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come as clients, the range of services and product
availability is typically restricted. This Thun Re-
search article briefly discusses reasons behind
brokerage account restrictions and proposes so-

lutions for frustrated U.S. expat investors.

WHY ARE EXPAT BROKERAGE ACCOUNTS
BEING CLOSED?

The global financial regulatory landscape is dra-
matically changing. FATCA imposes significant
new compliance burdens on non-U.S. financial
institutions with U.S. clients. As a result, many
non-U.S. financial institutions now simply refuse
to service U.S. persons. Unfortunately, U.S. finan-
cial institutions are following suit due to FATCA

and other considerations.

Among U.S. financial institutions, account re-
strictions differ between firms. Some firms are
closing all accounts for non-U.S. residents; while
other firms are only restrict services available to
Americans not resident in the U.S. In other cases,
firms require very high minimum account values
for non-U.S residents who wish to remain clients.
Bans on purchasing U.S. mutual funds by non-
residents, including Americans citizens, are now
the norm. These new restrictions affect bank ac-
counts, brokerage accounts, and retirement ac-

counts (IRAs and 401ks).

Many commentators attribute these actions to
FATCA and increased offshore tax enforcement
efforts. However, there are numerous contrib-
uting factors in addition to FATCA. Enhanced

Treasury Department enforcement of existing an-
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ti-money laundering regulations and know-your-
client rules, evolving interpretation of the 2003
Patriot Act, and new European regulation of cross
-border investments all play a role. These factors
contribute to a heightened compliance burden
faced by financial institutions providing retail in-
vestment services across borders. Many U.S. in-
stitutions are following the lead of foreign banks
in limiting perceived compliance and legal risk by
simply refusing to provide retail financial services

across borders.

WHY ARE NON-U.S. RESIDENTS
RESTRICTED FROM OWNING U.S. MUTUAL
FUNDS?

As recently reported in the Wall Street Journal
and other media outlets, many U.S. mutual fund
companies recently introduced new policies pre-
venting their funds from being purchased by non-
U.S. residents, including Americans abroad. Many
expats are surprised to learn that rules barring
the sale of most U.S. registered mutual funds to
non-residents are decades old. Previously, these
long-standing limitations on ownership were sel-
dom enforced. Recently, however, mutual fund
companies modified due diligence procedures to
compel more rigorous compliance with existing
rules. Stepped-up enforcement of existing rules
reflects the new environment of enhanced cross-
border compliance and regulation among banks

and brokerage firms.

Mutual fund distribution agreements typically

mandate that mutual fund owners reside domes-
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tically in the United States for two main reasons.

N

First, U.S. fund groups are not allowed to solicit
overseas business for their SEC-registered funds,
even from U.S. expatriates. Offering shares of mu-
tual funds to non-domestic clients could poten-
tially violate the laws of any country in which an
investor or prospective investor in a fund is resi-
dent or domiciled. Second, mutual funds may
make tax treaty claims on their holdings, which
require funds to certify all shareholders are resi-

dent in the United States.

How can Americans Living Abroad
Invest?

A select number of U.S. brokers are still interested
and willing to work with Americans abroad. This
is especially true when they are guided by a spe-
cialized independent financial advisor who can

conduct additional due diligence on the client.

While U.S. mutual funds may no longer be availa-
ble for Americans abroad, Exchange Traded
Funds (ETFs) are generally not restricted for sale
to non-U.S. residents. A well designed ETF portfo-

lio provides equal or superior diversification than
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traditional mutual funds. Furthermore, in addi-
tion to being exempt from some regulatory bur-
dens, ETFs are generally more tax and cost effi-
cient than traditional mutual funds. Therefore,
lack of access to mutual funds should no longer
be seen as a major impediment to successful ex-

pat investing.

Non-residents also have the option of building
portfolios by purchasing individual stocks and
bonds. Although this approach entails higher

costs and limits an investor’s ability to achieve
maximally efficient diversification, it is the ap-
proach least burdened by cross-border regula-

tion.

Finally, it should also be noted that in many cases
the best solution for Americans abroad is simply
to keep their address of record in the U.S. Any
American living abroad, even for an extended pe-
riod, is well within their rights to use a U.S. ad-
dress for the sake of opening accounts and receiv-
ing mail. In this case, there will be no restrictions

on the account.
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Conclusion

Thun Financial Advisors Research is the leading provider of financial planning research for cross-border and American
expatriate investors. Based in Madison, Wisconsin, David Kuenzi and Thun Financial Advisors’ Research have been featured in
the Wall Street Journal, Emerging Money, Investment News, International Advisor, Financial Planning Magazine and Wealth
Management among other publications.

DISCLAIMER FOR THUN FINANCIAL ADVISORS, L.L.C., THE INVESTMENT ADVISOR

Thun Financial Advisors L.L.C. (the “Advisor”) is an investment adviser registered with the United States Securities and Exchange Commission
(SEC). Such registration does not imply that the SEC has sponsored, recommended or approved of the Advisor. Information contained in this re-
search is for informational purposes only, does not constitute investment advice, and is not an advertisement or an offer of investment advisory services
or a solicitation to become a client of the Advisor. The information is obtained from sources believed to be reliable, however, accuracy and complete-
ness are not guaranteed by the Advisor.

The representations herein reflect model performance and are therefore not a record of any actual investment result. Past performance does not guar-
antee future performance will be similar. Future results may be affected by changing market circumstances, economic and business conditions, fees,
taxes, and other factors. Investors should not make any investment decision based solely on this presentation. Actual investor results may vary. Simi-
lar investments may result in a loss of in investment capital.
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