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U.S. STUDENTS ATTENDING FOREIGN SCHOOLS
(How New “Reporting of Foreign Assets” Rules Could Affect You)

Many students, especially medical students, have availed themselves of the opportunities to study at Colleges, Schools and Universities located outside of the United States.  During their studies, many students have opened foreign bank accounts.  For some, these accounts still remain open even though they have completed their studies, and have returned to the U.S.

In 2011, the United States Internal Revenue Service (IRS) announced it’s new “Offshore Voluntary Disclosure Initiative (2011 OVDI) effective for years from 2003 to present.  The objective of the IRS initiative is to bring taxpayers that have previously undisclosed foreign bank and brokerage accounts into compliance with United States tax laws.

Although US citizens and resident aliens who studied abroad and opened foreign bank accounts had no intention of avoiding or evading U.S. income taxes, they still are affected by the reporting and disclosure rules.  Failure to file and report these accounts can lead to civil and criminal penalties.

Example:  Josephine Smith studied at the University of China in their graduate medical program.  She is a U.S. resident and she studied in China from 2003 – 2005.  While in China, she opened a bank account in order to deposit loan money and gifts from her parents.  Her bank balances exceeded $10,000 for one day in all three years.  The account was a checking account that did not pay interest.  Upon leaving China in 2005, she closed her China bank account.  She graduated in 2006 and is currently a licensed medical doctor practicing in the State of North Dakota.

Josephine should have filed Form TD F 90-22.1 (Report of Foreign Bank and Financial Accounts [FBAR]) for all three years.  If the China bank account was interest bearing, she should have also included her earnings on her U.S. income tax return. 

Why should a voluntary disclosure be made now for prior years all the way back to 2003?  According to the IRS, taxpayers with undisclosed foreign bank accounts should make a voluntary disclosure to avoid substantial civil penalties and avoid the risk of criminal prosecution.  The IRS remains actively engaged in learning the identity of those with undisclosed foreign bank accounts.  This information is becoming more available to the IRS through tax treaties and as the Foreign Account Tax Compliance Act (FATCA) and Foreign Financial Asset Reporting become effective.

What are some of the civil and criminal penalties that might apply to Josephine if she doesn’t voluntary disclose under the 2011 OVDI?  Generally, the civil penalty for willfully failing to file a FBAR can be as high as the greater of $100,000 or 50 percent of the total balance of the foreign account per violation.  Possible criminal charges include “failure to file an FBAR.”   This charge could subject a person to a prison term of up to ten years and criminal penalties of up to $500,000.

“I’m just a medical student; they won’t come after me.”  Unfortunately, the IRS cannot differentiate between someone deliberately evading reporting and disclosure from a medical student studying abroad.

“What do I need to do if I want to take advantage of the 2011 OVDI amnesty?
A complete application is required in order to qualify for the 2011 Amnesty.  This application package includes several forms and voluntary disclosure letters as well as properly completed TD F 90-22.1 Forms for each year and amended income tax returns if applicable.

For more information, please visit www.irs.gov or contact us directly.
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