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Things You Need to
Know About Setting Up

A Legal Entity
Overseas

A legal entity is a branch or subsidiary office set up in a foreign country by a company looking
to expand their business in that country. There are a number of reasons a company may want
to consider setting up a legal entity overseas. Whether to expand their brand recognition, open
new market access, or take advantage of lower-cost production, a legal entity is needed to offer
a business the opportunity to expand and grow revenue. A legal entity is required to establish
employee contracts, benefits and payroll. Before setting up a legal entity, below are ten things you
need to know before starting the paperwork.

1.

Global Expertise
Where will you set up your new entity? Will the country suit your needs? Begin by performing
a client-base analysis and then determining the footprint you will need.
A large operation, such as R&D or manufacturing may require hiring a large number of
employees immediately to begin operations at once. Whereas a sales operation might only
require one or two employees as you explore the country fit.
You will also want to have a business expansion plan in place for three to five years down
the road so you can prepare in a timely manner.
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2.

Cost
Chief among these considerations is the cost of set up versus growth potential. Will the
gains be worth the investment? Setting up a legal entity is usually expensive, but worth it.
Setting up various legal entities can cost anywhere between $15,000 and $20,000, as well
as have ongoing maintenance costs that can be around $200,000 per year, depending on
the country. This cost can inflate based on several factors such as: potential protection
from personal legal liability, tax implications, flexibility of future business needs, and more.
The entity upfront set up fees, along with the ongoing maintenance costs, are oftentimes
a barrier for entry for companies. Firms that want to enter international markets, with less
risk, and lower financial commitments, can partner with established international PEOs.
Next, how long will it take to establish a new entity? Some countries have relatively easy
requirements and are set up within a matter of weeks. Whereas other countries have much
more rigid processes that could take 6 months or more.

3.

Time
Just like costs can depend on several factors, so does the time involved with setting up a
new legal entity. The timeframe can be affected by delays in filing errors, banking account
management, opening a permanent establishment, or other documentation tasks.
Before proceeding with establishing a new international legal entity, ensure you fully
evaluate how the country that hosts your new entity can possibly affect the timing of your
annual compliance and reporting, tax compliance and hiring processes.
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4.

Permanent Establishment
With global business expansion on the rise, this means a large amount of taxable revenues
is also on the rise for foreign governments to collect from companies operating within
their borders. Understanding the tax laws is imperative to understanding permanent
establishment, your taxable presence outside your company’s country of residence.
Multiple factors are weighed for assessing permanent establishment risk:
Withholdings of employee’s taxable income
In-country signed contracts and profits from those contracts
Employing those with a fixed-term contact
And more

5.

Banking
Countries, international banking, and financial institutions are cracking down on fraud, money
laundering and terrorist funding. The latest rules, requirements and regulations required to
open a bank account in a foreign country could possibly create more complications than
you might expect.
You may need a local representative for the company to open the account in person
otherwise you might not be able to open a bank account in that country at all. The timeline
for when you set up your legal entity or even hire employees can depend on opening your
bank account.
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6.

Time Tracking & Payroll
Many countries require that every employee, from the CEO and down, must have their time
tracked. Think about what process or system will you use? The system could impact your
payroll for non-salaried employees who earn overtime.
Speaking of payroll, do you understand the complexity behind paying your employees
based on the job description, the industry, country and possibly the city? The proper taxes
will need to be paid to the proper authorities.

7.

Human Resources
Employment contracts in foreign countries will greatly differ than that of the US. They tend
to favor the employee and even include termination protection. Hiring a knowledgeable
expert will ensure your contracts are written correctly.
Benefits in foreign countries typically fall into 3 categories:
Statutory
Benefits

Government mandated benefits such as social benefits; it is vital that
these are set up and paid properly.

Supplemental
Benefits

Additional company-offered benefits; nice to offer, but not required by
government mandates, such as school tuition or transportation costs.

Customary
Benefits

A type of supplemental benefit that is expected based on job type and
country; something an employee expects to be offered because it is
typical for their job. This might be something on which you compete
with another company.
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8.

Accounting & Tax Laws
What are the local accounting laws? Some governments require you to keep your books in
both the local language and English. It is important that you set them up correctly from day
one to avoid non-compliance issues later.
Foreign taxation is another complicated, yet vital area to understand before you begin
operations.
You may be required to have a Transfer Pricing Study validating that you will do a fair
transfer pricing between the parent company and the local operations. The study must
then be certified that revenue you booked in that local jurisdiction is in accordance with
the transfer pricing study. This is relevant to any company, branch or subsidiary in a foreign
country, as no business is too small to be exempt.
The moment you hire your first employee, you will be responsible for payroll taxes. Then
there are also the Value Added Tax (VAT) throughout most of Europe, or Goods and Services
Tax (GST) for Australia and most of Asia.
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9.

Culture
The language barrier could prove to be more complicated than anticipated.
Some countries require all legal documents and contracts to be in the local language, while
others require them to be in both the local language and English.
Then there are those countries that require all communication between attorneys and local
authorities to be conducted in the local language.
And in places like Belgium, the language used for legal documents and contracts is
dependent upon which city you set up in to do business.

10. Country Laws
Several countries restrict or prevent foreign companies from operating in specific industry
sectors, so it is important to perform your due diligence before entering a new market.
These are very specific to each country and frequently change. You must stay abreast of
these changes or face some very stiff consequences.
Setting up a legal entity overseas and maintaining compliance during the process can be
a daunting task filled with complications and expense. Working with experienced experts
in establishing your foreign office, setting up your banking, payroll, tax withholding and
reporting could save you time and expense while reducing overall risk to your company.

Confidential & Proprietary | Global Upside

In Conclusion
When assessing the variable reasons for setting up an international legal entity, often the best
option for reducing risks and minimizing costs in order to achieve your expansion goals is to work
with a global PEO partner such as Global PEO Services. Speak with an international advisor today
to learn more about how Global PEO Services (GPS) helps companies expand globally without
setting up legal entities or dealing with related talent acquisition, HR, benefits, payroll, tax, and
compliance issues. Hire employees fast, test new markets, and respond to growing business
needs quickly while leaving the compliance and operational burden to us.
With our Professional Employer Organization (PEO) or Employer of Record (EOR) services, you get
control without taking on legal entity liabilities, contractor risks, or sacrificing on talent and speed
to market.

+1 (408) 913-9130

info@globalupside.com

globalupside.com

