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It’s a (Very) Thin Line Between Payroll Tax 
Mistakes and Tax Fraud

Mistakes can happen when running 
payroll for employees – especially in 
a large company. Misreporting or fail-
ing to report income and withholdings 
for employees can result in tax fraud 
and the IRS will investigate to deter-
mine whether a business intentional-
ly or unintentionally provided false 
information. Either way, there can be 
serious consequences.

What is Tax Fraud?
Tax Fraud is intentional wrongdoing 
by a taxpayer, with the purpose of 
evading taxes. Civil fraud results in 
remedial actions taken by the govern-
ment, like assessing penalties or cor-
recting the tax return. Criminal fraud 
results in punitive actions, including 
fines and/or imprisonment. Tax fraud 
can result in both civil and criminal 
fraud penalties.

Employer Tax Obligations
Employers are obligated to report 
quarterly income and employment 
taxes withheld from their employees’ 
pay. The IRS tends not to be merciful 
when it comes to investigating and 
collecting what’s owed, especially if 
they catch even a whiff of fraud.

Typical Types of Payroll Tax 
Fraud
One of the most common practic-
es that the IRS considers tax fraud is 
when employers hire people and pay 
them in cash instead of running them 
through a formal payroll system. Since 

“The tax collector must  
love  poor people. 

He’s creating so many  
of them.”

        - Bill Vaughn
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these employees don’t appear on the 
payroll, the employer may not be-
lieve they need to deposit their payroll 
taxes. But the IRS says that they do.

If an employer mis-classifies their 
employees as independent contractors 
rather than as full-time employees, it 
could be viewed as fraudulent, since 
contractors fall under different pay-
roll tax requirements than do full-time 
workers. It could also look like the 
business intentionally avoided includ-
ing them on their payroll taxes, which 
is a crime.

Other common types of tax fraud can 
include underreporting employees’ 
wages (and possibly paying them in 
cash to make up the difference), fail-
ing to pay their payroll taxes, or failing 
to file payroll taxes on time – or at all.

What To Do When The IRS Says 
That The Tax Fraud Line Has 
Been Crossed
The legal protections surrounding at-
torney privilege are much more pow-
erful than civil privilege, which is why 
it’s best to get an attorney involved 
as soon as possible when defending 
someone accused of tax fraud.



Thank you for the Kind Words…
M.A. – Client 
“Ayar Law represented myself (an attorney) in an issue 
with the IRS.

When it was all said and done, NO fines, penalties or interest.

Could one ask for anything more?”

J.T. – Client
“Ayer law has been a great help in a very anxious situation. They took over 
from the beginning and continue to guide us”

B.T. – Client
“Ayar law group did exactly what they said they would> They settled my 
current dept with IRS for pennies on the dollar and did it with excellence and 
perfection saving me thousands of dollars and stress!”
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Thief & Tax Evader Takes From  Needy Kids 
and Gives to Himself 

Saurabh Chawla, a Colorado businessman, was found guilty of trafficking in 
stolen goods and tax evasion. From 2009 to 2019 Chawla purchased more 
than 3.5 million dollars in goods he knew were stolen, from various individ-
uals, and resold the items on eBay.

Chawla purchased and resold 3,000 Apple iPods from a New Mexico public 
school employee who oversaw a program to provide the iPods to underpriv-
ileged Native American children. Over the course of seven years he paid the 
school employee, Kristy Stock, $800,000. Chawla also purchased 1.5 mil-
lion dollars in stolen goods from a FedEx employee who figured out how to 
steal the items without getting caught. Chawla resold these goods for more 
than three million dollars.

The stolen goods were sent to a relative of 
Chawla’s, who was paid $60,000 a year 
to handle storage and shipping. Chawla 
also helped the relative evade taxes on 
the income.

Chawla was sentenced to 66 months in 
prison, ordered to pay $713,619 to the 
IRS and forced to forfeit his Tesla and 
$2,308,062.61 from accounts held in his 
name and the sale of property in Colorado.

Employee Steals from 
Church and Has to 
Answer to  Higher 
Power and The IRS

The former head of con-
struction and land man-
agement at the Catholic 
Diocese of St. Augustine 
in Florida was sentenced to 
33 months in prison for tax 
and wire fraud charges.
Charles Jon David was re-
sponsible for selling land 
owned by the church, and 
in 2013 sold a property to 
two individuals for well 
under market value. After 
the purchase was made 
David was paid $229,500 
by the buyers, who later 
sold the property for a sub-
stantial profit.
On another occasion David 
arranged for the sale of an-
other church property for 
$150,000, while already 
having another buyer lined 
up to buy the property from 
the first buyer for $250,000. 
Both transactions happened 
on the same day and David 
made $44,000 from this sale.
David failed to report any 
of this income on his tax 
returns. In addition to the 
33 month prison sentence 
he was ordered to pay 
$273,000 to the Catholic 
Diocese and $111,000 in 
restitution to the IRS.

https://ayarlaw.com/
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Tax Problems

I’d Like to Hear From You!
If your client  has a problem with the IRS and you have questions about 
how you can help them - remember that you  can call me anytime, no-
charge. My direct line is 248-350-4000.

resolved
The IRS had assessed our client’s business over $599,000 in penalties.

Ayar Law took on the IRS and successfully negotiated the removal of all penalties. 

IRS Crime Investigators Moving to the Digital Age 
with Billboards

IRS Criminal Investigations (IRS-CI), in partnership with New York State 
Crime Stoppers, has launched its first ever digital billboard campaign with the 
hope of catching tax evaders. The billboard, which is part of a 12-week public 
service campaign, is off the Kensington Expressway in Buffalo, New York. It 
includes a hotline that people can use to report possible financial crimes. 
IRS-CI conducts investigations 
involving tax, bankruptcy, cor-
porate and healthcare fraud, em-
ployment tax, financial institu-
tion fraud, gaming, identity theft, 
money laundering and public cor-
ruption. They have a 90% federal 
conviction rate.

Founding father, Sam 
Adams may have made 
good beer, but he was lousy 
at collecting taxes. Elected 
Boston’s tax collector in 
1756, Adams overlooked 
many debts from people 
with financial or medical 
difficulties. Since tax col-
lectors were personally li-
able for uncollected taxes, 
Adams eventually owed 
the equivalent of over 
$1,000,000 and his wealthy 
friends needed to pitch-in to 
pay his debt.

 
Only the United States and 
Eritrea, in Africa, require 
citizens to pay income 
taxes if they work and live 
outside the country.

https://ayarlaw.com/


Venar Ayar presents...

Webinars & Events of Interest

Go to MyCPE at https://ayarlaw.com/mycpe to view a range of Venar Ayar’s 
presentations on important tax resolution topics.

In December, Venar Ayar will again be presenting in the ad-
vanced track of the annual University of Michigan Tax Seminars. 
For information and to register, go to the conference website at -  
https://conferences.umich.edu/participants/tax-seminars/.

Venar Ayar will share his experience, insights and best practices for helping 
clients who are being audited by the IRS in a webinar entitled “Respectfully 
Disputing Tax Liability” as a part of the MICPA’s December 9th Fall 
Learning Showcase. For more information - https://micpa.org/cpe/store/
course-detail?ProductId=116980.

http://ayarlaw.com/mycpe
https://micpa.org/cpe/store/course-detail?ProductId=116980
https://micpa.org/cpe/store/course-detail?ProductId=116980
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