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FBAR Penalty
Case Workshop

Part 2 of 2

Area FBAR Coordinators

You need to Allow the Evidence to Guide the
FBAR Investigation. If the evidence tends to
show willful conduct by the person, then
continue to gather evidence to prove Willful
FBAR violations; however, if the Evidence tends
to show Non-Willfulness, then at some point
during the FBAR Investigation you will shift the
focus to evaluating whether the person has
Reasonable Cause for the FBAR violations.

At what point you have gathered enough
information to make a decision about the
direction of the FBAR Investigation heavily
depends upon the facts of the case.




FBAR Penalty Case Steps

1) Discover a potential FBAR violation in Title 26
2) Secure a Related Statute Memorandum (RSM) in Title 31
3) Establish the 2 FBAR Administrative Controls
4) Investigate the FBAR Penalty Case

— Use the FBAR 4318 for Penalty Case Structure
5) Determine the Appropriate FBAR Penalty

6) Document Penalty Decision in a Memorandum to
Area Counsel & Attach 886A-Case Summary

7) Issue Form 13449 (FBAR RAR) only after case file
reviewed by FBAR Coordinators & FBAR Penalty
approved by FBAR Area Counsel.

8) Close the case

The Ultimate Goal -of the Revenue Agent in an FBAR Penalty Case
File is to Complete Step 6)

The FBAR penalty case file is separate from the related income tax examinations or
other Title 26 penalty cases. The FBAR penalty case and the income tax cases may
follow separate processing paths so it is important to include in the FBAR penalty case
copies of all the relevant information from the Title 26 case files, including information to
show the amounts of the tax deficiencies, if any, related to the undisclosed accounts.

As with all cases, well organized and indexed workpapers are easier to follow. Also
keep in mind that, if the FBAR penalty case goes to trial, your FBAR workpapers will be
a very important part of the government’s FBAR penalty case.

At the conclusion of the FBAR penalty investigation, if you propose an FBAR penalty,
Counsel reviews your proposed FBAR penalties to determine whether the evidence you
gathered is sufficient to sustain the penalties. It is the group manager and the examiner
who determine the appropriate FBAR penalties to propose; the role of Counsel is to
review the penalty decision and to provide an opinion on the whether the evidence
supports the proposed penalty.

To assist Counsel in this task you prepare a memorandum with a case summary to
summarize the evidence you gathered. The case summary can be in either bullet or
narrative form, or a combination of the two forms. Often it is better to summarize the
evidence using bullets, and then to use a narrative to explain how the evidence
supports the proposed penalty assessments. Case Memorandum Signed by GM.

Do not use the FBAR lead sheet as a substitute for the case summary.



7 Elements Necessary To Prove In
Any FBAR Court Case File

+ 1)TP was a United States Citizen, Resident, or
Person Doing Business in the United States.

» 2)TP had a Financial Interest in, or Signatory or
Other Authority over a Bank, Securities or Other Financial
Accounts during the years in question.

+ 3)Bank had Balance > $10,000 at any time in
United States Dollars (USD).

« 4)Bank was in a Foreign Country.

< 5)TP Failed to Disclose the Bank Account.

)
)

» 6)Failure to Report was Willful or Non-Willful.
)

« 7)The Penalty Amounts were Proper. 3

These 7 Elements are outlined in the John McBride Case.

We will discuss these 7 Elements Necessary to Prove in
any FBAR Court Case later when talk about Case
Summaries.




Penalty Determination

* Possible Outcomes of an FBAR Penalty Case
1) No Violation
2) Violation, No Penalties (Warning Letter)
3) Violation with Penalties

 Where there is a violation, must issue a warning
letter or assert a penalty

* Do not discuss Penalty Decision with the TP until
Counsel Reviews the Case File

 If warning letter only, consult FBAR Coordinator

& document in activity record
4

It is not necessary to issue a warning letter when a penalty is asserted on 1 or
more vears. In all cases where there are FBAR violations but no penalties,
you have to send the taxpayer an FBAR Warning letter (only after
Consulting with the FBAR Coordinator).

For cases where there are no FBAR violations, prepare a case summary to
explain your findings and why no FBAR penalties are proposed. If the FBAR
lead sheet contains such a summary of findings, the examiner does not have to
prepare a separate case summary.

To close the FBAR case, complete the FBAR monitoring document (FMD) to
show the disposition of the case, update ERCS, assemble the FBAR case file,
and send the closed case to Detroit.

If there is a violation, but no FBAR penalties are being proposed, you and/or
your manager should discuss the case with the FBAR coordinator. The
FBAR coordinator reviews the case summary to ensure you explained your
decision not to assert FBAR penalties and explain the taxpayer’s reasonable
cause for the violation. While your manager makes the final decision whether to
assert penalties, you and your manager should consider concerns or issues
raised by the FBAR coordinator; document in the case activity record your
discussion with the FBAR coordinator.

Send Letter 3800, Warning Letter Respecting Foreign Bank and Financial
Accounts report Apparent Violations, to the taxpayer. This letter lists the FBAR
violations discovered during the penalty investigation.

Retain a copy of the Letter 3800 in the case file.



Maximum Statutory FBAR Civil Penalties

+ For Willful Violations the FBAR Civil Penalty
cannot exceed the greater of

—$100,000

—50% of the balance in the account at the time of
the violation (June 30 of the following year)

« For Non-Willful Violations, the penalty cannot
exceed $10,000

* No FBAR Penalty is Imposed if
— there is Reasonable Cause, and
— Taxpayer files correct FBARs

This will be demonstrated in an Willful Example Later in
this workshop.

These are the penalties which can be applied if the taxpayer does not meet the
mitigation guideline criteria discussed later in the workshop.

National Guidance is Coming that might change all or some of these
Procedures.




FBAR Civil Penalties

* The Statute under Title 31 does not define “Violation”

- Example: for three years a person failed to file
FBARSs to report two accounts each year.

Then the Definition of the FBAR “Violation”

Could be any of the following using Examiner Discretion:
— 6 Violations: one per account per year
— 3 Violations: one per year for the unfiled FBAR
— 1 Violation: one for the entire three-year period
* Flexibility to compute an appropriate Non-Willful
penalty based upon the facts of the case
— Strong indications of Willfulness but cannot prove Willfulness

— Some Willful conduct, but not enough to assert Willful FBAR
Penalty 6

IRM 4.26.16.4.7 (07-01-2008)
FBAR Penalties - Examiner Discretion

(1) The examiner may determine that the facts and circumstances of a particular case
do not justify asserting a penalty. If there was an FBAR violation but the examiner
determines that a penalty is not appropriate, the examiner should issue the FBAR
warning letter, Letter 3800.

(2) When a penalty is appropriate, IRS has established penalty mitigation guidelines to
aid the examiner in applying penalties in a uniform manner. The examiner may
determine that a penalty under these guidelines is not appropriate or that a lesser
penalty amount than the guidelines would otherwise provide is appropriate or that
the penalty should be increased (up to the statutory maximum). The examiner
must make such a determination with the written approval of the examiner’s
manager and document the decision in the workpapers.

(3) Factors to consider when applying examiner discretion may include, but are not
limited to, the following:

a. Whether compliance objectives would be achieved by issuance of a warning letter;

b. Whether the person who committed the violation had been previously issued a
warning letter or has been assessed the FBAR penalty;

c. The nature of the violation and the amounts involved; and,
The cooperation of the taxpayer during the examination.

(4) Given the magnitude of the maximum penalties permitted for each violation,
the assertion of multiple penalties and the assertion of separate penalties for
multiple violations with respect to a single FBAR form, should be considered
only in the most egregious cases.




Exhibit 4.26.16-2 (07-01-2008)
Normal FBAR Penalty Mitigation Guldelines for Violatlons Occurting After October 22, 2004

The Bank Secrecy Act (BSA) allows the Secretary of the Treasury some discretion in determining the amount of
penalties for violations of the FBAR reperting and record keeping requirements. There is a penalty ceiling but no
minimum amount. This discretion has been delegated to the FBAR examiner.
+ The examiner may determine that the facts and circumstances of a particular case do not justify a
penalty.
+ |f there was an FBAR violation but no penalty is appropriate, the examiner should issue the FBAR
warning letter, Letter 3800.

When a penalty is appropriate, IRS has established penalty mitigation guidelines so that the penalties deter-
mined through the examiner's discretion are uniform. The examiner may determine that:

+ A penalty under these guidelines is not appropriate, or

+ A lesser amount than the guidelines would otherwise provide is appropriate.

The examiner must make this determination with the written approval of the examiner’s manager. The examin-
er's workpapers must document the circumstances that make mitigation of the penalty under these guidelines
appropriate . To qualify for mitigation, the person must meet four criteria:
1. The person has no history of criminal tax or BSA convictions for the preceding ten years and has no
history of prior FBAR penalty assessments;
2. No money passing through any of the foreign accounts associated with the person was from an illegal
source or used to further a criminal purpose;
3. The person cooperated during the examination; and,
4. IRS did not determine a fraud penalty against the person for an underpayment of income tax for the,
year in question due to the failure to report income related to any amount in a foreign account

The FBAR mitigation guidelines allow you to determine the appropriate FBAR penalty to assert
based upon the facts and circumstances of the case.

There is a Penalty Ceiling, but No Minimum Amount.

The IRS adopted the FBAR mitigation guidelines to promote consistency by examiners and group
managers when exercising their discretion for similarly-situated persons subject to possible
FBAR penalties, so where appropriate examiners should use the penalty mitigation guidelines to
compute FBAR penalties.

Examiners may deviate from the guidelines where the facts of the case warrant either a
lesser or greater penalty amount than the amount of the penalty computed using the
mitigation guidelines. Where an examiner believes it is appropriate to deviate from the
mitigation guidelines, the examiner must document the reasons for the deviation in the
workpapers for the FBAR penalty case.

The FBAR penalty mitigation guidelines are in IRM 4.26.16.4.6 and IRM Exhibit 4.26.16-2.

The group manager must approve, in writing, all FBAR penalty assessments, including mitigated
FBAR penalties. GM approval is documented on the memo to Counsel, as well as the FMD
when case is closed.

Notel

We usually apply the Maximum Non-Willful FEBAR Mitigation Penalty and Let Counsel advise if
appropriate or not.




Mitigated FBAR Penalties

* Guidelines Define levels of Penalties based upon
the Account Balances

= Willful: Levels I, I, lll, and IV
= Non-willful: Levels I-NW, II-NW, and llI-NW

« The Level I’'s FBAR Penalties are where the
Aggregate Balance of all accounts does not exceed
$50,000

* Where Level 1 does not apply, compute the
FBAR Penalty Per Account (Emphasis Added),
based upon the Highest Balance in that account

« Levels IV (Willful) and Il (Non-Willful) are the
Maximum Statutory FBAR Penalties

Maximum Aggregate Balance (MAB) = The Sum of Maximum Value in United
States Dollars (USD) of Each Account for the Calendar Year

Read Next Part at End if Time Permits (Skip Now)

For 2011 and later tax years, if the taxpayer attaches Form 8938, Statement of
Foreign Financial Assets, to his income tax return, and CBRS does not show
that the taxpayer filed an FBAR, you may have an FBAR violation.

Unmarried X> 75,000 any time during year or $ 50,000 last day of year.
Married X>150,000 any time during year or $100,000 last day of year.
Married-Separate X> 75,000 any time during year or $ 50,000 last day of year.

You may be subject to a penalty if you fail to file a correct Form 8938 under Title 26 on
time or if you have an understatement of tax or omission of income relating to a
specified foreign financial asset.

X =Value at 12/31 by FMS (Financial Management Service exchange rate) in
USD of Specified Foreign Financial Assets. (Same Exchange Rate Spreadsheet can be
used as FBAR for this computation).

Failure-to-File Penalty

If you are required to file Form 8938 but do not file a complete and correct Form 8938
by the due date (including extensions), you may be subject to a penalty of $10,000.

Continuing Failure-to-File

If you do not file a correct and complete Form 8938 within 90 days after the IRS mails
you a notice of the failure to file, you may be subject to an additional penalty of $10,000
for each 30 day period (or part of a period) during which you continue to fail to file Form
8938 after the 90-day period has expired. The maximum additional penalty for
continuing failure to file Form 8938 is $50,000.




Normal FBAR Penalty Mitigation Guldellnes for Violatlons Occurring After October 22, 2004 - Per
Person Per Year

Non-Wiliful (NW) Penaltles

To Qualify for Level I-NW | If the maximum aggregate balance for all accounts to which the violations

- Determine Aggregate relate did not exceed $50,000 at any time during the year, Level | - NW
Balances applies to all violations. Determine the maximum balance at any time during
the calendar year for each account. Add the individual maximum balances to
find the maximum aggregate balance.

Level I-NW Penalty is $500 for each violation, not to exceed an aggregate penalty of $5,000 for all
violations.

To Qualify for Level If Level I-NW does not apply and if the maximum balance of the account to

II-NW - Determine which the violations relate at any time during the calendar year did not

Account Balance exceed $250,000, Level [I-NW applies to that account.

Level II-NW Penalty is $5,000 for each Level [I-NW account violation, not to exceed 10% of the
maximum balance in the account during the year

To Qualify for Level If Level I-NW does not apply and if the maximum balance of the account to
NI-NW which the violations relate at any time during the calendar year was more
than $250,000, Level IlIl-NW applies to that account.

Level IlI-NW is $10,000 for each Level II-NW account violation, the statutory maximum for
non-willful violations.

9
Exhibit 4.26.16-2 Intemal Revenue Manual Cat. No. 39110X (07-01-2008)

Maximum Aggregate Balance (MAB)= The Sum of Maximum
Value in United States Dollars (USD) of Each Account for the
Calendar Year.

The MAB Determines the Level of Non-Willful and Willful FBAR
Penalty being Assessed for Levels 1 and 2 ONLY:

[X = Highest Balance of Foreign Account During the Calendar Year]

Level 1 (MAB<$50,000)
Level 2 (MAB< $250,000 and > $50,000) for all Foreign Accounts.
Level 3 (X > $250,000)

Level 3 is Applicable ONLY to each and Every Account X >
$250,000; however, Other Accounts not over $250,000 would use
the Maximum Aggregate Balance (MAB) of All accounts during the
Calendar Year to Determine the non-willful or willful EBAR level
Penalty for each of those separate Foreign Accounts, which Would
Always Be Level 2 once Level 3 Penalty (balance > $250,000) is
reached on any account based upon the Maximum Aggregate
Balance (MAB), then it cannot become level 1 FBAR penalty.




MAB (Maximum Aggregate Balance) Determines The Level
1 or Level 2 FBAR Penalty Both Willful or Non-Willful

For Example, If you have 2 Foreign Accounts in USD Non-Willful:

» Account 1---$300,000--Maximum Balance Per Account CY
* Account 2---$ 40,000--Maximum Balance Per Account CY
+ MAB--——--—-—- $340,000--($300,000 Plus $40,000)

Then the Account 1 Per Account Balance would be a Level 3 NW
Penalty being over $250,000; however, the MAB would make
Account 2 at a Level 2 NW Penalty even though its Per Account
Balance is only $40,000, which would seem to be a Level 1
Penalty (being Less than $50,000), but once the MAB makes
the FBAR Penalty a Level 2, then it cannot become a Level 1
Penalty even if the Per Account Balance is Less than $50,000.

A Later Spreadsheet Example will Demonstrate this point in other
numbers that hopefully make sense.

10

For Example, If you have 2 Foreign Accounts in USD Non-Willful:

Account 1-$300,000-Maximum Balance Per Account CY
Account 2-$ 40,000-Maximum Balance Per Account CY
MAB-------- $340,000 ($300,000 Plus $40,000)

Then the Account 1 Per Account Balance would be a Level 3 NW
Penalty being over $250,000; however, the MAB would make
Account 2 at a Level 2 NW Penalty even though its Per Account
Balance is only $40,000, which would seem to be a Level 1 Penalty
(being Less than $50,000), but once the MAB makes the FBAR
Penalty a Level 2, then it cannot become a Level 1 Penalty even if
the Per Account Balance is Less than $50,000.

A Later Spreadsheet Example will Demonstrate this point in other
numbers that hopefully make sense.

10
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First, we are going to do a Non-Willful FBAR Penalty Example using
and demonstrating the EBAR Penalty-Official Exchange Rates-Per

IRM.xls Spreadsheet found in the FBAR LIBRARY Website.

Remember!

Per IRM 4.26.16.3.6 the IRS Must Use the Historical Rates at
12/31 each year contained in these spreadsheets for EBAR
Penalties from the Einancial Management Service (FMS) at
http://fms.treas.gove/int.html

Secondly, we are going to do a Non-Willful FBAR Penalty Example
using and Demonstrating the EBAR Penalty Mitigation Comps
After 10222004 Willful and Non-Willful.xls Spreadsheet found in
the FBAR LIBRARY Website.

Finally, we are going to do a Willful FBAR Penalty Example using
and Demonstrating the EBAR Penalty Mitigation Comps After
1022204 Willful and Non-Willful.xls Spreadsheet found in the
FBAR LIBRARY Website.

11



Facts for Non-Willful FBAR Example

3 Foreign Accounts Exist in 2011 with
Highest Balances in their Foreign Currency
During the Calendar Year Are The Following:

Foreign Account 1 -British Pounds (GBP)--35,035

Foreign Account 2 -EUROS --- 9,945

Foreign Account 3 -Swiss Francs (CHF)----- 1,870

12

This Example will Demonstrate the Use of the FBAR
Penalty-Official Exchange Rates-Per IRM
Spreadsheet.xls designed by FBAR Coordinator [jii
- to easily convert most foreign currencies into
USD using the same facts as Level 2 Non-Willful
Mitigation Example in 2012 CPE.

The currency conversion rates shown on the enclosed worksheet
tabs are the historical exchange rates obtained from Financial
Management Service (FMS) referenced in IRM 4.26.16.3.6

(See Comment for IRM Detail in Cell A1) at 12/31 of each Year.
Source at: http://fms.treas.gov/intn.html

35,035 (British Pounds (GBP) AKA United Kingdom Pound Sterling = $55,000
9,945 (Euros) AKA Euro Zone Euro =$13,000
1,870 Swiss Francs (CHF) AKA Switzerland Franc =$ 2,000

12



FBAR Penalty-Official Exchange Rates-Per IRM
Spreadsheet

A ] c ) E F G H T ] K L ] N ) P ] R E) 7
1
2 |1) The currency conversion rates shown on the enclosed worksheet tabs are the historical exchange rates obtained from
3 [Financial Management Service (FMS) referenced in IRM 4.26 16.3 6 (See Comment for IRM Detail in Cell A1) at 12/31 of each Year
4
5 |Source at hitp://fms treas gov/intn. html Einancial Management Services
6
7
8
9 |2) See Comments in gach Spreadsheet Tab for additional Detail, by moving cusor over red part of each marked cells like Cell A1 Above

S

Each Spreadhseet has custom Headers and Footers when printed that add additional inforamtion when printed

12 [INOTE! These Spreadsheets are not protected, so please do not delete rows in the spreadsheets which could change formulas!it!i!

14 = 2
15 |3) Custom Worksheets Tabs to Convert British Pounds (BBP). Bwissancs4CHF ). and EUROS gfltg US Dollars for years 12/31/2002 thru 2012
1a |[4) Worksheet Tabs for Various Countries to Corwert Foreign Currency to QS-DSi\ars for 12/31/2003 through 12/31/2013 are included

23 |5) The Main Formula used is Foreign Currency(FC) /RATE or EC/Rate, since the rate is the amount equivalent to 1 United States Dollar.

27 |6) One Great Website to Check Exchange Rates at various dates is located at hitp//www oanda com/currency/corverter/

31 [NOTE! PER IRM 4.26.16.3.6 the IRS must use the Historical rates at 12/31 each year contained in these spreadsheets for FBAR Penalties from

32 |Financial Management Service (FMS) at hitp./#/fms treas gow/int. himl Ein Sendces

33

34

35

36

37

e

1€« » ]\ Summary-Input Instructions / GBP / ELROS J/CHE / Conversion Table at 12212002/ car| «| |

Open the EBAR Penalty-Official Exchange Rates-Per IRM Spreadsheet
and Explain

1) The currency conversion rates shown on the enclosed worksheet tabs
are the historical exchange rates obtained from Financial Management
Service (FMS) referenced in IRM 4.26.16.3.6

(See Comment for IRM Detail in Cell A1) at 12/31 of each Year.
Source at: http://fms.treas.gov/intn.html

2) See Comments in each Spreadsheet Tab for additional Detail, by moving
cusor over red part of each marked cells like Cell A1 Above.

Each Spreadsheet has custom Headers and Footers when printed that
add additional information when printed.

NOTE' These Spreadsheets are not protected, so please do not delete

3) Custom Worksheets Tabs to Convert British Pounds (GBP), Swiss Francs
(CHF), and EUROQOS into US Dollars for years 12/31/2002 thru 2013.

4) Worksheet Tabs for Various Countries to Convert Foreign Currency to US
Dollars for 12/31/2003 through 12/31/2013 are included.

13



FBAR Penalty-Official Exchange Rates-Per IRM
Spreadsheet

Input
= Qutput
British Pounds (GBP) -
AKA--United Kingdom - |United States (US)
Pound Sterling Dollars

FC) To $1.00 Amount Amount

United States Treasury
Foreign Currency (FC)
Exchange Rates

|
AKA = Also Known As

Go to the FBAR Penalty-Official Exchange Rates-Per IRM
Spreadsheet -GBP Tab - Cell C22




FBAR Penalty-Official Exchange Rates-Per IRM
Spreadsheet

s
c22 -~ A 35055

Input

United States Treasury
Foreign Currency (FC)
Exchange Rates

— Output
British Pounds (GBP) -
AKA--United Kingdom - |United States (US)
Pound Sterling Dollars

1

g Amount Amount

(4| 0.6210 $0.00

9 0.5660 $0.00

7& 0.5240 $0.00

:? 0.5820 $0.00

13 0.5120 $0.00

14 0.4860 $0.00
0.6570 $0.00
0.6160 $0.00
0.6400 $0.00
0.6370 35055.0000 $55,031.40
0.6180 $0.00
0.6050 | | $0.00 |

AKA = Also Known As
15

Go to the FBAR Penalty-Official Exchange Rates
Spreadsheet

1) Enter into GBP Tab - Cell C22---35,035 British Pounds
aka United Kingdom Pound Sterling, which Converts into
$55,000 USD.

Facts for Non-Willful FBAR Example

3 Foreign Accounts Existin 2011 with Highest Balances in
their Foreign Currency During the Calendar Year Are The
Following:

Foreign Account 1 -British Pounds (GBP)--35,035

Foreign Account 2 -EUROS---------------------- 9,945

15



Foreign Account 3 -Swiss Francs (CHF)

1,870

15



FBAR Penalty-Official Exchange Rates-Per IRM
Spreadsheet

| (e

United States Treasury Input Output
Foreign Currency (FC) = . =
Exchange Rates EURO United States(US)
Dollars

FC) To $1.00 Amount Amount

Go to the FBAR Penalty-Official Exchange Rates-Per IRM
Spreadsheet -EUROS Tab - Cell C22




FBAR Penalty-Official Exchange Rates-Per IRM
Spreadsheet

c22 ~ A 9945

B

United States Treasury Output

Foreign Currency (FC) : =
Exchange Rates United States(US)

1 Dollars
g FC) To $1.00 Amount Amount
1
L4 0.9550 $0.00
& | 0.8060 $0.00
g ] 0.7530 $0.00
10 | 0.8470 $0.00
B
13 0.7590 $0.00
12, 0.6800 $0.00
16 0.7310 $0.00
7]
18 0.6950 $0.00
,5104 0.7700 $0.00
<1 |
0.7650 9945.0000 $13,000.00
0.7590 $0.00
0.7260 | | $0.00 |

17

Go to the FBAR Penalty-Official Exchange Rates-Per IRM
Spreadsheet

1) Enter into EURQOS Tab - Cell C22---9,945 EUROS, which
Converts into $13,000 USD.

Facts for Non-Willful FBAR Example

3 Foreign Accounts Existin 2011 with Highest Balances in
their Foreign Currency During the Calendar Year Are The
Following:

Foreign Account 1 -British Pounds (GBP)--35,035

Foreign Account 2 -EUROS---------------—------ 9,945

Foreign Account 3 -Swiss Francs (CHF)----- 1,870




FBAR Penalty-Official Exchange Rates-Per IRM

Spreadsheet

Input
United States Treasury -
Foreign Currency (FC) Swiss Francs

(CHF)

Amount

Output

United States(US)
Dollars

Amount

Go to the FBAR Penalty-Official Exchange Rates-Per IRM

Spreadsheet -CHF Tab - Cell C22

18



FBAR Penalty-Official Exchange Rates-Per IRM

Spreadsheet

United States Treasury
Foreign Currency (FC)

Swiss Francs

Amount

Input

(CHF) Dollars

Output

United States(US)

Amount

1.3860

$0.00

1.2760

$0.00

1.1400

$0.00

1.3170

$0.00

1.2260

$0.00

1.1280

$0.00

1.0980

$0.00

1.0310

$0.00

1.0000

$0.00

0.9350

1870.0000

$2,000.00

0.9160

$0.00

0.8910 |

$0.00 |

19

Go to the FBAR Penalty-Official Exchange Rates-Per IRM

Spreadsheet

1) Enter into CHF Tab - Cell C22---1,870 Swiss Francs,

which Converts into $2,000 USD.

Facts for Non-Willful FBAR Example

3 Foreign Accounts Existin 2011 with Highest Balances in
their Foreign Currency During the Calendar Year Are The

Following:

Foreign Account 1 -British Pounds (GBP)--35,035

Foreign Account 2 -EURQOS

Foreign Account 3 -Swiss Francs (CHF)-----

19



FBAR Penalty-Official Exchange Rates-Per IRM

c21

United States Treasury Currency
Conversion Table at 12/31 /2011

43, 2000
105.3700
75.0360
95. 0000
2.7000
4.2880
380.0000
0.9840
0.7650
0.8000 0.00
1.0000 0.00
0.3770 0.00
79,0000 0. 00
2.0200 $0.00
8300. 0000 $0.00
0.7650 $0.00
2.0000 $0.00
501.7300 $0.00
1.0000 $0.00
6.8600 0.00
1.4960 0.00
7.4850 0.00
.8500 0.00
.2920 0.00
. 4960 0. 00
501.7300 0.00
450. 0000 $0.00
1300. 0000 0. 00
4103. 0000 0.00
501.7300 0.00
0.00

20

Go to the FBAR Penalty-Official Exchange Rates-Per IRM
Spreadsheet

1) Go to Converstion Table at 12/31/2011 Tab and Show

2) Enter Cell C61-------- 9,945 (Euro Zone- Euro)

3) Enter Cell C165------ 1,870 (Switzerland Franc)

4) Enter Cell C180-----35,035 (United Kingdom-Pound Sterling)

Facts for Non-Willful FBAR Example

3 Foreign Accounts Exist in 2011 with Highest Balances in their
Foreign Currency During the Calendar Year Are The Following:

Foreign Account 1 -British Pounds (GBP)--35,035
Foreign Account 2 -EUROS---------------------- 9,945

Foreign Account 3 -Swiss Francs (CHF)----- 1,870

20



Level 2 Non-willful Mitigation Example

* Facts: for 2011 the person failed to report three
accounts

* Facts: maximum balance of each account:

+ Account 1: $55,000

+ Account 2: $13,000

+ Account 3: $2,000

+ Maximum aggregate balance: $70,000

* Level 2 non-willful FBAR penalty per account;

+ Account 1: $5,000

+ Account 2: $1,300 ($13,000 x 10%)
+ Account 3: $200

+ Total FBAR penalty: $6,500

21

Just Read the slide-Rest At the End

The facts of the case are that for 2011 a person failed to report all three of
his foreign accounts. The maximum balance of account number 1 was
$55,000, the maximum balance of account number 2 was $13,000, and the
maximum balance of the account number 3 was $2,000. The maximum
aggregate balance, which is determined by adding together the maximum
balance of each of the three accounts, is $70,000. Since the maximum
agqregate balance for this person exceeded $50,000 the person does not
meet the criteria for Level 1 non-willful FBAR penalty mitigation.

Assuming the person meets all four mitigation criteria, Level 2 non-willful FBAR
penalty mitigation is appropriate for each of the three accounts because the
maximum balance of each account does not exceed $250,000.

Under the Level 2 FBAR non-willful penalty mitigation guidelines, the FBAR
penalty is the lesser of $5,000 per violation or ten percent of the maximum
balance in each account. In our example, the penalty for account number 1 is
$5,000, because ten percent of the $55,000 maximum balance in the account,
which is $5,500, exceeds $5,000. The penalty for account number 2 is $1,300,
because ten percent of the maximum balance of the account is less than $5,000
(ten percent of $13,000 is $1,300). The penalty for account number 3 is $200,
which is ten percent of the maximum balance in the account (ten percent of
$2,000 is $200).

Therefore, in this example, the total FBAR penalties using the Level 2 non-willful
mitigation guidelines is $6,500.
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FBAR Penalty Mitigation Comps After 10222004
Willful and Non-Willful Spreadsheet

1) The Input Account Balance in Column E is the Maximum Per Account Balance for the Foreign Account During the Calendar Year

3

5 |2) Attached in 2 Spreadsheet TABS is IRM Exhibit 4.26.16-2, which fully explains how to compute both the Normal Willful
6 and Non-Willful FBAR Penalties with Mitigation Guidelines for Violations After October 22, 2004
8

9

3) Spreadsheets in TABS to help determine both the Normal Willful and Non-Willful FBAR Penalties
with Mitigation Guidelines for Violations After October 22, 2004 are available for 2005, 2006, 2007, 2008, 2009, 2010, 2011, and 2012
11 [4) Non-Willful 2012 CPE Examples of FBAR Penalties for Levels 2 and 3 are included in the Attached TABS
13 |5) Willful 2012 CPE Examples of FBAR Penalties for Levels 1,2, 3, and 4 are included in the Attached TABS
15 [6) To Get the Correct Per Account Levels 1, 2, 3, df 4 Pon nd Non-VWilfuL FBAR Penalties
16 [It will be Necessary to adapt (change) the spreadshieetdsy Irf al Rows (with each Per Account Balance)
17 |and Copying the Formulas for Bank Accounts > One Ak [fuland Non-Willful FBAR Penalties
19 |7) The ONLY Exception to this is the Non-Willful Level 1 FBAR Pe ty, which is correct based upon entering
20 |[the Maximum Aggregate Balance (MAB) in Column E and # Violations.
22 |8) Maximum Aggregate Balance (MAB) = Adding Together the Maximum Balance during the Calendar Year of All Accounts
23 | If Maximum Aggregate Balance (MAB) > $60,000. Then Any Level 2 Penalty is Applicable to All Accounts Even less than $60,000.
'3) Take Note and Carelll To USE the Maximum Aggregate Balance (MAB) in Determining Any Level 2 Willful and Non-Willful FBAR Penalties
10) Any FBAR Spreadsheet Computalion Questions?
Then Call Your Area FBAR Coordinator Shown in the Attached VWorksheet Tab

|71YRounding Error Computation was fixed in Computing FBAR Penaltics with 1/15/2014 Updatet |

ks

:‘G NEERURnRENSE WEN

» [\ Summary Input-Notes /  Willful IRM Exh. 4.26.16-2 _/  Non-Wilful IRM Exh. 4.26.16-2 /1]«
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1) Open the EBAR Penalty Mitigation Comps After 10222004
Willful and Non-Willful.xIs- Spreadsheet

2) Read them the Notes Tab (10 Notes About Spreadsheet).
Emphasize 7) and 8).
3) Show them around the Other TABS briefly explaining each TAB .
1) Willful IRM Exhibit 4.26.16-2
2) Non-Willful IRM Exhibit 4.26.16-2
3) Non-Willful Level 1 2012-FBAR CEP Example
4) Non-Willful Level 2 2012-FBAR CPE Example
5) Non-Willful Level 3 2012-FBAR CPE Example
6) Willful Level 1 2012-FBAR CPE Example
7) Willful Level 2 2012-FBAR CPE Example
8) Willful Level 3 2012-FBAR CPE Example
9) Willful Level 4 2012-FBAR CPE Example
10)Mitigation Criteria
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11) Summary FBAR Penalties
12) Area FBAR Coordinators
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FBAR Penalty Mitigation Comps After 10222004
Willful and Non-Willful Spreadsheet
Non-Willful Level 2 Example
E9 v i 0
N .Y T E =C2 ] o 1 E 1 F G H ]
1
| 2 enan
|31
‘
5 [FBAR Penalt Guidelines Alter October 22,2008
G
‘Matimum Per | G301 Eollowing Year |
FBaR AmcuiBiieer | ERAGEHMOAE || fof | || Enmesied Praks.
Per Agcount Penalty Stiuctuce i i P L Amoust
Notes |y Villful Account Balance 0 USD During The | Account Balance in HNotes!
7 Penalties Calenda Year uso
Level |- Mazimum Aggregate Balance (MAB) | $500 for each violation, not to exceed an aggregate
of the Accounts ¢$50,000 penalty of $5.000 5000 | Wot Agpicatie o s )
Level Il - Mazimum Aggregate Balance(MAB) | 5,000 for #ach vi . hOLT0 e1ceed 107 of the v See Leyel ll-Note! Below
of the Account ¢§250,000 mazimum balance in the account during the year $000 |Nox gpleae os - |ipest 8 of Yicktions
Level Wl - Masimum Balance Per Account
> $250,000 $10,000 for each violation $0.00 s
TOMNM—V‘MFWPQ& $
e TR T
Account Balance | EBARFiliog Date. Lol
Account Balance et Account Penalty Stiucture i ing The P tolat MNotes!
Lalendar Year usD
Level I - Mazimum Aggregate Balance(MAB) |The greater of $1,000 for each violation or
of the Account ¢$50,000 matzimum balance in the accou ing U 3 $0.00 | Mot Applicable os
- The greater of $5.000 for each violati
250000 masimum balance in the $000 | ot Agplcaie os . [Se¢ Leusl I Note! Below
Level il - i Per Account
2$250,000 but <$1,000,000
) 8000 000 o
i The greater of $100,000 or 50% of the closing balance
"""0"';' “’:""""‘ Balamoe PerAooomt. |/ eecoust as of the Iast dug fou g the FBAR See Level [¥-Note! Below
i (61300F ollowing Year) $000 o0 of s "
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1) Open the EBAR Penalty Mitigation Comps After 10222004
Willful and Non-Willful.xIs- Spreadsheet

2) Go to the 2011 TAB

3) Enter in Cell E9 “$70,000” and Cell G9 “1” and Explain they get
the wrong answer of $5,000 FBAR Penalty by entering the
Maximum Agdregate Balance (MAB).

4) Emphasize & Explain Note 1-(The Only Exception to this is the Non-Willful
Level 1 FBAR Penalty, which is correct based upon entering the Maximum Aggregate
Balance (MAB) in Column E and # violations).

Level 2 Non-Willful Mitigation Example

[Facts: for 2011 the person failed to report three accounts
[JFacts: maximum balance of each account:

Account 1: $55,000

Account 2: $13,000

Account 3: $2,000

Maximum aggregate balance: $70,000
[Level 2 non-willful FBAR penalty per account:

Account 1: $5,000

Account 2: $1,300 ($13,000 x 10%)

Account 3: $200
OTotal FBAR penalty: $6,500
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FBAR Penalty Mitigation Comps After 10222004
Willful and Non-Willful Spreadsheet
Non-Willful Level 2 Example

Muzimun Per. | 62301 Folloving Year |
Account Balance | EBARFilngOate | Bof | ComputedPenalty f
Lalendar Year usD
—
$000 ok ppbeabie DE] -
See Lovel I:Note! Below
of the Ascount ¢ mazimum balance i the account duiing the year $T00000 Mot Appleable Is 5000 i
Level lll- Mazimum Balance Per Account
>$250,000 $10,000 for each violation $000 | Not Apglcable s .
Totlion ikl FEAR ey ] 5000
Musinyn Per. | §1391 Folloving Yea |
Accowt Balance | EBARFilngDate | Rof | ComputedPenalty
M e inU50 Duig The | AccountBaance i | Violtions | Ao L
Calendar Year usD
Level | - Marimum Aggregate Balance[MAB) | The greater of $1,000 for each violation or 52 of the
of the Account <$50,000 mazimum balance in the account during the year $0.00 | Not Appheable 0 $
he greater of $5,000 W ol the
marimum balance in o the year 5000 Nt pgicbie s [See Lesell:Note! Below
The Per Account Penalty is the greater of 103 of the
Level ll - Matimum Balance Per Accour imum b duting the year of 50 of the
2$250,000 but <$1,000,000 account balance in the account as of the last day for
Filing the FBAR (B130/F olowing Yea 00 § UE]
" The greater of $100,000 or 50% of the closiag balance
:;:;'.':_.’3“'""3"“'”'””""* i the accountas of thelastday for ffng the FBAR See Leuel1¥-Note! Below 24
[BE30fFollowing Year) $0 L) LE] .

Toud VIIFERR Prny § |

1) Open the EBAR Penalty Mitigation Comps After
10222004 Willful and Non-Willful.xls- Spreadsheet

2) Go to the 2011 TAB

3) Enter in Cell E9 “$70,000” and Cell G9 “1” and Explain
they get the wrong answer of $5,000 FBAR Penalty by
entering the Maximum Agqgregate Balance (MAB).

4) THE Maximum Aggregate Balance (MAB) Determines
ONLY the Level 1 or Level 2 Willful or Non-Willful
FBAR Penalty; However, The Penalty is Based Upon
Each Individual Account Balance in USD.
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FBAR Penalty Mitigation Comps After 10222004
Willful and Non-Willful Spreadsheet
Non-Willful Level 2 Example

h 8 ¢ 0 £ f i i

s

TR
Aot e | EBARFingDate |  dof | ComputedPonaly
Aecout Biae Per AvsountPenally Stictue 50 uing T | Aot Bttt | i =
i Calendar Yot 150
Level - Matimum Aggregate Balance (MAB) $500 for each violation, ot to exceed an aggregate
i of the Aeeounts ¢450,000 penalty of 45,000 110 i i s
Level - Marimum Aqgregte Blance(MAB) #5000 fo ach volation, not o exceed I of the
! ofthe Accout 425000 Mmasinum baline i the etount duing eyt 55000 Mo e 4 1l
Level - Mariman Balinoe Pet Aecount l
i )$250,000 $10,000 for each violation $000 et Appesle 04
L 25
t [edbniiraiRrely 4 i

#

1) Change Cell E9 to “$55,000” and Leave Cell G9 “1” to use the
Per Account Balance to get that accounts Correct FBAR Penalty
of $5,000 for that account.

2) Stress the EBAR Penalty is Based on the Per Account Balance
Not the Maximum Aggregate Balance (MAB).

3) The MAB ONLY Determines the Level of FBAR Penalties
(Willful & Non-Willful FBAR Penalties for Level 1 & Level 2).

Level 2 Non-Willful Mitigation Example

"IFacts: for 2011 the person failed to report three accounts
"IFacts: maximum balance of each account:

Account 1: $55,000

Account 2: $13,000

Account 3: $2,000

Maximum aggregate balance: $70,000
"ILevel 2 non-willful FBAR penalty per account:

Account 1: $5,000

Account 2: $1,300 ($13,000 x 10%)

Account 3: $200
(I Total FBAR penalty: $6,500
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FBAR Penalty Mitigation Comps After 10222004
Willful and Non-Willful Spreadsheet
Non-Willful Level 2 Example

ER Microsoft Excel - FBAR Penalty Mitigation Comps After 10222004 Willful and Non-Willful (Revision 23

on 2 — =] x|
&.] Eile Edit View | [nsert | Format Tools DRata Window Help Adobe POF T > a question for help -~ - & x
DedRa @y Cells o - @ = - 21 %L W [EE] 75% - Arial ~10 ~|[Blz u |E= W s % W@ 2@ e;--!
2 a2 o x| Bows ] o cview !_Jf-_A —-_4!
or i

A0 - Worksheet

‘l AT (] T i Chart... 11 -] T 3 I L3 T [} T H I [} 'T
1 Symbol... 'l
5 T — Page Break m|

J~  Function...

220 e tlome
 — 4 Comment
Ricture r a
Y <1 Diagram... A=
Object... . |
2 Hyperlink... Ctrl+K R o 5

5000 s

[Eevmrasnrm c 1

» $50.000. Then Any Level il Penalty is spplicable to £ach, or every. and All Accounts.

I
Draw- & |AutoShapes- N » OO H A ¢ @E | > -L-A-==saa )
Ready Sum=0 NUM
#start] | (2] [ =] (2] 5] =] (@ @ 22 > [EMm @s.|&s. He%h oS la®e SERSGN=9 S2® B 3:57PM
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1) Left Click Row 10

2) Go to Top Line Menu and Select Insert- Row
3) Left Click Row 11

4) Go to Top Line Menu and Select Insert a 2"9 Row




FBAR Penalty Mitigation Comps After 10222004
Willful and Non-Willful Spreadsheet

==
2] Eile [ Edit | View Insert Format Tools Data Window elp Adobe POF Pe a qu [ .- & x
P0) £F bm 7 Undo InsertRows  Chrl+Z -0 @ x -2 il mEB]75% [ Adal > 10 =|[E]s u =W WS s v | m- -
any® ew.. Jid-2 ————— -2
iz o Bl A Ot Cirl+X
co |22 Copy Cl+C_ Jyate of the Account <$250,000
AT & Office Cliphoard... T B
T — ‘a Paste Cirl+v
- m Paste gpecial.. =
L] Paste as Hyperlink
Fill . [ —
Clear =
Delete... penatis o1 33,000 -
Delete Shest plenebid
Move or Copy Sheet...
M Eind. Cuwi+F [ 000 os l
Replace.. crleH 5 ==
GoTo.. crivG e T T r—
b EBAR Eiiing Dace.
"
w

T

E ey -
W 4 ¥ m|{ 2005 7 2006 / 2007 7 2008 7 2009 { 2010 %2011/ 2012 7 2013 ‘Area FBAR Coordnators [ 4 | I »I

iDraw- & [Autoshapes- N 2 OO AG @@ > - L-A-=m=a sl
i
wsa] |2 EEH W GaEEe 62 2 [Em @s.|9s. HoHmod la®e SEHEBTERE=S 2O WA 402PM
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1) Left Click and Highlight Cells A9 Thru 19
2) Go to Top Line Menu Select “Edit” Then Select “Copy”




FBAR Penalty Mitigation Comps After 10222004
Willful and Non-Willful Spreadsheet
Non-Willful Level 2 Example

E3 Microsoft Excel - FBAR Penalty Mitigation Comps After 10222004 Willful and Non-Willful (Revision 23201 = =]}
‘£] Elle [ Edit | View Insert Format Tools Data Window Help Adobe PDF [ ~- & x

Undo Insert Rows  Ciri+Z 0.0 @ x - 41 %) Ma[E5]75% vi Arial ~10 ~|[B]r u |[E]m=mEE] s % 8 2% _-&-i
th Char review... it - 2 -2
cut crl+x
10 | 43 Copy Cul+C
A& Office Clipboard. .. T = T Lt T =  —— g2 T T =
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Paste Special... —

Paste as tHyperlink

—————————
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P
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1) Left Click and Highlight Cells A10 and A1l
(Both Rows)
1) Go to Top Line Menu Select “Edit” Then " Paste”




FBAR Penalty Mitigation Comps After 10222004
Willful and Non-Willful Spreadsheet
Non-Willful Level 2 Example

Account Balance |  FBAR Filing Date. 2ol Computed Penalty.
inUSD Duwing The | Account Balancein | Yiolations ‘Amount o]
Calendar Year usn
penaiey of $5.000 o ils .
[See Level l-Note! Below
S0 | Nok Apploii S 5000 g 8 of Yioations . .. ... |
See Leoel I Notel
$500000 |Not sgplcatie i 5000
[See Lewelll-Note! Below
45500000 | ot Applcatie 1s 5090 |Ingus § of Yiolations
$000 |Hot Agplcatie ofs :
Yl)“lNon—VlIMFB‘\RPMﬂ $ 15,000
i o
Account Balance | FBARFilingDate | #of | Computed Penalty
inUSD Duiing The | Account Batancein | Yiolations Amount =
% Calendar Year usn
m
Ed of 00 4000 ofs .
Level Il - Maximum Aggregate Balance(M,
% of the Account ¢$250.000 $000 | ot Agplicale ofs . |See LeutiE:Notei Beiow
vel Il - Mazimom Balance Per Account
> $250,000 but < $1,000,000
L FBAR (6/30/F olloving Year) $000 $080 o s
0% of the
L:m;';;:nm.\smmr"nmm t o b i s
Ed i 5000 $000 o -
KN
(2| Totl Vil FBAR Pty ¥ -
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1) Change Cell E10 to be “$13,000”
2) Change Cell E11 to be “$ 2,000”

Level 2 Non-Willful Mitigation Example

1Facts: for 2011 the person failed to report three accounts
JFacts: maximum balance of each account:
Account 1: $55,000
Account 2: $13,000
Account 3: $2,000
Maximum Aggregate Balance (MAB): $70,000
‘ILevel 2 non-willful FBAR penalty per account:
Account 1: $5,000
Account 2: $1,300 ($13,000 x 10%)
Account 3: $200
1 Total FBAR penalty: $6,500
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FBAR Penalty Mitigation Comps After 10222004
Willful and Non-Willful Spreadsheet
Non-Willful Level 2 Example
E0 v fe 13000
1A B | [} | 0 | E F 6 | H
|
¢ EBAB
Ll
iy
5 FBAR Penalty Mitigation Guidelines After October 22, 2004
]
FBAR AccountBalance | EBARFilngDate | 4of | ComputedPenalty
Ber Account Penalty Structure \ . ccount Balince n | Yight Ancatt
Notes| o wilal Account Balance USD Durng Th
L Penalties Calendar Year 1ISD
Level | - Marimum Aggregate Balance (MAB) $500 for each violation, not to exceed an aggregate
4 of the Accounts <$50,000 penalty of $5,000 $000 ot Appcate o's
| Level I Mazimum Aggregate Balance(MAB) | $5.000 for each violation, not to ezceed 102 of the
9 of the Account <$250,000 matimum balance in the account during the year 55,0000 | ot Appicable 4 5000
n Level Il - Mazimum Aggregate Balance(MAB) | $3.000 for each violation, not to ezceed 10% of the
0 of the Account ¢$250,000 matimum balance in the account during the year $1200000 |Not Appcable I|$ 1400
[ Level Il - Mazimum Aggregate Balance(MAB) | $5.000 for each violation, not to ezceed 10% of the
1 | of the Account <$250,000 mazimum balance in the account during the year $2000.00 | Mot Applable 14 200
Level Il - Mazimum Balance Per Account
il 2$250,000 $10,000 for each violation $0.00 [ Not Apphcable 04
{4
W [Tt Non VUFBERPwy $ 6500
®
30
Explain

Under the Level 2 FBAR Non-Willful Penalty Mitigation Guidelines, the FBAR
penalty is the lesser of $5,000 per violation or ten percent of the maximum
balance in each account. In our example, the penalty for account number 1 is
$5,000, because ten percent of the $55,000 maximum balance in the
account, which is $5,500, exceeds $5,000. The penalty for account number 2
is $1,300, because ten percent of the maximum balance of the account is
less than $5,000 (ten percent of $13,000 is $1,300). The penalty for account
number 3 is $200, which is ten percent of the maximum balance in the
account (ten percent of $2,000 is $200). Therefore, in this example, the total
FBAR penalties using the Level 2 non-willful mitigation guidelines is $6,500.

MAB is $70,000 which Determines Level 2 NW FBAR Penalty for all 3
accounts even though Account 2 and Account 3 is Less than $50,000.

[JFacts: maximum balance of each account:
Account 1: $55,000
Account 2: $13,000
Account 3: $2,000
Maximum Aggregate Balance (MAB): $70,000




Exhibit 4.26.16-2 (Cont. 1) (07-01-2008)
Normal FBAR Penalty Mitigation Guidelines for Violations Occurring After October 22, 2004

Willfulness Penalties

To Qualify for Level | -
Determine Aggregate
Balances

If the maximum aggregate balance for all accounts to which the violations
relate did not exceed $50,000, Level | applies to all accounts . Determine
the maximum balance at any time during the calendar year for each
account. Add the individual maximum balances to find the maximum
aggregate balance.

Level | Penalty is

The greater of $1,000 per violation or 5% of the maximum balance during
the year of the account to which the violations relate for each violation.

To Qualify for Level Il —
Determine Account
Balance

If Level | does not apply and if the maximum balance of the account to
which the violations relate at any time during the calendar year did not
exceed $250,000, Level Il applies to that account .

Level Il Penalty is per
account

The greater of $5,000 per viclation or 10% of the maximum balance during
the calendar year for each Level Il account .

To Qualify for Level llI

If the maximum balance of the account to which the viclations relate at any
time during the calendar year exceeded $250,000 but did not exceed
$1,000,000, Level Il applies to that account .

Level lll Penalty is per
account.

The greater of (a) or (b):

(a) 10% of the maximum balance during the calendar year for each Level lll
account, or

(b) 50% of the closing balance in the account as of the last day for filing the
FBAR .

To Qualify for Level IV

If the maximum balance of the account to which the violations relate at any
time during the calendar year exceeded $1 million, Level IV, the statutory
maximum, applies to that account.

Level IV Penalty is per
account the statutory
maximum

The greater of (a) or (b):
(a) $100,000, or
(b) 50% of the closing balance in the account as of the last day for filirgythe

FBAR.

Maximum Aggregate Balance (MAB)= The Sum of
Maximum Value in United States Dollars (USD) of
Each Account for the Calendar Year.

The MAB Determines the Level of Willful FEBAR
Penalty being Assessed for Levels 1 and 2 ONLY:

The EBAR Willful Level 3 and Level 4 Penalties
introduce and use for the First Time the
6/30/Following Year End Balance of a Foreign
Account to Calculate the Correct EBAR Penalty.
You must use the 6/30 balance to compute.
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Level 4 Willful Mitigation Example

* Facts: for 2011 the person failed to report two
accounts

+ Facts; the accounts balances are as follows:

+ Account 1: $1,370,000 maximum balance

+ Account 1: $1,260,000 balance on June 30, 2012
+ Account 2: $1,760,000 maximum balance

+ Person closed account 2 on March 16, 2012

+ Maximum aggregate balance: $3,130,000

* Level 4 willful FBAR penalty per account:

+ Account 1: $630,000 ($1,260,000 x 50%)
+ Account 2: $100,000
+ Total FBAR penalty: $730,000 %

The facts of the case are that for 2011 a person failed to report both of his foreign
accounts.

The maximum balance of account number 1 was $1,370,000, and the balance on June 30,
2012 was $1,260,000. The maximum balance of account number 2 was $1,760,000, and the
person closed account number 2 on March 16, 2012. The maximum aggregate balance, which
is determined by adding together the maximum balance of both accounts, is $3,130,000.

The maximum aggregate balance for this person exceeded $50,000, so the person does not
meet the criteria for Level 1 willful FBAR penalty mitigation. Assuming the person meets all four
mitigation criteria, willful FBAR penalty mitigation is appropriate for both of the accounts.

For account number 1, Level 4 willful FBAR mitigation applies because the maximum balance
of the account exceeded $1,000,000. Under Level 4 willful mitigation, the penalty is the greater
of $100,000 or 50 percent of the balance on the date of violation. For account 1, the balance
of the date of the violation, which is June 30, 2012, was $1,260,000, so the Level 4 penalty for
this account is 50 percent of $1,260,000, which is $630,000.

The maximum balance of account number 2 was $1,760,000. Level 4 willful FBAR mitigation
applies to account number 2 because the maximum balance of the account exceeded
$1,000,000. Since the person closed account number 2 before the due date of the 2011 FBAR,
the balance of the account on June 30, 2012 is zero. As a result, the Level 4 willful FBAR
penalty is $100,000, which is the greater of $100,000 or 50 percent of the balance in the
account on June 30, 2012.

Therefore, in this example, the total willful FBAR penalties using the mitigation guidelines is
$730,000.
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FBAR Penalty Mitigation Comps After 10222004
Willful and Non-Willful Spreadsheet

Willful Level 4 Example

E18 v £ 1370000
[ [ A1 B | (1] 1 1] | E | F 1 G | H
1
2 [EBAB
3 1
‘

% |FBAR Penalty Mitigation Guidelines After October 22, 2004 I
&

Mazimum Per | 2301 Following Year |

Notes | ESAR L
Non-Villful inUSD During The | Account Balancein | Yiolations Amount
| 7 | Penalties Calendar Year usD
Level | - Mazimum Aggregate Balance (MAB) | $500 for each violation, not to exceed an aggregate
0 of the Accounts <$50,000 penalty of $5,000 3000 | ot gpicasle os
Level Il - Mazimum Aggregate Balance(MAB) | $5.000 for each violation, not to exceed 10% of the —
3 of the Account <$250,000 mazimum balance in the account during the year $0.00 | Mot Applicable K]
Level lll - Mazimum Balance Per Account
0 >$250,000 $10,000 for each violation $0.00 | ot Applicable o ¢
n
2| Total Non-Vilful FBAR Penay $

1

‘Mazimum Per. | 6301 Eclloxing Year |
Notes, Account Balance ‘Per Account Penalty Structure AccomtBalance | FRARFilinpllate |  fof | Compated Penahy
inUSD Duting The | Account Balancein | Yiolations Amount

LA Lalendar Year usn
Level | - Mazimum Aggregate (MAB) [The g of $1,000 for each violation of 57 of the
5 of the Account <$50,000 mazimum balance in the account during the year $0.00 | Not Applicable K3
Level I - Mazimum Aggregate Balance(MAB) | The greater of $5,000 for each wiolation or 107 of the v
|s of the Account <$250,000 mazimum balance in the account during the year $0.00 | Not Applicable e
The Per Account Penalty is the greater of 10 of the
Level lll - Mazimum Balance Per Account mazimum balance dus he year or 50 of the
>$250,000 but <$1,000,000 account balance in the account as of the last day for
7 FBAR [6130iF ollowing Year) $000 $0.00 K]
o The greater of $100,000 or 50 of the closing balance
Level IV - M. Bal. Per Acs
):‘nm mm"'mm alance Per Account in the account as of the last day for filing the FBAR
| . [6/30F ollowing Year) $1370.00000 $1260000.00 1 630,000
5]
20 Total Williul FBAR Penalt 3 620,000
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1) Open the EBAR Penalty Mitigation Comps After 10222004 Willful and
Non-Willful.xls- Spreadsheet

2) Go to the 2010 TAB in the Same Spreadsheet to Save Time.
3) Enterin Cell E18 “$1,370,000”

4) Enter in Cell F18 “1,260,000”

5) Enter.in Cell G18*"1”

Level 4 Willful Mitigation Example

1 Facts: for 2011 the person failed to report two accounts
"IFacts: the accounts balances are as follows:

Account 1: $1,370,000 maximum balance

Account 1: $1,260,000 balance on June 30, 2012

Account 2: $1,760,000 maximum balance

Person closed account 2 on March 16, 2012

Maximum aggregate balance: $3,130,000
"ILevel 4 willful FBAR penalty per account:

Account 1: $630,000 ($1,260,000 x 50%)

Account 2: $100,000(]
] Total FBAR penalty: $730,000
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FBAR Penalty Mitigation Comps After 10222004

Willful and Non-Willful Spreadsheet
Willful Level 4 Example
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Left Click Row 18
2) Go to Top Line Menu and Select Insert- Row
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Willful and Non-Willful Spreadsheet

Willful Level 4 Example
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1) Left Click Row 19
2) Go to Top Line Menu Select “Edit” Then Select “Copy”
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Willful Level 4 Example
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1) Left Click Row 18
2) Go to Top Line Menu Select " Edit” Then “Paste”




FBAR Penalty Mitigation Comps After 10222004
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Willful Level 4 Example
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1) Change Cell E18 to be “$1,760,000”
2) Change Cell F18 to be “0”

Level 4 Willful Mitigation Example
1 Facts: for 2011 the person failed to report two accounts
"IFacts: the accounts balances are as follows:
Account 1: $1,370,000 maximum balance
Account 1: $1,260,000 balance on June 30, 2012
Account 2: $1,760,000 maximum balance
Person closed account 2 on March 16, 2012
Maximum aggregate balance: $3,130,000
‘ILevel 4 willful FBAR penalty per account:
Account 1: $630,000 ($1,260,000 x 50%)
Account 2: $100,000(]
1 Total FBAR penalty: $730,000
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FBAR Penalty Mitigation Comps After 10222004
Willful and Non-Willful Spreadsheet

Willful Level 4 Example
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The facts of the case are that for 2011 a person failed to report both of his foreign
accounts.

The maximum balance of account number 1 was $1,370.000, and the balance on June 30,
2012 was $1,260,000. The maximum balance of account number 2 was $1,760,000, and

the person closed account number 2 on March 16, 2012. The maximum aggregate balance,

which is determined by adding together the maximum balance of both accounts, is
$3,130,000.

The maximum aggregate balance for this person exceeded $50,000, so the person does not
meet the criteria for Level 1 willful FBAR penalty mitigation. Assuming the person meets all
four mitigation criteria, willful FBAR penalty mitigation is appropriate for both of the
accounts.

For account number 1, Level 4 willful FBAR mitigation applies because the maximum balance
of the account exceeded $1,000,000. Under Level 4 willful mitigation, the penalty is the
greater of $100,000 or 50 percent of the balance on the date of violation. For account 1,
the balance of the date of the violation, which is June 30, 2012, was $1,260,000, so the
Level 4 penalty for this account is 50 percent of $1,260,000, which is $630,000.

The maximum balance of account number 2 was $1,760,000. Level 4 willful FBAR mitigation
applies to account number 2 because the maximum balance of the account exceeded
$1,000,000. Since the person closed account number 2 before the due date of the 2011
FBAR, the balance of the account on June 30, 2012 is zero. As a result, the Level 4 willful
FBAR penalty is $100,000, which is the greater of $100,000 or 50 percent of the balance in
the account on June 30, 2012.

Therefore, in this example, the total willful FBAR penalties using the mitigation guidelines is
$730,000.
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FBAR Case Summary should include 4 sections:
1-Discussion of FBAR Violations

2-Number of Penalty Assessments

3-Total Dollar Amounts of Penalties

4-Case Disposition
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7 Elements necessary to prove in any FBAR penalty Court Case:

1)TP was a United States Citizen, Resident, or
Person Doing Business in the United States.
2)TP had a Financial Interest in, or Signatory or
Other Authority over a Bank, Securities or Other Financial
Accounts during the years in question.
3)Bank had Balance > $10,000 at any time
in United States Dollars (USD).
4)Bank was in a Foreign Country.
5)TP Failed to Disclose the Bank Account.
6)Failure to Report was Willful or Non-Willful.
7)The Penalty Amounts were Proper.
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For all FBAR Cases---Revenue Agent’'s Case Summary_ should
also address the following 6 ltems:

1) The Balance of the Account in USD on the Date of Violation
(Willful Only) or Highest Account Balance & Date (Non-Willful),

2) An Analysis of Unreported Foreign Income and the Amount of Tax
Omitted Attributable to Foreign Accounts at Issue,

3) Reasonable Cause,
4) Examiner Discretion for Lesser Penalties when Used,

5) Why No Willful FBAR Penalties in Non-Willful FBAR Penalty
Cases, and

6) The Source of the Foreign Currency Amounts and Exchange
Rates Used to Arrive at USD.
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To Qualify for Mitigation, the person must meet 4 Criteria:

1. The person has no history of criminal tax or BSA convictions for
the preceding ten years and has no history of prior FBAR penalty
assessments;

2. No money passing through any of the foreign accounts associated
with the person was from an illegal source or used to further a
criminal purpose;

3. The person cooperated during the examination; and,

4. IRS did not determine a fraud penalty against the person for an
underpayment of income tax for the year in question due to the
failure to report income related to any amount in a foreign account.

NOTE: The Level IV Willful FBAR Penalty Mitigation Comp .xIs spreadsheet
can be used for any willful penalties in which the mitigation criteria are not
met.

If a Willful FBAR Level 4 Penalty is being assessed for Multiple Years, then
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the RA may want to consider assessing the Willful FBAR Penalty in ONLY
ONE YEAR instead of Multiple Years and USE the DISCRETION in IRM
4.26.16.4.7 as justification and ASSESS the Willful Maximum Multiple Year
FBAR Penalties ONLY in the MOST EGREGIOUS CASES!
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Factors Supporting Willful FBAR Penalty

Opened the foreign bank account
Owner of, or a financial interest in, the foreign account
Tax non-compliance

Did not seek advice, or relied upon the advice of a promoter,
foreign banker, or other unqualified tax professional.

Violations persist after notification of FBAR reporting
requirements

Foreign account not disclosed to return preparer
No business reason for the foreign account
No family or business connection to the foreign country
An offshore entity owns the account
Previously-filed FBARs do not include all foreign accounts
lllegal income in the foreign account
Participated in an abusive tax avoidance scheme
44
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Factors Not Supporting Willful FBAR Penalty

Inherited the foreign bank account

Only signature authority over the foreign bank
account

Tax compliance

Relied upon the advice of a tax return preparer, a
CPA, an attorney, or another qualified tax
professional.

Full compliance after notification of FBAR
reporting requirements

Foreign account disclosed to return preparer
Business reason for the foreign account
Family or business connection to the foreign
country

Person owns the account in his name

45
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For all FBAR Cases---Revenue Agent’s should Also Address the following
6 Items---In_the 886A Case Summary and 400 Section:

1) The Balance of the Account in USD on the Date of Violation (Willful Only) or
Highest Account Balance & Date (Non-Willful)

2) An Analysis of Unreported Foreign Income and the Amount of Tax Omitted
Atrributable to Foreign Accounts at Issue

3) Reasonable Cause,
4) Examiner Discretion for Lesser Penalties when Used,
5) Why No Willful FBAR Penalties in Non-Willful FBAR Penalty Cases, and

6) The Source of the Foreign Currency Amounts and Exchange Rates Used to
Arrive at USD.
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For all FBAR Cases---Revenue Agent’s should Also Address the following
6 Items---In_the 886A Case Summary and 400 Section:

1) The Balance of the Account in USD on the Date of Violation (Willful Only) or
Highest Account Balance & Date (Non-Willful)

2) An Analysis of Unreported Foreign Income and the Amount of Tax Omitted
Atrributable to Foreign Accounts at Issue

3) Reasonable Cause,
4) Examiner Discretion for Lesser Penalties when Used,
5) Why No Willful FBAR Penalties in Non-Willful FBAR Penalty Cases, and

6) The Source of the Foreign Currency Amounts and Exchange Rates Used to
Arrive at USD.
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For all FBAR Cases---Revenue Agent’s should Also Address the following
6 Items---In_the 886A Case Summary and 400 Section:

1) The Balance of the Account in USD on the Date of Violation (Willful Only) or
Highest Account Balance & Date (Non-Willful)

2) An Analysis of Unreported Foreign Income and the Amount of Tax Omitted
Atrributable to Foreign Accounts at Issue

3) Reasonable Cause,
4) Examiner Discretion for Lesser Penalties when Used,
5) Why No Willful FBAR Penalties in Non-Willful FBAR Penalty Cases, and

6) The Source of the Foreign Currency Amounts and Exchange Rates Used to
Arrive at USD.
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For all FBAR Cases---Revenue Agent’s should Also Address the following
6 Items---In_the 886A Case Summary and 400 Section:

1) The Balance of the Account in USD on the Date of Violation (Willful Only) or
Highest Account Balance & Date (Non-Willful)

2) An Analysis of Unreported Foreign Income and the Amount of Tax Omitted
Atrributable to Foreign Accounts at Issue

3) Reasonable Cause,
4) Examiner Discretion for Lesser Penalties when Used,
5) Why No Willful FBAR Penalties in Non-Willful FBAR Penalty Cases, and

6) The Source of the Foreign Currency Amounts and Exchange Rates Used to
Arrive at USD.
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For all FBAR Cases---Revenue Agent’s should Also Address the following
6 Items---In_the 886A Case Summary and 400 Section:

1) The Balance of the Account in USD on the Date of Violation (Willful Only) or
Highest Account Balance & Date (Non-Willful)

2) An Analysis of Unreported Foreign Income and the Amount of Tax Omitted
Atrributable to Foreign Accounts at Issue

3) Reasonable Cause,
4) Examiner Discretion for Lesser Penalties when Used,
5) Why No Willful FBAR Penalties in Non-Willful FBAR Penalty Cases, and

6) The Source of the Foreign Currency Amounts and Exchange Rates Used to
Arrive at USD.
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For all FBAR Cases---Revenue Agent’s should Also Address the following

6 Items---In_the 886A Case Summary and 400 Section:
1) The Balance of the Account in USD on the Date of Violation (Willful Only) or
Highest Account Balance & Date (Non-Willful)

2) An Analysis of Unreported Foreign Income and the Amount of Tax Omitted
Atrributable to Foreign Accounts at Issue

3) Reasonable Cause,
4) Examiner Discretion for Lesser Penalties when Used,
5) Why No Willful FBAR Penalties in Non-Willful FBAR Penalty Cases, and

6) The Source of the Foreign Currency Amounts and Exchange Rates Used to
Arrive at USD.




For all FBAR Cases---Revenue Agent’s should Also Address the following
6 Items---In_the 886A Case Summary and 400 Section:

1) The Balance of the Account in USD on the Date of Violation (Willful Only) or
Highest Account Balance & Date (Non-Willful)

2) An Analysis of Unreported Foreign Income and the Amount of Tax Omitted
Atrributable to Foreign Accounts at Issue

3) Reasonable Cause,
4) Examiner Discretion for Lesser Penalties when Used,
5) Why No Willful FBAR Penalties in Non-Willful FBAR Penalty Cases, and

6) The Source of the Foreign Currency Amounts and Exchange Rates Used to
Arrive at USD.
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For all FBAR Cases---Revenue Agent’s should Also Address the following

6 Items---In_the 886A Case Summary and 400 Section:
1) The Balance of the Account in USD on the Date of Violation (Willful Only) or
Highest Account Balance & Date (Non-Willful)

2) An Analysis of Unreported Foreign Income and the Amount of Tax Omitted
Atrributable to Foreign Accounts at Issue

3) Reasonable Cause,
4) Examiner Discretion for Lesser Penalties when Used,
5) Why No Willful FBAR Penalties in Non-Willful FBAR Penalty Cases, and

6) The Source of the Foreign Currency Amounts and Exchange Rates Used to
Arrive at USD.




For all FBAR Cases---Revenue Agent’s should Also Address the following
6 Items---In_the 886A Case Summary and 400 Section:

1) The Balance of the Account in USD on the Date of Violation (Willful Only) or
Highest Account Balance & Date (Non-Willful)

2) An Analysis of Unreported Foreign Income and the Amount of Tax Omitted
Atrributable to Foreign Accounts at Issue

3) Reasonable Cause,
4) Examiner Discretion for Lesser Penalties when Used,
5) Why No Willful FBAR Penalties in Non-Willful FBAR Penalty Cases, and

6) The Source of the Foreign Currency Amounts and Exchange Rates Used to
Arrive at USD.
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For all FBAR Cases---Revenue Agent’s should Also Address the following
6 Items---In_the 886A Case Summary and 400 Section:

1) The Balance of the Account in USD on the Date of Violation (Willful Only) or
Highest Account Balance & Date (Non-Willful)

2) An Analysis of Unreported Foreign Income and the Amount of Tax Omitted
Atrributable to Foreign Accounts at Issue

3) Reasonable Cause,
4) Examiner Discretion for Lesser Penalties when Used,
5) Why No Willful FBAR Penalties in Non-Willful FBAR Penalty Cases, and

6) The Source of the Foreign Currency Amounts and Exchange Rates Used to
Arrive at USD.
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FBAR Coordinator Review

1)Reviews the FBAR Summary Memorandum
and 886A Case Summary.

2) Reviews the Entire Case File to ensure
Completeness, including Evidence to Support
the Penalties Proposed.

3) Reviews the Penalty Computation to Verify if it
is Correct.

4) Verifies RA Addressed Reasonable Cause.

56

There are one or more FBAR coordinators in each Examination Area. The
primary role of the FBAR coordinator is to assist you with FBAR cases, including
both administrative and case-development issues. It is important to involve an
FBAR coordinator as early as possible in the investigation. The FBAR
coordinator can assist you and your manager with evaluating the evidence to
deterlrpine whether there is sufficient evidence to support the proposed FBAR
penalty.

The FBAR coordinator reviews your Counsel penalty memorandum to make
sure there is a complete discussion of all relevant evidence. The FBAR
coorciinator also verifies the accuracy of the computation of the proposed FBAR
penalty.

The FBAR coordinator also assists with resolving cases where Counsel does
not agree with FBAR penalty proposed by you and your manager.

South Atlantic
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Role of the Fraud Technical Advisor

Leverage fraud experience to develop willful
FBAR penalty cases

Assists with evaluating whether the evidence
shows willfulness

Assists with criminal referrals

Reviews Counsel memorandum for
completeness

You should leverage the experience of the fraud technical advisor to assist you
with developing willful FBAR cases. The fraud technical advisor help evaluate
whether there is sufficient evidence to support a willful FBAR penalty. The fraud
technical advisor also can assist with identifying cases that warrant a criminal
referral, not only for the income tax violations but also for related FBAR
violations.

The fraud technical advisor reviews the FBAR memorandum to Counsel for
completeness.
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Area Counsel
» Does Not Compute the FBAR Penalty

+ Reviews the Proposed FBAR Penalty

« May Recommend an Alternative Computation

« May Advise to Assert a Lesser or Greater Penalty

« May Advise the Evidence is Not Sufficient to Sustain the
Proposed Penalty (may identify information additional
evidence that may support the proposed penalty)

+ May Advise Not to Assert an FBAR Penalty

« Group Manager has the Final Authority to Determine the
Appropriate FBAR Penalty

58

Counsel reviews all proposed FBAR penalty assessments.

Counsel has 45 days to provide written legal advice regarding the proposed FBAR penalty
assessments, although for more complex cases they may need additional time. The role of
Counsel is to review the evidence to determine whether the evidence supports your proposed
FBAR penalty. Counsel will not determine the amount of the FBAR penalty for you.

Prior to sending the FBAR penalty package, your group manager must approve the FBAR
penalties in writing. (Memo to Counsel should be electronically or manually signed by GM)

After Counsel reviews the proposed FBAR penalty, you send the FBAR penalty package to the
taxpayer. The FBAR penalty package consists of:

. Letter 3709, FBAR Penalty Letter (Explanation & computation of penalty should
be attached—DO NOT ATTACH COUNSEL’S MEMO)

. Form 13449, Agreement to Assessment and Collection of Penalties Under 31
U.S.C. 5321(a)(5) and 5321(a)(6)

. Notice 1330, Information on Making FBAR Penalty Payment by Check
7 Points To Consider for Counsel-

1) Willfuness Determination is Fact Specific to Each Case
2) If No Deficiency, Then No Non-Willful Penalty.

3) Size of the Foreign Account is N/A to Non-Willful Penalty, but pertinent to Willful
FBAR Penalties.

4) Counsel wants Reasonable Cause Addressed.

5) Interview the TP, POA and Return Preparer even by phone for FBAR Case File.
6) Consider Examiner Discretion on Multiple Penalties-Willful.

7) Include background, education level of taxpayer
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Close the FBAR Case

« Send Correspondence to the Taxpayer
— FBAR Warning Letter (No Penalties)
— FBAR 30-Day Letter Package (Penalties)

- Wait for the taxpayer to respond
(30-day Letter Only)

» Close the Case from the Group

— To Detroit (Warning Letter, Agreed Cases, and
No-Response Cases)
— To Appeals (Unagreed Appeal Cases)

59

To close the FBAR case, complete the FBAR monitoring document to show the

disposition of the case, update ERCS, assemble the FBAR case file, and send
the closed case to Detroit.

The penalties are assessed for no response cases and short statute cases by
Detroit FBAR Penalty Coordinators.

For cases going to Appeals in which the willful penalty is proposed, an
alternative position is not needed; however, Appeals will only consider non-willful
for the same year(s) you proposed willful penalty.
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FBAR Procedures — Agreed Case

» Taxpayer signs Form 13449 to agree to the FBAR
penalty assessment

» Separate check for the FBAR penalties
» Special processing procedures for checks to pay
FBAR penalties

* Close the case
— Update FBAR monitoring document
— Update ERCS
— Send closed case to Detroit

« The Detroit Computing Center
— Assesses the FBAR penalties
— Sends the notice of the assessment
— Forwards the case for collection

To agree with the FBAR penalty assessments the taxpayer signs Form 13449
and returns it to you, preferably with payment. The taxpayer must send a
separate check to pay the FBAR penalties. The Detroit Computing Center
processes FBAR penalty checks electronically.

To close the FBAR case, complete the FBAR monitoring document to show the
disposition of the case, assemble the FBAR case file, update ERCS, and send
the closed case to Detroit.

The Detroit Computing Center assesses the FBAR penalties, sends the notice of
the assessment to the taxpayer, and, if necessary, forwards the case for
collection.
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FBAR Procedures — Unaqgreed Case

« An unagreed FBAR case is where the taxpayer
fails to respond to L-3709
» Close the case
— Update FBAR monitoring document
— Update ERCS
— Close the case to Detroit
« Detroit assesses the penalty, sends notice of

assessment, and forwards the case for
collection

An unagreed FBAR penalty case is where the taxpayer fails to respond to the
FBAR 30-day letter, Letter 3709.

To close the FBAR case, complete the FBAR monitoring document to show the
disposition of the case, update ERCS, and close the case to Detroit.

The Detroit Computing Center assesses the FBAR penalties, sends the notice of
the assessment to the taxpayer, and forwards the case for collection.
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Pre-Assessment FBAR Appeals

» Taxpayer must file a protest within 30 days of Letter 3709
(retain the case for 15 days past the 30-day due date)

* Appeals requires 180 days on assessment statute

+ Update the FMD and send it to address for closed cases (check
the Disposition box “Case Closed with Penalty to Appeals”)

* Close the case through Technical Services directly to Appeals
(not to Detroit)
— FBAR cases are coordinated issue cases in Appeals
— Attach Form 3198 to the case file, identify the case is an FBAR case, list
the FBAR penalty years, and the related income tax cases
— Enter UIL 9999.99.01 on the transmittal letter and Form 3198

— Where possible, send the unagreed income tax and FBAR penalty cases
at the same time

To appeal the FBAR penalties, the taxpayer must file a protest within 30 days of Letter 3709.
You should allow an additional 15 days past the deadline to receive the protest from the
taxpayer.

Appeals requires at least 180 days remaining on the FBAR penalty assessment statute. The
taxpayer must sign the FBAR penalty statute extension, otherwise the taxpayer will not have pre-
assessment appeal rights.

Updates the FBAR monitoring document and check the Disposition box “Case Closed with
Penalty to Appeals.” After updating the FBAR monitoring document, your manager sends a copy
to the Detroit Computing Center at the same address as for closed FBAR penalty cases.

Assemble the FBAR penalty case file for closing and update ERCS. Following local procedures,
your manager sends the appealed FBAR penalty case file through Technical Services directly to
Appeals. Do not send appealed FBAR penalty cases to Detroit.

FBAR cases are coordinated issue cases in Appeals. Attach Form 3198 to the outside of the
FBAR case file. On Form 3198 indicate that the case is an FBAR case, list the years for which
there are proposed FBAR penalties, and list the related income tax cases, including any Title 26
penalty cases. Write UIL 9999.99.01 on Form 3198 so the Appeals officer knows to contact the
Appeals FBAR Coordinator prior to starting the case.

Where possible, send to Appeals all unagreed income tax and FBAR cases at the same time.
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Post-Assessment Appeals

« The taxpayer responds to Letter 3709 and requests an
Appeals conference but refuses to sign the FBAR
penalty statute extension (less than 180 days on the
penalty assessment statute)

* Where the proposed FBAR penalties exceed
$100,000, once assessed, Appeals has limited
authority to settle the case (31 U.S.C. 3711; 31 C.F.R.
sections 902.1 and 902.2)

« Where the proposed penalties exceed $100,000, the
group manager must advise taxpayer of this provision
and document this contact in the FBAR case activity
record

The taxpayer only has post-assessment appeal rights where the taxpayer
responds to Letter 3709 and requests an Appeals conference but refuses to sign
the FBAR penalty statute extension. Appeals will not accept an FBAR penalty
case with less than 180 days on the penalty assessment statute, so for these
cases you first have the Detroit Computing Center assess the FBAR penalties
prior to sending the FBAR penalty case to Appeals.

Under Section 3711 of Title 31, and the related Title 31 regulation section 5.1,
only the Department of Justice may compromise a debt that exceeds
$100,000. Therefore, where the proposed FBAR penalties exceed $100,000,
and the taxpayer refused to sign the FBAR statute extension but requested an
Appeals conference, prior to assessing the FBAR penalty your manager shall
contact the taxpayer or his representative to explain that Appeals has limited
authority to settle the case. Your manager shall document this contact on the
activity record in the FBAR penalty case.
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Post-Assessment Appeals, cont’d.

« To assess the FBAR penalties, send the following
documents to the Detroit Computing Center:

— Copy of the FMD (check the Disposition box “Case Closed
with Penalty to Appeals”)

— Unsigned Form 13449 showing the penalty assessment for
the year with less than 180 days on the assessment statute

— A statement that the FBAR penalty case is being forwarded
to Appeals

« Email (preferred) or FAX the documents to Nancy
Beasley:
— Nancy.Beasley@irs.gov
— FAX: (313)234-2278

* The group manager must email the documents or
attach a statement that he approved the penalty
assessment

If the taxpayer refuses to sign the statute extension, then you have to assess
the FBAR penalties prior to sending the case to Appeals.

You send the following documents to the Detroit Computing Center: a copy of
the FBAR monitoring document (be sure to check the Disposition box “Case
Closed with Penalty to Appeals” prior to sending the document to Detroit), a
copy of the unsigned Form 13449 showing the penalty assessment for the year
or years with less than 180 days on the assessment statute, and a statement
that you will forward he FBAR penalty case to Appeals after Detroit assesses the
FBAR penalties.

Email is the preferred method to send the assessment information to Detroit.
Using secured email, your manager sends the documents to
Nancy.Beasley@irs.gov.

Your manager may also FAX the documents directly to Nancy Beasley; her FAX
number is (313) 234-2278.

Your manager must email the documents to Detroit, or provide you with a
statement to attach to your email, or the FAX, that states the group manager
approves the penalty assessment.
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Post-Assessment Appeals, cont’d.

» Detroit only immediately assesses the FBAR
penalty for the short-statute year

» Detroit faxes to the originating group:
— a copy of the FBAR penalty assessment document
— a copy of the balance due letter sent to the taxpayer

« Send the FBAR penalty case to appeals

through Technical Services (must include the
assessment documents from Detroit)

After receiving the documents from the group, the Detroit Computing Center
immediately assesses the FBAR penalty. Detroit will assess only FBAR
penalties with less than 180 days on the statute.

After assessing the FBAR penalty, Detroit faxes to the originating group a copy
of the FBAR penalty assessment document and a copy of the balance due letter
sent to the taxpayer; you must include both of these documents in the FBAR
penalty case file to be sent to Appeals. You cannot close the FBAR penalty
case until Detroit sends these documents because Appeals will reject it without
these documents.

Your group manager sends the FBAR penalty case to Appeals through Technical
Services.
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Post-Assessment Appeals, cont’d.

FBAR cases are coordinated issue cases in
Appeals
Attach Form 3198 to the case file
* identify the case is an FBAR case
* list the FBAR penalty years
« identify the FBAR penalty years already assessed

* list related income tax cases
» Enter UIL 9999.99.01

FBAR cases are coordinated issue cases in Appeals. Attach Form 3198 to the
outside of the case file. On Form 3198 indicate that the case is an FBAR case,
list the years for which there are proposed FBAR penalties, identify the years
where Detroit already assessed the FBAR penalties, and list the related income
tax cases, including Title 26 penalty cases. Your group manager needs to enter
UIL 9999.99.01 on Form 3198 so the Appeals officer knows to contact the
Appeals FBAR Coordinator prior to starting the case.
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Post-Assessment Appeals, cont’d.

» Appeals package may include both pre-
assessment and post-assessment penalty
cases

* If possible, send all cases to Appeals at the
same time, including unagreed income tax
cases

« Update ERCS

» Close the case through Technical Services
directly to Appeals (not to Detroit)

The cases sent to Appeals may include both pre-assessment and post-
assessment FBAR penalty cases; if possible, you should send all cases,
including related unagreed income tax cases, to Appeals at the same time.

Assemble the FBAR penalty case file for closing and update ERCS. Following
local procedures, send the appealed FBAR penalty case file through Technical
Services directly to Appeals. Do not send appealed FBAR penalty cases to
Detroit.
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FBAR Penalty Case Steps

1) Discover a potential FBAR violation in Title 26
2) Secure a Related Statute Memorandum (RSM) in Title 31
3) Establish the 2 FBAR Administrative Controls
4) Investigate the FBAR Penalty Case

— Use the FBAR 4318 for Penalty Case Structure
5) Determine the Appropriate FBAR Penalty

6) Document Penalty Decision in a Memorandum to
Area Counsel & Attach 886A-Case Summary

7) Issue Form 13449 (FBAR RAR) only after case file
reviewed by FBAR Coordinators & FBAR Penalty
approved by FBAR Area Counsel.

8) Close the case

The Ultimate Goal -of the Revenue Agent in an FBAR Penalty Case File is to Complete Step 6)

You prepare an FBAR penalty memorandum where you propose an FBAR penalty. This
memorandum explains the FBAR penalty investigation and the results. The memorandum
should summarize the evidence contained in the FBAR case file, analyze the evidence, interpret
the evidence, discuss whether the taxpayer had reasonable cause for violations, and compute
the penalties.

If the taxpayer indicated that he had reasonable cause for the violation, such a statement must
be included in the memorandum and you must address any points raised by the taxpayer. If the
taxpayer did not provide a statement of reasonable cause, either try to anticipate what his
position could be, or point to specific evidence you gathered that shows the taxpayer did not
have reasonable cause for the FBAR violation.

The memorandum is from the examination group (Signed by GM) to Counsel to request advice
on whether the evidence supports the proposed FBAR penalty, either willful or non-willful.

The FBAR penalty case file is separate from the related income tax examinations or other Title
26 penalty cases. The FBAR penalty case and the income tax cases may follow separate
processing paths so it is important to include in the FBAR penalty case copies of all the relevant
information from the Title 26 case files, including information to show the amounts of the tax
deficiencies, if any, related to the undisclosed accounts.

As with all cases, well organized and indexed workpapers are easier to follow. Also keep
in mind that, if the FBAR penalty case goes to trial, your FBAR workpapers will be a very
important part of the government’s FBAR penalty case.

Read Slide 8 Form 8938 if time permits.

68





