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J.S. Persons are taxed on their worldwide
income and non-U.S. persons are only
ed on income from U.S. sources.

IS context, “U.S. Persons” are defined to include:

ii)itizens and residents of the United States

~  + Domestic corporations and trusts

Treasury Regulations, § 1.1-1(b) Income tax on individuals

Treasury Regulations, § 1.1-1(a) Tax on corporations

IRC § 871(a) — Tax On Nonresident Alien Individuals
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itions without paying U.S. taxes, or in many instances, even
ncome taxes. This made foreign corporations a viable
Cle for those wishing to defer tax on their earnings and also for
wishing to evade tax altogether.

1iJl_Jpart F provisions only apply to Controlled Foreign Corporations
(CFC's) and are primarily directed at two types of income:

e Passive investment income

» Income derived from dealings with related corporations, shifting
income away from related parties located in high tax jurisdictions.
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hich more than 50% of the total stock (by vote or value) is
by U.S. shareholders on any day during the taxable year of
reign corporation.

3 ‘::AUS shareholder is defined as:

—

e U.S. person, as defined under IRC § 7701(a)(30), that owns, or is
treated as owning, 10% or more of the total voting power of the
foreign corporation’s voting stock.
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ANSWER: No. The requirement is that U.S. shareholders must own
more than 50% of the total stock (by vote or value). Since the U.S.
Person owns exactly 50%, this is not a CFC.
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Is this a CFC?

U.S. U.S. Non-U.S. Non-U.S. Non-U.S. Non-U.S.
on. Person . Person Person Person

15%

15%

9% 16%

Panamanian
Corporation

Z
-
-
-
-
L]

15



Is this a CFC?

U.S. U.S. Non-U.S. Non-U.S. Non-U.S. Non-U.S.

. Person  Person  Person

BISU6 15% 9%  16%

Panamanian
Corporation

ANSWER: No. The requirement is that “U.S. Shareholders” own more than
50% of the stock by vote or value). Since U.S. Shareholder only include those
U.S. persons with a 10% or greater ownership the above situation does not
qualify (the three “U.S. Shareholders” only own 46% of the stock).
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qualify as a CFC, then have they

successfully deferred the tax?
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o

Miitis not a CFC, then have they
. successfully deferred the tax?

?al Revenue Code § § 1291 — 1297 are also anti-
Srral sections. These code sections relate to
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~a. Any foreign Corporation in which

B I. 75 Percent or more of its gross income for the
taxable year consists of passive income

Or
ii. 50 percent or more of the average value

(generally based on the fair market value) of its
assets during the taxable year consist of assets
that produce, or are held for the production of
passive income.

b. IRS Section 1297 (d) —Any PFIC that is also a Controlled

Foreign Corporation (CFC) is not treated as a PFIC for

any 10% U.S. Shareholder (a U.S. shareholder is defined
under IRC Section 951(b)).
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Whatis a “PFIC”

5t common examples of PFICs are:

e . Foreign mutual funds,
¢ Money market funds, and
» Hedge funds

hese may be held directly or indirectly through a foreign account.

On the bank statement you would identify an asset as a PFIC if it has
*fund” in the name or if it is measured in “units.” (These funds are

established as Companies)

The key is that the taxpayer does not own the underlying asset
directly, but they own units or shares of the “fund.”
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5t common examples of PFICs are:

On the bank statement you would identify an asset as a PFIC if it has
E “in the name or if it is measured in “units.” (These funds are

established as Companies)

The key is that the taxpayer does not own the underlying asset
directly, but they own units or shares of the “fund.”
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j'- Units UBS (LUX) Equity Fund — Emerging Markets

Purchased on 6/23/1999 Sold 8/15/2008
Purchase Price $10,000 Sales Price $110,000

Sales Price $110,000
Basis 10,000

24



Total

2 Gain/year

Highest tax
rate

PFIC Tax

Interest
Charged

From
6/23/1999
1/1/2000
1/1/2001
1/1/2002
1/1/2003
1/1/2004
1/1/2005
1/1/2006
1/1/2007
1/1/2008

To
12/31/1999
12/31/2000
12/31/2001
12/31/2002
12/31/2003
12/31/2004
12/31/2005
12/31/2006
12/31/2007
8/15/2008
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Years
1999
2000
2001
2002
2003
2004
2005
2006
2007
2008

Total

* Year of sale is taxed at the taxpayer's marginal tax rate. This will be ordinary income.

Gain/year

5,747
10,955
10,925
10,925
10,925
10,955
10,925
10,925
10,925

6,794

100,000

Highest tax

rate
39.60%
39.60%
39.10%
38.60%
35.00%
35.00%
35.00%
35.00%
35.00%
28.00%

Interest

PFIC Tax Charged

1,902

36,134
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Highest tax Interest
rate PFIC Tax  Charged Interest Period
5,747 4/15/2000 to  4/15/2009
10,955 4/15/2001 to  4/15/2009
10,925 % 4/15/2002 to  4/15/2009
10,925 4/15/2003 to  4/15/2009
10,925 4/15/2004 to  4/15/2009
10,955 4/15/2005 to  4/15/2009
10,925 % 4/15/2006 to  4/15/2009
10,925 4/15/2007 to  4/15/2009
10,925 4/15/2008 to  4/15/2009
6,794 1,902 4/15/2009 to  4/15/2009
Total 100,000 36,134 13,349

*Year of sale is taxed at the taxpayers marginal tax rate. This will be ordinary income.

There will be three issues In RGS (see additional guidance for inputting these adjustments into RGS)

2 Current year PFIC Tax (2008)




sale of a PFIC stock results in a loss, how is that loss allocated?
omputation do we have to do?

APFIC loss is treated as a a Capital Loss on Schedule D.
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C § 1296 — Election of Mark to Market for
Marketable Stock

This election must be made on a timely filed return. Since these
taxpayers did not report these transactions on a timely filed
return, they could not have made a timely election. Within OVDI
we are allowing a late election with an alternative tax
computation.

**See FAQ 10 for instructions on how to compute the tax and
interest.
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imited to previously recogni

ed in 1st year only
Purchase

Sales Date Price
2/5/2006 10,000

Adjusted Sale or
Year Basis MTM Price
2003 10,000 15,000
2004 15,000 8,000
2005 10,000 18,000
2006 18,000 50,000

Tax Computation

Recognized
Year Gain/Loss
200: 5,000
2004 (5,000)
2005
2006

Sales Price

Realized
Gain/Loss
5,000
(7.000)
8,000
32,000

Fair Market Value @ 12/31

12/31/2003  12/31/2004 12/ 05 12/31/2006

Adjusted
Unreversed Recognized  Basis for
Inclusions Gain/Loss  Next Year

5,000 5,000 15,000

3 (5,000) 10,000

8,000 8,000 18,000
32,000

Alternative
Altemative  Interest - 7%
Tax of Tax

Alternative

1,000 Ty

(1,000)

** Only Year Interest is Computed - Only Computed on Stock held prior to 2003
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Purchase
Date Sales Date
2/5/2003  12/7/2003 10,000

Adjusted Sale or Realized
Basis [Loss
,000 | 40,000

Tax Computation
Recognized
Year Gain/Loss

2003 40,000

** Stock not held prior to 2003 not subject to interest

Fair Market Value @ 12/31

Adjusted

Unreversed Recognized Basis for

Inclusions
40,00

Altemative

Gain

Altemnative

Alternative
Interest -
of Tay
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in SL not recegnized because no previously recognized gains
a k.in 2 . $1,000 is i 055, $5,000 i i ,
d inclusions, anything in excess of the unreve inclusions is Capital Loss.
Fair Market Value @ 12/31
Purchase
Sales Date  Price  Sales Price| 12/31/2003  12/31/2004 12/31/2005 12/31
2/5/2008 10,000 5,000 8,000 12,000 11,000

Adjusted
Adjusted Sale or Realized Unreversed Recognized Basis for Capital
Year Basis MTM Price  Gain/Loss  Inclusions Next Year Loss
2003 10,000 8,000 (2,000) 10,000
2004 10,000 12,000 2,000 2,000 2,000 12,000
2005 12,000 11,000 (1,000) 1,000 (1,000) 11,000
2006 11,000 5,000 (6,000) (1,000) (5,000)

Tax Computation
Alternative
Recognized Alternative Altemative Interest -
Gain/Loss ax o of Tax

2,000
2005 (1,000)
2006 (1,000)

For 2006 the taxpayer would also have a Capital Loss of $5,000 on Schedule D

of stack ordinary loss is recognized

007 12/31/2008
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e
taxpayer will have a basis of $10,000 to go into 2009 year for which the taxpayer will have to do
retum as necessary

;

Purchase  Sales Purchase
Date Date Price Sales Price| 12/31/2003

Ordinary
Adjusted Sale or Realized  Unreversed Recognized Basis for

Basis MTM Price Gain/Loss  Inclusions  Gain/Loss  Next Year
10,000 ,000 20,000 20,000

30,000 ,000) (8,000)

22,000 M (14,000) (12,000)

10,000 i 15,000 15,000

25,000 7.000 7,000

32,000 3 (25,000) (22,000)

Tax Computation

Altemative

ar Tax Rate

2003
2004
2005
2008
2007

2008 (22,000) (4,400)

** Only Year Interest is Computed - Only Computed on Stock held prior to 2




RIS Mark T arket PEIS

~ Purchase Sales Purchase
Date Date Price
und  1/5/1998 12/7/2003

Adjusted Sale or
Basis MTM Price
10,000 50,000

Tax Computation
Rec

Year Ga
2003

** Subject to interest - stock held prior to 1/1/2003

Sales Price

Realized
in/Loss

2/31/2003  12/31/2004 /2007 12/31/2008

Adjusted

Unreversed Recognized Basis for
Inclusions
40,000

Altemative
Alternative Alternative  Interest -
Tax Rate Tax
8,000
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Purchase  Sales Purchase
Date Date Price
3/14/2005 5/22/2007 3,000

Adjusted Sale or
Year Basis MTM Price
2005 3,0 8,000
2006 8,000 7,000
2007 7,000 5,000

Tax Computation

Recognized

Year Gain/Loss
2005 5,000
2006 (1,000)
2007 (2,000)

** Not owned prior to 1/1/2003 - No Interest

Sales Price
5,000

Realized
Gain/Loss
5,
(1,000)
(2,000)

12/31/2005
8,000

12/31/20f

Ordinary

Unreversed Recognized

Inclusions
5,000
4,000
2,000

Alterative
Tax Rate

Gain/Loss
5,000
(1,000)
(2,000)

Adjusted
Basis for
N

Alternative
Tax
1,000
(200)
(400)

Altemative
Interest -
of Tax

35



ign On - Windows Internet Explorer

G—@ L4 |ﬁ http://mem0200vpetrak 1.ds.irsnet.gov/etrak-

2Fhome.do RS oogle P

Fle Edit View Favortes Took Hep % & «

&3 e-trak VDP - Sign On

By signing on to this system you are
agreeing to follow the stated security
policy.

Usemame:SEID (UPPERCASE)
Password: Domain Password

Username

Password

Sign On

¢ Favorites | 5 *J) The Google ¢ OVDI SE SB-SE Today ) E-trak VDP & Home - Offshore Volunt.., & | Intemational Tax Biog S... TR0 -

e-trak Voluntary Disclosure Program

THIS U.S. GOVERNMENT SYSTEM IS FOR AUTHORIZED USE ONLY!

Use of this system constitutes consent to monitoring, interception, recording,
reading, copying or capturing by authorized personnel of all activities. There is no
right to privacy in this system. Unauthorized use of this system is prohibited and

subject to criminal and civil penalties

If you require assistance on e-trak related matters, please contact your area VDP
Coordinator. A list of VDP Coordinators can be found at the
ffishore Volunt: isclosure SharePoint site.

| | Sdocalmtranet [ - [H100% -
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VDP - Windows Internet Explorer = Elﬂ

Home | Tracking Inbox |

Home | Tracking Inbox

Quick Search

TIN (no dashes)

LastName

Begin Search

G_E:uv [ et //mem0200vpetrak . ds. rsnet.gov/etrak-vdp/ home. do 3 |[ x| [*§ Google e
Fle Edt View Favortes Took Heb X & -
<z Favortes | <5 ) The Google ¢» OVDI Sf SB-SE Today [ E-trak VDP 2 Home - Offshore Volunt... & | Intemational Tax Biog S... *R-8 -0 »
&3 e-trak vDP I |

Change Role Sign Qut ;I

e-trak VDP - TPNJB (Examiner)

Powered by entelitrak™ =

I

[&J Local intranet

o v | R100% -
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= VDP - Windows Internet Explorer

“FI

Home | Tracking Inbox |

Name

Home | Tracking Inbox

Quick Search

TIN (no dashes)

LastName

Begin Search

Search Results

TIN

G_E:uv 8 tto://mem0z00vpetrakL. ds.rsnet.gov/etrak-vcp/home dovsrch TIN=5399343958achame= =] | % || % | [ Goode e
Fle Edt View Favortes Took Heb X & -
<z Favortes | <5 ) The Google ¢» OVDI Sf SB-SE Today [ E-trak VDP 2 Home - Offshore Volunt... & | Intemational Tax Biog S... R me T
&3 e-trak vDP I |

Change Role Sign Qut ;I

e-trak VDP - TPNJB (Examiner)

I

City
MIAMI
Powered by entelitrak™ ;J
[8J Local intranet V- [R100% -
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ernet Explorer

Favorites @ e-trak VOP

‘mem0200vpetrak1.ds.irsnet.gov,

=14 x

Tracking Inbox

Taxpayer

b Taxpayer
Controls
Examiner
POA
Professional/Promoter

ource Funds

gn Assets

Foreign Entity

Tracking Inbox » Taxpayer (IEENS) -

Submission Index
Related Index

Taxpayer Information
LastName/Business

First Name
Middle Name
TIN (SSNITIN, no dashes)
Date of Birth
Spouse Information
LastName
FirstName
Middle Name
83N (no dashes)
Date of Birth
Street Address 1
StreetAddress 2
City
State/Province

ZipiPostal Code

Assignment :

No Assignment
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k VDP - Windows Internet Explorer = Elﬂ
G—\::“ < [ http://mem0200vpetrak 1. snet.go/etrak-velp/ tracking create request, dovdata0bjectikey =0
¢ Favorites 0 e-trak vOP |

Change Role  Sign Out
Home | Tracking Inbox

Tracking Inbo Taxp New Examiner »
Examiner

e-trak VDP - TPNJB (Examiner)

Assignment: No Assignment

Taxpayer
Controls SEID [}
b Examiner Name |
FoA Date Assigned  [gg24r2012 | [E] (mmidayyyy) @

Professional/Promoter Group Number

Source Funds

Foreign Accounts

Save Spell Check |

Foreign Assets

Foreign Entity

Home | Tracking Inbox

Powered by entelitrak™ (£ =
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k VDP - Windows Internet Explorer = Elﬂ
G—\::“ < [ http://mem0200vpetrak 1. snet.go/etrak-velp/ tracking create request, dovdata0bjectikey =0
¢ Favorites 0 e-trak vOP |

Change Role  Sign Out
Home | Tracking Inbox
Tracking Inbox » Taxp

Source Funds

New Source Funds »

e-trak VDP - TPNJB (Examiner)
Assignment: No Assignment

Taxpayer
Controls Enter Source of Funds or Assets kept in the Foreign Accounts or held by Foreign Entities
Eraminer If the Source Type is not listed in the pull down, select Other and enter detailed information in the comments field
POA Tipe |—;| )
Professional/Promoter Previously Taxed I—L| )
»  Source Funds Name
Foreign Accounts EIN

Foreign Assets Relationship To Taxpayer

Foreign Entity Comments

Save L Spell Check

Home | Tracking Inbox

Powered by entelitrak™ (£ =
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6\:211 &5 tt://mem0z00vpetrakL. ds.rsnet.gov/etrak-vep/tracking create request do7datadbjectiey =oby

Internet Explorer

¢ Favorites [ e-trak vOP

~

Taxpayer
Controls
Examiner
POA
Professional/Promoter
Source Funds
Foreign Accounts
Foreign Assets

Foreign Entity

Assignment: No Assignment 2]

If avalue is not listed in @ pull down, select Other or leave blank and enter detailed information in the comments field

Financial Institution Name
Financial Institution Type
Country

Account Type

Account Number
Names On Account
Advisor Name

Entity Type

Entity Country

Account Opened How
Date Account Opened
Date Account Closed

Where Did Money Go?
Country Money Moved To
Fin Institution Moved To

HighestFY
Highest Balance

Comments

[
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> e-trak VDP - Windows Internet Explorer = Elﬂ

G—\::uv [& et/ /mem0z00vpetrak ds.rsnet.gov/etra
o Favorites @ e-trak vOP

-velpftracking kstChid. c

lataob

Change Role  Sign Out
Home | Tracking Inbox

Tracking Inbox » Taxpayer (I > Foreign Assets Listing »

Assets Listing e-trak VDP - TPNJB (Examiner)

Assignment: No Assignment

Taxpayer © Printer Friendly Format
trol:
Contrels Click on the year to enter balances. ONLY ENTER INFORMATION IN THE YEAR WITH THE HIGHE ST BALANCE
Examiner
Foreign Assets Not Held In Financial Accounts.
POA
Year ~ Dollar Value < Type = Comments =
[ romoter| 3o —
Source Funds 2003 0.00
Foreign Accounts 2004 000
2005 0.00
»  Foreign Assets
2006 0.00
Foreign Entity 2007 0.00
2008 0.00
2009 0.00
2010 0.00

Home = Tracking Inbox

Powered by entelitrak™ (0 =l




k VDP - Windows Internet Explorer

BEE
@—;;v [ tto://mem0200vpetrak L ds. rsnet.gov/etrak-vep/ tracking update. request.do?dataobjectiey =

< 2l
¢ Favorites e-trak VOP |
Change Role  Sign Out =
0 acking Inbo
b 0
Asse DP - TPNJB (Exa
Assignment: No Assignment

» Foreign Assets (©p Printer Frienaly Format
Enter total dollar value for Assets Not Held In Financial Accounts as of December 31.
Tax Year 2003
Dollar Value (8)  [p.00
Type
Comments

Spell Check

Home = Tracking Inbox

Powersd by entelitrak™ (B =
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Internet Explorer
@-\:2, - |ﬁ http:{/mem0200vpetrak1.ds.irsnet.gov/etrak-vdp/tracking. create request. do?dataObjectKey = objs
¢ Favorites e-trak VOP | |

Assignment: Mo Assignment 4]

Taxpayer
Controls
raminer If the Entity Type is not listed in the pull down, select Other and enter detailed information in the comments field
POA Entity Name ]
Professional/Promoter Type |
Source Funds Street Address 1 J

Foreign Accounts Street Address 2 ]

Foreign Assets City —}
Foreign Entity State Code =

Country 1
Zip I }
Relationship To Taxpayer J

-~

Comments =

Grantor/incorporator/Founder

Name

Address 1 }

Address 2 ]
City ]
State lﬁ

Zip J
Country J




Wini

/= Home - Offshore Voluntary Disclosu s Internet Explorer

sbsejspeciatyfiofliechtenstein/UBS/default. 3

6 [l http:/wsep.ds.rsnet.gov/sitescojdcs

¢ Favorites 55| - | £ e trak vDP - Sign on & Home - Offshore Volu... x
Home Documents and Lists Create Site Settings Help
m Offshore Voluntary Disclosure
Home
Documents Alerts i alay
Textbook--Shared @ Title Body Expires SID  Typ
Documents E-trak Link http://mem0200vpetrakl.ds.irsnet.gov/etrak-vdp/ 12/31/2012 1 Ej
Tools @ Opt Out & The Opt Out & Removal Guide has been posted to IRS.GOV at the following link. An Opt Out/Removal  12/31/2012 2
Pictures Removal Case Checksheet is attached. @
, Guide = =
Lo http://www.irs.gov/pub/newsroom/2011_ovdi_opt_out_and_removal_guide_and_memo_june_1_2011.pdf
Contacts @ TP Payments TP Payments must be moved to the correct year and MFT before the case is closed. See the attached 12/31/2012 3
Tasks ALERT.
@ Refund Follow the attached guidelines if your case involves the use of a refund year to pay a tax deficiency year 12/31/2012 & ©#
Announcements Years used (s).
Links to Pay
N . Deficiency
Discussions Years
Surveys @ Barred For cases with barred refunds, Form 3870 (directing the payments in barred years to be posted to excess 12/31/2012 5
Refunds collection) must be submitted to CCP prior to closing the case. Attached is a pro-forma 3870 that must
be submitted for each year.
@ Quick Start Refer to the attachment for information necessary to start your Voluntary Disclosure Case 12/31/2012 6
Guide
@ Form 8278 Form 8278 must have the 5/2012 revision date. Page 4 of the form has the Penalty Reference Numbers 12/31/2012 7
for the 5%, 12 1/2%, 20%, 25% & 27 1/2% offshore penalty. You do not have to use the "Hold Code”
reference in the remarks section on the revised form.
@ TEFRA Refer to attahced procedures to request TEFRA Database controls for your OVDI case and Procees the  12/31/2012 8
Procedures TEFRA Investor Case
@ PFIC Markto  See the attached guidelines for preparation of Forms 4549A, 5344 and 3198 for cases involving Mark to  12/31/2012 9
Market Market Reductions in Tax that cannot be used in the latest year (RGS V12.0)
Reduction in
Tax Guide
E&G Issues Estate & Gift Referrals should be considered on OVDI certifications. Refer to the Estate & Gift Folder for  12/31/2012 10
a quick reference guide and referral form.
Collection The list of Collection Contacts for issues invelving payments or refunds of Voluntary Disclosure cases has 12/31/2012 11
Contacts been posted to the Collection folder.
Form 906 Four New Form 906s have been posted to the "Closing Agreement Form 906" folder on 5.1.10. Full 12/31/2012 12
Closing Payment Standard is to be used for VDP cases closed with FULL PAYMENT and No Full Payment
Agreement Sgandnrd is to be used for VDP cases closed with NO Full PAYMENT. Full Payment & No Full Payment

Dissolved Entity Form 906s are to be used for VDP cases involving shammed offshore entities. Cases
already in process with prior versions of the Form 906 do NOT have to be redone. Cases closed below

the MN0& nffchnra nanalh: muck ha diccuccad with waue Tachnical Aduiens
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®)  An Overview of OVDP REV 5.1.10

@) Job Aid 01 AIMS - ERCS Controls REV 1.31.11

) Job Aid 02 Offshore Penalty Case File Assembly- Procedures REV 1.31.11
®)  Job Aid 03 Payment Processing Procedures REV 5.1.10

) Job Aid 04 FBAR Procedures REV 5.1.10

) 30b Aid 05 Case Closing Procedures REV 5.1.10

) Job Aid 06 Form 4543-A OVDP Procedures REV 5.1.10

) Job Aid 07 Closing Agreement Procedures REV 11.29.10

®)  30b Aid 08 Power of Attorney Procedures REV 6.1.10

@) Job Aid 09 (PFIC) Passive Foreign Investment Company REV 5.1.10
®) ob Aid 10 Foreign Tax Credit REV 10.29.10

®) oVDP Case Coversheet

®) workpaper-1 OVDP Check Sheet REV 5.1.10

B  workpaper-2 OVDP Penalty Computation REV 5.1.10

Workpaper-3 OVDP Payment Reconciliation Workpaper REV 5.1.10
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