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Foreword
by Phil Gordon

When I met Marissa Chien about seven years ago, my financial
life was a mess. Like many professional gamblers, I had neglected
many of my financial responsibilities. Being a “winner” makes that
easy to do. The money just seems to roll in and there’s always enough
to cover whatever tournament buy-ins are required and whatever ex-
penses are necessary.

I've been a professional poker player now for about 12 years.
Knock on wood, I've never had a losing year. Not everyone can run so
good for so long. By my estimates, about 80% of the professional play-
ers you see on TV on a regular basis have been broke or are currently
broke. It happens. This is a risky business. And at the end of the day,
every dime you can save on taxes is a dime that mitigates your risk of
going broke. It’s “saving bets” that counts the most over the long term,
not only in gambling, but also with the IRS.

Take my advice: Get on board with a solid accounting plan. You
may not be able to use Marissa as your personal accountant like I'm
fortunate enough to do. But you can use the solid information in this
book, available nowhere else as far as I know, to stay square with the
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taxman, neither underpaying nor overpaying what you owe on your
gambling winnings.

I used to absolutely dread April 15. Now it’s just another day
when I can go down to the casino and win some money and build my
bankroll.

Best of luck, and may you be fortunate enough to have to pay
some taxes on your gambling winnings year after year.

—Phil Gordon, poker professional



Author’s Notes

JEAN SCOTT

This Second Edition of Tax Help for Gamblers is the culmination
of 10 years of continuing research into the ever-changing tax world
for gamblers. Because of the expansion of gambling into so many new
areas of the country, there have been advances, as both the IRS and
state governments have become more knowledgeable about gambling
issues. Yea, I might even say that some have become more sympathetic
to gamblers. But it’s still a very rocky road, just as it was when I first
thought about it a decade ago.

Actually, this whole thing began as a single chapter in my ear-
lier book More Frugal Gambling. Due to my own experiences and the
many questions casino players asked me, I knew that tax implications
connected to gambling were a big mystery to most people, and I began
researching the subject. I read as many IRS publications as I could
find and searched widely for tax information on the Internet. I talked
to present and former IRS agents and to many tax preparers, accoun-
tants, and lawyers.

I discovered that the IRS offers surprisingly few details to guide
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gamblers through the tax maze in which they find themselves. Fur-
thermore, I found what the IRS does say is often general, vague, open
to individual interpretation, and even contradictory. This may have
been done intentionally, so that most gambling issues would fit un-
der a large umbrella of general guidelines. Or, more likely, it’s typical
government bureaucracy that is slow to keep up with changing times.

Whatever the reason, it’s difficult for an individual taxpayer to
know exactly how to treat his particular gambling circumstances, and
it has even ended up confusing the IRS itself. Therefore, you can’t call
one IRS phone number and get the final and absolute answer to your
questions on gambling and federal income taxes—calling and talking
to 10 different IRS representatives might give you up to 10 varying
pieces of advice. Two auditors sitting next to each other in the same
office could hear the same information and come up with entirely dif-
ferent results.

In addition, I quickly learned that many tax preparers aren’t
knowledgeable about gambling issues, even if they’re experts in other
tax areas. For many years before we moved to Las Vegas, I had to
educate my otherwise-excellent accountants about gambling issues,
though my own knowledge was extremely limited at the time.

However, when we moved to Vegas, Brad and I were fortunate to
find a fellow gambler who was also a tax accountant—Marissa Chien.
Finally, I had someone who, as a gambler as well as an Enrolled Agent,
was knowledgeable about both gambling and taxes and could do our
tax returns in such a way that we could be relatively certain that all
the bases were covered accurately. Marissa gave me so much valuable
input for my tax chapter, which she had kindly offered to edit, that I
realized this was a much broader subject than I'd originally imagined.

A lightbulb came on in my head: I needed more of Marissa’s input
to cover this subject adequately, and it was definitely too much for one
chapter in a book. It needed a whole book to itself, one that Marissa
and I should write together. So that is how Tux Help for Gamblers was
born.

We've retained most of the text of the original chapter, written
in my folksy layman’s style. Marissa went through it and added im-



Author’s Notes XV

portant information to explain some of the whys and hows of this
complex subject, including tax-code specifics, relevant court cases, and
professional comments. She also prepared the charts and forms in the
section on state taxes and in the Appendix, to help readers better see
the practical application of the information we cover.

Although the publisher has put a disclaimer in the front of this
book, Marissa and I want to add some cautions here. I'm a teacher
and a writer by profession, not an accountant or lawyer. Although I
try to be clear in differentiating between facts and opinions, I want
to emphasize that no one should base his or her actions solely on the
information in this book. Even though Marissa is a qualified Enrolled
Agent and has more technical knowledge in this area than I do, she
strongly concurs. The information here is provided merely to help you
become more knowledgeable about some of the thorny issues in this
complex field.

Another caution: There are limitations with any tax information
written in this (or any) book. Government tax policy is not a placid
pond. It's an ever-changing river, with treacherous rapids along the
way. Even professional tax preparers wage a constant battle to keep up
to date on the changes; most individual taxpayers don’t have a chance.
Often, the first versions of commercial software you buy to help you
do your own taxes have to be updated during the same tax season. This
is the reason many knowledgeable and experienced do-it-yourself tax-
payers still have a professional look over their returns just before they
submit them to the government.

As always, we advise that you seek the advice of a tax professional
to guide you in your personal tax decisions.

MARISSA CHIEN

I'm a gambler myself. I owe a lot of what I know about video pok-
er and maximizing my gambling dollar to the expertise of Jean Scott
and her writing about smart gambling. Even with my specialization in
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taxes, when I tried to accurately report my gambling activities on my
own tax returns, I began to realize that the laws relating to gambling
are not very specific as they pertain to today’s gambling environment.
Even as a tax professional, I was finding it difficult to find clear guid-
ance.

And if it was intricate for me, it’s no surprise that the general
public doesn’t have a clue. Just from writing a couple of columns a year
tor the Las Vegas Advisor on the subject and preparing other gamblers’
returns, not a week goes by that I don’t get a call from someone from
around the country asking for my help. No book out there deals with
the nuances of gambling and tax returns completely enough to show
how the IRS auditors look at this issue, and the IRS publications leave
you with more questions than answers. With the proliferation of ca-
sinos—combined with the increased focus by the IRS on gamblers—
this will become more of a problem for more taxpayers in the future.

Many people say, “I just give my tax preparer any paperwork I get
from a casino and he/she takes care of all the details; I don’t need to
know all this stuff.” The problem with this is that many of these tax
professionals aren’t gamblers themselves, thus aren’t knowledgeable
about the accompanying tax issues. So even though you don’t do your
own tax returns, you should have at least a basic knowledge of tax is-
sues so that you're able to choose a knowledgeable tax preparer and
provide enough records that he or she can do the best job.
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“If you want to make bets, your odds would be bet-
ter to go to a casino.”

—Ex-IRS Commissioner Charles Rossotti, warning taxpayers
just before the tax deadline in April 2001 not to be tempted by
falling audit rates to cheat.

1
The Basics

[Editor’s Note: The writer alternates throughout the book between
Jean and Marissa. When a change occurs, the writer is identified in the

beginning of the first paragraph.]

JEAN: “Paying taxes on my gambling wins? You've got to be kid-
ding. Sure, sometimes I win, but my losses are always much larger
than my wins by the end of the year. So I don’t have to mess with it on
my federal or state tax returns.”

Wrong! You probably should “mess with it,” especially if you hold

any of the following common, but mistaken, beliefs:

* I can lump together all my wins and losses for the year and, if
I have a net loss, I don’t need to put wins or losses on my income tax
returns. After all, I didn’t have any gambling income.

* The IRS can’t “catch” me, even if I win a lot of money gam-
bling, as long as it’s done slowly over a considerable period of time in
different gambling venues and I get no official forms like a W-2G or
1099.
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* Federal and state tax agencies know most gamblers lose over the
long term, so they aren’t very interested in auditing them.

* If I do get a few W-2Gs, I can just count that total as my gam-
bling income for the year and be safe in an IRS audit.

* If I gamble online, the IRS doesn’t get any records of this, so I
don’t have to report any of my winnings.

* If I gamble on a cruise ship in waters three miles from U.S. soil,
I don’t need to report my winnings.

* If I play poker only in home games, I do not have to report my
winnings.

* Winnings from illegal gambling are not taxable.

Before we go any further, let me emphasize: The purpose of this
book is not to moralize about reporting or not reporting your gambling
wins and losses. However, as casinos spring up around the country
and, as a result, more and more people gamble, the IRS is becoming
more interested in this area of potential under-reporting. If you report
any W-2Gs, or don’t include them when you've been issued them, it's
becoming more likely you'll be asked by the IRS to provide more de-
tails of your gambling. And it’s becoming more likely that you might
be questioned about gambling if you come to the attention of the IRS
for other reasons, even a routine audit.

MARISSA: However, you should also know that the IRS can’t go
on “fishing expeditions” if you're being audited. When the IRS audits
you, they have to tell you specifically which area of your tax return
they’re examining. For example, if they’re questioning the part of your
return that shows you’re claiming a room of your home for a business
office, they must keep their investigation and questions to that one
subject. However, if you open the door by commenting on other sub-
jects, i.e., gambling, then they can question you about that area. (‘This
is the reason it’s usually best to have professionals speak for you at an
audit—they know to stick carefully to the subject at hand. Taxpayers
are often so nervous that they ramble all over the place in their effort
to “explain.”)
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You should be aware that the Criminal Investigative Division
(CID) of the IRS is beginning to investigate gamblers more thor-
oughly. The CID looks for people who willfully, with intent, try to
defraud the IRS by under-reporting income or overstating losses and
deductions. And they like to jump at the chance to leverage the pub-
licity that they would get by making an example out of a gambler who
is not properly reporting his gambling income.

Remember, not reporting income constitutes tax evasion and can
have severe consequences. Just look at Richard Hatch, winner of the
first TV “Survivor” show, who was sent to prison for skipping just one
“little” detail on his tax return, his win of one million dollars!

JEAN: A Nevada note. On July 1, 2007, Nevada casinos, which for
many years had been permitted to operate under the slightly different
rules of state statue Regulation 6A, were required to switch to the Title
31 federal reporting rules that other states had been following for years.
I discuss these new rules in Chapter 5 under the topic of “Big Brother
is Watching You.” The main difference that’s bothering gamblers is
that they’re now asked for their Social Security numbers more often
and for smaller amounts than $10,000. It’s a catch-22 situation. You
aren’t required by law to give your SS number when buying in or cash-
ing out for amounts that don’t put you over the $10,000 report trigger
tor the day. However, the casinos are being more aggressive in asking
for it anyway (so they won’t accidentally run afoul of the new reporting
rules and find themselves in a messy audit), and they may fill out that
dreaded SAR (suspicious activity report) if you refuse to give it.

Supposedly, these stricter federal rules were forced on Nevada
to stop money laundering by ter-

rorists after 9/11, but some have "
May you get so many royal

) flushes that you'll have an
the government to better track in- income tax problem.”

speculated that it’s really a way for

dividual gambling action, so more
taxes can be collected on previ- —A wish for us from Jean's friend
and Las Vegas e-newsletter

ously unreported winnings. publisher, Billhere.
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GAMING WINS AS INCOME

JEAN: IRS publications clearly state that gambling winnings are
income and must be reported. The instruction booklets that come with
tax forms list gambling winnings as one type of income to be put un-
der “Other Income.” One court case put it this way: “It is illegal not to
report winnings, and you’re risking possible prosecution for criminal
tax evasion.”

This means gambling winnings from legal, or even illegal, sources
anywhere in the world: lotteries, raffles, drawings, prizes; racetracks;
bingo games; and casino games, whether they’re on Native American
reservations, cruise ships, the Internet, or in another country. It means
all gambling winnings, whether you get a W-2G, a 1099, or no pa-
perwork at all.

MARISSA: Internal Revenue Code (IRC), section 61, states that
... gross income means all income from whatever source derived. For ex-
ample, if you sit down and play a penny slot machine for an hour,
happen to win $1, and walk away, you’re technically required to report
it on line 21, “Other Income,” of Form 1040, even though there’s no
paper trail to your “income.”

JEAN: Many people think they understand the gambling-income
concept. “Hey, I'd be glad to report income for a year in which I actu-
ally won money gambling, but that hasn’t happened yet.” What they
don’t understand is that the IRS is not talking about one net win-or-
loss figure at the end of the tax year, but win/loss figures for individual

gambling sessions. They say:
“My tax-law professor in law school | You cannot net out your

used to say (when asked if this or gambling for the year. You
that was taxable), “If you find a

. B must add up all the winning
penny on the street, it's taxable.

sessions and all the losing
—From Starr Piercy, Jean's attorney sister sessions Separately. To em-

phasize this, the IRS puts
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this, in plain non-technical easy-to-understand language, in the in-
structions that come with your tax forms: You cannot reduce your gam-

bling winnings by your gambling losses and report the difference.

MARISSA: In one famous court case in 1999, U.S.A. v. Scholl,
a heavy gambler was found guilty of under-reporting his gambling
income even though he was always a net loser at the end of the year.
Those years he had a net loss he didn’t report wins or losses. Years he
got W-2Gs, he reported only that amount as his win.

'The IRS must have information about both gambling income and
gambling losses in order to determine whether income tax is owed.
Whether Scholl believed (correctly or incorrectly) that he had lost
more than he had won is irrelevant; the fact is that Scholl failed to re-
port winnings and losses. “Whether there was an actual tax deficiency
is irrelevant because the statute is a perjury statute.” [United States v.
Marashi, 913 F.2d 724, 736 (9" Cir. 1990).]

Why was he accused of the more serious criminal offense of filing
a false federal-income-tax return, rather than the less serious offense
of violating tax laws? For one thing, he was a well-known Arizona Su-
perior Court judge and the IRS loves to make examples of prominent
taxpayers. However, another part of this case is that he was charged
with “structuring”—that is, trying to circumvent the currency transac-
tion reporting limits. He would make $5,000 cash deposits to differ-
ent banks on the same day and not inform the banks involved. This
is a federal offense. I'm just guessing here, but I think the IRS had a
stronger case with the two pieces combined than if they had just one
or the other. In any case, he was found guilty—but was sentenced to
probation only.

Obviously, this is an extreme example. However, when you sign
your return, the fine print says this is what you are doing: Under pen-
alty of perjury, I declare that I have examined the return and accompanying
schedules and statements, and to the best of my knowledge and belief, that
they are true, correct and complete. And be assured that having someone
else prepare your return does not relieve you of taking this final re-

sponsibility.
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