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FLOTT & CO.PC- ATTORNEYS

Topicsto be covered

¢ Taxation
*Who hastofile
“*Foreign Earned I ncome Exclusion
“*Foreign Housing Exclusion/Deduction
‘*Foreign Tax Credits
s Social Security
“*Unfiled tax returns
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zTopicsto be covered (continued)

“*Foreign Bank Account Reports
(FBAR)

*\Who hasto file

“»Streamlined Foreign Offshore
Procedures (June 18, 2014) — Unfiled
FBAR's& tax returns

*OVDP - Offshore Voluntary
Disclosure Program (as of June 2014)
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:Topi csto be covered (continued)

“» Foreign Account Tax Compliance Act
(FATCA) — Form 8938

+*\Who hastofile
**Penalties

“*Foreign Bank reporting of “U.S.”
financial accountsto the I nternal
Revenue Service
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Taxation
Starting Point: US Citizenship Taxation

“* US citizens are subject to UStax on thelir
wor ldwide income from all sources
regardless of wherethey live

“» Tax Islevied as provided for under the
| nter nal Revenue Code even If no income
ISfrom sourcesin the U.S.
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US Citizenship

“* Anyone born in the United Statesisa US
citizen by birth

“* Anyone born to US citizens outside the
United Statesisa US citizen by birth

“* Anyone born to a US citizen parent who
can passon his/her citizenship and
registersthe child’sbirth at a US
Consulateisa US citizen by birth

“* Anyone naturalized asa US citizen
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Taxation

Which U.S. citizens must file?

“» Start with filing status
e Single, under or over 65
* Head of household, under or over 65

 Married filing jointly, under or over 65
both spouses or one

 Married filing separately, any age
e Qualifying widow or widower, under or
over 65 with a dependent child
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Qualifying Widow/er
*» Taxpayer €eligibletofileajoint return for
year in which his’her spouse died

“» Spouse died during either of the two
Immediately preceding tax years

*» Taxpayer hasnot remarried during thetax
year

*» Taxpayer has at least one dependent (son
or daughter) who resides with him/her
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vTaxation —Who files

Status Age Gross|ncome
_ under 65 $10,150
Single
65 or older $11,700
under 65 $13,050
Head of household
65 or older $14,600
- under 65 (both spouses) $20,300
jl\gi?]rtrllfd’ filing 65 or older (one spouse) $21,500
65 or older (both spouses) $22,700
Married, filing
senaratdly any age $3,950
Qualifying widow(er) [under 65 $16,350
with dependent child |65 or older $17,550
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vTaxation —Who files— Gross | ncome

*» Exclude social security benefits unless

“* you aremarried filing a separ ate
return and you lived with your spouse
at any time during 2014, OR

“» one-half of your social security benefits
plusyour other grossincome and tax-
exempt interest exceeds $25,000
($32,000 if married filing jointly)
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Taxation — Section 911 Foreign
Earned I ncome Exclusion (FEIE)

‘*FEIE allows US citizenswho are
bona fideresidentsin aforeign
country or who have a physical
presence outside the USto exclude
up to a set amount of thelir ear ned
Income from US tax
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Taxation —FEIE

+*Bona fideresidence isa “facts and
clrcumstances’ test

“*Generally, anyone who lives
permanently outsidethe US, has set
up a home, sendstheir children to
local schools, etc. meetsthetest

“*Being required to pay tax where
one livesisalso deter minative
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Taxation —FEIE

“*Physical presencetest requiresthat
the UScitizen live outsidethe US
for nolessthan 330 full daysin any
consecutive 12 month period

‘*ItIsan “all or nothing” test; 329
full daysisnot sufficient

*» Thedaysdo not haveto bein one
tax year- counting can betricky
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Taxation —FEIE
“*US citizensworking in aforeign
country for the US government or a

US government agency cannot use
the FEIE
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Taxation —FEIE

M aximum exclusion Is set each
year
e For 2011 it was $92,900
e For 2012 it was $95,100
e For 2013 it was $97,600
e For 2014 it is $99,200

 Value of the exclusion is always
calculated in USD
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Taxation —FEIE

“*FEIE coversonly “earned income’

e Salary, wages, commissions,
bonuses, professional fees, tips,
consulting or self-employed earnings

e | nterest, dividends, capital gains,
rents, etc. are not earned income

e Pensions and annuities are not
ear ned income
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Taxation —FEIE

“*US Social security iIsNOT ear ned
Income

“*»Greek social security ISNOT earned
Income

“*FEIE cannot be used to exclude US
or Greek soclal security payments
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Taxation —FEIE

“*Both spouses can take FEIE Iif both
wor k- and meet the residence or
physical presencetests

“*Spouses DO NOT haveto meet the
same qualifying test
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Taxation —FEIE

‘*FEIE automatically triggers
Alternative Minimum Tax (AMT)
calculation

*AMT isvery complex; but generally
speaking, AMT iIs calculated asif
FEIE ISNOT taken
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Taxation —FEIE

‘*FEIE must be claimed by filing
Form 2555 or 2555EZ with Form
1040

‘*Earningsabovethe FEIE limit are
taxed at the taxpayer’s marginal

rateasif FEIE had NOT been used,
I.e., usually beginning at 28%
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Taxation —Foreign Housing
Exclusion (FHE)

‘*Toclaim FHE, the taxpayer must
meet the bona fide residence or
physical presence test

‘*FHE coversrent, utilities,
occupancy taxes, furniturerentals,
etc. paid by an employer

‘*Must bereasonable based on job
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vTaxation — FHE Calculation

“»Start with base housing expense
which equals 16% of the FEIE
maximum exclusion

399,200 times .16 = $15,872 (2014)

“» Subtract base housing expense
from the amount of housing
expenses paid to reach FHE
exclusion
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Taxation — FHE Calculation
‘*Example: Employer pays housing
expenses equal to $35,000 in 2014
“$35,000 --$15,872 = $19,128 FHE
‘*Maximum FHE i1s30% of FEIE
$99,200 times .3 = $29,760

“*| RS Notice 2014-29 lists cities for
which the maximum is higher (e.qg,
Athensis $42,200)

" TAX SEMINAR FOR AMERICANSLIVING ABROAD ©2015 - #241



FLOTT & CO.PC- ATTORNEYS

Taxation —Foreign Housing
Deduction (FHD)

“*FHD hassamerequirements as
FHE

“*FHD covers self-employed persons

** EXcess over maximum may be
carried forward one year

“*Foreign tax credits are not allowed
oh FEIE, FHE or FHD
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Taxation —Foreign Tax Credits (FTC)
“» Taxpayersmay apply income taxes
paid to aforeign government on

Income as creditsto thar UStax
obligations

VAT, business or real estate taxes or
any other tax NOT levied on income
1S excluded

 “Solidarity tax” isatax on income
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:Taxation —FTC

2+ Creditsmust be broken down into
categorieson Form 1116

* Passive, General, Section 901() ),
Income re-sourced by treaty and
lump sum distributions

wForm 1116 AMT must befiled with
Form 1116

“*AMT may reduce FTC
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Taxation — FTC.vs. FEIE

sUse of FEIE eiminates certain tax
benefits

Useof FTC doesnot

*Phase out of certain tax benefits
needsto betaken into account when
deciding which approach to take
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Taxation — Social Secur ity

‘*»3Social security benefitsare NOT

taxableif
e filing as an individual, “ combined
income” islessthan $25,000
e filing ajoint return, “combined
income” islessthan $32,000
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Taxation — Social Secur ity

“*Up to 50% of social security benefits

aretaxablef

o filing as an individual with “combined
iIncome” of between $25,000 and
$34,000

o filing ajoint return with “combined
iIncome” of between $32,000 and
$44,000

++85% Istaxableif “combined income’
exceeds these maximum amounts
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Taxation — Social Secur ity

“»+85% of social security benefitsare
taxableif amarried person files a
separatereturn

“*“Combined income” eqguals adjusted
gross income + tax exempt interest +
Y% of social security benefits
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Taxation — Social Secur ity
Totalization Agreements

*US and Greece (and many other
countries) have entered into these
agreements

{0 prevent people from having to
contributeto two systems

* {0 coor dinate benefits between systems

 to reduce chancesthat a person will not
gualify for benefitsin either country
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Taxation — Social Secur ity
Totalization Agreements

“» Taxpayers cannot choose which
country’smandatory system they will
participatein

“*Agreements spell out therules
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Taxation — US-Greece Agreement

Working in Greecefor a US employer

Sent to Greece; worked five years or |ess US

Sent to Greece; worked morethan fiveyears — Greece

Hired in Greece Greece
Working in Greecefor anon-US employer Greece
Working in Greecefor the US government

US national US

Gresk national Greece
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Taxation — US-Greece Agreement

Working in the USfor an employer in Greece

Sentto US; worked five yearsor less
Sentto US; worked more thanfive years
Hired inthe US
Working in the USfor a non-Greek employer
Working in the USfor the Greek gover nment
Greek national
US national
Self-employed and living in the US
Self-employed and living in Greece

Greece
UsS

US
US

Greece
UusS
UsS
Greece
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zTaxation — Unfiled US Tax Returns

+*Thereisno statute of limitation on an
unfiled tax return

‘*Thereisathreeyear statute of
limitations.on afiled tax return

“*In limited situationsthe three year
limit can beincreased to six

*Penalties are based on tax duewith a
minimum penalty of $135
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L 4

Question Time
& Coffee Break
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vForeign Bank Account Report
(FBAR)

*FBAR was mandated by the Bank
Secrecy Act of 1970 to address
money laundering

“*It Isnot atax filing, but areport of
defined financial accounts held

outside the United States
* Enforcement was minimal until 2009
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FBAR —Who must file?
*US citizens
*Permanent USresidents
eTrusts
wEstates
*US domestic legal entities
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FBAR —Who must file (continued)?

“*The persongentitieslisted on the
prior slide | F they have financial
accountslocated outside the U.S.
AND the TOTAL on deposit in all
such accountsAT ANY TIME
during a calendar year exceeds
$10,000 (8,820€ in 2014 per US
Treasury office exchange rate)
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FBAR —Who must file (continued)?

*The FBAR filing requirement
Includes financial accounts over
which aU.S. citizen has signature
authority even if the person hasno
beneficial interest in the account
(e.g., a bank account of a company
for which the person wor ks)
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FBAR —Who must file (continued)?

*The FBAR regulations make it clear
that evenif the U.S. person is not
the owner of record, If the owner of
record isthat person’sagent or the
U.S. person can control the account
directly or indirectly, the financial
account isto bereported
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VFBAR —What I1san account?

“*Foreign financial accountsinclude:
e Bank (savings, checking or deposit) and
Secur ities accounts

e Accountsfrom which cash can be
withdrawn regardless of its description

 Mutual funds and other fundsin which
the US person has an equity interest

* Bonds, stock, promissory notes are
NOT accounts
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FBAR — Filing Requirements

‘*Each US person must file hisher
own FBAR

 Married couplescan fileajoint FBAR if
all reportable accountsarejointly owned

“*FINCEN Form 114 must berecelved
by the RS on or before June 30t
each year for theprior year
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FBAR — Dealing with unfiled FBAR's

‘* FBAR’sarerequired to befiled every
year

*» The statute of limitations on unfiled
FBAR’sIs siX years from when it should
have been filed, I.e., FBAR’sthat should
have been filed for 2007 are now statute
barred

“* Compliance should begin with the FBAR
for calendar year 2008 or 2009
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FBAR — Penalties

“*Maximum penalty for “non-willful”
failuretofileis $10,000 per account

pEr year
“*No penalty is owed If failure was not
“willful™, taxpayer can establish

“reasonable cause’, and each
account Isproperly reported
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FBAR — Penalties

*“Willful” means voluntary and
Intentional violation of a known legal
duty

*Willfulness does not exist if a person
had no knowledge of the FBAR filing
requirement

“*Burden of proof ison theIRSto
prove “willfulness’
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FBAR — Penalties

‘*Willfulness, if proved, can trigger
significant civil and criminal
sanctions

“»+Clivil penalty can bethe greater of
$100,000 or 50% of the high balance
of each account for each year that an
FBAR hasnot been filed

“*Criminal penaltiesare harsher
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vStreamIined Foreign Offshore
Procedures(SFOP)

“*Adopted by IRS on June 18, 2014 to
address non-willful tax and FBAR
non-compliance

‘*Requires at least one year of
residence outsidethe US during the
last threeyears prior to filing
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SFOP

Eliminatesall tax and FBAR
penalties

‘*Requiresonly the payment of any
tax dueplusinterest on thetax due
“»+»SFOP offersamnesty to Americans

living over seas who can demonstrate
non-willfulness
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SFOP

‘*Requiresthefiling of three years of
late returns (returnsthat should
have already been filed) or

“*Reguiresthree years of amended
returnsif foreign source income was
not reported on areturn that has
already been filed
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SFOP

‘*Requiresthefiling of six years of late
FBAR’s(FBAR’sthat should have
already been filed)

“*Requiresfiling a Certification (Form
14653) of non-willfulness and a
Statement of Facts explaining the
non-willfulness
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SFOP

“*IRS hasrefused to provide any
guidance on the meaning of “ non-
willfulness’

| RS officials have said that the most
critical aspect of an SFOP
submission isthe taxpayer’s
Statement of Facts explaining the
basis of hisor her non-willfulness
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SFOP

‘*Thereisno stated filing deadline for
SFOP submissions

“+*SFOP are a modification of normal
| RS procedures for innocent non-
compliant overseasAmericans and a
great improvement over the previous
Streamlined Compliance Program
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SFOP

<+ SFOP will not be available
Indefinitely

“*| RS has offered no assurance so far
that therewill be any advance notice
of termination of the procedures
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Quiet Disclosure

‘» Taxpayer filesFBAR’s for 2008-2013
and tax returns (or amended
returns) for 2011-2013 without
advising the IRS

“»After adoption of SFOP, quiet
disclosureis no longer a good option
for taxpayerswith “reasonable
cause”
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vOffshoreVquntary Disclosure

“*| RS launched a Offsnore Voluntary
Disclosure | nitiative (OVDI) in 2009
and another onein 2011

“*OVDP (Offshore Voluntary
Disclosure Program) replaced OVDI
In January 2012

“*OVDP open indefinitely
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OVDP

“*Participation in OVDPreguiresthe
taxpayer to concede that his’Ther non-
filing was “ willful”

“*Asof June 2014 OVDP FBAR
penalties are capped at 50% of the
highest balance of all offshore
accounts not reported during the
reporting period
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OVDP

*+OVDPIisfor tax criminals, not for
peoplewith reasonable cause

“*But when SFOP Isterminated,
OVDP or quiet disclosure will bethe
only available options

‘*Question: Will “reasonable cause”
be avallable as a defense after the
SFOP isterminated?
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FOREIGN ACCOUNT TAX
COMPLIANCE ACT (FATCA)

*FAT CA enacted by U.S. Congressin
2010 to addresstax evasion by U.S.
citizens using foreign accounts

“*Two fold approach: individual
disclosurerequired on Form 8938
and foreign financial institutions
required to disclose “ U.S. accounts’
toIRS
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'FATCA — Form 8938
*Who hasto file?

e U.S. citizens and per manent residents
based on reporting thresholds

‘*Addsto, does not replace, FBAR
filing requirement

‘*Form must befiled with U.S. tax
return (Form 1040)

ssForm first required with 2011 tax
returns

" TAX SEMINAR FOR AMERICANSLIVING ABROAD ©2015 - #6:[



FLOTT & CO.PC- ATTORNEYS

FATCA — Form 8938

“*Filing status and residence governs
filing thresholds

 Filing Status= Singleor Married filing
separately living outsidethe U.S. (must
meet theresidence requirementsthat
apply to FEIE)
» Total value of all “foreign financial assets’

exceeds $200,000 on last day of the year or
$300,000 at any time during the year
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FATCA — Form 8938

“* Filing Status=Married filing jointly
living outside the U.S. (must meet the
residence requirementsthat apply to
FEIE)

e Total valueof all “foreign financial assets’

exceeds $400,000 on last day of the year or
$600,000 at any time during the year
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vFATCA — Foreign Financial Assets

“*Accounts at foreign financial
Institutions, defined broadly to
Include insurance companies,
private equity fundsand other
Investment entities and vehicles, not
commonly thought of asfinancial
Institutions

“*Bank accounts (all kinds)
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vFATCA — Foreign Financial Assets

“*Stock inforeign companies held
through a foreign financial
Institution

“» Stock in private foreign companies

“*Interestsin foreign partnerships

“*Foreign mutual funds

“*Precious metals held indirectly
through exchange traded funds

" TAX SEMINAR FOR AMERICANSLIVING ABROAD ©2015 - #66



FLOTT & CO.PC- ATTORNEYS

vFATCA — Foreign Financial Assets

“*Do NOT include
 Per sonal property (e.g., artwork)
* Precious metals, jewelry owned directly
e Real estate held directly

» Soclal benefits (e.g., like social security)
provided by foreign gover nments
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FATCA — Form 8938

s Fallureto File Penalties

 $10,000 penalty, plus
»An additional $10,000 penalty if Form
8938 not filed within 90 days of being
notified of initial penalty
> ncremental $10,000 penalties accrue
every 30 daysto a maximum of $50,000

> Total could equal $60,000 if all penalties
are imposed
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FATCA — Foreign Bank Disclosures

“*FATCA imposes a 30% tax on all
U.S. transactions of foreign
financial institutions (FFI) that do
not agreeto share account
Information

“*The 30% tax effectively locks FFI’s
out of U.S. banking system

‘*Most FF|l’s are cooperating
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FATCA — Foreign Bank Disclosures

“*+U.S. hasdeveloped two models for
|GA'S
 Modédl 1. FFl'sreport accountsto their

own governments which pass account
InformationtothelRS

e Model 2. FFl'sreport accountsdirectly
tothelRS
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FATCA — Foreign Bank Disclosures
“*U.S. Isnegotiating FATCA
| nter gover nmental Agreements
(IGA’S)
“*According to PwC as of 12/31/14,

therewere | GA’sin force (or treated
asin force) with 115 countries

+U.S. and Greece havea Modda 1 1GA
treated asin force as of November
30, 2014
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FATCA — Foreign Bank Disclosures

*How will. an FFI know whoisa U.S.
person?
* FFI’s must conduct due diligence (not
well defined), but will generally gather
and retain enough data about account

noldersto determineif the holder isa
J.S. person

* U.S. birthplace, passport, address,
employer, etc. areindicators
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FATCA — Foreign Bank Disclosures

+*\What will be disclosed?

e Under U.S.-Mexico | GA, Mexico will

provide annually tothe IRS

»Name, address, US SSN/TIN of each U.S.
person wWho Is an account holder

» Same information for entities controlled by
U.S. persons

> Account numbers

»Name and identification of FFI’'swhere
accounts are held
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FATCA — Foreign Bank Disclosures

*U.S.-Mexico | GA (continued)

* Aver age monthly balance/value during
the year

e Grossamount of interest paid on
depository accounts

e Gross amounts credited or paid to non-
depository accounts, including
redemptions
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FATCA — Key Implementation Dates

‘*Returnsfor tax year 2011 should have
Included Form 8938

»July 1, 2014 — FFIl'sto Implement
new proceduresto determine U.S.
status of new accounts

March 31, 2015 —first FFl FATCA
reportsdue

" TAX SEMINAR FOR AMERICANSLIVING ABROAD ©2015 - #741



FLOTT & CO.PC- ATTORNEYS

FATCA — Key Implementation Dates

“*December 31, 2014 — FFI’'s must
document owners of pre-existing high
value accounts ($1 million or more)

‘*December 31, 2015 — FFI’'s must
review all pre-existing accounts with
balances above $50,000 to deter mine
If any are U.S. accounts
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US Tax Compliance

“* Provisions of the Internal Revenue Code
(IRC) affect US citizens living outside the
United States differently than thoseliving
In theUS (e.g., giftsfrom foreign per sons
or corporations, mutual funds, retirement
savings, pension plan contributions,
participation in corporations or
partnerships, etc., etc., etc.)

** These create many trapsfor the unwary
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US Tax Compliance — A word
tothe Wise

In the land of the blind, the
one-eyed man I1sking
US tax compliance requires

morethan plugging numbers
INto a tax preparation program
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US Tax Compliance — Due Diligence
Questions for Prospective Tax Preparers

“+ Do you have any formal UStax training,
especially In regard to the taxation of US
citizensliving outsidethe US?

*» Can you serve as my power of attorney
(on IRS Form 2848)7

“* Have you handled an IRS examination of
a UStaxreturn filed by a US citizen living
outsidethe United States?
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Please visit us at www.flottco.com
and click on thelink to our Facebook
page at the bottom of our home page.

|f you like us, you can receive
periodic updateson UStax and
financial account compliance, news
on | RS announcements, and other
useful information on US tax.
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THANK YOU AND
REMEMBER
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PLEASE DON'T
SHOOT THE
MESSENGER




