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 i  •  Course Information

FRIVOLOUS TAX POSITIONS

This course discusses various frivolous tax arguments and scams in relation to a federal tax preparer’s 
ethical obligations under IRS Circular 230. Additional information is provided on the civil and criminal 
penalties that can apply to your clients and the various penalties that can apply to you, the tax preparer, 
that violates ethical standards and your obligations under Circular 230.  

LEARNING ASSIGNMENTS AND OBJECTIVES 

As a result of studying each assignment, you should be able to meet the objectives listed below each 
individual assignment.

SUBJECTS

Frivolous Tax Positions

Study the course materials from pages 1 to 40
Complete the review questions at the end of each chapter
Answer the exam questions 1 to 10

Objectives:

• Recognize characteristics of common frivolous tax positions.
• ,GHQWLI\�WKH�SHQDOWLHV�DQG�¿QHV�WKDW�PD\�EH�DVVHVVHG�LQ�IULYRORXV�WD[�FDVHV�
• Identify the current “Dirty Dozen” tax scams.
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NOTICE

This course is sold with the understanding that the publisher is not engaged in rendering legal, accounting, or 
other professional advice and assumes no liability whatsoever in connection with its use. Since laws are constantly 
changing, and are subject to differing interpretations, we urge you to do additional research and consult appropriate 
experts before relying on the information contained in this course to render professional advice.

Limit of Liability/Disclaimer of Warranty: While the publisher and author have used their best 
efforts in preparing this book, they make no representations or warranties with respect to the 
DFFXUDF\�RU�FRPSOHWHQHVV�RI�WKH�FRQWHQWV�RI�WKLV�ERRN�DQG�VSHFL¿FDOO\�GLVFODLP�DQ\�LPSOLHG�
ZDUUDQWLHV�RU�PHUFKDQWDELOLW\�RU�¿WQHVV�IRU�D�SDUWLFXODU�SXUSRVH��1R�ZDUUDQW\�PD\�EH�FUHDWHG�
or extended by sales representatives or written sales materials. The advice and strategies 
contained herein may not be suitable for your situation. You should consult with a professional 
ZKHUH�DSSURSULDWH��1HLWKHU�WKH�SXEOLVKHU�QRU�DXWKRU�VKDOO�EH�OLDEOH�IRU�DQ\�ORVV�RI�SUR¿W�RU�DQ\�
other commercial damages, including but not limited to special, incidental, consequential, or 
other damages.

The End User shall be permitted to use the Licensed Content for internal purposes only and 
not for resale or distribution. The Licensed Content is provided on an “as is” basis and with-
RXW�DQ\�ZDUUDQWLHV�RI�DQ\�NLQG��H[SUHVV�RU�LPSOLHG��&&+�,1&25325$7('�$1'�,76�/,&(1-
6256�$1'�$)),/,$7(6�',6&/$,0�$//�:$55$17,(6�:,7+�5(63(&7�72�7+(�/,&(16('�
&217(17��(;35(66�25�,03/,('��,1&/8',1*�%87�127�/,0,7('�72��:$55$17,(6�
2)�0(5&+$17$%,/,7<��),71(66�)25�$�3$57,&8/$5�385326(��121�,1)5,1*(0(17��
7,7/(��48,(7�(1-2<0(17�$1'�,1)250$7,21�&203/(7(1(66��&855(1&<�25�$&-
CURACY.

End User assumes all responsibilities and obligations with respect to the selection of the Li-
censed Content to achieve End User’s intended results. End User assumes all responsibilities 
and obligations with respect to any decision or advice made or given as a result of the use or 
DSSOLFDWLRQ�RI�WKH�/LFHQVHG�&RQWHQW��&&+�DQG�LWV�OLFHQVRUV�DQG�DI¿OLDWHV�DUH�QRW�HQJDJHG�LQ�WKH�
rendering of legal, accounting, tax or other professional advice or services. If legal, accounting, 
tax or other expert assistance is required, the services of a competent professional should be 
sought.

This course is sold with the understanding that the publisher is not engaged in rendering legal, 
accounting, or other professional advice and assumes no liability whatsoever in connection 
with its use. Since laws are constantly changing, and are subject to differing interpretations, we 
urge you to do additional research and consult appropriate experts before relying on the infor-
mation contained in this course to render professional advice.

��3DFL¿F�&3(��/3�����

3URJUDP�SXEOLFDWLRQ�GDWH�����������
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EXAM OUTLINE

• TEST FORMAT: 7KH�¿QDO�H[DP�IRU�WKLV�FRXUVH�FRQVLVWV�RI����PXOWLSOH�FKRLFH�TXHVWLRQV�
DQG�LV�EDVHG�VSHFL¿FDOO\�RQ�WKH�LQIRUPDWLRQ�FRYHUHG�LQ�WKH�FRXUVH�PDWHULDOV�

• $&&(66�),1$/�(;$0��/RJ�LQ�WR�\RXU�DFFRXQW�DQG�FOLFN�7DNH�([DP��$�FRS\�RI�WKH�¿QDO�
exam is provided at the end of these course materials for your convenience, however you 
must submit your answers online to receive credit for the course.

• /,&(16(�5(1(:$/�,1)250$7,21��7KLV�FRXUVH�TXDOL¿HV�IRU���&3(�KRXUV�

• PROCESSING: <RX� ZLOO� UHFHLYH� WKH� VFRUH� IRU� \RXU� ¿QDO� H[DP� LPPHGLDWHO\� DIWHU� LW� LV�
submitted. A score of 70% or better is required to pass. 

• &(57,),&$7(�2)�&203/(7,21��Will be available in your account to view online or 
print. If you do not pass an exam, it can be retaken free of charge.
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FRIVOLOUS TAX POSITIONS

Chapter Objectives

After completing this chapter, you should be able to:
• Recognize characteristics of common frivolous tax positions.
• ,GHQWLI\�WKH�SHQDOWLHV�DQG�¿QHV�WKDW�PD\�EH�DVVHVVHG�LQ�IULYRORXV�WD[�FDVHV�
• Identify the current “Dirty Dozen” tax scams.

I. FRIVOLOUS TAX ARGUMENTS IN GENERAL

$��7+(�92/817$5<�1$785(�2)�7+(�)('(5$/�,1&20(�7$;�6<67(0

���&RQWHQWLRQ��7KH�¿OLQJ�RI�D�WD[�UHWXUQ�LV�YROXQWDU\�

6RPH�WD[SD\HUV�DVVHUW�WKDW�WKH\�DUH�QRW�UHTXLUHG�WR�¿OH�IHGHUDO�WD[�UHWXUQV�EHFDXVH�WKH�¿OLQJ�RI�D�WD[�
UHWXUQ�LV�YROXQWDU\��3URSRQHQWV�RI�WKLV�FRQWHQWLRQ�SRLQW�WR�WKH�IDFW�WKDW�WKH�,56�WHOOV�WD[SD\HUV�LQ�WKH�)RUP�
1040 instruction book that the tax system is voluntary. Additionally, these taxpayers frequently quote 
Flora v. United States������8�6����������� �������� IRU� WKH�SURSRVLWLRQ� WKDW� ³>R@XU�V\VWHP�RI� WD[DWLRQ� LV�
based upon voluntary assessment and payment, not upon distraint.”

7KH�/DZ��7KH�ZRUG�³YROXQWDU\�´�DV�XVHG�LQ�)ORUD�DQG�LQ�,56�SXEOLFDWLRQV��UHIHUV�WR�RXU�V\VWHP�RI�DOORZLQJ�
taxpayers initially to determine the correct amount of tax and complete the appropriate returns, rather 
WKDQ�KDYH�WKH�JRYHUQPHQW�GHWHUPLQH�WD[�IRU�WKHP�IURP�WKH�RXWVHW��7KH�UHTXLUHPHQW�WR�¿OH�DQ�LQFRPH�WD[�
UHWXUQ�LV�QRW�YROXQWDU\�DQG�LV�FOHDUO\�VHW�IRUWK�LQ�VHFWLRQV������D��������D���HW�VHT���DQG������D��RI�WKH�
,QWHUQDO�5HYHQXH�&RGH��6HH�DOVR�7UHDV��5HJ�������������D��

Any taxpayer who has received more than a statutorily determined amount of gross income in a given 
WD[�\HDU�LV�REOLJDWHG�WR�¿OH�D�UHWXUQ�IRU�WKDW�WD[�\HDU��)DLOXUH�WR�¿OH�D�WD[�UHWXUQ�FRXOG�VXEMHFW�WKH�QRQ�
FRPSOLDQW�LQGLYLGXDO�WR�FLYLO�DQG�RU�FULPLQDO�SHQDOWLHV��LQFOXGLQJ�¿QHV�DQG�LPSULVRQPHQW��,Q�United States 
v. Tedder�� ���� )��G� ����� ���� ���WK� &LU�� ������� WKH� FRXUW� VWDWHG� WKDW�� ³DOWKRXJK� 7UHDVXU\� UHJXODWLRQV�
establish voluntary compliance as the general method of income tax collection, Congress gave the 
Secretary of the Treasury the power to enforce the income tax laws through involuntary collection . . . . 
The IRS’ efforts to obtain compliance with the tax laws are entirely proper.” The IRS warned taxpayers 
RI�WKH�FRQVHTXHQFHV�RI�PDNLQJ�WKLV�IULYRORXV�DUJXPHQW� LQ�5HY��5XO������������������&�%������DQG�LQ�
1RWLFH������������������,�5�%������

���&RQWHQWLRQ��3D\PHQW�RI�IHGHUDO�LQFRPH�WD[�LV�YROXQWDU\�

In a similar vein, some argue that they are not required to pay federal taxes because the payment 
RI� IHGHUDO� WD[HV� LV� YROXQWDU\�� 3URSRQHQWV� RI� WKLV� SRVLWLRQ� DUJXH� WKDW� RXU� V\VWHP� RI� WD[DWLRQ� LV� EDVHG�
upon voluntary assessment and payment. They frequently claim that there is no provision in the Internal 
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Revenue Code or any other federal statute that requires them to pay or makes them liable for income 
taxes, and they demand that the IRS show them the law that imposes tax on their income. They argue 
that, until the IRS can prove to these taxpayers’ satisfaction the existence and applicability of the income 
WD[�ODZV��WKH\�ZLOO�QRW�UHSRUW�RU�SD\�LQFRPH�WD[HV��7KHVH�LQGLYLGXDOV�RU�JURXSV�UHÀH[LYHO\�GLVPLVV�DQ\�
attempt by the IRS to identify the laws, thereby continuing the cycle. The IRS discussed this frivolous 
position at length and warned taxpayers of the consequences of asserting it in Rev. Rul. 2007-20, 2007-
��&�%������DQG�LQ�1RWLFH������������������,�5�%������

7KH�/DZ��The requirement to pay taxes is not voluntary. Section 1 of the Internal Revenue Code clearly 
imposes a tax on the taxable income of individuals, estates, and trusts, as determined by the tables set 
IRUWK�LQ�WKDW�VHFWLRQ���6HFWLRQ����LPSRVHV�D�WD[�RQ�FRUSRUDWLRQV¶�WD[DEOH�LQFRPH��

)XUWKHUPRUH��WKH�REOLJDWLRQ�WR�SD\�WD[�LV�GHVFULEHG�LQ�VHFWLRQ�������ZKLFK�UHTXLUHV�WD[SD\HUV�WR�VXEPLW�
SD\PHQW�ZLWK�WKHLU�WD[�UHWXUQV��)DLOXUH�WR�SD\�WD[HV�FRXOG�VXEMHFW�WKH�QRQ�FRPSO\LQJ�LQGLYLGXDO�WR�FULPLQDO�
SHQDOWLHV��LQFOXGLQJ�¿QHV�DQG�LPSULVRQPHQW��DV�ZHOO�DV�FLYLO�SHQDOWLHV�

In United States v. Drefke������)��G������������WK�&LU���������WKH�(LJKWK�&LUFXLW�&RXUW�RI�$SSHDOV�VWDWHG��
LQ�GLVFXVVLQJ�VHFWLRQ�������WKDW�³ZKHQ�D�WD[�UHWXUQ�LV�UHTXLUHG�WR�EH�¿OHG��WKH�SHUVRQ�VR�UHTXLUHG�µVKDOO¶�
SD\�VXFK�WD[HV�WR�WKH�LQWHUQDO�UHYHQXH�RI¿FHU�ZLWK�ZKRP�WKH�UHWXUQ�LV�¿OHG�DW�WKH�¿[HG�WLPH�DQG�SODFH��
7KH�VHFWLRQV�RI� WKH� ,QWHUQDO�5HYHQXH�&RGH� LPSRVHG�D�GXW\�RQ�'UHINH� WR�¿OH� WD[� UHWXUQV�DQG�SD\� WKH�
appropriate rate of income tax, a duty which he chose to ignore.”

Although courts, in rare instances, have waived civil penalties because they have found that a taxpayer 
relied on an IRS misstatement or wrongful misleading silence with respect to a factual matter, there have 
been no cases in which the IRS’s lack of response to a taxpayer’s inquiry has relieved the taxpayer of 
the duty to pay tax due under the law. Such an estoppel argument does not, however, apply to a legal 
matter such as whether there is legal authority to collect taxes. See, e.g., McKay v. Commissioner, 102 
7�&�������������

���&RQWHQWLRQ��7D[SD\HUV�FDQ�UHGXFH�WKHLU�IHGHUDO�LQFRPH�WD[�OLDELOLW\�E\�¿OLQJ�D�³]HUR�UHWXUQ´�

6RPH� WD[SD\HUV� DWWHPSW� WR� UHGXFH� WKHLU� IHGHUDO� LQFRPH� WD[� OLDELOLW\� E\� ¿OLQJ�D� WD[� UHWXUQ� WKDW� UHSRUWV�
QR�LQFRPH�DQG�QR�WD[�OLDELOLW\��D�³]HUR�UHWXUQ´��HYHQ�WKRXJK�WKH\�KDYH�WD[DEOH�LQFRPH��0DQ\�RI�WKHVH�
taxpayers also request a refund of any taxes withheld by an employer. These individuals typically attach 
WR�WKH�]HUR�UHWXUQ�D�³FRUUHFWHG´�)RUP�:���RU�DQRWKHU�LQIRUPDWLRQ�UHWXUQ�WKDW�UHSRUWV�LQFRPH�DQG�LQFRPH�
tax withholding, relying on one or more of the frivolous arguments discussed throughout this outline to 
support their position.

7KH�/DZ��$�WD[SD\HU� WKDW�KDV�WD[DEOH� LQFRPH�FDQQRW� OHJDOO\�DYRLG� LQFRPH�WD[�E\�¿OLQJ�D�]HUR�UHWXUQ��
6HFWLRQ� ��� SURYLGHV� WKDW� JURVV� LQFRPH� LQFOXGHV� DOO� LQFRPH� IURP�ZKDWHYHU� VRXUFH� GHULYHG�� LQFOXGLQJ�
compensation for services. Courts have repeatedly penalized taxpayers for making the frivolous 
DUJXPHQW� WKDW� WKH�¿OLQJ�RI�D�]HUR�UHWXUQ�FDQ�DOORZ�D� WD[SD\HU� WR�DYRLG� LQFRPH�WD[� OLDELOLW\�RU�SHUPLW�D�
UHIXQG�RI�WD[�ZLWKKHOG�E\�DQ�HPSOR\HU��&RXUWV�KDYH�DOVR�LPSRVHG�WKH�IULYRORXV�UHWXUQ�DQG�IDLOXUH�WR�¿OH�
penalties because these forms do not evidence an honest and reasonable attempt to satisfy the tax laws 
RU�FRQWDLQ�VXI¿FLHQW�GDWD�WR�FDOFXODWH�WKH�WD[�OLDELOLW\��ZKLFK�DUH�QHFHVVDU\�HOHPHQWV�RI�D�YDOLG�WD[�UHWXUQ��
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See Beard v. Commissioner�����7�&����������������������)XUWKHUPRUH��LQFOXGLQJ�WKH�SKUDVH�³QXQF�SUR�
tunc” or other legal phrase has no legal effect and does not serve to validate a zero return. See Rev. 
5XO�������������������&�%�������1RWLFH������������������,�5�%�������7KH�,56�ZDUQHG�WD[SD\HUV�RI�WKH�
FRQVHTXHQFHV�RI�PDNLQJ�WKLV�IULYRORXV�DUJXPHQW�LQ�5HY��5XO������������������&�%������

���&RQWHQWLRQ��7KH�,56�PXVW�SUHSDUH�IHGHUDO�WD[�UHWXUQV�IRU�D�SHUVRQ�ZKR�IDLOV�WR�¿OH�

3URSRQHQWV�RI�WKLV�DUJXPHQW�FRQWHQG�WKDW�VHFWLRQ������E��REOLJDWHV�WKH�,56�WR�SUHSDUH�DQG�VLJQ�XQGHU�
SHQDOWLHV�RI�SHUMXU\�D�IHGHUDO�WD[�UHWXUQ�IRU�D�SHUVRQ�ZKR�GRHV�QRW�¿OH�D�UHWXUQ��7KRVH�ZKR�VXEVFULEH�WR�
WKLV�FRQWHQWLRQ�FODLP�WKDW�WKH\�DUH�QRW�UHTXLUHG�WR�¿OH�D�UHWXUQ�IRU�WKHPVHOYHV�

7KH�/DZ��6HFWLRQ������E��PHUHO\�SURYLGHV�WKH�,56�ZLWK�D�PHFKDQLVP�IRU�GHWHUPLQLQJ�WKH�WD[�OLDELOLW\�RI�
D�WD[SD\HU�ZKR�KDV�IDLOHG�WR�¿OH�D�UHWXUQ��6HFWLRQ������E��GRHV�QRW�UHTXLUH�WKH�,56�WR�SUHSDUH�RU�VLJQ�
XQGHU�SHQDOWLHV�RI�SHUMXU\�WD[�UHWXUQV�IRU�SHUVRQV�ZKR�GR�QRW�¿OH��DQG�LW�GRHV�QRW�H[FXVH�WKH�WD[SD\HU�
IURP�FLYLO�SHQDOWLHV�RU�FULPLQDO�OLDELOLW\�IRU�IDLOXUH�WR�¿OH�

���&RQWHQWLRQ��&RPSOLDQFH�ZLWK�DQ�DGPLQLVWUDWLYH�VXPPRQV�LVVXHG�E\�WKH�,56�LV�YROXQWDU\�

Some summoned parties may assert that they are not required to respond to or comply with an 
DGPLQLVWUDWLYH� VXPPRQV� LVVXHG� E\� WKH� ,56�� 3URSRQHQWV� RI� WKLV� SRVLWLRQ� DUJXH� WKDW� D� VXPPRQV� WKXV�
can be ignored. The Second Circuit’s opinion in Schulz v. IRS������)��G�������G�&LU���������³Schulz II´���
discussed below, is often inappropriately cited to support this proposition.

7KH�/DZ��A summons is an administrative device with which the IRS can summon persons to appear, 
testify, and produce documents. The IRS is statutorily authorized to inquire about any person who may 
be liable to pay any internal revenue tax, and to summon a witness to testify or to produce books, 
SDSHUV��UHFRUGV��RU�RWKHU�GDWD�WKDW�PD\�EH�UHOHYDQW�RU�PDWHULDO�WR�DQ�LQYHVWLJDWLRQ��,�5�&����������United 
States v. Arthur Young & Co.������8�6�������������������United States v. Powell������8�6�������������
6HFWLRQV������E��DQG������D��RI�WKH�,QWHUQDO�5HYHQXH�&RGH�JUDQW�MXULVGLFWLRQ�WR�GLVWULFW�FRXUWV�WR�HQIRUFH�
D�VXPPRQV��DQG�VHFWLRQ������E��JRYHUQV�WKH�JHQHUDO�HQIRUFHPHQW�RI�VXPPRQVHV�E\�WKH�,56�

6HFWLRQ� �����E�� DOORZV� FRXUWV� WR� LVVXH� DWWDFKPHQWV�� FRQVLVWHQW� ZLWK� WKH� ODZ� RI� FRQWHPSW�� WR� HQVXUH�
DWWHQGDQFH�DW�DQ�HQIRUFHPHQW�KHDULQJ�³>L@I�WKH�WD[SD\HU�KDV�FRQWXPDFLRXVO\�UHIXVHG�WR�FRPSO\�ZLWK�WKH�
DGPLQLVWUDWLYH�VXPPRQV�DQG�WKH�>,56@�IHDUV�KH�PD\�ÀHH�WKH�MXULVGLFWLRQ�´�Powell������8�6��DW����Q�����
see also Reisman v. Caplin������8�6����������������������QRWLQJ�WKDW�VHFWLRQ������E��DFWLRQV�DUH�LQ�WKH�
nature of contempt proceedings against persons who “wholly made default or contumaciously refused to 
FRPSO\´�ZLWK�DQ�DGPLQLVWUDWLYH�VXPPRQV�LVVXHG�E\�WKH�,56���8QGHU�VHFWLRQ������E���WKH�FRXUWV�PD\�DOVR�
impose contempt sanctions for disobedience of an IRS summons.

)DLOXUH�WR�FRPSO\�ZLWK�DQ�,56�DGPLQLVWUDWLYH�VXPPRQV�DOVR�FRXOG�VXEMHFW�WKH�QRQ�FRPSO\LQJ�LQGLYLGXDO�
WR�FULPLQDO�SHQDOWLHV��LQFOXGLQJ�¿QHV�DQG�LPSULVRQPHQW��,�5�&����������:KLOH�WKH�6HFRQG�&LUFXLW�KHOG�LQ�
Schulz II�WKDW��IRU�GXH�SURFHVV�UHDVRQV��WKH�JRYHUQPHQW�PXVW�¿UVW�VHHN�MXGLFLDO�UHYLHZ�DQG�HQIRUFHPHQW�
of the underlying summons and to provide an intervening opportunity to comply with a court order of 
enforcement before seeking sanctions for noncompliance, the court’s opinion did not foreclose the 
availability of prosecution under section 7210.
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%��7+(�0($1,1*�2)�,1&20(��7$;$%/(�,1&20(�$1'�*5266�,1&20(

��� &RQWHQWLRQ�� :DJHV�� WLSV�� DQG� RWKHU� FRPSHQVDWLRQ� UHFHLYHG� IRU� SHUVRQDO� VHUYLFHV� DUH� QRW�
income.

This argument asserts that wages, tips, and other compensation received for personal services are not 
income, arguing there is no taxable gain when a person “exchanges” labor for money. Under this theory, 
wages are not taxable income because people have basis in their labor equal to the fair market value 
RI�WKH�ZDJHV�WKH\�UHFHLYH��WKXV��WKHUH�LV�QR�JDLQ�WR�EH�WD[HG��$�YDULDWLRQ�RI�WKLV�DUJXPHQW�PLVFRQVWUXHV�
section 1341—which deals with computations of tax where a taxpayer restores a substantial amount 
held under claim of right— to claim a deduction for personal services rendered.

Another similar argument asserts that wages are not subject to taxation where individuals have obtained 
funds in exchange for their time. Under this theory, wages are not taxable because the Code does not 
VSHFL¿FDOO\�WD[�³WLPH�UHLPEXUVHPHQW�WUDQVDFWLRQV�´�6RPH�LQGLYLGXDOV�RU�JURXSV�DUJXH�WKDW�WKH�6L[WHHQWK�
Amendment to the United States Constitution did not authorize a tax on wages and salaries, but only on 
JDLQ�RU�SUR¿W�

7KH�/DZ��)RU� IHGHUDO� LQFRPH� WD[�SXUSRVHV�� ³JURVV� LQFRPH´�PHDQV�DOO� LQFRPH� IURP�ZKDWHYHU�VRXUFH�
GHULYHG� DQG� LQFOXGHV� FRPSHQVDWLRQ� IRU� VHUYLFHV�� ,�5�&�� �� ���� $Q\� LQFRPH�� IURP� ZKDWHYHU� VRXUFH��
LV� SUHVXPHG� WR� EH� LQFRPH� XQGHU� VHFWLRQ� ���� XQOHVV� WKH� WD[SD\HU� FDQ� HVWDEOLVK� WKDW� LW� LV� VSHFL¿FDOO\�
H[HPSWHG� RU� H[FOXGHG�� 6HH�5HHVH� Y��8QLWHG�6WDWHV�� ��� )��G� ����� ���� �)HG��&LU�� ������ �³DQ� DELGLQJ�
principle of federal tax law is that, absent an enumerated exception, gross income means all income 
IURP�ZKDWHYHU�VRXUFH�GHULYHG�´���,Q�5HY��5XO������������������&�%�������DQG�LQ�1RWLFH���������������
���,�5�%�������WKH�,56�DGYLVHG�WD[SD\HUV�WKDW�ZDJHV�DQG�RWKHU�FRPSHQVDWLRQ�UHFHLYHG�LQ�H[FKDQJH�IRU�
personal services are taxable income and warned of the consequences of making frivolous arguments 
to the contrary.

Section 1341 and the court opinions interpreting it require taxpayers to return funds previously reported 
as income before they can claim a deduction under claim of right. To have the right to a deduction, the 
taxpayer should appear to have had an unrestricted right to the income in question, but had to return 
the money. See Dominion Resources, Inc. v. United States������)��G�������WK�&LU���������7KH�,56��LQ�
5HY��5XO������������������&�%�������ZDUQHG�WD[SD\HUV�RI�WKH�FRQVHTXHQFHV�RI�IULYRORXVO\�FODLPLQJ�WKH�
section 1341 deduction when the taxpayer has not repaid an amount previously reported as income.

All compensation for personal services, no matter what the form of payment, must be included in gross 
income. This includes salary or wages paid in cash, as well as the value of property and other economic 
EHQH¿WV� UHFHLYHG�EHFDXVH�RI� VHUYLFHV� SHUIRUPHG�RU� WR� EH�SHUIRUPHG� LQ� WKH� IXWXUH��&ULPLQDO� DQG� FLYLO�
penalties have been imposed against individuals who rely upon this frivolous argument.

Though a handful of taxpayers who were criminally charged with violations of the internal revenue laws 
have avoided conviction, taxpayers should not mistake those few cases as indicative that frivolous 
positions that fail to yield criminal convictions are legitimate or that because one taxpayer escaped 
conviction, taxpayers are protected from sanctions resulting from noncompliance. While a few defendants 
KDYH�SUHYDLOHG��WKH�YDVW�PDMRULW\�DUH�FRQYLFWHG��)XUWKHUPRUH��HYHQ�LI�D�WD[SD\HU�LV�DFTXLWWHG�RI�FULPLQDO�


