
InternatIonal Hr advIser Spring

Taxing issues

Our recent winter article focused on 
expatriate policies and this article con-
tinues the theme. It seeks to provide 
an overview of the different types of 
assignment that may occur and briefly 
considers the tax and other implica-
tions that may arise.

Types of assignment
As trends in international assignments 
consistently demonstrate, the traditional 
assignment of several years remains 
under challenge with employers aiming 
to reduce costs and ensure they get value 
for money from the assignment.  Con-
sequently, assignments will vary both in 
length and the accompanying remunera-
tion package. Your company may call the 
following types of assignment by different 
names but, hopefully, you should recog-
nise the various types:

Virtual assignments•	
Commuter assignments•	
Business trips•	
Short-term assignments•	
Longer-term assignments•	
International continual assignments•	
Unaccompanied assignments•	
Local assignments with variations.•	

Your company may well have additional 
types of assignment depending on your 
business and location of company sites 
and employees. For example, those in oil 
and gas industries may have rotational 
assignments and those with employees 
and offices in close proximity to national 
borders may have trans-frontier issues.  
These types of assignment are not consid-
ered within the scope of this article.

Employee tax and social security liabili-
ties are considered below.  Additionally, 
there is a danger with all assignments 
that the activities of the individual may 
result in a host country taxable presence 
for corporate purposes of their employing 
entity. There may also be Value Added Tax 
(VAT) issues in respect of cross-border 
charges for the provision of an assignee.  
Corporate issues in relation to interna-
tional assignments will be the subject of 
a future article.

Virtual assignments
These assignments do not have any min-
imum or maximum duration. The indi-

vidual remains living and working in their 
home country but the duties they perform 
are in respect of work generally connected 
to or being undertaken in another coun-
try. Communication is usually via email, 
telephone or video-conference. Is this the 
“ideal” solution for Human Resources?  At 
face value it would appear so.  There is lit-
tle necessity for Human Resource involve-
ment, little apparent cost, for example, no 
housing or schooling costs, and no issues 
with dual careers. If only all assignments 
were so straightforward!  However, poten-
tial problems lurk.

Whilst the individual normally receives 
just their standard remuneration package 
in the home country with no assignment 
add-ons, invariably there is a need for the 
individual to travel to the host location 
and there can be the temptation to do this 
more frequently than originally envisaged.  
Costs such as travel and accommodation 
will undoubtedly arise. Thought needs to 
be given as to how much you will allow 
and how this will be controlled. There is 
also the danger that the individual will 
spend significant time in contact with 
their overseas counterparts, which may 
affect the work/home life balance espe-
cially if home and host time zones differ.  
Additionally, it may be difficult to moni-
tor the work of the individual depending 
on to whom and how they report.

Duties undertaken at the host location 
can result in a tax and social security lia-
bility, although if trips are relatively few 
then it is unlikely that a liability will arise.  
The position depends on the extent of the 
trips and the countries involved, together 
with any tax or social security agreements 
that apply.

 
Commuter assignments
During a commuter assignment the indi-
vidual is based at the home location but 
commutes to spend regular time at the 
host location. This can take various forms 
such as two days a week at the host loca-
tion or every other month. With such 
assignments there is generally little impact 
on staff at the host location and relatively 
few problems for Human Resources.

Individuals tend to remain on their 
home payroll and on their home base 
salary but may receive per diems and 

expenses to cover the time spent at the 
host location.  Accommodation is usu-
ally provided at the host location and may 
have to be large enough to accommodate 
the family should they visit.  The fam-
ily and children would primarily remain 
at the home location.  Consideration 
needs to be given to the frequency of trips 
between home and host locations.  Issues 
with schooling and dual careers do not 
usually arise. 

With regard to transport issues it may be 
necessary to provide a car at both home and 
host locations and if the assignment is more 
long-term then some personal effects may 
need to be moved to the host location.  

Costs associated with commuter assign-
ments can be higher than originally envis-
aged and this should not be overlooked 
before approving such an assignment.

Withholding tax may be applicable in 
the host country and there is likely to be 
continuing withholding tax in the home 
country.  Consideration may have to be 
given as to how to avoid dual withhold-
ing and the adverse cash flow impact this 
may bring.  Individuals may have a liabil-
ity to personal taxation in both home and 
host countries.  Double taxation relief is 
likely to apply to either eliminate taxation 
or provide a credit if tax is due in both 
countries.  The tax position is likely to 
be complicated and administration costs 
may therefore be higher.  Tax protection 
is usually offered to ensure that the indi-
vidual is not adversely affected from a tax 
perspective.  Social security may also be 
due at the host location although this will 
depend on the countries involved, agree-
ments between them and time spent at 
the host location.  

Business trips
These typically last from one to thirty days 
and are not really an assignment but merely 
a part of an employee’s existing duties. I 
have included them within the scope of 
this article, as there is a danger that busi-
ness trips are used continuously as opposed 
to a short-term assignment.  Expenses 
are usually paid to cover temporary hotel 
costs, subsistence costs, and travel and out 
of pocket expenses.  Whilst visas and work 
permits do need to be considered, tax and 
social security issues are rarely addressed on 
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the basis that the individual is not in any 
one location for long enough to establish a 
reportable and taxable presence. This may 
not always be a correct assumption, but 
presence in another country for occasional 
days are unlikely to be of interest to the 
relevant authorities unless of course single 
business trips form part of a series of recur-
ring trips. How does your company moni-
tor such trips?   This is a key and increasing 
area of interest for tax authorities around 
the world.

Short-term assignments
These differ to business trips and can offer 
an efficient, relatively simple and cost effec-
tive alternative to longer-term assignments.   
Assignments typically last from 31 days to 
364 days but may go beyond this depend-
ing on your company’s definition.   

The assignments tend to be used for 
project-based jobs and the remuneration 
package is an enhanced version of the 
home package. Pay typically comprises just 
base pay although an expatriate premium 
may also be offered. Increasingly, however, 
companies are seeking to reduce premi-
ums, particularly for intra-regional moves. 
Additionally, per diems or expenses are 
paid.  Some companies also pay a cost of 
living allowance (COLA) although this is 
usually a feature of longer assignments.   

Rented accommodation is generally pro-
vided at the host location, together with 
utilities and other housing costs.  It may be 
appropriate to move some personal effects 
to the host location and to provide trans-
portation there and possibly also at home. 
Due to the relatively short-term nature of 
the assignment, families tend to remain at 
the home location.  This can be a potential 
reason for family problems.

Holiday entitlement usually remains 
home based, although working hours 
and public holidays tend to be based on 
those in the host location.  Consideration 
needs to be given to home leave and its 
frequency, especially as the family gener-
ally remains at the home location. 

Such assignments are relatively simple 
and usually tend to have little impact on 
locally hired staff unless the assignment is 
continuously extended.  With the family 
remaining at the home location dual career 
issues do not arise and there should not be 
any additional issues regarding education.   
Short-term assignments have a tendency 
to be extended, and it can be difficult to 
change the assignment and its terms into 
those of a longer-term assignment.

Consideration needs to be given as to 

how and who will monitor and report on 
the individual’s performance whilst on 
assignment.

Individuals tend to remain employed 
by, and on, the home country payroll for 
the assignment duration.  Withholding 
taxes may need to be operated in both 
the home and the host country depend-
ing on the applicable rules.  There may be 
a liability to taxation in the host country 
although this will depend on whether 
tax treaty exemption will be available.  
In general, if an individual spends less 
than 183 days in the host country there 
may not be a liability, although the exact 
terms of the treaty do need to be exam-
ined as there are differences between trea-
ties concerning the period covered and 
the impact of recharges.  For example, a 
recharge to a UK entity whether this is 
for direct costs or a management recharge 
for the provision of an individual’s serv-
ices could result in the UK entity being 
regarded by HM Revenue & Customs 
as the economic employer.  A charge to 
UK tax can therefore arise even if the 
individual is in the UK for less than 183 
days and is not paid or employed by the 
UK entity.   Short-term tax exemptions 
or expatriate allowances may be available 
to minimise tax liabilities.  Tax protection 
or tax equalisation generally applies such 
that the individual is not out of pocket as 
a result of the assignment. 

Social security may be due at both 
home and host location.  This will depend 
on the countries involved and any agree-
ments between them.

Longer-term assignments
These assignments are the traditional 
two to four year arrangement for an 
overseas move, where the individual and 
their family transfer to the host location 
whilst often still remaining employed by 
the home location.  Company owned or 
rented accommodation is usually pro-
vided.  Most companies still tend to try 
to dissuade assignees from buying a prop-
erty at the host location due to adverse 
tax effects that can arise and the barrier 
to future mobility that this may bring.  
Some companies will deduct a housing 
norm equivalent to what the individual 
would have paid in their home coun-
try.  Others seek not to get involved with 
home country housing.  Personal effects 
are usually moved to the host location.  
You need to think about what you will 
allow to be moved and what should be 
stored instead. 

Schooling becomes a major issue as do 
dual career concerns.  You need to ensure 
you have thought about how your policy 
will address these points.  Will you pro-
vide international schooling or pay board-
ing school fees for the home location?  
Will you assist the spouse with employ-
ment if permitted or provide another 
form of support?

When it comes to cash elements of 
the remuneration package, individuals 
tend to move onto the traditional expa-
triate package often based on the balance 
sheet approach with tax equalisation.  
Expatriate premiums and COLAs are 
usually paid, together with housing and 
schooling.  Some companies are seeking 
to reduce additional elements of the cash 
package for intra-regional moves. 

Thought needs to be given to bonus 
arrangements and share and pension plans.  
More usually the individual will join host 
country bonus and possibly share schemes 
as opposed to remaining in home country 
plans, whilst they tend to remain in the 
home country pension plan.

There will usually be a continuing link 
to the home country in terms of some 
form of reporting or monitoring and 
there is an expectation that the individual 
will return to the home location, although 
not always the guarantee of a job.

With regard to tax there may no longer 
be a home country tax liability, although 
this is not always the case, for example with 
US citizens. Tax will usually apply in the 
host location in accordance with the com-
pany’s tax policy.  Withholding is likely to 
apply in the host location and not in the 
home location.  Social security may be due 
at both home and host location.  This will 
depend on the countries involved and any 
agreements between them.

 
International continual 
assignments
The type of assignment envisaged here is 
that where the individual moves from one 
assignment to another and does not really 
have a home location or contact with a 
home country. The individuals are often 
employed through an employee leasing 
company. There is no minimum or maxi-
mum duration for such an assignment.

Issues become a lot more difficult to 
address, for example when dealing with 
matters such as pensions and social secu-
rity.  With regard to pensions, individuals 
tend to be members of international plans. 
Tax advantages in respect of employee 
and employee contributions may not be 
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available in the host location.  This makes 
provision that much more expensive.  
Additionally, the comprehensive system 
of reciprocal agreements for social secu-
rity may not apply and the individual 
may have to join the host country system.  
This could be expensive and fragments 
both current and future social security 
benefits payable to the assignee. Finan-
cial promises and guarantees, with the 
accompanying cost, may have to be made 
to the assignee to ensure they are not out 
of pocket.

Assignment packages tend to be simi-
lar to those offered with a longer-term 
assignment, with tax equalisation linked 
to a specific net package in the absence 
of a home country tax liability.  Tax and 
social security liabilities tend to arise in 
the host country.

Unaccompanied assignments
These assignments can be of varying 
length but are unaccompanied.  Reasons 
for this could be due to the ongoing career 
of the spouse, education issues with chil-
dren, for example examination periods, 
or simply the location of the assignment 
being wholly unsuitable for family life. 
Unaccompanied assignments are usually 
the choice of the assignee and their fam-
ily and whilst this may reduce costs and 
issues for Human Resources, family prob-
lems can surface due to the separation of 
the family.

To counteract potential problems 
thought needs to be given to home leave 
for the individual or trips by the family 
to the assignment location.  Accommo-
dation that is provided may need to be 
bigger to be able to accommodate family 
members on such visits.  The remunera-
tion package would vary depending on 
the length of assignment and location.

Taxation and social security would vary 
depending on the location and length of 
assignment.  As the family remains in the 
home country there is the potential for 
this to affect home country liabilities.   

Local assignments with 
variations
This assignment is relatively straight-
forward.  Such assignments often occur 
where the individual is driving the move 
and the business cannot afford or justify 
the cost of a full expatriate package. Addi-
tionally they often occur for intra-regional 
moves.  Assignees tend to be the younger 
and less experienced staff members.

Remuneration is usually based on that 

offered in the host country and is paid 
in the host location.  There may be some 
provision of allowances, for example, 
temporary accommodation or a trans-
portation allowance to assist in the initial 
period of the assignment but these tend 
to be phased out.  This helps to assimilate 
the individual with other local staff. 

Employment may be with either the 
home or host location. Pensions and 
longer-term benefits are likely to be those 
offered in the host location although there 
may be some linkage back to the home 
country if possible for a period. Social 
security and tax is likely to be payable in 
the host as opposed to the home country, 
although this will depend on the particu-
lar rules applying to the relevant coun-
tries, agreements between them and the 
length of the assignment.  There does not 
tend to be any minimum or maximum 
duration for such assignments.

Summary
The above comments can only provide 
a general overview of the different types 
of assignment. Policy definitions and 
remuneration packages will vary between 
companies, as will assignment lengths, 
complexity and cost. Most problems start 
to arise when assignments do not go as 
planned and end up being curtailed or 
extended. Where possible careful moni-
toring of assignments should occur to 
ensure all are aware of the implications of 
changing original expectations.

The wide-ranging nature of this sub-
ject has prevented me from being able 
to comment in detail on the specific tax 
implications of each assignment and each 
component part of the assignment pack-
age.   We will review the tax effect of items 
such as travel costs, accommodation, 
expatriate exemptions and allowances in 
a future article.  Naturally there are many 
other issues associated with assignments 
such as company philosophy, headcount, 
employment law and immigration, which 
are the subject of other articles.
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