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In focus: Monitoring and managing
Permanent Establishment risks
through GECs

Note: This article provides a generic and high-level overview
of the topic. You are strongly advised to consult a qualified
Tax Consultant to receive relevant advice for your specific
circumstances.

In the complex landscape of international taxation, one of
the key challenges for international organizations is the risk of
creating a Permanent Establishment (PE) in foreign jurisdictions.
Even if a company is not considered tax resident in a particular
country, its activities may trigger tax liabilities if they meet the
criteria for creating a PE. This underscores the importance of
understanding and managing PE risks, especially in the context
of a global workforce.

It is widely acknowledged that, in this respect, GECs can make
life a lot easier by acting as the single entity that employs and
deploys employees of various nationalities, rather than deploying
them from their respective home locations. In addition, the
centralization that is implied in the GEC model usually provides
better visibility and understanding of PE risks. In a survey of 32
companies conducted by ITX in March 2023, 71% of responding
organizations reported that the GEC model had helped them
achieve, or partially achieve, mitigation of PE risk.

A PE typically refers to a fixed place of business through which
a company conducts its operations. Over time, the concept
has evolved to encompass broader activities, including
those conducted through employees, agents or contractors.
For multinational corporations, the risk of creating a PE
arises when employees or contractors perform activities in a
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foreign jurisdiction that exceed certain thresholds set by local tax authorities.
For organizations with employees and contractors working across multiple
overseas jurisdictions, assessing PE risk becomes particularly challenging.
Whether engaged directly by subsidiaries, through Employer of Record (EOR)
arrangements, or as subcontractors, the activities of these individuals may
contribute to the establishment of a PE. Tax authorities often scrutinize these
arrangements, treating all services provided by overseas workers as attrioutable
to the organization, when assessing PE exposure.

While Global Employment Companies (GECs) don’t eliminate PE risk, they usually
deliver streamlined and efficient ways of assessing, monitoring, and managing
such risks within a global workforce. In organizations deploying workers from
diverse home countries to various host countries, the permutations of home-host
relationships can be overwhelming. GECs simplify this process by centralizing
employment under a single legal entity, reducing the number of home-host
permutations to monitor and manage.
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Moreover, GECs maintain centralized information repositories,
facilitating more efficient risk assessment and mitigation
processes. Clear and transparent transfer pricing rules, coupled
with defined cost recharging mechanisms, ensure consistency
and compliance across assignments. These streamlined
processes, managed by expert teams within GECs, enhance
tfransparency and accountability, reducing the likelihood of
inadvertently triggering PEs.

Itisimportant to emphasize that GECs are not tools for tax evasion,
but rather strategic enablers to navigate the complexities of
international taxation and ensuring compliance with relevant
regulations. As organizations expand their global footprint,
leveraging the expertise, resources, and streamlined processes
of GECs becomes imperative for effective risk management, in
today’s inferconnected world.

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 for
a free consultation.
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