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The below developments summarize the various tax rules appli-
cable to cross-border employees working from home (including
in the context of the Covid-19 health crisis). The purpose of this
brochure is to guide employers in the application of those rules
and to assist them in understanding the obligations that might
arise at their level.
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SUMMARY OF TAX RULES

Employers, in case you have cross-border employees
working from home, how will they be taxed? What
will be the impact for you?

General rules

The remuneration of an employee (working in
Luxembourg) residing in one of the neighbouring
countries, received for working days performed outside
Luxembourg (e.g. working from home), is in principle
only taxable in the State of residence of the employee
(as from the first day of work performed outside
Luxembourg). This rule does not apply below a certain
number of days referred to as “tolerance” thresholds.

The “tolerance” thresholds

Employees residing in Germany, Belgium and France
and working from home for a number of days within
an annual “tolerance” threshold remain taxable in
Luxembourg (subject to the applicable provisions in
relation to the avoidance of double taxation). This
«tolerance> threshold varies from country to country,
namely: 19 days in Germany, 24 days in Belgium and
29 days in France. In principle, the number of days is
assessed on an annual basis.

However, when this threshold is exceeded, either due to
work performed from home or due to business trips, the part
of the remuneration relating to working days performed
outside Luxembourg is taxable only in the country of
residence of the cross-border worker. The computation
methods relating to those “tolerance” threstholds vary
depending on the jurisdictions.

Methods to eliminate the double taxation

The taxable salaries derived in Luxembourg can also be
taken into account in the country of residence of the cross-
border worker, under certain conditions. In this respect,
the exemption with progression method is applicable
in Germany. This means that a German cross-border
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employee with max. 19 days of home office per year would
have to declare all of his/her remuneration in Germany,
so that it can be taken into account in order to determine
his/her global tax rate that might be used to tax his/her
German-sourced income. The mechanism is similar in
Belgium.

In France, double taxation is eliminated by applying
a tax credit since the entry into force of the new tax
treaty, concluded with Luxembourg on 1 January 2020.
As such, a French cross-border worker who does not
exceed 29 days of home working per year would be taxed
both in France and in Luxembourg on all of his/her
remuneration, but would be entitled in France to a tax
credit which should be equivalent to the French tax due.

The specific Covid-19 situation

The days worked from home during the period of the
Covid-19 health crisis may not be taken into account for
the calculation of the “tolerance” thresholds, subject to
certain conditions. Luxembourg has in fact concluded
agreements with each of the neighbouring countries, in
order to neutralise the days which were worked from home
exclusively, due to Covid-19 (and to fictitiously consider
them as working days performed in Luxembourg). These
agreements are however temporary and apply only if the
work from home is carried out due to a force majeure (or
similar) related to Covid-19.

Impact for employers

The circumstances described above must be closely
monitored by any Luxembourg employer who has
cross-border workers working from home (or who
make business trips outside Luxembourg). Indeed, the
employer must ensure an appropriate deduction of the
tax withheld on wages, the correct assessment of payslips
and of certificates of remuneration (especially in light of
the automatic exchange of information or in the event of
a wage tax audit).
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FOCUS - TAX IMPACT OF WORKING FROM HOME DEPENDING
ON THE NEIGHBOURING COUNTRY

Working from home of a married cross-border worker (excl. Covid-19), above the

“tolerance” thresholds

Philippe works in Luxembourg but lives with his wife
in one of the neighbouring countries. He does not
have children. He receives an annual gross salary of
EUR 36,000.

Philippe works remotely from his home (outside
Luxembourg) for around 20% of his annual working
time, and does not perform any business trip within
his country of residence nor any other country than
Luxembourg. Therefore, he will exceed the tax
tolerance thresholds, but shall remain affiliated to the
Luxembourg social security system. In this case, he
will be taxed in his country of residence for that part
of his salary corresponding to the time spent working
from home (and exempt in Luxembourg).

KEY DATES

General rules:
Application of the 19, 24,
and 29-days of “tolerance”

thresholds for Germany,
Belgium, and France
(new tax treaty)

General rules:
Application of the 19 and
24-days «tolerance» thresholds
for Germany and Belgium.
Former tax treaty applicable
in France, no “tolerance”
threshold

In this specific case, the resulting tax cost for
Philippe will in principle be:

if he residesin GERMANY |
ifhe residesin BELGIUM [ I

ifhe resides in FRANCE I I

In general, the tax impact for each employee in the
event of exceeding the tolerance thresholds can
be either positive or negative, depending on their
country of residence and their personal tax situation.
A case-by-case analysis is thus always required.

General rules:
Application of “tolerance”
thresholds (unless the Covid-19
agreements are renewed)

MARCH > DECEMBER 2020

> FROM JANUARY 2021

Specific Covid-19 rules:
Covid-19 agreements allow
neutralising the days in home
office for the calculation of
«tolerance» thresholds until
the end of 2020, for Germany,
Belgium and France



TAXATION: CROSS-BORDER EMPLOYEES WORKING FROM HOME / WHAT SHOULD I KEEP IN MIND AS AN EMPLOYER IN LUXEMBOURG?

.lIIIIlEj
L

PRACTICAL CASES

Working from home of a cross-border
employee (excl. Covid-19) within the
“tolerance” thresholds

Home

Working
from home

Family

Facts: John works as a cook in Luxembourg, but lives
with his family in Germany. In order to be able to bring
his children to school more often, he works from home
18 days a year. It should be noted that John does per-
form neither business trips in Germany nor in any other
country than Luxembourg. He wonders if he has to re-
port and be taxed on those days in Germany.

Result: John does not work more than 19 days a yearin
Germany. His salary would therefore remain taxed at
100% in Luxembourg.

However, he should report 100% of his Luxembourg sa-
lary in Germany, which may be considered for the deter-
mination of his German global tax rate.

Working from home of a cross-border
employee (excl. Covid-19) above the
“tolerance” thresholds

Employment

Employee Business  Training  Working

trips from home

Facts: Paul works as an accountant in Luxembourg but
lives in France. In order to limit back and forth trips to
Luxembourg while being on business trips, he works
from home 20 days per year (which includes his business
travel days). Added to this, he performes 10 days of an-
nual training in Ireland. He wonders whether he has to
report and be taxed on those days in France.

Result: Paul works more than 29 days a year outside
Luxembourg. His salary should therefore be taxed exclu-
sively in France up to the 30 days spent outside Luxem-
bourg (and exempt in Luxembourg). The remaining part
of his salary will follow the commun tax rules.

Working from home of a cross-border employee during Covid-19
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Working

Covid-19

Couple

from home

Facts: Sarah works as an engineer in Luxembourg, butlives
with her partner in Belgium. In order to reduce her travel
time, she sometimes works from home, on an ad hoc basis
(namely about 2 days per month). It should be noted that
Sarah does perform neither business trips in Belgium nor
in any other country than Luxembourg. Thus, before the
Covid-19 crisis, she carried out 6 days of work from home.
During the Covid-19 crisis, she performs 100% of her sa-
laried activity in home office, in order to follow the health
recommendations imposed by the authorities. She wonders
whether she would have to report and be taxed on those
days in Belgium.

Results Sarah should be able to benefit from the neutralisa-
tion of the days during which she worked from home during
the Covid-19 period. Consequently, she would be deemed
not to exceed the tolerance threshold of 24 days per year
for the year 2020 (since she is considered to have perfor-
med only 6 days of actual work from home in Belgium). She
should thus remain taxed in Luxembourg over this period.
But her entire salary may be taken into account to compute
her Belgian global tax rate.
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EMPLOYERS - DID YOU KNOW?

Covid-19 agreements

The Covid-19 agreements (allowing to neutralise the
days worked from home) mainly cover only salaried
income. Consequently, other income (such as directors’
fees, self-employed profits) are, in principle, not covered
by these agreements. They remain subject to the common
tax rules.

The neutralisation of days worked from home during
the Covid-19 period only applies in principle if the
home office is carried out due to force majeure related
to the health situation. This means that an employee
who was required by their employment contract to work
from home on a regular and mandatory basis before
the Covid-19 period will not be able to benefit from the
neutralisation rule in this regard. Employers should
therefore be careful with these cases, in order to correctly
apply Luxembourg wage withholding tax.

Please note that specific Covid-19 agreements have been
reached for social security purposes, and specifically

regarding the neutralisation of the 25% threshold.

Corporate taxation

When a Luxembourg employer has cross-border workers
working from home, they must also ensure that this
situation does notrisk to create a permanent establishment
of their company in the employee’s countries of residence.
If this is the case, the employer shall then ensure that they
meet the tax and reporting obligations that may result for
their business in that country.

Social security (excl. Covid-19 specific rules)

Cross-border workers who perform less than 25% of their
working time/remuneration in their country of residence
over a period of twelve months (for a Luxembourg
employer) remain covered by the Luxembourg social
security system. When this threshold is exceeded, the
country of social security of the employee changes. For
a cross-border worker, the change of social security
affiliation towards their country of residence usually
generates a higher cost. This is also the case for their
Luxembourg employer, who will generally have to bear
higher employer’s social security contributions.
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PRACTICAL GUIDELINES
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Supporting documents v

to be kept by the employer

[J Up-to-date work calendar per employee detailing
the place of work (namely, days worked in

Luxembourg, in the country of residence, and in
a third country)

[J Certificate justifying which are the home working
days of employees which were carried out due to
Covid-19

Important points to be
considered carefully
by the employer

[J Ensure the proper application of the specific Co-

vid-19 provisions according to each specific case
[ All relevant supporting documents in the event of
[J Check if an amendment to the employment

contract or to the internal company policy must
be performed in order to cover the employee work
from home (in particular for the Accident Insu-
rance Association)

a Luxembourg (or foreign) wage tax audit, within
the limits of the applicable legal framework and
in accordance with regulations relating to data
privacy and data protection

[J Any A1l certificate confirming the affiliation to
the Luxembourg social security system when your
cross-border workers are working from home (or

[J Identify employees potentially exceeding of the
tax tolerance thresholds and the 25% threshold in

traveling outside Luxembourg). relation to the social security affiliation

[J Ensure that the payslip is in line with the tax si-
tuation of the employee working from home

[J Check if any specific obligations in terms of em-
ployment law may apply to you when your em-
ployees are working from home

[] Check any eventual filing obligation that may
arise locally

Wy
TO GO FURTHER: =

Luxembourg: The ACD and Guichet.lu regarding home working (including the Covid-19 period)

Germany: The fax treaty, the mutual agreement and the circular
Belgium: The tax treaty, the amendment and the circular — instructions from the Belgian Ministry of Finance

France : The tax treaty and its protocol, the amendment, the mutual agreement and the circular


https://impotsdirects.public.lu/fr/conventions/luxembourg.html
https://guichet.public.lu/fr/entreprises/ressources-humaines/temps-travail/teletravail/teletravail.html
https://guichet.public.lu/fr/actualites/2020/mars/19-teletravail-frontaliers.html
http://legilux.public.lu/eli/etat/leg/memorial/2013/114
https://impotsdirects.public.lu/dam-assets/fr/archive/newsletter/2011/nl_26052011/Verstaendigungsvereinbarung.pdf
https://impotsdirects.public.lu/dam-assets/fr/legislation/legi12/Circulaire_LG_ConvDI_56_du_26_mars_2012.pdf
http://legilux.public.lu/eli/etat/leg/memorial/1971/64
http://legilux.public.lu/eli/etat/leg/loi/2019/07/12/a495/jo
https://impotsdirects.public.lu/dam-assets/fr/legislation/legi15/Circulaire-LG-Conv_D_I_-n_-59-du-31-mars-2015.pdf
https://finances.belgium.be/fr/particuliers/international/travailleurs-transfrontaliers/teletravail-periode-covid-19/cas-accords-non-applicables
http://legilux.public.lu/eli/etat/leg/memorial/2019/a495
https://impotsdirects.public.lu/dam-assets/fr/conventions/conv-neg/Avenant10102019-ST2019065-TEXTE-Version-francaise-signee.pdf
https://impotsdirects.public.lu/dam-assets/fr/conventions/conv/FR-LU-Accord29jourssigne.pdf
https://impotsdirects.public.lu/dam-assets/fr/legislation/legi20/2020-10-21-LG-Conv-DI-61-du-21102020.pdf
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This document has been developed with the support of the Chambre de Commerce.

For any additional questions in respect of the above, please liaise with your current contact among our members or the
House of Entrepreneurship or please consult the following websites: ABBL, ACA, Chambre de Commerce, Chambre

©All rights reserved. Union des Entreprises Luxembourgeoises - November 2020

s

2)D \ ¢/ A CHAMBER—I 74 CHAMBRE C C lll FEDERATION
5> M~/ [ OF COMMERCE - FRGIES @ocs arnisans IL
 JSsocumon oes couracns LUXEMBOURG e 00 k "


https://www.abbl.lu/2020/02/27/corona-virus-covid-19-abbl-guidelines
https://www.aca.lu/fr/actualites-2
https://www.cc.lu/covid19/news/article/detail/nouveau-site-web-dinformation-pour-entreprises/
https://www.cdm.lu
https://www.cdm.lu
https://clc.lu/coronavirus-guide-de-gestion-de-crise
https://www.fda.lu/corona/corona-faq
https://www.fedil.lu/fr/echange-bonnes-pratiques/
https://www.horesca.lu/

