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France Tightens Tax Rules on Termination 
By Nicolas Zouaghi-Maulet

Effective as of January 1, 2006, France revised its tax rules on 
health insurance, social security contributions and income tax 
payments related to severance and retirement compensation, 
as well as to payments to company directors or officers (identified 
below as “Executives”) in connection with their removal and 
retirement. These payments continue to benefit from a favor-
able tax treatment as far as health insurance, social security 
contributions and income taxes are concerned. The new tax 
rules, however, lower by nearly 50% the overall amount of such 
payments that has hitherto been exempt from inclusion in 
the amount, subject either to health insurance, social security 
contributions or income taxation. Also, the special income tax 
treatment will henceforth mirror the revised special treatment of 
health insurance/social security contributions described hereafter. 

1. Severance and Retirement Payments

Prior to the changes to the law effective as of January 1, 2006, 
terminated employees – whether by severance or retirement – 
benefited from a two-tier tax exemption on severance or retirement 
payments limited to a maximum of €366,000 (US $442,154) 
for purposes of both income taxes and health insurance/social 
security contributions. Amounts received in excess of the 
maximum (which could not be more than €366,000), therefore, 
were subject to health insurance/social security contributions and 
income taxes.

Under the revised tax rules, severance and termination pay-
ments will remain exempt from health insurance/social secu-
rity contributions and income taxes only up to the following  
global cap: (i) a severance payment may not exceed €186,408 
(US $225,772) in 2006 and (ii) a retirement payment may not 
exceed €155,340 (US $188,340) in 2006 for tax exemption 
purposes. 

The limit could be even lower as the tax rules limit exemptions 
to the higher of the following two amounts:
 
 The amount of the severance or retirement payment provided 

in (i) the applicable collective labor agreement or (ii) the 
industry-specific collective bargaining agreement; or (iii) 

the applicable inter-industry-specific collective agreement; 
or (iv) where no such agreement exists, the minimum pay-
ment set by the French Labor Code (collectively the “Labor 
Agreements Limits”); or,

 Twice the amount of the ex-employee’s annual gross 
compensation paid during the calendar year preceding the 
severance or retirement, or– if such amount is higher – 50% 
of the severance or retirement payment actually received. 

There are two supplemental health insurance/social security taxes 
- identified in France as the “CSG” and “CRDS” taxes – that 
also apply to severance/retirement payments. The amount of the 
above-described payments is exempt from these supplemental 
taxes up to the Labor Agreements Limits. 

Finally, for severance payments made as part of reduction in 
force plans ( i.e., where employers with headcounts in excess 
of 50 employees terminate more than ten employees over a 
period of 30 days) the new rules confirm the existing 100% 
tax exemption. Such reduction in force plans may provide for 
a number of different kind of payments payable to employees 
either as severance payments, or as part of mutually-agreed  
termination packages. The payments made under the plan also 
remain free of CSG and CRDS, up to an amount equal to the 
maximum payment amount set forth in the applicable collective 
labor agreement or, in the absence of such an agreement, the mini-
mum severance amount provided under the French Labor Code.

2. Payments Relating to Removal of Executives 
from Office or Retirement

The new tax rules have also reduced the maximum amount 
of payments made to Executives in connection with removal 
or termination that are exempt from income taxes or health 
insurance/social security contributions.

Such payments are now free of income taxes or health insur-
ance/social security contributions and CSG and CRDS taxes 
up to the higher of the following two amounts:
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 50% of the payment made in connection with the removal 
or retirement; or

 Twice the amount of the Executives’ annual compensation 
as paid during the calendar year preceding the removal  
or retirement

Such maxima are also subject to the following global 
cap: (i) a removal payment may not exceed €186,408  
(US $225,772) in 2006 and, (ii) a retirement payment may not  
exceed €155,340 (US $188,340) in 2006.

Example: an employee receives a severance payment of 
€53,000; the payment provided under the collective labor 
agreement is EUR 45,000; his/her annual gross compensation 
was set EUR 18,000.

 Payment received:  €53,000

 Collective Labor Agreement payment:  €45,000

 50% of the payment received:  €22,500

 Twice the amount of the annual gross compensation:  
€36,000

Health insurance/social contributions and personal income 
tax will be payable on the difference between the payment 
received and the amount provided under the Collective Labor 
Agreement – such amount being the higher of the two other 
amounts – i.e., € 8,000 (€53,000 – €45,000). The CSG and 
CRDS taxes will apply to the same amount.

The above tax changes will require more tailoring and tax 
planning in anticipation of  termination of employees or  
international executives subject to French tax rules. Seeking 
to combine standard termination packages with settlement 
agreements payments for tax optimization purposes should be 
carefully considered. 
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