Mar 14, 2011                                         Exhibit I.
Mr and Mrs Just Me
New Zealand

Examiner
Internal Revenue Agent

Phoenix, AZ 85012
Regarding IRS Form 4549-A 
Dear Examiner
Attached you will find a detailed audit of the 4549-A Income Tax Discrepancy Adjustments which we received in the mail, late in the day, March 10th.

I am deliberately deferring discussion of the form 906 at this time, until I have had the opportunity to discuss with you on the phone.  The number it contained is really over the top, as they say down here.  However, I don’t want that factor to hold up mailing of my review of the income tax discrepancies on form 4549-A, so am mailing today.  After spending 3 days auditing it, I want to get it on its way. 
As you can imagine, I am stunned at the extraordinary penalties that you are proposing, and I am exploring what my options are.  In that regard, I have reluctantly found the need to get the advice of an attorney who specializes in this area. His name is Jack Townsend. He now practices law in the Houston area where he currently focuses principally on tax controversy and tax litigation matters.  In a previous life, he was a trial attorney in the Tax Division of the United States Department of Justice, Washington, D.C.

I have thought up to now, that surely a simple person trying to do what is right should be able to deal with the IRS bureaucracy without having to acquire expensive legal help. However, I made that same mistake in thinking I didn't need special CPA assistance for tax preparation, and look where that got me.  So, I have decided that I do need help in considering my options when faced with the huge assessment of FBAR penalties which I think are totally out of proportion to our failures.
I have not yet decided whether to assign power of Attorney and employee him for the rest of the process or not.  A lot will depend on our conversation Wednesday.  
That said.  I will come back to the 4549-A.
I appreciate all the work and effort that must have gone into creating this document.  It is a shame that this couldn’t have been created in an excel spread sheet and sent to me by email, so I could review, see how numbers were calculated and their source, adjust as appropriate, and send back revisions quickly.  That is what would happen in the business world, but here we are, in this day and age, dealing with things by mail and on paper.   I shake my head in wonder.  This manual process makes a lot of extra work for both of us.  If I worked for the IRS, that would be my first LEAN efficiency effort and crusade to make auditing discussions between agents and clients easier.  It would save millions of dollars of time and valuable IRS auditing resources. 

In order to get my head around all those adjustment numbers you sent, I have taken considerable time and effort to put each year’s adjustments into a spread sheet.  This was so I could review in detail each number you sent me and correct as I see appropriate. I am then able to get a running total of changes as I made them. (ie, I found and validated each and every number your created on paper and entered on my spread sheet.) 

Enclosed, you will find a summary sheet, followed by 6 separate documents, one for each year, with a column for your numbers, and a column, I call “Should be” for my input.  Any place where I have felt I needed to make corrections, I put them in this SB column along with a note as to why.  In addition you will find large notations by lines where I have provided corresponding back up support for the changes I thought were appropriate.

I notice that you changed methods of adjustments in mid stream, so to speak.  Years 2003 – 2005 you seemed to be working from Original 1040 submissions, and years 2006 – 2008, you seem to be working from Amended 1040Xs and notes.  That threw me for a loop for a few minutes into I figured out what you were doing.

On years 2006-2008, you seem to be working from my audit notes I had sent you in which I audited my own 1040Xs before sending you the documentation you requested back in June of 2010. 
I have to say you did a pretty good job, as I validated every adjustment you made from my cover sheet audit notations or actual 1040s and 1040Xs I sent as previously mentioned above.  (Those notes covered my self audit of all the income tax forms I had amended.)  I have to commend you, as you have really followed them closely.  However, as would be natural, I think, there were a few discrepancies I found.  You picked up the added interest or dividends that I had reported, but missed the additional foreign taxes paid and the impact on the foreign tax credits.  See notation F on year 2007 as an example.  I have adjusted accordingly.
Also, in one of our phone conversations when you were reviewing my audit notes, I pointed out a glaring omission in 2008 that I didn’t discover until I went over the CPA prepared 1040X and realized that he had inadvertently input my pension income in the wrong box, 16a, instead of 16b on the 1040.  It should have been taxable, not non taxable as reported.  I asked you at the time, if I should send in another amended 1040X for 2008. You said, “ no that would just confuse the matter.”  You indicated you would pick that up in your audit adjustments.  I think you must have inadvertently missed your notes in this regard. Considering how complicated it must be to keep all your various audit notes straight, I am really amazed at how few over sights there are.  I added that income back on Line 1D.  See notation H
The additional income change has naturally increased our tax liability, and I added that additional tax increment on line 6 with a notation lettered I. 

This adjustment to our income had the further impact of increasing the gross income amount on 1040 line 38, and that put us over the joint limit for taking the $200 retirement savings credit, so I have removed that on line 8 of  your adjustment form.  See notation J.
Additionally, with some minor adjustments to foreign dividends and taxes on line 1B, (see notation G) our income increase changed the ratio of US income and Foreign income, and as a result, actually increased our foreign tax credits on line 8. See notation J again.   I trust these notations on each of these items along with the tax worksheets and the support documents which are similarly annotated, will allow you can follow what I did.  Trust this all makes sense, but you are the IRS expert, so surely it will. 

There are also a couple years where you may not have been aware that I had either received an adjustment notice from the IRS or had amended my tax return which resulted in me paying more tax than you recorded on line 13.  The adjustment by the IRS happened for year 2004.  You will see that I have added $1464 dollar tax paid adjustment on line 13a with a notation B.  This lowers the tax deficiency on line 14.  That changes the amount of tax deficiency you use to calculate the 20% penalty plus interest.  Therefore the amounts listed on lines 17a, are over stated.  I have provided the back up support.   
In year 2005, I had to amend my return and pay an additional tax amount of $172.  This was due to my employer refunding an excess 401k contribution after my 1040 was submitted.  You will see notation D, and I have provided the back up support. Again, this lowers the tax deficiency on line 14 and lowers the penalty and interest on line 17a. 
Finally, I want to discuss the 20% accuracy penalties and interest calculations and the time frames you have used to apply them.  It would be my contention that these interest calculations should have stopped by January 20, 2010 when I had sent the IRS estimated tax payments in advance of me being able actually complete my amendments.  I essentially have had a running credit of over payment for the entire period from that date.  You will see those notations A, B and C (along with my support documentation) and the running total of credits I think I should have at the bottom of each page.  These would have more than covered all penalties and all tax adjustments you are making now, so the interest charges just don’t seem appropriate to me.

I have taken the liberty of recalculating what I think the interest should be using the same methodology the IRS uses for daily compounded interest.  Those differences show up in the summary lines 19C with the calculation tables I have used to compute the right interest amounts on page 2 of each year’s 4549-A audit.

Finally, since the IRS has been maintaining and holding a significant credit for this period of time, I am assuming that if we ever bring this audit to an end, that money will be refunded to me at the same interest rates and the same compounding methodology as the IRS is liberally charging me. Right?  

I think that covers all topics in both a general and specific manner.  You may have more questions when you review the 4549-A again.  I will be happy to discuss more with you at that time.  Too bad we can’t exchange excel spread sheets.  (
Thank you

Sincerely,
Just Me  
Aka Minnow                                                           
