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Obama Proposals Threaten Common Foreign
Tax Planning Techniques of U.S. Corporations 
BY SEAN M. KING AND 
MATTHEW C. MARSHALL 

On Monday, May 4, President Obama followed
through on a campaign pledge and released his
administration’s much talked about proposed revi-
sions to the U.S. taxation of multinational corpo-
rations. Obama’s stated goals are both to raise rev-
enue and keep jobs in the U.S. by curbing tax plan-
ning techniques used by multinational corpora-
tions with respect to their foreign income. Obama
believes that these tax planning techniques not
only cost the U.S. government badly needed tax
revenues but also encourage companies to relocate
their operations overseas where they hire foreign
employees rather than U.S. employees. His admin-
istration estimates that the proposed revisions
could raise approximately $190 billion over 10
years.

The Obama administration and the media offer a
statistic that U.S. multinational corporations pay
on average a 2 percent U.S. tax on their income
earned from their foreign operations. This statistic
disregards the fact that the multinational corpora-
tions his administration targets pay corporate
income tax in the foreign countries where they
operate, albeit often at a lower rate than U.S. cor-
porate income taxes.

Highlights of Obama’s proposed revisions to U.S.
taxation of multinational corporations include:

 Starting in 2011, U.S. corporations cannot
receive deductions on their U.S. tax returns
for expenses they incur supporting their for-
eign operations, such as interest expense on
money borrowed to invest overseas, until
they pay U.S. taxes on their foreign income.

The administration claims this would raise
$60.1 billion over 10 years.

 Starting in 2011, foreign tax credit “loop-
holes” will be closed that allow corporations
to artificially inflate or accelerate the foreign
tax credit by claiming foreign tax credits for
taxes paid on income not subject to current
U.S. tax. The administration claims this
would raise $43 billion over 10 years.

 Starting in 2010, making permanent a cred-
it for conducting research and experimenta-
tion in the U.S., an incentive for businesses
to conduct these activities in the U.S.
Currently, Congress regularly renews the tax
credit, having done so 13 times since 1981.
The administration claims that this will be a
$74.5 billion tax cut over 10 years.

 Starting in 2011, eliminating the “check-
the-box” rules that allow a foreign subsidiary
to be disregarded as a separate entity. This
proposed change would make it harder for
U.S. corporations to properly and reason-
ably allocate income and loss from one for-
eign subsidiary to another foreign subsidiary.
The administration claims this would raise
$86.5 billion over 10 years.

 Providing funding to the IRS to hire 800
new employees devoted to enforcing U.S.
tax law on international activities of U.S.
taxpayers. The 800 new employees would be
comprised of agents, economists, lawyers
and other specialists.  The new employees
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would enforce not only the Obama administration’s new tax proposals, but also enforce exist-
ing laws on international transfer pricing, financial products and transactions, etc.  The admin-
istration believes that every additional dollar invested in the IRS yields four dollars of added
tax revenues.

Some observations can be made of the Obama administration’s tax proposals. The proposals do not
appear to take into account that the U.S. has higher corporate income tax rates than a majority of its
trading partners. The proposed tax increases move in the opposite direction of recent actions
announced in Japan and Britain, the two countries that, along with the U.S., are home to the largest
number multinational corporations. In recent weeks, Japan and Britain have announced tax benefits
designed to give their multinational corporations a competitive edge over multinationals from other
countries. Moreover, as a result of the additional IRS employees engaged in enforcing U.S. taxation
of multinational companies, such companies should expect the IRS to more heavily scrutinize their
activities, including more audits and enforcement actions. With the additional IRS employees
engaged in enforcing U.S. taxation of multinational companies, these companies should expect the
IRS to more heavily scrutinize their activities, including more audits and enforcement actions.

The proposals advanced today, if passed in their current form, would have overly broad and far-reach-
ing implications for U.S multinationals conducting overseas business. Each of these proposals may
have a significantly negative impact on the global profitability of U.S. corporations. While the leg-
islative future of these proposals remains somewhat unclear at this time, U.S multinational corpora-
tions would be wise to proactively review their international tax risk profile. 

For more information about this topic and Williams Mullen’s International Tax practice, please contact
Sean M. King at sking@williamsmullen.com or 919.981.4049.   
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