Do Your Taxes  - Dishonest tax 
preparers cause problems for individuals who use their services. These preparers 
make their money by taking a portion of the taxpayer’s refund, charging huge fees, and 
guaranteeing large refunds in their advertising to get clients. 

Individuals should choose their tax preparer carefully and not deal with those who 
propose or use such practices. The taxpayer is ultimately responsible for all of the 
information on that return.    
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7. Abuse the Americans with Disabilities Act  - This involves purchasing 
equipment and services which the scheme promoter 
claims meets the strict criteria of the Disabled Access 
Credit. The credit was created when the Americans 
with Disabilities Act was passed. 

Under this an individual makes a minimal 
payment. A non-recourse note is then signed with an 
investor who renders insignificant services to 
complete the purchase agreement. The scheme is 
based on an erroneous interpretation of the 
Americans with Disabilities Act and an over-
inflated value of the services provided.     

8. Claim Slavery Reparation  - We have been hearing about this for quite a while. 
Promoters have been misleading African-Americans by offering to file tax returns for 
them that claim tax credits or refunds related to reparations for slavery. There is no 
such provision in the tax code.   

People promoting these reparations tax schemes have been convicted and 
imprisoned. The individual taxpayer could be penalized $500 penalty for filing such a 
claim if it is not withdrawn. Claims for this special tax refund have been declining 
significantly but the IRS continues to get them.    

9. Set Up a Bogus Home-Based Business  - Individual taxpayers are told they can 
deduct most, or all, of their personal expenses as business expenses by setting up a 
bogus home-based business. This has been around for years and claims to offer tax 
relief. It is in fact illegal tax avoidance. 

The tax code establishes definitely that a clear business purpose and profit 
motive must exist to generate and claim allowable b usiness expenses.  The IRS 
gets a number of returns every year containing improper 
home-based business deductions. 

10. Fall For Frivolous Arguments For Not 
Paying Taxes  – You may seen television programs or 
heard radio programs in which someone says “I don’t 
pay taxes – why should you” urging you to “untax 
yourself for $49.95”, or claiming in an ad that he knows 
the “secret” for never paying taxes again. They are 
called frivolous arguments which are false arguments 
unsupported by law. You must beware of them, 
because they are wrong. 

The courts have constantly rejected them . Sellers of these frivolous arguments 
been convicted on criminal tax charges. In addition, by following their advice you can 
face civil and/or criminal penalties.  

11. Lose Your Identity  - The IRS is aware of several identity theft scams involving 
taxes. In one scam, thieves sent IRS forms and phony bank correspondence to bank 
customers to con them into disclosing personal and banking data. In another one, 
dishonest tax preparers have used clients’ Social Security numbers and other 
information to file false tax returns without the clients’ knowledge. 

For everyone, it is very important to be very choosy to 
whom you disclose personal and financial information.  

12. Share or Borrow Children  - The IRS is aware of 
instances where dishonest tax preparers have shared one 
client's qualifying children with another client to permit both 
clients to claim an Earned Income Tax Credit. 

For example, one client may have four children but only 



needs to show two to get the maximum tax credit. The dishonest preparer will list two 
children on the first client’s return and the other two on a second client’s return. 
Generally the preparer and the client selling his dependents split a fee. The IRS 
prosecutes such fraudulent claims vigorously and th e participating taxpayers 
are subject to civil penalties.   

IRS’s Warning 

IRS Commissioner Mark W. Everson has stated, "At the IRS, 
we're augmenting our enforcement resources to attack schemes and 
scams. While we're actively targeting promoters, taxpayers 
themselves should be wary of anyone who promises to eliminate 
their taxes. Don't be fooled by these outrageous claims. There is no 
secret way to escape paying taxes." 
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