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US and International Companies
with Canadian Remote Teams

Managing Cross-Border Payroll for Canadian Remote
Workers

Employers increasingly hire Canadian citizens as remote employees or contractors without establishing a Canadian entity. While

remote work offers flexibility, it introduces complex tax, legal, and payroll compliance challenges. As one payroll study notes,
"remote and cross-border work arrangements are critical to employers’ future success and payroll is a key part of enabling those
arrangements” (Source:
payroll.ca.pdf#:~:text=Payroll%20is%20a%20key%20enabler,and%200other%20statutory%20withholdings%2C%20reporting). In
practice, many U.S. and international companies now rely on professional advice and specialized payroll providers (EOR/PEO
services) to handle Canadian payroll and compliance.

Tax and Corporate Presence Implications

e Canadian Tax Residency and Income Tax: Canada taxes residents on worldwide income, so a Canadian citizen working for a
foreign firm must report earnings to the CRA and may claim a foreign tax credit for any U.S. or other withholding (Source:
turbotax.intuit.ca). Foreign employers generally must withhold Canadian federal and provincial income tax on payments to
Canadian-resident employees (Source: bccepa.ca). The Canada-U.S. Income Tax Convention (tax treaty) provides relief for
double taxation. For example, ArticleXV (Dependent Personal Services) of the treaty states that employment income is
generally taxed in the country of residence, unless the work is performed in the other country, with exceptions for short
assignments (under 183 days and low income) (Source: canada.ca). Under the treaty, both countries grant foreign tax credits
so that income is not taxed twice (Source: turbotax.intuit.ca).
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¢ Permanent Establishment (PE) Risk: Hiring Canadians can create a taxable presence (“permanent establishment”) for the
foreign company in Canada. Under Canadian tax treaties, a non-resident'’s profits are exempt from Canadian tax unless earned
through a Canadian PE (Source: taxsummaries.pwc.com). A PE typically includes a fixed place of business (office, workshop,
etc.) or a dependent agent/employee who habitually exercises the authority to bind the company by contracts (Source:

taxsummaries.pwc.com). Crucially, employees can act as de facto agents: if a remote worker in Canada has the authority to
conclude contracts or manages core business activities, the foreign company could trigger Canadian corporate tax
obligations (Source: taxsummaries.pwc.com). Even the OECD’s BEPS Action7 guidance indicates that providing continuous
services can create a PE if it meets certain duration thresholds (Source: taxsummaries.pwc.com). In short, foreign firms must

monitor their Canadian operations carefully; having long-term remote staff may oblige the company to file Canadian corporate
tax returns.

¢ Payroll Withholding Waivers: The CRA normally requires any employer (even a foreign one) to withhold Canadian income tax
on Canadian-sourced wages (Source: canada.ca). Since 2015, Canada offers a Non-Resident Employer Certification for
certain qualifying cases (e.g. a short-term assignment by a non-resident employee under a tax treaty) (Source: canada.ca),
but this is limited. Practically, foreign employers must register with CRA and treat Canadian staff like any domestic hire,
unless the employee obtains a CRA tax waiver. (For example, a U.S. expat in Canada might apply for a waiver under the treaty
to avoid Canadian withholding.) Employers who erroneously skip Canadian deductions risk penalties and interest.

¢ Totalization (Social Security): Canada and the U.S. have a Social Security Totalization Agreement to avoid double
contributions. Typically, a Canadian employee in Canada is covered by the Canada Pension Plan (CPP) and Employment
Insurance (El), not by U.S. Social Security. U.S. employers with Americans in Canada (or vice versa) can apply for a certificate
of coverage (e.g. CRA form CPT56) to remain under one system and avoid double-paying both CPP and U.S. Social Security
(Source: ssa.gov). In particular, U.S. employers sending Americans to work in Canada apply for CPT56 to keep those
employees on CPP only (Source: ssa.gov). Quebec has its own parallel programs (QPP and QPIP), with a similar certificate
(form QUE/USA101) for U.S. workers in Quebec (Source: ssa.gov).

Registration and Withholding Requirements in Canada

¢ CRA Registration: Before paying any Canadian staff, the employer must obtain a Canadian Business Number (BN) and open a
Payroll Program Account with the Canada Revenue Agency (CRA) (Source: bccpa.ca). This registration can be done online
or by submitting CRA form RC1. The new payroll account must be active before the first remittance is due (typically the 15th of
the month following the pay period) (Source: bccpa.ca). Employers should gather employee information (social insurance
numbers, TD1 withholding exemption forms) at onboarding, as Canada requires all workers to complete federal (and, if
applicable, provincial) TD1 forms (Source: wise.com).

¢ Provincial and Territorial Requirements: Income tax and labour rules generally follow the employee’s province of
residence/work. For payroll, this means:

o Income Tax: Provincial income tax is withheld according to the employee's province or territory (e.g. Ontario, Quebec,
British Columbia, etc.) regardless of where the company is based. Employers must use the correct provincial tax tables.

(Quebec employers remit provincial tax to Revenu Québec instead of CRA (Source: wise.com).)

o Workers' Compensation: Employers must register for provincial workers' compensation insurance (WSIB/WCB/etc.) in
each jurisdiction where they have employees. For example, a remote worker in Ontario would typically fall under Ontario’'s
WSIB coverage, and the employer would register with WSIB Ontario. (This is usually mandatory except for small owner-
operated businesses.)

o Employer Payroll Taxes: Several provinces impose employer payroll taxes (often for health or insurance funding).
Examples include:
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= British Columbia — Employer Health Tax (EHT): payrolls <CA$2.25million are exempt; above that, employers pay
2.15-4.3% on total payroll (Source: paytrak.ca).

= Ontario — Employer Health Tax: only applies to annual payroll over CA$1million (rate 1.95% of the excess) (Source:
paytrak.ca).

= Manitoba, New Brunswick, Nova Scotia, Newfoundland & Labrador, etc. — similar payroll levies or health taxes.

» (Alberta, Saskatchewan, Prince Edward Island, and the territories generally have no provincial payroll tax.) Employers
should verify provincial thresholds. (For a summary, see ADP’s breakdown of Canadian payroll levies (Source: adp.ca)
(Source: paytrak.ca).)

¢ Deductions and Remittances: From each paycheck, employers must deduct:
1. Federal and Provincial Income Tax — based on payroll tables for the pay period.

2. Canada Pension Plan (CPP) or Quebec Pension Plan (QPP) - both employer and employee each contribute (for 2024,
CPP rate is 5.95% each on earnings up to CA$68,500 (Source: canada.ca), with an extra 4% on earnings above up to
~$73,200). QPP rates and limits are similar in Quebec.

3. Employment Insurance (El) — both contribute; in 2024 the employee rate is 1.66% (and employer pays 1.4x that amount)
on insurable earnings up to CA$63,200.

4. Quebec Parental Insurance (QPIP) - if the worker is in Quebec, employers also withhold QPIP premiums instead of El
and remit to Retraite Québec (Source: wise.com).

Remittances (payments to government) are due monthly by the 15th of the following month (or quarterly for very small
remitters). Employers can choose accelerated deposit schedules (up to twice or four times a month) to smooth cash flow
(Source: wise.com). Late remittances incur interest and penalties. At year-end, employers must file summary forms (T4 or
T4A) showing each employee’s income and deductions by the last day of February for the previous calendar year (Source:
wise.com).

¢ Penalties for Non-Compliance: CRA and Revenue Québec strictly enforce payroll obligations. Foreign employers without a
certified waiver are treated just like Canadian employers: failure to deduct or remit can lead to substantial penalties (e.g. up
to 10% of CPP/EI due, plus fines and interest) (Source: wise.com)(Source: bccpa.ca). For example, a BC CPA publication
emphasizes that “failure to comply with these payroll obligations will expose foreign employers to penalties.”(Source:
beepa.ca).

Employment Classification and Labour Law

« Employee vs. Contractor: Determining whether a Canadian worker is an “employee” or an independent contractor has major
payroll consequences. Only employees trigger mandatory payroll deductions (T4 reporting, CPP/EI contributions, etc.),
whereas a bona fide independent contractor invoices the company and handles their own taxes. However, Canadian courts
and the CRA apply multi-factor tests (control, ownership of tools, ability to subcontract, risk of profit/loss) to classify the
relationship. In broad terms, CRA guidance notes that employees typically use employer-provided tools and cannot hire
helpers, whereas true contractors supply their own equipment and can subcontract work (Source: canada.ca)(Source:
canada.ca). Misclassification risk is serious: if authorities recharacterize a contractor as an employee, the company may
face retroactive payroll remittances, interest, and penalties, and possibly employee benefit liabilities (Source: ogletree.com).
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¢ Provincial Employment Standards: Canadian employment laws (minimum wage, overtime, vacation, statutory holidays,
leaves, termination notice) are generally set at the provincial/territorial level. Remote workers are subject to the standards of
their "home" province of work. As one employment lawyer notes, “remote workers are usually subject to the employment
standards, health and safety regulations, tax obligations, and human rights laws of their home province, even if their employer

is based elsewhere”(Source: toronto-employmentlawyer.com). For example, most provinces guarantee at least 2 weeks of
paid vacation after one year (rising to 3+ weeks after longer service) (Source: canada.ca), plus 5-10 paid statutory holidays
per year. Employers with Canadian staff (even remote) must honor these entitlements. Federally (for banks, telecom, etc.), the
Canada Labour Code mandates 2 weeks' vacation annually (3 weeks after 5 years) (Source: canada.ca) and 10 paid general
holidays. Similar rules apply provincially. Other standards include notice periods or severance pay on termination, and job-
protected leaves (maternity/parental, sick leave, etc.) prescribed by provincial law.

« Workers’' Compensation: Most provinces require employers to register for workers’ compensation (WCB/WSIB/etc.) if they
have employees. Even for remote home-based workers, employers typically must cover workplace insurance, though the risk
profile may be lower. (For instance, an Ontario employer with an employee working from home would generally register for
WSIB and pay prorated premiums.) Employers should check each province's rules.

¢ Privacy and HR Compliance: Beyond payroll, foreign employers should be mindful of Canadian employment rules on privacy,
human rights, and workplace standards. While beyond the scope of payroll, these factors reinforce the value of local
compliance expertise (whether in-house or via EOR).

Benefits and Mandatory Contributions

e Pension (CPP/QPP): As noted, Canadian employees pay into CPP (or QPP in Quebec). Employers must match those
contributions dollar-for-dollar. The CPP provides retirement, disability and survivor benefits; the current combined rate is
11.9% of pensionable earnings (2024) (Source: canada.ca). There is an annual maximum pensionable earnings ($68,500 in
2024) above which no CPP is withheld.

o Employment Insurance (El): El premiums are deducted from employees’ pay (1.66% in 2024) and employers pay 1.4 times
that rate (~2.32%) for most industries. (Quebec employers fund El as part of QPIP instead.) These contributions fund
unemployment and parental benefits.

e Vacation Pay: By law, Canadian workers earn vacation pay. Federally, the minimum is 4% of wages (2 weeks) per year,
increasing after 5 years of service. Provincial rules are similar (e.g. Ontario employers must pay 4% of gross wages or provide
2 weeks' vacation, switching to 6% after 5 years). (Federal Labour Code mandates 2 weeks vacation after one year, 3 weeks
after five (Source: canada.ca).) Employers can pay vacation wages either as part of regular pay or as a lump-sum before
vacation; policies vary by province.

e Public Holidays: Workers are entitled to paid public (statutory) holidays. Federally, there are 10 general holidays; provinces
have their own lists (typically 5-9 days). Employers must either provide a paid day off on the holiday or a substitute day, per
local rules.

e Parental/Maternity Leave: Employees qualify for up to 15 weeks of maternity leave and 35-63 weeks of parental leave (El-
insured, unpaid) under federal employment standards. While El benefits come from government funds, employers are required
to keep the job open and continue benefit premiums. (In Quebec, QPIP provides paid parental benefits through
employer/femployee premiums.)

e Healthcare and Insurance: Canada’s healthcare is publicly funded; no private health insurance is required by law. However,
many employers choose to offer group health/dental plans as competitive benefits. (These are not statutory in Canada, unlike
e.g. the U.S. where some health coverage is employer-based.)
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e Other Statutory Contributions: Quebec only - if in Quebec, employers also remit to Retraite Québec for the Québec
Pension Plan (QPP) and Québec Parental Insurance Plan (QPIP) (Source: wise.com). Employers in Quebec also remit provincial
tax via Revenu Québec.

Payroll Process and Reporting

Onboarding and Payroll Data: When hiring a Canadian, employers should collect each employee’s Social Insurance Number (SIN)
and have them complete the federal TD1 (Personal Tax Credits) form (and a provincial TD1 if claiming credits beyond the basic
amount) (Source: wise.com). These forms determine withholding allowances. Payroll systems must use Canadian currencies
(CAD) and comply with Canadian payroll cycles (usually bi-weekly or semi-monthly pay periods (Source: rippling.com)).

Deposit of Withholdings: CRA requires withheld taxes and contributions to be remitted from company funds held in trust. Many
companies use a separate payroll bank account to hold deductions until remittance time (Source: wise.com). Electronic payment
methods (online banking, CRA's system) are strongly recommended.

Payroll Schedules: For most new foreign employers, CRA will initially set monthly remittance deadlines (the 15th of the next
month). Over time, as payroll size grows, the remittance schedule may increase (semi-monthly or more frequent) depending on
cumulative deductions. Employers can apply for accelerated or alternative remittance schedules if needed (Source: wise.com).

Year-End Reporting: Each February, employers file a T4 Summary and T4 slips for all employees, detailing total earnings and
withholdings for the prior calendar year. Employers in Quebec separately file RL-1 slips with Revenu Québec. If contractors were
paid (self-employed), a T4A or T4A-NR may be required. See CRA's guides T4001 and RC4445 for details.

Professional Employer Organizations (PEO/EOR) and Third-Party Solutions

Many foreign companies opt to use a Professional Employer Organization (PEO) or Employer of Record (EOR) to simplify
compliance. An EOR company legally hires the worker in Canada and then “leases” them back to the foreign company. This means
the EOR handles all local payroll, taxes, contracts, and benefits, sparing the foreign employer from direct registration. (Notable
global EOR providers include Deel, Papaya Global, Rippling, Remote, and others.)

PEO/EOR advantages: rapid setup without establishing a local entity, and local HR expertise. However, it is typically costly (often
10-15% of payroll) (Source: ogletree.com) and may not completely insulate the foreign employer from legal risk. For example,
Ogletree Deakins warns that a PEO arrangement can still leave the hiring company exposed to employment law liabilities (wage
claims, termination obligations) since the ultimate work serves the foreign firm (Source: ogletree.com). It can also complicate
equity incentives (stock grants) or IP agreements, as the legal employer is the EOR, not the foreign company (Source:
ogletree.com). In practice, many companies balance these pros and cons: according to industry sources, “when companies
expand their operations to Canada...and around the world, they typically use EORs like Deel, Papaya, and Rippling to run payroll,
issue benefits, and navigate international compliance issues”(Source: rippling.com).

Technology and Payroll Software

Handling cross-border payroll manually is error-prone. A range of payroll and HR software now streamlines the process. Global
platforms (e.g. Rippling, ADP Global Payroll, Workday, CloudPay) integrate multi-country payroll runs in one system. Specialized
services (e.g. Deel, Remote) combine EOR functionality with payroll automation. These systems often include features for multi-
currency payments, local tax rule updates, and automated form generation. For example, some U.S.-based payroll tools for
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Canadian hires automatically calculate Canadian tax/CANADA Pension/El and even perform currency conversions (Source:
wrapbook.com). When choosing software, ensure it can handle Canadian-specific requirements (TFIN/SIN validation, T4
generation, provincial tax tables, etc.).

Comparisons and International Context

Compared to many peers, Canada'’s rules are relatively stringent for foreign hirings. A Canadian Payroll Association study (with
PwC) reviewed six countries (Canada, US, UK, Australia, Brazil, India) and found that Canada imposes higher compliance
burdens in several areas (Source:
payroll.ca.pdf#: i j i

payrotkeapaf#:text=allow%20for%20consideration%200f%20an,n0%200online%20process). Likewise, Canada currently has no

streamlined online registration for non-resident employers - the process is still largely paper-based (Source:
payroll.ca.pdf#:~:text=government%20approval%20for%20reduction%20in,online%20registration%20system%20for%20foreign).
Other jurisdictions vary: for example, in the EU social security is coordinated by A1 certificate rules, and many European countries
mandate employers to register quickly if a resident is hired. Meanwhile, companies hiring Canadians should note that similar
obligations apply when Canadians work abroad. A Canadian firm with a U.S. remote worker must register for U.S. payroll (EIN),
withhold U.S. federal/state tax and FICA/Medicare, and file U.S. forms (Source: bccpa.ca).

Practical Example

lllustrative Scenario: A U.S. software company hires a full-time developer living in Toronto. The company registers with the CRA,
obtains a BN and payroll account, and collects the developer’s SIN and TD1 forms. Each payroll, it withholds Canadian federal and
Ontario provincial tax, deducts CPP and El contributions, and deposits these to the government by the 15th of the next month. It
also accrues the employer share of CPP/EI. At year-end, it issues a T4 slip to the employee. If the company fails to register and
withhold properly, it could face fines (CRA can assess the employer for all missed deductions plus penalties). If instead the
company had classified the developer as an independent contractor and paid them gross, the developer would owe their own
taxes and the company would avoid payroll remittances — but CRA would scrutinize this arrangement for potential misclassification
(since the developer works full-time under direction, it may look like an employment relationship) (Source: ogletree.com).

Conclusion

Managing Canadian payroll from abroad requires careful attention to tax law, employment law, and regulatory detail. Foreign
employers must act much like Canadian employers: register with CRA, withhold required amounts, and comply with provincial
standards. The good news is that with proper planning, penalties can be avoided. Many companies find that involving payroll
experts (CPA firms, legal counsel, or a PEO/EOR provider) early in the process is essential. As one Canadian expert advises,
remote work brings “flexibility but complex tax considerations,” so both employers and employees should confirm compliance with
Canadian rules to avoid surprises (Source: bdo.global).

Sources: Official CRA and government guides (Source: canada.ca)(Source: bccpa.ca); Canada-U.S. Tax Treaty and Totalization

Agreement materials (Source: canada.ca)(Source: ssa.gov); professional advisories from accounting and law firms (Source:

bdo.global)(Source: ogletree.com); and international payroll resources (Source: rippling.com)(Source: bccpa.ca). These
underscore the obligations and risks of cross-border remote hiring in Canada.

Tags: canadian-tax, cra, cross-border-payroll, eor, international-tax, payroll-compliance, peo, remote-work, tax-compliance, tax-treaty
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About 2727 Coworking

2727 Coworking is a vibrant and thoughtfully designed workspace ideally situated along the picturesque Lachine Canal in Montreal's trendy
Griffintown neighborhood. Just steps away from the renowned Atwater Market, members can enjoy scenic canal views and relaxing green-
space walks during their breaks.

Accessibility is excellent, boasting an impressive 88 Walk Score, 83 Transit Score, and a perfect 96 Bike Score, making it a "Biker's Paradise".
The location is further enhanced by being just 100 meters from the Charlevoix metro station, ensuring a quick, convenient, and weather-proof
commute for members and their clients.

The workspace is designed with flexibility and productivity in mind, offering 24/7 secure access—perfect for global teams and night owls.
Connectivity is top-tier, with gigabit fibre internet providing fast, low-latency connections ideal for developers, streamers, and virtual
meetings. Members can choose from a versatile workspace menu tailored to various budgets, ranging from hot-desks at $300 to dedicated
desks at $450 and private offices accommodating 1-10 people priced from $600 to $3,000+. Day passes are competitively priced at $40.

2727 Coworking goes beyond standard offerings by including access to a fully-equipped, 9-seat conference room at no additional charge.
Privacy needs are met with dedicated phone booths, while ergonomically designed offices featuring floor-to-ceiling windows, natural wood
accents, and abundant greenery foster wellness and productivity.

Amenities abound, including a fully-stocked kitchen with unlimited specialty coffee, tea, and filtered water. Cyclists, runners, and fitness
enthusiasts benefit from on-site showers and bike racks, encouraging an eco-conscious commute and active lifestyle. The pet-friendly policy
warmly welcomes furry companions, adding to the inclusive and vibrant community atmosphere.

Members enjoy additional perks like outdoor terraces and easy access to canal parks, ideal for mindfulness breaks or casual meetings.
Dedicated lockers, mailbox services, comprehensive printing and scanning facilities, and a variety of office supplies and AV gear ensure
convenience and efficiency. Safety and security are prioritized through barrier-free access, CCTV surveillance, alarm systems, regular
disinfection protocols, and after-hours security.

The workspace boasts exceptional customer satisfaction, reflected in its stellar ratings—5.0/5 on Coworker, 4.9/5 on Google, and 4.7/5 on
LiguidSpace—alongside glowing testimonials praising its calm environment, immaculate cleanliness, ergonomic furniture, and attentive staff.
The bilingual environment further complements Montreal's cosmopolitan business landscape.

Networking is organically encouraged through an open-concept design, regular community events, and informal networking opportunities in
shared spaces and a sun-drenched lounge area facing the canal. Additionally, the building hosts a retail café and provides convenient
proximity to gourmet eats at Atwater Market and recreational activities such as kayaking along the stunning canal boardwalk.

Flexible month-to-month terms and transparent online booking streamline scalability for growing startups, with suites available for up to 12
desks to accommodate future expansion effortlessly. Recognized as one of Montreal's top coworking spaces, 2727 Coworking enjoys broad
visibility across major platforms including Coworker, LiquidSpace, CoworkingCafe, and Office Hub, underscoring its credibility and popularity
in the market.

Overall, 2727 Coworking combines convenience, luxury, productivity, community, and flexibility, creating an ideal workspace tailored to
modern professionals and innovative teams.

DISCLAIMER

This document is provided for informational purposes only. No representations or warranties are made regarding the accuracy, completeness, or reliability
of its contents. Any use of this information is at your own risk. 2727 Coworking shall not be liable for any damages arising from the use of this document.
This content may include material generated with assistance from artificial intelligence tools, which may contain errors or inaccuracies. Readers should
verify critical information independently. All product names, trademarks, and registered trademarks mentioned are property of their respective owners and
are used for identification purposes only. Use of these names does not imply endorsement. This document does not constitute professional or legal
advice. For specific guidance related to your needs, please consult qualified professionals.
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