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QUIET DISCLOSURE RISKY FOR
OFFSHORE ACCOUNTS

Flying in under the radar is no longer safe for those with secret off-
shore accounts who want to land on legal ground. Recent IRS
guidance has raised questions about whether the agency will con-
tinue allowing account holders to simply file amended returns and
pay back taxes and penalties in order to avoid criminal prosecution
for tax evasion. On May 6th, the IRS stated that individuals must
now flag their accounts to the IRS and go through the formal dis-
closure program, which may lead to higher penalties, including
criminal prosecution. Account holders who have attempted quiet
disclosure have until September 23rd to make a formal disclosure,
which is initiated by the account holder’s attorney contact the
IRS’s Criminal Investigative Division. The move by the IRS
comes as it continues its crackdown on offshore accounts through
a high profile investigation involving thousands of taxpayers with
Swiss bank accounts managed by UBS AG.

IRS TARGETS YOUR CELL PHONE

The use of company issued mobile phones could trigger new fed-
eral income taxes for millions of Americans as a fringe benefit. The
IRS has proposed that employers assign 25% of an employee’s
annual phone expense as a taxable benefit. The IRS is saying that
employees could avoid the tax liability if they showed proof they
used personal cell phones for nonbusiness calls during work hours.
The IRS may also decide on a set number of phone minutes as min-
imal personal use that would be untaxed. In a third option proposed
by the IRS, employers could use a statistical sampling to determine
what portion of workers’ cell phone use is personal and how much
is work related.

SWISS TO TURN OVER U.S. TAX NAMES

The Swiss government stated it would turn over to U.S. authorities
by August 2010 the names of U.S. taxpayers with UBS accounts of
more than 1 million Swiss francs ($993,000); those holding suspi-
cious accounts as low as 250,000 francs if the account was held
through entities such as trusts, corporations, or foundations, espe-
cially if the account holder had special cell phones or credit cards
attached to the account that eased access and helped ensure secre-
cy, or failed to disclose U.S. citizenship when opening the account;

continued on page 2



TAX COURT JUDGES ARE
SUCH PRUDES

A taxpayer was denied a medical
expense deduction for amounts paid to
prostitutes and for medical text and
pornographic materials. Citing several
books and magazine articles, the tax-
payer argued of the positive health
effects or sex therapy. The Tax Court,
however, said that the Treasury
Regulations specifically provides that
a taxpayer is not entitled to a medical
expense deduction for any illegal oper-
ation or treatment. Moreover, since his
doctor did not prescribe a treatment for
any medical condition, the taxpayer’s
payments were nondeductible personal
expenses. Because the taxpayer was a
tax attorney for 40 years, he had no
reasonable basis to claim the deduction
and was liable for the accuracy-related
penalty for substantial understatement
of tax.

“You may be interested to know:
At least one of your classmates was concerned
enough about his grades to leave an envelope
of cash on my desk yesterday afternoon.”

and indirect ownership of an undisclosed account that generated an
average of 100,000 Swiss francs per year in interest, dividends, and
capital gains for any three years from 1998 to 2008.. IRS says the
same standards apply to other Swiss banks and could be used to
identify U.S. taxpayers holding secret accounts elsewhere in the
country. Sen. Carl Levin, who chairs a committee investigating off-
shore banking, called the agreement “very disappointing” because
he believes that the many limitations show that the Swiss govern-
ment as much bank secrecy as it can for the future while pushing
to conceal the names of tens of thousand of those suspected of
underpaying.

IRS VIOLATES TAYPAYER
LIEN NOTIFICATION RIGHTS

The Treasury Inspector General for Tax Administration had deter-
mined that the IRS failed to take the necessary actions to notify
taxpayers and their representatives of Notices of Federal Tax Liens
filed by the IRS. The IRS will file a tax lien against a taxpayer’s
assets when it has a claim for unpaid taxes. For the year ending
June 30, 2008, it filed over 700,000 lien notices. After filing the
lien, the IRS must notify the taxpayer within 5 business days at
their last known address as well as the taxpayer’s representative.
While in the sampled cases, the IRS notified the taxpayer in every
case (up from 3% the year before) in 30% of the cases the IRS
failed to notify the taxpayer’s representative (improved from 76%
the year before). If the lien notification letter is returned to the IRS
as undeliverable, the IRS is supposed to check the accuracy of the
taxpayer’s address, but failed to do so in 83% of cases.

IRS EVALUATIONS STILL REFERRING
TO ENFORCEMENT RESULTS

The Treasury Inspector General for Tax Administration reports that
IRS managers are still using enforcement results to evaluate their
employees in a small number of performance reviews. Before
Congress passed the 1998 IRS Restructuring and Reform Act, the
IRS could not evaluated collection personnel based on tax enforce-
ment results or impose quotas. The Reform Act extended this
prohibition to all IRS employees and not just those individuals
engaged in collection activity. Further, IRS managers must certify
in writing whether tax enforcement results are used to evaluate
employees or if they impose production quotas. TIGTA reviewed
more than 600 employee evaluations and manager self-assessments
and found references to tax enforcement results in 1 percent of the
evaluations and assessments. According to TIGTA, this is the third
consecutive year that the IRS has failed to achieve full compliance
and heightens concern that the IRS is moving away from full com-
pliance.

IRS CONTINUES CRACKDOWN
OF OFFSHORE ACCOUNTS

The IRS is stepping up scrutiny of offshore accounts and foreign



IRS TO MINE MORTGAGES

The IRS will be expanding a program
designed to catch those it believes are
underpaying their taxes that searches
for inconsistencies between mortgage
payments and income by making
greater use of data on mortgage interest
payments. The IRS currently uses such
data to send notices to nonfilers who it
believes should have filed returns. The
data could also be used to target for
audit those individuals who do not file
tax returns or who report less income
than they paid in mortgage interest. The
IRS move is expanding a regional
research project on mortgage interest to
a nationwide level by December 2011.
The initiative will involve examination
of a small number of returns to evaluate
new enforcement strategies. The data
might be the best source of information
on small-business owners, such as
roofers and carpenters, who are paid in
cash and fail to report all of their
income to the IRS. It could be one of
the few trails the IRS can pursue to find
out if there is income coming in. The
initiative could, however, snare taxpay-
ers who have coped with job losses by
borrowing or using savings or retire-
ment accounts to make their house
payments. IRS says that in 2005 tens of
thousands of homeowners who paid
more than $20,000 in mortgage interest
did not file a return or reported income
that is insufficient to cover their mort-
gage interest and their basic living
expenses and could have owed $1.4 bil-
lion.

Look back at newsletter issues,
articles I've written, and general

advice at my website"
www.besttaxadvocate.com

income, an enforcement campaign that could sweep up tens of
thousand of taxpayers. The push to recover the billions of dollars
lost each year to offshore tax evasion goes beyond the govern-
ment’s high profile effort to force Swiss bank UBS AG to give up
the names of 52,000 American account holders in order to nab tax
evaders. The IRS is using the once obscure F-BAR to force taxpay-
ers to provide information on income they earn on bank accounts
they hold offshore and is threatening tough against taxpayers who
do not file and has greatly broadened those subjects to filings
beyond direct owners of offshore accounts. The reporting require-
ments apply to U.S. citizens and residents who have offshore
accounts totaling $10,000 at any time during the year. This spring
the IRS announced a voluntary disclosure programs for taxpayers
who have not been reporting the existence of their offshore
accounts. The agency is warning those who do not come in by
September 23rd will be hit with far larger penalties. Recently, the
IRS has been asking for face-to-face interviews with many who
have come forward. For those who inadvertently failed to report
offshore income, they can be subject to a $10,000 a year penalty.
For those the IRS considers to be intentional evaders, the penalty
can be the greater of $100,000 or 50% of the account for each year.

AH, TO BE A CONGRESSMAN!

Ever notice that seldom are those persons endorsing high taxes
actually the people paying them? Consider, for example, Charles
Rangel, Chairman of the Ways and Means Committee, who is sug-
gesting a new 5.4% income tax surcharge. Mr. Rangel, in addition
to his salary as congressman, owns a rental property, purchased in
1987, at the Punta Cana Yacht Club in the Dominican Republic.
His rental income ought to be substantial since it is a luxury beach-
front villa and is more often than not rented out. But when the
National Legal and Policy Center looked at Mr. Rangel’s financial
disclosure to the House of Representatives it noted that his report-
ed income looked on the light side. In 2004 and 2005 he reported
no more than $5,000 and in 2006 and 2007 no income at all from
the property. The villa is among the most desirable at Punta Cana,
renting for $500 a night in the low season and as much as $1100 a
night in the peak season. Last year it was fully booked between
December 15th and April 15th. Mr. Rangel has admitted to having
failed to report rental income of $75,000 over the years, blaming
first his wife because she was supposed to be managing the prop-
erty, then the language barrier. “Every time I thought I was getting
somewhere, they’d start speaking Spanish on me,” Rangel
explained. He also said that: “I never had any idea that I got any
income from the villa.” (I’ll try that one myself next time I talk to
the IRS.) He promised last fall to amend his tax return, pay the
taxes due, and correct the information on his annual financial dis-
closure form. The deadline was May 15th, and as of July 31st he
still had not done so. Equally interesting is his claim that he did not
know that the developer had converted his $52,000 mortgage to an
interest-free loan in 1990, which appears to violate House rules on

gifts. Besides failing to pay those pesky taxes, Congressman
continued on page 4



CALIFORNIA FTB IS OUT
THERE AND LOOKING

The California Franchise Tax Board has
begun contacting more than 35,000
companies that did business in
California in 2007, but failed to file a
California corporation franchise or
income tax return for that year.
Businesses contacted by the FTB will
have 30 days to file their delinquent tax
return or show why one is not due. If no
such action is taken, the FTB will issue
a tax assessment that may include
penalties and fees. The FTB annually
reviews more than 5 million income
records from government agencies and
financial institutions, and matches them
against tax records filed to determine
whether some businesses have yet to
file.
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Rangel is a tenant of four rent-stabilized apartments in Harlem, for
which he had to keep his income below $175,000, lest he be ineli-
gible as a hardship case for rent control. (One of the apartments he
used as an office in violation of the rent-control rules.)
Congressman Rangel also owned a home in Washington D.C. from
1971 to 2000, during which time he claimed a homestead exemp-
tion that reduced his District of Columbia property taxes. The
homestead exemption, however, only applies to a principal resi-
dence, and the Washington residence would not have qualified as
such since the Congressman’s rent-stabilized apartments had the
same requirement.

ARE YOU FRIENDING THE IRS?

Those dealing with back taxes are discovering someone actually
reads their MySpace and Facebook postings. State tax collectors
are mining information posted on social networking Web sites
from relocation announcements to professional profiles to finan-
cial boasts. In Minnesota, tax collectors levied wages for a
long-sought tax evader after he announced on MySpace that he
was returning to his home town to work as a real-estate broker and
gave his employer’s name. Agents in Nebraska collected $2,000
from a deejay after he advertised on his MySpace page that he
would be working at a big public party. In California, the Franchise
Tax Board identified a tax delinquent as a rigger of sails through a
discussion board. The FTB agent asked where the rigger was
because his store was closed and were told that he had moved
across the bay. The IRS will not say whether it searches social net-
working sites. Searches for those owing back taxes usually begins
with examination of bank, employment, tax, and motor vehicle
records. Now they are going online. A Nebraska tax collector
snagged $30,000 of unpaid taxes after Googling him to find that he
was a high-ranking local rep for a national firm.

Scott Kauffman, A Professional Law Corp. PRESORTED STD

19900 MacArthur Blvd., Suite 1150 us. ';SISDTAGE
Irvine, California 92612 Santa Ana, CA

Permit No. 4767

Return Service Requested




<<
  /ASCII85EncodePages false
  /AllowTransparency false
  /AutoPositionEPSFiles true
  /AutoRotatePages /None
  /Binding /Left
  /CalGrayProfile (Dot Gain 20%)
  /CalRGBProfile (sRGB IEC61966-2.1)
  /CalCMYKProfile (U.S. Web Coated \050SWOP\051 v2)
  /sRGBProfile (sRGB IEC61966-2.1)
  /CannotEmbedFontPolicy /Error
  /CompatibilityLevel 1.4
  /CompressObjects /Tags
  /CompressPages true
  /ConvertImagesToIndexed true
  /PassThroughJPEGImages true
  /CreateJDFFile false
  /CreateJobTicket false
  /DefaultRenderingIntent /Default
  /DetectBlends true
  /ColorConversionStrategy /LeaveColorUnchanged
  /DoThumbnails false
  /EmbedAllFonts true
  /EmbedJobOptions true
  /DSCReportingLevel 0
  /SyntheticBoldness 1.00
  /EmitDSCWarnings false
  /EndPage -1
  /ImageMemory 1048576
  /LockDistillerParams false
  /MaxSubsetPct 100
  /Optimize true
  /OPM 1
  /ParseDSCComments true
  /ParseDSCCommentsForDocInfo true
  /PreserveCopyPage true
  /PreserveEPSInfo true
  /PreserveHalftoneInfo false
  /PreserveOPIComments false
  /PreserveOverprintSettings true
  /StartPage 1
  /SubsetFonts true
  /TransferFunctionInfo /Apply
  /UCRandBGInfo /Preserve
  /UsePrologue false
  /ColorSettingsFile ()
  /AlwaysEmbed [ true
  ]
  /NeverEmbed [ true
  ]
  /AntiAliasColorImages false
  /DownsampleColorImages true
  /ColorImageDownsampleType /Bicubic
  /ColorImageResolution 300
  /ColorImageDepth -1
  /ColorImageDownsampleThreshold 1.50000
  /EncodeColorImages true
  /ColorImageFilter /DCTEncode
  /AutoFilterColorImages true
  /ColorImageAutoFilterStrategy /JPEG
  /ColorACSImageDict <<
    /QFactor 0.15
    /HSamples [1 1 1 1] /VSamples [1 1 1 1]
  >>
  /ColorImageDict <<
    /QFactor 0.15
    /HSamples [1 1 1 1] /VSamples [1 1 1 1]
  >>
  /JPEG2000ColorACSImageDict <<
    /TileWidth 256
    /TileHeight 256
    /Quality 30
  >>
  /JPEG2000ColorImageDict <<
    /TileWidth 256
    /TileHeight 256
    /Quality 30
  >>
  /AntiAliasGrayImages false
  /DownsampleGrayImages true
  /GrayImageDownsampleType /Bicubic
  /GrayImageResolution 300
  /GrayImageDepth -1
  /GrayImageDownsampleThreshold 1.50000
  /EncodeGrayImages true
  /GrayImageFilter /DCTEncode
  /AutoFilterGrayImages true
  /GrayImageAutoFilterStrategy /JPEG
  /GrayACSImageDict <<
    /QFactor 0.15
    /HSamples [1 1 1 1] /VSamples [1 1 1 1]
  >>
  /GrayImageDict <<
    /QFactor 0.15
    /HSamples [1 1 1 1] /VSamples [1 1 1 1]
  >>
  /JPEG2000GrayACSImageDict <<
    /TileWidth 256
    /TileHeight 256
    /Quality 30
  >>
  /JPEG2000GrayImageDict <<
    /TileWidth 256
    /TileHeight 256
    /Quality 30
  >>
  /AntiAliasMonoImages false
  /DownsampleMonoImages true
  /MonoImageDownsampleType /Bicubic
  /MonoImageResolution 1200
  /MonoImageDepth -1
  /MonoImageDownsampleThreshold 1.50000
  /EncodeMonoImages true
  /MonoImageFilter /CCITTFaxEncode
  /MonoImageDict <<
    /K -1
  >>
  /AllowPSXObjects false
  /PDFX1aCheck false
  /PDFX3Check false
  /PDFXCompliantPDFOnly false
  /PDFXNoTrimBoxError true
  /PDFXTrimBoxToMediaBoxOffset [
    0.00000
    0.00000
    0.00000
    0.00000
  ]
  /PDFXSetBleedBoxToMediaBox true
  /PDFXBleedBoxToTrimBoxOffset [
    0.00000
    0.00000
    0.00000
    0.00000
  ]
  /PDFXOutputIntentProfile ()
  /PDFXOutputCondition ()
  /PDFXRegistryName (http://www.color.org)
  /PDFXTrapped /Unknown

  /Description <<
    /ENU (Use these settings to create PDF documents with higher image resolution for high quality pre-press printing. The PDF documents can be opened with Acrobat and Reader 5.0 and later. These settings require font embedding.)
    /JPN <FEFF3053306e8a2d5b9a306f30019ad889e350cf5ea6753b50cf3092542b308030d730ea30d730ec30b9537052377528306e00200050004400460020658766f830924f5c62103059308b3068304d306b4f7f75283057307e305930023053306e8a2d5b9a30674f5c62103057305f00200050004400460020658766f8306f0020004100630072006f0062006100740020304a30883073002000520065006100640065007200200035002e003000204ee5964d30678868793a3067304d307e305930023053306e8a2d5b9a306b306f30d530a930f330c8306e57cb30818fbc307f304c5fc59808306730593002>
    /FRA <>
    /DEU <>
    /PTB <>
    /DAN <>
    /NLD <>
    /ESP <>
    /SUO <>
    /ITA <>
    /NOR <>
    /SVE <>
  >>
>> setdistillerparams
<<
  /HWResolution [2400 2400]
  /PageSize [612.000 792.000]
>> setpagedevice


