
Welcome to First Friday Fraud Facts+ (F4+).  This edition will cover 

employment tax fraud and how to report suspected illegal activity to 

the Internal Revenue Service (IRS). 
 

TAX FRAUD 

Tax fraud is the violation and disregard of the rules, regulations, and 

legal responsibility to pay mandatory taxes to the government, as set 

forth by the IRS.  Each year, the federal government is defrauded of 

hundreds of billions of dollars in tax revenue.   
 

Common types are tax fraud include: off shore accounts; corporate 

tax; employment tax; money laundering tax; and abusive tax shelters.  

This issue of the F4+ will cover some of the various types of 

employment tax fraud. 
 

TYPES OF EMPLOYMENT TAX FRAUD 

Federal law requires employers to withhold and pay employment 

taxes (e.g., income, Social Security, Medicare, workers’ 

compensation, and unemployment).  Some common employment tax 

fraud schemes are as follows: 
 

 Pyramiding occurs when an organization withholds taxes from 

their employees but intentionally fails to pay them to the IRS.  As 

these quarterly tax withholdings accumulate, or ‘pyramid’, it 

becomes increasingly difficult for the employer to catch up on 

back taxes. 
 

 Unreliable third party payers involve payroll service providers or 

professional employer organizations who fail to pay collected 

employment taxes to the IRS. 
 

 

 Misclassifying worker status occurs when an employer incorrectly 

treats an employee as an independent contractor to avoid paying 

taxes. 
 

 Cash payments comprises of an employer paying employees in 

cash to avoid reporting the income and paying the applicable 

taxes. 
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 Payroll tax return schemes occur when an employer files false payroll 

tax returns or fails to file payroll tax returns altogether. 

 Frivolous arguments are comprised of false or misleading arguments 

used by employers to avoid paying employment taxes. 
 

 Off-shore employee leasing occurs when an employee resigns from his 

current employment position and signs an employment contract with 

an off-shore employee leasing company, who indirectly leases their 

services back to their original employer.  The employee performs the 

same services and generally receives the same compensation as 

before; however, their salary is sent off-shore as ‘deferred’ 

compensation, where taxes are potentially avoided. 

 

Failure to pay employment taxes can result in penalties of up to 75 

percent of the amount due.  The penalty amount levied would depend on 

taxpayer intent and knowledge of the fraud.  For example, penalties would 

be more severe when evidence proves the underpayment of tax was due 

to fraud; as opposed to a taxpayer’s mistake, relying on incorrect technical 

advice, honest difference of opinion, negligence, or carelessness. 
 

FRAUD CASE 

This case involves a 27 year old man who ran a tax fraud scheme for five 

years by preparing false income tax returns in his name and other 

people’s names.  The perpetrator fraudulently inflated income and taxes 

withheld.  Starting in 2006, the fraudster falsely reported he earned 

$16,843 in wages, while claiming $4,083 in taxes had been withheld by 

his employers.  The following year the fraudster dramatically increased the 

figures by falsely reporting $783,981 in wages, while claiming $359,750 

in taxes had been withheld by his employers.  He also fraudulently 

obtained tax refunds in other people’s name by stealing their identities 

and directing the refunds/debit cards be sent to his address. 

  

The fraudster also posed as a state Department of Labor employee in 

order to trick a taxpayer into filling out a preregistration form for 

employment services.  Information requested on the form included the 

taxpayer’s name, date of birth, and Social Security number.  On multiple 

other occasions, he posed as an IRS official by claiming to be an ‘Audit 

Group Representative’ named ‘Susan Waters’.  Posing as ‘Susan Waters’ 

he sent letters to various employers demanding their employees’ personal 

information.  In the letters he informed the employers that the requests 

were being made in an effort to protect the employees from identity theft.   

 

The fraudster pleaded guilty to a six-count indictment and faces a 

maximum prison sentence of 34 years for his tax fraud and identity theft 

scheme. 
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FISCAL FOCUS-REPORTING TAX SCHEMES 

Participating in an illegal scheme to avoid taxes can result in imprisonment 

and fines, as well as the repayment of taxes owed with penalties and 

interest.  If you have information about an individual or organization you 

suspect is not complying with tax law, the IRS has outlined the necessary 

reporting steps on the following webpage:  http://www.irs.gov/Individuals/

How-Do-You-Report-Suspected-Tax-Fraud-Activity%3F 

 

ANNOUNCEMENTS 

Annual Internal Control Training held at the State Controller’s Office: 
 

 a) Tuesday, April 16, 2013, from 8:00 a.m.  —  10:00 a.m. 

      

      OR 

 

 b) Wednesday, April 17, 2013, from 8:00 a.m.  —  10:00 a.m. 

 

CPE: 2 Free 

 

Learn why internal controls are important to your organization and who 

is responsible for ensuring they are practiced.  The training will cover 

the objectives of internal controls, including the COSO’s 17 principles, 

and a round table style discussion, which will provide participants an 

opportunity to share their internal control concerns, insights, and  

receive feedback. 

 

Beginning this year, attendees unable to participate in person can now 

participate in the training by connecting remotely from their computer 

using Adobe Connect.  Please see the registration form for more 

details by visiting www.sco.idaho.gov, click Training, then Instructor-

Led Courses, and then 2013 Internal Control Registration Form.  If you 

plan on attending (whether in person or remotely), please fill out/select 

all of the required fields on the registration form, and submit by 

Thursday, April 11, 2013.   


