
 
Drop shipment to registered consignee of unregistered non-resident and requirement to self-assess .............................. 14 
Drop-shipped goods subsequently exported ............................................................................................................................... 27 

Retention of physical possession........................................................................................................................................................... 36 
Transfer of goods to a bailee by a registrant ....................................................................................................................................... 46



 

 





 

 4

Residency status 
ss 123(1), s 132 
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General rule 

Conditions 
para 179(1)(a), (b) 

14. The general drop-shipment rule applies where, under an agreement with an 
unregistered non-resident (other than a consumer), a registrant 
•
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Deemed value of 
consideration 
para 179(1)(c.2) 

• the supply of goods is deemed to have been made for consideration that becomes due 
and is paid when physical possession of the goods transfers, equal to: 

(i) where the registrant has caused physical possession of the goods to be 
transferred to a consignee to whom the non-resident person has supplied the 
goods for no consideration, nil, and 
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Example 3 — Sale of a good drop-shipped to a consumer 
ss 179(1) • A non-resident individual wishes to send a good as a gift to a resident consumer. 

• The non-resident individual places an order for the good with a non-resident retailer. The good is to be 
delivered to the resid829sumer. 
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NON-RESIDENT 
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Conditions 
ss 179(2) 
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Acknowledgment of 



 

 



 

 



 

 20



 

 21

 The non-resident is not required to collect tax in respect of its supply of the goods to the 
registrant since it is a supply made outside Canada16. 

Example 10 — Sale of goods drop-shipped to a registrant (four parties) 

ss 179(2)  isers
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Example 11 — Sale of goods drop-shipped to a registrant (four parties) 
ss 179(2) not 
applicable 
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 Based on an input tax credit flow-through mechanism19, the amount of tax that the 
unregistered non-resident pays to the manufacturer may be recovered by the registered 
supplier in the form of an ITC in certain circumstances. This relief mechanism is explained 
beginning at paragraph 70. 
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 The registrant is considered in this case to have acquired physical possession of the good 
of the unregistered non-resident in order to
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UNREGISTERED NON-RESIDENT 
MANUFACTURER
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Consequences 
ss 179(3) 

42. The consequence of the exception to the general rule is that the registrant is not 
required to collect tax on the supply that it makes to the unregistered non-resident as it is 
deemed to be made outside Canada. 

 43. By deeming the supply made by the registrant to be a supply made outside Canada, 
this exception is effectively a place of supply rule that overrides the general place of supply 
rules23 rules
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Canada
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UNREGISTERED 
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Example 18 — Transfer of goods to a carrier for export (four parties) 
subpara 179(3)(c)(i), 
ss 179(2) 

• 
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 The manufacturer has supplied a manufacturing service to the non-resident and caused 
physical possession of the finished goods to be transferred to another person in Canada. 
The manufacturer is therefore potentially liable to collect tax on the fair market value of a 
deemed supply of the finished goods to the non-resident based on the general 
drop-shipment rule. However, the manufacturer causes physical possession of the finished 
goods to be transferred to the carrier for export and delivery to persons at a place outside 
Canada (i.e. the unregistered non-resident customers) resulting in the exception applying to 
the supply of the manufacturing service 
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Example 20 — Transfer of goods to a person other than a non-resident recipient for export (five parties) 
subpara 179(3)(c)(ii), 
ss 179(2) 

• An unregistered non-resident supplier agrees to sell goods to an unregistered non-resident customer that will use 
the goods at its facilities outside Canada.  

• €
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Retention of physical possession 
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Example 22 — Good retained by a registrant to transfer to a subsequent purchaser who issues 
drop-shipment certificate 

para 179(4)(c),  
ss 179(2) 

• An unregistered non-resident supplier receives an order from a registered customer in a non-participating 
province for the purchase of a good and agrees to sell the good to the customer. The customer will use the good 
exclusively in the course of its commercial activities. 

• A registered manufacturer of the good agrees to sell the good to the non-resident supplier.  
• Ownership of the good transfers to the non-resident supplier when the agreement is entered into with the 

manufacturer. 
• Delivery of the good and transfer of ownership of the good to the customer are to occur at the manufacturer’s 

premises when the customer picks up the good. 
• Further to the customer’s request, the manufacturer agrees to retain physical possession of the good at its 

premises in Canada for a period of two weeks until the customer is ready to pick up the good at the 
manufacturer’s premises. 

• The customer issues a drop-shipment certificate to the manufacturer when it picks up the good at the 
manufacturer’s premises. 

 



 

 40

 The manufacturer is also deemed to have subsequently acquired physical possession of the 
good for the purpose of transferring the good to a subsequent purchaser. The 
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The registrant retains physical possession of the goods after ownership of the goods 
transfers to the non-resident supplier for the purpose of supplying a commercial service to 
the non-resident’s customer in respect of the goods. The registrant is therefore deemed to 
have transferred physical possession of the g
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 The manufacturer is deemed to have acquired physical possession of the goods at the time 
ownership transfers to the non-resident for the purpose for which physical possession of 
the goods is being retained. The manufacturer is therefore potentially liable based on the 
general drop-shipment rule to collect tax on its supply to the non-resident when physical 
possession of the goods transfers to the non-resident. However, the manufacturer causes 
physical possession of the goods to be transferred to the non-resident in Canada for 
export. Provided the manufacturer maintains satisfactory evidence of the exportation of 
the goods, the general drop-shipment rule wy
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 61. In this case, the registrant is deemed to retain physical possession of the goods, and 
the bailee is deemed not to have acquired physical possession of the goods, throughout the 
period beginning at the time the bailee acquires physical possession of the goods and 
ending at the earliest of: 
• the time the consignee becomes identified (as explained below), 
• the time the bailee transfers physical possession of the goods to the registrant, and 
• if the bailee is not a carrier to whom physical possession of the goods has been 

transferred for the sole purpose of shipping the goods, the time the bailee gives the 
registrant a drop-shipment certificate. 

Consignee identified 
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 The registrant first transfers physical possession of the goods to the carrier at Plant A 
solely for the purpose of shipping the goods. When this occurs, the registrant is deemed to 
retain physical possession of the goods while they are in the carrier’s physical possession 
and the general drop-shipment rule is consequently not triggered. 
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 The deemed transfer of physical possession of the goods by the manufacturer would 
normally result in the general drop-shipment rule applying with respect to the supply made 
by the manufacturer. However, the issuance of the drop-shipment certificate by the 
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Transfer of goods to a bailee by an unregistered non-resident 

ss 179(6) 66. There is an additional exceptional rule that applies
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ITC flow-through 
mechanism s 180 

71. There is a mechanism that allows for the flow-through of an ITC57 to a registrant 
for unrecoverable tax that is paid by an unregistered non-resident on a supply of goods 
deemed to be made under the general drop-shipment rule or on the importation of goods. 
This provision applies where an unregistered non-resident pays the tax on the importation 
or the supply of the goods: 
• 
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30 Transfer of goods to a bailee for subsequent transfer to a named persoS18d exportr 179(5)(c), 179(3d) 
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Appendix B – Drop-shipment certificate 


