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Covid-19: Tax Treaties and the impact of the COVID-19 crisis

As a result of the COVID-19 pandemic, many cross-border workers are unable to physically perform their
duties in their country of employment. They may have to stay at home and telework or may be laid off

because of the exceptional economic circumstances.

This unprecedented situation is raising many tax issues on how to allocate the right to tax between
countries, which is currently governed by international tax treaty rules that delineate taxing rights.

On 3 April 2020, the OECD Secretariat has issued the guidance on these issues. Below, we present only

a brief overview of the issues covered.

Creation of permanent
establishments

Home office

The exceptional and temporary change of the
location where employees exercise their
employment because of the COVID-19 crisis,
such as working from home, should not create
new PEs for the employer, either because such
activity lacks a sufficient degree of permanency
or continuity or because, except through that one
employee, the enterprise has no access or
control over the home office.

Agency PE

Similarly, the temporary conclusion of contracts
in the home of employees or agents because of
the COVID-19 crisis should not create PEs for the
businesses.

Construction PE

A construction site PE would not be regarded as
ceasing to exist when work is temporarily
interrupted.

The residence status of a company
(place of effective management)

In situations where the treaty contains the pre-
2017 OECD Model tie-breaker rule, the place of
effective management will be the only criterion
used to determine the residence of a dual-
resident entity for tax treaty purposes. The place

of effective management is the place where key
management and commercial decisions that are
necessary for the conduct of the entity’s business
as a whole are in substance made.

A temporary change in location of the chief
executive officers and other senior executives is
an extraordinary and temporary situation due to
the COVID-19 crisis and such change of location
should not trigger a change in residency,
especially once the tie breaker rule contained in
tax treaties is applied.

Cross border workers

Where a government has stepped in to subsidise
the keeping of an employee on a company’s
payroll during the COVID-19 crisis, the income
that the employee receives from the employer
should be attributable, based on the OECD
Commentary on Article 15, to the place where the
employment used to be exercised. In the case of
employees that work in one state but commute
there from another state where they are resident
(cross border worker), this would be the state
they used to work in.

The residence status of individuals

A person is temporarily away from their home
(perhaps on holiday, perhaps to work for a few
weeks) and gets stranded in the host country by
reason of the COVID-19 crisis and attains
domestic law residence there.
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Even if the person becomes a resident under
such rules, if a tax treaty is applicable, the person
would not be a resident of that country for
purposes of the tax treaty

A person is working in a country (the “current
home country”) and has acquired residence
status there, but they temporarily return to their
“previous home country” because of the COVID-
19 situation. They may either never have lost their

If the person is or becomes a resident under such
rules, if a tax treaty is applicable, the person
would not become a resident of that country
under the tax treaty due to such temporary
dislocation. Because the COVID-19 crisis is a
period of major changes and an exceptional
circumstance, in the short-term tax
administrations and competent authorities will
have to consider a more normal period of time
when assessing a person’s resident status.

status as resident of their previous home country
under its domestic legislation, or they may regain
residence status on their return

Disclaimer

Please note that our publications have been prepared for Want more news Ilke th IS?
general guidance on the matter and do not represent a
customized professional advice. Furthermore, because the
legislation is changing continuously, some of the information
may have been modified after the publication has been
released. Accace does not take any responsibility and is not
liable for any potential risks or damages caused by taking
actions based on the information provided herein.
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About Accace

Originally established in Central and Eastern Europe in 2006, Accace ranks among the leading outsourcing
and consultancy providers in this region. We have vast experience with handling small to large scale, multi-
country outsourcing projects and providing comprehensive range of services to over
2 000 customers.

Accace operates internationally as Accace Circle, a business community of Accace branches and our
reliable partners, that provides unified, expert services and streamlined processes under one account
management and shared online platform.

Please visit www.accace.com and www.circle.accace.com for more information.
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