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In focus: tht is the best location for

a Global Employment Company?

The choice of location for Global Employment Companies
(GECs) has an enormous impact on its operational success,
and also on the assignees and Senior Executives that the
GEC employes. Let’s look at the key factors that highlight the
importance of choosing the right location for GECs:

Political stability and legal System: The political stability and legal
system of potential GEC locations should be a starting point.
Stability and predictability, as well as the protection of property
rights and contract enforcement are all crucial consideration
for long-term sustainability, business continuity and investment
security.

Local Labor Law Compliance

Since the GECisthelegalemployer of any assignees and/or Senior
Executives working in various overseas locations, understanding
and adhering to all applicable labor laws is crucial for GECs
to fulfil employer and employee obligatfions properly. Each
jurisdiction has its own set of regulations governing employment
confracts, minimum statutory entitlements, working hours, leave
entitlerents, and termination procedures. Compliance ensures
legal adherence and fosters positive employer-employee
relafionships. In this context, jurisdictions with a flexible and
friendly employment law framework tend to become preferred
GEC locations. There are many factors to consider, including the
ease of issuing employment contracts to foreign staff, as well
as the ease of terminating the GEC contract without incurring
onerous end of contract obligations. Other considerations are
mentioned below.
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Social Security Considerations

Navigating social security eligibility and agreements is essential for GECs 1o
provide adequate benefits to employees while ensuring compliance. The GEC
location will determine the Social Security entitlements and obligations applicable
to the company and employees. In fact, Social Security considerations may
become a critical consideration for some assignees when considering whether
to accept a GEC employment contract. When choosing a GEC location, it is
essential to understand the Social Security costs and benefits involved, as well
as the Totalization Agreements that would be available to assignees of various
nationalities deployed overseas. A careful analysis of the Social Security aspect
of GEC locations, could help organizations mitigate risks and avoid the need of
having to provide supplemental benefits and allowances to compensate the
employee for lost contributions, which may prove expensive and administratively
complex.
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Tax Treaties and Corporate Tax Rates

Tax considerations can  significantly impact the financial
status of GECs. Leveraging tax treaties between countries
can help minimize tax burdens and optimize tax planning
strategies. Understanding corporate tax rates applicable o
profits generated by the GEC (if any) is essential for financial
planning and compliance with tax regulations. It is therefore
important to consider the country’s corporate tax rates,
incentives for businesses, VAT/GST rates, and withholding taxes.
In this context, it is also important to remember the importance
of internal cost-recharging, including the adherence to
Transfer Pricing rules, as well as Base Erosion and Profit Shifting
principles (BAPS), already outlined in an earlier issue of this
newsletter. In addition, as mentioned in the March 2024 issue
of this newsletter, establishing the GEC in a location that is
considered a “tax haven” may lead to additional scrutiny and
reporting requirements.

Labor Unions and Collective Bargaining Agreements

It is important to remember that in some locations there are
Collective Bargaining Agreements (CBAs) that may affect
specific industries, functions or salary levels. The presence
of such CBAs can influence labor relations and operational
dynamics for GECs, with an potential impact on contractual
conditions, costs, and administration. Therefore, when selecting
a GEC location it is essential to explore whether any CBAs
would be automatically applicable to some of the assignees
employed by the GEC.

Ease of entity setup and Corporate Governance

When considering the establishment of a GEC, organizations
are faced with several options, each with its own set of
implications. Once the ideal location has been identified, the
next step is to decide whether to establish a new subsidiary

In focus: What is the best location for a Global Employment Company?

exclusively dedicated to act as the GEC, or whether to use an existing
subsidiary in that location (if there is one) and use it as the GEC. There is
also the option to establish the GEC as a branch of another local or overseas
subsidiary. Each of these options needs to be evaluated carefully in terms of
ease of setup, as well as ongoing Corporate Governance obligations. Factors
to consider include Company Formation procedures, regulatory environment,
requitements regarding shareholder rights, financial reporting standards, and
audit obligations.

Availability of Talent and Infrastructure

GECs need to have “economic substance”, which means that they need 1o
conduct genuine business activities and operations in the jurisdictions where
they operate. This concept is crucial to ensure that a GEC is not merely a “shell”
entity established for the purpose of tax avoidance. This requirement implies the
need to have the appropriate talent and infrastructure in the GEC'’s location,
whether in-house, or partially outsourced. Hence, choosing a location with @
skilled talent pool and adequate infrastructure (or the support of a third-party
with talent and infrastructure in the right location) fosters operational efficiency,
innovation, and scalability. Being part of a thriving business ecosystem facilitates
collaboration, knowledge sharing, and market growth.

Several other factors can be included in the evaluation of an ideal location for
a GEC. Although some locations are more commonly selected than others, the
right choice can vary between organizations depending on their key home and
host locations, assignee nationalities, Mobility policies, and other considerations.
By meticulously evaluating these factors and aligning them with organizational
goals, GECs can be established in the ideal location and support sustainable
infernational growth and global competitiveness to multinational organizations.

If you are evaluating the feasibility of a GEC and would like some guidance

on how to approach it, please feel free to reach out to an ITX consultant.
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