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When planning for the formation, organization and operation of foreign branches or 

subsidiaries, it is important to remember that the branch or subsidiary will ultimately 

need to perform many of the functional activities associated with any business.  The 

range of activities, as well as the timing for introducing a specific activity, will depend on 

the strategic purpose of the branch or subsidiary.  For example, if a branch is established 

exclusively to launch direct sales activities in the foreign country than it is obvious that 

the initial investment should focus on those areas that support sales – recruitment of sales 

personnel, development of marketing and advertising campaigns and customer support.  

Other functional areas, such new product development and manufacturing, will continue 

to be handled at the headquarters level until the decision is made to establish those 

capabilities in the foreign country.  However, even if the activities are limited to a single 

function the branch or subsidiary will still need to establish procedures to satisfy 

accounting and financial requirements, locate suitable facilities and negotiate real 

property purchase and lease agreements, purchase and lease equipment and other 

personal property for the business, obtain insurance covering its activities; implement 

legal compliance programs and establish management guidelines and human resources 

policies and procedures to recruit and retain qualified personnel. 

 

Books and Records. The applicable statutory scheme for the selected entity form will 

typically specify the minimum requirements that need to be observed with respect to the 

various books, reports and records that must be maintained by companies.  As a general 

rule, companies will be expected to establish a system for preparing accounting records 

and submit annual reports on its accounts to a governmental agency.  In most cases the 

statutes and regulations will prescribe the form and content of balance sheets and profit 

and loss accounts and include standardized terminology that must be followed by 

companies.  In general, this means the company must have an accounting system that 

shows and explains the company’s transactions, records all the company’s cash receipts 

and disbursements, and allows for the generation of profit and loss accounts and a 

balance sheet when required.  While all of the directors have statutory responsibilities 

with respect to the company’s accounts and compliance with the accounting 

requirements, the primary manager in this area is typically a branch controller assisted by 

other staff accountants.  The controller will usually report directly to the chief financial 

officer of the parent company.  

                                                           
1 The material in this report appears in Going Global: A Guide to Building an 

International Business (2011 Edition) by Alan S. Gutterman and Robert L. Brown at § 

30:41 et seq. and is presented with permission of Thomson Reuters/West.  Copyright 

2011.  Thomson Reuters/West.  For more information or to order call 1-800-762-5272.  
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Real Property. Real property used in the business activities of the branch or subsidiary is 

one of the most significant investments in a new foreign market.  When real property is 

purchased, it is likely that the purchase price will be substantial in relation to other assets.  

When facilities are leased, the annual payments for rent and associated services can 

become a large fixed expense for the company.  The issues in this area are further 

complicated by the need to move operations to larger facilities as the staff requirements 

increase and the branch or subsidiary takes on additional functional activities.  As such, 

the company must retain the flexibility to move quickly and easily without incurring any 

substantial penalties.     

 

The choice of the location is extremely important.  Apart from the costs of leasing or 

purchasing a facility, the location can impact the availability and cost of labor, the quality 

of transportation and distribution networks, relationships with customers and suppliers, 

and overall quality of life of the human resources involved in the business.  A lack of care 

and analysis in the original location decision can lead to problems as the business 

develops.  For example, local infrastructure problems, such as congestion and traffic, can 

make access to and distribution from the location more difficult.  Environmental quality 

can also be a problem, particularly for firms that were typically forced to choose 

locations based on availability of inputs.  Of course, the impact of these disadvantages 

was subject to change as time went by.  For example, if the area surrounding the location 

grew quickly because of other firms moving in, it is more likely that quality of life and 

infrastructure problems will crop up. 

 

Most companies do not purchase their facilities when establishing a new branch or 

subsidiary and instead opt to lease one or more buildings in the selected area.  Leasing 

may make sense for a number of reasons include: temporary need for the land or 

premises without the desire to expend the resources to purchase land for that time period; 

rapid growth that means the company will outgrow any purchased facility within a short 

period; need only for a parcel of limited size (it is more economically sensible to lease a 

portion of a larger parcel than be required to purchase the entire property); and 

availability of resources to lease a parcel of property from which to operate its business 

(without being able to afford the purchase of the land).  The disadvantage of leasing, 

however, is that any increase in the value of the facility goes to the owner, not the lessee.  

Also, if the company intends to invest considerable sums in improving a facility in the 

foreign country it may prefer to own them, particularly if the improvements cannot be 

relocated. 

 

Facilities Management. All businesses require equipment and other tangible business 

assets, including furniture and computers, to operate effectively.  While a new office in 

the US may be equipped with assets transferred from the parent company, formal 

procedures will be needed in order to purchase equipment and furniture for foreign 

branches and subsidiaries.  These procedures generally classify procurement transactions 

by the amount of the proposed purchase or lease.  For example, many small acquisitions 

may be left to the discretion of the local managers, provided the transaction conforms to a 

pre-established budget and the parent company has not made arrangements for bulk 



 3 

purchases of the class or type of asset from a single distributor throughout the 

organization.  Larger acquisitions, on the other hand, may by subject to tender and 

bidding requirements and the purchase or lease cannot be completed until bids have been 

collected, information reviewed and appropriate approvals obtained.   

 

In most cases, the procurement decision involves a choice between outright purchase of 

the asset and a leasing transaction.  By purchasing the asset, the company obtains full title 

and is generally required to pay all or most of the purchase price at the time that title is 

transferred.  In contrast, a lease can significantly reduce the upfront cost of gaining access 

to the asset for immediate use in the business.  Capital not diverted to payment of the 

entire purchase price can be used for other purposes and in many cases the lessor is 

willing to provide the lessee with flexibility to upgrade the leased asset as new 

enhancements are introduced during the lease period.  Another important factor in any 

procurement decision is the availability of repair and maintenance services, which are 

provided by the vendor (or an affiliate) for an extra charge. 

 

Almost every business relies on outside vendors to service, maintain and repair the 

company’s valuable business assets.  Among the most common types of relationships are 

those pertaining to repair and maintenance of the company’s business equipment (e.g. 

computers, production machinery, etc.); building maintenance and services, including 

cleaning and repairs; repair and maintenance of specialized equipment on business 

premises (e.g. elevators or escalators); and property protection services, including 

security services and maintenance of alarm systems.  Repair and maintenance services 

are generally provided pursuant to a detailed agreement between the company and the 

chosen service provider.  In many cases, the manufacturer will provide services on its 

equipment directly.  However, it is also common for the manufacturer to delegate repairs 

and maintenance to trained and qualified outside providers.  In any event, the parties 

should agree on the service provider's specific duties and services and detail them either 

in the main body of the agreement or as an exhibit or schedule.  A number of factors 

should be considered in determining the scope and content of the services, including any 

requirements as to the personnel to be provided by the service provider (e.g. the number 

of workers, experience, work location, etc.), and the facilities, tools or equipment that it 

must provide.  

 

Insurance. Business insurance is a critical element of the company’s risk management 

strategies.  Without proper insurance, the parent company can lose all the money, time 

and effort they put into establishing the foreign branch or subsidiary.  As with any other 

product or service the company may purchase, management should consult with various 

brokers regarding the company’s specific needs for protection.  The parent company’s 

US broker is a good place to start since the broker will hopefully have affiliates in foreign 

countries that can provide advice on the available coverage and make recommendations 

regarding the type and amount of coverage that might be appropriate given the intended 

operations in the foreign country.  Each policy, regardless of the type of risk covered, 

should be carefully analyzed to determine the scope of protection.  Among other things, 

management should understand the losses and properties covered by the policy; periods 

covered (i.e. timing of events or actions covered by the policy); persons covered; 
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deductible amounts and maximum dollar amount of coverage; term of coverage; and 

exclusions.  If the standard policy does not provide sufficient covers, umbrella policies 

may be purchased to cover losses above and beyond the limits of other policies the 

company may carry.  

 

Legal Compliance Programs. One of the biggest challenges associated with organizing 

and operating a foreign branch or subsidiary is complying with the myriad laws and 

regulations that impact the conduct of business activities in the foreign country.  In order 

to deal with the demands of legal compliance, companies must establish and maintain a 

comprehensive legal compliance program that focuses on the local requirements as well 

as US laws and regulations that might come into play as a result of the activities 

conducted by the foreign branch or subsidiary (e.g., Foreign Corrupt Practices Act and/or 

US export control laws).  The program serves many purposes, the most important of 

which is monitoring the legal health of the branch or subsidiary and identifying problems 

and opportunities that may develop as the business grows and changes and new laws and 

regulations are implemented.   

 

Two of the most important practical requirements for an effective legal compliance 

program are establishment of compliance standards for managers and employees of the 

branch or subsidiary and the development of communications tools for informing and 

educating such persons about the program.  Codes of conduct, policy and procedure 

manuals, and training programs are the most commonly used strategies for 

communicating compliance standards.  However, companies should also spread the word 

through informal discussions of compliance standards or issues between managers and 

their subordinates, briefings at new employee orientations, posted notices and articles in 

company publications.  As discussed elsewhere in this publication, US companies going 

global much should establish a comprehensive global compliance program and the 

managers responsible for that program should be given responsibility for creating 

localized programs for each branch and subsidiary.   

 

Management and Human Resources. The parent company must seriously consider how 

the new outpost will be managed and determine the relationship between the branch or 

subsidiary manager and the rest of the organization.  Great care should be taken to recruit 

and select a qualified manager for the branch or subsidiary and the manager should 

ideally be someone who is expert at the activities to be conducted and who also 

understands the local culture and business practices and the way in which things are done 

within the parent company and the entire global organization.  In some cases the branch 

or subsidiary manager is given executive authority over all local functions and personnel.  

At the other extreme the local manager may act primarily as a representative of the 

company to local governments, customers and suppliers and most of the branch or 

subsidiary personnel will report directly to managers in the appropriate functional or 

product business unit in the US.  The role of the local manager will change as the branch 

or subsidiary evolves and should constantly be reviewed to take into account new 

circumstances including the early success of the outpost and the opportunity to expand 

local operations. 
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Selection of the local management team is just the first of many human resource (“HR”) 

issues that must be considered when launching a foreign branch or subsidiary.  It has 

argued that HR may be the most important factor in the success or failure of any 

company’s globalization efforts.  While each new branch or subsidiary raises the 

traditional HR activities and concerns with respect to recruitment, compensation, 

evaluation, promotion, discipline and termination, the task is complicated by the presence 

of new laws, regulations, workplace norms and, in many cases, strong involvement of 

trade unions and governments.  Moreover, HR personnel need to play a leading role in 

making sure that the branch or subsidiary is quickly and efficiently integrated into the 

parent company and the rest of the global organization and thus needs to facilitate 

networking and development of personal relationships.  A number of strategies can be 

used including training programs, rotating branch and subsidiary personnel through 

temporary assignments in the US (and sending US personnel to the outpost to see 

operations with their own eyes) and establishing formal teams among managers and 

employees of the parent company and various foreign branches and subsidiaries to work 

on common issues (e.g., development of a worldwide brand).   

 

 


