Dec 29, 2010                                        Exhibit H.
Mr and Mrs Just Me
New Zealand, 

Examiner
Internal Revenue Agent

Phoenix, AZ 85012

Dear Ms Exminer,
This letter is a follow-up to our conversation regarding the intentions of our home ownership in New Zealand.

As we have stated on the phone, we did not buy our home as a rental investment, or a tax sheltering scheme.  We bought our house after an extensive search for a retirement home closer to the family of my Australian wife.  When our search in Australia for a home base came to naught, we choose New Zealand as she can live as easily here as you can live in Oregon.  Australians and Kiwis move freely between countries almost as if there were just separate states in an Anzac alliance.

We came to rent out our house for holiday usage as a secondary consideration some time after the purchase.  The idea of renting never even occurred to us, until a neighbor suggested during one of our visits that we rent it out home for the school holidays.  Since we were in transition and not yet residing there, she suggested that it might be a good idea as holiday rentals were in demand.  She would manage it, (create a job for her which are scarce in a rural area) and we could perhaps get enough rental income to cover the holding costs of the house until we were ready to move here permanently.  We discontinuing renting in 2005 after I retired, and we moved to New Zealand.

A little back ground.  As we have stated in our Voluntary Disclosure letter, in the past 20 years we have spent extensive periods of time outside of the US.  We left Bellingham Washington in September, 1989 to cruise our sailboat through Mexico and around the Pacific Islands, Australia and New Zealand.   With our first passage we arrived in Brisbane, Australia November 15, 1990.   After multiple seasons cruising in the Pacific Islands and the coast of Australia, interspersed with temporary work breaks in America, we finally returned to the States to work pretty much full time in 1999.  

In the early 1990s, (after arrival in Brisbane) we spent a couple years cruising up and down the Australian coast, south to Sydney and north to New Guinea.  We then sailed over to New Zealand in December of 1992 to spend 5 months there. It was during this time, while exploring the eastern coast on the north island, we discovered this little bay, “The Bay”, and met a lovely local couple who invited us ashore for a cup of tea and a shower.  That was our first exposure to Kiwi hospitality and this lovely rural sea side community.  We ended up spending several weeks anchored off their home and became lasting friends. 

We left New Zealand in April of 1993, and continued cruising in the Pacific Islands of Fiji, Vanuatu, and New Caledonia.   We returned to Brisbane, Australia in November of that year and later sailed back to Sydney, where our boat was holed by some merry makers on a party pontoon.   We had to lay her up for extensive repairs.  I returned to the States for a short work break.

Late 1995 we sailed back up to Brisbane and then out to New Caledonia for the cruising season.  In November we tried to return to New Zealand again, as we had really been intrigued with the area.  Weather conditions (head winds) for 5 rough days did not cooperate, and so we turned west to Australia near Norfolk Island, and made landfall in Coffs Harbor on the NSW coast.  We sailed down to Port Stephens where we hauled the  boat, and it remained all of 1997 and some of 1998.   I under took some much needed repair work on our hull. Osmosis blisters had to be ground off, the hull dried out, had to be re-glassed with epoxy which I did myself. 
We were planning to continue cruising once that was done, but as usual this project took much longer than expected, so we left the boat in storage as the hull dried, and took a work break back in Seattle.

We re-launched the boat from Port Stephens in 1998 and in the process of returning north to the Brisbane area, I hurt my back, and was unable to walk for several months.  That put the cruising plan for that season on hold.  It seemed that the back limitation was going to put an end to the cruising life style. Maybe the time for long distance cruising was over.  

We decided to rent a car and drive up and down the coast of Queensland looking around for a potential “home base” location for settling in and putting down an anchor, as they say.  My wife is Australian, and after 20+ years in America she desired to return to her home country, and it seem natural that we find a place there to her liking.  
However, extensive searching didn’t yield up much that appealed to our somewhat eclectic tastes…It must be ocean front, north facing beach with protected anchorage with a headland to limit SE sea swell.  It must be safe for swimming, have interesting boating / fishing opportunities and not built up with high rise units or extensive commercial development.  Finally, it had to be reasonably priced (we are not rich) and a temperate climate.  Tall order!  We could not find anything to fit that bill of particulars on the east coast of Australia. We were looking about 20 years too late, it seemed. Everything had been suburbanized or over developed.

We ended up leaving our boat under Customs control, and returned to the States for some contract airline work and My wife returned to nursing.  We made several trips a year back to Australia to check on the boat and sort out what we were going to do next. 
In April of 2000, during one of our multiple trips, we flew back on Qantas to Brisbane, Australia, where our boat was moored.  Since we were traveling on airline passes, it was easy to stop into New Zealand.  We decided to visit cruising friends who we had met in Fiji in 1993.  They were now outfitting a charter boat in Whangarei, Northland.  We had always regretted that we were unable to make it back to NZ in 1995, and thought it would be nice to have a look around by car instead of a dinghy. Additionally there was that nice couple in “The Bay” that had befriended us, and we wanted to look them up.  They had planned to meet us in Fiji, but prostate problems of the husband, cancelled those plans, and we had lost touch over the years. 
As we drove into “The Bay”, it was the first time we had seen it from the land, and we remember being stunned by the beautiful location.  The first comment I had to my wife was “What is wrong with this?”  The “this” was understood as the location for a retirement home that we had been looking for. 

Ms Just Me first desire was to live back in Australia, but when we began to despair that we couldn’t find what we were looking for, there came the sudden realization that “this” bay met our requirements exactly.  It wasn’t Australia, but it was only 2.5 hour flight home to visit family in Sydney.  Having lived and worked in Anchorage, Alaska for 16 years prior to 1989, we had commuted regularly to Seattle for weekends our on boat. It is  more than 3 hours away, so this distance to Sydney suddenly didn’t seem all that far.  In some ways it was perfect!!  It was as close to Sydney as the locations on the Queensland’s coast that we had been looking at, and if anything was for sale at a reasonable price that we could afford, we thought this would do. 

Initial attempts to find a home for sale in this small community of about 40 houses was not very successful.  There was little turn over, and the houses (called “baches” here) sold rarely as they were passed down from through generations.  We were staying with the couple we had met years before when anchoring there, and the wife did locate one that had been for sale, but withdrawn from the market.  It seemed that it was a possibility that they were still interested in selling, but after about a week of discussion with the couple living there, they with drew it from consideration.   They said they really did not want to leave.   We perfectly understood that sentiment, but unfortunately for us, it ended the search as nothing else was available.  We left “The Bay” disappointed, and continued onto Australia to visit My wife’s family. I returned to the States (Seattle) and work, while she remained for a few weeks longer
It was a couple weeks later that I got a call from the lady of the “The Bay” house enquiring if we still had an interest in purchasing their home.  By then I was in the midst of work, and had put the possibility out of my mind.  I told the lady that I would check with my wife. As soon as we hung up I called Australia excited to inform her that the possibility of ownership in “The Bay” was opening up again.  Did we still want to retire there?  If so, would she pack up, get back over to New Zealand, and see if we could close the deal.  
My only worry was that we had not done enough due diligence in looking around the area to assure that is where we wanted to be, and test the price being asked to be sure it was not above the market.  I wanted my wife to spend some time looking north and south of “The Bay” to be sure that this was where we wanted to be, and that there wasn’t some better deal somewhere else.  It was, and there wasn’t.

It was an advantageous time as in those days of balanced budgets and reducing US government deficits. The US dollar was strong then and hadn’t started its slide to a “dollar’ette”.   We had been saving diligently over the years, and had just enough money with the favorable exchange rate to be able to purchase with cash and not have to finance any portion of the house.  
We are fiscally conservative, and never liked debt, so the idea that we could own our retirement home debt free, in a location that perfectly fit our needs was like a dream come true. Ms Just Me closed the deal in a weeks time below the quotable valuation on the Far North District Council tax roles.  She did well!
Looking back on it, I didn’t do so well!  The mistake I made was not thinking, what are the Tax complications of this decision?  Are there some US tax laws I am not familiar with?  That was certainly negligent on my part, but given the way we had been living our life, the idea of taxes and government rules and regulations was the farthest thing from our minds.  When we worked in the States, we paid our taxes like all do who work for salaries, and when we were away we never gave American tax issues a second thought.   I mean really, what possible interest could the US government have in what we do in New Zealand or Australia?  Naive, eh?   If I had even had that thought, it would have seemed totally illogical to me as it still does to many US Expats that I relate our tax troubles (with warnings) to. 
Anyway, that is the long version of how we came to own our home.  We were not those mega rich in America with dollars to hide from the IRS thinking, wouldn’t it be a great idea to move some money off shore and put it into real estate to generate income that we can hide from the US government?   We have never had that kind of money or every had that sophisticated types of financial transactions that those thoughts would have ever entered our mind.  It was not like we were an East Coast Politician buying a villa in the Bahamas to rent out and not declaring it…ie Charlie Rangel!  Wonder if he is in the Voluntary Disclosure process? 
Like I have said many times, we may have been benignly negligent and naively silly in our thinking that this was of no concern to the US government, but we were not criminal in evasion attempts.  We didn’t think we were evading anything, we just didn’t think!   Now we are caught in this hopelessly unfair VD penalty process that we all know as designed for the Whales. 
As Minnows we are caught up in a net not cast for us.  We are the by catch, and unfortunately there doesn’t seem to be any administrative or bureaucratic mechanism for separating the types of fish or dealing with degrees of failure.  Even the big seine netters in the Alaskan gulf have a means of returning the unwanted by-catch to the sea, but not the IRS process it seems.  Even the justice system has degrees of murder, (1st, 2nd, 3rd and involuntary manslaughter) and not ever person receives the death penalty punishment for the lesser degrees.  In the meantime, the prospect of our retirement funds are being drained away into totally unfair penalty processes designed for those that were deliberately evading using banks with secrecy laws to protect them, just makes me sick to my stomach!  There is hardly a waking hour in the past 14 months that this prospect hasn’t entered my mind.  How do you value or calculate the penalty this places on your psyche day in and out?  It is a real mental penalty that I continue to live with. 
I know you have said before, this is a Voluntary process, and we did not have to enter it. However, Voluntary implies that there is no coercion in the enforcement process to direct you into it.  Having just recently re-read some of the FAQs around this program, I still ask myself, what Hobson choice did I have?  Was it really voluntary?  I think not!
Once the error of our ways was fully understood, we had no choice but to declare or then really step across the line into evasion and criminality. There is no way I was going to do that!  I guess, it was voluntary the same way as it is voluntary that I don’t break into banks or commit murder, but if you are generally a law abiding citizen, which we felt we were, we had no other choice but declare.   If our intention had been evasion, we would have moved money into banks with secrecy laws and would have invested in a condo in the Caymen Islands and not bought a retirement home in New Zealand for heavens sake. 

As I have said before, when I first heard the story on NPR characterized as the Rich hiding illicit funds in offshore secret accounts to evade taxes, as I was right there in support of the actions our government to “get them”.  It was only later that I came to the slow realization that the “them” they were trying to get included “us” and I have been ill about it ever since.  
We are trying to do what is right.  Pay past due taxes with interest and penalty.  Fill out what ever form the government wants us to do to declare the so called “Off shore Accounts.” Meet every request for information.  Be totally cooperative in our efforts to pay what the law indicates we should, and yet, we know and you know, that it is us little guys who get hit hard.  The rich and the Big Corporations still escape the full measure of paying the taxes they should or the penalties have no impact on them or their life style in any significant way.  The penalties are easier to extract from the small fry to fund the government spending which is totally out of control.  There is no special interest lobby for me to design special provisions in an incomprehensible tax regulation system to allow me to retain earning overseas and not pay taxes until funds are repatriated.  Sigh….
Finally, I do hope you understand that my raves are not directly at you personally.  You have been more than fair and polite with us, and I recognize you are just doing your job.  I wished the program allowed for more latitude, and I appreciate your efforts to be fair and balanced in your approach.  At your level, that is all I can ask for.  In some ways you are trapped by the system as much as we are.  
Sincerely,
Just Me
PS…. Regarding your request for the value of our home in 2003, 2004, 2005:  This is to confirm the quotable value used by the Far North Regional Council for setting our rates which I called in to you on the 28th of December.
2003   $465K

2004   $695K (ridiculous re-evaluation that I protested to no avail)

2005   $720K

These amounts were set in July of that year and are in Kiwi dollars. 
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