Canadian HR Guide to Employment Contract
Renewals: Avoiding Mistakes and Staying
Compliant

Why Contract Renewals Matter More Than You Think

Employment contracts are the backbone of the employment relationship. They set the
terms, define expectations, and often act as the first line of defense when disputes
arise. But in Canada, contracts are not "set it and forget it" documents. They
expire, evolve, and—if not managed carefully—can expose employers to significant
liability.

For HR managers, the process of renewing an employment contract is not just an
administrative task. It's a compliance exercise with real risks attached. A poorly
handled renewal can invalidate critical clauses, trigger unintended entitlements, or
leave the organization vulnerable to wrongful dismissal claims.

Consider this scenario: a three-year fixed-term contract comes to an end. The
employer forgets to formally renew it, but the employee keeps working. Courts have
consistently ruled that, in these cases, the contract automatically converts into an
indefinite-term employment relationship, which carries much greater obligations for
notice and severance.

Or consider another common scenario: HR reissues a renewal contract with updated
terms—say, a new non-compete clause—but doesn't provide fresh consideration
(something of value in exchange for the new terms). In many provinces, that clause
will be unenforceable.

These pitfalls are avoidable. But to avoid them, HR managers need to understand the
legal framework governing contract renewals in Canada, the common mistakes employers
make, and how different jurisdictions treat these issues.

The Legal Foundation: Employment Standards and Common
Law

In Canada, employment contracts are shaped by two overlapping frameworks:
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1. Employment Standards Legislation: Each province and the federal jurisdiction
sets minimum requirements for things like wages, vacation, hours, and
termination. No contract can waive or reduce these minimums. A renewal that
tries to undercut statutory entitlements is void from the start.

1. Common Law: Courts interpret contracts and impose obligations beyond statutes.
For example, if a termination clause in a renewal contract doesn't clearly
comply with employment standards, courts often strike it down, defaulting to
"reasonable notice" under common law—a much higher obligation for employers.

Understanding this dual structure is critical when renewing contracts. Renewal
documents must meet statutory requirements while also being drafted clearly enough to
survive judicial scrutiny.

Renewal vs. Extension: What's the Difference?

HR managers often use the terms interchangeably, but legally, there's a big
difference:

e Renewal: A new contract is issued at the end of the old one, sometimes with new
terms. Courts view this as entering into a new agreement. Fresh consideration is
often required if terms change.

e Extension: The original contract is simply prolonged, usually with identical
terms, for a specified period. Extensions are safer when you don't want to risk
invalidating existing clauses, but they must be clear and documented.

Failing to distinguish between the two can lead to disputes over whether employees
are on a fixed-term or indefinite-term basis.

Common Mistakes HR Managers Make

1. Letting Contracts Lapse Without Action

One of the biggest mistakes is failing to act before a fixed-term contract expires.
If the employee keeps working, courts assume the relationship has become indefinite.
That means the employee is now entitled to statutory and common law notice upon
termination, regardless of what the original contract said.

A leading case is Ceccol v. Ontario Gymnastic Federation (2001, Ont. CA). The
employee had a series of one-year contracts for 15 years. When her contract wasn't
renewed, she was treated as an indefinite employee and awarded 16 months' notice. The
court ruled that repeated renewals demonstrated an ongoing employment relationship,
not a series of discrete terms.

2. Failing to Provide Consideration for New Terms

If you change significant terms in a renewal-such as adding a non-solicitation
clause, altering termination rights, or reducing benefits—you must provide
“consideration." That might mean a salary increase, a signing bonus, or additional
vacation. Without consideration, courts may strike down the new terms as
unenforceable.



3. Poorly Drafted Termination Clauses

Renewal contracts often attempt to limit severance to statutory minimums. But if the
clause is ambiguous or inconsistent with employment standards, courts will void it.
For example, in Waksdale v. Swegon North America (2020, Ont. CA), an otherwise valid
"without cause" termination clause was struck down because the "for cause" clause
violated the ESA. The entire termination framework fell apart.

4. Overusing Fixed-Term Contracts

Some employers repeatedly renew fixed-term contracts to avoid providing termination
entitlements. Courts dislike this. In Howard v. Benson Group (2016, Ont. CA), the
court ruled that when a fixed-term employee is terminated early, they are entitled to
be paid out for the entire remaining term—unless the contract clearly says otherwise.
Renewal cycles can multiply that liability.

5. Not Aligning with Provincial Nuances

Jurisdiction matters. For example, Quebec requires "cause" for termination after two
years of service, regardless of contract terms. Alberta courts are particularly
strict about consideration for new terms. BC courts emphasize clarity in fixed-term
renewals.

Jurisdictional Differences: What HR Needs to Know

Ontario

e Key Risks: Courts are aggressive in striking down termination clauses. Renewals
that fail to comply with the ESA will almost always default to common law
reasonable notice.

e Severance Pay: Unique to Ontario, employers with payrolls over $2.5 million or
mass terminations may owe statutory severance in addition to notice. Renewal
contracts must reflect this.

British Columbia

e Key Risks: Courts often scrutinize whether a fixed-term contract is genuine or
just a way to avoid termination obligations. Multiple renewals may lead to a
finding of indefinite employment.

e Enforcement: BC courts emphasize plain-language drafting. If renewal terms
aren't crystal clear, employees get the benefit of the doubt.

Alberta

e Key Risks: Alberta courts stress consideration. If you add restrictive covenants
in a renewal without offering something new in return, those clauses will be
unenforceable.

e Trend: Alberta has seen increased litigation around renewal contracts in energy
and construction sectors, where project-based employment is common.

Québec

e Key Risks: After two years of service, employees cannot be terminated without a



"good and sufficient cause," regardless of contract terms. Renewals must respect
this principle.

e Civil Law Difference: Quebec's Civil Code governs contracts, so concepts like
"reasonable notice" differ. Courts are protective of employee dignity in renewal
disputes.

Federal Jurisdiction (Canada Labour Code)

e Key Risks: Employees under the Code (banks, airlines, telecom) are entitled to
both notice and severance after 12 months. Renewal clauses cannot undercut
these.

e Recent Changes: Amendments to the Code emphasize "just cause" standards, which
impact how renewals with termination clauses are enforced.

Case Studies: Lessons from Canadian Courts

Case 1: The Serial Renewal Trap

An Ontario non-profit issued annual fixed-term contracts to an employee for 15 years.
When it stopped renewing, the employee sued. The court found she was effectively an
indefinite employee and awarded 16 months' notice. Lesson: Repeated renewals can
create unintended permanent employment.

Case 2: The Missing Consideration

An Alberta employer renewed a contract with new non-compete clauses but no salary
increase. When enforced, the court ruled the clause invalid—there was no fresh
consideration. Lesson: Always offer something in exchange for new terms.

Case 3: Early Termination of a Fixed-Term Renewal

In Howard v. Benson Group, an Ontario court held that when a fixed-term contract was
ended early, the employee was entitled to the entire balance of wages until the
contract's end-over $200,000. Lesson: Fixed-term renewals carry high payout risks if
terminated prematurely.

Practical Guidance for HR Managers

So, what should Canadian HR managers actually do when renewing contracts? The key is
to treat renewals not as routine paperwork but as legal agreements requiring
precision.

e Track contract expiry dates proactively—don't let them lapse.

e Decide whether an extension (same terms) or a renewal (new terms) is
appropriate.

e If you're introducing new terms, provide clear consideration—-raise, bonus, or
other benefit.

e Review termination clauses with legal counsel to ensure compliance with both ESA
and common law.

e Align with provincial nuances—what works in Alberta may not fly in Québec.

e Communicate openly with employees. Surprises in renewal contracts erode trust
and increase legal risk.

Renewal as an Opportunity, Not a Burden

While renewals can be risky, they are also opportunities. They give employers the



chance to update outdated terms, reflect new realities (remote work, technology,
hybrid arrangements), and reinforce cultural values. For employees, renewals can
signal recognition of service and a fresh chapter in the employment relationship.

Handled poorly, renewals create liability. Handled thoughtfully, they strengthen both
compliance and trust.

Compliance + Care

For Canadian HR managers, employment contract renewals sit at the crossroads of law
and leadership. Compliance requires attention to statutory entitlements, common law
precedents, and jurisdictional differences. Care requires treating employees with
transparency and respect.

The mistakes are common but avoidable: failing to act before expiry, neglecting
consideration, drafting vague termination clauses, overusing fixed terms, or ignoring
provincial nuances.

If you approach renewals as both a compliance exercise and a relationship-building
opportunity, you'll protect your organization from lawsuits while reinforcing trust
with your people.

In the end, contract renewals are not just about legal paperwork—they're about
sustaining a respectful, fair, and legally sound employment relationship in a
Canadian context.

Contract Renewal Toolkit (Canada)

1. Contract Renewal Letter Template

[On Company Letterhead]

Date: [ 1
Employee Name: [ 1]
Employee Address: [ ]

Dear [Employee Name],

We are pleased to confirm the renewal of your employment contract with [Company
Name]. Your new contract will begin on [start date] and continue until [end date].
The terms and conditions remain substantially the same as your previous agreement,
with the following updates:

e [List any new terms, e.g., salary adjustment, new benefits, updated work-from-
home policy].

Please review the enclosed contract carefully. You are encouraged to seek independent
legal advice before signing. Kindly return the signed contract by [date].

We appreciate your continued contributions to [Company Name] and look forward to our
continued work together.

Sincerely,
[Name]
[Title]



2. Contract Extension Agreement (Same Terms)

Extension Agreement
This agreement is made between [Employer] and [Employee].

Both parties agree to extend the employment contract dated [original contract date]
for a further term, from [new start date] to [new end date].

All other terms and conditions of the original contract remain unchanged and in full
effect.

Signed:

[Employer Representativel]

[Employee]

Date:

3. HR Manager Renewal Checklist

Before Renewal

o Track contract expiry dates (set reminders at least 90 days before).

Decide: renewal (new terms) or extension (same terms).

Review employment standards in your jurisdiction.

Check termination clauses for compliance with ESA/common law.

Determine if new terms require fresh consideration (raise, bonus, added benefit).

O o0ood

At Renewal

o Prepare renewal letter or extension agreement.

0o Provide employee with written documents.

o Encourage employee to seek independent legal advice.
0o Ensure timelines are clear (return by X date).

After Renewal

o File signed contract in HRIS/employee file.

o Update payroll/benefits systems if terms changed.

o Communicate internally if role/title/compensation changed.

4. Employee FAQ on Contract Renewals

Q: Why do I need to sign a new contract?
A: Employment contracts set out the terms of our working relationship. Renewals
confirm those terms or update them to reflect changes (salary, benefits, policies).

Q: What happens if I don't sign?

A: If your previous fixed-term contract expires and no renewal is signed, the law may
treat your employment as "indefinite." This can create uncertainty for both you and
the company.



Q: Can terms change in a renewal?
A: Yes. Sometimes updates are needed, for example, to reflect new benefits or working
arrangements. If there are changes, we'll highlight them clearly.

Q: Do I have to accept the changes?
A: You are free to review the new terms and seek independent advice before deciding.

Q: What if the contract is just being extended?
A: If we agree on an extension, your existing terms remain in place-only the end date
is updated.

5. Post-Renewal Debrief Template (Internal HR Use)

Employee Name: [ ]
Contract Type: Renewal / Extension
Effective Dates: [ ]

1. Compliance Review

e Does the renewal meet ESA minimums?
e Did we provide consideration for new terms?
e Were termination clauses reviewed for enforceability?

2. Employee Response

e Did the employee seek clarification?
e Were they satisfied with the process?

3. Internal Updates

e Payroll updated?
e Benefits updated?
¢ HRIS updated?

4. Lessons Learned

e What worked well in this renewal?
e What could we improve for next cycle?

6. Quick Reference: Renewal vs. Extension

e Renewal = New contract, new start date. Fresh consideration often required if
terms change.

e Extension = Same contract, longer end date. Safer when no changes are intended.

e If nothing signed = Risk of contract converting to indefinite employment under
Canadian common law.

Employment Contract Renewals: Jurisdictional Reference
(Canada)



Jurisdiction

Ontario

British
Columbia

Alberta

Québec

Federal
(Canada
Labour Code)

Statutory
Notice /
Termination
Rules

ESA requires
1-8 weeks’
notice or pay
in lieu based
on service.

ESA requires
1-8 weeks’
notice/pay in
lieu.

ESA requires
1-8 weeks’
notice/pay in
lieu.

Civil Code
requires
notice (1-8
weeks based
on service).
After 2
years,
employees
cannot be
dismissed
without “good
and
sufficient
cause.”

2 weeks'’
notice after
3 months,
increasing up
to 8 weeks.

How to Use This Table

Unique
Severance
Obligations

Statutory
severance pay
if employer
payroll =
$2.5M OR 50+
employees

dismissed in 6
(1 week

months
per year of
service up to
26 weeks).

None beyond
ESA.

None beyond
ESA.

No severance
beyond
statutory
notice, but
courts
emphasize
dignity.

Severance = 2
days' wages
per year of
service
(minimum 5

days) after 12

months.

Renewal / Termination
Clause Risks

Courts (e.g., Waksdale)

aggressively strike
down termination
clauses that conflict
with ESA. Repeated
fixed-term renewals
often treated as
indefinite employment.

Courts dislike serial
fixed-term renewals
(Ceccol reasoning
applied). If contract
lapses, employee
defaults to
indefinite.

Courts emphasize
consideration for new
terms in renewals. New
restrictive covenants
(non-compete, non-
solicit) unenforceable
without added value.

Renewal/termination

clauses cannot override

Québec’s protections.
Employers cannot rely
solely on contract
wording for
termination.

Renewals must reflect

“just cause” standards.

Termination clauses
limiting entitlements

below Code minimums are

invalid.

Key HR Takeaways

Renewals must
clearly comply
with ESA. Avoid
“for cause”
language that
undermines ESA
minimums.
Renewals are
high-risk if you
keep using fixed
terms.

Renewal terms
must be written
clearly in plain
language.
Termination
clauses need
careful
drafting.

Always offer
something (raise,
bonus, vacation)
if changing
terms. Avoid
rolling fixed
terms without
clear limits.

Be extra careful
with
communication and
process — dignity
is a legal right.
Renewal terms
must respect
“just cause”
requirements.

Ensure contracts
meet both notice
and severance
obligations.
Renewals must
reflect recent
amendments
emphasizing
fairness and
recourse.

e Pre-renewal review: Confirm which jurisdiction applies (based on location or
federal regulation).



e Drafting: Align notice and termination clauses with ESA/Code minimums.

e Risk check: Ask: Does this renewal risk being seen as indefinite? Do new terms
have valid consideration?

e Communication: Particularly in Québec, the tone and manner of renewal can carry
legal consequences.



