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In brief 

The OECD Secretariat’s recent announcement and initial analyses provide guidance on interpreting the 

tax implications of the COVID-19 crisis relating to dislocated cross-border workers. Many businesses 

have been watching for signs of global cooperation and the OECD has made a significant step towards 

this goal, calling on countries to “mitigate the potentially significant compliance and administrative costs 

for employees and employers” as well as “alleviate the unplanned tax implications.” 

The OECD references certain countries that have provided relief so far under domestic law – the UK, 

Australia, and Ireland. In the absence of country-specific guidance, the OECD suggests how an 

individual’s tax residency should be evaluated and which country should have the primary right to tax 

government subsidy payments. The OECD generally appears to favor the avoidance of tax complications 

triggered by a worker’s unplanned physical presence, but only for specific scenarios and within existing 

international principles under double tax treaties. As a result, mobility professionals should continue to 

analyze the circumstances to fully ascertain employee/employer tax obligations under existing laws and 

regulations. 

This Insight provides a very high-level overview of these recommendations. 

 

In detail 

What is the guidance regarding tax residency for stranded employees? 

 

OECD guidance: The tax residency of an individual present in a country in which the employee is 

stranded due to COVID-19 generally should not be triggered, as long as there is an income tax treaty in 

place between the countries and tax residence in the ‘home’ country continues. Examples may include 

not only employees working abroad, but also stranded business travelers and employee vacationers, as 

well as permanent transfers who find themselves stranded back in their country of origin. 

Without specific country relief, the OECD explains that such individuals typically can avoid triggering tax 

residency in the place where they are staying temporarily on the basis of residency tie-breaker clauses 

included in most double tax treaties. These provisions require that tax residence in the country prior to 

temporary displacement continues, and are based on a series of ‘tests’ (e.g., relating to the person’s  
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permanent home, center of vital interests, place of habitual abode, and nationality). Thus, no specific additional relief may 

be required to avoid residence in the country of temporary displacement.  

The OECD states that a few countries already have implemented separate (non-treaty related) guidance and 

administrative relief. The OECD references new guidance from the UK whereby certain days spent in the UK can be 

disregarded when determining UK residency for an individual. The OECD cites guidance from Australia providing that a 

person in Australia for weeks or months due to COVID-19 will not become a resident for tax purposes. Similar 

dispensations have been provided by Ireland. 

What’s not covered:  The OECD does not suggest additional relief for individual tax and employment tax obligations that 

may exist for such employees as nonresidents of the country in which they are stranded (i.e., their temporary host 

country). The OECD recommends that countries of temporary stays “apply their domestic rules accordingly." As 

nonresidents, employees could be taxable depending on the laws and treaty network of the country concerned. To limit 

tax, nonresident employees and their employers would rely on: 

• domestic/local law thresholds, or potentially any unilateral COVID-19 relief, which so far has been limited 

• the ‘income from employment’ (or similar, e.g., dependent personal services) article of any applicable double tax treaty 

the country of residence might have, which usually limits presence to less than 183 days in a 12-month period or 

taxable year (assuming no host country entity or permanent establishment bears the remuneration). 

It is important to note that the exception provided by the income from employment (or similar) article may not apply if the 

remuneration is related to a PE the entity employing the individual has in that jurisdiction. Currently, there are business 

concerns that workers may be present in a jurisdiction long enough to trigger a corporate-level PE due to travel 

restrictions imposed by national governments and quarantine requirements. The OECD Secretariat also provided 

recommendations regarding this issue. For more information, please see PwC’s recent Tax Policy Alert (April 7, 2020). 

The following are examples of common situations that may continue to generate unexpected compliance obligations for 

dislocated employees and their employers:   

• Business travelers, employee vacationers, and others stranded in another country and now teleworking for a few 

months still may be exposed to individual tax and employment tax in the host location as nonresidents. 

• Stranded employees who exceed the 183-day (or similar) limit for exemption under the dependent personal services 

clause of many income tax treaties may not be offered any special COVID-19 concessions. Such persons and their 

employers may attract individual and employer tax obligations under local laws when they exceed such 183-day 

threshold (retroactively to periods that may have started prior to being ‘stranded’).   

• New hires who were supposed to start in a new country, but whose transfers are delayed and are temporarily working 

from their home country, typically will continue to be taxed in the home country and exposure to tax in the new country 

often will be delayed (for the individual and employer alike). The employer may not be ‘set up’ to handle payroll tax 

obligations they now may have in the country from which the individual remains in unexpectedly, and inadvertently may 

start withholding in the new country prior to relocation of the employee (where work is performed in the home country 

prior to relocation). 

• Employees temporarily doing their job from a separate location may receive no relief with respect to primary or 

temporary country taxation and employers may not be set up to handle obligations in the temporary location or to 

suspend withholding obligations in the primary location. The employer may need to find a way to refund excess 

withholding tax to the employee. 

• Even where treaty or COVID-19 concessions may apply, they may not cover all relevant tax obligations (e.g., state, 

provincial, city, social security, etc.). 

The OECD is working with countries to mitigate the unplanned tax implications and potential new burdens arising due to 

effects of the COVID-19 crisis. 

https://www.pwc.com/gx/en/tax/newsletters/tax-policy-bulletin/assets/pwc-oecd-and-countries-address-corporate-residency-and-pe-issues.pdf?WT.mc_id=CT2-PL200-DM2-TR2-LS1-ND30-TTA9-CN_TX.KM.NL.TPA-OECD-04FY20-emaillink&elq_mid=21357&elq_cid=2560298
https://www.pwc.com/gx/en/tax/newsletters/tax-policy-bulletin/assets/pwc-oecd-and-countries-address-corporate-residency-and-pe-issues.pdf?WT.mc_id=CT2-PL200-DM2-TR2-LS1-ND30-TTA9-CN_TX.KM.NL.TPA-OECD-04FY20-emaillink&elq_mid=21357&elq_cid=2560298
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Should tax residency change for workers who come back home? 

OECD guidance:  The OECD describes what happens in the potentially more common situation where an employee is a 

resident of their current work country, but they temporarily return to their previous home country because of COVID-19. 

The OECD lends their support to the argument that a temporary dislocation should not trigger a change in residency 

under an applicable double tax treaty so long as tax authorities, in applying the treaty tie-breaker provisions (e.g., the 

center of vital interests or habitual abode tests), look at individuals' settled routines over a long enough period of time – 

longer, that is, than the temporary COVID-19 crisis. 

How should government subsidies be taxed?  

OECD guidance:  If a double tax treaty applies, government wage/stimulus subsidies paid to employees who are forced to 

return home from their assignment abroad and temporarily not work should be taxable in their assignment country where 

they previously worked (i.e., where the employment had been exercised). For example, if an employee used to work and 

be liable to tax in a host country but is now sheltering in place back in their home country without working, their 

government subsidy should continue to be taxed in the host location where they used to work, similar to their former 

salary. 

The OECD bases this view on their interpretation that such government subsidies are akin in character to termination 

payments and hence were earned where the employee used to work. As a result, the location where work otherwise 

would have occurred should continue to tax these amounts. 

The takeaway 

The OECD is encouraging countries to work together and provide tax relief to displaced employees and their employers. 
While the OECD guidance as to interpretation of existing treaty rules is welcomed, it does not modify existing laws. 
Mobility professionals should continue to review their specific mobility populations to ascertain their tax compliance 
requirements under current laws and obligations. They also should track regulatory developments in those countries in 
which they have mobile workers, as others may follow the lead of the UK, Australia, and Ireland. 
 
The OECD noted it is urgently working on other related concerns, suggesting that other guidance may be forthcoming. 
 

To explore the latest COVID-19 tax, legal, and economic responses by territory, please see PwC's on-line tracker. Select 

multiple countries/regions and topics to compare. 

 

  

https://www.pwc.com/gx/en/services/tax/navigate-the-tax-measures-in-response-to-Covid-19.html?c=
https://www.pwc.com/gx/en/services/tax/navigate-the-tax-measures-in-response-to-Covid-19.html?c=
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