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The complex and oft-shifting minutiae  
of U.S. corporate tax laws can prove 
challenging enough for American 

companies. For American firms doing busi-
ness overseas, foreign 
taxation can turn into a 
veritable minefield. 

Massachusetts compa-
nies contemplating inter-
national expansion must 
arm themselves with 
information well before 
they traverse tax borders 
that have the potential to 
hurt their bottom lines. 
Preparation and anticipa-
tion are the keys. And it’s 

never too early to begin planning. 
Before taking any steps toward foreign 

growth, U.S. companies must consider 
long-term business and international goals. 
Do they plan to expand into just one foreign 
country, or a dozen? Will they bring their 
foreign earnings back to the United States, 
or reinvest the money overseas? Will they 
move U.S. employees to their foreign of-
fices, or hire local workers? 

Issues like these, to name just a few, must 
be considered well ahead of time to maxi-
mize tax benefits and reduce liabilities. But 
first, some background. 

The United States operates under a 
worldwide tax system, by which domestic 
corporations are taxed on all income. Under 
this system, the income is taxed whether 
that income is derived in the United States 
or abroad. 

By contrast, many foreign jurisdictions 
tax only on income earned within the coun-
try’s boundaries. It doesn’t matter where the 
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company is located; it matters only where it 
is economically active. This is known as a 
territorial tax system. 

If they’re not careful, U.S. companies 
risk double taxation on their overseas en-
terprises. But with enough preparation and 
planning, companies can find clever solu-
tions to these rules. 

For example, foreign tax credits allow 
companies to claim foreign taxes paid 
against their U.S. tax — up to the U.S. tax 
rate of 35 percent (subject to certain limita-
tions). But what happens when a U.S. firm 
is operating in, say, Germany, where the tax 
rate can be as high as 40 percent? Establish-
ing a division in a country with a lower rate 
— Bermuda or Ireland, for example — can 
offset that 5 percent difference. Such bal-
ancing acts are critical to consider before 
companies move across multiple borders. 

Similar questions should be weighed 
regarding foreign-earned cash. Does the 
company need its international cash state-
side? If not, then the company can defer 
paying U.S. tax by keeping the earnings 
offshore. Even if the answer is yes, there 
may be planning opportunities that maxi-
mize tax efficiency. Refinancing U.S. debt 
to a foreign lender, for example, allows a 
company to pay down the overseas loan us-
ing the foreign money — and defer foreign 
taxes at the same time. 

Think of these foreign expansion tax is-
sues like a giant puzzle that blends the most 
advantageous pieces of U.S. laws and for-
eign laws to achieve a company’s business 
and tax objectives. 

There are other tax-related challenges to 
overseas expansion: 

Another country’s social, cultural and 
political norms — not to mention language 
— can cause unforeseen issues. Take, for 
example, a U.S. firm with operations in 

Denmark. To improve its tax situation, the 
firm might need to shift from an incorpora-
tion to a limited liability company. But in 
Denmark, a company with an LLC in its 
name lacks prestige, and the local employ-
ees will balk. In the United States such a 
change would be minor, akin to changing 
your socks. But in Denmark, you’re nobody 
if your socks are not the right color. 

The firm may be required to change to 
an LLC, but not without a strong internal 
public relations effort. 

Employment laws vary dramatically 
from country to country, with pronounced 
effects on corporate bottom lines. 

Forewarned is forearmed. In France,  
employees can only work 35 hours a week 
by law. In China, the government must  
give the OK to all hiring. And in Germany, 
the company CEO must meet in a public 
forum annually with employees to answer 
any questions. 

Doing business in foreign jurisdictions 
further complicates domestic compliance 
reporting requirements. 

If the finance department is in Boston, 
how will they ensure accounting integrity 
at your European or Asian divisions? Many 
companies satisfy these issues by sending 
their domestic tax employees to their for-
eign divisions several times a year. 

Put simply, when it comes to foreign tax-
ation, there is no one-size-fits-all solution. 
The ideal tax structure must be tailored to 
the specific business goals of each individ-
ual company.

Douglas S. Stransky, a partner in the 
Boston law firm of Sullivan & Worcester LLP, 
specializes in international tax planning for U.S. 
companies with foreign investments. He can be 
reached at dstransky@sandw.com.
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Doing business overseas 
can be taxing experience

The complex and oft-shifting 
minutiae of U.S. corporate tax 
laws can prove challenging 

enough for American companies. For 
American firms doing business over-
seas, foreign taxation can turn into a 
veritable minefield.

Massachusetts companies contem-
plating international 
expansion must arm 
themselves with infor-
mation well before they 
traverse tax borders that 
have the potential to 
hurt their bottom lines. 
Preparation and antici-
pation are the keys. And 
it’s never too early to 
begin planning.

Before taking any steps 
toward foreign growth, 

U.S. companies must consider long-
term business and international goals. 
Do they plan to expand into just one 
foreign country, or a dozen? Will they 
bring their foreign earnings back to the 
United States, or reinvest the money 
overseas? Will they move U.S. employ-
ees to their foreign offices, or hire local 
workers?

Issues like these, to name just a few, 
must be considered well ahead of time 
to maximize tax benefits and reduce 
liabilities. But first, some background. 

The United States operates under 
a worldwide tax system, by which 
domestic corporations are taxed on all 
income. Under this system, the income 
is taxed whether that income is derived 
in the United States or abroad.

By contrast, many foreign jurisdic-
tions tax only on income earned within 
the country’s boundaries. It doesn’t 
matter where the company is located; 
it matters only where it is economically 
active. This is known as a territorial tax 
system.

If they’re not careful, U.S. companies 
risk double taxation on their overseas 
enterprises. But with enough prepara-
tion and planning, companies can find 
clever solutions to these rules. 

For example, foreign tax credits allow 
companies to claim foreign taxes paid 
against their U.S. tax — up to the U.S. 
tax rate of 35 percent (subject to certain 
limitations). But what happens when a 
U.S. firm is operating in, say, Germany, 
where the tax rate can be as high as 40 
percent? Establishing a division in a 
country with a lower rate — Bermuda or 
Ireland, for example — can offset that 5 
percent difference. Such balancing acts 
are critical to consider before compa-
nies move across multiple borders.

Similar questions should be weighed 
regarding foreign-earned cash. Does the 

company need its international cash 
stateside? If not, then the company can 
defer paying U.S. tax by keeping the 
earnings offshore. Even if the answer is 
yes, there may be planning opportuni-
ties that maximize tax efficiency. Refi-
nancing U.S. debt to a foreign lender, 
for example, allows a company to pay 
down the overseas loan using the for-
eign money — and defer foreign taxes at 
the same time.

Think of these foreign expansion tax 
issues like a giant puzzle that blends 
the most advantageous pieces of U.S. 
laws and foreign laws to achieve a com-
pany’s business and tax objectives.

There are other tax-related challenges 
to overseas expansion:

• Another country’s social, cultural 
and political norms — not to men-
tion language — can cause unfore-
seen issues. Take, for example, a U.S. 
firm with operations in Denmark. 
To improve its tax situation, the firm 
might need to shift from an incorpo-
ration to a limited liability company. 
But in Denmark, a company with an 
LLC in its name lacks prestige, and the 
local employees will balk. In the United 
States such a change would be minor, 
akin to changing your socks. But in 
Denmark, you’re nobody if your socks 
are not the right color.

The firm may be required to change 
to an LLC, but not without a strong 
internal public relations effort.

• Employment laws vary dramatically 
from country to country, with pro-
nounced effects on corporate bottom 
lines.

Forewarned is forearmed. In France, 
employees can only work 35 hours a 
week by law. In China, the government 
must give the OK to all hiring. And 
in Germany, the company CEO must 
meet in a public forum annually with 
employees to answer any questions.

• Doing business in foreign jurisdic-
tions further complicates domestic 
compliance reporting requirements. 

If the finance department is in Bos-
ton, how will they ensure accounting 
integrity at your European or Asian 
divisions? Many companies satisfy these 
issues by sending their domestic tax 
employees to their foreign divisions sev-
eral times a year.

Put simply, when it comes to foreign 
taxation, there is no one-size-fits-all 
solution. The ideal tax structure must 
be tailored to the specific business 
goals of each individual company.

DOUGLAS S. STRANSKY, a partner in the Boston law 

firm of Sullivan & Worcester LLP, specializes in interna-

tional tax planning for U.S. companies with foreign invest-

ments. He can be reached at dstransky@sandw.com.
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“Put simply, when it comes to foreign taxation, 
there is no one-size-fits-all solution.”

 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 

 
Samantha Power is the Anna Lindh Professor of Practice of Global 
Leadership and Public Policy at Harvard’s John F. Kennedy School of 
Government.  For book, "A Problem from Hell": America and the Age of 
Genocide, she received the 2003 Pulitzer Prize for General Non-Fiction, and 
other awards.   
 

 
Anthony Shadid won the 2004 Pulitzer Prize for International 
Reporting for his work as the Islamic affairs correspondent for the 
Washington Post, and the Atlantic Monthly’s Michael Kelly Award for his 
remarkable reporting from Iraq.  He is author of Night Draws Near: Iraq’s 
People in the Shadow of America’s War (2006). 
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