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U.S. TAX BENEFITS FOR FOREIGN INVESTORS

I OVERVIEW

This Alert is intended to explain, in clear and practical terms, why the United States continues to be
one of the most attractive destinations in the world for foreign investment from a tax perspective, and
how thoughtful planning can significantly reduce, defer, or in some cases eliminate U.S. tax exposure

for non-U.S. investors.

. U.S.TAXSYSTEM IS AN INVESTOR AND BUSINESS FRIENDLY SYSTEM

While the U.S. tax system is often viewed as business and investor friendly and has many incentive
and opportunities. The law distinguishes carefully between passive investment, active business
operations, and real estate ownership, and offers a wide range of planning strategies, treaty benefits,
and structural choices that can be used to align tax results with commercial goals. At a high level, the
U.S. generally taxes foreign investors in limited and predictable ways, and often more favorably than

many investors expect.

lll. TAXBENEFITS FOR INVESTORS

These rules are one reason the U.S. remains a global center for debt financing and capital markets
activity. For most foreign investors, U.S. taxation begins with a simple idea: passive investment income

is usually taxed by withholding, while active business income is taxed on net profit.



Passive income—such as dividends, certain interest, and rents—is governed by Internal Revenue
Code sections 871(a) and 881(a). These rules impose a flat 30% tax on certain U.S.-source income,
collected automatically by the payer, unless a tax treaty applies.

IV. INTEREST INCOME FAVORABLE TAX TREATMENT

One of the most attractive features of the U.S. system for foreign investors is the treatment of interest
income. Certain types of interest—especially interest earned on qualifying bonds and loans—can fall
under the “portfolio interest” rules in sections 871(h) and 881(c). When these rules apply, the interest

is entirely exempt from U.S. tax, even though the borrower is a U.S. person.

In practical terms, this means that many foreign investors can lend into the U.S. capital markets, or
invest in U.S. debt securities, and receive interest payments with no U.S. tax at all, provided the
investment is properly structured and documented. Interest paid on certain U.S. bank deposits may
also be exempt under sections 871(i) and 881(d), further enhancing the appeal of U.S. financial

institutions as investment platforms.

V. DIVIDEND INCOME FAVORABLE TAX TREATMENT

Dividend income from U.S. companies is treated differently but still offers planning opportunities.
Dividends are generally subject to U.S. withholding tax under sections 871(a) and 881(a). However,
the United States has an extensive network of income tax treaties that frequently reduce this
withholding rate, sometimes dramatically.

For investors resident in treaty countries, dividend withholding may be reduced to 15%, 10%, or even
lower, depending on ownership levels and treaty terms. These treaty benefits are recognized under
section 894(a) and are a major reason international investors often prefer U.S. companies over similar
investments in higher-tax jurisdictions. Even where withholding applies, it is usually final and
predictable, eliminating the need for complex tax filings or audits in many cases.



VI. CAPITAL GAINS FAVORABLE TAX TREATMENT

Perhaps the most compelling tax benefit for foreign investors lies in the treatment of capital gains from
U.S. stocks. Under the general rule in section 865(a), capital gains from the sale of personal property—
including publicly traded stock—are sourced outside the United States for foreign investors.

As a result, most foreign investors pay no U.S. tax at all when they sell U.S. public stocks at a profit.
This rule alone makes the U.S. stock market extraordinarily attractive, particularly when compared to
jurisdictions that impose capital gains taxes regardless of investor residence.

There are some exceptions—for example, if an individual spends a substantial amount of time
physically present in the U.S. during the year (section 871(a)(2)), or if the investment is closely
connected to a U.S. business—but for passive investors, these exceptions are often easily managed

through planning and monitoring.

The ability to earn dividends (often at reduced treaty rates) and later sell shares without U.S. capital
gains tax is one of the most powerful incentives for foreign investment in U.S. equities.

VIl. US REAL ESTATE ATTRACTIVE AND PLANNING REQUIRED

U.S. real estate is treated more conservatively, but even here, the system offers clarity and planning
opportunities. Rental income is generally subject to U.S. tax under section 871(a), but investors are
permitted to elect net-basis taxation under section 871(d), allowing deductions for operating expenses,
interest, and depreciation. In many cases, this election significantly reduces or even eliminates current

U.S. tax on rental income.

When U.S. real estate is sold, special rules apply under section 897 (commonly referred to as FIRPTA).
These rules ensure that the U.S. collects tax on gains from real property, typically through a withholding
mechanism under section 1445. While this system is more restrictive, it is also transparent and
manageable, and sophisticated investors routinely plan around it using entity structures, financing

strategies, and timing considerations.



Despite FIRPTA, the U.S. remains one of the most popular real estate markets globally because
investors value legal certainty, strong property rights, and deep capital markets—advantages that often
outweigh the tax friction.

VIIl. BUSINESS ACTIVITIES IN THE US

A foreign person or company that conducts limited business activities in the United States should not
be taxable. However, if a foreign person operates a business on a regular and continuous basis or
through a permanent establishment then its profits may be taxed in the United States, the tax system
shifts again, but not in a punitive way. Income that is effectively connected to a U.S. trade or business
is taxed on net profit under sections 871(b) and 882, much like a U.S. business. This means that

expenses are deductible, losses may offset income, and tax is paid only on true economic profit.

For many investors, this net-basis taxation is preferable to gross withholding, especially for capital-
intensive or growth-oriented businesses. While additional compliance is required, tax treaties often limit
U.S. taxation unless there is a meaningful business presence, and corporate structures can be used to

manage exposure and risk.

IX. TAXTREATIES — A POWER TAX TOOL

A critical component of U.S. tax attractiveness is the country’s extensive tax treaty network. Treaties
frequently reduce withholding taxes, protect investors from unexpected business-presence taxation,
and provide certainty around cross-border transactions. Although treaties do not eliminate all taxes—
particularly in the real estate area—they significantly improve after-tax returns for many investors and
are expressly recognized under U.S. law.

Taken together, these rules explain why the United States continues to attract trillions of dollars in
foreign capital. Foreign investors can often:

o Earn interest income with little or no U.S. tax
o Receive dividends at reduced treaty rates
o Sell U.S. public stocks without U.S. capital gains tax

« Deduct expenses and manage tax efficiently in real estate and operating businesses



o Use treaties and structures to align tax outcomes with commercial goals

The U.S. tax system rewards planning, structure, and long-term investment. With proper advice and
upfront structuring, many of the perceived tax obstacles can be transformed into competitive
advantages.

X. CONCLUSION

We are Attorneys and Advisors we strive to provide our clients the highest quality of legal and tax

representation in the complex area of tax law.

This alert has provided only general information and specific factual scenarios may change

any conclusions that would apply.

We strongly recommend you consult a corporate and tax attorney regarding your particular case.
Should you need additional information it will be our pleasure to assist you.

Sincerely,

Ruben Flores, Attorney & CPA



