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OUTSOURCING OF DEBT COLLECTIONS

Issue:

IRS has been authorized by Congress to use private collection agencies to collect tax debt.

Background:

Congress has authorized and required the service to utilize private debt collection agencies to
collect past due tax debt. Congress decided the IRS should be required to outsource the work,
even though the Service expressed serious concerns about using private bill collectors. The tax
collection provision was included in the Highway and Transportation Funding Act of 2015 that
took effect in December. The cases to be outsourced involve taxes that are owed and not in
dispute.  However, this approach was previously unsuccessfully recommended by Congress.

Additionally, this program runs counter to the service’s stand on tax and identity fraud. Tax
scams are a serious and growing problem - No. 1 on the Better Business Bureau's list of Top
Scams for 2015. Twenty-four percent of the scam reports processed by the BBB last year dealt
with imposters pretending to be either the Internal Revenue Service or the Canadian Revenue
Agency. There were more complaints about tax imposter scams than the next three categories
combined. The Treasury Inspector General for Tax Administration reported in October 2015
that during a two-year period it had received more than 730,000 complaints about imposters
claiming to be calling from the IRS. The inspector’s office said it knew of 4,550 victims who had
paid the scammers more than $23 million in that two-year time period. In a news release,
Inspector General J. Russell George urged taxpayers "to continue to be on high alert." Until
now, consumer advocates and government fraud fighters had a simple and straightforward
warning: The IRS does not initiate contact with taxpayers by phone. In fact, on its website the
IRS still says it will "never call to demand immediate payment, nor will the agency call about
taxes owed without first having mailed you a bill."

Nina Olson, the National Taxpayer Advocate at the IRS, urged Congress not to pass this
legislation because it could help fraudsters. In a statement released a few weeks ago, Ms. Olson
wrote: "There has been a huge spike in the number of scam callers seeking immediate 'tax
payments' from unsuspecting taxpayers in the last couple of years. The IRS has responded by
emphasizing it doesn't make outbound calls of that kind. As this program stands up, there is a
risk calls from private debt collectors will muddy that message. There is also a risk that
scammers will study the dynamics of the private collection agency calls and try to mimic them
to fool taxpayers. As the IRS develops the program's procedures, it will have to take steps to
minimize the risk of taxpayer confusion.
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OUTSOURCING DEBT COLLECTION (cont.)

"The IRS already had the option to use third party private firms for debt collection, but the new
law makes it mandatory in cases where the statute of limitations is running out or the IRS itself
hasn't been able to collect.  The IRS has tried to outsource tax collection twice before, in 1996-
1997 and 2006-2009. "Twice the experiment has ended in failure," Ms. Olson pointed out in a
letter to Congress in May 2014.  The Taxpayer Advocate Service of the IRS analyzed the use of
collection agencies between 2006 and 2009. It concluded that Internal Revenue agents were
"significantly more effective" than private collectors in all but the first six months of the
program. In fact, the IRS collected about twice as much as the private firms. The report noted
that the private collection agencies "had little success after working the easy cases."

Recommendation:

Congress needs to retract this requirement prior to its’ implementation by the IRS and allocate
the funds that were determined to be spent by the outside collectors to the IRS to be used
toward collections.
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STREAMLINED CRITICAL PAY AUTHORITY

Issue:

It is imperative that the Internal Revenue Service employ additional Information Technology (IT)
employees quickly to modernize the computer systems.

Background:

With the current budget constraints, the IRS has been operating under a hiring freeze.  Through
attrition, the IRS has lost employees over the last three years.  Any hiring that needs to occur
falls under the Federal system whereby hiring a qualified candidate can take between three to
six months.  In 1998, Congress enacted the streamlined critical pay authority to assist the IRS in
bringing in individuals from the private sector with the skills and expertise needed in certain
highly specialized areas, including IT, international tax and analytics support.  This authority,
which ran effectively for many years, expired at the end of FY 2013 and was not renewed.

The loss of streamlined critical pay authority has created major challenges for the IRS to retain
employees with the necessary high-caliber expertise.  Currently there are only 10 IT experts
remaining at the IRS and it is anticipated there will be no staff left under critical pay authority
by this time next year.  The President’s FY 2017 Budget proposes reinstating this authority.

Recommendation:

NCCPAP recommends that Congress re-enact the streamlined critical pay authority to allow the
IRS the ability to hire the necessary personnel into their IT Department to help improve the IRS
efforts to improve cybersecurity.
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TAX REFUNDS NEED TO BE VERIFIED BEFORE PAYMENT TO TAXPAYER

Issue:

Annually, the IRS has been remitting over $3 billion of fraudulent refunds.  The current refund
system does not verify taxpayer account information prior to the processing of tax refunds and
allows for increased potential errors and misappropriation of government funds.

Background:

Legislation mandates that the IRS to process refunds within a 21-day period unless additional
processing is required.  With electronic filing, the timing of processing refunds has dramatically
improved.  For several years, the IRS published the refund scheduled for e-filed returns to be
“accept on Thursday, refund following Friday”.  Under the MeF system, the processing of
refunds has become even quicker.

The IRS currently processes refunds through an Automated Clearing House or ACH transfer.
This is a quick, secure and low-cost means for the IRS to transmit taxpayer refunds.  However,
as tax refund fraud and identity theft has continued to increase, scammers are using this
process of refunding overpayments quickly to grab funds from honest taxpayers.

Recommendation:

The IRS needs to reconsider their method of processing refunds to add additional safeguards.
There are several methods that the service could employ at little to no cost to insure a greater
degree of reliability that refunds are, in fact, being issued to the correct taxpayer.  One of these
methods is the “pre-note test”. A pre-note is a test transaction a financial institution uses to
make sure the provided account information is valid before setting up an ACH, transfer.  Pre-
notes are optional zero-dollar transactions frequently used for pre-authorizing payroll direct
deposit.

Other Government agencies, including Social Security Administration, already use pre-note
technology to verify the recipient information prior to their sending the initial benefit payment
so this technology has already been vetted and proven to be effective.

The IRS would transmit basic information, such as name, Social Security number, routing
number and account number to the financial institution for verification.  This process may slow
the actual refund by several days as the financial institution requires several days to review and
verify the information provided by the sender, while not exceeding the 21-day processing
period.  This procedure will help to insure that a refund will be sent to the taxpayer, not a
criminal.
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IDENTITY THEFT AND TAX REFUND FRAUD
FORM 1040 MODIFICATION

Issue:

With e-filing of tax returns growing, and the IRS catching up with those committing tax refund
fraud by filing bogus tax returns in the names of other individuals, those who prepare and
submit fraudulent returns are looking for other ways to continue this endeavor.

A new twist on tax refund fraud has recently developed – instead of filing a fraudulent tax
return in the name of another taxpayer, the Social Security number of another taxpayer is
claimed as a dependent.  This individual is not in any way related to the taxpayer whose name
appears on the return as the filer.  The rules for claiming another as a dependent state that the
individual being claimed as a dependent must be either a qualifying child or a qualifying relative
as defined in the tax code, though there are certain circumstances in which an unrelated child
may be claimed.

In two known situations of this happening, the taxpayer whose tax return was submitted
electronically, was informed that it was rejected due to the fact that they were claimed as a
dependent on another tax return, and therefore, could not claim themselves on their own tax
return.  Both of these taxpayers are male, single and over 60 years old. Both still work.  Another
factor to add to this was that two years earlier, one of these individuals was the victim of
identity theft in relation to their income tax return, and was assigned an IP PIN.

UPDATE:

In 2015, the IRS announced that starting in the year 2016, ALL taxpayers informing the IRS that
they have been a victim of identity theft would be issued an IP PIN.  Prior to this
announcement, the IRS was not automatically issuing an IP PIN to every taxpayer victimized.  In
addition, there was a pilot program in Florida, Georgia, and Washington DC, (the three areas
with the greatest amounts of ID Theft relating to fraudulent income tax returns) allowing
taxpayers get an IP PIN even though they had not yet been victimized.

Despite this, the threat of ID Theft in regard to tax returns and refunds still exists.
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IDENTITY THEFT AND TAX REFUND FRAUD
FORM 1040 MODIFICATION

Even though the tax software companies have the ability to enter an IP PIN for the taxpayer,
spouse, and dependents, there is still ONLY space in the signature block of the tax return for the
IP PIN of the taxpayer to appear on a hard copy of the tax return.  There is no space for the
spouse’s IP PIN, nor is there space on Page 1, Line 6c – Exemptions for an IP PIN of a dependent
to appear.

RECOMMENDATIONS:

In order to continue the battle against identity theft, the following recommendations are
offered:

1. The signature block on Form 1040, page 2 is to be modified so BOTH IP PINs (taxpayer
and spouse) can appear on the return; any tax return without IP PINs when they have
been assigned is to be rejected;

2. Form 1040, Page 1 Line 6c – Exemptions – this section is to be modified to allow the
inclusion of an IP PIN when one has been issued.  Any tax return submitted with
dependents claimed that do not show an IP PIN when one has been issued is to be
rejected. Any tax return with dependents who do show an IP PIN when one was not
issued is also to be rejected.

There are those who would make the argument that the IP PIN is only applicable to a tax return
being electronically filed.  We would argue against that.  Just because a tax return is paper filed
does not guarantee that it is a legitimate tax return.  Those committing tax return refund fraud
are normally filing very simple tax returns with minimal information – usually only one income
source.  Unlike a social security number, which once assigned to a taxpayer is permanent, the IP
PIN is changed on an annual basis once a taxpayer is entered into the IP PIN program.
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IRS NEEDS THE AUTHORITY TO REGULATE TAX RETURN PREPARERS

Issue:

The 2014 ruling in the Loving case by the U.S. Court of Appeals for the District of Columbia
stated that the IRS does not have the authority to regulate tax return preparers practicing
before the IRS. CPA’s are governed by their respective states to implement continuing
education requirements. The IRS accepts this level of training as fulfilling their requirements to
practice. There are also educational requirements for Enrolled Agents. The IRS was looking out
for the interest of all taxpayers with regard to tax preparers. In our current filing season, there
have been changes including but not limited to several new forms related to Medicare surtaxes
and changes in AMT. In addition, many taxpayers are concerned with how the individual and
employer mandates under the Affordable Care Act might affect their returns.

RECOMMENDATION:

The IRS should be granted the authority to regulate all tax preparers. Further, with the
exception of CPAs, EAs and attorneys, all tax preparers should pass a one-time competency
exam and then complete at least 15 hours of continuing professional education annually with a
focus on federal taxation. We urge Congress to enact legislation immediately to allow the IRS to
regulate tax preparers.
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REQUIRED MINIMUM DISTRIBUTIONS (RMDs)

ISSUE:

NCCPAP has consistently advocated for tax law simplification.  One area of tax law that is ripe
for simplification is the rule requiring a taxpayer to withdraw an RMD from each type of
retirement account. Once the Individual Retirement Account (IRA) owner calculates the RMD
for each IRA that he or she owns, the IRA owner can withdraw the total amount from one or
more of the IRAs. Similarly, a 403(b) contract owner must separately calculate the RMD for
each 403(b) contract that he or she owns, but can take the total amount from one or more of
the 403(b) contracts. However, RMDs from other types of retirement plans, such as 401(k) and
457(b) plans, have to be taken separately from each of those types of plan accounts.

BACKGROUND:

There are many different types of retirement plans; 15 are listed on the IRS website. Many
taxpayers have more than one type of plan when they reach age 70½. This age is important
because at 70½ taxpayers must begin taking an annual required minimum distribution (RMD)
from all of their retirement plans except if they are currently employed by the organization that
is the sponsor of the plan or their account is a ROTH Individual Retirement Account (ROTH IRA).
The amount that must be withdrawn is based on the account balance at the end of the
immediately preceding calendar year, the plan owner’s age during the current year and a factor
from one of two IRS approved tables depending on the age of the beneficiary.

The beginning date of age 70½ is a serious problem because the first distribution must be taken
by the April 1st of the year following the year the taxpayer becomes 70½. If a taxpayer delays
the first RMD to April 1st of the following year, the taxpayer must take two distributions in the
same year because the second RMD must be taken by December 31st in the year after reaching
70½. Both of these RMDs are based on the December 31 balance at the end of the year the tax
payer turns 70½. This is very confusing to some taxpayers and creates problems for taxpayers
by increasing the amount of their Social Security benefits that may be subject tax and issues
related to the amount of certain itemized deductions that can be claimed.

RECOMMENDATIONS:

A taxpayer should be permitted to take his/her entire amount from any of the retirement
accounts from which the taxpayer must take an RMD. This change creates simplification with
no reduction in tax revenue.  Additionally, the beginning date for RMDs should be changed to
age 71.  Taxpayers would only need to take one RMD each year beginning in the year they turn
71.
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EARLY RETIREMENT PLAN DISTRIBUTIONS

Issue:

Distributions from 401(k) accounts may, in certain situations, be taken without penalties for
early withdrawal.  However, the same is not always true for IRA accounts.

Background:

Workers who leave their jobs in the year they turn 55 or older can withdraw money from their
401(k) without having to pay the ten percent penalty. But, if that money is invested in or rolled
over to an IRA, a penalty free distribution cannot occur before age 59 ½, unless the individual
qualifies for one of the other early withdrawal penalty exceptions.
Therefore, IRA early distributions are not on parity with early 401(k) distributions for individuals
who lose their jobs and must withdraw funds for general living expenses.

Recommendation:

Early IRA distributions for individuals who are under age 59 ½ due to separation from work or
loss of employment should be treated the same as early 401(k) distributions.
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IRS NEEDS THE AUTHORITY TO ADOPT COMMON REPORTING
STANDARD (CRS) ON A BILATERAL APPROACH

PROBLEM 1:

Vast amounts of money are kept abroad and go untaxed to the extent that taxpayers fail to
comply with tax obligations in their home jurisdictions. Jurisdictions around the world, small
and large, developing and developed, OECD and non-OECD, stand united in calling for further
action to address the issues of international tax avoidance and evasion. Co-operation between
tax administrations is critical in the fight against tax evasion and a key aspect of that co-
operation is exchange of information.

OECD (Organization for Economic Co-operation and Development) transparency rules and
FATCA (Foreign Account Tax Compliance Act) rules are about countries providing data
concerning citizens earning income in another jurisdiction. Currently, transparency reporting is
difficult and costly to do because the reporting standards are not yet compatible. 51
jurisdictions use “common reporting standard (CRS)”; the United States does not.

The OECD Secretary-General Angel Gurría said:
“[there is the] need to combat offshore tax evasion while keeping compliance costs as low as possible. A
proliferation of different systems is in nobody’s interest.”

“The Common Reporting Standard (CRS), formally referred to as the Standard for Automatic
Exchange of Financial Account Information, is an information standard for the automatic
exchange of information (AEOI), developed in the context of the Organization for Economic Co-
operation and Development (OECD). The legal basis for exchange of data is the Convention on
Mutual Administrative Assistance in Tax Matters and the idea is based on the USA Foreign
Account Tax Compliance Act (FATCA) implementation agreements.”  (source:  Wikipedia, the
free encyclopedia, 2 May 2016)

RECOMMENDATION 1:

The IRS should be granted authority to enter into agreement with the OECD to automatically
exchange information using the common reporting standard (CRS), which is based on Article 6
of the Multilateral Convention on Mutual Assistance in Tax Matters as amended by the 2010
Protocol. We urge Congress to enact legislation immediately to allow the IRS to enter into
agreement with the OECD to automatically exchange information using CRS on a Bilateral
Approach.
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IRS NEEDS THE AUTHORITY TO ADOPT COMMON REPORTING
STANDARD (CRS) ON A BILATERAL APPROACH (cont.)

PROBLEM 2:

For tax matters involving intentional conduct which is liable to prosecution under the criminal
laws of the applicant Party, the provisions of this Convention shall have a retroactive effect
going back to the tax period when the criminal act took place.

Article 28 (6) The provisions of this Convention, as amended by the 2010 Protocol, shall have
effect for administrative assistance related to taxable periods beginning on or after 1 January of
the year following the one in which the Convention, as amended by the 2010 Protocol, entered
into force in respect of a Party, or where there is no taxable period, for administrative
assistance related to charges to tax arising on or after 1 January of the year following the one in
which the Convention, as amended by the 2010 Protocol, entered into force in respect of a
Party. Any two or more Parties may mutually agree that the Convention, as amended by the
2010 Protocol, shall have effect for administrative assistance related to earlier taxable periods
or charges to tax.

Article 28 (7) Notwithstanding paragraph 6, for tax matters involving intentional conduct which
is liable to prosecution under the criminal laws of the applicant Party, the provisions of this
Convention, as amended by the 2010 Protocol, shall have effect from the date of entry into
force in respect of a Party in relation to earlier taxable periods or charges to tax.

Article 30(1)(f) of the Convention allows a State Party to formulate a reservation that limits the
lookback to not more than three years preceding the year when the Convention has entered
into force in respect of the said Party.

Article 30 – Reservations

1 Any State may, at the time of signature or when depositing its instrument of ratification,
acceptance or approval or at any later date, declare that it reserves the right:

Article 30(1)(f) to apply paragraph 7 of Article 28 exclusively for administrative assistance
related to taxable periods beginning on or after 1 January of the third year preceding the one in
which the Convention, as amended by the 2010 Protocol, entered into force in respect of a
Party, or where there is no taxable period, for administrative assistance related to charges to
tax arising on or after 1 January of the third year preceding the one in which the Convention, as
amended by the 2010 Protocol, entered into force in respect of a Party.
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IRS NEEDS THE AUTHORITY TO ADOPT COMMON REPORTING
STANDARD (CRS) ON A BILATERAL APPROACH (cont.)

RECOMMENDATION 2:

For tax matters involving intentional conduct which is liable to prosecution under the criminal
laws of the applicant Party, the IRS should be granted authority to formulate a reservation as
per Article 30(1)(f) that limits the lookback to not more than three years preceding the year
when the Convention has entered into force in respect of the said Party.

BACKGROUND:

AUTOMATIC EXCHANGE OF INFORMATION - Common Reporting Standard (CRS)

By February 2014, the OECD agreed on the text of the Common Reporting Standard, which was
shortly followed by a commitment by 44 “early adopter” jurisdictions to implement the CRS, as
well as a ministerial declaration by OECD members and 14 other jurisdictions to the same end.

In June 2014 the full CRS, including the commentaries and the XML Schema, was approved by
the OECD and was subsequently endorsed by the G20 in September 2014.

With the CRS being developed, the Global Forum initiated a commitment process among its
members. As a result of that process 94 jurisdictions are now committed to implementing the
CRS by 2017 or 2018 and ensuring the effective automatic exchange of information with their
respective relevant exchange partners.

In December 2014, the EU adopted the text of the Standard by amending the Directive on
Administrative Cooperation (DAC2).

THE INTERNATIONAL FRAMEWORK

A further major step for putting in place the international legal framework was taken with the
signing of the CRS Multilateral Competent Authority Agreement (CRS MCAA) in October 2014,
which operationalizes the automatic exchange of information under the CRS on the basis of the

Multilateral Convention on Mutual Administrative Assistance in Tax Matters. Currently, over 60
jurisdictions have signed the CRS MCAA.
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IRS NEEDS THE AUTHORITY TO ADOPT COMMON REPORTING
STANDARD (CRS) ON A BILATERAL APPROACH (cont.)

IMPLEMENTING THE CRS

In addition to the international legal framework, domestic implementation of the CRS in the
committed jurisdictions is now progressively becoming a reality. A first major milestone in this
respect was the approval of the amended EU Directive on Administrative Cooperation (DAC2) in
December 2014.

2015
Simultaneously, both the OECD and the Global Forum are playing an active role in ensuring a
timely and uniform implementation of the CRS across the globe. In that respect, a series of
workshops for government officials are being organized throughout 2015, technical
implementation assistance is provided to a broad range of jurisdictions and a number of pilot
projects for implementing the CRS are underway.

In addition, the OECD has published the first edition of the CRS Implementation Handbook in
August 2015, which provides a practical guide to implementing the CRS to both government
officials and financial institutions and includes a comparison between the CRS and FATCA, as
well as a regularly updated list of Frequently Asked Questions.

2016 and beyond
At present, the Global Forum is undertaking a review of the confidentiality rules and practices
in place in committed jurisdictions, as to ensure that the automatic exchange of CRS
information takes place in a secure environment.

On 29 October 2014, 51 jurisdictions, 38 of which were represented at ministerial level, signed
the first ever multilateral competent authority agreement to automatically exchange
information under the Standard, based on Article 6 of the Multilateral Convention. The
significance of this Event was demonstrated by the participation of 38 ministers* in the signing
ceremony, the largest gathering of ministers to take joint action to address tax evasion.

The OECD has a long history of fostering greater tax co-operation and improving all forms of
exchange of information – on request, spontaneous and automatic – and the Multilateral
Convention on Mutual Administrative Assistance in Tax Matters and Article 26 of the OECD
Model Tax Convention provide a basis for all forms of information exchange.

OECD announced 65 countries have publicly committed to goals of this Common Reporting
Standard (CRS) project.
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IRS NEEDS THE AUTHORITY TO ADOPT COMMON REPORTING
STANDARD (CRS) ON A BILATERAL APPROACH (cont.)

The Automatic Exchange of Information (AEOI) portal provides a comprehensive overview of
the work the OECD and the Global Forum on Transparency and Exchange of Information for Tax
Purposes in the area of the automatic exchange of information, in particular with respect to the
Common Reporting Standard.

As the world becomes increasingly globalized and cross-border activities become the norm, tax
administrations need to work together to ensure that taxpayers pay the right amount of tax to
the right jurisdiction. A key aspect for making tax administrations ready for the challenges of
the 21st century is equipping them with the necessary legal, administrative and IT tools for
verifying compliance of their taxpayers. Against that background, the enhanced co-operation
between tax authorities through AEOI is crucial in bringing national tax administration in line
with the globalized economy.

Foreign Account Tax Compliance Act (FATCA)

FATCA was enacted in 2010 by Congress to target non-compliance by U.S. taxpayers using
foreign accounts. FATCA requires foreign financial institutions (FFIs) to report to the IRS
information about financial accounts held by U.S. taxpayers, or by foreign entities in which U.S.
taxpayers hold a substantial ownership interest. FFIs are encouraged to either directly register
with the IRS to comply with the FATCA regulations (and FFI agreement, if applicable) or comply
with the FATCA Intergovernmental Agreements (IGA) treated as in effect in their jurisdictions.

FATCA Intergovernmental Agreements

In 2010 the United States enacted legislation commonly referred to as FATCA (Foreign Account
Tax Compliance Act), which effectively requires foreign financial institutions around the globe
to report account details of their U.S. customers to the U.S. tax administration. Recognizing the
important legal and cost issues of this approach the United States developed together with five
other OECD (and EU) member countries (France, Germany, Italy, Spain and the United
Kingdom) a model for the intergovernmental implementation of FATCA (Model FATCA IGA).

The Model FATCA IGA provides for the implementation of FATCA through reporting by financial
institutions to their local tax authorities, which then exchange the information on an automatic
basis with the U.S. tax authorities.
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IRS NEEDS THE AUTHORITY TO ADOPT COMMON REPORTING
STANDARD (CRS) ON A BILATERAL APPROACH (cont.)

The Model FATCA IGA is not only becoming a preferred route for the implementation of FATCA,
it has also served as the template for the common model for automatic exchange of
information. The Model FATCA IGA itself contains a commitment to work with interested
countries, the OECD and where appropriate the EU on adapting the terms of the Model FATCA
IGA “in the medium term to a common model for automatic exchange of information, including
the development of reporting and due diligence standards.” In a press release on 26 July 2012,
the OECD welcomed the Model

FATCA IGA. The OECD Secretary-General Angel Gurría said:
“I warmly welcome the co-operative and multilateral approach on which the model agreement
is based. We at the OECD have always stressed the need to combat offshore tax evasion while
keeping compliance costs as low as possible. A proliferation of different systems is in nobody’s
interest. We are happy to redouble our efforts in this area, working closely with interested
countries and stakeholders to design global solutions to global problems to the benefit of
governments and business around the world.”

Questions and Answers

Question: What does the Standard consists of?

Answer: The Standard sets out the financial account information to be exchanged, the financial
institutions that need to report, the different types of accounts and taxpayers covered, as well
as common due diligence procedures to be followed by financial institutions. It consists of two
components: (I) the CRS, which contains the reporting and due diligence rules to be imposed on
financial institutions; and (II) the Model CAA, which contains the detailed rules on the exchange
of information. The full version of the Standard, as approved by the Council of the OECD on 15
July 2014, also includes (III) the Commentaries on the Model CAA and the CRS, and seven
annexes to the Standard. Those annexes are: (1) the Multilateral Model CAA; (2) the
Nonreciprocal Model CAA; the technical modalities, which include (3) the CRS schema and user
guide, and (4) a questionnaire with respect to confidentiality and data safeguards; (5) the Wider
Approach to the CRS; (6) the Declaration on Automatic Exchange of Information in Tax Matters;
and (7) the Recommendation on the Standard.
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IRS NEEDS THE AUTHORITY TO ADOPT COMMON REPORTING
STANDARD (CRS) ON A BILATERAL APPROACH (cont.)

Question: What are the main differences between the Standard and FATCA?

Answer: The Standard consists of a fully reciprocal automatic exchange system from which US
specificities have been removed. For instance, it is based on residence and unlike FATCA does
not refer to citizenship. Terms, concepts and approaches have been standardized allowing
countries to use the system without having to negotiate individual annexes. Unlike FATCA, the
Standard does not provide for thresholds for pre-existing individual accounts, but it includes a
residence address test building on the EU savings directive. It also provides for a simplified
indicia search for such accounts. Finally, it has special rules dealing with certain investment
entities where they are based in jurisdictions that do not participate in automatic exchange
under the standard.

Summary of Key FATCA Provisions

The Foreign Account Tax Compliance Act (FATCA), enacted in 2010 as part of the Hiring
Incentives to Restore Employment (HIRE) Act, is an important development in U.S. efforts to
combat tax evasion by U.S. persons holding investments in offshore accounts.

Under FATCA, certain U.S. taxpayers holding financial assets outside the United States must
report those assets to the IRS. In addition, FATCA will require foreign financial institutions to
report directly to the IRS certain information about financial accounts held by U.S. taxpayers, or
by foreign entities in which U.S. taxpayers hold a substantial ownership interest.
Reporting by U.S. Taxpayers Holding Foreign Financial Assets

FATCA requires certain U.S. taxpayers holding foreign financial assets with an aggregate value
exceeding $50,000 to report certain information about those assets on a new form (Form 8938)
that must be attached to the taxpayer’s annual tax return. Reporting applies for assets held in
taxable years beginning after March 18, 2010. For most taxpayers this will be the 2011 tax
return they file during the 2012 tax filing season. Failure to report foreign financial assets on
Form 8938 will result in a penalty of $10,000 (and a penalty up to $50,000 for continued failure
after IRS notification). Further, underpayments of tax attributable to non-disclosed foreign
financial assets will be subject to an additional substantial understatement penalty of 40
percent.
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IRS NEEDS THE AUTHORITY TO ADOPT COMMON REPORTING
STANDARD (CRS) ON A BILATERAL APPROACH (cont.)

Reporting by Foreign Financial Institutions

FATCA will also require foreign financial institutions (“FFIs”) to report directly to the IRS certain
information about financial accounts held by U.S. taxpayers, or by foreign entities in which U.S.
taxpayers hold a substantial ownership interest. To properly comply with these new reporting
requirements, an FFI will have to enter into a special agreement with the IRS by June 30, 2013.
Under this agreement a “participating” FFI will be obligated to:

(1) undertake certain identification and due diligence procedures with respect to its
accountholders

(2) report annually to the IRS on its accountholders who are U.S. persons or foreign entities
with substantial U.S. ownership; and

(3) withhold and pay over to the IRS 30-percent of any payments of U.S. source income, as well
as gross proceeds from the sale of securities that generate U.S. source income, made to (a)
non-participating FFIs, (b) individual accountholders failing to provide sufficient information to
determine whether or not they are a U.S. person, or (c) foreign entity accountholders failing to
provide sufficient information about the identity of its substantial U.S. owners.

Notice 2011-53 provides the phased-in timeline of key FATCA implementation dates for FFIs. It
is important to note that many details of the new reporting and withholding requirements
pertaining to FFIs must be developed through Treasury regulations. Proposed regulations were
issued on Feb. 8, 2012. Published IRS Notices accessible from this FATCA internet site provide
currently available information and guidance.
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