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In this seminar...

World-wide tax regime

A X

Income & Housing Exclusions for wage-earnez

Housing Deduction for self-employed ®

&
¢
o

¢

Foreign Account Reporting

Foreign Tax Credit

Forms 1116 & 2555

Expatriation Tax
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US Tax Policy

US citizens and resident aliens must report world-wide income

A X

Even if income earned abroad is subject to& n tax!

Credits & exclusions may (?) be ava eto mitigate duplicative tax
regimes
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US Citizens Living Abroad

Subject to same reporting requirements as citizens living in US

Filing deadline automatically extended to éSth

rd
xtension until 15t day of 3

Can extend to October 15t using F i
if taken hostage

tomatlc e
month after release;

Report all income & e@n US dollars

Use prevailing exch@rate at time income was received or expense
paid

Currency converter available at http://fms.treas.gov/intn.html or
http://www.oanda.com/
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Taxable Income

e All foreign earned income subject to US tax unless eligible for:

—Foreign Earned Income Exclusion g\

—Foreign Housing Exclusion
—Foreign Housing Deduction Q
®

computing regular & AMT liabilities
inal tax bracket

e  Amounts excluded must be added bac
- bumps taxable income into high

Taxpayer received S8OK foreig S20K US-source income...
S80K Foreign E

+ 20K Other Income

S100K Gross Income

- 80K Foreign Earned Income Exclusion

520K Taxable Income BUT taxed at marg

ncome

inal pracket of $1 00K!!!
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Credit vs. Exclusion

. \
May receive Foreign Tax Credit only for inr;g_;t”f;’r tax paid on excluded income:
No cr

Credit offers dollar-for-dollar reduction of tax Iiabi@

Exclusion removes income from AGl 2 m dAefit from deductions limited by

AGI {@

Credit is preferable if foreign tax @ > US tax rates or if taxpayer is ineligible to
claim exclusion

Choice to use credit or excgsion in first year is binding on all future years unless
revoked by attaching statement to Form 1040

— Cannot change again for 5 years without IRS consent
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Withholdings

* US employers must withhold US tax on wage@to US citizens abroad

 Employeris exempt from US withholdings&quired to withhold foreign
income tax

e Employee may file Form 673 &m exemption from withholdings if

eligible for exclusions V
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Military Personnel

 Taxable income:
— Active & reserve duty pay
— Special pay, incl. hostile fire & special duty
— Re-enlistment bonus

— Leave \
&

* Non-taxable income: O
— Combat pay as designated by Presi QI Order
— Living, death, family, moving & allowances
— In-kind benefits (e.g., medi dental care)

in combat zone

* Automatic 2- month ex‘@serving abroad; additional 6-month grace if serving

* Tax forgiven for current & prior year if death occurs while in active-duty combat
zone
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To Qualify for Exclusions...

Must be US citizen or resident alien (not an NRA)

Must have foreign earned income
— Source determined where services are perform

payment

gn country > 1 full tax year from January

here taxpayer receives

Must pass either test:

1. Bona Fide Residence (BFR) — resideg
1st through December 31st ‘

2. Physical Presence Tests physically present in foreign country > 330 days
during any consecutive nth period

Must have tax home in@reign country* —no US abode

— any territory not under US sovereignty (Guam, American Samoa, US Virgin Islands,
Puerto Rico)

— Does not include Antarctica since it is considered to be sovereign-less region
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Examples of Qualified Taxpayers

Example 1:
US citizen lived in Germany from 9/1/09 — 10/31/10 (14 months)
=>» Fails BFR since not in Germany for full calendar year (will pass PPT in 2010)

hm
Example 3:

US Executive transferred to Paris for > E ths but kept US house. Moved family,

Example 2:

US citizen employed on oil rig off UK coast with 28
to US during off-periods

=» Fails both BFR & PPT with abode in US & no ta

/28 -day off schedule; returns

e abroad

furniture & pets, obtained foreign drij license, opened local bank acct
=» Passes test with tax home in fo country

Example 4:

Contractor provided servic ilitary in Afghanistan & Irag; was not allowed to leave
base. Family stayed at hom UT.

=>» Fails both BFR & PPT since he did nothing to establish residence abroad
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Special BFR & PPT Rules

»  Taxpayer ineligible for exclusion/deductions if living in foreign country
contrary to US law (e.g., Cuba)
— But taxpayers serving at Guantanamo Bay aéible

Time limits may be waived if taxpayer is f%gto leave foreign company due

to war ?
— In 2013, IRS waived for Egypt, ien n, Pakistan & Yemen

2350 if taxpayer expects isfy either test soon 2 extension for 30 beyond

e If unable to satisfy time Iigiis@ue date of return, taxpayer may file Form
date of test limit

* Or, taxpayer may amend a prior-year return on which he did not claim the
income exclusion because he had not yet been in-country for the requisite 330
days
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Foreign Earned Income Exclusion

 Earned income must be received for personal services performed

e Does notinclude:

— Value of meals/lodging ‘
— Pension or annuity payments z

— US government salaries Q
— Investment or passive income O

\ oot o
4 income may be subjec
al Security tax
Maximum exclusion equals 1 earned income less foreign housing
exclusion claimed (599,2 son in 2014)

orm 255EZ if income > max exclusion amount & no

 Use Form 2555 (may u
SE earnings)

* May claim on late-filed return no later than 1 year after original due date
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Foreign Housing Exclusion

 Amounts received for employer-provided housing are eligible for

exclusion ‘

— Rent, repairs, utilities, insurance, occ@y taxes, furniture rental &

parking
— Mortgage interest, property taxﬁ&asehold improvements,

depreciation & cost of dom ic or not eligible

* “Employer-provided”
— All earnings exc -employment
— It is presumed that employee uses employer-provided funds
(wages) to pay for housing
- all housing expenses — whether paid by employer or employee —
are eligible for exclusion
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Housing Exclusion Limitations

* Only amounts in excess of government-calculated base amount are

excludable \

— Base amount = 16% of allowable Income Excl@ pro-rated on daily basis
— In2014: 599,200 X 16% =+ 365 days = $43. y

®
EO% of Income Exclusion

and $81.53/day are excludable
for additional exclusion amounts

* Housing Exclusion limited to maxi
= In 2014: Expenses between S
— Certain high-cost localesgedi

Housing expenses may@exceed foreign earned income
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Housing & Income Exclusions

* Housing Exclusion must be claimed before Income Exclusion

* Housing Exclusion may be claimed in addition to Ir@]e Exclusion
— Housing Exclusion claimed on Line 36 of Form ZQ

— Income Exclusion claimed on Line 42 o
— Total allowable exclusion on Line 43 ew of Lines 36 & 42

* Combined exclusion may exceed o.lal threshold [$99,200 in 2014]

In 2012, Joe’s foreign income was 5150,000 (greater than allowable Income
Exclusion of $95,100)

Joe may claim Income Exclusion of $95,100 plus Housing Exclusion of 537,380 = Total
exclusions claimed = $132,580
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Foreigh Housing Deduction

Available only to self-employed

A X

Cannot exceed foreign earned income | ome and/or Housing
Exclusion claimed

O°
Excess deductions may be ca@ver 1 year

° Carry-over not available for
Housing Exclusion

Deduction is calcul
Income — enter on

a&ke Exclusion but claimed as an Adjustment to
Form 1040, Line 36 with notation “Form 2555”
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Example of Housing Deduction

Facts
* In 2012, Felipe earned $130K incl. $65K from wages & $65K from self-employment
*  Housing expenses totaled $S12K, one-half was employer-provided

- Taxpayer may claim $6,000

Step 2: Compute Income Exclusion Q

65,000 Income Exclusio @s)

Step 1: Compute Housing Exclusion g\

65,000 Income Excl f-employment earnings)
130,000 Total Earni

- 95,100 Max. E
34,900 Taxa

onin 2012
ome (in excess of annual exclusion limit)

Step 3: Compute Housin ion
S6K eligible b exceeded the limitation ($95,100 in 2012)
- Carry dedu forward to 2013

On 1040:
130,000 Gross Income
-101,100 Income & Housing Exclusions
28,900 Adjusted Gross Income
6,000 Housing Deduction carry-forward
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Foreign Tax Credit or Deduction

* Taxpayer may elect to claim as Credit (Form 1116) or as Deduction (Schedule A)

— May claim credit directly on Form 1040 if all foreign income derived from
interest & dividends on stocks held 2 16 days and foreign tax liability <
S300 (Single) or S600 (MFJ)

e Election may be amended within 10 years fr@due date of return
o
* Credit/Deduction may not be claim oreign taxes

— imposed by countries not r ed by US govt.

— that would be refundable?xpayer filed a claim
— connected to certain? gas transactions
— on dividends fron& eld < 16 days
No Credit (Ded

i a
taxes paid on -
by Income or Housif
* Expatriates may not claim credit or deducti_:

uction) for foreign

mounts excluded
g Exclusions
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No Credit for Excluded Income

Facts

* Taxpayer claimed Earned Income Exclusion on $Mages
* Paid foreign income tax of S10K on wage incon@ India
» Received $2K dividends from India

* Paid foreign income tax of $S600 to Indb‘

$70,000
2,000
$72,000
- 70,000
$2,000

Wages {@

Dividends

Total Inco o

Foreign ncome Exclusion

Taxabl e [taxed at marginal rate applicable to $72,000]

> May only claim $600 Credit (or Deduction) since remaining tax was attributable
excluded income
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Foreign Tax Limitations

* Credit (Deduction) limited to lesser of
i. US tax that would have been paid on fore

income if taxed k-t g
US tax rate,

ii. the actual foreign tax paid @n tax rate <
© P ‘ yer will be liable for
gifference on Form 1040

Facts ?
e UScitizen’s income subject to 60% ta & Germany
 Same income would be subject to 25% in US

- maximum allowable Cred:&&tion) is amount of tax subject at 25% rate

— excess tax paid eligible fo ar carry-back & 10-year carry-forward [Credit expires
if unused]
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Calculating Maximum Credit

Foreign Source Taxable Income

X US Inw Tax before Credit
Worldwide Taxable Income z

tg&sted for foreign capital gains

* Foreign-source income must
eligible for LT rates on US r

source income

* Interest expense m&‘allocated between foreign and US-

Monica Haven, EA, JD, LLM e (310) 286-9161 e¢ mhaven@pobox.com e www.mhaven.net
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Deduction vs. Credit

Deduction claimed on Schedule A = reduces taxable income

STRATEGY: Use for taxes ineligible for Credit, incl. ta‘
— imposed by terrorist states or unre jized governments

— on dividends or capital gains frchk held < 16 days

@
wor-dollar reduction of tax liability

< Standard Deduction or if planning to

Credit claimed on Form 1116 -2 yields
(generally more valuable than Deducti

STRATEGY: Use if itemized dedu
carry-over ex dit

Election to claim Credit o@uction applies to all foreign taxes paid or accrued
during year (choice may change yearly)
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Form 111

Part I: Foreign Taxable Income

1116 Forelgn Tax Credit £ME N, 1345 121
Ferm (Individual, Estate, or Trust) 2011
- = Attach to Form 1040, 1040MR, 1041, or #90-T. Attach
mmsl.wm * See separaie Instructions. Somaneatio. 10

Rara Idantfying number as shown on page 1 of your & retum

Use & saparate FOMm 1116 for each catagony of Income Isted below. See Categones of Income In the Instructions. Gheck oaly one box on each
Foem 1116, Report &l amounts In LS. dollars excapt whene specifiad In Fart || Delow.

a[] Passive category Income [ section 01 (]} Income e[ Lump-sumn districations
b Gansral category Income d[] cartan Income re-saurced by treaty

f Resident of [name of country) k-
HNote: If you paid taxes to only one foreign county or ULS. possession, wse columin A in Part | and fine A in Part Il if you paid tax
more than one foreign country or UL, possession, use g separate column and fine foreach country or possession.
2N Taxable income or Loss From Sources Dutside the United States (for Category Checl
Forelgn Country or LS. Possesslon

g Enter the name of the furaun coml:r'; or .S, A B G
possession . . . . =
18 Gross income from sources w1h|n c:-u"1r}' shown

above and of the type checked abowe (zes
instructionsj:

Taxpayer must file
separate Forms 1116 for
each type of income.

b Chack if line 12 & compansation for parsonal
sarvices B3 an  employes, your total
compensation from all sources = $250,000 or
more, &nd you used En aftemative basis to
distermine s source (see instructions] . . & O

Deductions and losses (Caulion: See instruchions):
2 Expenses definitely related to the income on line
1a (attach statement) .
3  Pro ratz share of other ded_cm" not deﬁnrl;eh(
related:
8 Cerizin itemized deductions or standard deduction
(se= instructions) .
Cither deductions (attach 5._Ierr-ent|
Add lines 3a and 3b .
Gross foreign source income (see instructions)
Gross income from ell sources (see instructions) .
Diwide line 3d by fine 3= (ses instructions) .
Muliiply line 3c by line 3f
4 Prorata share of interest expense (see |nat'1.|"1|ons]
8 Home mortgage interest (use worksheet on page
14 of the ingtructions)
b Cther nterest expense .
Losses from foreign sowrces . . . . . . .
Add lines 2, 3g, 4a b, end5 . . . . [
7  Subtract line & from line 12. Enter the 'as_r' here end on line 15, page2 . . . . . . . . . . ® T

(=T T =N - -
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Form 1116

Part Il: Foreign Taxes

=

m Foreign Taxes Paid or Accrued [sez insfructions) '

Crodit is claimied ] ]

for tnxes Foreign taxes paid or
F fyou misst chack onal
c| MO P In forcign curmanay In U5 dollrs
E il [] Aecruad Taxes withhald at scurce on: i} Cithar Taxas at souroa o frj Cthear i) Total foraign

Foraign toas fomign taxes tmwees paid ar

{0 Do pad ) Dividarcs (§ Rants fm rsat | paider Ip} Fians g Intares paid or socruad {add cols.

OF DOOruad and royaktics A0CTLaE and royaities accnuad fo} through )
A
B
C

8  Add lines A through C, column (s). Enter the ndonline@,page2. . . . . . . . e | 8
Cat. Mo, 114400 rorm 1116 (z011)

For Paperwork Aeduction Act Motice, see hm%

Taxpayer may claim Cre&duction) for taxes paid or accrued.
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Form 1116

Part Ill: Calculating the Credit

Formi 1116 (2011} Faga 2
T Figuring the Credit
9  Enter the amount from line B. Thess are your total foreign taxes peid
or eccrued for the category of income checked abowe Partl . . 9
10 Camyback or cemryover Bttach detailed computation) . . . . i0
11 Addlmeseand0 . . . . . . . . . O . L . L L 11
12  Beduction in forsign takes (see nstructions) . . . . . . . 12 0
13 Taxes reclassfied under high tax kickout {see instructions) . . 13
14  Combine lines 11, 12, and 13. This is the total amount of foreign faxes available for credit _ 14
15  Enter tha amount from fine 7. This & your tavebles income or (loss) from
sources outside the United States (before adjustments) for the calegm','
of income checked above Part | {see insfructions) .
16  Adjustments tofne 15 (see instructions) . . . . . . .
17  Combine the amounts on lines 15 and 16. This is your net
sourca tawable income. (If the result is zero or less, you
foreign tax credit for the category of income you ch
Part |. Skip lines 16 through 22. However, ¥ you arefill
ona Form 1118, you must complete line 20 . N 17
18  Individuals: Enter the amount from Form Form
1040NA, line 30. Estates and trusts: E i income
without the daduction for your Exerrptlnn 18
Caution: If you figured your fax mquai‘rﬁednhnn‘erdsorcap*algmsee
instructions.
19  Divide line 17 by line 18. If i line 18, enbar 1™ . . . - 18
20  Individuals: Enter the arnuurrt 40, fine 44. If you are a nc\nres:dern allen en'nerthe
amount from Form 10, End trusts: Enter the amount from Form 1044,
Schadule &, ine 1z, or| 20
Caution: ¥ you
instruchions.
21 Multiply line 20 by’ - - - H
22  Enter the smaller 4 or line 21. if this is the only Form 1118 you are ﬁllng slﬂp Ilnes 23
through 27 and anter this emount on line 28. Otherwise, cnrrpletetheappﬂ:\prme linz in Part IV (ses
instructions) . . - ]
m Summary of Credits From Separate Parts Nl (522 instcions]
Credit for taxes on pessive category income . . . 2
Ed. Credit for taxes on genersl category income . . R 24
25 Credit for taxes on certain income re-sourced I:ry1reay R 25
28  Credit for taxes on lump-sum distributions . . . e 26
27  Add lines 23 through28 . . . i
28 Ernerthesmﬂaro‘flne"l:lcrlnear .. e e i)
20 Beduction of credit for intemational boycott operatms Seemslructnns h:rllnel" e e ]
30 Subtract ine 28 from fine 28. This &= your foreign tax credit. Enter here and on Form 1040, Ilne dr.
Form 1040MF, line 45; Form 1041, Schedule G, line 2a; or Form 220-T, line 40a 0
Form 1116 z014)
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Form 2555

Part I: General Taxpayer Info

DME . 1520074
Form 2555 Foreign Eamed Income 7011
w-ﬂ ME-;\H;”_ * Soo soparate instnections.  » Attach to A_I"mll;&:-.ﬂ'd.

For Use by U.5. Citizens and Resid

Flama shown o Foe 1040 Your social sacurily nambar

m General Information Q‘

1 Your foreagn sddress [roluding country 2 Your sooupation

3 Employers namew
4a Empiloyers U2, address
b Employers forelgn eddness »
§ Empioyer s [check l. a[Jafora b [] A U.S. comperry ¢ [] St
any that epphyT: d [J A fore & U5, company e [ Omer [specity) »

I, eftar 18&1, you flled Form 28585 ar -EZ, enter thie last year you fiied the fonm.
i'you did not file Form 2655 or 25 1851 0 chalm efther of the axclusions, check hens = |:|-El1d ga tolina 7
Hewe you ever revoked elther of ons? . . . . |:|‘r'ea O Mo
it you enswered “Yes," enter the fype of exclusion and I:I'IE-tiL'l 5,rear1|:r .l.m:n 1119 re'n'-:lu:aﬂl:n WEs erra:tr'.re- l'
Of what counfry are you a cittzennational?
Did you maintain a saparate foreign residence for your Tamily because of advarsa mrng canditions at 5,r-:-ur
tex homeT Sea Second foraign household In the Instructions . . O ¥es [ Mo

b M *“Yes," enter city and country of the separate forsign residence. Also, E-I'|1E-I' tne I1LI'I1|:IE'|' -:-r -:Ia;.*e. |:L|r|n-;| :,'-:u.rm year that you

maimtzined a second housenold af that address. &

9  Listyour tax homeys) during your tex yeer end datejs) estanlished. »

g "ancd
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Form 2555

Part Il: Bona Fide Residence?

—

0 Taxpayers Qualifying Under Bona Fide Residence Test (see instructions)

10  Date bona fide residence Degan k , 3nd ended e
11 ¥ind of living quarters in forsign country ™ 8 [ ] Purchasad house b ] Rented nouse or aps e [ Femtedd roam
d [] Cuertars furnishsad oy amployer

12a Did any of your famiy live with you aoroad during emy part of the ta year? . Oves OHo

b *Yas,” who and for what perod? e
13a Hewe you submitted a steiement to the authoriies of the Torsign counfry where 1;:1 alm bona fida Taxpayer must

recidence that you ane not a raskdent of that couniry? See instructions . . .. . . Oves ONo . . .
b Are you reguired to pay income tax to the country where you ciaim bona fide ) 'IEI]'I..D‘II:nE . O¥es OMHa reSIde N forelgn

If you answered “Yes” to 13a and “No” to 13b, you do not qualify
this part.

14 If ¥OuU Werg FfE"S-H'I[ In the Unied Stetes or K8 possassions Ou
ncluda the Incomsa from IIP:|LF'1I'I+I:|'| ni Part IV, but regon it on Fo

resident. Do not complete the rest of Country 1 M

I, compiste columns {aiHjd) balow. Do not calendar year

o o umioar ol . | Mumbar of oM &imied In
el | M |t ns | POEe | SeriEE | e from January

1st through
December 31st

158 List any confractual tamms or other condlto the lengeh of wour employment sorcad. b

b Enter the type of visa under which you emtaned the forsign couniry. b
¢ Did your viss Iimit the length of your stey or emplayment In 2 foreign couniry? If =Yes,” aftech explenation . [0 Yes [ Mo
d Did you malntain & home In Te United Siates while Iving abroad? . . . . . .- . - . . Oves OHo
g [f “¥as,” anter adoress of your nome, whether @ was rented, the names of the occupants, and thedr Elatu:ur'snp
1o you, =
For Paperwork Reduction Act Moo, sae the Form 1040 instructions. Catl. Mo 119008 Fom Pon f0n1)
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Form 2555

Part Ill: Physical Presence?

§ ——

200 Taxpayers Qualifying Under Physical Presence Test [ses instruct]

16 The |:r1§.|'5I:-E|I prasenca lagt = Desed an the 12-manth Fia"ll:l: from &
17 Enter your principal couniry of smployment duing your 3y year.
a8 = ¥l trayeded abroad leI'l'IE fhe 12-month FE"IEIJ entered on lne 16, Em mre [EH:T:I balove. Exciude traval betesasn
1o "E'|u'| countries at did not Involve trevel on or owver intematongl wa n or ower the Unied States, for 24 howrs or
mare. i ¥ have nd trave 1o E'Fl:rt :IJrl'Iu the perod, enter F'Tﬁl".:-ln.-;ﬂf & ":'l'E'h;rl :l:lLl'I'Il'!.' or countries for the entine
12-month period.” Do nok Inciuds the Income from column m |'|. burt report It cn Form 1040
| Mama of courtry i Dt FJl:I-:I'I||5 rl.rtmr:-' [Ty Irzcemes: eamied I LLE.

1 LLE. o bemdrees faHn
mciuding LS o o oompLason

thircaugin b

Taxpayer must b Ically present in foreign country = 330 days
during any conse e 12-month period.

Once PPT is satisfied, taxpayer may amend a prior-year return to

claim pro-rated Exclusion based on number of days present during
tax (calendar) year.
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Form 2555

Part IV: Calculate Foreign Income

| Part IV IR R
Mote: Erer on ¥nas 19 through 22 al dncome, Including noncash ncome, you eamed and actuslly of constctivaly received durng
your 2017 fax year for services you perfovmed in @ foreign country. #mywrmmmmm received this [GY year was

eamead in a priar fax . O will e samed in E‘EEI'.EI}'EE’I’E’JCI‘JE‘E bonus), a2 the Instructions
14, column ar ?&mmﬁeﬂﬂmm
Consirch received the income.

\cide incomea fom ine
5. oollars, uEing the sxchange raies whan you actually or

It you are @ cash basls taxpayer, report on Form 1040 all Income you recatved In 2 er when you performed
the service.
2011 Foreign Earned Income i U5, dollars)
19 Totel weges, salanes, bonuses, commissions, etc. . . 13
2 Alowable share of Income for personal senvices perrun'nedn:see II'rStI'l.II:tl:II'rSI
a In e busihess (ncludng fanming) or profession . . . J ... |oma
b In & parinership. List parnership’s neme and a:ldre-ss an-:l l'g.lp-e n1
200
2 Moncash Income {market valus of property of faclities furni —atiach statemant
showing how it was determined):
8 Home ledging) - . Ma
b Maals | b
c Car. . . Hc
d Other property or taciities. List type and |
Hd
22 AlloOwances, relmourssmen yOur behaf for sanices you periommed:
a Cost af Iving and averseas d e o]
b Femily . A 2%
¢ Education . 2
d Home leave . 24
& Cuarters . .. A 22
1 For any other purpao and amount.
N
g Addlines 22a through 221 . 229
23 Other foreign eamed Income. List t}'pe a.nl:l .amu:uum h-
23
24 Addlines 19 through 21d, line 22g, end Ine 23 24
25  Totel emount of meals and iedging Included on line 24 that I excludable (see nstructions) . . 25
28 Subiract ine 26 from dne 24. Enter the result hare and on line 27 on page a. This Is your 2011
forelgn eamed Income . . . . . . . . . . L. Lo . . . . |2
Form )
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Form 2555
Pts V - VIIl: Housing & Inc. Exclusions

Form 2555 [24n1) Fage 3
m All Taxpayers

27  Enter the amount from e 26 . . . e e e e . o |27|
e you clalming the housing Exchsion or housing deduction?
[ ¥es. Complete Part Vi,
[ Mo, Goto Part VL

LX) Taxpayers Claiming the Housing Exclusion and/or Deduction

28  Cualfed housing expenses for Me 18X yaar (see Instructions) . 28
288  Enber location where housing expenses inoured (see instructions) #

b Emter imit on housing expenses (see INstructions) . 20
30  Enter the smaller of Ine 23 or ine 280 30

31 Mumber af days In your qualitying period that fall wﬂl'ln yl:ur
yedr {see Instructions) . . .

days
B 31, emier 314,864 00 hare | 32

32 Mutiply 34072 by the rrurnl:-eru:ﬂ ua\'scm IIrIE3-1 II'Q
33 Subiract ine &2 from line 30. If the resuit Is zero or piete the rest of this |:-ar| ar
any of Part X . 33
34 Enter amployer-proviced amounts (see st a4] 1
35 Dhvide line 34 by line 27. Enter e result [I'I:LI'IdEd to at least thnea plac,e-su but do
not enter more than =1 mﬂ' . . . . a5 ®
36 Housing exclusion. Muttiply line niter the I'EISLI1 but III nm Erﬂl!f mane 11131 1I‘|E
amaunt on Bne 24, PLS::- compiete F' e L
Mote: The howsing ok mrt {X. i you choose o cisim the forsign eamed
INCOMmE BXCIIEon, COmS
A0 Taxpayers Claig gn Eamed Income Exclusion
37 Maximum foreign 2 i e 492,500 o0
33« Nyou compiatdie 3
« Al atners, antd SO o1 == in your qualitying period Inat} [=a] days
1all within your 20 aar {see the Instructions for ine 31).
3 = [f line38 and the nu of days in your 2011 tox year {usually 366) ans the same, enter *1.000."
» Otheraise, divide lina 38 by the number of days In your 2011 tax year and enter tha result &s } = L
a gacimal roundad to &t least mreeplane-s-:-
40 Mulipiy ine 37 by Ine 28 . . e
41 Subiractline 38 fram line 27 . . 41

43 Foreign eamed income exclusion. Enler Ihem'ulrufln:ﬂl]orlmﬂ Nsa :,l:n-plei: F‘a.rl".l'llh- 43
=00 Taxpayers Claiming the Housing Exclusion, Foreign Earned Income Exclusion, or Both

43  Addlines 3¢ and 42 . . 43
44 Deductions slowsad in ngurrlg yl:ur aqusbe-:l grusslm:lrne [Fnrrn 1040, e 2.?] mat are slocabie
o the excluded Incoma. Sea Instuctions end afech compatstion . . . . 4

45 Subtract Ing 44 from ling 43, Enter the rasult her2 and In parenthases on F'uI'ITI HHB.. I'la 21.
Mext to the amount entar “Form 2565.7 On Form 1040, subirect @is amaunt from :"DIJ[ Incoms
1o amve at iotal Income on Formn 10440, ne22 . . . . 45
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Form 2555
Part IX: Housing Deduction

% iine 33 i more than line 36 and

Taxpayers Claiming the Housing Deduction— Complete this
 Part X 5}] |II1E 27 ta more than line 43.

46 Subiract line 36 from Ine 32 I
47  Subiract line 43 from ling 27 QY. ... |4
48  Enter the smaller of Ine 46 or line 47 . ® - .. =
mmrrr.wmsmmman.nwaam:ucmmm 2010 housing deduction
ne:ame:-r*mmmmrwrmmrmpagea tions fo figure the amount
to anisr on Mne 45, Othanwise, go fo e 50,
48  Housing deducton camyover from 2010 ffrom w -1-:r1remsu-mums.:. . |4
50 Hmahgdeﬂmlluu.ﬂ.n:llnﬁdaand-ﬂm here &nd an Form 1040 fo the laft of
line 3. Next o the amount on F|:ﬂ111 25567 Add It to the intel adjustmeants
reported on Mat g ... e |

Form 25565 )
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US taxpayers take note...

e Charitable contributions:

- Payments to foreign charities arew deductible [except
certain Canadian, Israeli & Mexi@ organizations as per

treaties]

- Payments to US charities
entities are deductible ¢

¢

* Moving expenses:
- US citizens/resi s may deduct moving expenses into
and out of U Form 3903

- NRA may only deduct the cost of incoming moves

i®h forward funds to foreign
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Expatriation Tax

Exit tax on taxpayer who renounces (or inadvertently forfeits*) US
citizenship if principal purpose is tax avoida&

* |RS presumes tax avoidance for high—iane, high net worth taxpayer:

— Average annual income for pre°|?5 yrs > S155K (in 2013) OR
— Net worth > $2 million *c

OR
— If non-compliant w@ax laws for preceding 5 years

Copyright © 2014
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Exempt Expats

* Minors who relinquish US citizenship before age 18%: &
were residents < 10 years @\

* Dual citizens if they became citizg?s of the US and another
country at birth AND have bstantial contact with US

— Never US resident

— Never held US F@t
— Never presentg > 30 days during any 10 years prior
to expatriatio&
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Expatriation

Renounce citizenship
— voluntarily & intentionally appear in person at US consulate,
— in a foreign country, and
— sign an oath of renunciation irrevocably relinqu%all rights

<

iomby qualifying under PPT which

Forfeit citizenship accidentally

— Green Card holder claims Income Exc
requires that he is away from US

— but violates immigration laws equire him to be physically present in

o

uS

ion Stmt. at time of renunciation as well as
f expatriation tax or S10K penalty for failure to

Must file Form 8854 |
annually — greater o
file

Must File Form 1040NR for 10 years on US-sourced income

r
Expats not eligible for Income O

_ Housing Exclusions
Monica Haven, EA, JD, LLM e (310) 2 PogETIiaven @pobox.com e www.mhaven.net




Amount of Expat Tax

* Global assets are deemed sold at FMV on day prior to expatriation
* Gains > S668K (in 2014) are reported on Forms AQor 8949 & Schedule D
* Expat tax is due 90 days after expatriation Qz

@
 Payment may be deferred on an ass —stet basis until the due date (plus
extensions) of tax return for year | ich asset is actually sold — taxpayer must

furnish bond o

om otherwise applicable treaty rates

* Expatriates may not be

e Expatriation becomes effective only after all notification & tax satisfaction
certificates have been filed with IRS and Homeland Security
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Foreign Accounts

» US person (citizen, resident, entity) must e-file FinCEN Foreign Bank Account
Report (FBAR) annually if at any time during calendar year:

— had financial interest in or signature author%er
— foreign financial account(s)
— With aggregate value > $10,000 z

* Financial interest includes holding titlealiréetly or indirectly) or having

beneficial interest in 3" party accou

Example *
US citizen infant hai fﬂr@accounts

=» parent must fil aby since FBAR applies to all ages (even if infant
does not ha@

income tax filing requirement)
* Filing deadline is June 30t — must be received by Treasury (no extension!)
dividend &
o ox in Pa

oreig

B & check b rt Il

ust also report f

Taxpayers mme on schedule

interest INCO

Copyright © 2014 Monica Haven, EA, JD, LLM e (310) 286-9161 e mhaven@pobox.com e www.mhaven.net




Accounts Defined

e All financial accounts held outside US, including
— Banks
— Brokerage accounts

— Insurance cash values \
— Annuities
— Mutual funds ‘z

* Foreign accounts do not include o
— military banking facilities Q
— accounts held in Guam, Puerto Rj S Virgin Islands
— IRAs in US bank A

— Real or personal property o

Example
Individual owns C
in US)

=» Must file FBAR since IRA exemption applies only to US account

&n RRSP and TFSA accounts (similar to IRA & ROTH accounts

m 889 u.S. |nformat'|on_

s1 of Certain Canadian

Must also file For In G return

Beneficiarie a
Eztguig’:efroerd Retirement Plans Wi

Monica Haven, EA, JD, LLM e (310) 286-9161 e mhaven@pobox.com e www.mhaven.net
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Signature Authority

e Signature authority allows individual to control assets

A X

Example z
Individual has power to direct how acco@ invested but cannot withdraw
funds

@
=>» No FBAR requirement since regature authority”

A

ts’ reportable accounts in Thailand
or not PoA exercised

Example
US resident has PoA o

=» Must file FBAR w

 Multiple signatories must each file separate FBAR

* Spouse may file joint FBAR to report joint accounts but separate accounts must be
reported on individual FBAR
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Account Valuation

Each account must be valued independently atMighest value at any

time during year

Valuation may be based on monthly grterly statements issued by
financial institution {

All values must be conve@S dollars based on exchange rate at
year-end onverted

. income 1S €
MBER: Foreign ince
Ft{f L“;‘SE dollars at time received
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FBAR Threshold

e Aggregate all account values after conversion to determine whether FBAR
threshold has been met \

Q@

uring the year

Example
US citizen has S8K at Bank A

He transfers entire balance to B

=

=>» No FBAR requirement sm hold not satisfied at any time during

year
Example

US citizen has S8K atgank A & S4K at Bank B
=>» He has FBAR filing requirement since threshold met in the aggregate
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Miscellaneous Rules

Mandatory e-file: http://bsaefiling.fincen.treas.gov/main.html

Taxpayer must sign Form 114a to authorize e-fi||e

To amend FBAR: Open previously saved fi e correction, re-submit
electronically

Penalties: *ce

— $10,000 for failure to file
— Greater of S100K or 50%
— Possible criminal sanc

Case Law: !

— 79-yr old widow paid $22 million on $43 million acct
— Beanie Baby founder paid $54 million penalty on $107 million Swiss acct

— 87-yr old Florida man subject to 150% penalty ($2.2 million) when IRS applied
willful penalty to each year (May 2014)

. value if willful violation
10 years & $500,000)
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Offshore Voluntary Disclosure
Program

Prior Programs

* Repatriate offshore credit & debit cards (2003) z

* Swiss bank accounts before UBS disclosure (20

e Accounts in Israel, India & Hong Kong dur'QDBC prosecution(2011)

<&

prosecution if full disclosure

Current Program

* Reduced civil penalties & no cri
— Penalty: 27.5% of highest ggregate value in most recent 8 yrs
— Penalty may be reduce&S% if highest account balance <S75K
— Penalty may be reduced t6 5% if US citizen lives abroad & has < $S10K US-sourced income
* Available for all foreign reporting, incl. Forms 8938, 3520, 5471 & FinCEN 114

if already under

IneligibIe on or investigation

examinati
Monica Haven, EA, JD, LLM e (310) 286-9161 e mhaven@pobox.com e www.mhaven.net
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Alternatively...

Quiet Disclosure
* File amended income tax returns with previously orw foreign income

e Pay tax, interest & penalties

* Cannot participate in OVDP Q
@

Missing FBARs Q

e If foreign income previously report all tax paid

e |RSFAQ# 17 instructs that t

ould simply e-file all missing foreign account
reports %

@e imposed

PREPARER TIP: A|w_ays
with unreported foreign
income 1o tax attorney

- No failure-to-file penaltie

refer client
accounts &/or
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Reporting Foreign Assets

Individuals must file Form 8938 with tax return — in addition to FinCEN 114 —
if foreign financial assets exceed certain thresholds

Reportable Assets ‘

 Depository or custodial accounts at foreign financi@titutions
e Stocks or securities issued by foreign persons

* Any financial instrument held for investmeat is§bed by non-U.S. person

 Anyinterest in a foreign entity

* Gold certificates issued by foreign‘z

Exempt Assets *o
* Foreign real estate (e.g& al residence or rental property)

* Foreign currency holdi
e Shares of US mutual fund that owns foreign securities

* Account with US financial institution that holds foreign securities
A US branch of foreign financial institution

* Foreign social security payments
* Collectibles & precious metals
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Filing Thresholds

Domestic Taxpayers
Singles: Aggregate value of S50K on Dec. 315t or $75K any time during yr
Married: Aggregate value of S100K on Dec. 315t or $150 time during yr

“Foreign” Taxpayers (US taxpayers living abroad
Singles: Aggregate value of $200K on Dec. 31t

Married: Aggregate value of S400K on DeiGt

e Valuations are based on hi lue during the year

e Converted to US doIIa&

 Use Treasury Dept. Financial Management Service rate or any accepted
currency converter (e.g., OANDA)

OK any time during yr
or S600K at any time during yr

ange rate on that date
es are converted at year-end

FBAR valu
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BEWARE:

RELIEF:

Copyright © 2014

Plus S10K for each 30-day period after IRS issues i

Form 8938 Penalties

S10K for failure to disclose

\
Q@

Maximum penalty S50K Q‘

A

Statute on tax retur &ins open until Form 8938 with all reportable
assets has been %

For US citizens abroad who pose “low compliance risk”, IRS requires
filing of delinquent tax returns for 3 years and FBARs for 6 years

— cannot submit OVDP if relief procedure used
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Form 8938

. 8933 Statement of Specified Foreizn Financial Assets o 1
[Movemibar 2011 I
Depurmart of be Tamary ¥ S0 separata instructions » Astnch to your tax rebum é:;:u:-“c:“hh.iﬁ

if you have attached additional shests, check here [m}

Name(g] shown on retum Mentitying number

Mumber, srest, and room of suite no. (118 P.0. box, see Instructions)

City or town, province or state, and country (Inciuding postal cods)

For fax year beginning .20 . and ending b

Mote. Al Information must De in Englsh. Show all emounts In'ULS. aollars. Shaw cu O Fates In Part |, ne &2), or
Part Il lne &2).

Type of fller

a Specified Indbidual (1) (] Married fiing & jaint retum {2300 Ofer Individy
b_Speciad domestic entity [1;||:| P\:Ttnershlp O {301 Trust [4) O] Estate

1o & previpusly llegretum . . . . . [

& Infarmation Tor aach addiional eccount (sae
Instnuctions).

1  Type of eccount O Depostt

3 Chack all that apply

2 ACCOUNt number oF other oasignaton

b O Account cossd during tax year

5 Did you use a foreign CUTENCY exchg
6§ I you enswered “Yes" o line 5, oo : 2l \EbBroly.
{1} Foreign cumency In which PN CUITENCy exchange rate USed io] (3] SouUmce of exchange raie used i not fom
account ks malniainad LS. Treasury Anancial Management Seanvice

Other Foreign Assets [ses instructions]

Mate. If you reported specied Toreigh fNancial 8536ts On FOrms 500, J620-A, 5477, B621, OF 8565, you 0o nol have [0 ncIige the
assets o Fomm 8538 You must compists Part [V, Sea Instichions.
|f'5'l:u hews more than one asset to I'EFIIIIT_ attach a continuation sheet with the seme Infarmation for sach addifionsl SSEHI:SE-

Instrucions).
1 Decription of B=se T T3erTylrg ramber or oier Gesignesin

T Compiete @ that apply
8 Dtk 2534t 3cOUINad UNng tax year, If applcabie .

b Dete essat disposed of during tax yesr, I appilcale .

=]

[ Check If assat joinfly ownied with spouse d [ Check If na tax ltem reported In Part B with respect to this assat
4 Maimum valus of asset 0unng tax yaar [chack box that apglies)
a [0 5%0-350000 b OO $50.001 - $100,000 ¢ [ $100,001 - $160.000 d [ $150,001 - $200,000
e i more than $200,000, kst value . . 3
5 Do you use a farelgn cumency Eama.ngerammcmuen The valle of the assetinio U5, dolas? . . . [Tve [The
For Papsrwork Reduction Act Moo, sog tho soparats instructions. Cat. Mo STTRAN Form BO3E (110311
Copyrlght © 2014 IViulliva ravell, EA, JU, LLIVI ® (O1U) £0U-J1Ul @ (lavel wpuwuX.Com e www.mhaven.net




Form 8938

Farm e fi1-30r1) Faga 2
I Cther Foreign Assets [contnred)
& I you enswered Yas” toline B, completa all that apply.
{1} Forelgn cumency In which &s=et | [2) FOrelgn CUFTENCy eXchange [ake Lsed 6] [3] SCuice of exchange rEe Used i not Fom
= denominated convert 1o ULS. dollars WS, Treasury Anancial Management Sanvios

7 I esset reportad in Part I, (ine 1, ks stock of & forelgn entity or &n Interest in a foreign entity, raport the Tollewing information.
Weme of forsign anity
Type of toreign entty (1O Parnership @0 Comporation =0 (90 Estate
[ Chesk It foreign entity ks a PRIC

Maling eddress of foregn antty. Mumber, srest, and room oF SUHE No.

an o m

City ar town, province ar state, and country (Including postel cade)

8 N essetreportad in Part I, line 1, Is not stock of a forzign entity or an interest In a
ior the asset

Mofe. It this 2=t has more than ane kssuer or counterpany, attech & continuation
agditfonal issuer ar counterparty (ses Instructions).

@ Mame of lssuer or countarparty

rthe following Information

e sama intomation for each

Chack It information s far O Issuer O co
b Type of Isswsr or courterparty
{1)0 Indhvidual {0 Pertnership 0 Trust {50 Estete
c Check If lssuer or counterparty lsa [0 U5, person
d  Maling eddress of lESUBT OF coUNtEMmanty. Mumbar, streg
& Clity ar tawn, provinca or state, and country (Inclug
A0 Summary of Tax tems Aftrib ad Foreign Financial Assets (3ee INErucions)
"Where reported
Assel Category Fommn and ling Scheduke and line
I. Foralgn Deposit and 3
Custodal Azcounts T
3
;]
:3
;]
£
Il. Other Foraign Assats 3
b Divdends 3
C_Royahies $
{ Odher Income 3
g (Galns fossas) £
1 Deductions $
g Cradlis 3
Excepted Specified Foreign Financial Assets [s=e instruciions)
If you raparted ad forelgn financial assets on the following forms, check e appropriate baxfes). Indicate number of orms flled.
You do not need 1o Include thess assets on Fonm 8238 Tor the (B year.
O asz0  Mumber of forms O as2o-A Mumber of forms O 5471  Mumbser of forms
[0 e&z1  Wumber of forms [0 se8&  Mumber of foms
Fom B8 (112077
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FBAR vs. Form 8938
e Jromsss

Bank Secrecy Act (1970) ign Account Tax Compliance
(2010)

Y

® IRS

Regulatory Authority Dept. of Treasury

\ 3 yrs if filed

State of Limitations None
° 6 yrs if omitted income > $5K

Ay

ble to all law Protected by IRC § 6103
enforcement agencies

Privacy & Confidentiality
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Additional Reporting Requirements

Form 3520
e Must report foreign gifts & bequests over $100K b@)ril 15th

o

 Mexican Land Trusts used by non—MexicarSQns to hold property exempt from

filing Forms 3520 & 8939 @

Il currency transactions > $S10K

e NO extension available!

FinCEN 104
* Financial institutions must r

e Formerly Form 8300

FinCEN 105
* Individual must file if he brings in, sends out or receives > S10K

 Formerly Form 4790
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Form 3520

3520 Annual Return To Report Transactions With DAE ho. 18 s
Fem Foreign Trusts and Receipt of Certain Foreign Gifts 20414
mﬁ‘.""' el

Mote. Al Information mi H=FED A T 3 separate reign trust.

For calendar year 2011, or tex year baginning . 2011, ending 20
A Checx appropriate baxes: [ Inma retun [ Finalrefum 7 Amended retum

B Check box that epples to person fling return: [ indviduel [ Parnership [ Corporsion [ Trust [ Ewecutor

Check all applicable boxes:

O fa] ¥ou ara o LS. smnsferor who, directly or indimctly, tmnsfersd money or ather :Iulngf»mwnlmcg,wlnnl'

You haid an outstands ouigmmdardmndmlm[urupﬂmmlmdhl dn-gfnwrr:'ntuxﬂll

reporiad as a “qualifed obiigation” (defined in the instnuctions) duning the curent tox ar |:} e aweoutor of the estate of o
ducedont ard (1) the decodan mada a tansier o o forsgn st by reason of death, IE,',H;: Y
Fumglnmmumdmdypn:\rbdaﬂhor[a]lh;ﬂnsadmf:mn:bdadm;poﬂm:fﬂnm:f
idontifying information roquesiod bolow and Part | of the form and =oa tha instructions for Part |

[ Yeouarsa U5 ownar of al or any portion of a forsign nust at any Sme durng the tax yeor. Co
requastad balow and Part II of the form and soe the nsnuctions for P r.ig
[n] ¥ou arc a LS. parson who, during fha curant tax yaar, reccived a distriusion from a foraign oy

o grantor or benaficiany of o foreign trust (1) that has made a lan of cash or marketabls ssougimmedi
rnl.i:adhgpu\:hnnum: u'mmt.u o (3] ImranJu'.iU.S.mmrahmd
Complats all applcable balow and Il of

O Ymaaa'J.&pﬂ:mumhn
identifying information n%-alwmd

trust,

ol the form mnd oo the retnctions

Snmﬂqwﬂniu.& parson's Nooma fa rebum is fled &
of parsonjs) Sling roaen [sea NsEuction B Idanslicason numbar

€ UMb, Sl ond oo o i no (1 @ P Do, S PETUCHons, T Spusa s DN ENGation rumber
@ Chyor iown T Etsic or prosinga § IF or posial code B Counry

e of foraign WUt (1 appiicatia) B Employar dantficaiion mmbar §f any]

T AFor posial oo § Loy

ehnad in H'\smshudm| wha can Fr:ud:-ﬂla IRS with all relovart trust
- O Yes [J Ko

'Nu bﬂmmbomrphhpuﬂl Inasﬁh':mynﬂ.
|b [ S T

no [ a FL0. boo, sac Feduchions)

d  Cfy o own 0 Shk of prownce T AFor posinl coda § oty
4 Mama of LI 5. denodant jsoa st ) b Aodress CREFC=
e T BRdemw

T Chack applicable bow
O 11.5. dacedent mads fransfar ic.a forsign trust by resson of death.
O U.5. decedent tranted as ownar of forsign tnast immadintsly pror to death.

[] Bsssts of foreion nust wers included in astnis of LS. decedent.
LUindar panafie | ek o | hava axaminad s retum, including any scoom| raports, schaduics, o sttemants, and to e bast of
Sign pm hmmmLﬂ'mepkh e Fama rrr,
Hera }
} Eignakrn } TG )
PrineTypa propassr's nams Froparar's signakrs [ Chece ] B |FTW
Paid prp—
Praparar
Use Only | rfanams  w Fimms EN &
Fir="s addres & Phione no
M( For Privacy Act and Paperscrk Reduction Aot Notice, ses instructions. Catl. Mo. HSaey Fom Bsmli‘ﬂ'l}

com e www.mhaven.net




Other Information Returns

e Form 926 — Transfers to a Foreign Corporation

* Form 5471 - Controlled Foreign Corpor§®

e Form 5472 - US Corp with 25% Foreig

* Form 3520A — Annual Foreign Trust Return

nership

* Form 8621 —Passive Foreign Inv nt Company

e Form 8865 — Controlled Fo Partnerships

e Form 8891 — Beneficia&Canadian Retirement Plan

e Form 8898 — Reside U.S. Possession
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s it working?

* IRS reports that as of June 2014, OVDPs resulte‘
— 45,000 disclosures

— S$6.5 billion revenues collected .Q
effective date:

— 77,000 foreign and US finoal institutions signed up to report
account info directly

— US has 33 Intergov@ental Agreements (IGAs) in place, incl.
Switzerland & Cayman Islands

* FATCA compliance prior to July

g . Stay
US citizens.
for ur money here‘.
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Monica Haven, E.A., J.D., L.L.M.

AR
(310) 286-9161{&)NE
(310) 557-Q?6 FAX

mhave obox.com
WEBSI

ww.mhaven.net

The information contained herein is for educational use only and should not be construed as tax,
financial, or legal advice. Each individual’s situation is unique and may require specialized
treatment. It is, therefore, imperative that you consult with tax and legal professionals prior to
implementation of any strategies discussed.
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