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It’s often stated that the cost of a typical 
assignment is somewhere between two 
and five times that of local hire status. 
In recent years businesses have focussed 
on reducing the cost of an assignment. 
This has been through a mixture of 
shorter assignments, commuter assign-
ments, variable and usually reduced 
assignment packages and planning.

Planning invariably involves matters 
such as remuneration structuring, tim-
ing of assignments and tax planning.   
All too often social security planning is 
forgotten and may be little more than an 
afterthought. This can be both danger-
ous and expensive.

Social security is more 
complex than tax
For international assignees social security 
is in some respects more complex than 
tax.  The primary reasons for making such 
a statement are as follows:

There is usually an employee as well as •	
an employer element to social security
The aims of the employee and the •	
employer may vary
Dual social security liabilities can arise, •	
potentially without relief
Voluntary contributions can be made •	
in some circumstances
Social security benefits may result from •	
contributions made
Access to healthcare may be dependent •	
on social security contributions.

Tax is easy by comparison
In most cases the above scenarios do not 
arise with tax:

The tax arising from employment •	
income is the liability of the employee.  
There is usually no employer element
Rarely will the aims as to the level of tax •	
paid vary for the employer in compari-
son with the employee
Double or unilateral taxation relief will •	
usually apply
Voluntary tax is relatively unheard of •	
(although a number of famous wealthy 
US individuals seem to be suggesting 
this) 
Whilst all taxes ultimately fund social secu-•	
rity benefits, entitlement to them does not 
usually arise from payments of tax
Whilst taxes may ultimately fund •	
healthcare, entitlement to treatment 
may not arise from payments of tax.

Employee and employer 
elements of social security
When calculating the social security lia-
bility there is usually two elements, the 
employee and the employer liability.  

The rates of contributions between 
the two may be similar in some countries 
but can vary significantly in others.  For 
example, in the UK the rate of National 
Insurance Contributions (NIC’s) is dif-
ferent between that of the employee 
and employer.  For the employee, once 
earnings exceed a ‘lower earnings limit’ 
a rate of 12% generally applies through 
to the ‘upper earnings limit’, which once 
breached a lower 2% rate then applies 
on the excess without limitation. For 
the employer once earnings exceed the 
‘lower earnings limit’ a flat rate of 13.8% 
applies without limitation.  The US 
used to have similar rates for employee 
and employer, although there is now a 
variation with employees in 2012 paying 
4.2% and employers 6.2%.  The level 
of earnings to which these rates apply is 
capped at US$110,100.  Additionally, 
Medicare contributions are payable by 
both employee and employer at a rate 
of 1.45% uncapped.  Larger variations 
apply particularly within Europe where 
the employer contribution may be a 
multiple of the employee’s and where 
employer uncapped contribution rates of 
approximately 40% can be reached. 

Complexity is further added as there 
is often different component elements to 
contributions for example, old age pen-
sion, unemployment insurance, health 
insurance, nursing care insurance and 
disability insurance to name but a few.  
Different rates of contribution may apply 
with earnings caps varying or alterna-
tively contributions being open-ended. 
It is also feasible that different rates may 
apply depending on the specific location/
region within a country as, for example, 
with China and Germany.  

As readers will quickly realise from the 
above, determining the liability for the 
employee and employer in one country 
can be complex enough, without adding 
a cross border element. 

Employee at odds with their 
employer – cost versus 
benefit issue
Employee contributions are typically 

cheaper than the employers’ contributions 
and may be capped, whereas the employ-
ers’ contribution is often uncapped.   Ben-
efits can arise from the contributions 
paid, usually related to those which the 
employee alone pays as opposed to the 
employers’ portion, which more often 
than not is in reality simply a ‘tax’. Ben-
efits receivable vary widely from coun-
try to country and individuals therefore 
consider what they are paying in com-
parison with what they may receive.  In 
many cases the major benefit is a govern-
ment/state pension but other benefits 
may also derive from the contributions 
made.  However, the employer may only 
be focussed on their cost.   

This creates potential for conflict.  
What is best for the employee may not 
be best for the employer and vice versa.   
As the liability of the employer usually 
follows that of the employee, it is impor-
tant to determine where the employee 
liability arises with any cross border 
move.  In some instances variations to 
for example, the length of the assign-
ment, the contractual employer and the 
place or extent of duties performed will 
alter where the employee liability arises 
and, consequently, that of the employer.

When discussing tax, this potential 
conflict between employee and employer 
arises less frequently with the parties 
both generally seeking to reduce the 
overall tax burden.   

Further complications to the 
cost/benefit analysis
Further complexity is added to consid-
eration of social security as it is possible 
in some cases for individuals to pay vol-
untary social security. For example, both 
the UK and France will accept voluntary 
payments.  Such payments may preserve 
or enhance entitlement to both short and 
long-term state benefits.  In the UK pay-
ment of voluntary contributions is an 
employee only liability and is relatively 
cheap.  Contributions in France are a lot 
more expensive by comparison but then 
the benefits are typically much better. 

When considering potential benefits 
another complication that arises is that 
often the major benefit is the state pen-
sion which will not be paid until even-
tual retirement sometime in the future.  
It is well known that many government 
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between countries which have signed 
social security agreements for the avoid-
ance of dual contributions.  

In particular, there are specific provi-
sions within the EU regulations that 
deal with cross border assignments and 
multi-state workers.  These tend to place 
the social security liability in the home 
country but the necessary certificate 
(A1) must be applied for and approved 
by the relevant authorities.  The same is 
true where countries have social security 
agreements.  For example, social security 
agreements exist between the UK and 
the US, and with Canada & Japan etc. 
These typically work to ensure a liability 
arises in only one location. 

Where interacting countries do not 
have a social security agreement then 
the domestic social security legislation of 
each country needs to be reviewed and 
this can sometimes lead to a dual social 
security liability.  

This can occur for example with a 
UK national being seconded to India or 
China for a three year period but remain-
ing as an employee of the UK entity 
throughout. In both instances a charge 
to UK and non UK social security arises 
for the first 52 weeks of the assignment 
with host location liabilities only pay-
able thereafter. There is usually no scope 
to offset social security liabilities due in 
one country against that due in another.  
This can result in a dual liability and, 
invariably, the employee will look to the 
employer to settle this. 

Choosing where to pay social 
security
Social security liabilities will more usu-
ally only be payable in one location. By 
varying aspects of the assignment it may 
be possible to vary the location of the 
payment or limit the potential for dual 
liabilities.  For example, in the above 
scenario of the UK national going 
to India,  changing the contractual 
employer from the UK to the Indian 
entity from the outset would avoid the 
continuing 52 week national insurance 
liability in the UK for both employee 
and employer.  Many employees sent to 
work in the Middle East, where typi-
cally there is no social security, change 
employers from a UK entity to a non 
UK entity for the duration of the period 
outside the UK thus legitimately avoid-
ing employee and employer UK national 
insurance for the first 52 weeks, a liabil-
ity which would otherwise arise with 

schemes are short on funding and are 
subject to change in terms of either the 
retirement date and/or the level of ben-
efit to be paid.   Who knows what will 
payable long into the future for contri-
butions payable now?

The availability of, and access to, 
healthcare is often affected by the pay-
ment location of social security contri-
butions. Individuals and their families 
are sometimes very concerned to ensure 
they have the right of consultation and 
access to treatment in their home loca-
tion.  Whilst private medical coverage 
can address all concerns, this whole sub-
ject matter raises emotive issues for many 
international assignees. 

All of these factors influence the deci-
sion as to where contributions are pay-
able and where benefits are receivable.  
Some of the potential benefits are intan-
gible or impossible to calculate and this 
makes it harder to compare the relative 
cost and benefit of payment of contribu-
tions in different countries for interna-
tional assignees.

The dual liability issue 
The general rule for tax is that it is pay-
able where you work. However, the coun-
try where an individual is tax resident will 
broadly tax worldwide income regardless 
of the working arrangements.  This may 
lead to double taxation as two countries 
are taxing the same income.  If there is a 
relevant double tax treaty this will provide 
clear steps as to which country has the 
taxing rights and how any double taxa-
tion is remedied.  Otherwise it is down 
to the domestic law of each location to 
facilitate relief with unilateral tax relief or 
an exemption of some description usually 
being available.  

There are numerous double taxation 
agreements with constant ongoing nego-
tiations worldwide for many more. It is 
relatively rare for eventual double taxation 
to occur, although there may be a period 
where the individual is out of pocket from 
a cash flow perspective because of local 
tax withholding requirements.  

Social security usually works a little dif-
ferently to tax.  Although the same basic 
rule applies in that social security is due in 
the country where the work is performed, 
social security legislation tends to override 
this to ensure it is only paid in one coun-
try at any one time.  

This is especially true within the EU 
(including Switzerland which has adopted 
the EU social security regulations) and 

an assignment and continuing UK 
employment.   Naturally changing the 
contractual employer can have a wider 
effect on, for example, employment 
rights and benefits/pensions. It is essen-
tial that all issues are considered.       

Variations to the length of the assign-
ment and the place or extent of duties 
can also impact where the employee 
liability arises and, consequently, that of 
the employer.  For example, a three year 
assignment within the EU may result in 
social security liability arising in a differ-
ent country than an individual on a two 
year assignment.  

The variable social security rates and 
potential earnings caps applying both 
within the EU and beyond make it 
worthwhile calculating the cost and 
considering social security planning pos-
sibilities in conjunction with tax plan-
ning.  All too often the focus is on tax 
although the social security impact can 
far outweigh potential tax savings.

Summary
In summary, social security should 
not be forgotten.  Do remember that 
there may well be an impact on ben-
efits but effective social security plan-
ning can help both the employer and 
the employee.  Remember also that, as 
with tax, the existing rules are frequently 
being adapted so do check with your 
adviser for the latest position.

If you have any questions on 
International Taxation please visit 
our stand at The 2013 Corporate 
Relocation Conference & Exhibition 
on Monday 4th February 2013.


