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Historical Perspective

* |IRS Int'| tax evasion successes relatively few:

Unable to penetrate tax havens

Use of nominees (trusts/foundations/corps)

Not a Specified Unlawful Activity for Money Laundering
Complexity/expense of investigations

Internet banking, rapid funds transfers and bank
secrecy complicated investigative task for IRS

Limited foreign cooperation under treaties

’ Morgan Lewis



Rapid Change

Government needs (U.S. and other) for tax revenues in
economic downturn

Future tax compliance threat posed by global economy
combined with ease of establishing offshore accounts via
Internet

Claim of $100 billion lost tax/year
Resulting congressional action
Offshore account developments exploited by U.S. Government

* (Switzerland/Lichtenstein cases)

Changing attitudes in other governments toward tax evasion
“John Doe” Summons activities (UBS and others)
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Legislative Action

e Senate Permanent Subcommittee on Investigations
o Stop Tax Havens Abuse Bill (S. 506/HR 1265)

» (Proposed; not enacted)

Proposed numerous presumptions in favor of U.S. taxation and tax
authorities when offshore jurisdictions/entities involved

Proposed additional special measures

Required AML program requirements

Required reporting to IRS of certain offshore accounts
Closed offshore trust and tax dividend loopholes

Increased penalties for tax shelter promoters

 Hire Act (Section 511)

New FBAR-like provision for accounts over $50,000

! Morgan Lewis



IRS Actions

IRS and US Treasury pursuing more international
assistance

e OECD/Tax Treaties/TIEAS
International assistance increasing

* Recent Swiss Extradition to Germany

More foreign posting of IRS agents
* Three new Criminal posts this year/foreign agents double
* (Sidney/Beijing/Panama City)
Aggressive advertising of Whistleblower authorities

: Morgan Lewis



IRS Voluntary Disclosure Program

* Multi-decade program recently modified for offshore accounts
* 6-month “special” on offshore accounts (until 10/15/09)

* Must be voluntary and timely

* No illegal income involved

» No existing IRS audit or investigation
— Includes taxpayer name appearing on list from bank

 Screened by IRS Special Agents (possible interview)
* Must file up to six years amended returns and FBARsS
* Pay taxes, interest and possible under-reporter penalty

* Penalty of 20% of high balance in account for last six years
* In lieu of all other potentially applicable penalties
* (Rare 5% alternative penalty for “inherited” accounts)
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IRS Disclosure Program (Cont’d)

15,000 taxpayers entered the VDP
Accounts in over 100 countries disclosed
Character of taxpayers entering program
Aggressive post-disclosure audits

IRS refusal to extend program or provide
terms for post-October 15 disclosers

Anticipated Swiss Parliament action in June
Criminal actions/penalties
Exploitation of VDP data on banks/advisors
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Foreign Bank Account Reports (“FBARS”)

Relationship to other Bank Secrecy Act
forms

“Perfect Storm” in summer of 2009

e Civil v. Criminal ramifications

New regulations and IRS announcements
* FINCEN proposed regulations (75 FR 8844)

e |IRS Announcement 2010-16 and Notice 2010-23
HIRE Act provision
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