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Executive Summary

In the wake of the COVID-19 pandemic and the resulting surge in remote work, an increasing number of employees live in one country while working
for employers based in the other. This phenomenon has created complex tax issues for individuals and businesses across the US-Canada border.
This report provides an exhaustive analysis of the relevant tax rules, focusing on the US—Canada Income Tax Convention (the “Treaty”), payroll
compliance requirements, and unique considerations for employees in Québec. It covers historical and current tax treaty provisions (especially Articles
XIV=XV on personal services) and analyzes how they apply to remote work scenarios. The report also details employer withholding obligations in both
countries, discusses the US—Canada Social Security Totalization Agreement, and explores special Québec rules for non-residents. We incorporate

case examples, official guidance, and expert commentary to illustrate how treaty rules and domestic laws interact. Finally, we assess future
implications of sustained cross-border teleworking and highlight areas where policymakers and corporations may need to adapt. Extensive official
sources and expert analyses are cited throughout to substantiate every key point.

Introduction and Background

Cross-border remote work between the United States and Canada has grown rapidly in the past decade, driven by digital technologies and further
accelerated by the global pandemic. By some accounts, jurisdictions like Washington state and British Columbia became early leaders in teleworking:
“the COVID-19 pandemic, supported by the rapid improvements in digital communication tools, has accelerated profound changes in how work is
performed,” and has even sparked “the rise of international virtual labor migration ( cross-border telework, making labor mobility an even more diverse
phenomenon” (Source: cedar.wwu.edu). Employees who live on one side of the border and work remotely for a company on the other side now span

a wide range of industries, from high-tech professionals to freelance creatives. This raises pressing tax questions: In which country is income taxable?

Which social security system applies? How do employers handle withholding and payroll contributions?

Before 2020, such cross-border telework was relatively limited, but it is now common. For example, Andersen LLP notes that “before the pandemic,
working remotely was relatively limited. Today it is common for employees to work remotely, and many prefer it” (Source: previous.ca.andersen.com).
In this new environment, companies may “require their employees to work remotely” without geographic restrictions (Source:
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previous.ca.andersen.com). As a result, U.S. employees can find themselves working remotely in Canada, and vice versa. The Canada—US border,

already notable for daily commuting and cross-border work in pre-pandemic times, now contends with a less visible phenomenon of workers
performing all their duties from home but on behalf of a foreign employer.

This report examines the tax consequences of these arrangements. It explores the relevant portions of the 1980 Canada-United States Income Tax
Convention (as amended by protocols) and domestic tax laws, with particular attention to Articles XIV (Independent Personal Services) and XV
(Dependent Personal Services). We analyze how these rules treat remote workers. We also delve into employer compliance obligations under US and
Canadian law, including withholding and reporting requirements, as well as social security contributions under the Canada—US Totalization Agreement.
Special considerations in Québec, such as separate provincial deductions ( QPP and QPIP and |language requirements, are given their own analysis.

Throughout, we cite authoritative sources — treaties, government publications, and expert commentary — to ensure every claim is fully supported. We
include illustrative case examples (e.g. a U.S. engineer in Toronto or a Canadian contractor in Seattle) to show how rules apply in practice. Historical
context (the original 1980 treaty, later protocols, and pandemic-driven remote work) and future issues (the potential need for treaty amendments or
legislative changes) are also discussed. In sum, this report serves as a comprehensive resource on the new frontier of cross-border remote work
taxation between the US and Canada.

Treaty-Based Rules for Employment Income

Overview of the US-Canada Income Tax Treaty

The US and Canada have a robust bilateral tax treaty, signed in 1980 and amended by several protocols (the most recent effective 2009) (Source:
www.irs.gov). Under the treaty’s “saving clause,” each country retains its right to tax its own citizens and residents, but the treaty provides residents of
one country relief from double taxation by the other. In general, treaty benefits are keyed to residence: as the IRS explains, “the benefits of the
income tax treaty are generally provided on the basis of residence for income tax purposes” (Source: www.irs.gov). Thus, for most types of income,
the country of residence may claim the primary right to tax, while the source country grants relief (typically via a reduced withholding rate or
exemption). The treaty contains specific articles for various income categories: business profits, dividends, royalties, pensions, and importantly for this
report, Articles XIV and XV concerning personal services.

A key goal of the treaty is to prevent double taxation. For instance, a US citizen living in Canada must file Form 1040 and report worldwide income
because of the treaty’s saving clause which preserves U.S. taxation of its citizens (Article XXIX(2) of the treaty). However, the treaty helps in practice
by allowing foreign tax credits or limited exemptions. As IRS guidance notes, “If you are a U.S. citizen or green card holder living in Canada, you still
have to file a Form 1040 and report your worldwide income because of the ‘saving clause’... which allows the United States to tax its citizens as if the
treaty had not entered into effect” (Source: www.irs.gov). The only relief U.S. citizens may get is via special foreign tax credit rules in the treaty, but for
employment income the typical relief is through the foreign tax credit or exclusion, not through the treaty left-right assignment of taxing jurisdiction.

Conversely, a Canadian resident working remotely in the U.S. is taxed on worldwide income by Canada (since Canada taxes residents on their
global income). Such Canadians may then get a credit for any U.S. tax paid. Under the treaty, for treaty purposes Canada is seen as the first-dollar
taxing country for its residents, unless the income falls under an article that gives exclusive taxing rights to the U.S. In most dependent and
independent personal services situations, the treaty follows the OECD model in allowing the tax to be levied by whichever country the work is
exercised in, subject to exceptions (such as the 183-day rule).

In practice, these treaty articles and exceptions determine who pays tax on remote wages. Below we examine the specific treaty provisions on
employment and independent services.

Dependent Personal Services (Article XV)

Article XV of the treaty governs salaries, wages, and similar remuneration from employment. It generally follows the OECD model: income from
employment is taxable by the residence country (the worker’s home country) except when the employment is “exercised” (i.e. performed) in the other
country (Source: laws-lois.justice.gc.ca). Article XV(1) states: “salaries, wages and other remuneration derived by a resident of a Contracting State in

respect of an employment shall be taxable only in that State unless the employment is exercised in the other Contracting State. If the employment is

so exercised, such remuneration... may be taxed in that other State” (Source: |laws-|ois.justice.gc.ca).

Page 2 of 13


https://previous.ca.andersen.com/blog/u-s-employees-working-remotely-in-canada/#:~:text=Before%20the%20pandemic%2C%20working%20remotely,regardless%20of%20the%20employer%E2%80%99s%20expectations
https://2727coworking.com/articles/impots-travailleur-autonome-quebec-2026-guide
https://2727coworking.com/articles/montreal-virtual-offices-pricing-compliance
https://www.irs.gov/publications/p597#:~:text=The%20United%20States%E2%80%93Canada%20income%20tax,of%20the%20treaty%2C%20as%20amended
https://www.irs.gov/publications/p597#:~:text=The%20benefits%20of%20the%20income,resident%20taxpayer
https://www.irs.gov/publications/p597#:~:text=If%20you%20are%20a%20U,in%20Article%20XXIX%2C%20paragraph%203
https://laws-lois.justice.gc.ca/eng/acts/C-10.7/20081215/P1TT3xt3.html#:~:text=,taxed%20in%20that%20other%20State
https://laws-lois.justice.gc.ca/eng/acts/C-10.7/20081215/P1TT3xt3.html#:~:text=,taxed%20in%20that%20other%20State
https://2727coworking.com/?utm_source=pdf
https://2727coworking.com/articles/us-canada-remote-work-taxes-2026

US-Canada Remote Work Taxes: Treaty & Payroll Rules 2026

In practical terms, a US resident working entirely in Canada (for instance) would normally only pay US tax on salary, unless a portion of the work is
performed in Canada. Similarly, a Canadian resident working entirely in the US pays Canadian tax only. Taxation by the other country arises only
when the work is done there.

However, Article XV(2) provides important exceptions: even if the work is performed in the other country, income will not be taxed there if all three of
the following conditions are met (Source: laws-lois.justice.gc.ca) (Source: Www.irs.gov):

1. The total remuneration does not exceed $10,000 (CAD) for the year.

2. The employee is present in that country for <183 days in a 12-month period. 3.The salary is not paid by (or borne by) an employer who is a
resident of that country, nor by a permanent establishment in that country.

These conditions were carefully replicated in IRS guidance: “Income [from dependent personal services] is exempt from Canadian tax if it is not
more than $10,000 CAD for the year. If it is more than $10,000, it is exempt only if (1) the resident is present in Canada <183 days and (2) the
income is not paid by, or on behalf of, a Canadian resident and not borne by a permanent establishment in Canada” (Source: www.irs.gov). In
short, a U.S. worker spending less than half the year in Canada, earning below $10k or working for an employer with no Canadian nexus, generally
escapes Canadian taxation under the treaty (Source: www.irs.gov) (Source: previous.ca.andersen.com).

For example, IRS Publication 597 illustrates the application: a U.S. engineer works on assignment in Canada for 179 days and is paid CAD $16,500.
Although his stay is under 183 days, neither the $10k ceiling nor the employer-nexus test is met. Thus “his income is not exempt from Canadian
income tax because it was paid by a Canadian resident and was more than $10,000” (Source: www.irs.gov). In this case the salary is fully taxable by
Canada (subject to foreign tax credits in the U.S.) because the Canadian company’s payment exceeded the treaty exemption.

Conversely, if any one of the exception criteria is met, Canada must forego tax on the employment income. For instance, a U.S. lawyer working for a
U.S. firm, present in Canada for only 120 days and earning CAD $9,000, would pay no Canadian tax on those earnings (Source: www.irs.gov). The
IRS example above underscores the boundary: had the engineer earned CAD $9,500 instead of $16,500, Canada could not tax that income at all
under the treaty because it fell under the $10,000 threshold.

Paragraph 3 of Article XV clarifies another special case for mobile employees: wages from employment “regularly exercised in more than one
State on a ship, aircraft, motor vehicle or train” are taxable only in the state of the operator’s residence (Source: laws-lois.justice.gc.ca). In other

words, cross-border commuting on a company vehicle rarely triggers tax in both countries, so long as the employer is resident in one of them.

Key takeaway: Under the treaty, most routine remote work is taxable by the employee’s home country unless the above exceptions apply. The
$10,000 and 183-day/PE rules are the centerpiece. Employers and workers must carefully track days of presence and the payer’s residency to
determine tax eligibility (Source: laws-lois.justice.gc.ca) (Source: www.irs.gov). Failure to satisfy the exceptions means dual liability: Canada can tax

the wages, and the U.S. still taxes its citizen (though U.S. tax credits can offset this). If the exceptions are met, then the income is effectively taxed
only in the resident country (though the U.S. saver clause may still force a U.S. return, the treaty can prevent double taxation in Canada).

Independent Personal Services (Article XIV) and Business Profits

Article XIV of the treaty, concerning independent personal services (self-employment income), essentially treats such income like business profits. It
provides that income from professional services earned by a resident of one country is taxable only by that country, unless the individual has a “fixed
base” in the other country. In the Treaty, Article XIV originally read: “Income derived by an individual... in respect of independent personal services
may be taxed in that State [of residence]. Such income may also be taxed in the other State if the individual has or had a fixed base regularly available
to him in that other State” (Source: laws-lois.justice.gc.ca). (Note: later protocol changes removed the “independent personal services” article and

integrated it into business profits rules, but the effect is the same.)

In plain terms, a self-employed person (consultant, contractor, freelancer) resident in one country will pay tax there on their service income, even if
they perform some work across the border. However, if they maintain a fixed office or base in the other country, then the income attributable to that
fixed base can be taxed by that country as business profits (Source: laws-lois.justice.gc.ca). The IRS similarly notes that independent service income

“are taxed in Canada if they are attributable to a permanent establishment in Canada. This income is treated as business profits...” (Source:
www.irs.gov). Without a fixed base or permanent establishment, Canadians usually do not tax U.S. self-employment income, nor do Americans tax
Canadian-based independent labour, under the treaty.

This rule parallels the logic of Article XV: residence taxation plus one exception. For instance, a Canadian graphic designer living in Toronto and
doing occasional remote project work for U.S. clients (from her Toronto home) would not owe U.S. tax on that self-employment income, because she
has no U.S. fixed base. Conversely, if she rented a studio in New York, only the portion of her income attributable to that studio could be taxed by the
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U.S. In practice, few remote workers establish permanent offices across the border, so most independent contractors continue to be taxed only in their
country of residence (Source: laws-lois.justice.gc.ca) (Source: Www.irs.gov).

Permanent Establishment and Business Profits (Article VII)

While our focus is on personal services, one must not overlook the broader treaty provisions on business profits (Article VII) and permanent
establishment (PE), because remote work can also create taxable presence for the employer. Article VII grants each country the right to tax business
profits of a resident of the other country only if those profits are attributable to a PE in the first country. In effect, if an employer (or contractor’s
business) has a PE abroad, then that country may tax the portion of profits from that PE. Conversely, without a PE, the source country generally
cannot tax the other country’s business profits.

The treaty defines a PE to include, among other criteria, having a fixed place of business (even a home office) or meeting certain service-duration
thresholds. Andersen LLP explains that a PE “arises where there is a fixed place of business, which may include a home office, or where contracts are
regularly concluded in Canada by employees present there” (Source: previous.ca.andersen.com). The treaty also has a “services PE” rule: if

employees of a service enterprise are present in the other country for more than 182 days in a 12-month period, their presence itself constitutes a PE
(Source: previous.ca.andersen.com). Due to these rules, a U.S. company with remote workers in Canada for extended periods may inadvertently

create a Canadian PE.

In the absence of a PE, a foreign employer’s cross-border activities still trigger filings. Notably, Johnston (via Andersen) points out that even without a
PE, U.S. employers working in Canada must file a Canadian corporate return (Form T2); they just have no tax due on business profits absent a
PE (Source: previous.ca.andersen.com). Companies use a Schedule 91 on the T2 to claim treaty exemptions for no-PE situations. Thus, remote work

can create corporate tax filing obligations wherever workers are located, although the actual tax depends on PE status.

Social Security (Totalization) Agreement

Beyond income tax, cross-border workers must navigate social security systems. The United States and Canada have a Totalization Agreement
(social security agreement) that prevents dual contributions and entitles workers to credits toward benefits. Under this agreement, a worker pays into
only one country’s system (usually where the work is performed) and can obtain a Certificate of Coverage to that effect. For example, a U.S. citizen
working temporarily in Canada would normally contribute to U.S. Social Security rather than CPP, and a Canadian citizen in the U.S. would contribute
only to CPP (subject to obtaining the proper certificate). Notably, Québec has an understanding with the U.S. separate from the federal agreement.
These rules ensure workers are not penalized by paying both Canadian and U.S. social contributions simultaneously.

For brevity, we will not detail the entire Totalization text here, but suffice to say that it complements the income tax treaty by relieving social tax
overlap. Government sources (Social Security Administration) explain the agreement in detail (the text runs hundreds of lines (Source: www.ssa.gov).
Employers should ensure they follow this: for example, if a US company posts a US employee to Canada temporarily, it should obtain the appropriate
certificate so that only U.S. FICA (or only CPP) is paid. The Canadian Revenue Agency also notes that under the agreement, a foreign (non-
Canadian) employer making a qualifying certification may avoid withholding CPP for foreign employees posted to Canada (Source: www.taxtips.ca)
(Source: www.revenuquebec.ca) (in which case the U.S. Social Security rules apply instead).

In sum, the Totalization Agreement means that remote work does not force workers and employers to pay into both systems at once, but care must be
taken to declare coverage.

Domestic Tax Treatment

Besides the treaty, each country’s own tax laws determine when taxes are owed. We briefly review the domestic standby positions.

U.S. Taxation of Foreign Employment Income

The U.S. taxes its citizens and residents on worldwide income regardless of where it is earned. A U.S. citizen living in Canada or a green-card holder
abroad must still file Form 1040 and include foreign wages (Source: www.irs.gov). However, such taxpayers may be able to exclude up to about
$120,000 of foreign earned income (Federal Foreign Earned Income Exclusion) or claim foreign tax credits for Canadian tax paid. The IRS’s
Publication 519 (U.S. Tax Guide for Aliens) and Form 2555 also provide guidance on foreign earned income.
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If the worker is a nonresident alien (neither citizen nor green-card holder), the rules hinge on whether U.S. source or Canadian source: wages for
work done in the U.S. are U.S.-source and generally subject to U.S. tax for the nonresident, unless exempt by treaty (Source: www.irs.gov).
Conversely, wages for services done entirely in Canada by a nonresident are not U.S.-source and not taxed by the U.S. In either case, U.S. tax may
still apply, for example via withholding on U.S. source wages (Form 1042-S, etc.). But typically a Canadian resident working solely in Canada (even for
a U.S. employer) would owe US tax only as a question of residency, not source, and if not a US resident, would not file a US return at all (except
maybe to declare US investments or distributions).

The critical point: the U.S. domestic-law position is to tax citizens/residents on global income, and tax nonresidents only on U.S.-source items. Treaty
and credits prevent double taxation. For example, IRS Publication 597 emphasizes that a U.S. citizen in Canada still must file U.S. returns and can
only mitigate double tax via treaty or FTC (Source: www.irs.gov). The IRS also reminds taxpayers that “if you are a U.S. citizen or green card holder
living in Canada, you still have to file” due to the saving clause (Source: www.irs.gov).

Canadian Taxation of Foreign Employment Income

Canada’s domestic system taxes residents on their global income and nonresidents only on Canadian-source income. Under Canada’s tax law,
“employment income is sourced where the services are performed” (for personal services) (Source: www.taxtips.ca). Thus, a Canadian resident
working for a Canadian or foreign employer is taxed on that employment income by Canada, with credit for any foreign tax paid. Conversely, a
nonresident is taxed by Canada only on income “earned” in Canada — generally wages for services performed physically in Canada (Source:

www.taxtips.ca).

Thus, under Canadian law (besides treaty), a U.S. citizen who moves to Canada and works from a home office would have employment income
sourced to Canada and would owe Canadian tax. If instead a Canadian worked temporarily in the U.S., Canada would still tax that income by virtue of
residency, though he might get a credit for U.S. tax. The treaty can override or supplement these domestic rules via Article XV exceptions.

Employer Withholding and Payroll Compliance

Regardless of taxing rights, employers must comply with withholding and remittance rules in the country where the worker performs services. These
compliance obligations can be significant and are often overlooked in remote setups.

Canadian Employer Obligations

A Canadian-resident employer with a remote-duty US-based worker generally treats them as a regular employee for Canadian withholding: the
employer must deduct Canadian income tax, Canada Pension Plan (CPP) or Quebec Pension Plan (QPP), and possibly Employment Insurance
(El) from the worker's wages, just as for any Canadian employee (Source: www.taxtips.ca) (Source: www.revenuguebec.ca). Conversely, if a

Canadian employer has a worker physically in the US, the employer typically does not withhold Canadian tax on that portion of wages because the
services were not performed in Canada. In that case, the worker may be considered a “non-resident employee” and an exemption under Article XV
might apply.

Importantly, foreign employers in Canada (e.g. a US company with Canadian employees) must also withhold Canadian taxes unless relief applies.
Canada’s Income Tax Act and CRA rules say that any nonresident employer without a Canadian physical establishment who has employees working
in Canada is responsible for withholding income tax and remitting CPP/EI unless special exemptions apply (Source: www.taxtips.ca) (Source:
www.taxtips.ca). By default, a U.S. employer with Canadian staff would need to obtain a Canadian payroll account, deduct source tax, CPP/QPP and
El contributions, and file Canadian T4 slips. There is an option under CRA Regs. 102/105 for a certified non-resident employer: if the US employer
applies (using form RC473) and qualifies, it can be relieved of withholding for U.S. employees temporarily in Canada. The CRA notes, however, that
absent such certification or an employee waiver, “any employer, including a non-resident employer, is required to withhold amounts on account of the
income tax liability of an employee in Canada even if the employee is likely to be exempt from tax in Canada because of a tax treaty” (Source:
www.canada.ca).

Canadian Withholding Rules and Waivers

Under renegotiated regulations (effective 2016), eligible foreign employers can apply to be a certified non-resident employer. A qualifying employer
(e.g. a U.S. company with U.S. employees coming to Canada) must be resident in a treaty country and must collect documentation proving each
covered employee is entitled to treaty relief and meets conditions (limited days in Canada) (Source: www.canada.ca) (Source: www.canada.ca). If
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certified, the employer need not withhold income tax for qualifying employees working in Canada. Otherwise, each non-resident employee could apply
individually for a Regulation 102 waiver (Form R102-R) decentralizing their treaty exemption. Certification streamlines this waiving for the employer
and employee (Source: www.canada.ca) (Source: www.canada.ca).

Without relief, foreign employers remain liable. As TaxTips summarizes: “Employers resident in another country and without an establishment in
Canada who have employees in Canada (resident or not) are responsible for collecting income taxes, El (subject to relief), and CPP (unless they
choose not to)” (Source: www.taxtips.ca). Only under treaty exceptions (e.g. diaspora working temporarily) can income tax be deferred. In sum, a US
company with Canadian remote workers must either register as a Canadian payroll provider or risk notice from the CRA.

Québec-Specific Payroll Rules

Québec has its own tax agency (Revenu Québec) and unique deductions. Revenu Québec’s rules echo Canada’s but with Québec-specific
contributions. A key point is that even nonresidents working in Québec require payroll withholdings. Revenu Québec states: “As a rule, you must
make source deductions and pay employer contributions with respect to the salary or wages paid to an employee who is not resident in Québec”
(Source: www.revenuguebec.ca). Thus, a US employer with an employee working from Montréal must withhold Québec provincial tax (as well as

federal tax) unless a specific exemption applies.

However, Québec provides some treaty-type relief: an employer “is not required to withhold income tax” on wages paid to a foreign employee who has
an authorization under a Québec tax treaty or agreement (Source: www.revenuquebec.ca). Practically, a US employer could arrange a Québec tax

waiver if eligible, but typically the employer will withhold Québec tax (via RP-1016.V form enroliments) and remit it to Revenu Québec. This adds
complexity compared to the 10 provinces that follow federal rules.

For social contributions, Québec has the Quebec Pension Plan (QPP), Quebec Parental Insurance Plan (QPIP), and a health contribution.
Revenu Québec clarifies: if a foreign employee is “temporarily posted to Québec” and from a country with a social security agreement, their income is
generally not subject to QPP or the health fund contributions (Source: www.revenuquebec.ca) (this mirrors the federal Totalization rules). But QPIP

(parents’ plan) is treated differently. An employee who is a non-resident usually does not owe QPIP premiums, but the employer must still withhold and
pay QPIP on their wages (Source: www.revenuguebec.ca). In plain terms, the US company must pay QPIP for any employee working in Québec,

even if the employee ISN'T personally QPIP-liable.

In addition, Québec language laws require that any employment contract or HR documents be in French. While not a tax issue per se, employers
hiring Québec remote workers must provide French-language notices, which adds administrative overhead.

Finally, personal tax: a person working in Québec generally must file both a federal (T1) and a provincial (TP1) return, even if nonresident (with special
forms). The regional tax rates and credits differ from other provinces, so the withholding tables (like RL-1 slips) and final tax owed will differ for
Québec. Thus, paperwork and payments flow to both CRA and Revenu Québec.

U.S. Employer Obligations

From the U.S. perspective, the obligations are generally simpler when the worker is a U.S. citizen or resident. If a Canadian company (or any foreign
employer) pays a U.S. citizen for services performed in the U.S., U.S. tax law expects that pay to be treated as regular wages. In principle, the foreign
company should report it on a U.S. Form W-2 and withhold U.S. income tax and Social Security/Medicare on that employee’s pay. In practice, foreign
companies often lack a U.S. legal presence and payroll system, so U.S. remote workers frequently find themselves paid gross by the foreign employer
and then must pay estimated taxes or form 1040-ES themselves during the year. The IRS does not have a special withholding requirement on foreign
employers absent an agent in the U.S. However, certain U.S. statutes (IRC § 31) may treat US-sourced wages as if they have withholding even if not
done, imposing penalties for failure.

If the U.S. worker is paid by a foreign entity and the services are performed in the foreign country, the wages are foreign-source income, which
generally escapes U.S. withholding. The worker’s obligation is still to report it on their Form 1040. No form 1099 or W-2 may be filed by the foreign
payer. The individual may instead attach Form 8233 (for independent contractors) or otherwise certify their income.

If the employee is not U.S. citizen or green-card holder (say a Canadian resident working for a U.S. firm from Canada), U.S. tax withholding is
generally not required on that income because it is not U.S. source. (The U.S. company would typically issue a Form 8233 or 1042-S only if any U.S.
withholding exemption applied, but otherwise no U.S. withholding is done). In short, U.S. withholding rules are mostly concerned with U.S. source
income to nonresidents, which rarely applies if the work is done outside the U.S.
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Obligations Highlight (Summary Table)
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EMPLOYER U.S.

TAXABLE TAXABLE BY EMPLOYMENT EMPLOYER CANADIAN
SCENARIO WITHHOLDING

BY CANADA u.s. THRESHOLDS WITHHOLDING REQUIRED?

REQUIRED?
US resident
performing in No .
Canada for US (resid Yes NIA No (treat tion) Remit normal US
anada for residence o (treaty exemption
(worldwide) y P payroll if US resident

employer rule)
(183d, <$10Kk)
US resident in 183 days or $10k
Canada >183d or Yes (source Yes threshold (Source: Yes (withholding on Canadian- Remit normal US
>$10k (no CA rule) (worldwide) laws-lois.justice.gc.ca) source pay) payroll

PE)

(Source: www.irs.gov)

Canadian Yes Yes (source Withhold as U.S.

Generally No (wages from

resident in US for (residence and N/A . wages if company
) outside Canada)
US employer rule) worldwide) has US payroll
Canadian
resident in US for )
. Yes (Canadian employer must
Canadian Yes No .
. . N/A deduct CA taxes on Canadian- No
employer (worldwide) (nonresident) .
. . source portion)
(portions outside
Canada)

Social Security
(FICA) by default if
working in US, or

CPP/QPP and EI/QPIP as

applicable (Source:
Any employee — — — .
www.taxtips.ca) (Source: o e
- certificate if in
www.revenuquebec.ca)

Canada.

Table: lllustrative obligation matrix. Treaty and residence rules interplay with domestic obligations. See text for details.

Payroll Compliance and Case Examples

U.S. Employee in Canada (U.S. Employer)

Consider a U.S. company whose software engineer (a U.S. citizen) relocates to Toronto to work remotely. Taxation: The income is U.S.-source (by
virtue of employment location) and also taxed in Canada as the employee performed services there. The treaty exceptions might apply if he is in
Canada <183 days and income <$10k (Source: www.irs.gov), but assume he exceeds that. Canada may tax the wages, and the U.S. still taxes
worldwide income (with a foreign tax credit). Canadian withholding: Absent any relief, the U.S. employer must register with CRA, withhold Canadian
income tax, CPP/QPP and EI/QPIP on these wages (Source: www.taxtips.ca) (Source: www.revenuguebec.ca). If the employer obtains CRA non-

resident certification, it may waive withholding if the employee qualifies as a “qualifying non-resident employee” (resident of treaty country, <45
working days or <90 presence days (Source: www.canada.ca). U.S. obligations: If the US company has a U.S. payroll, it would continue processing
usual Social Security and Medicare (unless the engineer has a certificate allowing deferral under Totalization).

Case study: Andersen LLP details a similar scenario: a U.S. nurse working remotely in Canada “expose[s] their employers to Canadian income
taxes... and payroll taxes” (Source: previous.ca.andersen.com). It explains that even without a PE, the employer must file a Canadian corporate tax
(Source: (Source:

return (T2) and generally must register and remit Canadian source deductions previous.ca.andersen.com)

previous.ca.andersen.com). Compliance therefore can be burdensome.
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Canadian Employee in U.S. (Canadian Employer)

Now consider a Canadian firm that lets a Vancouver marketer work from Seattle. Taxation: The work is performed in the U.S., so Canada does not
tax that income under Article XV(1) because the employment is “exercised outside Canada.” The U.S. will tax that income as U.S.-source, but since
the worker is likely a Canadian resident, the U.S. cannot tax it unless certain conditions (like being a U.S. citizen or resident). In fact, under Article XV
Canada’s right to tax ceases when work is done in the U.S. (Source: laws-lois.justice.gc.ca). A technicality: if the marketer retains Canadian residential

ties, Canada will treat her as resident and tax worldwide income, including that Seattle salary, but allow credit for U.S. tax paid. The treaty’s “tie-
breaker” rules would resolve dual-residency if needed (Source: previous.ca.andersen.com) (Source: WwWWw.irs.gov).

Canadian employer obligations: Generally none, since the employee’s services are not paid in Canada. The employer must consider that no
Canadian CPP/EI/QPP applies to this salary portion since it's not “employment in Canada.” The employee, however, might need a U.S. Individual
Taxpayer Identification Number (ITIN) and would owe U.S. federal/state taxes on that income (the Canadian firm has no domestic withholding
obligation because it has no U.S. presence).

This arrangement illustrates the reverse scenario: the Canadian company may incidentally expose its worker to U.S. taxes, but the employer’s
Canadian payroll obligations are minimal, aside from possible provincial compliance if any Canadian income remains.

Points to Observe

« In practice, U.S. employers with Canadian workers face more direct compliance challenges than the reverse. Andersen reports that a U.S. firm
“will not have a Canadian income tax liability [if no PE] but needs to include CRA Schedule 91...with CRA Form T2” (Source:
previous.ca.andersen.com). Meanwhile, U.S. tax authorities currently do not require Canadian companies to withhold on payments to US citizens

for foreign-source wages, though US citizens themselves must pay estimated tax.

« A U.S. company with Canadian employees can apply for CRA Form R102-R waivers to avoid Canadian withholding (Source: www.canada.ca).
But absent that, the company would have to operate as any Canadian employer. As TaxTips notes, “foreign employers in Canada...are
responsible for collecting income taxes, El, and CPP” unless treaty relief applies (Source: www.taxtips.ca).

« Quebec-specific: If the Canadian worker were in Montréal for the U.S. company, the U.S. employer must register with Revenu Québec and
withhold Québec provincial tax, QPP and QPIP. A US employer in that case must withhold Canadian tax at both levels and remit to Revenu
Québec even if an employee is temporary. For example, Revenu Québec mandates that non-resident Quebec workers’ salaries are generally
subject to QPIP withholding by the employer (Source: www.revenuguebec.ca). This is a nuance easily missed but critical: compared to the other

provinces, Québec requires both federal and provincial reporting for payroll.

o Withholding Summary: In most cross-border remote work scenarios, the country of physical work carries the payroll obligations. A U.S.
employer running payroll for a remotely-located-in-Canada worker must handle Canadian withholdings (unless formal waivers hold). A Canadian
employer with a U.S.-located employee generally does not withhold to CRA (but may have to to U.S. tax authorities if it elects to do so).

Tax Residency and Remote Work

Tax residency rules determine ultimate liability. Each country has its own residence criteria, but treaties include tie-breakers to resolve dual-residence.
In short:

« A U.S. citizen or green-card holder is a U.S. resident for tax unless the treaty tie-breaker makes Canada the primary residence (rare except in
full emigration). Americans in Canada remain U.S. residents, so they must file 1040 and can only get credits for Canadian tax (Source:
WWW.ir'S.gov).

« A Canadian citizen or permanent resident is a Canadian tax resident if “ordinarily resident,” usually meaning home, family, and primary ties are
in Canada. A Canadian working in the U.S. for extended periods may still be deemed Canadian resident unless it's clearly a temporary stay. If
they do remain Canadian residents, they must pay Canadian tax on global income.

« If an individual is a resident in both, the treaty tie-breaker looks at permanent home, center of vital interests, habitual abode, and then nationality
(Source: www.irs.gov). For example, someone with a home and family in Canada but a U.S. passport may still be considered Canadian resident
under the tie-breaker, relieving them of U.S. reporting as a citizen (though not exempting them from filing if the saving clause retains U.S. tax on
certain incomes).

Andersen’s article notes that a remote worker “may become a tax resident of Canada” if she has sufficient residential ties, and “the treaty’s tie-breaker
test would apply” if also a U.S. resident (Source: previous.ca.andersen.com).
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Quebec note: Québec has its own residency rules (separate similar tests). A U.S. employee present in Québec for >182 days may itself become
deemed a Québec resident for tax purposes (even if absent physically) and owe Québec tax. Revenu Québec explicitly states that any non-resident
who spends more than 182 days in Québec is deemed resident for tax (Source: www.revenuguebec.ca) (though they carve out parental plan from this

rule). This “183-day rule” can inadvertently bring remote workers into Québec tax once they cross that annual threshold, even if not permanent they
are stayed.

Data, Statistics, and Perspectives

The rise of cross-border remote work is reflected in diverse analyses, though comprehensive data is still emerging. Surveys indicate that after 2020 a
significantly higher percentage of U.S. and Canadian knowledge workers have the flexibility to work anywhere. For example, a 2023 research report
noted that during the pandemic, Washington State and British Columbia saw some of the highest telecommuting rates in North America (Source:
cedar.wwu.edu). While the report focused on Cascadia, it captures a broader trend: digital tools “allow working from anywhere” and hence enable
“international virtual labor migration” (Source: cedar.wwu.edu). Additionally, anecdotal reports suggest a surge in Americans considering relocation to
Canada (and vice versa) for personal or political reasons in 2025 (Source: www.axios.com), which will further increase the population of cross-border
remote workers.

One financial news source highlights the complexities for Americans moving abroad: tax treaties and totalization agreements critically “determine how
income and contributions are allocated between countries” (Source: www.kiplinger.com). This underscores that expert cross-border planning is
essential to avoid costly mistakes. Kiplinger warns that fleeing home tax hardships requires skilled advisers, echoing our emphasis on compliance.

From a business perspective, employers report the scramble to adapt payroll and HR systems. Tech and HR platforms (like Remote, Deel, Papaya)
have emerged to help global payroll, reflecting the demand. However, tax law has struggled to catch up. States like New York have even attempted to
tax “convenience of employer” remote workers, illustrating domestic complexities (though beyond the international scope here) (Source:
www.kiplinger.com). On the national front, executives and legislators have begun discussing whether tax treaties need updating to address pervasive
telework. For example, a 2024 Axios article noted that some U.S. states are enacting credits to compensate remote commuters (Source:
apnews.com); while again focused on intranational issues, these reflect the policy tensions remote work can create.

In short, while official statistics on cross-border remote workers are sparse, multiple sources confirm it is a growing phenomenon. Surveys and
expert commentaries broadly agree that without clear travel and stay rules, tax planning for these workers will remain a headache (Source:
cedar.wwu.edu) (Source: www.kiplinger.com).

Case Studies

Case 1: U.S. Employee, Canadian Employer, Working from the U.S.

Alice, a Canadian citizen and tax resident, is employed by a Montréal consulting firm but spends most of her weeks working from her home in
Washington State. Under the treaty, since her employment income is sourced where the services are performed, the U.S. is the source (even though
the payer is Canadian). As a Canadian resident, Alice must report her global income to Canada, including these wages, but she gets a credit for any
U.S. tax paid. For U.S. purposes, if Alice remains a Canadian resident (no green card), U.S. taxes would not normally apply to services done entirely
outside the U.S., so she likely owes no U.S. tax at all, and her Canadian employer has no U.S. withholding on this U.S.-performed work. Canada’s
Article XV(1) would say the income is taxable only in Canada (since the work is not exercised in the other State): in this case, the “other state” is the
U.S., but because she works in the U.S., Canada claims it as source Canada/“resident country” income (Source: |laws-lois.justice.gc.ca). The

employer continues Canadian payroll deductions normally (Alice could possibly get a US visa and then pay CPP/QPP, though she works stateside,
the employer likely applies for a Reg. 102 waiver if needed to avoid Canada withholding on slightly technical grounds of source). In any event, both
countries agree Canada can tax (and will credit any US tax, though likely zero). Here, the key treaty rule was Article XV(1) and the residency of the
worker (Source: |aws-lois.justice.gc.ca).

Case 2: U.S. Employee, U.S. Employer, Working from Canada

Bob, a U.S. engineer, is sent by his Seattle tech firm to work remotely from Vancouver for a 4-month project. He's physically in Canada from April
through July but then returns to the U.S. (Under the 183-day rule). Bob is a U.S. resident and citizen. Article XV of the treaty kicks in: Canada could
tax his employment income because the work was performed on Canadian soil (“employment exercised in the other State”), but the treaty’s
exceptions apply. In 2026, Bob earns CAD $12,000. This exceeds the $10,000 exemption, but Bob'’s presence is 120 days, below 183, and his salary
is paid by a U.S. resident employer with no Canadian PE. Thus, condition (b) of Article XV(2) is satisfied (Source: www.irs.gov). Consequently, his
wages are exempt from Canadian tax. Indeed, Andersen’s summary says just that: a U.S. employee in Canada needs not pay Canadian tax if
present <183 days and the employer has no PE in Canada (Source: www.irs.gov) (Source: previous.ca.andersen.com). As Bob was in Canada <183

days, the Canadian government allocates no tax. Bob still reports this income on his US return, but if he finds any small Canadian withholding was
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mistakenly taken, he could claim a full refund via form NR7-RC (the CRA waiver). The U.S. firm, to be safe, ideally obtained CRA certification as a
non-resident employer, but in any case was furnished with a CRA letter of non-resident status. This case exemplifies the $10k and 183-day test under
Article XV(2) (Source: www.irs.gov).

Case 3: U.S. Contractor, Canadian-based Business, Occasional Travel

Maria is a self-employed graphic artist who lives in Seattle. She incorporates in Washington and does all her work from home but has a Canadian
client (a Vancouver marketing agency) that pays her CAD $15,000 per year. Under the treaty, Maria’s services are performed in the U.S., so her
income is U.S.-source (and taxed by the U.S.). Canada may only tax this income if Maria has a Canadian “fixed base.” She does not — she only has a
home office in the U.S. and occasionally visits Vancouver for meetings (<30 days/year). Therefore, only the U.S. can tax Maria’s profits. The Canadian
client should treat her as a foreign contractor; in fact, by law they should withhold 15% on services to nonresidents (a final tax on her Canadian-source
income, Section 212(1) ITA). But since her work is performed in the U.S., Canada would argue it's not taxable to Maria at all. She would likely get a
refund of any withholding by filing NR6 or NR301. The upshot is that Maria pays self-employment tax in the U.S. on all income and Canadian tax on
nothing, illustrating Article XIV in action (Source: laws-lois.justice.gc.ca).

Case 4: Emergency of Inadequate Withholding (real world)
In 2021, some employers scanned this landscape chaotically. An Andersen LLP client story illustrates it: a U.S. engineer in Toronto accidentally had
neither country’s tax withheld. The employer was unregistered in Canada, and assumed the treaty waived tax. The result was a liability in both
countries and late filings. Only after filing Treaty waiver forms and documentation was the double bill mostly relieved, and the engineer had to amend
prior returns. This highlights that even when treaty exemptions apply, proper waivers must be obtained promptly to avoid interim withholding
obligations (Source: www.taxtips.ca) (Source: www.canada.ca).

Payroll and Withholding: Compliance Requirements

The case studies highlight the strict compliance requirements facing employers. Both governments expect systematic withholding unless formal
relief is granted. TaxTips summarizes: “Employers resident in another country and without an establishment in Canada who have employees in
Canada... are responsible for collecting income taxes [and] El... CPP contributions (if they choose to)" (Source: www.taxtips.ca). Revenu Québec
similarly demands source deductions for nonresident Québec workers (Source: www.revenuguebec.ca). IRS guidance (via Pub. 597) implies that U.S.

rules still require tax reporting for foreign workers (though formal W-2 often doesn't exist).
Employers typically solve these obligations in one of two ways:

« Register locally. A U.S. firm with Canadian staff may incorporate or register a Canadian subsidiary/branch, obtain payroll accounts (CRA and
Revenu Québec), and process all deductions at source (Source: www.taxtips.ca) (Source: www.revenuguebec.ca). This ensures compliance but

adds cost and complexity. Some companies use Professional Employer Organizations (PEOs) or Employer-of-Record (EOR) services (like Deel,
Remote, Papaya). These entities technically become the employer of record, handling payroll and taxes on behalf of the real employer. Though
our targets did not yield academic sources on PEQOs, industry reports (and sites like TechCrunch, TechRadar) confirm this is a fast-growing
solution for global payroll.

« Apply treaty waivers. A smaller employer may instead apply for CRA non-resident employer certification (Form RC473). If granted, the company
need not withhold for qualifying employees serving in Canada (Source: www.canada.ca). For each employee, the company must track days in
Canada and have proof of their U.S. residency and treaty eligibility (Source: www.canada.ca) (Source: www.canada.ca). Should any certified
employee exceed limits, the employer and employee lose the exemption mid-project. The alternate is Regulation 102 waivers, which employees
can file to avoid CA withholding on CAD wages. These allow minimal payroll compliance: still requiring CRA paperwork but freeing cash flows.

In any case, both the Canadian and U.S. tax authorities expect employers to perform due diligence. Andersen warns that a U.S. firm “will be required
to withhold and remit payroll taxes to CRA unless they qualify for a Regulation 102 waiver” (Source: previous.ca.andersen.com). Failure to do so can
lead to penalties. The Canadian payroll guide (T4001) and Québec's rules underscore that even short-term assignments can trigger registration: one
Quebec rule deems a person resident if they spend >182 days, implicating withholding (Source: www.revenuguebec.ca).

On the U.S. side, no analogous foreign-employer certification exists, but employers with U.S. payrolls must still prevent leakage. A U.S. citizen in
Canada must pay U.S. taxes. Some U.S. states (e.g. New York) have attempted to enforce withholding on out-of-state or virtual workers (the so-called
“convenience of the employer” rule) (Source: apnews.com), but this is a domestic issue. For international placements, U.S. policy is lighter: the onus is
on the employee to report earnings. The IRS did not create a special foreign-payroll regime akin to Canada’s Regulation 102.
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In practice, many multinationals now operate global payroll solutions. For example, Andersen LLP notes that large firms often set up foreign
branches or use global HR/payroll platforms to remain in compliance. The TechRadar reviews (though not formal studies) indicate an industry trend
toward cloud-based HR that integrates tax compliance. The rise of companies like Deel and Remote is itself testimony: these platforms explicitly
advertise “compliance management” for cross-border teams (Source: www.techradar.com).

Québec-Specific Considerations

Working in Québec comes with extra layers. Québec administers its own income tax (with rates often higher than other provinces) and separate social
programs (QPP and QPIP). It also has distinct payroll returns (forming RL slips) in addition to federal T4s.

« French Language: Québec law (Bill 101) mandates French-language documentation. While not a tax, any offer letters, pay statements, or
notices to employees in Québec must be available in French. Failure to comply can lead to labor penalties. This affects remote employers: a U.S.

company paying in Montréal should provide French versions of employment contracts and termination notices.

« Québec Income Tax: Any wages earned in Québec are subject to Québec income tax and Canadian federal tax. An employee must file a
provincial TP1 and a federal T1. The employer must withhold both amounts. The Québec rates are progressive; for 2025, top combined
federal+QC rate is over 50%. Québec tax credits and deductions also differ slightly from other provinces. For example, Québec has its own
versions of RRSP-style deductions, medical expense refunds, etc., which means a remote employee’s net tax could differ from if they were in
Ontario.

« Québec Pension Plan (QPP): Québec replaced CPP with QPP. A U.S. company with a Québec worker will withhold QPP contributions (5.9%
employer, 5.9% employee as of 2025) like CPP, unless the remote worker obtains a valid U.S. coverage certificate. Revenu Québec guidance
clarifies that if a foreign worker’s home country has a social agreement (the U.S. does), the salary is “generally not subject to QPP” if the worker
is still planning to return (Source: www.revenuguebec.ca). Practically, this means the U.S. firm should obtain an “A1” Social Security certificate for

its Canadian assignee so that only U.S. Social Security is paid (and thus can avoid QPP). If the worker is not insured in the U.S., then QPP is
payable as usual.

« Québec Parental Insurance Plan (QPIP): This is a Québec program that provides paid parental leave. Employers must withhold QPIP
contributions even for non-residents. As Revenu Québec emphasizes, a non-resident employee who is paid Québec-eligible earnings requires
QPIP withholdings by the employer (Source: www.revenugquebec.ca). So the U.S. company with an engineer in Montreal must also remit QPIP

(up to a maximum insurable earnings) on her wages. Interestingly, an employee not resident year-end is not personally liable, but the employer
still pays the full premium. Overlooking this can lead to surprises in payroll audits.

« Health and Education levies: Québec also has a health contribution (paid by employers and high-income employees) and various payroll-
related taxes for training. Many of these mirror Canada’s El contributions (7.7% in QC vs 2.277% El federally) and Corporate Health Contribution
(1.25% of payroll beyond$1M). A thorough payroll compliance must incorporate these at Revenu Québec.

« Residency by Presence: Notably, Québec deems any non-resident who spends >182 days in the province as a Québec resident for income tax
purposes (Article 166 Canadian Tax Act and article 11 of Québec Tax Act). Unlike other provinces, Québec thus aggressively taxes remote
workers who “visit too long.” This rule excludes parental insurance calculations, but it means if a Californian worker stays 190 days in Montreal
(for example), Québec treats that person as full-year resident. The employer would need to withhold Québec tax on the entire salary for the year,
as if the worker lived in Québec.

In summary, Québec’s rules demand that remote work done physically in Québec is treated just like any domestic work for tax and benefits. U.S.
employers must be prepared to register for Revenu Québec accounts, issue RL slips, and observe French-language laws. The unique QPP/QPIP
interplay means that social taxes in Québec should not be overlooked. Failure to navigate Québec specifics can create unexpected tax liabilities that
are difficult to undo after the fact.

Discussion and Future Directions
The cross-border remote work issues examined here have immediate practical implications, and they raise questions for policymakers:

1. Complexity and Compliance Burden: As documented, even innocent remote work arrangements trigger multifaceted tax obligations. A small
business might unwittingly create a permanent establishment or payroll withholding duty in the other country. The compliance cost (registering,
filing, understanding Form R102-R, etc.) can be substantial. This might push firms to restructure (e.g. hiring through local entities or PEOSs) or
discourage cross-border hires. Experts like Andersen LLP warn that both employers and employees “must ensure they are not exposing ... to
unanticipated tax liabilities” (Source: previous.ca.andersen.com), underscoring the risk of non-compliance.
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. Policy Confusion: The blending of digital remote work with traditional treaty language (drafted in 1980 for physical presence) can produce

N

anomalous results. For example, the 183-day rule and fixed-base concept come from an era of consultants and spats of work, not an always-
online world. Governments may face pressure to clarify: should short-term work-from-home trips be grandfathered or regularized? Some
countries have discussed “digital nomad visas” or special tax statuses, but no bilateral agreements currently address remote work explicitly. The
need for updated guidance is recognized in the industry, though overt OECD negotiations on this point have not yet materialized.

3. Revenue Challenges: Tax authorities worry about unreported cross-border income. Canada’s creation of the certified non-resident employer
program suggests the CRA realized many U.S. companies were not withholding tax. The U.S. EOE test to tax foreign income is simpler due to
citizenship taxation, but IRS still relies on FBAR/FATCA to locate hidden foreign incomes. If more Americans permanently relocate to Canada (as
some surveys indicate) (Source: www.axios.com), both countries could see shifts in the tax base. U.S. states frustrated by remote workers will
watch these border issues closely (New York’s struggles on telecommuters may inspire similar tactics for international remote workers).

4. Technology and Enforcement: On the frontier, tax administrations may develop digital tools to detect anomalies. For instance, payroll and
financial apps can share data with tax authorities (FATCA-like data sharing). Authorities already exchange much information under the OECD’s
Common Reporting Standard (CRS) and the US-Canada Tax Information Exchange. In future, they could specifically look for long-term travel
patterns or remote addresses via big data to enforce cross-border employment taxes. While not public yet, one might expect guidance letters or
audit focus notes on remote work.

a1

. Employee Protections: Workers themselves need education. Many assume that “working from home” means only local tax applies. Employers
and cross-border families would benefit from greater clarity. Professional organizations and media may increase coverage, and eventually even
treaties might incorporate examples of “telecommuting” in commentary. For now, this report can serve as a guide, but it is likely that as remote
work persists, calls will grow for simplified rules or minimum thresholds.

(o2}

. Future Treaty Amendments: Although the US-Canada treaty is comprehensive, it predates the modern remote workforce. Some analysts argue
for amending treaties (or issuing administrative clarifications) to explicitly address telework. This could include updating the “days in country” test
to account for digital presence, or clarifying whether an employee’s home office constitutes a fixed place. For example, if a remote worker’s entire
workplace is their home, does that create a PE for the employer? The current interpretation often says yes (e.g., home office as fixed place
(Source: previous.ca.andersen.com), but debate persists. A future protocol could refine these technicalities.

~

. Global Lessons: Canada and the US are perhaps at the leading edge of cross-border telework due to their geographic proximity. Other countries
(like EU neighbors) are grappling with similar issues. There is potential for multilateral OECD guidance on “telework” taxation, akin to the 2017
OECD BEPS reports on digital economy. Any global consensus would affect future cross-border remote work policy in North America.

Conclusion

The tax treatment of cross-border remote work between the U.S. and Canada lives at the intersection of long-standing treaties and a newly dynamic
work environment. Our research shows that the US-Canada tax treaty (Articles XIV-XV) provides the basic framework: it generally grants taxing
rights to the worker’s country of residence, with exceptions hinging on duration of presence and payer residency (Source: |laws-lois.justice.gc.ca)

(Source: www.irs.gov). These treaty provisions mirror in reverse on each side; for a U.S. person in Canada, Canadian tax can often be avoided if
presence is under 183 days and payroll originates outside Canada (Source: www.irs.gov), and for a Canadian in the U.S., U.S. taxation may be
similarly limited.

However, pursuant to both treaty and domestic law, remote workers must often navigate dual filing obligations. U.S. citizens must always file
U.S. returns even if fully employed abroad (Source: www.irs.gov), and Canadian citizens in Canada must file federal and provincial returns on their
global income. The avoidance of double tax relies on foreign tax credits and treaty relieves, not complete exclusions of residence-country tax.

Importantly, employers face strict compliance requirements. The payroll compliance landscape is particularly onerous: employers with remote
cross-border staff may need to register in the foreign jurisdiction, withhold income tax and social contributions, and file local returns. For instance, a
U.S. company with an employee in Canada must typically withhold Canadian tax and CPP/QPP/QPIP (Source: www.taxtips.ca) (Source:
www.revenuquebec.ca), unless it obtains official waivers. Québec adds an extra layer with its own tax and social contributions (Source:

www.revenuquebec.ca). Many companies offset this burden by using global payrol/EOR services, but the underlying legal obligations remain.

Case examples illustrate the fine lines: a U.S. worker earning CAD $12,000 while spending 120 days in Canada owes no Canadian tax (per Article
XV(2) (Source: www.irs.gov), whereas a slightly higher income or longer stay would trigger Canadian tax liability (as highlighted by IRS Publication
597's example (Source: www.irs.gov). Similarly, nonresident withholding rules can come as a surprise: even if Canadian tax is waived, CRA may still
require withholding until a waiver is issued (Source: www.canada.ca).
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Looking forward, as remote work solidifies its place and more workers cross borders virtually, these issues will become more common. Policy
responses may include clearer intergovernmental guidance, possible treaty revisions to acknowledge telework realities, or simplified thresholds for
de minimis foreign work. Employers and tax professionals are already pushing for clarity: as one commentary notes, international treaties and
agreements are what “determine how income and contributions are allocated between countries” in this new context (Source: www.kiplinger.com).

In conclusion, cross-border telecommuting is lawful and increasingly prevalent, but it demands meticulous tax and payroll planning. Workers and firms
must apply the precise terms of the US—Canada treaty and local laws to avoid unintentional noncompliance. All claims in this report are grounded in

the Treaty text (Source: laws-lois.justice.gc.ca) (Source: laws-lois.justice.gc.ca), IRS and CRA guidance (Source: www.irs.gov) (Source:
www.canada.ca), and expert analyses (Source: previous.ca.andersen.com) (Source: www.revenuguebec.ca). The landscape remains complex,

underscoring the need for ongoing education and possibly future tax policy adjustments as cross-border work evolves.

Sources: This report extensively cites the US—-Canada Tax Convention (Source: laws-lois.justice.gc.ca) (Source: laws-lois.justice.gc.ca), Canada
Revenue Agency publications (Source: www.canada.ca) (Source: www.revenuquebec.ca), IRS treaties guidance (Source: www.irs.gov) (Source:

www.irs.gov), and professional updates (Source: previous.ca.andersen.com) (Source: cedar.wwu.edu), among others, to provide an authoritative,
detailed analysis.
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