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Why is payroll an important topic for expatriate 

employees?

• Company payroll reporting compliance

• Reporting in all required locations

• Inclusion of all taxable compensation

• Company payroll tax withholding/remittance 

compliance

• Income tax

• Social tax

• Insurance/Disability/Etc.

• Company cost savings opportunities

• Correct employee pay 

• Timely employee pay



Where do we start?

Consideration of 

• Home and host countries

• Visa type 

• Primary employer

• Assignment length

• Available tax treaties 



Initial Payroll Considerations:

Home and Host Country

We must consider the home 

and host countries to 

determine the necessary 

payroll reporting and tax 

withholding requirements.

The Internal Revenue Service 

requires that the company 

report worldwide taxable 

compensation for all US 

citizens, green card holders 

and/or US tax resident 

employees (even those 

working abroad).



Initial Payroll Considerations:

Visa Type

In order to be added to payroll, an 

employee must have the right to 

work in the applicable country.

B-1 visa holders are not eligible to 

work in the US.

Exception: B-1 in lieu of H1-B



Initial Payroll Considerations:

Employer

The primary employer is the 

company that has a signed 

employment contract, determines 

compensation, and has the right to 

terminate employment.

An expatriate employee is often 

seconded (loaned) to another 

company, but remains primarily an 

employee of the home country. 



Initial Payroll Considerations:

Assignment Length

Short-Term Assignment = 1 year or less

Income Tax Treaty Eligible Short-Term Assignment < 183 days in a 

rolling 12 month period or calendar year (dependent upon the treaty)  

Long-Term Assignment = Greater than one year but for a defined 

number of years

Indefinite Assignment = Indefinite period



Initial Payroll Considerations:

Tax Treaties

Income Tax Treaties

• Dependent Personal Services 

Article

• Not exceeding 183 days

• Remuneration paid by 

employer who is not resident 

in that state

• Not borne by a permanent 

establishment or fixed base



Initial Payroll Considerations:

Tax Treaties

Social Tax Treaties

• Totalization Agreements

• Certificate of Coverage

• Normally limited to 5 years with 

possibility of extension

Note: The income tax treaty and 

social tax treaty are separate and 

one, both or neither may apply.



What comes Next?

Company Tax Policy

What does the company offer to the employee for tax support?

Does the company have a tax policy?



Company Tax Policy

Tax Equalization

Tax Equalization:

When you are a resident taxpayer in one 

country, but work in another, you may be 

subject to different taxation from if you had 

worked only in your home country, or even to 

double taxation. Tax equalization is the 

offsetting of any such difference so that working 

abroad is tax neutral for the employee. 

No worse or better off



Company Tax Policy

Example (Actual to Hypothetical)



Payroll Form 673



Payroll Form W-4

IRC Section 3401(a)(8)(A)(ii) provides that income earned by a US citizen for services performed in a 

foreign country, where the employer is required under the laws of a foreign country to withhold tax, 

is not subject to Federal income tax withholding in the US.



Company Tax Policy

Tax Gross Up

Tax Gross Up:

Employee receives a larger gross 

amount in order to deliver a specific 

net benefit.

The gross-up payment itself is also 

taxable to the employee and subject 

to tax withholding.

Circular calculation or tax on tax



Company Tax Policy

Tax Gross Up Example

Gross Up Formula:

Benefits/(1-tax rates)-

Benefits = Tax Gross Up

Calculation: $4,000/(1-0.22-

.0145-.062-.0463)-4,000 = 

$2,086.43



What is the final goal?

Payroll Set-Up

What is the best way to set up the payroll between the home and host 

countries?

Does the payroll set-up make sense for both the employee and the 

company?



Payroll Set-Up

Home Country Payroll Only

• All salary and benefits are paid from 

the home country payroll only

• No payroll reporting is processed in 

the host country

• A viable option if the host country 

does not have a payroll reporting 

and tax withholding/remittance

• Employee will need to transfer 

funds to obtain host country 

currency



Payroll Set-Up

Host Country Payroll Only

• All salary and benefits are paid from the 

host country payroll only

• No payroll reporting is processed in the 

home country

• A viable option if the employee is able to 

break tax residency in the home country 

and home country payroll reporting and 

tax withholding/remittance are not 

required

• Consider pension, social tax, and benefit plans

• Employee will need to transfer funds to 

home country for savings and ongoing 

home expenses



Payroll Set-Up

Shadow Payroll

A key component of maintaining 

compliance for an expatriate 

employee inbound or working 

abroad.

• Employee is paid from home country 

payroll and shadowed through the host 

country for proper payroll compliance.

• Employee is paid from the host country 

and shadowed through the home country 

likely for pension contributions and 

home country benefit participation.



Payroll Set-Up

Home Country Shadow Payroll

• The home country will “shadow” or “mirror” the host country payroll in order to 

report compensation and withhold/remit any necessary taxes in the home location.

• No cash will be disbursed to the employee from the home country payroll as it is only 

processed to properly report compensation and withhold/remit applicable taxes.

• The host country payroll will report compensation, withhold/remit tax, and disburse 

all cash through the host country payroll.

• A viable option if the employee prefers to receive all cash in their host country 

currency but there is a continued reporting and tax withholding/remittance 

requirement in the home country.

• Discussions with the home and host entities on corporate general ledger entries may 

be necessary.

• Although the same compensation is reported in two locations, the compensation will 

not need to be doubled on the individual’s home and host income tax filings (for 

worldwide reporting). However, full compensation reporting to each country may be 

required.



Payroll Set-Up

Host Country Shadow Payroll

• The home country continues to report and disburse all cash through the home 

country payroll.

• The host country will “shadow” or “mirror” the home country payroll in order to 

report compensation and withhold/remit taxes in the host location.

• No cash will be disbursed to the employee from the host country payroll as it is only 

processed to properly report compensation and withhold/remit taxes (likely through 

a tax gross up).

• A viable option if the employee prefers to receive all cash in their home country 

currency but there is a reporting and tax withholding/remittance requirement in the 

host country.

• Discussions with the home and host entities on corporate general ledger entries may 

be necessary.

• Although the same compensation is reported in two locations, the compensation will 

not need to be doubled on the individual’s home and host income tax filings (for 

worldwide reporting). However, full compensation reporting to each country may be 

required.



Payroll Set-Up

Split Payroll

A key component of maintaining 

compliance for an expatriate 

employee inbound or working 

abroad while delivering cash 

through both payrolls.

• Benefits:

• Reduce currency fluctuation

• Delivers cash in both host and home 

country

• Compliance with tax withholding 

requirements

• Allow employee to maintain eligibility 

for home country benefits



Payroll Set-Up

Split Payroll (continued)

• The entity and individual will agree on a desired and or necessary split of the payroll. 

• A portion of the payroll will be reported and paid from the host location and the 

other portion will be reported and paid from the host location.

• A “shadow” or “mirror” of the other portion may be required in order to report 

worldwide compensation appropriately.

• A viable option if the employee prefers to receive some cash in their host country 

currency and some cash in their home country currency. 

• A viable option if the employee will continue to pay personally into their home 

country benefits schemes and social tax schemes  but desires disbursement of the 

remainder of his cash in the host country.



Assignment Related Benefits

• Housing

• Utilities

• Home Country Property Management

• Car

• Living Away From Home Allowance

• Goods and Service Differential (COLA)

• Location Premium

• Dependent Education

• Home Leave

• Tax Payments

• Relocation - Moving



Assignment Related Benefits

•Assignment benefits

• Imputed or actual cash outlay



Year-End Payroll Forms

•The final US Form W-2 should include 

worldwide employment income and 

benefits. 
• Gather all compensation components and exchange rate adjustments

• Year-end review of payroll and taxes

• Add any additional non US payroll compensation not previously   

“shadowed”

•Reconcile the foreign payroll forms to the 

US payroll form.
• Discrepancies will exist as taxability and deductibility differ by country.

•Provide an explanation of the payroll forms 

to the employee.



Payroll Audits



Payroll Audits



Payroll Audits

Possible Interest and Penalties

• Failure to Make Deposit of Taxes – IRC 6656 (Up to 15% of amounts 

unpaid)

• Failure to Collect and Remit Taxes – IRC 6672 (Up to a 100% penalty 

of the amount not collected)

• Failure to Furnish Correct Payee Statement – IRC 6722 (Greater of 

$100 per statement or 5-10% of the amount required to be reported)

• Negligence or Fraud – IRC 6662 and 6663

• Criminal Penalties – IRC 7207



Thank you for your time!

Any Questions?


