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Tax Scams & Schemes 
The “dirty dozen” favored by criminals & cheats. 

Provided by Bruce Udell

Year after year, criminals try to scam certain taxpayers. 
Year after year, certain taxpayers resort to schemes in an 
effort to put one over on the Internal Revenue Service 
(I.R.S.). These cons occur year-round, not just during tax 
season. In response to their frequency, the I.R.S. has list-
ed the 12 biggest offenses – scams that you should recog-
nize, schemes that warrant penalties and/or punishment.
    

Phishing. If you get an unsolicited email claiming to be 
from the I.R.S., it is a scam. The I.R.S. never reaches out 
via email, regardless of the situation. If such an email 
lands in your inbox, forward it to phishing@irs.gov. You 
should also be careful with sending personal information, 
including payroll or other financial information, via an 
email or website.1,2

Phone scams. Each year, criminals call taxpayers and 
allege that said taxpayers owe money to the I.R.S. The 
Treasury Inspector General for Tax Administration says 
that over the last five years, 12,000 victims have been 
identified, resulting in a cumulative loss of more than 
$63 million. Visual tricks can lend authenticity to the 
ruse: the caller ID may show a toll-free number. The caller 
may mention a phony I.R.S. employee badge number. 
New spins are constantly emerging, including threats of 
arrest, and even deportation.1,2

Identity theft. The I.R.S. warns that identity theft is a 
constant concern, but not just online. Thieves can steal 
your mail or rifle through your trash. While the I.R.S. 
has made headway in terms of identifying such scams 
when related to tax returns, and plays an active role in 
identifying lawbreakers, the best defense that remains 
is caution when your identity and information are 
concerned.1,2

  

Return preparer fraud. Almost 60% of American tax-
payers use a professional tax preparer. Unfortunately, 
among the many honest professionals, there are also 
some con artists out there who aim to rip off personal 
information and grab phantom refunds, so be careful 
when making a selection.1,2

Fake charities. Some taxpayers claim that they are gath-
ering funds for hurricane victims, an overseas relief ef-
fort, an outreach ministry, and so on. Be on the lookout 
for organizations that are using phony names to appear 
as legitimate charities. A specious charity may ask you 
for cash donations and/or your Social Security Number 
and banking information before offering a receipt.1,2

  

Inflated refund claims. In this scenario, the scammers 
do prepare and file 1040s, but they charge big fees up 

front or claim an exorbitant portion of your refund. The 
I.R.S. specifically warns against signing a blank return 
as well as preparers who charge based on the amount of 
your tax refund.1,2 

Excessive claims for business credits. In their find-
ings, the I.R.S. specifically notes abuses of the fuel tax 
credit and research credit. If you or your tax preparer 
claim these credits without meeting the correct require-
ments, you could be in for a nasty penalty.1,2

Falsely padding deductions on returns. Some 
taxpayers exaggerate or falsify deductions and expenses 
in pursuit of the Earned Income Tax Credit, the Child 
Tax Credit, and other federal tax perks. Resist the 
temptation to pad the numbers and avoid working with 
scammers who pressure you to do the same.1,2

  

Falsifying income to claim credits. Some credits, 
like the Earned Income Tax Credit, are reported by 
scammers claiming false income. You are responsible for 
what appears on your return, so a boosted income can 
lead to big penalties, interest, and back taxes.1,2 

Frivolous tax arguments. There are seminar speakers 
and books claiming that federal taxes are illegal and un-
constitutional and that Americans only have an implied 
obligation to pay them. These and other arguments crop 
up occasionally when people owe back taxes, and at 
present, they carry little weight in the courts and before 
the I.R.S. There’s also a $5,000 penalty for filing a frivo-
lous tax return, so these fantasies are best ignored.1,2

Abusive tax shelters. If it sounds too good to be true, 
it usually is, and that’s especially true of complicated 
tax avoidance schemes, which attempt to hide assets 
through a web of pass-through companies. The I.R.S. 
suggests that a second opinion from another financial 
professional might help you avoid making a big mis-
take.1,2 

Offshore tax avoidance. Not all taxpayers adequately 
report offshore income, and if you don’t, you are a law-
breaker, according to the I.R.S. You could be prosecuted 
or contend with fines and penalties.1,2

  

Watch out for these ploys – ultimately, you are the first 
defense against a scam that could cause you to run afoul 
of tax law.          
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When a Family Member Dies
A financial checklist for the most difficult of times. 

Provided by Bruce Udell

The passing of a loved one irrevocably alters fam-
ily life. After a death, there is so much to attend 
to; it is better to do it sooner rather than later. 
Here, then, is a list of what commonly needs to be 
looked after.
   
Request copies of the death certificate. 
Depending on where you live, you have two or 
three places to turn to for this document. You can 
phone, email, or personally visit the office of the 
county recorder (or county clerk, as the term may 
be). Alternately, you can contact your state’s vital 
records department (sometimes called the state 
registrar or department of health); it may take 
a little longer to get the document this way. In 
addition, some large and mid-sized cities maintain 
their own registrars of births and deaths.
  
Call advisors, executors, & business 
partners as applicable. The deceased’s lawyer 
and CPA should be quickly notified along with any 
business partners and the executor of his or her 
estate. You must have a say in the decision-mak-
ing. The tasks of protecting family assets, carrying 
out your loved one’s bequests, and determining 
the next steps for a business will follow.  
  
Call your loved one’s current or former 
employer(s). Notify them, even if your loved 
one left the workforce years ago, as retirement 
savings or pension payments may be involved. As 
the conversation develops, it is perfectly appropri-
ate to ask about pertinent financial matters – say, 
401(k) or 403(b) savings that will be inherited 
by a beneficiary or what will happen to unused 
vacation time and/or unpaid bonuses.
  
Funds amassed in a qualified retirement plan 
sponsored by an employer (or an IRA, for that 
matter) commonly go to the primary beneficiary 
who has been named on the most recent benefi-
ciary form filled out by the account owner. That 
sounds simple enough – but certain rules and 
regulations can make things complicated.1

 
As a general rule, if the late 401(k) or 403(b) 
account owner was your spouse, then you are the 
presumed beneficiary of the 401(k) or 403(b) 
assets. Under the Employee Retirement Income 
Security Act (ERISA), workplace retirement plans 
are directed to abide by this guideline. If someone 
else has been named as the primary beneficiary 
of the account, with your consent, then the assets 
will go to that person.2 
  

If the late 401(k) or 403(b) account owner was 
single, the assets in the account will go to whom-
ever is designated as the primary beneficiary. The 
beneficiary designation will override other estate 
planning documents.3

  
To arrange and confirm the transfer or distribu-
tion of such assets, the beneficiary form must be 
found. If you can’t locate it, the employer and/or 
the financial firm overseeing the retirement plan 
should provide access to a copy. The financial firm 
should ask you to supply: 
  
*A certified copy of the account owner’s death 
certificate
*A notarized affidavit of domicile (a document 
certifying his or her place of residence at the time 
of death)
 
If you have been widowed, call Social 
Security. If you already receive benefits, you 
may now be eligible for greater benefits.4 
 
If your spouse received Social Security and you did 
not, you may now qualify for survivor benefits – 
and you should let Social Security know as soon as 
possible, as these benefits may be paid out relative 
to your application date rather than the date of 
your loved one’s death.4 
 
If this is the case, you may apply for survivor 
benefits by phone or by visiting a Social Security 
office. You will need to have some extensive pa-
perwork on hand, specifically: 
  
*Proof of the death (death certificate, funeral 
home documentation)
*Your late spouse’s Social Security number 
*His/her most recent W-2 forms or federal 
self-employment tax return
*Your own Social Security number & birth certif-
icate
*Social Security numbers & birth certificates of 
any dependent children
*Your marriage certificate, if you have been wid-
owed
*The name of your bank & the number of your 
bank account, for direct deposit purposes
 
If you have reached full retirement age, you will 
likely get 100% of the basic benefit amount that 
your late spouse was receiving. If you are in your 
sixties, but haven’t yet reached full retirement 
age, you may receive anywhere from 71% to 99% 
of that amount. If you have a child younger than 

16, you will get 75% of your late spouse’s basic 
benefit amount and so will your child.4,5

 
Contact the insurance company. Assuming 
your loved one had some form of life insurance, 
contact the policyholder services department of 
that insurer and confirm the steps for claiming the 
death benefit. A claim form will have to be filled 
out, signed, and presented to the insurance com-
pany (one for each named adult beneficiary of the 
policy), and a certified copy of the death certificate 
must also be sent. If the primary beneficiary of a 
policy is deceased, the contingent beneficiary can 
usually claim the death benefit with a claim form, 
plus the death certificates of the policy owner and 
the primary beneficiary. Some insurers simply 
have you submit a form reporting the death of the 
policyholder first, and then follow up by mailing 
you forms and instructions for the next steps.6

  
Death benefits are generally paid out within 30 to 
60 days of a claim. Presumably, they will be paid 
out in a lump sum. Some insurers will let a ben-
eficiary receive a payout as a stream of monthly 
income or in installments.7 
  
It isn’t unusual for people to own multiple life 
insurance policies. The AARP, AAA, and myriad 
banks and non-profits market group life coverage 
to members/customers, and mortgage lenders 
and credit issuers offer forms of life insurance for 
borrowers. Tracking all this coverage down is the 
problem, and canceled checks and bank records 
don’t always provide ready clues. Not surprisingly, 
websites have appeared that will help you search 
for life insurance policies, and you may be able to 
locate policies with the help of your state insur-
ance commissioner’s office.8

 
If the family member was a veteran, call 
the VA. Your family may be entitled to funeral 
and burial benefits. In addition, the Veterans 
Administration offers Death Pensions and Aid & 
Attendance and Housebound Pensions to lower-in-
come widows of deceased wartime veterans and 
their unmarried children.9 
 
These pensions are needs based. To be eligible for 
the Death Pension, a widow or child’s “countable” 
income must fall below a certain yearly limit set 
by Congress. (A “child” as old as 22 may be eligible 
for the Death Pension.) The deceased veteran must 
not have received a dishonorable discharge, and 
they must have served 90 or more days of active 
duty, at least 1 day of it during wartime. If they 
entered active duty after September 7, 1980, then 
in most cases, 24 months or more of active duty 
service are necessary for a Death Pension to even-
tually be paid. The Aid & Attendance and House-
bound Pensions provide some recurring income to 

pay for licensed home health aide or homemaker 
services.9

 
It is wise to contact a Veterans Services Officer 
before you file such a pension claim, as they can be 
a big help during the process. You can find a VSO 
through your state veterans’ affairs department or 
through the VFW, the Order of the Purple Heart, 
the American Legion, or the non-profit National 
Veterans Foundation.9

 
A final individual income tax return may 
be required for the deceased. You or your 
tax professional should consult I.R.S. Publica-
tion 17 for more detail. Also, search for “Topic 
356 - Decedents” on the I.R.S. website. Deduct-
ible expenses paid by the deceased before death 
can generally be claimed as deductions on such a 
return.10 
   
If you have been widowed, consider the 
future. In the coming days or weeks, you should 
arrange a meeting to review your retirement plan-
ning strategy, and your will, beneficiary designa-
tions, and estate plan may also need to be updated. 
The passing of your spouse may necessitate a new 
executor for your own estate. Any durable powers 
of attorney may also need to be revised.
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Charitable Contribution Limits
What are the limits for Donor-Advised Funds and Private Foundations?

Provided by Bruce Udell    

Among the big changes in the 2017 Tax Cuts and 
Jobs Act (TCJA) were new limits on standard and 
itemized deductions. These limits and restrictions 
created new hurdles when planning deductions 
with tax advantages in mind. An exception was 
charitable deduction, which remained an option 
for high-income individuals looking to create a 
donation for the charity of their choice.

Donor‑Advised Funds and Private Founda‑
tions. When making a charitable donation, two 
avenues to consider are donor-advised funds 
(DAFs) and private foundations (PFs). DAFs are 
established by public charities as a philanthropic 
vehicle; the donor can allow the donation to grow 
over time and advise on grants from the fund 
(assuming compliance approval), all while having 
an immediate tax benefit for that initial contri-
bution. Private foundations offer total control 
in terms of the grants you’ve made and their 
distribution.1,2   

In contrast, a private foundation tends to be larg-
er in size (sometimes in the millions of dollars) in 
comparison to DAFs (which can be set up with as 
little as $5,000) and generally represent a larger 
and less-flexible method of charitable giving.3

How much can you give? There are different tax 
considerations to keep in mind. Your limit in con-
tributing to a private foundation is 30% of your 
adjusted gross income (AGI) in the year you make 
that donation. On the other hand, the same limit 

for a DAF is up to 60% of your AGI.1

What about long-term appreciated marketable se-
curities? Your limit to a private foundation is 20% 
of AGI for the year of the donation. For a DAF, it’s 
30% of AGI.1

Advantages to consider. There are advantages 
to both private foundations and donor-advised 
funds, both in terms of tax deductions and the 
control that you may exercise over how the funds 
are dispersed.1,4 

However, you should also be aware that the I.R.S. 
is on the lookout for those who may use the flex-
ibility of donor-advised funds to create improper 
distributions, which may, for instance, directly 
benefit a donor’s family. For this reason, among 
others, it’s best to have several conversations 
with a trusted tax and financial professional, who 
can both assist you in the creation of any such 
entity as well as help you manage your charitable 
giving.1,4  
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