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Sound Quality
When listening via your computer speakers, please note that the quality 
of your sound will vary depending on the speed and quality of your internet 
connection.

If the sound quality is not satisfactory, please e-mail sound@straffordpub.com
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Notice

ANY TAX ADVICE IN THIS COMMUNICATION IS NOT INTENDED OR WRITTEN BY 
THE SPEAKERS’ FIRMS TO BE USED, AND CANNOT BE USED, BY A CLIENT OR ANY 
OTHER PERSON OR ENTITY FOR THE PURPOSE OF (i) AVOIDING PENALTIES THAT 
MAY BE IMPOSED ON ANY TAXPAYER OR (ii) PROMOTING, MARKETING OR 
RECOMMENDING TO ANOTHER PARTY ANY MATTERS ADDRESSED HEREIN. 

You (and your employees, representatives, or agents) may disclose to any and all persons, 
without limitation, the tax treatment or tax structure, or both, of any transaction 
described in the associated materials we provide to you, including, but not limited to, 
any tax opinions, memoranda, or other tax analyses contained in those materials.

The information contained herein is of a general nature and based on authorities that are 
subject to change.  Applicability of the information to specific situations should be 
determined through consultation with your tax adviser.
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a Certified Public Accountant and earned her B.S 
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International Income Reporting & Tax Payment 
Obligations
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Employee Obligations Employer Obligations

• Recognize when taxable
• Make tax payments
• Complete tax return filings

• Recognize when reporting and 
withholding is required

• Payroll reporting of compensation 
earned in country

• Withholding and remittance 
obligations



Hypothetical Pattern #1, revisited

• LET’S REWIND: it’s 2018 and Allison’s company, Zillions (a Silicon Valley high-tech 
company), wants Allison to take on a 2-year stint in the UK (starting July 1, 2018) as 
a steppingstone to the CMO position back in the US in the future.

• Allison  
• Is a United States citizen AND a UK citizen
• Has been living in Silicon Valley, CA with her family for past 10 years
• She is VP of Marketing & earns a base salary of $300,000
• She has both NQ stock options and RSUs (roughly $400,000/year earnings)

• Zillions is willing to pay for Allison and her family’s relocation costs (including gross-
up), but since Allison is a UK citizen, they do not want to give her any ongoing 
assignment allowances (housing, education, COLA, etc.).
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Question…

What should Zillions think about before they send 
Allison to the UK?

A. UK work permit

B. UK employment contract

C. UK payroll requirements

D. UK taxation 

E. Zillion’s support of employee
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Tax Policies - or, how to support an international assignee –
overview

Tax Equalization: 
• Employee pays roughly the same amount of tax as if they had stayed home
• Often deployed with executives on assignments less than 3 years long
• IMPORTANT:  in order to record the “stay home deduction from pay” as a pre-tax deduction, a signed 

agreement with specific language to this effect must be on file.

Tax Protection:  
• If world-wide taxes > stay home taxes, then the Company will pay the excess and gross it up.  
• If world-wide taxes < stay home taxes, then the employee keeps the windfall
• Generally deployed when the employee is on host payroll

Laissez-Faire:
• “do nothing”  or "leave alone" 
• The employee is on their own for taxes

34 www.glomotax.com l info@glomotax.com l



Tax Policies are not the law

• Tax Equalization and Tax Protection are Company 
policies, not to be confused with actual tax laws.  
Companies use them to incentivize employees to move 
from one jurisdiction to another.  

• These policies are generally memorialized in an 
“assignment” or “relocation” letter that is signed by the 
company and the employee.
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Question…

What are Zillions options for sending Allison to the 
UK?

A. Move to UK payroll & UK employment contract

B. Move to UK payroll / Remain on US employment  

contract

C. Remain on US payroll & US employment contract
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Option A: Move to a foreign payroll

• Move the employment contract to foreign entity

• Report all compensation in foreign jurisdiction in accordance with their laws and 
withhold applicable income and social taxes.

• Terminate from US payroll

• Move stock options and RSUs with the employee

• TAX IMPACT:  100% taxable for UK income and Social tax + Excess US federal tax

• Good set-up for Laissez-faire

• CAVEAT:  Trailing Liabilities caused by Multi-year Compensation (i.e. Stock Options 
and RSUs) will require continued US reporting and withholding
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Option B: Remain on US contract but move to 
foreign payroll

• Employee is paid from foreign payroll and foreign taxes are being withheld.
• US shadow payroll:  Report 100% of all compensation on US payroll

• No federal withholding if § 31.3401(a)(8)(A)-1 Remuneration for services performed outside 
the United States by citizens of the United States applies. 

• File Form W-4 ANNUALLY to reduce/eliminate withholding
• Adjust number of exemption claimed (calculated), or 

• State “Exempt”

• Include attachments:
• Form 673:   § 31.3401(a)(8)(A)-1 (a) Remuneration excluded from gross income under IRC §911 

Exclusions, or

• Statement Under IRC Sec 3401(a)(8)(A)(b): Remuneration subject to withholding of income tax 
under law of a foreign country or a possession of the United States. 

• Good set-up for Tax Protection (if so desired)
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Option C: Remain on US payroll (and contract)

• Report 100% of all compensation on US payroll

• No federal withholding if § 31.3401(a)(8)(A)-1 Remuneration for services performed outside 
the United States by citizens of the United States applies. 

• Then, file Form W-4 ANNUALLY (same as Option B)

• Good set-up for Tax Equalization (if so desired)

• Note regarding CALIFORNIA STATE. If employee 

• remains a resident of CA, 100% of wages must be reported to CA with full withholding.  

• breaks CA residency, employee should submit form DE-4 EMPLOYEE’S WITHHOLDING 
ALLOWANCE CERTIFICATE

• https://edd.ca.gov/pdf_pub_ctr/de4.pdf

• Last NOTE:  each state has different rules, so it is important to check
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https://edd.ca.gov/pdf_pub_ctr/de4.pdf


Question..

If Zillions wants to minimize its costs, should they send Allison 
to the UK as:

A. a local hire (i.e. UK employment contract and UK payroll),

B. a tax-protected assignment (US employment contract, UK 

payroll), or

C. a tax-equalized assignment (US employment contract, US 

payroll, UK secondment and UK shadow payroll).
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26 U.S. Code CHAPTER 21— FICA 
(FEDERAL INSURANCE CONTRIBUTIONS ACT)

• 26 U.S. Code § 3101 - Rate of tax
• (a) Old-age, survivors, and disability insurance (aka Social Security)

• 6.2% of the wages (as defined in section 3121(a))  wrt employment (as defined in section 
3121(b)) – paid by each employee and employer

• (b) Hospital insurance (aka Medicare)
• (1)  1.45% – paid by each employee and employer
• (2)  plus 0.9% – paid by employee, only - on wages where wages exceed 

• (A) $250,000 for MFJ
• (B) $125,000 for MFS, and 
• (C) $200,000 for Singles or HOH.

• (c) Relief from taxes in cases covered by certain international agreements
• During any period in which there is in effect an agreement entered into pursuant to section 

233 of the Social Security Act with any foreign country, wages received by or paid to an 
individual shall be exempt from the taxes imposed by this section to the extent that such 
wages are subject under such agreement exclusively to the laws applicable to the social 
security system of such foreign country.
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Totalization Agreements THEORY

• Two main purposes: 
1. Eliminate dual Social Security taxation, the situation that occurs when a worker 

from one country works in another country and is required to pay Social Security 
taxes to both countries on the same earnings. 

2. Help fill gaps in benefit protection for workers who have divided their careers 
between the United States and another country.

• Compensation subject to social security and Medicare taxes may be exempt under 
one of these agreements. 

• SSA.gov/international
• Pub. 519, U.S. Tax Guide for Aliens.
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Totalization Agreements APPLICATION

• To eliminate dual Social Security taxation, 
• the home entity applies for a CERTIFICATE OF COVERAGE (CoC) with its social 

security administration
• Once CoC is approved by SSA, send copy to host entity to keep in payroll records 

to substantiate non-withholding.
• In the US, use online Certificate of Coverage service at opts.ssa.gov
• In Europe, the CoC is commonly know as an A1 Certificate

• Non-compliance of obtaining the form can lead to penalties of up to EUR 10K in 
some countries (i.e. Austria)
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Totalization Agreements
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Social Security Agreements (aka “Totalization 
Agreements”):

• Purpose:  avoid double taxation of income with respect to social security taxes. 
• These agreements must be taken into account when determining whether any alien is 

subject to the U.S. Social Security/Medicare tax, or whether any U.S. citizen or resident 
alien is subject to the social security taxes of a foreign country. 

• For taking benefits: 
• All agreements provide:

• United States may use credits from the foreign country to help a person meet the 
minimum coverage requirements for U.S. benefits. 

• Some agreements provide:
• The foreign country can count U.S. credits to help a person meet the minimum length-

of-work requirement for foreign benefits. 
• However, other agreements do not permit the foreign country to count U.S. quarters of 

coverage to help an individual qualify for a foreign benefit. Rather, the length-of-coverage 
requirements for the foreign benefit are simply reduced.
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30 Countries with US Social Security Agreements 
(listed alphabetically)
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Country Entry into Force Country Entry into Force Country Entry into Force

Australia 1-Oct-02 Germany 1-Dec-79 Poland 1-Mar-09

Austria 1-Nov-91 Greece 1-Sep-94 Portugal 1-Aug-89

Belgium 1-Jul-84 Hungary 1-Sep-16 Slovak Republic 1-May-14

Brazil 1-Oct-18 Iceland 1-Mar-19 Slovenia 1-Feb-19

Canada 1-Aug-84 Ireland 1-Sep-93 South Korea 1-Apr-01

Chile 1-Dec-01 Italy 1-Nov-78 Spain 1-Apr-88

Czech Republic 1-Jan-09 Japan 1-Oct-05 Sweden 1-Jan-87

Denmark 1-Oct-08 Luxembourg 1-Nov-93 Switzerland 1-Nov-80

Finland 1-Nov-92 Netherlands 1-Nov-90 United Kingdom 1-Jan-85

France 1-Jul-88 Norway 1-Jul-84 Uruguay 1-Nov-18

IMPORTANT NOTE:  China, India, and Mexico are still notably absent from the list above.

https://www.ssa.gov/pubs/EN-05-10176.pdf
https://www.ssa.gov/international/Agreement_Pamphlets/germany.html
https://www.ssa.gov/international/Agreement_Pamphlets/polish.html
https://www.ssa.gov/pubs/EN-05-10192.pdf
https://www.ssa.gov/international/Agreement_Pamphlets/greece.html
https://www.ssa.gov/pubs/EN-05-10186.pdf
https://www.ssa.gov/international/Agreement_Pamphlets/belgium.html
https://www.ssa.gov/pubs/EN-05-10166.pdf
https://www.ssa.gov/international/Agreement_Pamphlets/slovak.html
https://www.ssa.gov/pubs/EN-05-10167.pdf
https://www.ssa.gov/pubs/EN-05-10184.pdf
https://www.ssa.gov/international/Agreement_Pamphlets/canada.html
https://www.ssa.gov/international/Agreement_Pamphlets/ireland.html
https://www.ssa.gov/pubs/EN-05-10197.pdf
https://www.ssa.gov/pubs/EN-05-10175.pdf
https://www.ssa.gov/international/Agreement_Pamphlets/italy.html
https://www.ssa.gov/international/Agreement_Pamphlets/spain.html
https://www.ssa.gov/international/Agreement_Pamphlets/czech.html
https://www.ssa.gov/international/Agreement_Pamphlets/japan.html
https://www.ssa.gov/international/Agreement_Pamphlets/sweden.html
https://www.ssa.gov/international/Agreement_Pamphlets/denmark.html
https://www.ssa.gov/pubs/EN-05-10183.pdf
https://www.ssa.gov/international/Agreement_Pamphlets/switzrld.html
https://www.ssa.gov/international/Agreement_Pamphlets/finland.html
https://www.ssa.gov/international/Agreement_Pamphlets/netherld.html
https://www.ssa.gov/pubs/EN-05-10199.pdf
https://www.ssa.gov/international/Agreement_Pamphlets/france.html
https://www.ssa.gov/international/Agreement_Pamphlets/norway.html
https://www.ssa.gov/pubs/EN-05-10168.pdf


Hypothetical Pattern #2, revisited

• Sally works as a designer for the Italian based fashion company Mucci
• Sally is a resident/citizen of Italy and does not have US citizenship or a US green 

card.
• In 2020, Sally  

• earned $200,000 in income 
• worked 300 total days as follows:

• 150 days in the US on a NYC project for Mucci’s US subsidiary
• the other 150 days were worked from Italy

• Sally is subject to a deferred compensation plan; she was granted shares in the Italian 
company on January 1, 2020 subject to vesting on January 1, 2023.

• Mucci charged the cost of Sally’s compensation back to the NYC subsidiary
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Question..

• Does Mucci have to.. 
• report 100% of Sally’s 2020 wages in the US?
• withhold federal & NY income taxes and US social taxes?
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Non-US citizens coming to the US

• 26 U.S. Code § 861 - Income from sources within the United States
• (3) Personal services - Compensation for labor or personal services performed in 

the United States; 
• EXCEPT when

• (A) temporarily present in the United States for <90 days during the taxable year, AND
• (B) US source compensation <$3,000, AND
• (C) services performed for foreign company.

• So, this exemption rarely applies in practice due to its restrictions.
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Non-US citizens coming to the US

• If move to US contract and US payroll, 
• Treat the same as US employees, unless 

• US income tax treaty exemption applies
• a Social Security tax exemption applies

• If remain on foreign contract/payroll, US shadow payroll must be 
implemented

• Shadow payroll can be run by independent party on behalf of foreign employer, 
or, most commonly, is implemented by US entity of the foreign employer.

• Remit US federal and state income tax withholding
• Remit US social tax withholdings, unless we have CoC.
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Income Tax Treaties (“Treaties”): 

• Purpose:  avoid double taxation of income with respect to federal income taxes. 
• The United States has tax treaties with a number of foreign countries. 

• Residents (not necessarily citizens) of foreign countries
• Taxed at a reduced rate or exempt from U.S. taxes on certain items of income from sources within the 

United States. 
• Reduced rates and exemptions vary among countries and specific items of income. 

• Residents or citizens of the United States
• Taxed at a reduced rate or exempt from foreign taxes on certain items of income from sources within 

foreign countries. 
• Most US income tax treaties contain "saving clause"

• prevents a citizen or resident of the United States from using the provisions of a tax treaty in order to avoid 
taxation of U.S. source income.

• Some states of the United States, including California, do not honor the provisions of tax 
treaties.
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67 US INCOME TAX Treaties in effect 
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Armenia Bulgaria Finland Indonesia Kyrgyzstan Netherlands Russia Tajikistan United 
Kingdom

Australia Canada France Ireland Latvia New Zealand Slovak 
Republic Thailand Uzbekistan

Austria China Georgia Israel Lithuania Norway Slovenia Trinidad Venezuela

Azerbaijan Cyprus Germany Italy Luxembourg Pakistan South Africa Tunisia

Bangladesh Czech Republic Greece Jamaica Malta Philippines Spain Turkey

Barbados Denmark Hungary Japan Mexico Poland Sri Lanka Turkmenistan

Belarus Egypt Iceland Kazakhstan Moldova Portugal Sweden Ukraine

Belgium Estonia India Korea Morocco Romania Switzerland USSR



Taking a Treaty Position on a US Tax Return

A taxpayer takes a treaty-based return position by maintaining that a treaty of the 
United States overrules or modifies a provision of the Internal Revenue Code and 
thereby causes (or potentially causes) a reduction of tax on the taxpayer’s tax return.

Most Common Treaty Positions for Employee Compensation Taxation:
• “Tie-Breaker” Clause:  determines which country can claim a taxpayer as a resident
• “Dependent Services” or “Income from Employment” Clause:   determines whether a business 

trip to another country is taxable in that country
• Includes famous 183 day rule – BUT ALSO
• Must be on home payroll – AND ALSO
• Cost not borne by Host Country entity – and sometimes:

• Economic Employer Rule
• “Relief From Double Taxation” Clause – many treaties allow re-sourcing of income 
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Taking a Treaty Position on a US Tax Return

• Form 8833 - Treaty-Based Return Position Disclosure Under Section 6114 
or 7701(b)

• Generally, a taxpayer who takes a treaty-based return position must disclose that 
position, unless reporting is specifically waived, for example:

• That a treaty reduces or modifies the taxation of income derived by an 
individual from dependent personal services, pensions, annuities, social 
security, and other public pensions, as well as income derived by artists, 
athletes, students, trainees, or teachers; 

• That a Social Security Totalization Agreement or Diplomatic or Consular 
Agreement reduces or modifies the income of a taxpayer
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Question..

• Mucci has to report 
A. 50% of Sally’s 2020 wages in the US and withhold federal & NY income tax on 

50% of her wages
B. 100% of Sally’s 2020 wages in the US and withhold federal and NY income tax 

on 50% of her wages 
C. none of Sally’s wages, she is exempt under the treaty for both Federal and NY 

income taxes
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International Annual Payment Summaries 
(select countries)

• Australia – PAYG payment summary
• Canada – T4 slip
• China – monthly IIT reports, added up
• Germany – Income tax certificate (Lohnsteuerbescheinigung)
• Japan – Japanese tax statement (Gensen-Choshu-Hyo)
• Mexico – Form 37, Annual Constancy of Wages and Salaries (Constancia de sueldos, 

Salarios)
• Philippines – BIR Form 2316
• Singapore – IR8A
• Switzerland – Salary Certificate
• United Kingdom – Form P60
• United States – Form W-2
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Contact

Claudia A. Howe, CPA

Claudia.Howe@glomotax.com

+1.408.219.8864
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