Nume Address Designation Date of Censure
Castiglione, John Pittstield, MA Attormey October 4, 2006
Shammon, fames P. Rochester, NH Attorney October 4, 2006
Kuller, Mark A. Bethesda, MD Attorney Ociober 6, 2006

Resignations of Enrolled Agents

Under Title 31, Code of Federal Regu-
lations, Part 10, an enrolled agent, in or-
der to avoid the institution or conclusion
of a proceeding for his or her disbarment
or suspension from practice before the In-

terna! Revenue Service, may offer his or
her resignation as an enrolled agent. The
Director, Office of Professional Respansi-
bility, in his discretion, may accept the of-
fered resignation.

The Director, Oftice of Professional
Responsibility, has accepted ofters of res-
ignation as an enrolled agent from the
following individuals:

Natme

Address

Date of Resignation

Schwartz, Judy

Settlement Initiative for
Employees of Foreign
Embassies, Foreign Consular
Offices and International
QOrganizations in the United
States

Announcement 2006-95

Scction 1. Overview and Purpose of the
Settlement Injtiative

This announcement provides a two-part
settlement initiative offered by the Inter-
nal Revenue Service {IRS) under which
current and former employees of foreign
embassies, foreign consular offices or in-
ternational organizations (as defined in
1R.C. § 7701{a)(18)) in the United States
{12.5.) can: (1) reselve income fax matters
related to their employment at a foreign
embassy, foreign consular office or in-
ternational organization; and (2) unwind
their participation in Simplified Employec
Pension/Individual Retirement  Account
{SEPF/IRA) plans, which they erroneously
established.  Section 2 describes eligi-
bility requirements to participate in this
settlement initiative. Section 3 describes
the settlement terms.  Section 4 sets oul
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the settlement procedures amd Section 3
states how ineligible and non-participat-
ing raxpayers will be treated. Tuaxpavers
have until February 20, 2007, to notify the
Service of their intent 1o participate in this
scttlemnent inttiative.

The IRS has determined that a signit-
tcant number of U.S. citizens and lawful
permanent residents {(“LPRs" also referred
to us “green cardhoelders”™) employed at
foreign embassies, fareign consular of-
fices and imternational organizations in the
U.S. have failed to fulfill their U.S. income
tux responsibilities. Some have failed to
timely file U.S. tax retums. Others have
failed to accurately report the tax due by
underteporting incatne, claiming deduc-
tions for unallowsble expenses, andfor
failing 10 pay self-employment taxes. See
Section 3(a) of this anncuncement for the
settlement terms of the income tax part of
the settlement initiative.

U.S. citizens and LPRs who perform
services in the United States as common
law emiployees of toreign governments are
not considered to be self-employed for pur-
poses of LR.C. §§ 401 and 408. These in-
dividuals are cotunon law employees and,
thus, may not contribute to SEP/IRA plans
hased on their employment with foreign
embusxics, foreign consular offices and in-
ternational vrganizanons. Many U8, cia-
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zens and LPRs employed by foreign em-
bassies, foreign consular offices and in-
ternational organizations bave erroneously
estahlished SEP/IRA plans, claimed de-
ductions for contributions to the plans and
wsed the plans as part of their retirement
planning. See Section 3(b) of this an-
nouncement for the terms of the settlement
of the SEP/IRA part of the settlement ini-
tiative.

Section 2. Eligibility Reguirements

t1} This settlement initiative is limited
to employees and former employees of for-
eign embassies, foreign consuolar offices
or international organizations who are ei-
ther currently employed or were employed
as such in the United States, The initia-
tive is limited to taxation issues relating
to their employment at a foreign embassy,
foreign consular office or international or-
ganization for taxable years 203, 2004,
and 2005.

(2) To be eligible w0 participate, 1ax-
payers who contributed to SEP/IRA plans
based on their employment with foreign
embassics, foreign consular offices and
interiational organizations, must comply,
where applicable, with all requirements
of both parts of the seitlement initiative
(Sections 3(a) and 3{b)}.
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(3) To be eligible to parucipate, tax-
payers who are LPRs must represent that
they have signed and filed a U.S. Citizen-
ship and Immigration Services (USCIS)
Form 1-508 (Waiver of Rights, Privileges,
Exemptions and Immunities under Section
274(b} of the Immigration and Nationality
Act).

(4) Persons under criminal investiga-
tion. A person under tax-related criminal
investigation by the [RS or the Departrment
of Justice, or a person that has been noti-
fied, before the date on which a Notice of
Election is filed pursuant to Section 4 of
this announcement, that the IRS or the De-
partment of Justice intends to commence
a tax-related criminal investigation of that
person is ineligible to participate in this
settlement initiative.

(5) Taxpayers agree to cooperate and
provide information to the IRS as required
in this settlement initiative.

Section 3. Settlement Terms

(a) Income Tax Fart

{1) Taxpayers will submit correct origi-
nai retuns or amend their previously filed
tax returns for 2003, 2004, and 2005 to cor-
rectly report their tax liability.

(2) Taxpayers will pay all taxes and ap-
plicable statutory interest with respect to
their correct tax liabilities for taxable years
2003, 2004, and 2005. Taxpayers will
pay penalties and/or additions to tax as de-
scribed in subsection (7) below. Taxpay-
ers will not claim refunds of any amounts
paid under this initiative. Taxpayers will
not file claims for interest abatement with
respect to taxable years 2003, 2004, and
2003.

{3) Taxpayers will provide an official
statement from their cmployer to verify the
correct amount of gross income received
for taxable years 2003, 2004, and 2005,
Gross inceme includes, but is not limited
to, wages, taxable benefits, contributions
1o qualified retirement plans made on an
after tax basis, pension distributions, and
taxes paid by employers,

{(4) Taxpayers will provide verification
of payment and entitlement for all deduc-
tions and foreign tax credits claimed on
their original and amended tux returns for
tuxable years 2003, 2004, and 2005, which
are relaied to their employment at a foreign
embassy, foreign consular office or inter-
national organization.

2006-50 L.R.B.

(5) Taxpayers must agrec to report al
income they receive after 2005 related to
their employment at a foreign embassy,
foreign consular office or international or-
ganization. No penalties and/or additions
to tax will be waived with respect to any
taxable years after 2005 as part of this ini-
tiative.

(6) Taxpayers will agree not to claim tax
benefits in taxable years after 2005 that are
inconsistent with positions taken with re-
spect to prior taxable years. For example,
a taxpayer failing to report after tax con-
tributions to a qualified retirement plan as
described in LR.C. § 401{a) for any year
cannot treat those contributions as consti-
tuting basis in thosc payments mn a subse-
quent year.

{7} The IRS will assess an applicable
accuracy penalty on underpayments under
LR.C. § 6662 and/or applicable additions
to tax under LR.C. § 6651 for failure to
file and/or failure to pay for only one of
the taxable years 2003, 2004. or 2005, the
year to be determined by the 1RS based
on the year with the highest tax deficiency.
No other penalties wilt be assessed for ad-
justments relating to foreign embassy, for-
eign consular office or international organ-
ization income for the taxable years 2003,
2004, and 2005.

(8) The IRS will assess the taxes, penal-
ties, additions to tax. and statutory interest
determined under this initiative for taxable
years 2003, 2004, and 2005,

(b) SEP/AIRA Part

(1) Taxpayers agree to the disallowance
of deductions claimed on their 2003, 2004,
and 2005 income tax returns for contribu-
tions to erroneously established SEF/IRA
accounts relating to their employment at
a foreign embassy, foreign consular office
or international organization and will not
claim deductions for such contributions af-
ter 2005,

(2) Taxpayers will pay all taxes and ap-
plicable statutory interest resulting from
the disallowance of erroncous SEP/IRA
contribution deductions for taxable years
2003, 2004, and 2005. Taxpayers will
not claim refunds of any amounts paid un-
der this initiative. Taxpayers will not file
claims for interest abatement with respect
to taxable years 2003, 2004. and 2005,

(3) The IRS will allow taxpayers to
move funds from their erroncously es-
tablished SEP/IRA accounts to  other
tax-favored retirement plans {fe., LR.C.
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§ 401(a) plans and IRAs) that would have
been available to them for the ycars in
which improper SEP/IRA contributions
were made. The amount that may be
moved will be limited to the amount of the
contributions that could have been made to
an allowable tax-favored retirement plan
plus the earnings, as determined by the
IRS, on the allowable contributions. To
the extent the taxpayer would have been
able to make pre-tax contnibutions to an
ILR.C. § 401(k) plan or an LR.C. § 408(a)
IRA for the years in which the improper
SEP/IRA contributions were made, the
amount that is moved, plus the deemed
earnings thereon, will not be treated as
a taxable distribution from the SEP/IRA.
To the extent the amount moved is not
described in the preceding sentence, the
amount moved will be treated as a taxable
distribution from the SEP/IRA in the year
the amount is moved and will be treated
as investment in the contract for purposes
of LR.C. § 72,

(4) Taxpayers will arrange for distribu-
tion of all amounts in their erronecusly es-
tablished SEP/IRA accounts in excess of
those allowed to be moved as provided in
the preceding paragraph. In accordance
with LR.C. § 408(d)(1), taxpayers will re-
port the amount of the distribution as ordi-
nary income in the year the distribution is
received, irrespective of the years in which
the amounts were contributed.

(5) The taxpayers will advise the finan-
cial institution where the SEP/IRA account
is established to withhold 20% of the tax-
able distribution from the erronccusly es-
tablished SEP/IRA account,

(6) The IRS will not assess the annual
6% excise tax under LR.C. § 4973(a) on
the excess contributions in the erronecusly
established SEP/TR A account.

(7) The IRS will not assess the 10%
excise tax under LLR.C. § 72(t)(I) on the
carly distribution from the erroneously es-
tablished SEF/IRA account,

(8) The IRS will not assess the ac-
curacy penalty under LR.C. § 6662 on
underpayments relating to deductions to
the erroncously established SEP/IRA ac-
count, Notwithstanding, the IRS will
assess penalties and/or additions to tax re-
lated to income tax as provided in Section
Ha)}7)y above.

{9 No penalties andfor additions to
tax will be waived with respect to taxable
years after 20005 as part of this initiative,
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(1 The IRS will assess the taxes,
penalties, additions to 1ax, and statutory
interest determined under this jmtiative
for taxable years 2003, 2004, and 2005.

Section 4. Required Procedures for
Eleciing Participants

(a) Notice of Election

Taxpayers electing to participate in this
initiative must notify the IRS of their elec-
tion by sending a Notice of Election, as
set out below, on or before Tuesday, Feb-
ruary 20, 2007. The Notice of Election
must be sent by certified mail or desig-
nated delivery service (within the meaning
of LR.C. § 7502{f)) ta:

Internal Revenuc Service

1111 Constitution Ave., NW

LE 4423

Washington, DC 20024

Attn: SE:LM:IN:C:FR:ELECTION

The Notice of Election must be signed
and must:

(1) State that the taxpayer elects to par-
ticipate in the Foreign Embassy/Foreign
Consular Office/International QOtganiza-
tion Empleyee Settlement Initiative;

(2) Include the taxpayer’s name, tax-
payer’s legal status (U.S. citizen or LLPR),
taxpayer identification number {TIN}, cur-
rent address, and daytime telephone num-
ber. If the taxpayer is under examination,
in Appeals, or has filed a petition in Tax
Court, the taxpayer must include the name,
address, and daytime telephone number of
the IRS examiner, IRS Appeals Officer or
IRS Attorney. If a tax practitioner repre-
sents the taxpayer, the practitioner must
provide a completed Form 2848 or other
valid power of attorney specifying each
taxable year and type of tax covered;

(3) Include copies of all tax returns pre-
viously filed with the IRS (with the nota-
tion “Copy™ written across the top of each
return) for the taxable years 2003, 2004,
and 2003;

{4) Include an official statement from
the foreign embassy, foreign consular of-
fice or international organization showing
total gross income paid in taxable years
2003, 2004, and 2005, and

(3) Include original delinquent or
amended tax rewrns for taxable ycars
2003, 2004, and 2005 reporting the cor-
rect income and claiming only the proper
amount ot deductions and fereign tax cred-
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its, which are related to their employment
at a foreign embassy, foreign consular
office or international organization.

A taxpayer who is under examination,
in Appeals, or has filed a petition in Tax
Court must send a copy of the Notice of
Election to the IRS examiner, IRS Appeals
Officer, or IRS Attorney assigned to the
matter.

{b) Additional Information and Docu-
mentation

Upon receipt of an election to partici-
pate, the IRS may scnd a request for ad-
ditional information and decumeniation.
Taxpayer must submit ali requested infor-
mation under penalties of perjury to the
IRS within 30 days of the date of mailing
of the request by the IRS. The IRS may
grant an extension for good cause to a tax-
payer who requests additienal time within
the 30-day period. The IRS will treat a tax-
payer who fails to provide the requested
information within the applicable time as
having withdrawn from the initiative.

(c) Closing Agreement und Payment

After receiving the requested informa-
tion, the IRS will prepare a closing agree-
ment under LR.C. § 7121 reflecting the
terms of the settlement. The closing agree-
ment will provide that: (1} all information
provided by the taxpayer as required by
the settlement is considered material and
providing inaccurate information is a mis-
representation of a material fact within the
meaning of LR.C. § 7121(b): and (2) tax-
payer waives all defenses to the assess-
ment and collection of the tax, penalties,
additions to tax, and statutory interest de-
termined under this initiative.

The IRS will mail the closing agree-
ment to taxpayer whoe must sign and return
it to the IRS within 30 days of the date of
mailing by the IRS. The IRS may grant an
extension for good cause to a taxpayer who
requests additional time within the 30-day
period.

A\ taxpayer participating in this initia-
tive must fully pay all taxes. additions to
tax, penalties, and statutory interest due
when the signed closing agreement is re-
turned to the IRS. Any taxpayer unable to
make full payment at that time must submit
complete financial statenients and agree to
financial arrangements acceprable to the
IRS before the IRS will execute the clos-
ing agrecement. The IRS will not execute
a closing agreement under this initative
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with a taxpayer who is unable to reach ac-
ceptable financial arrangements.

Section 5. Ineligible and
Non-participating Taxpayers

For taxpayers ineligible or not partici-
pating in this initiative, the IRS may: (a)
conduct examinations; {b) determine the
correct taxes, penalties, additions to tax;
and, {c} issue a Notice of Deficiency.

Section 6. Paperwork Reduction Act

The collection of nformation con-
tained jn this announcement has been
reviewed and approved by the Office of
Management and Budget in accordance
with the Paperwork Reduction Act (44
U.S.C. 3507(¢)) under control number
1545-2045.

An agency may not conduct or sponsor,
and a person is not required to respond
to, a collection of information unless the
collection of information displays a valid
OMB number.

The collection of information in this
announcement is in Section 4 of this an-
nouncement, Required Procedures for
Electing Participants. The information is
required to apply the terms of the settle-
ment and determine the amount of taxes,
applicable statutory interest and penal-
ties. Collecting information is required
to obiain the benefit described in this an-
nouncement. The likely respondents are
individuals,

The estimated total annual reporting
burden is 11,000 hours. The estimated
annual burden per respondent varies from
1 to 3 hours, depending on individual cir-
cumstances, with an estimated average of
2 hours. The estimated number of respon-
dents is 5,500, The estimated frequency
of responses is one time per respondent.

Books or records about a collection of
information must be rctained as long as
their content may become material in ad-
ministering any internal revenue law. Gen-
crally tax returns and tax return informa-
tion are confidential, as required by 26
U.S.C. § 6103

Section 7. Contact Information

Various personnel from the Office of
Associate Chief Counsel {International)
and Office of Division Counsel (Smail
Business/Self-Employed) participated in
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drafting this announcement. For further
information regarding this announcement,
contact Brant Meadows with the Office
of Deputy Commissioner, International,
at (202) 874-1789 (not a toll-free call) or
send an e-mail to embussy@irs.gov.

Correction to High-Low
Substantiation Method for Per
Diem Allowances in Rev. Proc.
2006-41

Announcement 2006-96

This announcement makes a correction
to Rev. Proc. 2006-41, 2006-43 LR.B.
777 (October 23, 2006}, released Septem-
ber 29, 2006, which provides rules under
which the amount of ordinary and neces-
sary business expenses of an employee for
lodging, meal. and incidental expenses in-
curred while traveling away from home are
deemed substantiated under § 1.274-5 of
the [ncome Tax Regulations.

Section 5 of Rev. Proc. 2006-41 pro-
vides rules for the high-low substantia-
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tion method, which may be used in liey of
the per diem substantiation method of sec-
tion 4.01 of Rev. Proc. 2006-41 when a
payor (the employer, its agent, or a third
party) provides a per diem allowance for
lodging, meals, and incidental expenses
under a reimbursement or other expense
allowance arrangement. Section 5.03 of
Rev. Proc. 2006-41 identifies localities
that are high-cost localities (for all of the
calendar year or for a portion of the cal-
endar year} for purposes of the high-low
substantiation method. Section 5.03 con-
tains an error in identifying the period for
which Martha’s Vineyard, Massachusetts,
is a high-cost locality. The correct period
is June 1, 2007, through August 31, 2007.

DRAFTING INFORMATION

The principal author of this announce-
ment is Jeffrey T. Rodrick of the Office
of the Associate Chief Counsel {(Income
Tax and Accounting). For further infor-
mation regarding this announcement, con-
tact Mr. Rodrick at (202) 622-4930 {not a
toll-free call).
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Correction of Announcement
2006-61 Fast Track
Settlement For SB/SE
Taxpayers

Announcement 2006-97

CORRECTION OF CONTACT
INFORMATION

This announcemeni provides the
correct contact information for further
information regarding Announcement
2006-61, 2006-36 LR.B. 390, Fast Track
Settlement for SB/SE Taxpayers. In that
announcement, interested persons were
instructed to contact either Thomas S.
Ryan, SB/SE Programm Analyst or Nancy
J. Talajkowski, Appeals Program Analyst,
Tax Policy & Procedure (Alternative Dis-
pute Resolution). The telephone number
published for Thomas S, Ryan was in-
correct. The correct telephone number is
(757) 213-3810 {not a toll-free number).
The remainder of the contact information
is correct as originally published.
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