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International Assignment Contracts and Payroll:  
A Guide for U.S. Employers  

By Tim Burgess, Shield GEO 

Tim Burgess has over 20 years’ experience working with the employment 
and payroll of international assignees. He is a co-founder of Shield GEO, an 
outsourced employment platform that covers 90 countries. He has a 
Bachelor of Science from Sydney University majoring in Geography and 
Psychology. 

 
 
Companies use various approaches to managing their global payroll. Some companies 
handle their global payroll through in house resources, while others use external 
vendors, and even others follow a hybrid approach. One of the primary considerations 
in determining how a company will manage its global payroll is determining how it will 
structure contracts and payroll for international employees, and what effect that may 
have on taxation, local compliance and operations.  

Prior to actually committing to a particular payroll and global assignment contract 
approach, employers should evaluate three key factors in each of the jurisdictions 
where they operate: 

• Host country regulatory compliance, 
• Immigration requirements, and 
• Permanent establishment risk. 

It is worthwhile to have an in depth understanding of each of these factors and how 
they might affect the selection of an assignment contract and a payroll method in a 
specific country. Ultimately, the laws of each foreign jurisdiction will have an influence 
on both payroll and the terms of employment agreements. 

Host Country Regulatory Compliance: Employment, Tax and Payroll  

Either home or host country regulations might eliminate one or more of the payroll 
options available and will affect the potential structure of the employment contract.  

Statutory compliance ranks as the number one global compensation challenge with 23 
percent of respondents to a recent survey mentioning it as a key issue for human 
resource departments.1 Country enforcement agencies are increasing their scrutiny of 
company compliance with local regulations, particularly in the area of tax. Therefore HR 

                                                        
1 http://www.ey.com/GL/en/Services/Tax/Human-Capital/Global-Mobility-Effectiveness-Survey-
2013---Your-talent-in-motion 

http://shieldgeo.com/ourteams/tim-burgess/
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managers must keep abreast of and pay attention to local regulations in each 
jurisdiction in which they operate. 

Running payroll from the home country for medium to long-term international 
assignees or those on work visas is an on-going challenge for employers. These 
individuals may be considered a tax resident in the foreign jurisdiction, and be subject to 
local tax, local tax withholding, and social security contributions. Also, the regulations of 
certain countries may be problematic when it comes to running a dual payroll. This is 
particularly the case when local laws requires that salaries be paid in a particular format 
or currency.  

Two examples of country-specific limitations are: 

• China does not allow leave without pay, so for Chinese nationals going on an 
international assignment, the approach of using a dual payroll and ‘hibernating’ 
home country employment is not recommended.  

• Algeria’s currency controls make it difficult to transfer or exchange the dinar for 
other currencies. A home country payroll is thus more appealing in order to 
avoid leaving employees with large amounts of host country currency which they 
cannot repatriate.  

Immigration Requirements 

Expatriate employees typically must have visas and work permits for the country in 
which they are working unless there is some specific business visa treaty between the 
home and host country.2 In particular if the employee is performing work activities or 
staying in the host country for an extended period, a work permit is normally required. 

The most common rule for visas and work permits is that a locally registered entity must 
sponsor the visa. The entity will generally need to meet certain criteria in terms of its 
activities and corporate history. For example, Turkey requires employers to employee at 
least five Turkish nationals for each foreign national.3  

The local entity may need to apply for a sponsorship license and be subject to regular 
inspection and reporting to the immigration and tax authorities. In addition, the entity 
will be responsible for the foreign nationals while they are in the host country. For 
example, the sponsoring employer must ensure the employee is employed and paid 
according to host country regulations, and that they enjoy all the rights accorded to 
them under host country employment law. They may also have to cover the costs of 
repatriating the worker at the end of the assignment.  

                                                        
2 http://travel.state.gov/content/visas/en/employment/treaty.html 
3 http://www.bcct.org.tr/wp-content/uploads/PwC-CI2014-Turkey.pdf 
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This presents an obvious barrier to running a home country payroll and employment 
contract remotely. By doing so, the company could be in violation of host country 
employment laws, subject to penalties or even be prevented from engaging in business 
activities.  

An additional consideration in attempting to run a home country payroll is the potential 
that a visa may have salary requirements attached to it and must be paid via local 
payroll. For example, in Singapore workers must be paid the salary listed on their work 
permit even if the work rate changes for some reason.4   

For shorter business trips, the use of business visas is preferred by many companies due 
to the ease of application and lower cost. However, there are limitations on the types of 
business activities allowed, and the short-term business visa is rarely sufficient to payroll 
an employee in the host country. Nonetheless, the business visa is often used to 
circumvent more onerous immigration requirements for expatriate employees, 
especially if they are making frequent return trips to the home country. In this case it is 
important to monitor each employee’s accumulated time in the host country and 
ensure that host country tax residency is not triggered. 

Permanent Establishment Risk 

A multinational company that has employees in a foreign country must consider the 
potential of creating permanent establishment (PE) through the employees’ activities. 
The importance of PE to a corporation is the fact that if a company has a PE in a country, 
the country may have the right to tax the business. This means that if there is PE, the 
revenue created in the country may be subject to a local corporate tax.  

The crucial issue in each country is what type of business and employee activity will 
trigger PE, and whether the payroll and contractual structure will have an effect. In 
some countries like China the definition of what triggers PE is very broad, and the risk of 
PE is present for any type of employee activity.5 For example, under the Chinese Service 
PE definition, even consulting activity will be sufficient to trigger PE in that country if the 
activity occurs for an aggregate of 183 days in one 12-month period. 

The tax effect of PE is of particular concern to corporations that may have only limited 
or exploratory activity in a country. However, even corporations with large populations 
of international workers are increasingly considering the global employment companies 
(GEC) approach to reduce PE risk. According to Baker & McKenzie, outsourcing 
employment and payroll through a third party, for example a Global Employment 

                                                        
4 http://www.mom.gov.sg/faq/work-permit-for-foreign-worker/can-i-pay-my-foreign-workers-less-
than-the-salary-declared-in-the-work-permit-application-if-they-have-worked-less-eg-because-they-
are-paid-on-a-piece-rate 
5 http://www.china-briefing.com/news/2013/05/15/triggering-permanent-establishment-status-
in-china.html 
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Organization (GEO), should avoid the potential for PE as long as the employee does not 
exercise “contract-concluding authority.”6  

Structuring Payrolls and Contracts: Five Main Approaches 

When a multinational company assigns an employee to work abroad, there are several 
ways to structure both the contractual and payroll arrangements. No single method is 
optimal in every situation, and choice of method will depend on the company’s 
presence and commitment to the host country, as well as existing employee 
relationships, preferences and benefits. Cost also continues to be one of the largest 
hurdles for implementing any method. 

According to one study by EY, fully half of companies simply rely on their historical 
practice and what has worked in the past. The study points out: “if little has changed in 
the way of business strategy, size, geographic scope, acquisitions or mergers over the 
past several decades, then this may be a perfectly appropriate response. In reality, 
however, relatively few organizations can make that claim.”7  

Method 1: Maintain Payroll in Home Country 

The most straightforward method in terms of human resource management is to have 
the employee under contract and on the home country’s payroll, just as with other 
domestic employees. Although the employee is actively working in the host country, 
their employment is managed without any changes in benefits or seniority.  

Over a third of international assignments use the home country method, perhaps due to 
its simplicity and the ease of initiating the assignment. In practice the home country 
payroll is fraught with risk for any purpose other than short-term business travel. 

Advantages:  

• A home country contract and payroll allows for ease of management, since the 
company is not complying with new or complex host country requirements. 
Payroll is administered using the human resource system in place and in 
compliance with the home country laws only. 

• The employee will feel a greater sense of continuity and will not risk losing any 
benefits or pension contributions in the home country while on assignment. 

 

                                                        
6http://www.bakermckenzie.com/files/Uploads/Documents/North%20America/DoingBusinessGui
de/Houston/bk_internationallabor_12.pdf 
7 http://www.ey.com/Publication/vwLUAssets/EY-survey-managing-global-
compensation/$FILE/ey-gcs-refresh-survey-report.pdf 
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Disadvantages:  

• The greatest risk of running a home country payroll is that the long-term 
assignee may require a sponsored work permit by a locally incorporated entity, 
which may also bring a requirement for a host country payroll.  

• The host country may have a requirement that people working in the country 
hold a local employment contract or be paid in local currency or through the 
local system. For example, in the United Arab Emirates all salaries have to be 
paid through the Wage Protection Scheme (WPS) which is a government-
regulated system.8  

• Despite the home country employment relationship, there are often social 
security and other payroll compliance requirements in the host country that 
cannot be avoided.  

• Length of stay is crucial in determining the individual’s potential personal tax 
liability in the host country. In some countries there may be tax treaties that 
apply to offset the withholding requirements.  

• As discussed previously, the employee’s presence and work activity in the host 
country could trigger unintended ‘permanent establishment’ for the parent 
company for corporate tax liability purposes. 

Method 2: Shadow Payroll or Payroll Split Between Home and Host Countries 

In this approach, the contractual and employment relationship continues in the home 
country, but a second payroll is also run in the host country. Compensation could be 
allocated in a split or shadow payroll to benefit the employee or employer. All taxation 
and withholding are based on the host country’s statutory requirements, but there is a 

                                                        
8 http://www.mol.gov.ae/newmolgateway/english/wpsGuidelineEng.aspx 

Checklist for Home Country Employment Agreements 

The home country employment agreement is amended to describe the foreign 
assignment, and no local agreement is created. 

The agreement will include items such as: 

 Destination and purpose of the assignment. 
 Responsibilities for visas and work permits. 
 Work hours, vacation, leave and holidays. 
 Remuneration and allowances. 
 Insurance, pensions and other benefits in kind for the assignment. 
 Termination and relocation policies. 
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continuity of benefits and standing in the home country. Split or shadow payrolls are 
used by nearly 30 percent of multinationals for their expatriate assignees. 

Advantages:  

• Employers can use a split or shadow payroll to maintain continuity with the 
employee while also ensuring compliance in home and host country. This 
eliminates the risk of violating host country employment laws. 

• Split payroll may also allow employers to provide a more cost effective 
remuneration package for an employee, by preserving benefits that are unique 
to the home country.  

• Maintaining an element of payroll in the home country can also be an advantage 
for tax deferral and pension contributions, as well as cushioning fluctuations in 
currency exchange rates, and increasing financial security in unstable host 
economies. 

Disadvantages:  

• There may be a need for two employment contracts due to local requirements, 
and the employee’s activity may trigger permanent establishment.  

• The employer and the employee may end up with a substantially higher tax and 
social security burden. 

• The employee will be active in two tax jurisdictions which may complicate their 
personal tax situation in the absence of a tax treaty between the two countries. 

• The home country human resources department must locate a local payroll 
partner to take care of the taxation and withholding for the host country portion 
of compensation. 

 

Checklist for Split Payroll Employment Agreements 

If two contracts are used, then each one should reference the other agreement, as well 
as inter-related terms.  

The agreement will include items such as: 

 A description of the home country benefits that are preserved. 
 Applicability of host country laws and statutory requirements for conditions of 

employment. 
 Selection of a tax residence to avoid double taxation (unless a treaty applies). 
 Allocation of compensation in both the home and host country.  
 Conditions for relocation to the home country and termination of the host 

country employment agreement. 
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Method 3: Payroll in Host Country Only 

This is the simplest solution, where all contractual and payroll relationships are 
transferred to the host country where it is managed for full local compliance. In essence, 
a new employment agreement is initiated, and the home country relationship is 
terminated permanently. Upon relocation or return to the home country, a new 
employment agreement could be signed. 

Advantages:  

• This method provides the greatest opportunity for full compliance with host 
country regulations.  

• Full local payroll also is less complex to run than a shadow or split payroll 
because the payroll is restricted to the host country only.  

Disadvantages:  

• A local payroll may be undesirable to some expatriate employees who may lose 
benefits related to their home employment like security of pension or social 
contributions.  

• If the home employment is terminated employees may also lose any accruals 
related to their tenure such as seniority or share options, although this can 
potentially be addressed in a separate agreement.  

• Local payroll can expose the employer to foreign exchange fluctuations on the 
full balance of employee compensation. Some reference to localization or 
equalization in the employment agreement may be necessary to allocate or 
transfer the burden of cross currency rate exchanges.9 The employee is 
potentially no longer subject to home country jurisdiction and employment 
contract clauses covering issues like noncompetition. This can potentially be 
addressed in a separate agreement.  

  

                                                        
9 http://shieldgeo.com/the-effect-of-exchange-rates-on-expat-salaries/ 
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Method 4: Active Local Employment, Inactive Home Employment 

While this method appears similar to a full local payroll approach, the home country 
employment relationship is placed in dormancy or hibernation rather than being 
terminated and a new employment agreement is formed in the host county.10 The 
suspension of the home country contract and payroll may be a practical approach for 
temporary assignments where repatriation is expected. For example, employees can be 
given leave without pay in the home country while employed in the host country. 

Advantages:  

• The advantage for the employee is an implicit guarantee of continuing 
employment while on assignment abroad, including benefits and employment 
status.  

• In essence, the home country employment agreement is suspended for the 
duration of the assignment, and then revived upon relocation to the home 
country.  

• Full local payroll also is less complex to run than a shadow or split payroll 
because the payroll is restricted to the host country requirements only.  

 

 

 

                                                        
10 http://www.kpmg.com/Global/en/services/Tax/2014-gms-global-mobility-
forum/Documents/international-employment-law-poster.pdf 

Checklist for Local Employment Agreement 

The home country employment agreement is terminated and only a local 
employment agreement is created. 

The agreement will include items such as: 

 All terms for the assignment including wages, benefits and other 
allowances. 

 Clauses that comply with local statutory employment laws regarding 
probation, notice periods, termination and severance. 

 Clauses explaining that pension and social security contributions are 
subject to local laws. 
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Disadvantages:  

• In some cases, the employee may have contractual or statutory rights in both 
countries which can complicate attempts at termination. Generally the host 
country terms will take precedence. 

 

5. Active Employment in Home and Host Country (Dual Employment) 

In dual employment, the employee has a contract in both the home and host country. 
The dual employment approach can offer the greatest flexibility by using split payroll 
methods for both taxation and pension contribution reasons. While this can give rise to 
management complexity for human resources, it probably offers the most options for 
preserving and enhancing employee benefits and any tax advantages between the 
home and host country. 

Advantages:  

• Ensures that local employee contract laws are adhered to, while preserving the 
original employment agreement in the home country. 

Disadvantages:  

• Dual employment can add complexity to payroll, tax and withholding 
requirements, and could give rise to legal rights in both countries for the 
employee. 

• It can incur significant additional expense with tax, social security and other 
statutory contributions in both countries. 
 

Checklist for Home Country Hibernation Agreement 

Because the home country employment agreement is placed in hibernation, a new 
employment agreement is formed in the host country. The new local employment 
agreement should include: 

• Statement that the home country agreement is suspended. 
• Terms of the assignment such as duration, location and extension. 
• Any remaining obligations of the employee in the home country. 
• Home country employer obligations such as payments and benefits. 
• Continuation of the home country pension and contributions. 
• Policy toward host country severance requirements in the event of 

termination. 
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• Administrative burden & cost of running an additional payroll. 

 

 

Special Considerations for U.S. Employers 

A U.S. corporation that is planning any type of global expansion into foreign markets will 
need to carefully evaluate the nature of the employment relationship in the host 
country. The U.S. has some of the most permissive labor and employment laws when it 
comes to contracting, compensating and terminating employees, but many countries 
have more statutory restrictions surrounding the employment relationship.  

This is especially relevant when a U.S. company is engaged in exploratory activity or test 
marketing in a new country, but may find itself legally bound by local employment rules 
that prevent an easy exit. There are a few specific considerations U.S. employers should 
address prior to embarking on an entry into a new jurisdiction. 

Employee vs Independent Contractor 

There are very specific guidelines in the U.S. on the differences between employees and 
independent contractors (IC). Even if a company thinks they are using a contractor, 
certain elements of the work relationship may lead to a misclassification problem for a 
foreign assignment.11 The host country may have its own criteria for classification that 
could be used to establish an employment relationship.  

                                                        
11 http://shieldgeo.com/independent-contractor-vs-employee-classification/ 

Checklist for Dual Employment 

Two contracts are created: one in the home country and the other in the host country. 

The agreements will include items such as:  

 A clause indicating that the home country agreement will preserve the 
existing employment relationship. 

 Clauses in the host country agreement that will detail the terms of the 
assignment and position. 

 Clauses in the host country agreement indicating that local statutory 
requirements are reflected.  

 Clauses in each agreement referencing the other agreement.  
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Some of the misclassification risks for a company include statutory penalties, unpaid 
taxes and insurance and social security contributions. There are also further 
complications for corporates with a presence in California who may have to report to 
the California Economic Development department (EDD) their use of any IC even if the 
IC performs the work abroad.12  

Assuming that an employee relationship is established, there are additional 
considerations depending on what kind of employee is being assigned. Executive or 
management level employees that may be exempt from the U.S. Fair Labor Standards 
Act (FLSA), and may not have the same exemptions in the host country. Failure to 
research local employment laws could lead to violations in areas such as work-hour 
restrictions, notice periods and severance pay. 

How the Offer Is Made and the Contract Is Issued 

U.S. employers may be accustomed to state the terms of employment in a simple offer 
letter, or even a verbal agreement in some cases. However, many foreign jurisdictions 
require a formal, written employment agreement that complies with local labor laws. In 
addition, there may be requirements that the contract be in the native language of the 
host country. If the agreement falls short of statutory employment rules such as notice, 
termination and benefits, then the employer may be in breach and local laws may 
override the terms of the agreement. Any changes to terms of the original signed 
agreement will require the employee’s consent, and cannot be changed unilaterally by 
the employer. 

Handing Difficult or Contentious Contract Terms 

While basic employment contract terms are subject to negotiation and mutual assent, 
more contentious items will have to meet the host country’s statutory requirements. It 
is best to research and include at least the statutory minimums in the employment 
agreement for consistency and to avoid noncompliance issues.  

Examples of these types of employment terms include: 

• Access to and use of proprietary information; 
• Ownership rights for inventions and work product; 
• Non-compete clauses; 
• Probation, notice periods, and termination and 
• Work hours, overtime pay, holidays and leave (such as maternity or sick leave). 

 

                                                        
12http://www.bakermckenzie.com/files/Uploads/Documents/Locations/Dallas/6_dallasglobalsemin
ar_goingglobal_mar11.pdf 
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Case Example: Issues With Noncompetition Clauses 

In the U.S., employees are routinely asked to sign noncompetition agreements when 
beginning employment, especially for highly-skilled, technical or executive level 
positions. Most of the time, these noncompete clauses are not negotiable and are a 
condition of employment. 

However, many foreign jurisdictions do not permit broadly stated noncompete clauses, 
so the employer may have to specify the terms and area of business that the clause will 
control and provide justification for how a breach would adversely affect their business. 
Some countries may even require that the employer pay compensation for the duration 
of the noncompetition term. For example, in the United Arab Emirates, a noncompete 
clause is only enforceable if it is limited by geography, for a duration of up to 24 months 
maximum, and also protects the legitimate interests of the employer.13  

Case Example: Termination and Reassignment 

An employer may also face the daunting situation where a simple reassignment or 
return to the home country could inadvertently violate host country termination rules. 
In some cases, the reassignment could be viewed as an illegal dismissal without cause 
under local statutes.14  

Many countries will have a formal process for termination, including notice periods and 
severance pay. Some instances of dismissal during maternity or sick leave may be 
forbidden altogether, requiring payment for back wages and reinstatement in the 
position. If termination procedures are not properly followed the employer may 
continue to be liable for statutory contributions. Or the employee may pursue action 
against the employer in the host country at some point in the future. 

Summary 

There is no one formula that works for determining how to contract and payroll 
international employees, and the five primary methods discussed above each offer 
advantages and disadvantages. It is significant to note that a full 64 percent of 
multinationals use either home country or split payrolls for their expatriate employees, 
which offer some level of continuity for the employee in the home country. However, 
there is always some level of compliance required with local employment laws, even if 
the home country payroll approach is used. 

U.S. employers in particular need to be aware of the differences in labor and 
employment laws when expanding overseas. The primary emphasis in the U.S. on the 

                                                        
13http://www.mondaq.com/x/164822/Contract+of+Employment/NonCompete+Clauses+Under+UA
E+Laws 
14 http://gulfnews.com/guides/life/law-finance/ask-the-law/uae-labour-law/uae-labour-law-
section-3-the-employment-contract-1.1208190 
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contents of the employment contract is not used in many jurisdictions, where statutory 
employee protections and guarantees may override any contract terms. Specifically, 
exiting the labor market may be far more difficult than expected given the strict notice, 
termination and severance requirements in many countries.  

Many of the issues that multinationals confront when expanding overseas can be 
mitigated by the use of third party employment services, including local payroll 
providers or global employment organizations that can act as the legal employer of 
record. These approaches can significantly reduce the cost and time of employing and 
payrolling staff in a new foreign jurisdiction. 

 

About Shield GEO 
 
Shield GEO is an outsourced employment platform. Companies can use Shield GEO to 
employ, payroll and sponsor their staff in more than 90 countries. Shield GEO becomes 
the direct employer and handles compliance and administration in the host country. 
www.shieldGEO.com 
 
 

http://www.shieldgeo.com/
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