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WASHINGTON—The Internal
Revenue Service announced un-
precedented tax relief for vic:
tims of Ponzi schemes, saying
those affected can deduct up to
95% of their losses immediately.

The move, which corre-
sponded with a congressional
hearing on the issue Tuesday, rep-
resents a significant relaxation
of longstanding limits on tax re-
lief for victims of investment
scams. It reflects the pressure of-
ficials are feeling to help individu-
alswho have been hurt in the cur-
rent financial crisis, particularly
atatime when public resentment
is growing over the billions of dol-
lars the government is directing
into troubled banks and other blg
corporations.

The IRS action drew praise .

from lawmakers, who have been
pondering legislation to help vic-
tims of swindlers such as Ber-
nard Madoff, who has pleaded

guilty to securities fraud and

- other charges, after confessing

to running’a $65 billion Ponzi

scheme. “It’s a rare day when
someone can be happy with the

IRS,” said Sen. Charles Schumer
(D., N.Y.)-at the hearing held by
the Senate Finance Committee.

The IRS guidance is more fa-
vorable to victims than prior po-
sitions the agency has taken,
said Robert Willens, a New York
tax adviser.

In broad terms, the IRS said
Ponzi scheme victims who aren’t
suing to recover their losses can
generally deduct up to 95% of
their qualified losses—minus
any potential recoveries from in-
surance or the Securities Inves-
tor Protection Corp.—in the year
the fraud is discovered. Those
pursuing third-party recoveries
can deduct 75% of relevant invest-
ments, after potential recover-
ies. The Securities Investor Pro-
tection Corp., or SIPC, is an orga-
nization designed to help inves-
tors at failed brokerage firms.

The IRS said victims wouldn’t
be subject to limits that apply to
personal casualty or theft losses
and could carry back net operat-
ing losses five years to offset
taxes paid, or forward 20 years.
Under prior rules, many inves-
tors had to subtract $100 and
10% of their adjusted gross in-

come from their loss deductions, -
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and could carry back losses only

. three years, or forward 20 years.

In another change, the IRS
said investors can include their
principal, as well as any so-
called phantom income they
have received over the years, in
their theft-loss deductions. Pre-
viously, the IRS allowed some
Ponzi scheme victims to deduct

only their principal as a theft

loss, not phantom income.

The changes left open a num-

ber of questions, including how
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to help people who had invested
in Ponzi schemes through non-
taxable accounts such as Individ-
ual Retirement Accounts. People
who invested indirectly through
feeder funds potentially face a
more complex situation in get-
ting relief under the changes.

Sen. Charles Grassley of
Iowa, the ranking Republican
on the Senate Finance Commit-
tee, said he was concerned that
the guidance would “encourage

.tax cheats to take- abuswe de-
ductions.” -

IRS Commissioner Douglas
Shulman said any taxpayers who
seek the new relief must file spe-
cial forms identifying them-
selves as Ponzi victims. That will
make it easier for the IRS to moni-
tor claims and “look behind
these, so we don’t have a lot of
fraud,” he said.

The government has also lim-
ited tax-loss claims by individual
investors that apply to normal
losses from trading, due to con-

cerns thatit couldresultinalarge

loss of government revenue. But
Sen. Maria Cantwell (D., Wash.)
‘Tuesday said Congress should
consider liberalizing those rules

- to help more consumers.
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