
United States is one of those countries that taxes its citizens and green card holders on their worldwide income

regardless of their location or number of days spent in the United States. In a nutshell, all US tax residents are

required to file the tax return in the US as resident each year and report the global income on their tax return. It is

pretty common to come across expats who have not filed their US tax returns and/ or necessary information

returns for many prior years. Many of these expats live abroad for years without realizing (or probably ignoring)

that they needed to file US tax returns each year.

In recent years, the Internal Revenue Service has begun the aggressive enforcement of foreign accounts and assets

compliance. And offshore penalties are generally substantial— especially FBAR penalties which can be as high as

USD 10,000 each year. The IRS has created a way to get back into compliance either penalty-free or subject to

minimal penalty (depending upon the residency of the taxpayer) under the so called the Streamlined Filing

Compliance Procedures.

The Streamlined Filing Compliance Procedures were created in 2012 to help individuals who were considered low-

risk become tax compliant. Streamlined Filing requires only a certain number of tax returns to be filed, which can

cut down on the time and effort needed to catch up.

In its original incarnation, the program was stricter, and many expats got bumped out of the low-risk category.

Fortunately, the IRS removed these restrictions in 2014, opening up the program to a broader audience in an effort

to help more taxpayers catch up on being tax compliant. Thus, the streamlined procedures are now available to

both U.S. individual taxpayers residing outside the United States and U.S. individual taxpayers residing in the

United States.

In addition to the specific eligibility criteria under each of the programs, there are certain general eligibility

criteria’s for the streamlined procedures that must be fulfilled. These are as follows:

a) Taxpayers under any civil examination/criminal investigation are not eligible to use the streamlined procedures.

b) Taxpayers must pay previous penalty assessments who have previously filed delinquent or amended returns

c) Taxpayers need a valid Taxpayer Identification Number

Streamlined Domestic Offshore Procedures

In 2014, the IRS developed the “stand-alone” domestic streamlined offshore program for U.S. resident taxpayers
who are delinquent with offshore account and income reporting. Eligibility for the domestic version is for U.S.
persons living within the United States with previously unreported foreign accounts, assets, income and
investments. These taxpayers can use the Streamlined Domestic Offshore Procedures (hereafter referred to as
“SDOP”) to get back into compliance for FATCA, FBAR and other international information reporting forms. The
purpose of this program is to leverage a smaller penalty now, against a potentially larger penalty later — noting
that in recent years, the IRS has become much more aggressive in enforcing FBAR and offshore penalties.

Who is Eligible for Streamlined Domestic Offshore Procedures?

To apply for the SDOP, a U.S person must meet following main requirements:

a) These procedures are only for taxpayers with unreported offshore income. Solely having unreported U.S.

income does not qualify a taxpayer for streamlined filing.

b) To qualify for SDOP, a taxpayer must be a U.S. Resident. In other words, the taxpayer does not meet the

requirements of the more favorable Streamlined Foreign Offshore Procedures, which are offered to expats and

non-resident U.S. citizens/ GreenCard Holders.
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c) A person must have filed original tax returns and those returns had to be filed timely, if required.

d) It is essential that the taxpayer was non-wilful in his failure to file the required forms—meaning that the failure

to file was not due to intentional disregard or recklessness. Taxpayers could face criminal tax charges for using

SDOP when they were, in fact, wilful in their non-filing or underreporting.

How to Apply for Streamlined Domestic Offshore Procedures?

To apply for SDOP, the taxpayer must submit a complete application to the IRS that contains each of the following
pieces:

a) The taxpayer must submit 3 amended tax returns that include the previously unreported income.

b) Some informational related forms must be filed with the tax return (e.g., Form 8938), and some must be

filed separately (e.g., Form 114). Any of these separate information returns must also be included with the

SDOP application if the taxpayer meets the filing requirements.

c) The SDOP application should include 6 years of FBARs (Foreign Bank Account Reporting or FinCEN Form 114)

including a statement explaining that the FBARs are being filed as part of the Streamlined Filing Compliance

Procedures.

d) The applicant must pay a one-time 5% penalty called the ‘Title 26 Miscellaneous Offshore Penalty’ for the 6-

year compliance period. The calculation for the penalty can be deceivingly complicated because some assets

are not penalized whereas some assets are exempt. While it is true that the taxpayers are responsible for

paying their taxes along with interest but with the SDOP alternative, many more penalties that would

otherwise apply are forgiven.

e) In order to qualify for SDOP, it is necessary to certify (under penalty of perjury) that the taxpayer was non-

wilful on Form 14654. This form also includes a narrative explaining the taxpayer’s situation and why the

required forms were not submitted previously.

Streamlined Foreign Offshore Procedures

The Streamlined Foreign Offshore Procedures (hereafter referred to as “SFOP”) were introduced in 2014 as an

alternative to OVDP (Offshore Voluntary Disclosure Program). The SFOP is an IRS program for non-U.S. residents

(foreign residents) to bring them into offshore compliance and enable them to disclose previously unreported

offshore bank accounts, assets, income and investments. Taxpayers may submit amended or original prior year tax

returns and international information returns such as the FBAR and avoid all penalties.

Who is Eligible for Streamlined Foreign Offshore Procedures?

Eligibility requirement for SFOP remains the same as SDOP except for the non-residency requirement i.e. to qualify

for SFOP, a taxpayer must not be a U.S. resident. Under IRS guidelines, there are 2 non-residency tests that could

apply, depending on citizenship status - one for the U.S. Citizens and Permanent Residents (i.e. Green Card

Holders) and another for the Non-U.S. Citizens and Non-Permanent Residents. Those who don’t meet the non-

residency requirement may still qualify for SDOP.

How to Apply for Streamlined Foreign Offshore Procedures?

The filing requirement for SFOP remains identical as SDOP except the certification on Form 14653 which will be

required to be submitted with SFOP. With this Form, the taxpayer certifies that he is non-wilful and does qualify for

the SFOP and further that all the required FBAR forms have been filed. This form also includes a narrative

explaining the taxpayer’s situation and why the required forms were not submitted previously.

Important to note:

Returns submitted under either the Streamlined Foreign Offshore Procedures or the Streamlined Domestic

Offshore Procedures will not be subject to IRS audit automatically, but they may be selected for audit under the

existing audit selection processes applicable to any U. S. tax return and may also be subject to verification

procedures in that the accuracy and completeness of submissions may be checked against information received

from banks, financial advisors, and other sources. Thus, returns submitted under the streamlined procedures may

be subject to IRS examination, additional civil penalties, and even criminal liability, if appropriate.

Further, it is important that after a taxpayer has completed the streamlined procedures, he or she will be expected

to comply with U.S. law for all future years and file returns according to regular filing procedures.

If you have any queries, please get in touch with us at tax@knavcpa.com


