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Introduction 

The purpose of this material is to comprehensively describe the impact of pay equity adjustments on 

payroll processing. This includes the source deduction treatment of these payments, their reporting on 

year-end slips and Records of Employment, as well as any employment standards implications. 

The big picture of what I am trying to do with this material is to cover several broad payroll issues, 

through the lens of pay equity adjustments. The assumption is that pay equity adjustments may be 

made either as ongoing payments to current employees or as lump-sum payments to current or former 

employees. In some cases, former employees may have moved provinces or countries between the time 

of their employment and any pay equity adjustments. 

Further, the assumption is that lump-sum adjustments relate to prior salary or wages calculated on an 

inequitable basis. I am consciously excluding any portion of payments that may be damages beyond 

any reimbursement for the wages that would have been paid or that ought to have been paid, if that 

prior work had been fairly compensated. Similarly, I am excluding any reimbursement for legal 

expenses. Any such damages or legal costs are not subject to any source deduction or other payroll 

reporting requirements. 

If you have questions as we go through this material, please do not hesitate to raise your hand. A copy 

of this material, as well as the slides I will be speaking from, can be found on my blog, 

www.alanrmcewen.com. 

If you like this session, please connect with me on LinkedIn and follow my blog posts. Apart from my 

own blog, these appear on the Canadian HR Reporter and Canadian Payroll Reporter web sites. 

Source Deductions 

The source deduction treatment of pay equity adjustments is affected by how such payments are made. 

These factors include: 

 whether payments are lump-sum or made as an ongoing series; 

 whether payments are made to current or former employees; and 

 whether payments are made to residents or non-residents of Canada 

Depending on these factors, pay equity adjustments are income from employment that may be subject 

to the following source deductions: 

 federal and provincial income tax, including for the province of Quebec; 

 Canada Pension Plan and Quebec Pension Plan; 

 Employment Insurance and the Quebec Parental Insurance Plan; 

http://www.alanrmcewen.com/
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 Employer Health Tax and the Health Services Fund; 

 Workers compensation, including WSIB and CSST; and 

 Other Quebec payroll taxes, including the 1% training tax, the compensation tax in the financial 

industry and the funding of the Commission des normes du travail (CNT). 

Unless pay equity adjustments are made in kind, as taxable benefits, they have no impact on sales taxes 

such as GST, HST, QST or the 8 and 9% sales tax on employee benefits in Ontario and Quebec, 

respectively. 

Lump-Sum versus Ongoing Payments 

The word lump-sum means quite simply a single payment. If pay equity adjustments are made as lump-

sum payments, for income tax source deduction purposes these are treated as retroactive pay. Although 

there are separate rules for retroactive pay in the federal Income Tax Regulations, the usual practice is 

to apply the bonus method. Note, despite the similarity in name, the lump-sum method does not apply 

to pay equity adjustments made as single payments. The lump-sum method, for payroll purposes, is 

largely reserved for use in withholding on retiring allowances. 

There are three points about the bonus method you should understand. 

First, the bonus method applies what are termed marginal rates to any such payments. Marginal rates 

means the highest income tax rate that applies to the person. For example, the highest marginal tax rate, 

for federal income tax purposes is 29%. In 2012, it applied when estimated annual net taxable income 

was over $132,406. For monthly pay periods, this means that pay period income over $11,033 was 

taxed at 29%. This is the marginal rate that applied to any earnings over that amount. 

The second point involves understanding the differences between the bonus and periodic methods. 

Both are based on converting taxable income to an annual basis. The periodic method annualizes 

regular pay period income by multiplying current pay period earnings by the number of pay periods in 

the year. The bonus method treats single payments directly as full-year amounts, by adding them to the 

annual amounts already calculated under the periodic method. The impact of this difference is to lower 

the marginal rate applied when the bonus method is used. If lump-sum pay equity adjustments are 

taxed using the periodic method, a much higher income tax withholding results. 

There are similar differences between the tax methods applied by Revenue Quebec to regular wages 

versus those applied to the single payment of bonuses and retroactive pay. 

Let's go through a brief example to see how this works, for a person whose expected taxable income for 

the year exceeds $5,000. 

Example: Martha reports to work in Ontario and is being paid a lump-sum pay equity adjustment on 

April 15, 2013. In 2013, without this pay equity adjustment, her net annual taxable income is expected 

to be $55,000. The lump-sum pay equity adjustment is $15,000. The federal and Ontario income tax 

taxes on this payment are roughly $4,700, for an effective tax rate of just over 31% 
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Had the $15,000 been taxed using the normal periodic method, this payment would have pushed 

Martha into much higher tax brackets, with the total federal and Ontario taxes being approximately 

$7,400, for an effective tax rate of just over 49%. 

Had Martha's expected income for the year, including any lump-sum pay equity adjustment, been 

$5,000 or less, the income tax withholding would be at 15%, for a combined federal and Ontario 

income tax deduction of $2,250. Note, you can't look up this rate directly in the federal Income Tax 

Regulations. These regulations only give the federal portion. You would also have to look at the 

corresponding rate in the similar Ontario regulations, for the difference. 

Third, you can't just substitute withholding at an arbitrary flat percentage, such as 10 or 15%, for the 

bonus method when paying single amounts such as pay equity adjustments, commissions or bonuses. 

That would be a failure to withhold and remit the required income tax. 

Note that all of these differences relate to the amount of income tax withheld for source deduction 

purposes. None of them affect the amount of income tax owing when Martha files her T1 return for the 

year. 

Pay equity adjustments made as a lump-sum also affect how CPP contributions are calculated, but not 

those for QPP. 

For CPP purposes, there is a difference between wages earned in a pay period and paid on the regular 

pay date for that pay period as against other earnings, such as bonuses. The assumption is that pay 

equity adjustments made in a lump-sum arise from more than one pay period, indeed, possibly from 

more than one tax year. This difference in CPP treatment, described below, is not limited to pay equity 

adjustments, but applies to any pay where: 

 the right to the pay accrues over several different pay periods (commissions, bonuses, vacation 

pay without time taken, etc.); or 

 the pay period in which the services were performed is different than the pay period in which 

the earnings were paid (banked overtime, corrections to a prior pay). 

CPP pensionable earnings paid to an employee, on the regular pay date of a pay period for work in that 

pay period, are termed “ordinary remuneration”. Ordinary remuneration, for CPP purposes is reduced 

on a pay period basis by a “basic exemption”. For example, if an employee has gross CPP pensionable 

earnings in a bi-weekly pay period (26 pays in the year) of $1,000, these are reduced by a basic 

exemption of $134.61. In this situation, CPP contributions are calculated on $865.39 ($1,000 – 134.61) 

and would be $42.84 ($865.39 at 4.95%). 

CPP pensionable earnings that are not “ordinary remuneration” are not reduced by the basic exemption, 

The full CPP rate of 4.95% applies. For example, if the $1,000 was a lump-sum pay equity adjustment, 

the CPP owing would be $49.50. Note, this is true whether the pay equity adjustment is the only 

earning in the pay period, is paid together with other earnings or is a second payment for a pay period. 

Different rules apply for QPP purposes. In the QPP, there is no similar distinction between “ordinary 

remuneration” and other earnings. Employees are entitled to the basic exemption, on all pensionable 

earnings, once for the pay period as a whole, regardless of the number of payments. For QPP purposes, 
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the QPP contributions owing on the same $1,000 pay equity adjustment, paid as a lump-sum, would be 

$45.43 ([$1,000 – 134.61] x 5.025%). This is true whether the lump-sum is the only or first payment in 

the pay period. However, if the lump-sum is on top of any previous QPP pensionable earnings for the 

pay period, the amount of any basic exemption not already used applies. For example, an employee 

may already have had $500 in QPP pensionable earnings in a bi-weekly pay period (26 pays). Assume, 

on a single direct deposit, both these regular earnings and the pay equity adjustment are paid. In this 

situation, the QPP contributions owing would be $71.68 ([$500 – 134.61+ 1,000 ] x 5.025%). In effect, 

no basic exemption applies to the pay equity adjustment, since it has already been used by the regular 

earnings. 

If pay equity adjustments are made as ongoing payments, there is no difference in the income tax or 

CPP/QPP treatments between such payments and regular salary or wages. Both are subject to income 

tax using the periodic method and both are eligible for CPP and QPP basic exemptions. 

Pay Equity Adjustments to Former Employees 

For income tax purposes, there is no difference in the source deduction treatment of pay equity 

adjustments, whether these are received by current or former employees. This is true whether pay 

equity adjustments to former employees are made in a lump-sum or as a series of payments. Whether 

recipients are current or former employees, the income tax source deduction of pay equity adjustments 

is the same as for regular salary and wages. This is true for both CRA and Revenue Quebec income tax 

source deductions. 

There is similarly no difference in the treatment for CPP, QPP, EI, QPIP or any other payroll tax, 

whether pay equity adjustments are made during or after employment. 

Example: Conrad is entitled to a pay equity adjustment from his employer, related to service between 

2005 and 2011. This adjustment is paid in a lump-sum in 2013. Conrad's employment with the 

employer concerned ended in 2012. When paid in 2013, the lump-sum adjustment is subject to all the 

payroll source deductions applicable to regular salary and wages. This payment will result in a T4 

issued to Conrad, no later than the end of February, 2014. 

Province of Employment for former employees 

However, there may be a change in the province of employment, on pay equity adjustments made to 

former employees. 

The province of employment means the province with jurisdiction over employment, for source 

deduction purposes. Unlike employment standards, both the federal and provincial levels of 

government have the right to impose source deductions on the same employment income. Similarly, the 

province of employment also mostly determines the application of other provincial payroll taxes, such 

as EHT in Ontario and HSF in Quebec. However, jurisdiction over worker's compensation follows that 

of employment standards, meaning either federal or provincial jurisdiction is exclusive.  

There are two different grounds on which the province of employment may be determined. 
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The first ground applies to T4 box 14 reportable income. For such income, including pay equity 

adjustments, the province of employment is set based on the location where an employee reports to 

work. For example, if the employer has a permanent establishment in Ontario, and that's where the 

employee reports to work, Ontario is the province of employment. If the employee does not report to 

work at an employer's permanent establishment, and this would apply to former employees, the 

province of employment is determined by the location from which the pay equity adjustment is made. 

For this purpose, if the employer has outsourced its payroll, the location that counts is the employer's, 

not that of the payroll service bureau. 

The second ground applies to retiring allowances and other income subject to tax using the lump-sum 

method. For retiring allowances, the province of employment is based on the province where the 

employee resides at the time of payment. This ground does not apply to pay equity adjustments, since 

for income tax purposes they are “salary or wages” from employment, even if they are paid after the 

end of employment. 

The term “province” here includes both the 10 regular provinces, the 3 territories (Yukon, Northwest 

Territories and Nunavut), as well as two special codes when the “province of employment” is either US 

or ZZ, for employment in other countries or inside of Canada, but outside of a province or territory. For 

example, ZZ is the province of employment code for reporting to work in either the Newfoundland or 

Nova Scotia offshore areas, such as on oil rigs. 

Pay equity adjustments may involve a change in the province of employment, if a former employee 

reported to work in one province and the employer processes payroll in another. If there is such a 

change in the province of employment, this means a different set of provincial income tax rates apply 

and a separate T4 is required for each province of employment during the year. 

Example: Patricia reported to work in Ontario, before her retirement. Her employer processes payroll 

in BC. After she retired, Patricia became eligible for a pay equity adjustment. While working, her 

province of employment is Ontario. For the pay equity adjustment, it is BC. Notice, we haven’t said 

anything about where Patricia lives, either at the time she worked or when she received the pay equity 

adjustment. 

Pay Equity Adjustments to Non-Residents 

For non-residents there may be a distinction between payments to current and former employees. 

Pay equity adjustments to active or ongoing employees won’t alter their liability for income tax to 

either the CRA or to Revenue Quebec. If an employee is or was otherwise subject to income tax source 

deductions on behalf of the CRA or Revenue Quebec, so long as there is ongoing employment income, 

pay equity adjustments won’t change either this liability or an employee’s exemption from Canadian 

income taxes. 

However, there may be a difference where employees cease to be Canadian residents for income tax 

purposes, after the end of employment and before any pay equity adjustments. 

Since the most common situation is for former Canadian residents to become US residents, we will 

discuss the rules that apply under the income tax treaty between Canada and the US. Under those rules, 

the term “resident” means a person subject to tax in Canada, under the terms of that income tax treaty. 
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This obviously means more than just being ordinarily resident in Canada. Further, there are provisions 

that define what happens when a person has ties to both Canada and the US. In essence, a person can 

ordinarily live in the US, but still be considered a Canadian resident for income tax purposes, 

depending on the circumstances. Describing these in detail is beyond the scope of this material. 

Under the income tax treaty between Canada and the US, the CRA may tax pay equity adjustments 

made to non-residents of Canada, if: 

 total pay equity adjustments are greater than $10,000 in Canadian funds. Although the tax treaty 

with the US does not make this distinction, the CRA interprets this as a limit on the payments 

received within a single tax year; or 

 the former resident is physically present in Canada for more than 183 days in the tax year. If the 

physical presence is for more than this number of days, pay equity adjustments are only taxable 

in Canada if the former employer carries on business in Canada and bears these costs.  

Several points need to be made, concerning the CRA taxation of pay equity adjustments to non-

residents. 

First, there is a difference between the CRA's right to tax recipients for pay equity adjustments 

received, as employment income, and the obligation of employers to withhold income tax from these 

payments. The exemptions under the income tax treaty apply to income tax owing when recipients file 

their T1s, not when employers are required to deduct at source on payments to non-residents. 

Second, payments to non-residents for services in Canada, other than for salary or wages, are subject to 

a flat 15% withholding, under regulation 105. This does not apply to pay equity adjustments, since they 

are “salary or wages” for income tax purposes. As a result, the normal periodic method applies to pay 

equity adjustments made as a series of payments and the bonus method, as described above, to lump-

sum payments. 

Third, the waiver that is available on regulation 105 withholding does not apply to pay equity 

adjustments. The CRA clearly describes this waiver as being limited to payments subject to the 15% 

withholding under regulation 105. 

Fourth, personal tax credits on federal and provincial TD1 forms are not available to non-residents, 

unless they elect to report at least 90% of their world income, when filing the T1. Similarly, the 

deduction for living in the Yukon, Northwest Territories, Nunavut or another prescribed northern zone 

does not apply. Anyone who qualified for this deduction, on the basis of at least 6 month residence in 

one of these locations, would be a Canadian resident for tax purposes. 

Fifth, where pay equity adjustments are paid to a non-resident, the province of employment is 

determined by the location from which the employer processes those payments. 

Example: John lives in Rhode Island. He used to work for a Manitoba employer and that employer is 

required to pay John pay equity adjustments. These payments are processed from the company's 

Winnipeg offices. As such, Manitoba is the province of employment on these payments. 



© Alan McEwen & Associates  Page 7 of 12 

Employment Insurance 

Employment Insurance is perhaps one of the most complex areas of Canadian payroll. This justifies its 

treatment as a major topic on its own. 

Source Deductions 

Pay equity adjustments, made either as a single payment or as an ongoing series and paid either to 

current or former employees, are insurable earnings subject to EI source deductions, the same as for 

any other T4 Box 14 reportable earnings. 

However, pay equity adjustments may not be subject to EI premiums if the employment is or was 

carried on outside Canada. For this purpose, what counts is where the employment is or was performed, 

not the person’s residence at the time of payment. “Residence”, for this purpose, means ordinary 

residence. The rules for determining residence under income tax treaties don’t apply for EI purposes. 

Example: John worked in Ontario for 10 years before leaving to work in Austin, Texas. His Ontario 

employer is paying John a pay equity adjustment related to this work in Ontario. This payment, even if 

made when John is a US resident for income tax purposes, is subject to EI source deductions. 

If the employment was performed in Canada, any related pay equity adjustments are EI insurable in 

Canada, even if the person has subsequently moved outside the country, including to a US state covered 

by employment insurance agreements with the US. 

However, employment in Canada, including for pay equity adjustments, may be exempt if a previous 

US resident has continuing employment insurance coverage in an American state. In other words, if at 

the time of performing the work in Canada, an employee was EI exempt because of ongoing 

employment insurance coverage in an American state, that exemption applies to any related pay equity 

adjustments, even if at the time of payment the exemption no longer applies. 

Record of Employment Reporting 

For EI purposes, there are no insurable hours associated with pay equity adjustments. The only ROE 

reporting impact is for insurable earnings. 

Insurable earnings for pay equity adjustments are allocated, for ROE reporting purposes, to the pay 

period in which they are paid. This is true however pay equity adjustments are paid, either as a lump-

sum, as a series of payments, to current or former employees or for service in Canada when paid to a 

non-resident. 

“In which they are paid” means two separate things, depending on whether the payment is paid on a 

regular pay day or is an off-cycle payment. 

If paid on a regular pay day, the pay equity adjustment is allocated to the pay period for that day. 

Example: The employer makes on ongoing pay equity adjustments to a range of employees. These 

adjustments are paid on the regular pay day for each bi-weekly pay period. The current pay period: 

 First day is Sunday, January 6, 2013; 

 Last day is Saturday, January 19, 2013; and 
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 Is paid on Thursday, January 24, 2013. 

In this example, the pay equity adjustment, paid on January 24 is allocated to the bi-weekly pay period 

that runs from January 6 to January 19, 2013, inclusive. 

However, when paid as an off-cycle item, pay equity adjustments are allocated to the pay period that 

the payment date includes. 

Example: The employer makes a pay equity adjustment as a single, off-cycle payment, not on the 

regular pay day for an existing pay period. The employer’s pay periods are semi-monthly, with 

payment on the last working day within each pay period. These payment equity adjustments are paid as 

a separate payment on Monday, January 28, 2013. For ROE reporting purposes, these payments must 

be allocated to the pay period running from January 16 to January 31, 2013, inclusive. 

This assumes pay equity adjustments are not paid during a leave of absence or lay-off or after any other 

form of loss of employment. Where pay equity adjustments are paid while an employee is on a leave of 

absence or lay-off or after a loss of employment for any other reason, they must be allocated to the last 

pay period in which the person earned regular wages, whenever paid. 

Example: Carol is scheduled to be paid $15,000 as a lump-sum pay equity adjustment. This payment 

was made on March 1, 2013, for all affected employees. However, Carol retired on February 1, 2013. 

This was also the last day in the last pay period for which Carol earned regular wages. Despite its 

payment on March 1, the employer has to allocate Carol’s payment to the pay period ending February 

1, 2013. 

Amending an ROE for a pay equity adjustment 

Pay equity adjustments, made after an ROE has been issued, may require that such an ROE be 

amended. 

Example: Pauline is on a maternity and parental leave from her employer. These combined leaves 

began on March 15, 2012 and Pauline is expected to return to work March 18, 2013. On September, 10, 

2012, Pauline received a lump-sum pay equity adjustment from her employer. In this situation, the 

employer must amend the ROE already issued to show the impact of the lump-sum payment. 

The amended ROE must allocate the whole lump-sum payment to the last pay period reported on the 

ROE, in which Pauline earned regular wages. 

Example: Howard was off on a leave of absence from his employer, due to illness, when he received a 

$10,000 pay equity adjustment as a lump-sum. This leave began April 1, 2012. This pay equity 

adjustment was paid on October 1, 2012 and covered pay periods running from January 1, 2005 to 

December 31, 2011. The $10,000 pay equity adjustment paid to Howard has to be allocated on an 

amended ROE to the last pay period in which Howard earned regular wages. 

Whether for Pauline or for Howard, the pay equity adjustments reported on an amended ROE should be 

added to any previously reported values in ROE Blocks: 

 15B, Total insurable earnings 

 15C, Insurable earnings by pay period (period 1) 
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 17C, Other monies. 

Pay Equity Adjustment Impact on EI Benefits 

In the examples above, we show the impact of pay equity adjustments on ROE reporting. The earnings 

and hours that employers report on an ROE are used to determine if an employee qualifies for benefits, 

how many weeks of benefits will be received and what the weekly benefit rate will be. We also 

described the rules for allocating insurable earnings to pay periods. 

However, different allocation rules are used, for the purpose of deducting subsequent earnings from the 

EI benefits that would otherwise be payable, whether these are regular, sick, maternity/parental or 

compassionate care benefits. 

Deducting subsequent earnings from claimant EI benefits is a two-step process: first, earnings have to 

be allocated to weeks and then, Service Canada calculates the amount to deduct from the benefits 

otherwise payable for those weeks. 

For pay equity adjustment purposes, there are two relevant rules for allocating subsequent payments: 

 Earnings paid for services performed, are allocated to the weeks such services were performed. 

 Earnings paid “because of” a lay-off, a leave of absence or any other loss of employment, are 

allocated, based on the claimant’s normal weekly earnings, to weeks that start with the lay-off, 

leave or loss of employment. 

In both cases the allocation is to weeks, not pay periods. These weeks are Sunday to Saturday calendar 

weeks, however the employer’s pay periods or workweeks are defined for employment standards 

purposes. 

Let’s look at each of these rules in turn. 

The default rule is the first one, that earnings related to services performed, are allocated on an accrual 

basis to the weeks those services were performed. For this purpose pay equity adjustments are 

payments related to work done. This stems from the whole nature of pay equity, which is to pay 

employees equally for work done, without regard to gender. By its very nature a pay equity adjustment 

is part payment for that previous work. 

If an employee is on EI and is paid a pay equity adjustment, the default is that the adjustment has to be 

allocated, for benefit deduction purposes, to the weeks covered by this earlier employment. 

Example: Claire worked in the public sector for almost 20 years. She was part of a pay equity claim 

made against her former employer for the years 1995 to 2009. On September 17, 2012, Claire received 

a $25,000 pay equity adjustment covering these years of employment. At the time this payment was 

received, Claire was on regular EI benefits. Her EI claim began in July, 2012, and ran to March, 2013. 

The $25,000 pay equity adjustment, although reported by her employer on an amended ROE, had no 

impact on Claire’s EI benefits, since this adjustment was allocated to her work between 1995 and 2009, 

well before the period covered by the amended ROE. 
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However, that would not be the case if the adjustment was paid “because of” a lay-off, a leave or any 

other loss of employment. Here “because of” includes anything that affects not only the reason for the 

payment, but also its timing. 

Example: Nancy was entitled to a pay equity adjustment. The employer planned to pay this as a lump 

sum to all affected employees on May 1, 2013. However, Nancy took early retirement on March 1, 

2013. She took her early retirement, to accompany her husband to a new job he was starting in another 

province. As a favour to Nancy, the employer paid her pay equity adjustment early, on her last regular 

pay cheque. Because of this treatment, the pay equity adjustment affects the amount of EI benefits that 

Nancy may be entitled to. 

In this situation, Nancy’s pay equity adjustment would be allocated to weeks, starting with the week of 

her retirement. This allocation would be done using Nancy’s normal weekly earnings. 

Example: Nancy received $7,500 as a pay equity adjustment, paid early because of her retirement. 

Nancy’s normal weekly earnings are $750. Service Canada will allocate this $750 to 10 weeks, starting 

with the week she retired. 

Now we look at how Service Canada calculates the amounts to deduct from EI weekly benefits, for 

earnings allocated to weeks during the benefit period. 

Currently, there are two different parts to calculating the amount of this deduction: 

 50% of those earnings that are 90% or less of the weekly EI benefits otherwise payable; and 

 100% of those earnings greater than 90% of that weekly benefit rate. 

Example: Joan’s weekly EI benefit rate is $350. She has $200 in earnings in one week. For that week, 

the net EI benefits payable to Joan are $250 ($350 – [$200 at 50%]). 

Example: Mark’s weekly benefits are $400. In one week, he records $1,000 in earnings. No benefits 

are payable to him for that week because his weekly benefit rate is less than the deduction from those 

earnings. That deduction is the sum of $180 ($400 x 90% x 50%) and $640 ($1,000 – [$400 x 90%]). 

Together this deduction is $820 and is more than his weekly benefit rate of $400. Note, none of this 

excess is carried forward and the $1,000 affects no benefits otherwise payable in any other week. 
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Year-End Reporting 

Pay equity adjustments are income from employment that is reportable in Box 14 on a T4. This 

reporting does not matter whether the pay equity adjustments are paid to current or former employees, 

including for employees who have no other employment income in the tax year. Pay equity adjustments 

are not reportable on a T4A. 

For Revenue Quebec purposes, pay equity adjustments are reportable in Box A on the RL-1. 

Pay equity adjustments are reportable on a year-end slip in the year the payments are made. Even 

though for some EI purposes such payments are allocated to years when service was performed, this EI 

allocation does not affect T4 or RL-1 reporting. In other words, previously issued T4s or RL-1s, for the 

years of service covered by a pay equity adjustment, should not be amended for subsequent pay equity 

adjustments. 

Example: Walter is entitled to a retroactive pay equity adjustment, for the years of service 2003 

through to 2009, inclusive. For these years, his employer pays Walter a lump-sum adjustment of 

$12,000, paid on March 19, 2012. Even though Walter has not worked for this employer since 2011, 

this payment must be reported by the employer on a T4 for 2012, issued no later than February 28, 

2013. 

Impact on Employment Standards 

Under both the federal Canada Labour Code and the Ontario Employment Standards Act, 2000, there 

are a variety of entitlements based on what are defined as “wages”. 

Under the federal employment standards, “wages” are every form of remuneration for work performed. 

In the Ontario employment standards, “wages” are amounts payable under the terms of an employment 

contract, written or verbal, express or implied. 

In both cases, pay equity adjustments qualify as wages. 

For federal purposes, pay equity adjustments are clearly a form of remuneration for work previously 

performed. For Ontario purposes, pay equity adjustments are clearly part of the employment contract if 

they are payable under the terms of a collective agreement or are approved plans under the terms of the 

Ontario Pay Equity Act. It’s probably also fair to say that, if an Ontario pay equity plan for non-

bargaining unit employees is approved by the Ontario Pay Equity Commission, any resulting pay 

equity adjustments would be considered an implied term of the contract of employment, for those 

employees. 

As wages, pay equity adjustment must be included when employers are calculating employment 

standards entitlements. 

For example, in Ontario, in calculating an employee’s regular rate on which overtime must be paid, pay 

equity adjustments must be included in this regular rate. Similarly, when calculating the daily rate for 

statutory holiday pay or the premium rate for work on a statutory holiday, pay equity adjustments must 

be included in these calculations. 
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Example: Irene qualifies for statutory holiday pay in Ontario, for Family Day on February 18, 2013. 

Her employer uses Sunday to Saturday workweeks, for scheduling and overtime purposes. For this 

Family Day, the 4 prior workweeks run from Sunday, January 20 to Saturday, February 16, 2013. On 

February 15, 2013, the employer paid out a lump-sum pay equity adjustment related to service in the 

years 2005 through to 2011, inclusive. This payment has to be included when calculating Irene’s 

entitlement to statutory holiday pay for Family Day in 2013. 

Pay equity adjustments are also vactionable earnings in Ontario. 

Similarly, if an employee would have been entitled to a pay equity adjustment, during the notice period 

an employer is required to provide under the Ontario employment standards, any wages in lieu of 

notice must include the pay equity adjustment that would have been paid, whether or not the employee 

actually works the notice period. However, any statutory severance payable under the Ontario 

employment standards would only be based on ongoing pay equity amounts, not lump-sum adjustments 

for prior service. 

For federal purposes, pay equity adjustments are vacationable earnings. 

For federal statutory holiday purposes there is a distinction between, first, employees paid a fixed 

amount on a weekly or monthly basis or by the hour, for the same number of hours every day, and, 

second, all other employees. For both types of employees the daily rate for statutory holiday pay, and 

the hourly premium for work on a statutory holiday, are based on ongoing pay equity earnings. 

However, lump-sum pay equity adjustments do not factor into statutory holiday calculations for the 

first of these employee types. 

The same distinction applies to paid bereavement leave under the Canada Labour Code. Lump-sum 

pay equity adjustments do not factor into the rate for bereavement pay for employees paid fixed 

amounts on a weekly or monthly basis or paid an hourly rate for the same number of work hours in a 

day. 

However, for wages in lieu of notice purposes and for statutory severance owing, under the Canada 

Labour Code, only ongoing pay equity earnings are taken into account. Lump-sum pay equity 

adjustments do not factor into the calculations required. 


