Sophisticated families are using cross-border investment to grow and limit risk

I

n an increasingly global economy, affluent
families are turning to cross-border investments,
investments in financial instruments or companies
that are subject to the laws of a country other than
the investor’s. While cross-border investments
provide the opportunity to limit certain kinds of
risk and participate in emerging markets around
the world, they also come with distinct challenges.
Rules from two different jurisdictions often apply to
cross-border holding, making legal compliance and
tax-minimization strategies more complicated.
Such challenges are a key consideration for
investors who are using cross-border investments
as a core aspect of their long-term plan. Investors
may be guarding against political uncertainty at
home, sending children abroad for education,
preparing to expatriate or simply looking to invest
outside their home country in a more meaningful
way than they can with global mutual funds or
exchange-traded funds.
For insight into the opportunities and pitfalls
particular to cross-border investments, Crain’s
Content Studio turned to two experts at advisory
firm Berdon: Lisa Goldman, CPA, is a tax partner at
Berdon who specializes in designing strategies for
affluent individuals and families to minimize their
domestic and international tax liability. Elizabeth
Zabludoff, JD, a principal in Berdon’s family
office services group, worked both in-house and
as a trusted advisor to single family offices both
domestically and internationally. She is also a board
member of a 7th Generation Family Office.
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Crain’s: Families with significant assets often
have international investments. What are the
major considerations when holding cross-border
investments?
Lisa Goldman: What is particularly challenging to
families and their investments is how best to mitigate
taxes while still adhering to their short-term and
long-term goals. Taking a holistic view of the family’s
investments with an eye toward understanding the
intricacies of both the U.S. and foreign jurisdictions
is particularly important. This often helps families
determine how best to structure their investments to
reduce or eliminate taxes.
Crain’s: Why is cross-border investing
growing in importance for families?
Elizabeth Zabludoff: I’ve found that there
are many reasons that drive successful families to
move their money offshore, including limiting risk
and seeking diversification, which appears to be a

common driver for cross-border investing for many
families. Political instability in their native countries
coupled with mitigating currency risk is also a major
reason families invest abroad.
Investing in foreign jurisdictions also potentially
allows for capitalizing on global economic growth
while limiting risk to a family’s investment portfolio
through diversification. Another trend involves families
seeking “best-in-class” education for their children
and sending their children abroad to study, which
often is followed by investment as many of these
next-generation students tend to stay local after
graduation.
Crain’s: What is an example of a common tax
issue that you see with inbound and outbound
investments?
Goldman: A common issue is an absence of
future cross-border tax planning when organizing
one’s investments. I advise families to think about
what the next five years, 10 years and beyond will
look like for themselves and their family members.
Often, families know well in advance of their plans to
expatriate but have not thought about the financial
implications of the move in terms of taxes, including
income, estate and exit taxes. A lot of money can
be wasted unnecessarily due to a lack of proper
planning.
Crain’s: What’s a typical legal
issue that American families could
face with cross-border holdings?

and families handle the transfer of cross-border
assets after death?
Goldman: Ideally, the transfer process should have
been decided upon and documented before death.
Handled correctly, the assets for transfer should have
already been identified, inventoried, and recorded in
current legal documentation that reflects the wishes
of the grantor. An additional layer of complexity can
exist if the assets lie in several jurisdictions. In these
situations, multiple wills may be needed—making
early planning even more essential.
Crain’s: How do families and their advisers
find knowledgeable experts in financial planning
with inbound and outbound investments?
Zabludoff: I think similarly situated contacts (and
their trusted advisers) are always a good place to start
for referrals. Once you have identified several experts,
be prepared to ask them a lot of relevant questions.
I always advise families to identify experts who have
relevant and practical experience with families, and
significant knowledge in the field. There is only so
much you can learn from a textbook; on-the-job
training is just as, if not more, important. Clearly,
determining an expert’s level of sophistication as
well as their level of understanding of the applicable
domestic and international laws that impact financial
planning is critical, as is requesting and checking a
candidate’s references. n

Goldman: Tax residency and
domicile issues seem to confuse a
lot of people. What is considered a
person’s place of residency can have a
wide-ranging impact as to the extent
to which investments will be taxed and
in which countries. What makes the
situation even more complicated is that
there is no definition of a tax resident
recognized uniformly; it often differs
from country to country and can even
be impacted by treaty rules between
countries. I cannot begin to count the
number of families I have advised who
did not realize they were considered a
resident of a country for tax purposes.
Crain’s: What strategies should
families consider when it comes to
cross-border estate planning?
Goldman: The more information
you have for proper planning, the
better. Cross-border estate planning
requires a grasp of the local rules and
definitions. Do your own research, ask
a lot of questions and work with an
adviser who is up-to-date on the local
laws and has experience utilizing them
for other, similarly situated clients.
Crain’s: How should individuals
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