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GST/HST Memoranda Series 
3.3.1 June 2008 

Drop Shipments 

Note: This memorandum replaces the version dated February 2001. 

This memorandum explains the “drop-shipment” rules under the Excise Tax Act governing transactions 
involving the transfer of goods by a registrant in Canada to another person in Canada on behalf of an 
unregistered non-resident for purposes of the GST/HST. It also explains the mechanism of the flow-through 
of input tax credits for the tax paid by an unregistered non-resident on the importation of goods by the non-
resident, and the non-resident rebate for installation services supplied in Canada to a non-resident. 

Disclaimer The information in this memorandum does not replace the law found in the Excise Tax Act and its regulations. It 
is provided for your reference. As it may not completely address your particular operation, you may wish to refer 
to the Act or appropriate regulation, or contact a Canada Revenue Agency (CRA) GST/HST Rulings Centre for 
more information. These centres are listed in GST/HST Memorandum 1.2, Canada Revenue Agency GST/HST 
Rulings Centres. If you wish to make a technical enquiry on the GST/HST by telephone, please call 
1-800-959-8287. 

If you are located in Quebec, please contact Revenu Québec by calling 1-800-567-4692 or visit their Web site at 
www.revenu.gouv.qc.ca. 

Note – Tax status of 
supplies and importations 

Unless otherwise indicated, all references in this publication to taxable supplies are to taxable (other than 
zero-rated) supplies and all references to importations are to taxable importations. 
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Note that this memorandum sets out examples illustrating how the drop-shipment rules apply to each of the various drop-shipment situations 
discussed. Appendix A provides a reference list of all of the examples included in the memorandum along with the applicable legislative 
references. 
 
Introduction 

Imposition of tax on 
supplies 
s 165 

1. As a tax on the consumption of goods and services in Canada, the GST/HST 
applies to most supplies of goods and services made in Canada. Taxable (other than 
zero-rated) supplies made in Canada are subject to GST at a rate of 5%, or HST at a rate of 
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13% if they are made in the participating provinces of Nova Scotia, New Brunswick, and 
Newfoundland and Labrador. ). If a person is uncertain as to whether the supply is made in 
a participating province, the person may refer to GST/HST Technical Information 
Bulletin B-078, Place of Supply Rules under the HST, available from any Canada Revenue 
Agency (CRA) tax services office. 

Place of supply rules 
s 142 and 143 

2. Generally, a supply of goods is deemed to be made in Canada if the goods are 
delivered or made available in Canada to the recipient of the supply. Also, a supply of a 
service is generally deemed to be made in Canada if it is performed in whole or in part in 
Canada. Notwithstanding these general rules, a supply of goods or services made in Canada 
by an unregistered non-resident supplier who does not carry on business in Canada is 
deemed to be made outside Canada. The place of supply rules are discussed in GST/HST 
Memorandum 3.3, Place of Supply. 

Imposition of tax on 
imported goods 
s 212 

3. To further ensure that tax applies to the final consumption of goods in Canada and 
that non-resident suppliers do not have a competitive advantage compared to resident 
suppliers, most importations of goods are also subject to tax on the duty-paid value of the 
goods. 

Drop shipments of 
goods 

4. Unregistered non-resident suppliers may make supplies of tangible personal 
property (for simplicity, referred to throughout the remainder of this memorandum as 
goods) that originate in Canada. In such cases, the non-resident will typically make 
arrangements with a person in Canada (such as a registrant who sold the goods to the 
non-resident or supplied a service in respect of the goods), to have the goods 
“drop-shipped” in Canada to another person on behalf of the non-resident. Generally, for 
GST/HST purposes, a drop shipment of goods occurs where a registrant makes a supply 
to an unregistered non-resident of either goods by way of sale in Canada or a commercial 
service in respect of goods and then transfers physical possession of the goods in Canada 
either to another person on behalf of the non-resident or to the non-resident.  

Main purpose of the 
drop-shipment rules 
s 179 

5. Subject to the exceptions mentioned in the following paragraph, the drop-shipment 
rules are mainly intended to ensure that tax applies to the fair market value of goods that 
are drop-shipped in Canada and supplied by unregistered non-residents for final 
consumption in Canada in the same way that tax would apply to goods acquired from the 
non-resident outside Canada and imported for that purpose. As a general rule, the 
drop-shipment rules address this issue by deeming the registrant in a drop-shipment 
situation to have made a supply of the goods to the non-resident recipient for 
consideration equal to their fair market value when the registrant transfers physical 
possession of the goods in Canada to another person on behalf of the non-resident or to 
the non-resident. The application of the general rule is explained beginning at 
paragraph 14. 
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UNREGISTERED NON-RESIDENT
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THIRD 
PERSONREGISTRANT

Physical possession of goods

Sale of goods or 
commercial service 
in respect of goods

Supply   
of    

goods

Drop-shipment rules 
ensure that tax is paid on 

the FMV of this supply, 
subject to certain 

exceptions.

 

Exceptions to the 
general rule 
ss 179(2), (3) 

6. There are several provisions that provide for exceptions to the general 
drop-shipment rule to ensure that the supply made by the registrant to the non-resident is 
relieved of tax in certain circumstances. These provisions are essentially additional place of 
supply rules that deem supplies to unregistered non-residents in drop-shipment situations 
to be made outside Canada. Generally, these provisions apply where the registrant obtains 
a drop-shipment certificate from a registered person to whom the goods are physically 
transferred or where the goods are exported. The relieving provisions are explained 
beginning at paragraph 19. 

General conditions 

Status of non-resident 
recipient 

7. There are several conditions that must be met with respect to the status of the 
non-resident recipient in a drop-shipment situation for the drop-shipment rules to apply.  

Registration status 
ss 240(1) 

8. The drop-shipment rules do not apply if the non-resident recipient is registered for 
GST/HST purposes. Every non-resident person who makes a taxable supply in Canada in 
the course of carrying on business in Canada, other than a small supplier, must register for 
purposes of the GST/HST. It is important to note that in certain circumstances, 
non-residents involved in drop-shipment situations can be considered to be carrying on 
business in Canada for GST/HST purposes and consequently be required to register and 
collect tax on their taxable supplies made in Canada. For guidance on the factors and 
principles to be used in determining if a non-resident person is carrying on business in 
Canada for GST/HST purposes, refer to GST/HST Policy Statement P-051R2, Carrying on 
Business in Canada. Unless otherwise indicated, it is assumed that the non-residents referred 
to in the examples throughout the remainder of this memorandum are not carrying on 
business in Canada for GST/HST purposes and are not required to be registered for 
GST/HST purposes. 
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Residency status 
ss 123(1), s 132 

9. The drop-shipment rules do not apply if the non-resident recipient is considered a 
resident for GST/HST purposes. A non-resident may be considered a resident for 
GST/HST purposes based on general legal principles or may be deemed to be a resident in 
certain circumstances, including where the non-resident has a permanent establishment in 
Canada through which the non-resident carries on activities. For guidance in determining 
the residence status of a person for GST/HST purposes, refer to GST/HST 
Memorandum 3.4, Residence and GST/HST Memorandum 4.5.1, Exports-Determining 
Residence Status. For guidance on the principles to be used in determining whether a 
non-resident has a permanent establishment in Canada for GST/HST purposes, refer to 
GST/HST Policy Statement P-208R, Meaning of “Permanent Establishment” in Subsection 123(1) 
of the Excise Tax Act. 

Suppliers’ 
responsibility 

10. Suppliers involved in drop-shipment transactions who are registrants are 
responsible for determining the residence and registration status of their customers. For 
this purpose, satisfactory evidence should be retained by suppliers, indicating that their 
customers are non-residents and not registered for GST/HST purposes. 

Documentation 11. The CRA will accept written certification as evidence that the customer is both a 
non-resident and is not registered. This documentation should be dated and signed by the 
non-resident and be effective on the date the supply is made. The CRA will also consider 
other forms of documentation as proof of non-residence and the non-registered status of 
the customer. For examples of satisfactory evidence of residence status for GST/HST 
purposes, refer to GST/HST Memorandum 3.4, Residence. 

Non-resident recipient 
requirement 

12. To determine if a supply is made to a non-resident person, the CRA will look at the 
facts of the particular situation. This will generally involve determining the contracting 
parties to a supply. In a typical arm's-length situation, the CRA will consider that a supply 
has been made to a non-resident person if the supplier has contracted for the supply with 
the non-resident person. 

Consumer 
ss 123(1) 

13. The drop-shipment rules do not apply where the non-resident recipient is a 
consumer of the goods or service supplied by the registrant. A "consumer" of goods or a 
service means a particular individual who acquires or imports the goods or service for the 
particular individual's personal consumption, use or enjoyment or the personal 
consumption, use or enjoyment of any other individual at the particular individual's 
expense. A consumer does not include an individual who acquires or imports the goods or 
service for consumption, use or supply in the course of commercial activities of the 
individual or other activities in the course of which the individual makes exempt supplies. 
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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 
• makes a taxable supply in Canada of goods by way of sale to the non-resident, 
• makes a taxable supply in Canada to the non-resident of a service of manufacturing or 

producing goods, or 
• acquires physical possession of goods (other than goods of a person who is resident in 

Canada or is registered) for the purpose of making a taxable supply of a commercial 
service1 in respect of the goods to the non-resident person, and 

• at any time, causes physical possession of the goods to be transferred in Canada to 
another person (referred to as a “consignee”) on behalf of the non-resident or to the 
non-resident. 

 

UNREGISTERED NON-RESIDENT

Canada

THIRD 
PERSON

REGISTRANT

Sale of goods

Manufacturing/         
producing service

Commercial service

Physical 
possession

of goods

Physical possession of goods

OR

 

Transfer of physical 
possession 
para 179(1)(a)(ii) 

15. The transfer of the physical possession of the goods to another person at a place in 
Canada triggers the application of the general drop-shipment rule. In certain circumstances, 
there are deeming rules that apply with respect to the transfer of physical possession of 
goods. These rules are discussed beginning at paragraph 46 of this memorandum. 

 16. Under the general rule, where the conditions described above are met, when the 
registrant transfers physical possession of the goods: 

Deemed supply of 
goods 
para 179(1)(c) 

• the registrant is deemed to have made to the non-resident person, and the non-resident 
person is deemed to have received from the registrant, a taxable supply of the goods; 

                                                 
1 A “commercial service” in respect of goods is defined in subsection 123(1) as any service in respect of the goods other than 

(a) a service of shipping the goods supplied by a carrier, and 
(b) a financial service. 
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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 

(ii) in any other case, the fair market value of the goods at that time; and 
Supply in a 
participating province 
para 179(1)(c.1) 

• where physical possession of the goods is transferred at a place in a participating 
province, the supply is deemed to be made in the participating province; 

Service deemed not to 
be made 
para 179(1)(d) 

• where the registrant made a supply of a commercial service in respect of the goods to 
the non-resident person (except in the case of a supply of a service of storing or 
shipping the goods), the registrant is deemed not to have made that supply of the 
service. 

 

UNREGISTERED NON-RESIDENT

Canada

THIRD 
PERSON

REGISTRANT

Sale of goods

Manufacturing/         
producing service

Commercial service

Physical 
possession

of goods

Physical possession of goods

GENERAL RULE
• Deemed taxable supply of goods 

for FMV or nil consideration

• Goods may be deemed supplied in 
participating province

• Service deemed not supplied

OR

 

Consequences 

para 179(1)(c) 
17. The consequences of the application of the general rule are as follows: 
• Deeming the registrant to have made a taxable supply of the goods results in the 

registrant becoming liable to collect tax from the unregistered non-resident in respect of 
that supply.  
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para 179(1)(c.2) • The value of the consideration for the deemed supply of the goods by the registrant to 
the non-resident is based on the fair market value of the goods (or is nil, in certain 
cases), rather than on the actual amount of consideration charged by the registrant for 
the supply. Although the non-resident may not be registered and its supply of the goods 
to a customer in Canada may be deemed to be made outside Canada, the registrant is 
effectively required to collect tax on a value for the goods that would have been subject 
to tax had the goods instead been acquired outside Canada from the non-resident and 
imported for final consumption. Subject to the application of certain relieving 
provisions (explained beginning at paragraph 19), the amount of unrecoverable tax 
charged by the registrant on the fair market value will likely be passed on by the 
non-resident in the form of a higher price to the customer in Canada. If so, the 
customer will generally end up paying a total amount to the non-resident for the goods 
that is equal to the total tax-included price that the customer would have otherwise had 
to pay had the non-resident been registered.  

para 179(1)(c.1) • The deeming of the supply of goods to be made in a participating province in certain 
cases results in the supplier being required to collect HST in respect of the supply. 

para 179(1)(d) • Deeming the registrant not to have supplied a commercial service in respect of the 
goods means that the registrant is not required to collect tax from the non-resident in 
respect of the supply of the service. The exclusion of a service of storing or shipping 
the goods from this deeming rule ensures that these services are still considered to have 
been supplied and generally subject to tax based on the normal GST/HST rules. It is 
important to note that a service of shipping the goods supplied by a carrier is already 
excluded from the application of the general rule since it is excluded from the definition 
of a commercial service. As previously indicated, the drop-shipment rules are triggered 
by the transfer of physical possession of the goods. As explained beginning at paragraph 
55, a person who acquires physical possession of the goods for the sole purpose of 
supplying a service of storing or shipping the goods may be deemed in certain 
circumstances not to have acquired physical possession of the goods for purposes of 
the drop-shipment rules. 

Exceptions to the 
general rule 
s 179 

18. Again, it is important to note that there are several drop-shipment provisions that 
may override the general rule and deem the supply made by the registrant to be made 
outside Canada and consequently relieved of tax. These provisions are explained beginning 
at paragraph 19. 

Example 1 — Sale of a good drop-shipped to a consumer 
ss 179(1) • An unregistered non-resident agrees to sell a good to a consumer in a non-participating province for its 

fair market value of $2,0002. 

• Pursuant to the agreement, delivery of the good to the consumer is to occur at the consumer’s 
premises in the non-participating province. 

• A registrant in a non-participating province agrees to sell the good to the non-resident for $1,500 and to 
deliver it to the consumer’s premises. 

                                                 
2 All monetary values in this memorandum are expressed in Canadian currency. 
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UNREGISTERED
NON-RESIDENT

Canada

CONSUMERREGISTRANT

Sale of good 
for       

$1,500

Sale of good 
for       

$2,000

Physical possession of good

 

 The registrant has made a taxable supply of the good to the non-resident and caused 
physical possession of the good to be transferred to the consumer in Canada. Under the 
general drop-shipment rule, the registrant is deemed to have made a taxable supply of the 
good to the non-resident for consideration equal to the fair market value of the good of 
$2,000. As a result, the registrant is required to collect GST from the non-resident in 
respect of that supply of $100 (5% × $2,000).  

 The non-resident is not required to collect tax in respect of its supply of the good to the 
consumer as it is a supply made outside Canada3. However, the $100 in GST that the 
non-resident was required to pay to the registrant is unrecoverable by the non-resident who 
may reflect it in the amount charged to the consumer for the good. 

Example 2 — Sale of goods drop-shipped to a registrant 
ss 179(1) • An unregistered non-resident agrees to sell goods to a registered customer in a participating province 

for their fair market value of $100,000. The customer will resell the goods in the course of its business.  

• Pursuant to the agreement, delivery of the goods to the customer is to occur at the customer’s 
premises in the participating province. 

• The registered manufacturer of the goods who is located in a non-participating province agrees to sell 
the goods to the non-resident for $90,000 and to deliver them to the customer’s premises. 

                                                 
3 Subsection 143(1) 
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UNREGISTERED
NON-RESIDENT

Canada

REGISTERED 
CUSTOMER

REGISTERED 
MANUFACTURER

Sale of 
goods    

for 
$90,000

Sale of 
goods      

for      
$100,000

Physical possession of goods

 

 The manufacturer has made a taxable supply of the goods to the non-resident and caused 
physical possession of the goods to be transferred to the customer in Canada. Under the 
general drop-shipment rule, the manufacturer is deemed to have made a taxable supply of 
the goods to the non-resident for consideration equal to the fair market value of the goods 
of $100,000. The supply of the goods to the non-resident is deemed to be made in a 
participating province because physical possession of the goods is transferred to the 
customer at its premises in a participating province. As a result, the manufacturer is 
required to collect HST from the non-resident in respect of the supply of the goods of 
$13,000 (13% × $100,000).  

 The non-resident is not required to collect tax in respect of its supply of the goods to the 
customer as it is a supply made outside Canada4. However, the $13,000 in HST that the 
non-resident was required to pay to the registrant is unrecoverable by the non-resident who 
may reflect it in the amount charged to the registered customer for the goods. 

 Based on an input tax credit (ITC) flow-through mechanism5, the $13,000 in HST that the 
non-resident pays to the manufacturer may be recovered by the registered customer in the 
form of an ITC in certain circumstances. The application of the relief mechanism in this 
case is explained in example 38. 

 It would have been possible in this example to have avoided the application of tax to the 
supply made to the non-resident had the registered customer issued a drop-shipment 
certificate to the manufacturer with respect to the goods. The conditions for issuing a 
drop-shipment certificate and their effect are explained in the following section beginning 
at paragraph 19. The application of the drop-shipment rules in this case where a 
drop-shipment certificate is issued by the customer is explained in example 8. 

                                                 
4 Subsection 143(1) 
5 Section 180 
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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 resident consumer’s premises in a non-participating province. 

• The non-resident retailer agrees to sell the good to the non-resident individual for its fair market value 
of $100. 

• The non-resident retailer places an order for the good with a retailer that is located in the same city in 
Canada as the resident consumer. 

• The resident retailer charges the non-resident retailer $80 for the supply of the delivered good. 

• The resident consumer is not required to pay any consideration to anyone for the good. 

 

UNREGISTERED
NON-RESIDENT 

RETAILER

Canada

CONSUMER
REGISTERED 

RETAILER

Sale of 
good for       

$100

Physical possession of good

NON-RESIDENT 
INDIVIDUAL

Sale of 
good for       

$80

 

 The registered retailer has made a taxable supply of the good to the non-resident retailer 
and has caused physical possession of the good to be transferred to another person (the 
resident consumer) in Canada. Therefore, under the general drop-shipment rule, the 
resident retailer is deemed to have made a taxable supply of the good to the non-resident 
retailer for consideration equal to its fair market value of $100. As a result, the resident 
retailer is required to collect GST from the non-resident retailer in respect of the supply of 
the good of $5 (5% × $100).  

Example 4 — Supply of catalogues drop-shipped to residents for nil consideration 
ss 179(1) • An unregistered non-resident manufacturer supplies goods by way of sale on a worldwide basis. 

• The non-resident solicits orders in Canada for the supply of goods through direct marketing catalogues. 

• The non-resident enters into an agreement with a registrant for the supply of bilingual catalogues for 
the Canadian market to be delivered by mail directly to residents in Canada on behalf of the 
non-resident. 

• The registrant charges the non-resident $75,000 for its supply. 



 

 11

 

UNREGISTERED 
NON-RESIDENT 

MANUFACTURER

Canada

RESIDENTSREGISTRANT

Supply of 
printed 

catalogues          
for   

$75,000

Supply of 
free 

catalogues

Physical possession of catalogues

 

 Under the general drop-shipment rule, the registrant is deemed to have made a taxable 
supply of the catalogues to the non-resident for nil consideration. This is because the 
non-resident is supplying the catalogues to the residents for no consideration. As a result, 
the registrant is not required to collect tax from the non-resident in respect of that supply. 

Example 5 — Supply of mailing house services on drop-shipped magazines 
ss 179(1) not 
applicable 

• A registered non-resident publisher contracts with an unregistered non-resident mailing house to 
provide mailing house services (e.g., packaging, labelling and mailing) for magazines to be shipped 
directly to the publisher’s customers.  

• The non-resident mailing house subcontracts the Canadian portion of the contract to a registered 
resident mailing house that will ship the magazines directly to the publisher’s customers in Canada.  

 

UNREGISTERED
NON-RESIDENT 
MAILING HOUSE

Canada

PUBLISHER’S 
CUSTOMERS

REGISTERED 
MAILING HOUSE

Mailing 
house 

services

Physical possession of magazines
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PUBLISHER

Mailing house services

Sale            
of 

magazines
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 Although the resident mailing house is supplying a commercial service to the non-resident 
mailing house which is an unregistered non-resident, the general drop-shipment rule does 
not apply to that supply because it is in respect of goods that belong to a non-resident who 
is registered (i.e. the publisher).  

 The unregistered non-resident mailing house is not required to collect tax on the supply of 
its service because it is deemed to be made outside Canada6. 

 The registered mailing house is required to collect tax on the supply of the service provided 
to the unregistered non-resident mailing house calculated on the value of the consideration 
for the supply of the service.  

 The registered non-resident publisher is required to collect tax on the supply of the 
magazines to its resident customers. 

Example 6 — Supply of a commercial service on a good drop-shipped to a registrant 
ss 179(1) • An unregistered non-resident manufacturer agrees to sell a good to a registered customer in a 

non-participating province for its fair market value of $25,000.  

• The customer will use the good exclusively in the course of its commercial activities. 

• Pursuant to the agreement, delivery of the good to the customer is to occur at the customer’s premises 
in the non-participating province.  

• A commercial service must first be performed in respect of the good in order to satisfy the 
specifications of the customer pursuant to the sales agreement.  

• For consideration of $5,000, a registrant in a non-participating province agrees to perform the 
commercial service in respect of the good belonging to the non-resident and to deliver the good to the 
customer at its premises in the non-participating province.  

• The non-resident ships the good to the registrant at its premises in Canada.  

• The non-resident imports the good and pays tax on the importation. 

 

UNREGISTERED
NON-RESIDENT 

MANUFACTURER

Canada

REGISTERED 
CUSTOMERREGISTRANT

Importation 
of           

good

Sale of good   
for       

$25,000

Physical possession of good

Commercial 
service

Importer 
of    

record

 

                                                 
6 Subsection 143(1) 
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 The registrant acquires physical possession of the unregistered non-resident’s good to 
perform a commercial service and causes physical possession of the good to be transferred 
to the registered customer in Canada. Under the general drop-shipment rule, the registrant 
is deemed to have made a taxable supply of the good to the non-resident for consideration 
equal to its fair market value of $25,000 and is deemed not to have supplied the 
commercial service to the non-resident. As a result, the registrant is required to collect tax 
from the non-resident in respect of the supply of the good of $1,250 (5% × $25,000).  

 The non-resident is not required to collect tax in respect of its supply of the good to the 
customer as it is deemed to be made outside Canada7. However, the $1,250 in tax that the 
non-resident was required to pay to the registrant is unrecoverable by the non-resident who 
may reflect it in the amount charged to the customer for the good. 

 Based on an input tax credit flow-through mechanism8, the $1,250 in tax that the 
non-resident pays to the registrant may be recovered by the registered customer in the 
form of an ITC in certain circumstances. This relief mechanism is explained beginning at 
paragraph 70. 

 It would have been possible in this example to have avoided the application of tax to the 
supply made by the non-resident had the registered customer issued a drop-shipment 
certificate to the registrant with respect to the good. The conditions for issuing a 
drop-shipment certificate are explained in the following section beginning at paragraph 19. 
The application of the drop-shipment rules in this example where a drop-shipment 
certificate is issued by the registered customer is explained in example 12. 

Example 7 — Supply of a commercial service on a zero-rated good drop-shipped to a registrant 
ss 179(1) • An unregistered non-resident supplier agrees to sell an unconditionally zero-rated good9 to a registered 

customer in a non-participating province at its fair market value of $50,000. The customer will use the 
good exclusively in the course of its commercial activities. 

• Pursuant to the agreement, delivery of the good to the customer is to occur at the customer’s premises 
in the non-participating province. 

• A commercial service must first be performed in respect of the good in order to satisfy the 
specifications of the customer pursuant to the sales agreement. 

• For consideration of $2,500, a registrant in a non-participating province agrees to perform the 
commercial service in respect of the good belonging to the non-resident and to deliver the good to the 
customer at its premises in the non-participating province.  

• The non-resident ships the good to the registrant at its premises in Canada.  

• The importation of the good by the non-resident is a non-taxable importation10. 

                                                 
7 Subsection 143(1) 
8 Section 180 
9 Under Schedule VI (Part I, II, III or IV) 
10 Section 6 of Schedule VII 
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 The registrant acquires physical possession of the good to make a taxable supply of a 
commercial service in respect of the good to the non-resident and causes physical 
possession of the good to be transferred to the registered customer in Canada. As a result, 
the registrant is deemed under the general drop-shipment rule to have made a taxable11 
supply of the good to the non-resident for its fair market value of $50,000 and is deemed 
not to have made a supply of a commercial service to the non-resident. However, because 
the good that is supplied is zero-rated, the registrant is not required to collect tax in respect 
of that supply. Also, because the registrant is deemed not to have supplied the commercial 
service to the non-resident, the registrant is not required to collect tax in respect of the 
commercial service. 

Exceptions to the general drop-shipment rule 

 19. There are several provisions that provide exceptions to the general drop-shipment 
rule to relieve certain supplies made by a registrant to a non-resident from tax in 
drop-shipment situations. These provisions are essentially additional place of supply rules 
that deem supplies to unregistered non-residents to be made outside Canada, if certain 
conditions are met. 

Drop shipment to registered consignee of unregistered non-resident and requirement to 
self-assess 

Exception where 
delivery to registered 
consignee 
ss 179(2) 

20. This exception to the general rule applies where the registered supplier in a 
drop-shipment situation transfers physical possession of goods to another registered 
person (the “consignee”) who has a potential tax obligation under the drop-shipment rules 
as a result of that transfer and provides the registrant with a drop-shipment certificate 
acknowledging that obligation. 

                                                 
11 A “taxable supply” is defined under subsection 123(1) to mean a supply that is made in a commercial activity and this includes a zero-rated 
supply.  
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Conditions 
ss 179(2) 

21. Specifically, the exception applies where, under an agreement with an unregistered 
non-resident person (other than a consumer), a registrant: 
• makes a taxable supply in Canada of goods by way of sale to the non-resident, or 
• makes a taxable supply in Canada of a service of manufacturing or producing goods to 

the non-resident, or 
• acquires physical possession of goods (other than goods of a person who is resident in 

Canada) for the purpose of making a taxable supply of a commercial service in respect 
of the goods to the non-resident person, and  

• causes physical possession of the goods to be transferred, at a place in Canada, to a third 
person who is registered (referred to as a “consignee”) on behalf of the non-resident, 
and  

• the consignee gives to the registrant, and the registrant retains, a drop-shipment 
certificate (for information regarding drop-shipment certificates, refer to paragraph 24) 
that states the consignee’s name and Business Number and acknowledges that the 
consignee, on taking physical possession of the goods, is assuming liability to pay or 
remit any amount that is or may become payable by the consignee under the general rule 
or in respect of an imported taxable supply of the goods (explained beginning at 
paragraph 29). 

 

UNREGISTERED NON-RESIDENT

Canada

REGISTERED 
CONSIGNEE

REGISTRANT

Sale of goods

Manufacturing/         
producing service

Commercial service

Physical possession of goods

Manufacturing/         
producing 
service

Commercial 
service

Supply
of

goods

Drop-shipment certificate

OR

 

Supply deemed to be 
made outside Canada  
ss 179(2) 

22. Where the above conditions are met, the general rule does not apply and the supply 
made by the registrant (other than a supply of a service of shipping the goods) is deemed 
to be made outside Canada. 
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UNREGISTERED NON-RESIDENT

Canada

REGISTERED 
CONSIGNEE

REGISTRANT

Sale of goods

Manufacturing/         
producing service

Commercial service

Physical possession of goods

Manufacturing/         
producing 
service

Commercial 
service

Supply
of

goods

Drop-shipment certificate

EXCEPTION
• General rule does 

not apply to this 
supply

• Supply deemed 
made outside 
Canada

OR

 

Consequences 
ss 179(2)  

23. The consequences of this exception to the general rule are as follows: 
• The registrant is not required to collect tax on the supply that it makes to the 

unregistered non-resident (other than a supply of shipping the goods) as it is deemed to 
be made outside Canada.  

 • The consignee who issues the drop-shipment certificate to the registrant acknowledges 
its potential tax obligation as a result of acquiring physical possession of the goods. This 
tax obligation may occur as a result of the general drop-shipment rule where the 
consignee is acquiring physical possession of the goods to supply a commercial service 
to the unregistered non-resident in respect of the goods or a service of manufacturing 
or producing goods for an unregistered non-resident. It may also occur as a result of an 
obligation to self-assess tax in respect of the goods where the consignee is a recipient of 
an imported taxable supply of the goods (explained beginning at paragraph 29). 

There are several examples of the application of this exception to the general rule 
beginning at paragraph 36.  

Drop-shipment 
certificates 
ss 179(2) 

24. Drop-shipment certificates ensure that a consignee acquiring physical possession of 
drop-shipped goods acknowledges and understands their potential tax liability with respect 
to the goods. A sample of a drop-shipment certificate acceptable to the CRA is provided in 
Appendix B. 
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Acknowledgment of 
potential liability 
ss 179(2) 

25. It is important to note that the issuance of a drop-shipment certificate does not, on 
its own, impose a tax obligation with respect to the goods on a person who would not 
already have such a potential obligation. In order to issue a drop-shipment certificate that 
will result in the application of the exception to the general rule, a registered consignee 
must have a potential obligation to collect tax in relation to the goods based on the general 
drop-shipment rule or a potential tax obligation based on the fact that the consignee may 
be a recipient of an imported taxable supply. A registered person that does not have such a 
potential tax obligation and is acquiring physical possession of the goods may not issue a 
drop-shipment certificate to the registrant. A drop-shipment certificate that is issued to a 
registrant in this case will not result in the application of the exception to the general rule 
to the supply made by the registrant. The registrant will therefore generally continue to be 
liable to collect tax on the fair market value of the goods. 

Single/multiple 
drop-shipments 
ss 179(2) 

26.  A drop-shipment certificate may be restricted to a single drop shipment or it may 
be a blanket certificate covering multiple drop shipments. The certificate must be 
sufficiently detailed to easily identify the drop shipments to which it relates. 

 27. Drop-shipment certificates can be issued consecutively with respect to multiple 
physical transfers of drop-shipped goods that are processed in Canada by one or more 
registrants, provided the physical possession of the goods continues to be transferred to 
registered persons who acknowledge their potential tax obligation in respect of the goods 
by issuing drop-shipment certificates.  

Retroactive issuance 
of drop-shipment 
certificate  
ss 179(2), ss 232(1) 

28. A drop-shipment certificate may be issued to a registrant by a consignee at any time 
where the conditions outlined in paragraph 21 have been met, including after physical 
possession of the goods has transferred to the consignee. Where this is the case, the 
issuance of the drop-shipment certificate will have retroactive effect for GST/HST 
purposes. The exception to the general rule will apply retroactively. As a result, the general 
rule will not apply and the supply made by the registrant will be deemed to be made 
outside Canada. This includes where the registrant has collected an amount as tax on the 
supply to the unregistered non-resident based on the general rule having applied in the 
absence of a drop-shipment certificate. Where the registrant previously collected an 
amount as tax from the non-resident in such a case, the registrant may refund or credit the 
amount to the non-resident within two years of having collected the amount. If so, the 
registrant must within a reasonable time issue a credit note to, or obtain a debit note from, 
the non-resident for the amount containing prescribed information. The registrant may 
then claim a corresponding deduction in its net tax for the reporting period during which 
the credit note is issued. 

Tax on imported 
taxable supply 
Division IV 

29. Division IV imposes tax on an “imported taxable supply”. Generally, these are 
supplies that are made outside Canada and acquired by the recipient for consumption, use 
or supply in Canada otherwise than exclusively in the course of a commercial activity. The 
recipient, as opposed to the supplier, is required to account for tax on an imported taxable 
supply.  
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Imported taxable 
supply of drop-shipped 
goods 
para 217(b) 

30. A registered consignee who issues a drop-shipment certificate triggering the 
application of the exception to the general rule is considered to be the recipient of an 
imported taxable supply where: 
• the consignee is a recipient of a taxable (other than zero-rated) supply of goods made by 

an unregistered non-resident person, 
• physical possession of the goods is transferred to the consignee in Canada by a 

registrant who either made a supply in Canada of the goods by way of sale, or a supply 
in Canada of a service of manufacturing or producing the goods, to a non-resident 
person, or acquired physical possession of the goods for the purpose of making a supply 
of a commercial service in respect of the goods to a non-resident person, and  

• the consignee is not acquiring the goods for consumption, use or supply exclusively in 
the course of its commercial activities or the good is a passenger vehicle that the 
consignee is acquiring for use in Canada as capital property in its commercial activities 
and that has a capital cost to the consignee exceeding the amount deemed12 to be the 
capital cost of the vehicle to the consignee for income tax purposes13. 

 31. Deeming the consignee to be a recipient of an imported taxable supply of the 
drop-shipped goods in this case ensures that tax is paid on the goods where they are not 
acquired by the consignee exclusively for consumption, use or supply in the course of 
commercial activities and the consignee has issued a drop-shipment certificate that relieved 
the registrant of the obligation to collect tax on its supply of the goods to the non-resident.

 32. It is important to note that a consignee may be a recipient of an imported taxable 
supply of drop-shipped goods even if the unregistered non-resident who supplied the 
goods to the consignee is not the same non-resident who purchased the goods from the 
registrant to whom the consignee issued a drop-shipment certificate. Therefore, a 
drop-shipment certificate can be issued in certain circumstances where multiple 
unregistered non-residents are involved with a drop-shipment of goods. 

Imposition of tax 
s 218, ss 218.1(1) 

33. Where the consignee is a recipient of an imported taxable supply of the 
drop-shipped goods, the consignee must self-assess tax on the value of the consideration 
for the supply of the goods made by the unregistered non-resident to the consignee. The 
consignee is required to self-assess GST on the value of the consideration for the imported 
taxable supply or, HST on the value of the consideration for the imported taxable supply 
where physical possession of the drop-shipped goods is transferred to the registrant in a 
participating province14. 

When tax payable 
s 218.2 

34. The tax imposed on an imported taxable supply becomes payable on any amount 
of consideration for the supply at the time it is paid or becomes due, whichever is earlier. 

Time of payment/ filing 
for tax on imported 
taxable supplies 
s 219 

35. Registrants who are required to self-assess tax on imported taxable supplies are 
required to report that amount on their regular return and pay the tax payable on or before 
the due date for that return. 

                                                 
12 Under paragraph 13(7)(g) or (h) of the Income Tax Act 
13 For the purposes of section 13 of the Income Tax Act 
14 Pursuant to subsection 218.1(2), selected listed financial institutions are not required to self-assess the provincial component of the HST as this 
is done through their net tax calculation, subject to certain exceptions. 
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ITCs 
ss 169(1) 

36. A registrant who must self-assess tax in respect of an imported taxable supply may 
be entitled to claim an ITC for the tax to the extent that the supply is for consumption, 
use, or supply in a commercial activity. Further information on ITCs is available in 
Chapter 8, Input Tax Credits: Eligible ITCs of the GST/HST Memoranda Series. 

Example 8 — Sale of goods drop-shipped to a registrant 
ss 179(2) This example is identical to example 2 except that the registered customer issues a drop-shipment certificate to the 

manufacturer with respect to the goods.  

 

UNREGISTERED
NON-RESIDENT

Canada

REGISTERED 
CUSTOMER

REGISTERED 
MANUFACTURER

Sale of 
goods    

for 
$90,000

Sale of 
goods      

for      
$100,000

Physical possession of goods

Drop-shipment certificate

 

 The manufacturer has made a taxable supply of goods to the non-resident and has caused 
physical possession of the goods to be transferred to another person (i.e. the customer) in 
Canada. The manufacturer is therefore potentially liable to collect tax on that supply based 
on the application of the general drop-shipment rule. However, the issuance of the 
drop-shipment certificate by the customer results in the general drop-shipment rule not 
applying to the supply of the goods made by the manufacturer and that supply being 
deemed to be made outside Canada. Therefore, the manufacturer is not required to collect 
tax from the non-resident in respect of the supply of the goods to the non-resident. 

 The customer does not have an obligation to self-assess tax on the goods as a result of 
issuing the drop-shipment certificate since the customer is acquiring the goods for supply 
exclusively in the course of its commercial activities. 

 The non-resident is not required to collect tax in respect of its supply of the goods to the 
customer as it is a supply made outside Canada15. 

                                                 
15 Subsection 143(1) 
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Example 9 — Sale of goods drop-shipped to a registrant involved in non-commercial activities 

ss 179(2) • An unregistered non-resident agrees to sell goods at their fair market value of $50,000 to a registered 
company (that is not a financial institution) in a participating province. The registrant will use the goods 
25% in the course of commercial activities and the remainder in the course of exempt activities.  

• The registered manufacturer of the goods who is located in a participating province agrees to sell them 
to the non-resident for $40,000. 

• Pursuant to the agreements, delivery of the goods to the registrant is to occur, and the manufacturer is 
to transfer physical possession of the goods to the registrant, at the manufacturer’s premises in the 
participating province. 

• The registrant issues a drop-shipment certificate to the manufacturer with respect to the goods. 

 

UNREGISTERED
NON-RESIDENT

Canada

REGISTERED 
COMPANY

REGISTERED 
MANUFACTURER

Sale of goods        
for                  

$40,000

Sale of goods      
for           

$50,000

Physical possession of goods

Drop-shipment certificate

 

 The manufacturer makes a taxable supply of goods to the non-resident and has caused 
physical possession of the goods to be transferred to another person in Canada. The 
manufacturer is therefore potentially liable to collect tax on the fair market value of that 
supply based on the application of the general drop-shipment rule. However, the issuance 
of the drop-shipment certificate by the registrant to the manufacturer results in the general 
drop-shipment rule not applying to the supply of the goods made by the manufacturer and 
that supply being deemed to be made outside Canada. Therefore, the manufacturer is not 
required to collect tax from the non-resident in respect of the supply of the goods to the 
non-resident. 

 The registrant that issued the drop-shipment certificate and is acquiring the goods 
otherwise than for use exclusively in commercial activities is the recipient of an imported 
taxable supply. The registrant must self-assess HST in respect of the imported taxable 
supply at the rate of 13% on the value of the consideration for the supply of $50,000. 

 The registrant may be eligible to claim an ITC for the portion of the tax that relates to its 
use of the goods in commercial activities as long as all the other ITC criteria are satisfied. 
This apportionment is based on the extent to which the goods are used to make taxable 
supplies for consideration. 



 

 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) • An unregistered non-resident (unregistered non-resident supplier 1) agrees to purchase goods from a 
registrant and to resell the goods to a second unregistered non-resident (unregistered non-resident 
supplier 2).  

• Unregistered non-resident supplier 2 agrees to resell the goods to a registered manufacturer who will 
use them exclusively in its manufacturing activities.  

• The registrant agrees to deliver the goods to the premises of the manufacturer in Canada.  

• The manufacturer issues a drop-shipment certificate to the registrant with respect to the goods. 

 

UNREGISTERED
NON-RESIDENT 

SUPPLIER 1

Canada

REGISTERED 
MANUFACTURER

REGISTRANT

Sale 
of 

goods

Physical possession of goods

UNREGISTERED 
NON-RESIDENT 

SUPPLIER 2

Sale of goods

Sale            
of  

goods

Drop-shipment certificate

 

 The registrant has made a taxable supply of the goods to unregistered non-resident 
supplier 1 and caused physical possession of the goods to be transferred to another person 
in Canada. The registrant is therefore potentially liable to collect tax on the fair market 
value of the goods based on the application of the general drop-shipment rule. However, 
the issuance of the drop-shipment certificate by the manufacturer results in the general 
drop-shipment rule not applying to the supply of the goods made by the registrant and that 
supply being deemed to be made outside Canada. Therefore, the registrant is not required 
to collect tax from unregistered supplier 1 in respect of the supply of the goods. 

 The manufacturer is a recipient of a supply of the goods made outside Canada by 
unregistered non-resident supplier 2. The unregistered non-residents are not required to 
collect tax in respect of their supplies of the goods since those supplies are made outside 
Canada17. The manufacturer does not have an obligation to self-assess tax in respect of the 
goods as a result of issuing the drop-shipment certificate since it is acquiring them for use 
exclusively in the course of its commercial activities. 

                                                 
16 Subsection 143(1) 
17 Subsection 143(1) 
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Example 11 — Sale of goods drop-shipped to a registrant (four parties) 
ss 179(2) not 
applicable 

• An unregistered non-resident agrees to purchase goods from a registered manufacturer and to resell 
the goods to a registered resident supplier.  

• The registered supplier agrees to resell the goods to a registered purchaser who will use them 
exclusively in its commercial activities. 

• The manufacturer agrees to deliver the goods to the premises of the registered purchaser in Canada.  

• Delivery of the goods supplied by the unregistered non-resident and the supplier occurs at the 
premises of the purchaser.  

 

UNREGISTERED
NON-RESIDENT

Canada

REGISTERED 
PURCHASER

REGISTERED     
MANUFACTURER

Sale      
of goods

Physical possession of goods

REGISTERED 
SUPPLIER

Sale              
of goods

Sale            
of goods

 

 The manufacturer has made a taxable supply of the goods to the unregistered non-resident 
and caused physical possession of the goods to be transferred to another person (the 
registered purchaser) in Canada. The manufacturer is therefore liable to collect tax on the 
fair market value of the goods based on the application of the general drop-shipment rule. 
The supply of the goods by the manufacturer may not be relieved of tax in this case by the 
issuance of a drop-shipment certificate.  

 The registered purchaser is the recipient of a taxable supply of goods made in Canada by a 
registered supplier and is required to pay tax18 to the supplier in respect of that supply. As a 
result, the purchaser does not have a potential obligation to self-assess tax as a recipient of 
an imported taxable supply of the goods and may not issue a drop-shipment certificate to 
the manufacturer. The registered purchaser would be entitled to an ITC for the tax paid to 
the registered supplier since the goods are for use exclusively in the course of its 
commercial activities. 

 The registered supplier is a recipient of a taxable supply of the goods made outside Canada 
by the non-resident. However, the registered supplier does not have a potential obligation 
to self-assess tax as a recipient of an imported taxable supply of the goods because the 
supplier does not acquire physical possession of the goods. Therefore, the registered 
supplier may not issue a drop-shipment certificate to the manufacturer. The registered 
supplier is required to collect tax on the supply of the goods made in Canada to the 
registered purchaser. 

                                                 
18 Under Division II of Part IX 



 

 23

 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. 

Example 12 — Supply of a commercial service on a good drop-shipped to a registrant 
ss 179(2) The facts in this case are the same as in example 6 except that the customer issues a drop-shipment certificate to 

the registrant. 

 

UNREGISTERED
NON-RESIDENT 

MANUFACTURER

Canada

REGISTERED 
CUSTOMER

REGISTRANT

Importation
of 

good

Sale of good   
for       

$25,000

Physical possession of good

Commercial 
service

Importer 
of    

record

Drop-shipment certificate

 

 The registrant acquires physical possession of a good of the non-resident to make a taxable 
supply of a commercial service in respect of the good. Also, the registrant causes physical 
possession to be transferred to another person in Canada (the registered customer). The 
registrant is therefore potentially liable to collect tax on the fair market value of the good 
based on the application of the general drop-shipment rule. However, the issuance of the 
drop-shipment certificate by the customer results in the general drop-shipment rule not 
applying to the supply made by the registrant and that supply being deemed to be made 
outside Canada. Therefore, the registrant is not required to collect tax from the 
non-resident in respect of this supply of the good. 

 The customer is a recipient of a supply of the good made outside Canada by the 
non-resident. The non-resident is not required to collect tax in respect of their supply of 
the good since it is made outside Canada20. The customer does not have an obligation to 
self-assess tax in respect of the good as a result of issuing the drop-shipment certificate 
since the customer is acquiring it for use exclusively in the course of its commercial 
activities. 

                                                 
19 Section 180 
20 Subsection 143(1) 
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Example 13 — Supply of a commercial service on a good drop-shipped to a registrant (four parties) 
ss 179(2) • An unregistered non-resident supplier agrees to make a taxable supply of a good to a registered 

customer who will use the good exclusively in the course of its commercial activities. 

• Delivery of the good is to occur at the premises of the customer in a non-participating province. 

• The non-resident agrees to purchase the good from a registered manufacturer and to deliver it to the 
premises of the registered customer. 

• The good belonging to the non-resident must be inspected once it arrives at the premises of the 
customer. Since the non-resident does not normally supply goods in Canada, it hires a registrant to test 
the good at the premises of the customer. The registrant charges the non-resident $2,000 for this 
service. 

• The customer issues a drop-shipment certificate to the manufacturer. 

 

UNREGISTERED 
NON-RESIDENT 

SUPPLIER

REGISTERED 
MANUFACTURER

Sale     
of   

good

REGISTRANT 

REGISTERED 
CUSTOMER

Canada

Physical possession of good

Testing    
service

Drop-shipment certificate

Sale     
of   

good

 

 The manufacturer makes a taxable supply of the good to the non-resident and causes 
physical possession of the good to be transferred to another person in Canada (the 
registered customer). The manufacturer is therefore potentially liable to collect tax on the 
fair market value of the good based on the application of the general drop-shipment rule. 
However, the issuance of the drop-shipment certificate by the customer results in the 
general drop-shipment rule not applying to the supply made by the manufacturer and that 
supply being deemed to be made outside Canada. Therefore, the manufacturer is not 
required to collect tax from the non-resident in respect of the supply of the good. 

 Although the registrant performing the testing service is making a taxable supply of a 
commercial service in respect of the good to the non-resident, the drop-shipment rules do 
not apply to that supply. This is because the registrant is performing its service at the 
premises of the customer and is therefore not considered to have acquired physical 
possession of the good. As a result, the registrant is not liable to collect tax on a deemed 
supply of the good to the non-resident based on the general drop-shipment rule. 
Furthermore, the customer may not issue a drop-shipment certificate to the registrant with 
respect to the good. The registrant is required to collect tax of $100 on the consideration 
of $2,000 for its supply of the testing service to the non-resident.  
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 The customer is a recipient of a supply of the good made outside Canada by the 
non-resident. The non-resident is not required to collect tax in respect of their supply of 
the good since it is made outside Canada21. The customer does not have an obligation to 
self-assess tax in respect of the good as a result of issuing the drop-shipment certificate 
since the customer is acquiring it for use exclusively in the course of its commercial 
activities. 

Example 14 — Supply of a commercial service on a good drop-shipped to a registrant (four parties) 
ss 179(2) The facts in this example are the same as in the previous example, except that: 

• The good is delivered by the manufacturer to the premises of the registrant so that the testing service can be 
performed at that location.  

• Once the testing service is performed in respect of the good belonging to the non-resident, the registrant is to 
deliver the good to the premises of the customer. 

• The registrant issues a drop-shipment certificate to the manufacturer and the customer issues a drop-shipment 
certificate to the registrant. 

 

UNREGISTERED 
NON-RESIDENT 

SUPPLIER

REGISTERED 
MANUFACTURER

Sale
of

good

Physical possession 
of good

REGISTRANT REGISTERED 
CUSTOMER

Canada

Physical possession 
of good

Testing 
service

Drop-shipment certificate Drop-shipment certificate

Sale
of

good

 

 The manufacturer has made a taxable supply of the good to the non-resident and has 
caused physical possession of the good to be transferred to another person (i.e. the 
registrant) in Canada. The manufacturer is therefore potentially liable to collect tax on that 
supply based on the application of the general drop-shipment rule. However, the issuance 
of the drop-shipment certificate by the registrant results in the general drop-shipment rule 
not applying to the supply of the good made by the manufacturer and that supply being 
deemed to be made outside Canada. Therefore, the manufacturer is not required to collect 
tax from the unregistered non-resident in respect of the supply of the good to the 
unregistered non-resident. 

                                                 
21 Subsection 143(1) 
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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 supply a taxable commercial service to the 
unregistered non-resident and causes physical possession of the good to be transferred to 
another person (i.e. the customer) in Canada. The registrant is therefore potentially liable to 
collect tax based on the application of the general drop-shipment rule. However, the 
issuance of the drop-shipment certificate by the customer results in the general 
drop-shipment rule not applying to the supply made by the registrant and that supply being 
deemed to be made outside Canada. Therefore, the registrant is not required to collect tax 
from the unregistered non-resident in respect of the supply of the testing service to the 
unregistered non-resident. 

 The customer is a recipient of a supply of the good made outside Canada by the 
unregistered non-resident. The unregistered non-resident is not required to collect tax in 
respect of their supply of the good since it is made outside Canada22. The customer does 
not have an obligation to self-assess tax in respect of the good as a result of issuing the 
drop-shipment certificate since the customer is acquiring it for use exclusively in the course 
of its commercial activities. 

Example 15 — Supply of an installed good and installation service (four parties) 
ss 179(2) not 
applicable 

• An unregistered non-resident manufacturer agrees to supply a good on an installed basis to a registered 
customer at its fair market value of $100,000. 

• The customer will use the good exclusively in the course of its commercial activities. 
• The good is to be installed in real property at the customer’s premises in a non-participating province. 
• Delivery of the good is to occur at the premises of the customer. The customer obtains ownership of the good 

once it is installed. 
• A registrant (registrant 1) agrees to supply an inspection service to the unregistered non-resident in respect of 

the good after it arrives at the premises of the registered customer. The consideration for the supply of the 
inspection services is $1,000. 

• A second registrant (registrant 2) enters into an agreement with the unregistered non-resident to install the good 
at the premises of the customer for $5,000. 

• The non-resident imports the good, pays the tax on the importation of the good and delivers it to the customer. 
• Registrants 1 and 2 each perform their respective service relating to the good at the premises of the customer. 

                                                 
22 Subsection 143(1) 
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UNREGISTERED NON-RESIDENT 
MANUFACTURER

REGISTERED 
CUSTOMERREGISTRANT 1

Importer 
of    

record

Sale of 
installed 

good      
for 

$100,000

REGISTRANT 2

Installation 
service    

for      
$5,000

Inspection 
service    

for      
$1,000

CanadaImportation 
of           

good

 

 Although registrant 1 and registrant 2 are each making a taxable supply of a commercial 
service in respect of the good to the unregistered non-resident, the drop-shipment rules do 
not apply in this case. This is because neither registrant is considered to have acquired 
physical possession of the good. As a result, registrant 1 and registrant 2 are not liable to 
collect tax on a deemed supply of the good to the unregistered non-resident based on the 
general drop-shipment rule. Furthermore, the customer may not issue a drop-shipment 
certificate to registrant 1 and registrant 2 with respect to the good. 

 Registrant 1 is required to collect tax of $50 on the consideration of $1,000 for its supply of 
the inspection service to the unregistered non-resident.  

 Registrant 2 is required to collect tax of $250 on the consideration of $5,000 for its supply 
of the installation service to the unregistered non-resident. A rebate of this tax would be 
available to the unregistered non-resident as explained in example 46. 

 If the unregistered non-resident provides the customer with a copy of the import 
documentation, the customer will be entitled to an ITC equal to the tax paid by the 
unregistered non-resident on the importation based on the ITC flow-through mechanism 
as explained beginning at paragraph 70. 

Drop-shipped goods subsequently exported 

Exported goods 
ss 179(3) 

37. Another exception to the general rule occurs where drop-shipped goods are 
directly exported or transferred to a third person who intends to export the goods. 
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Conditions 
para 179(3)(a) 

38. Specifically, the exception applies where a registrant, under an agreement with an 
unregistered non-resident (other than a consumer), 
• makes a taxable supply in Canada of goods by way of sale to the non-resident person, or 
• makes a taxable supply in Canada of a service of manufacturing or producing goods, to 

the non-resident person, or 
• acquires physical possession of the goods (other than goods of a person who is resident 

in Canada) for the purpose of making a taxable supply of a commercial service in 
respect of the goods to the non-resident person, 

and the goods are exported as described in the following paragraph. 
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subpara 179(3)(c)(i) 

39. For the exception to apply, the registrant must either: 
• cause physical possession of the goods to be transferred to a person at a place outside 

Canada, or 
• cause physical possession to be transferred to a carrier, or mail the goods, for export 

and delivery to a person at a place outside Canada, or 
subpara 179(3)(c)(ii) • cause physical possession of the goods to be transferred at a place in Canada to the 

non-resident person or any other person (each referred to as an “exporter”) for export 
in the following circumstances: 

 o after physical possession of the goods is transferred to the exporter, the exporter 
exports the goods as soon as is reasonable given the circumstances surrounding the 
exportation and, if applicable, in accordance with the normal business practices of 
the exporter and the owner of the goods,  
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 o the goods have not been acquired by the non-resident person or any owner for 
consumption, use or supply in Canada at any time after physical possession of the 
goods is transferred to the exporter and before it is exported (there is an exception to 
this condition with respect to railway rolling stock as explained in paragraph 45),  

o after physical possession of the goods is transferred to the exporter and before the 
goods are exported, they are not further processed, transformed or altered, except to 
the extent reasonably necessary or incidental to its transportation, and 

o the registrant maintains satisfactory evidence that the goods have been exported, or, 
in the case of an exporter authorized to use the Export Trading House Program, will 
be exported. The evidence of exportation must enable the entire shipment of goods 
to be traced from its origin in Canada to its destination outside Canada. Detailed 
information on what constitutes satisfactory evidence of exportation is available in 
GST/HST Memorandum 4.5.2, Exports – Tangible Personal Property. 

Requirement to export 
as soon as is 
reasonable 
subpara 179(3)(c)(ii) 

40. Whether goods are exported as soon after physical possession of the goods is 
transferred to the exporter as is reasonable will depend on the facts of each situation, 
including the type of goods involved and the general business practices of the exporter. 
The following factors will be considered where the supplier can provide documentary 
evidence why the goods were not exported either immediately after the supply was made, 
or in the time frame originally anticipated: 

 • a late shipment from a subcontractor delays the shipment of the whole consignment; 
• transportation obstacles have been encountered; 
• some goods are held in inventory while awaiting delivery of other goods before 

exporting all of the goods at once; 
• the delay is attributable to the owner’s and exporter's normal business practice; or 
• other circumstances have resulted in unexpected delays. 

Exception 
ss 179(3) 

41. Where the above conditions are met, the general rule does not apply and the supply 
made by the registrant (other than a supply of a service of shipping the goods) is deemed 
to be made outside Canada. 
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 30

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 and the zero-rating export rules24 for goods and services where such supplies are 
made to unregistered non-residents. The application of the exception results in a sale of 
exported goods made to an unregistered non-resident being relieved of tax in 
circumstances similar to those in which a sale of goods could be zero-rated as a result of 
being exported25. However, it is important to note that with respect to supplies made to 
unregistered non-residents, the exception provides broader relief than that provided under 
the general zero-rating rules for exported goods. For instance, the provision does not 
require that the goods be exported by the recipient of the supply made by the registrant as 
the zero-rating provision26 does. The supply of goods by the registrant may also be relieved 
of tax as a result of the exception if the goods are given by the registrant to a subsequent 
purchaser for export. The application of the exception also results in certain supplies of 
services in respect of the goods being relieved of tax where they would not otherwise 
qualify for zero-rating as an export. 

 44. There are several examples of the application of this exception to the general rule 
beginning at example 16. 

Railway rolling stock 
ss 179(7) 

45. As indicated in paragraph 39, one of the conditions of this exception to the general 
drop-shipment rule is that the goods not be used in Canada after physical possession is 
transferred to the exporter and before the goods are exported. However, there is an 
exception to this requirement in the case of exported railway rolling stock. Specifically, the 
use of railway rolling stock to transport goods or passengers in the course of its 
exportation will not disqualify it from tax-free treatment under the drop-shipment rules, 
provided that it is exported within 60 days after physical possession transfers to the 
exporter.  

Example 16 — Transfer of goods to a non-resident recipient outside Canada 
subpara 179(3)(c)(i), 
ss 179(2) 

• An unregistered non-resident agrees to purchase goods from a registrant for use in its commercial activities 
outside Canada.  

• Pursuant to the agreement, delivery of the goods to the non-resident is to occur in Canada at the premises of a 
registered service provider.  

• The service provider has been hired by the non-resident to test the non-resident’s goods at its testing facilities 
and to then transport and deliver them to the non-resident’s premises outside Canada.  

• The service provider gives a drop-shipment certificate to the registrant upon receiving physical possession of the 
goods from the registrant. 

                                                 
23 Section 142  
24 Part V of Schedule VI 
25 Sections 1 and 12 of Part V of Schedule VI 
26 Section 1 of Part V of Schedule VI 
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 The issuance of the drop-shipment certificate by the registered service provider to the 
registrant results in the general drop-shipment rule not applying to the supply of the goods 
made by the registrant and that supply being deemed to be made outside Canada. 
Therefore, the registrant is not required to collect tax from the non-resident in respect of 
the supply of the goods to the non-resident. 

 The service provider causes physical possession of the goods to be transferred to a person 
outside Canada (i.e. the non-resident) resulting in the exception applying to the supply of 
the commercial service made by the service provider. The general drop-shipment rule 
therefore does not apply to the supply of the commercial service and the commercial 
service is deemed to have been supplied outside Canada. The service provider is not 
required to collect tax in respect of its supply of the commercial service to the 
non-resident.  

 Because the service provider causes physical possession of the goods to be transferred to a 
person outside Canada, the general drop-shipment rule would not have applied in this case. 
However, in the absence of the application of the exception in this case, the commercial 
service would not have otherwise been relieved of tax. 

Example 17 — Transfer of goods to a person other than a non-resident recipient outside Canada 
subpara 179(3)(c)(i), 
ss 179(2) 

The facts in this example are the same as in the previous example except that:  
• the non-resident has hired a second unregistered non-resident service provider to perform a further commercial 

service in respect of its goods outside Canada;  
• pursuant to the agreement with the non-resident, the registered service provider is to transport and deliver the 

goods to the non-resident service provider at its premises outside Canada;  
• after it performs a commercial service, the non-resident service provider is to deliver the goods to the 

non-resident at its premises outside Canada. 
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 The issuance of the drop-shipment certificate by the registered service provider to the 
registrant results in the general drop-shipment rule not applying to the supply of the goods 
made by the registrant and that supply being deemed to be made outside Canada. 
Therefore, the registrant is not required to collect tax from the non-resident in respect of 
the supply of the goods to the non-resident. 

 The registered service provider causes physical possession of the goods to be transferred to 
a person outside Canada (i.e. the non-resident service provider) resulting in the exception 
applying to the supply of the commercial service made by the service provider. The general 
drop-shipment rule is therefore deemed not to apply to that supply of the commercial 
service and it is deemed to have been supplied outside Canada. The service provider is not 
required to collect tax in respect of its supply of the commercial service to the 
non-resident.  

 Because the service provider causes physical possession of the goods to be transferred to a 
person outside Canada, the general drop-shipment rule would not have applied in this case. 
However, in the absence of the application of the exception in this case, the commercial 
service would not have otherwise been relieved of tax. 

 The commercial service performed by the non-resident service provider outside Canada is 
a supply made outside Canada27. 

                                                 
27 Subsection 142(2) 
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Example 18 — Transfer of goods to a carrier for export (four parties) 
subpara 179(3)(c)(i), 
ss 179(2) 

• An unregistered non-resident supplier supplies goods by way of sale on a worldwide basis. 

• The non-resident supplier hires a registered manufacturer in Canada to manufacture the goods. 

• The goods are manufactured in Canada for the non-resident supplier to satisfy existing orders received 
by the non-resident supplier from its non-resident customers. 

• The non-resident supplier purchases the raw materials necessary to manufacture the goods from a 
registrant who agrees to deliver the raw materials to the manufacturer as required for use in the 
manufacturing process. 

• Pursuant to the agreement, delivery of the raw materials to the non-resident is to occur in Canada at 
the premises of the manufacturer.  

• The manufacturer gives a drop-shipment certificate to the registrant upon receiving physical 
possession of the raw materials from the registrant. 

• The non-resident owns both the raw materials throughout the manufacturing process and the resulting 
finished goods. 

• The manufacturer agrees to deliver the finished goods to the non-resident’s customers outside 
Canada.  

• The manufacturer hires a carrier to transport the goods to the non-resident’s customers’ premises 
outside Canada. 
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 The registrant has supplied raw materials to the non-resident and caused physical 
possession of the raw materials to be transferred to another person in Canada. The 
registrant is therefore potentially liable to collect tax on its supply of raw materials to the 
non-resident based on the general drop-shipment rule. However, the issuance of the 
drop-shipment certificate by the manufacturer to the registrant results in the general 
drop-shipment rule not applying to the supply of the raw materials made by the registrant 
to the non-resident and that supply being deemed to be made outside Canada. Therefore, 
the registrant is not required to collect tax from the non-resident in respect of that supply. 
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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 made by the manufacturer. The general 
drop-shipment rule therefore does not apply to that supply of the manufacturing service. 
The manufacturer is consequently not required to collect tax in respect of its supply of the 
manufacturing service to the non-resident.  

Example 19 — Transfer of a good to a non-resident recipient for export 
subpara 179(3)(c)(ii) • An unregistered non-resident enters into an agreement with a registrant to purchase a good for use in its 

activities outside Canada.  
• The non-resident takes delivery of the good at the registrant’s premises in Canada and exports the good the 

same day. 
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 The registrant causes physical possession of the good to be transferred to the non-resident 
in Canada for export. Provided the registrant maintains satisfactory evidence of the 
exportation of the good, the general drop-shipment rule will not apply and the supply of 
the good will be deemed to be made outside Canada. As a result, the registrant is not 
required to collect tax from the non-resident in respect of the supply of the good to the 
non-resident. 
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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.  

• The non-resident supplier purchases unfinished goods from a registered manufacturer. Pursuant to the 
agreement, the manufacturer is to deliver the goods to the non-resident supplier at the premises of a registered 
service provider (registrant 1) in Canada that has been hired by the non-resident supplier to perform a 
commercial service in respect of the non-resident supplier’s goods. Registrant 1 issues a drop-shipment 
certificate to the manufacturer with respect to the goods.  

• Pursuant to the agreement with the non-resident, registrant 1 is to then deliver the goods to a second registered 
service provider (registrant 2) in Canada that has been hired by the non-resident supplier to conduct a quality 
control service in respect of the non-resident supplier’s goods that involves inspecting and testing them.  
Registrant 2 issues a drop-shipment certificate to registrant 1 with respect to the goods. 

• Delivery of the finished goods to the non-resident customer is to occur at the premises of registrant 2.  
• The non-resident customer picks up the goods at the premises of registrant 2 for immediate exportation and 

provides registrant 2 with evidence that the goods were exported. 
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 The issuance of the drop-shipment certificate by registrant 1 results in the general 
drop-shipment rule not applying to the supply of the goods made by the manufacturer and 
that supply being deemed to be made outside Canada. Therefore, the manufacturer is not 
required to collect tax in respect of the supply of the goods to the non-resident. 

 The issuance of the drop-shipment certificate by registrant 2 results in the general 
drop-shipment rule not applying to the supply of the service made by registrant 1 and that 
supply being deemed to be made outside Canada. Therefore, registrant 1 is not required to 
collect tax in respect of the supply of the commercial service to the non-resident. 

 Registrant 2 causes physical possession of the goods to be transferred to the non-resident 
customer in Canada for export. Provided registrant 2 maintains satisfactory evidence of the 
exportation of the goods, the general drop-shipment rule will not apply and the supply of 
the commercial service will be deemed to be made outside Canada. As a result, registrant 2 
will not be required to collect tax in respect of the supply of the testing service to the 
non-resident supplier. 
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Retention of physical possession 

ss 179(4) 46. The drop-shipment rules also apply where a registrant sells goods to an 
unregistered non-resident, but physical possession of the goods is retained after that time 
by the registrant or another registrant28. 

Conditions 
para 179(4)(b) 

47. Specifically, the rules apply where a registrant transfers ownership of goods to an 
unregistered non-resident and the registrant, or another registrant who has physical 
possession of the goods at that time and gives a registrant a drop-shipment certificate, 
retains physical possession of the goods for the purpose of: 
(a) transferring physical possession of the goods to the non-resident person, a subsequent 

purchaser or another person designated by the non-resident person or a subsequent 
purchaser; 

(b) supplying a commercial service in respect of the goods to the non-resident person or a 
subsequent purchaser; or 

(c) consumption, use or supply by that registrant, pursuant to an agreement for a supply of 
the goods made by way of sale or lease to that registrant by the non-resident person, by 
a subsequent purchaser or by a lessee or sub-lessee of the non-resident person or of 
the subsequent purchaser. 

Sale-leaseback and 
requirement to register 

48. With respect to the third circumstance described in (c) above, it is important to 
note that a non-resident who enters into a sale-leaseback agreement with a registrant with 
respect to goods will be considered to be carrying on business in Canada for GST/HST 
purposes where delivery of the goods pursuant to the agreement occurs in Canada. As a 
result, the non-resident lessor will be required to register for GST/HST and to collect tax 
in respect of the supplies of the goods by way of lease to the registrant. For additional 
information, refer to GST/HST Policy Statement P-051R2, Carrying on Business in Canada. 

Deeming rule where 
registrant retains 
physical possession  
para 179(4)(c) 

49. Where the conditions in paragraph 47 are met and the registrant retaining physical 
possession of the goods is the same registrant who sells the goods to the non-resident, the 
registrant is deemed at the time ownership of the goods transfers: 
• to have transferred physical possession of the goods to another registrant and to have 

obtained a drop-shipment certificate from that other registrant, and 
• to have acquired physical possession of the goods for the purpose for which physical 

possession of the goods is being retained. 

Consequences 50. Deeming the registrant to have transferred physical possession of the goods to 
another registrant and to have obtained a drop-shipment certificate results in the supply of 
the goods made by the registrant to the non-resident being deemed to be made outside 
Canada under the exception to the general rule explained beginning at paragraph 2029. The 
registrant is therefore not required to collect tax in respect of the supply of the goods when 
ownership transfers to the non-resident.  

                                                 
28 Subsection 179(4) applies for the purposes of section 179, section 180 and paragraph (b) of the definition "imported taxable supply" in 
section 217. 
29 Subsection 179(2)  



 

 37

 51. However, deeming the registrant to have subsequently acquired physical possession 
of the goods for the purpose for which they are retained will result in the general 
drop-shipment rule applying when the registrant subsequently transfers physical possession 
of the goods to another person. The conditions for the previously explained exceptions to 
the general drop-shipment rule would then have to be met for the registrant to be relieved 
of the obligation to collect tax on the deemed supply of the goods. As a result, the overall 
effect of the deeming rule is to defer the application of the general drop-shipment rule 
until there is an actual transfer of physical possession of the goods. 

Where another 
registrant retains 
physical possession 
para 179(4)(d) 

52. Where the conditions in paragraph 47 are met and a registrant, other than the 
registrant who sells the goods to the non-resident, retains physical possession of the good 
after they are sold to the non-resident, at the time ownership of the goods transfers: 
• the registrant who sells the goods to the non-resident is deemed to have transferred 

physical possession of the goods to the other registrant at that time, and  
• the other registrant is deemed to have acquired physical possession of the goods at that 

time for the purpose for which physical possession of the goods is being retained. 

Consequences 53. Deeming physical possession of the goods to have been transferred to the other 
registrant who retains physical possession of the goods and issues a drop-shipment 
certificate to the registrant results in the supply of the goods by the registrant to the 
non-resident being deemed to be made outside Canada. As a result, the registrant is not 
required to collect tax in respect of the supply of the goods to the non-resident.  

 54. However, the deeming rule also results in the other registrant becoming potentially 
liable to collect tax based on the general drop-shipment rule or having to self-assess tax in 
respect of the goods. Therefore, the overall effect of the deeming rule is that the 
drop-shipment rules will apply as if the other registrant had only acquired physical 
possession of the goods after ownership of the goods transferred to the non-resident. 

Example 21 — Good retained by a registrant to supply commercial services, and then exported 
para 179(4)(c),  
ss 179(3) 

• A registered manufacturer agrees to sell a good to an unregistered non-resident supplier.  
• The manufacturer also agrees to subsequently retain physical possession of the good for the purpose of making 

a supply of a commercial service to the non-resident.  
• Delivery of the processed good is to occur at the manufacturer’s premises in Canada.  
• After the commercial service is performed, the non-resident picks up the processed good at the manufacturer’s 

premises and exports it as soon as possible. 
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 The manufacturer retains physical possession of the good after ownership of the good 
transfers to the non-resident supplier for the purpose of supplying a commercial service to 
the non-resident in respect of the good. The manufacturer is therefore deemed to have 
transferred physical possession of the good to another registrant and to have obtained a 
drop-shipment certificate resulting in the supply of the good to the non-resident being 
deemed to be made outside Canada. The manufacturer is therefore not required to collect 
tax in respect of the supply of the good when ownership transfers to the non-resident. 

 The manufacturer is also deemed to have subsequently acquired physical possession of the 
good for the purpose of making a supply of a commercial service to the non-resident in 
respect of the good. The manufacturer is therefore potentially liable based on the general 
drop-shipment rule to collect tax on a deemed supply of the good to the non-resident 
when physical possession of the good transfers to the non-resident. However, the 
registrant causes physical possession of the goods to be transferred to the non-resident in 
Canada for export. Provided the registrant maintains satisfactory evidence of the 
exportation of the good, the general drop-shipment rule will not apply and the supply will 
be deemed to be made outside Canada30. As a result, the registrant is not required to collect 
tax from the non-resident supplier in respect of this supply. 

                                                 
30 Subsection 179(3) 
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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. 
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 The manufacturer retains physical possession of the good after ownership of the good 
transfers to the non-resident supplier for the purpose of transferring physical possession of 
the good to a subsequent purchaser. Therefore, the manufacturer is deemed to have 
transferred physical possession of the good to another registrant and to have obtained a 
drop-shipment certificate resulting in the supply of the good to the non-resident being 
deemed to be made outside Canada. The manufacturer is therefore not required to collect 
tax in respect of the supply of the good when ownership transfers to the non-resident. 
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 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 
manufacturer is therefore potentially liable based on the general drop-shipment rule to 
collect tax on the deemed supply of the good to the non-resident when physical possession 
of the good transfers to the customer. However, the issuance of the drop-shipment 
shipment certificate by the customer results in the general drop-shipment rule not applying 
to the supply of the good made by the manufacturer and that supply being deemed to be 
made outside Canada31. Therefore, the manufacturer is not required to collect tax from the 
non-resident in respect of the supply of the good to the non-resident. 

 The registered customer does not have an obligation to self-assess tax on the good as a 
result of issuing the drop-shipment certificate since it is acquiring the good for supply 
exclusively in the course of its commercial activities. 

 The non-resident is not required to collect tax in respect of its supply of the good to the 
registered customer, as it is a supply made outside Canada32. 

Example 23 — Goods retained by a registrant until purchaser found, and then exported 
para 179(4)(c) 
ss 179(3) 

• A registrant agrees to sell goods to an unregistered non-resident supplier and agrees to retain physical 
possession of the goods for the purpose of transferring physical possession of them to a subsequent purchaser.  

• A few weeks later, the non-resident agrees to sell the goods to an unregistered non-resident customer.  
• Delivery of the goods to the non-resident customer occurs at the registrant’s premises in Canada.  
• The non-resident customer picks up the goods at the registrant’s premises and exports them as soon as is 

possible. 
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31 Subsection 179(2) 
32 Subsection 143(1) 
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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 transferring physical possession of 
the goods to a subsequent purchaser. Therefore, the registrant is deemed to have 
transferred physical possession of the goods to another registrant and to have obtained a 
drop-shipment certificate resulting in the supply of the goods to the non-resident being 
deemed to be made outside Canada. The registrant is therefore not required to collect tax 
in respect of the supply of the goods when ownership transfers to the non-resident 
supplier. 

 The registrant is also deemed to have subsequently acquired physical possession of the 
goods for the purpose of transferring them to a subsequent purchaser. The registrant is 
therefore potentially liable based on the general drop-shipment rule to collect tax on the 
supply of the goods to the non-resident supplier when physical possession of the goods 
transfers to the non-resident customer. However, the registrant causes physical possession 
of the goods to be transferred to the non-resident customer in Canada for export. 
Provided the registrant maintains satisfactory evidence of the exportation of the goods, the 
general drop-shipment rule will not apply and the supply will be deemed to be made 
outside Canada33. As a result, the registrant is not required to collect tax from the 
non-resident supplier in respect of its supply to the non-resident supplier. 

Example 24 — Goods retained by a registrant to supply a commercial service to a subsequent purchaser, 
and exported 

para 179(4)(c) 
ss 179(3) 
 

• A registrant agrees to sell goods to an unregistered non-resident supplier.  
• The registrant also agrees to subsequently retain physical possession of the goods after ownership of the goods 

has been transferred to the non-resident for the purpose of making a supply of a commercial service to the 
non-resident supplier’s customer in respect of the goods. The customer is an unregistered non-resident. 

• The processed goods are to then be delivered at the registrant’s premises in Canada to the non-resident’s 
customer who will subsequently export the goods.  

• Once the service is completed, the non-resident takes physical possession of the processed goods and exports 
them as soon as possible. 
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33 Subsection 179(3) 
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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 goods to another registrant and to have 
obtained a drop-shipment certificate resulting in the supply of the goods to the 
non-resident supplier being deemed to be made outside Canada. The registrant is therefore 
not required to collect tax in respect of the supply of the goods when ownership transfers 
to the non-resident supplier. 

 The registrant is also deemed to have subsequently acquired physical possession of the 
goods for the purpose of making a supply of a commercial service to the non-resident’s 
customer in respect of the goods. The registrant is therefore potentially liable based on the 
general drop-shipment rule to collect tax on a deemed supply of the processed goods to 
the non-resident supplier’s customer when physical possession of the goods transfers to 
the customer. However, the registrant causes physical possession of the processed goods to 
be transferred to the non-resident in Canada for export. Provided the registrant maintains 
satisfactory evidence of the exportation of the processed goods, the general drop-shipment 
rule will not apply and the supply will be deemed to be made outside Canada34. As a result, 
the registrant is not required to collect tax from the non-resident in respect of this supply. 

Example 25 — Goods retained by a registrant for subsequent transfer to a manufacturer, and exported (four 
parties) 

para 179(4)(c),  
ss 179(2), (3) 

• An unregistered non-resident supplier agrees to purchase raw materials from a registrant.  
• The registrant agrees to retain possession of the raw materials until they are required by the registered 

manufacturer that has been hired by the non-resident to manufacture goods using the raw materials.  
• The registrant ships the raw materials to the manufacturer at its premises in Canada when directed by the 

non-resident and the manufacturer provides the registrant with a drop-shipment certificate with respect to the raw 
materials. 

• The goods are manufactured in Canada for the non-resident supplier to satisfy orders received by the 
non-resident supplier from its non-resident customers. 

• The manufactured goods are to be delivered to the non-resident customers at the manufacturer’s premises in 
Canada.  

• Once the goods are manufactured, the non-resident customers take possession of the goods at the 
manufacturer’s premises and export them as soon as possible. 

                                                 
34 Subsection 179(3) 



 

 43

 

Sale of
finished 
goods

UNREGISTERED 
NON-RESIDENT 

SUPPLIER

REGISTERED 
MANUFACTURER

REGISTRANT

Sale of
raw materials 
followed by 
retention of 

physical 
possession

Physical possession of 
raw materials

Drop-shipment certificate

Manufacturing 
service

Exportation 
of             

goods

Canada

NON-RESIDENT 
CUSTOMERS

 

 The registrant retains physical possession of the raw materials after ownership transfers to 
the non-resident supplier for the purpose of subsequently transferring physical possession 
of the goods to the manufacturer. Therefore, the registrant is deemed to have transferred 
physical possession of the raw materials to another registrant and to have obtained a 
drop-shipment certificate resulting in the supply of the raw materials to the non-resident 
being deemed to be made outside Canada. The registrant is therefore not required to 
collect tax in respect of the supply of the raw materials when ownership transfers to the 
non-resident supplier. 

 The registrant is also deemed to have subsequently acquired physical possession of the raw 
materials for the purpose of transferring them to the manufacturer. The registrant is 
therefore potentially liable based on the general drop-shipment rule to collect tax on the 
deemed supply of the raw materials to the non-resident supplier when physical possession 
of the raw materials transfers to the manufacturer. However, the manufacturer provides 
the registrant with a drop-shipment certificate that results in the supply made by the 
registrant being deemed to be made outside Canada35. As a result, the registrant is not 
required to collect tax on its supply to the non-resident supplier. 

 The manufacturer has agreed to supply a manufacturing service to the non-resident and is 
therefore potentially liable under the general drop-shipment rule to collect tax on the fair 
market value of a deemed supply of the goods to the non-resident when physical 
possession of the manufactured goods transfers to the non-resident customers at its 
premises. However, the manufacturer causes physical possession of the goods to be 
transferred to the non-resident customers in Canada for export. Provided the registrant 
maintains satisfactory evidence of the exportation of the goods, the general drop-shipment 
rule will not apply and the supply will be deemed to be made outside Canada36. As a result, 
the manufacturer is not required to collect tax in respect of its supply to the non-resident 
supplier. 

                                                 
35 Subsection 179(2) 
36 Subsection 179(3) 
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Example 26 — Goods retained by a registrant to supply a commercial service to a subsequent purchaser, 
and exported 

para 179(4)(d), 
ss 179(2), (3) 

• A registered supplier purchases goods from a registered manufacturer who will retain physical possession of the 
goods at its premises until the registered supplier finds a buyer for the goods.  

• The registered supplier subsequently agrees to sell the goods to an unregistered non-resident.  
• Once the goods are sold by the registered supplier, the manufacturer will supply a commercial service to the 

non-resident in respect of the goods.  
• The manufacturer issues a drop-shipment certificate to the registered supplier in respect of the goods.  
• The processed goods are to then be delivered at the manufacturer’s premises in Canada to the non-resident who 

will subsequently export the goods. 
• Once the service is performed, the non-resident takes physical possession of the goods and exports them as 

soon as possible. 
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 The manufacturer retains physical possession of the goods after ownership of them 
transfers to the non-resident for the purpose of supplying a commercial service to the 
non-resident in respect of the goods.  

 The registered supplier is deemed to have transferred physical possession of the goods to 
the registered manufacturer when ownership of the goods transfers to the non-resident. 
The issuance of the drop-shipment certificate by the manufacturer results in the supply of 
the goods made by the registered supplier being deemed to be made outside Canada37. The 
registered supplier is therefore not required to collect tax on the supply of the goods to the 
non-resident. 

                                                 
37 Subsection 179(2) 
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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 will not apply and the supply will be deemed to 
be made outside Canada38. As a result, the manufacturer is not required to collect tax from 
the non-resident. 

Example 27 — Goods retained by another registrant to transfer to a subsequent purchaser, and exported 
(four parties) 

para 179(4)(d), 
ss 179(2), (3) 

• A registrant hires a registered service provider to supply a commercial service in respect of its goods.  

• The registrant ships the goods to the service provider to perform the commercial service. 

• Once the service is performed, the service provider will retain physical possession of the goods at its 
premises until the registrant finds a buyer for the goods.  

• The registrant subsequently agrees to sell the goods to an unregistered non-resident supplier. The 
non-resident supplier agrees a few weeks later to sell the goods to an unregistered non-resident 
customer, while the goods are still in the physical possession of the service provider. 

• The service provider issues a drop-shipment certificate to the registrant in respect of the goods.  

• The goods are to be delivered at the service provider’s premises in Canada to the non-resident 
customer who will subsequently export the goods.  

• The customer takes physical possession of the goods and exports them as soon as possible. 
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 The service provider retains physical possession of the goods after ownership of the goods 
transfers to the non-resident supplier for the purpose of transferring physical possession of 
the goods to a subsequent purchaser. 

                                                 
38 Subsection 179(3) 
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 The registrant is deemed to have transferred physical possession of the goods to the 
service provider when ownership of the goods transfers to the non-resident. The issuance 
of the drop-shipment certificate by the service provider results in the supply of the goods 
made by the registrant being deemed to be made outside Canada39. As a result, the 
registrant is not required to collect tax on its supply to the non-resident supplier. 

 The service provider is deemed to have acquired physical possession of the goods at the 
time ownership transfers to the non-resident supplier for the purpose for which physical 
possession of the goods is being retained. The service provider is therefore potentially 
liable based on the general drop-shipment rule to collect tax on a deemed supply of the 
goods to the non-resident when physical possession of the goods transfers to the 
non-resident. However, the service provider causes physical possession of the goods to 
transfer to the non-resident in Canada for export. Provided the service provider maintains 
satisfactory evidence of the exportation of the goods, the general drop-shipment rule will 
not apply40 and tax will not be required to be collected from the non-resident customer. 

Transfer of goods to a bailee by a registrant 

para 179(5)(a) and (b)  

 

 

55. Specific rules apply to ensure that storage and shipping services are generally 
excluded from the drop-shipment rules and therefore generally subject to tax based on the 
normal GST/HST rules. These rules apply41 where a registrant at any time transfers 
physical possession of an unregistered non-resident’s goods to a bailee solely for the 
purpose of storing or shipping the goods and the bailee either: 
• is a carrier42 to whom physical possession of the goods has been transferred solely for 

the purpose of shipping the goods, or 
• has not, at or before that time, given the registrant a drop-shipment certificate. 

Different deeming rules apply based on the person to whom the bailee is to transfer 
physical possession of the goods. 

Transfer by bailee to 
named person 
para 179(5)(c) 

56. If under the agreement with the bailee for storing or shipping the goods, the bailee 
is required to transfer physical possession of the goods to a person who is named in the 
agreement when the bailee acquires physical possession of the goods, 
• the registrant is deemed to have transferred physical possession of the goods to that 

person at that time and the person is deemed to have acquired physical possession of 
the goods at that time, and 

• the registrant is deemed not to have transferred physical possession of the goods to the 
bailee and the bailee is deemed not to have acquired physical possession of the goods. 

                                                 
39 Subsection 179(2) 
40 Subsection 179(3) 
41 Subsection 179(5) applies for the purpose of section 179, section 180 and paragraph (b) of the definition of “imported taxable supply” in 
section 217. 
42 Subsection 123(1) defines a "carrier" to mean a person who supplies a freight transportation service within the meaning assigned by 
subsection 1(1) of Part VII of Schedule VI. For additional information, see GST/HST Memorandum 28.2, Freight Transportation Services. 
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Consequences 
para 179(5)(c) 

57. The deemed transfer of physical possession of the goods by the registrant to the 
named person will result in the general drop-shipment rule applying with respect to the 
supply made by the registrant unless the previously discussed exceptions to the general 
rule43 apply. 

 58. Deeming physical possession of the goods not to have been transferred to the 
bailee results in the bailee not being subject to the general drop-shipment rule as a result of 
acquiring physical possession of the goods. Generally, this only affects a bailee who is 
supplying a service of storing the goods since that supply is a commercial service that may 
be subject to the general drop-shipment rule. However, this bailee can opt into the 
drop-shipment rules by issuing a drop-shipment certificate. If so, the bailee becomes 
potentially liable to collect tax on the fair market value of the goods, subject to the 
exceptions to the general rule.  

 59. A carrier who is merely acquiring physical possession of the goods for the purpose 
of shipping them is not subject to the general drop-shipment rule given that a service of 
shipping goods supplied by a carrier is excluded from the definition of a commercial 
service. 

Transfer by bailee to 
registrant or 
unidentified person 
para 179(5)(d) 

60. A different set of deeming rules apply if under the agreement with the bailee for 
storing or shipping the goods, the bailee is required to transfer physical possession of the 
goods to the registrant or to another person who is unidentified (referred to as the 
“consignee) when the bailee acquires physical possession of the goods. 

                                                 
43 Subsections 179(2) and 179(3) 
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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 62. The consignee becomes identified at the earliest of the following: 
• the time the registrant gives the consignee sufficient documents (i.e. a warehouse 

receipt44) to require the bailee to transfer physical possession of the goods to the 
consignee, 

• the time the registrant directs the bailee in writing to transfer physical possession of the 
goods to the consignee, and 

• the time the bailee transfers physical possession of the goods to the consignee. 

Consequences 
para 179(5)(d) 

63. Deeming the registrant to retain physical possession of the goods during the period 
described above means that the general drop-shipment rule will not be triggered during 
that period. Deeming physical possession of the goods not to have been transferred to the 
bailee results in the bailee not being subject to the general drop-shipment rule as a result of 
actually acquiring physical possession of the goods.  

 64. If the bailee (other than a carrier to whom physical possession of the goods has 
been transferred for the sole purpose of shipping the goods) gives the registrant a 
drop-shipment certificate before the consignee becomes identified, the registrant is deemed 
to have transferred physical possession of the goods to the bailee and the bailee is deemed 
to have acquired physical possession of the goods for the purpose of making a supply of a 
commercial service in respect of the goods to the owner of the goods under an agreement 
with the owner. As a result, a subsequent transfer of physical possession of the goods by 
the bailee to another person will result in the general drop-shipment rule applying with 
respect to the supply made by the bailee unless the previously discussed exceptions to the 
general rule45 apply. 

 65. If, on the other hand, the consignee becomes identified before the bailee gives the 
registrant a drop-shipment certificate, the registrant is deemed to have transferred physical 
possession of the goods to the consignee and the consignee is deemed to have acquired 
physical possession of the goods. The deemed transfer of physical possession of the goods 
by the registrant to the identified person will result in the general drop-shipment rule 
applying with respect to the supply made by the registrant unless the previously discussed 
exceptions to the general rule apply. 

                                                 
44 Generally, where goods are stored at an independent warehouse, the warehouse operator will issue a warehouse receipt to the person who 
placed the goods in storage. Anyone may obtain release of the goods by presenting the warehouse receipt.  
45 Subsections 179(2) and 179(3) 
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Example 28 — Transfer of goods to a carrier for subsequent transfer to registrant and export 
para 179(5)(d), 
ss 179(3) 

• A registrant agrees to supply various processing services to an unregistered non-resident in respect of the 
non-resident’s goods.  

• The registrant acquires physical possession of the goods at one of its processing plants (Plant A) in Canada.  
• The registrant performs the first processing service at Plant A and then gives physical possession of the goods to 

a carrier the registrant hired to deliver the goods to its other plant (Plant B) for further processing.  
• The registrant performs the second processing service at Plant B. The registrant then transfers physical 

possession of the processed goods to the non-resident at Plant B and the non-resident then exports the goods 
as soon as possible. 
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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. 

 The registrant acquired physical possession of the non-resident’s goods to supply a 
commercial service with respect to those goods. The registrant is therefore potentially 
liable to collect tax on a deemed supply of the goods to the non-resident when the 
registrant causes physical possession of the goods to be transferred to the non-resident. 
However, the registrant subsequently causes physical possession of the goods to be 
transferred to the non-resident at Plant B for export. Provided the registrant maintains 
satisfactory evidence of the exportation of the goods, the general drop-shipment rule will 
not apply and its supply to the non-resident is deemed to be made outside Canada. As a 
result, the registrant is not required to collect tax from the non-resident in respect of its 
supply to the non-resident. 

Example 29 — Transfer of goods to a carrier for subsequent transfer to a named person 
para 179(5)(c), 
ss 179(2) 

• A registered manufacturer agrees to sell goods to an unregistered non-resident.  
• The non-resident also agrees to sell the goods to a registered person who will use the goods exclusively in the 

course of its commercial activities.  
• Delivery of the goods to the non-resident and to the registrant is to occur at the registrant’s premises in Canada. 
• The manufacturer hires a carrier to pick up the goods at the manufacturer’s premises and to deliver them to the 

registrant’s premises. The registrant is named as the consignee in the agreement with the carrier for the 
shipment of the goods.  

• The registrant issues a drop-shipment certificate to the manufacturer with respect to the goods. 
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 When the manufacturer transfers physical possession of the goods to the carrier to ship 
them to the named registrant, the manufacturer is deemed to have instead transferred 
physical possession of the goods to the registrant. 
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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 
registrant results in the general drop-shipment rule not applying to the supply of the goods 
made by the manufacturer and that supply being deemed to be made outside Canada. 
Therefore, the manufacturer is not required to collect tax from the non-resident in respect 
of the supply of the goods to the non-resident. 

 The registrant is not required to self-assess tax on the goods as a result of issuing the 
drop-shipment certificate since the registrant is acquiring the goods for use exclusively in 
the course of its commercial activities. 

 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 Canada46. 

Example 30 — Transfer of goods to a bailee for subsequent transfer to a named person and export 
para 179(5)(c), 
ss 179(3) 

• A registrant agrees to sell goods to an unregistered non-resident. 
• Delivery of the goods to the non-resident is to occur at a registered bailee’s warehouse in Canada.  
• The non-resident has hired the bailee in Canada to store its goods at the warehouse for a period of one month 

until it is ready to pick up the goods at the warehouse. Other goods have been purchased in Canada by the 
non-resident and are to be delivered to the warehouse within a month so that all of the goods can be exported at 
once. 

• The bailee does not issue a drop-shipment certificate to the registrant. 
• The non-resident takes physical possession of the goods at the warehouse at the end of the storage period and 

immediately exports them together with the other goods. 
 

UNREGISTERED                        
NON-RESIDENT                 

SUPPLIER

Canada

REGISTRANT

Sale            
of 

goods

Physical possession    
of goods REGISTERED 

BAILEE

WAREHOUSE

Storage 
service

Exportation          
of                      

goods

 

                                                 
46 Subsection 143(1) 
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 The registrant transfers physical possession of the goods to the bailee solely for the 
purpose of storing the goods. The non-resident to whom the bailee is to transfer physical 
possession of the goods is named in the agreement to store the goods. As a result, the 
registrant is deemed to have transferred physical possession of the goods to the 
non-resident, rather than to the bailee, when the goods are transferred to the bailee. 

 Since the bailee is deemed not to have acquired physical possession of the goods, the 
general drop-shipment rule does not apply to the supply made by the bailee to the 
non-resident. However, the bailee must collect tax in respect of its supply of the storage 
service to the non-resident supplier since it is a taxable supply made in Canada. 

 The registrant is potentially liable based on the general drop-shipment rule to collect tax on 
the supply of the goods to the non-resident supplier when the registrant transfers physical 
possession of the goods to the bailee. However, the registrant is considered to have 
transferred physical possession of the goods to the non-resident for export. Provided the 
registrant maintains satisfactory evidence of the exportation of the goods by the 
non-resident, the general drop-shipment rule will not apply and its supply to the 
non-resident is deemed to be made outside Canada. As a result, the registrant is not 
required to collect tax from the non-resident in respect of its supply to the non-resident. 

Example 31 — Transfer of goods to a bailee for subsequent transfer to a named person and export (four 
parties) 

para 179(5)(c), 
ss 179(3) 

• A registrant agrees to sell goods to an unregistered non-resident. The non-resident subsequently sells the goods 
to a named non-resident customer.  

• The non-resident has hired a registered bailee in Canada to store its goods at its warehouse in Canada for a 
period of one month until the non-resident customer is ready to pick up the goods at the warehouse and to 
subsequently transfer physical possession of the goods to the non-resident customer. Other goods have been 
purchased in Canada by the non-resident customer and are to be delivered to the bailee within a month so that 
all of the goods can be exported at once. 

• Delivery of the goods to the non-resident customer is to occur at the warehouse.  
• The bailee does not issue a drop-shipment certificate to the registrant. 
• The non-resident customer takes physical possession of the goods at the warehouse at the end of the storage 

period and immediately exports them together with the other goods. 
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 The registrant transfers physical possession of the goods to the bailee solely for the 
purpose of storing the goods. The non-resident customer to whom the bailee is to transfer 
physical possession of the goods is named in the agreement to store the goods. As a result, 
the registrant is deemed to have transferred physical possession of the goods to the 
customer, rather than to the bailee, when the goods are transferred to the bailee. 

 Since the bailee is deemed not to have acquired physical possession of the goods, the 
general drop-shipment rule does not apply to the supply made by the bailee to the 
non-resident. However, the bailee must collect tax in respect of its supply of the storage 
service to the non-resident since it is a taxable supply made in Canada. 

 The registrant is potentially liable based on the general drop-shipment rule to collect tax on 
the supply of the goods to the non-resident when the registrant transfers physical 
possession of the goods to the warehouse. However, the registrant is considered to have 
transferred physical possession of the goods to the non-resident customer for export. 
Provided the registrant maintains satisfactory evidence of the exportation of the goods by 
the named non-resident customer, the general drop-shipment rule will not apply and its 
supply to the non-resident is deemed to be made outside Canada. As a result, the registrant 
is not required to collect tax from the non-resident in respect of its supply to the 
non-resident. 

Example 32 — Transfer of goods to a bailee that issues drop-shipment certificate for subsequent transfer to 
a named person and export 

ss 179(5) not 
applicable, 
ss 179(2) and (3) 

The facts in this example are the same as in the previous example except that the registered bailee issues a 
drop-shipment certificate to the registrant with respect to the goods when it acquires physical possession of the 
non-resident’s goods. 
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 The registrant transfers physical possession of the goods to the bailee solely for the 
purpose of storing the goods. However, because the bailee issues a drop-shipment 
certificate to the registrant with respect to the goods, the deeming rule does not apply. As a 
result, the registrant is considered to have transferred physical possession to the bailee. 
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 The issuance of the drop-shipment certificate by the bailee results in the general 
drop-shipment rule not applying to the supply of the goods made by the registrant and that 
supply being deemed to be made outside Canada. Therefore, the registrant is not required 
to collect tax in respect of the supply of the goods to the non-resident. 

 The bailee that has acquired physical possession of the goods is potentially liable to collect 
tax on a deemed supply of the goods to the non-resident based on the general 
drop-shipment rule. However, the bailee causes physical possession of the goods to 
transfer to the named non-resident customer in Canada for export. Provided the bailee 
maintains satisfactory evidence of the exportation of the goods, the general drop-shipment 
rule will not apply and the supply by the bailee will be deemed to be made outside 
Canada47. As a result, the bailee is not required to collect tax from the non-resident in 
respect of its supply to the non-resident. 

Example 33 — Transfer of a good to a bailee for subsequent transfer to a named person (four parties) 
para 179(5)(c) • An unregistered non-resident supplier receives an order from a named registered customer in a 

non-participating province for the purchase of a good and agrees to sell the good to the customer for its 
fair market value of $50,000. The customer will use the good exclusively in the course of its 
commercial activities. 

• A registered manufacturer (the registrant) of the good agrees to sell the good to the non-resident 
supplier for $40,000. 

• Delivery of the good to the non-resident supplier and the customer is to occur at a registered bailee’s 
warehouse in a non-participating province. 

• The bailee has been hired by the non-resident supplier to store the good for a period of one month until 
the customer is ready to pick up the good at the warehouse. The good belongs to the non-resident 
supplier while it is at the warehouse. 

• Neither the bailee nor the customer issues drop-shipment certificates. 
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47 Subsection 179(3) 
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 The registrant transfers physical possession of the good to the bailee solely for the purpose 
of storing the good. The customer to whom the bailee is to transfer physical possession of 
the good is named in the agreement to store the good. As a result, the registrant is deemed 
to have transferred physical possession of the good to the customer rather than to the 
bailee when the good is transferred to the bailee. The registrant is deemed under the 
general drop-shipment rule to have made a taxable supply of the good to the non-resident 
for consideration equal to its fair market value of $50,000. The registrant is required to 
collect GST from the non-resident in respect of the supply of $2,500 (5% × $50,000). 

 The non-resident is not required to collect tax in respect of its supply of the good to the 
customer, as it is deemed to be made outside Canada48. However, the $2,500 in GST that 
the non-resident was required to pay to the registrant is unrecoverable by the non-resident 
supplier who may reflect it in the amount charged to the customer for the good. 

 Based on the input tax credit flow-through mechanism49, the $2,500 in GST that the 
non-resident supplier pays to the registrant may be recovered by the customer in the form 
of an ITC in certain circumstances. The application of the relief mechanism in this example 
is explained in example 39. 

 The bailee is required to collect tax on the consideration for the taxable supply of the 
storage service made to the non-resident supplier since it is a taxable supply made in 
Canada. 

 As explained in the following example, it would have been possible to issue drop-shipment 
certificates in this case that would have resulted in the supplies being relieved of tax. 

Example 34 — Transfer of a good to a bailee that issues a drop-shipment certificate for subsequent transfer 
to a named person 

ss 179(5) not 
applicable, 
ss 179(2) 

The facts in this example are the same as in the previous example except that the registered bailee and the 
customer each issue drop-shipment certificates when they acquire physical possession of the good. 

                                                 
48 Subsection 143(1) 
49 Section 180 
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 The registrant transfers physical possession of the good to the bailee solely for the purpose 
of storing the good. However, because the bailee issues a drop-shipment certificate to the 
registrant with respect to the good, the deeming rule does not apply. As a result, the 
registrant is considered to have transferred physical possession to the bailee, which is 
considered to have acquired physical possession of the good. 

 The issuance of the drop-shipment certificate by the bailee results in the general 
drop-shipment rule not applying to the supply of the good made by the registrant and that 
supply being deemed to be made outside Canada. Therefore, the registrant is not required 
to collect tax in respect of the supply of the good to the non-resident. 

 Because the bailee has acquired physical possession of the good, it is potentially liable to 
collect tax on a deemed supply of the good to the non-resident based on the general 
drop-shipment rule. However, the issuance of the drop-shipment certificate by the 
customer results in the general drop-shipment rule not applying to the supply made by the 
warehouse and that supply being deemed to be made outside Canada. Therefore, the bailee 
is not required to collect tax in respect of its supply to the non-resident supplier. 

Example 35 — Transfer of goods to a bailee for subsequent transfer to an unidentified person and export 
(four parties) 

para 179(5)(d), 
ss 179(3) 

• A registrant agrees to sell goods to an unregistered non-resident supplier. 

• The non-resident supplier has hired a registered bailee to store the goods at its warehouse in Canada 
until it can find a non-resident customer (the “consignee”) and to transfer physical possession of them 
to the eventual purchaser. 

• Delivery of the goods to the non-resident supplier is to occur at the warehouse.  

• The registrant transfers physical possession of the goods to the bailee. 

• A month later, the non-resident supplier finds a non-resident purchaser who agrees to purchase the 
goods. The goods are to be delivered at the warehouse to the non-resident customer who will 
subsequently export the goods. 

• The bailee does not issue a drop-shipment certificate to the registrant. 

• The non-resident customer takes physical possession of the goods at the warehouse at the end of the 
storage period and immediately exports them. 
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 The registrant has transferred physical possession of the goods to the bailee solely for the 
purpose of storing the goods. When the registrant transfers physical possession of the 
goods to the bailee, the bailee will store the goods until it is required to transfer physical 
possession of the goods to another person who is yet to be identified (i.e. the eventual 
non-resident customer). 

 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, until the 
non-resident customer becomes identified. In this case, the customer is considered to 
become identified when the bailee transfers physical possession of the goods to the 
non-resident customer. 

 Since the bailee is deemed not to have acquired physical possession of the goods, the 
general drop-shipment rule does not apply to the supply made by the bailee to the 
non-resident. However, the bailee must collect tax in respect of its supply of the storage 
service to the non-resident supplier since it is a taxable supply made in Canada. 

 The registrant is potentially liable based on the general drop-shipment rule to collect tax on 
the supply of the goods to the non-resident supplier when the bailee transfers physical 
possession of the goods to the non-resident customer. However, the registrant is 
considered to have transferred physical possession of the goods to the non-resident 
customer for export. Provided the registrant maintains satisfactory evidence of the 
exportation of the goods by the non-resident customer, the general drop-shipment rule will 
not apply and the supply of the goods by the registrant to the non-resident supplier is 
deemed to be made outside Canada. As a result, the registrant is not required to collect tax 
from the non-resident supplier in respect of its supply to the non-resident. 

Example 36 — Transfer of goods to a bailee that issues a drop-shipment certificate for subsequent transfer 
to an unidentified person and export 

para 179(5)(d), 
ss 179(2), (3) 

The facts in this example are the same as in the previous example except that the registered bailee issues a 
drop-shipment certificate to the registrant after it acquires physical possession of the goods but before the consignee 
becomes identified. 
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 The registrant transfers physical possession of the goods to the bailee solely for the 
purpose of storing the goods. The bailee does not issue a drop-shipment certificate at or 
before the time it acquires physical possession of the goods. However, because the bailee 
issues a drop-shipment certificate to the registrant with respect to the goods before the 
non-resident customer becomes identified, the registrant is considered to have transferred 
physical possession of the goods to the bailee when the drop-shipment certificate is issued. 

 The issuance of the drop-shipment certificate by the bailee results in the general 
drop-shipment rule not applying to the supply of the goods made by the registrant and that 
supply being deemed to be made outside Canada. Therefore, the registrant is not required 
to collect tax in respect of the supply of the goods to the non-resident. 

 The bailee that has acquired physical possession of the goods for the purpose of supplying 
a commercial service to the non-resident is potentially liable to collect tax on a deemed 
supply of the goods to the non-resident based on the general drop-shipment rule. 
However, the bailee causes physical possession of the goods to be transferred to the 
non-resident customer in Canada for export. Provided the bailee maintains satisfactory 
evidence of the exportation of the goods, the general drop-shipment rule will not apply and 
the supply by the bailee will be deemed to be made outside Canada50. As a result, the bailee 
is not required to collect tax from the non-resident supplier in respect of its supply to the 
non-resident customer. 

                                                 
50 Subsection 179(3) 
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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 applies51 where an unregistered 
non-resident (rather than a registrant as under the previously explained rule), transfers 
physical possession of goods to a bailee who is a registrant for the sole purpose of storing 
or shipping the goods, and the bailee is either  
• a carrier who is acquiring physical possession of the goods for the sole purpose of 

shipping the goods, or  
• does not claim an ITC in respect of the goods. 

In this case, the bailee is deemed not to have acquired physical possession of the goods. 

Consequences 67. Deeming physical possession of the goods not to have transferred to the bailee 
results in the bailee not being subject to the general drop-shipment rule as a result of 
acquiring physical possession of the goods. Generally, this only affects a bailee who is 
supplying a service of storing the goods since that supply is a commercial service that may 
be subject to the general drop-shipment rule. However, this bailee may opt into the 
drop-shipment rules by claiming an ITC52 in respect of the goods. 

 68. If the bailee claims the ITC, the bailee is considered to have taken physical 
possession of the goods for purposes of the drop-shipment rules and becomes potentially 
liable to collect tax on the fair market value of the goods, subject to the exceptions to the 
general rule53.  

 69. A carrier who is merely acquiring physical possession of the goods for the purpose 
of shipping them is not subject to the general drop-shipment rule, nor can the carrier claim 
an ITC in respect of the goods, given that a service of shipping goods supplied by a carrier 
is excluded from the definition of a commercial service. 

Example 37 — Transfer of imported goods to a bailee by a non-resident and exported after commercial 
service is performed (four parties) 

ss 179(6), ss 179(3) • An unregistered non-resident supplier hires a registered bailee in Canada to store its goods at its 
warehouse in Canada until they are required to be processed by a registered person (the registrant) in 
Canada.  

• The non-resident supplier sells the processed goods to its non-resident customers.  

• The non-resident supplier periodically ships the goods to the bailee for storage. 

• The non-resident supplier is the importer of record of the goods and pays the tax on the importation of 
the goods. 

• The bailee does not claim an ITC in respect of the goods. 

• The registrant periodically picks up the required amount of goods at the warehouse in order to meet 
orders for the processed goods received by the non-resident supplier. 

• The processed goods are shipped by the registrant to the non-resident customers. 

                                                 
51 Subsection 179(6) applies for the purpose of section 179, section 180 and paragraph (b) of the definition of “imported taxable supply” in 
section 217. 
52 Under subsection 169(2) or section 180 as discussed in the next section. 
53 Subsections 179(2) and 179(3) 
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 The bailee is deemed not to have acquired physical possession of the goods and is 
therefore not subject to the general drop-shipment rule as a result of acquiring physical 
possession of the goods. However, the bailee is required to collect tax on its taxable supply 
of the storage service to the non-resident since it is a taxable supply made in Canada. 

 The bailee could have opted into the drop-shipment rules had it claimed an ITC in respect 
of the tax on the importation of the goods, as explained in example 40. 

 The registrant that has acquired physical possession of the goods for the purpose of 
supplying a commercial service to the non-resident is potentially liable to collect tax on a 
deemed supply of the goods to the non-resident based on the general drop-shipment rule. 
However, the registrant ships the processed goods to the non-resident customer outside 
Canada. As a result, the general drop-shipment rule will not apply and the supply by the 
registrant will be deemed to be made outside Canada54. The registrant is not required to 
collect tax from the non-resident supplier in respect of its supply to the non-resident 
supplier. 

ITCs in respect of drop-shipped goods 

General 
s 180 and ss 169(2) 

70. There are two provisions that specifically provide for entitlement to an ITC to 
persons involved in drop-shipment situations where an ITC would not otherwise be 
available under the normal ITC rules. This can include a person who acquires physical 
possession of drop-shipped goods to supply a commercial service to an unregistered 
non-resident. It is important to note that a bailee who supplies a storage service to the 
unregistered non-resident and claims the ITC in this case is no longer deemed not to have 
acquired physical possession of the goods55. The bailee consequently becomes liable to 
collect tax on a deemed supply of the goods based on the general drop-shipment rule, 
unless one of the exceptions56 applies.  

                                                 
54 Subsection 179(3) 
55 Subsection 179(6) 
56 Subsections 179(2) or 179(3) 
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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: 
• that the non-resident supplies to the registrant and delivers, or makes available, in 

Canada to the registrant before they are used in Canada by or on behalf of the 
non-resident, or 

• the physical possession of which the non-resident causes to be transferred in Canada to 
the registrant for the registrant to make a taxable supply of a commercial service in 
respect of the goods to the non-resident. 

 72. Once the non-resident provides the registrant in the circumstances described above 
with satisfactory evidence that the tax has been paid on the goods, the registrant is deemed 
at the time the non-resident paid the tax, to have paid tax58 in respect of a supply of the 
goods to the registrant equal to the tax paid by the non-resident. 

Satisfactory evidence 73. Satisfactory evidence includes a copy of Form B3, Canada Customs Coding Form 
showing that the tax was paid on the importation of the goods, or any supporting 
documentation issued by the supplier to the non-resident showing the tax paid in respect 
of the supply. To claim an ITC, the registrant will be required to maintain this evidence 
that tax was paid by the non-resident as well as other relevant documents, such as a 
contract for the provision of processing services to the non-resident, clearly establishing 
the relationship between the two parties and the goods involved. 

 74. The registrant described above who acquires physical possession of the goods to 
perform a commercial service in respect of the goods is also deemed to have acquired the 
goods for use exclusively in its commercial activities, resulting in the registrant satisfying all 
of the conditions to become entitled to an ITC for the tax that the registrant is deemed to 
have paid. 

 75. The registrant described above who is a recipient of a supply of the goods made by 
the non-resident must in fact have acquired the goods for consumption, use or supply in 
the course of its commercial activities to become entitled to an ITC for the tax that the 
registrant is deemed to have paid. 

ITC for tax on goods 
imported for 
commercial service 
ss 169(2) 

76. The tax paid on goods imported to have a commercial service performed on them 
can also be recovered in the form of an ITC where the registrant supplying the commercial 
service, rather than the unregistered non-resident, is the importer of record. Specifically, 
where a registrant imports goods of an unregistered non-resident59 for the purpose of 
making a taxable supply of a commercial service in respect of the goods to the 
non-resident and tax in respect of the importation becomes payable or is paid by the 
registrant during a reporting period of the registrant, the ITC of the registrant in respect of 
the goods for the reporting period is deemed to be an amount equal to the tax on the 
importation. 

                                                 
57 This mechanism also provides for the flow-through of a rebate under section 259 or 260 to a person. 
58 Under Division II of the Act 
59 The imported goods must belong to the non-resident to whom the supply of the commercial service is being made.  
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Example 38 — Sale of goods drop-shipped to a registrant 
s 180, ss 179(1) The facts in this example are the same as in example 2. 
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 As explained in example 2, based on the application of the general drop-shipment rule, the 
manufacturer is required to collect HST from the non-resident in respect of the supply of 
the goods of $13,000.  

 The non-resident is not required to collect tax in respect of its supply of the goods to the 
customer as it is a supply made outside Canada60. However, the $13,000 in HST that the 
non-resident was required to pay to the registrant is unrecoverable by the non-resident. 

 The non-resident has made a supply of goods to the customer that have been delivered or 
made available to the customer in Canada. The non-resident has also paid tax to the 
manufacturer of $13,000 on a deemed supply of the goods based on the general 
drop-shipment rule. Therefore, if the non-resident provides the customer with satisfactory 
evidence that it paid the tax to the manufacturer, the customer is deemed to have paid tax 
in respect of a supply of the goods equal to the tax paid when the non-resident paid the 
tax61. The customer is consequently entitled to an ITC for the tax. 

Example 39 — Transfer of good to a bailee for subsequent transfer to a named person 
s 180, ss 179(5) The facts in this example are the same as in example 33. 

                                                 
60 Subsection 143(1) 
61 Section 180 
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 As explained in example 33, based on the application of the general drop-shipment rule, 
the registrant is required to collect tax from the non-resident supplier in respect of the 
supply of $2,500. 

 The non-resident is not required to collect tax in respect of its supply of the good to the 
customer as it is a supply made outside Canada62. However, the $2,500 in tax that the 
non-resident supplier was required to pay to the registrant is unrecoverable by the 
non-resident supplier. 

 The non-resident has made a supply of good to the customer that has been delivered or 
made available to the customer in Canada. The non-resident has also paid tax to the 
registrant of $2,500 on a deemed supply of the good based on the general drop-shipment 
rule. Therefore, if the non-resident provides the customer with satisfactory evidence that it 
paid the tax to the registrant, the customer is deemed to have paid tax in respect of a 
supply of the good equal to the tax paid when the non-resident paid the tax63. The 
customer is consequently entitled to an ITC for the tax. 

Example 40 — Transfer of imported goods to a bailee by a non-resident and exported after commercial 
service is performed (four parties) 

s 180, ss 179(2); 
ss179(6) not 
applicable 

The facts in this example are the same as in example 37, except that the registered bailee opts to claim an ITC for 
the tax on the importation of the goods and the registrant issues a drop-shipment certificate to the bailee in respect 
of the goods. 

                                                 
62 Subsection 143(1) 
63 Section 180 
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 The non-resident supplier has caused physical possession of the goods to be transferred to 
the bailee in Canada for the bailee to make a taxable supply of a commercial service in 
respect of the goods to the non-resident supplier.  

 If the non-resident supplier provides the bailee with satisfactory evidence64 that the tax has 
been paid on the importation of the goods, the bailee is deemed65 to have paid tax in 
respect of a supply of the goods to the bailee equal to the tax paid on the importation 
when the non-resident paid the tax. The bailee is also deemed to have acquired the goods 
for use exclusively in its commercial activities. The bailee is therefore entitled to an ITC for 
the tax that is deemed to have been paid. 

 Because the bailee claims an ITC in respect of the goods, the bailee is considered to have 
taken physical possession of the goods for purposes of the drop-shipment rules and is 
potentially liable to collect tax on the fair market value of the goods. However, because the 
registrant issues a drop-shipment certificate to the bailee with respect to the goods, the 
general drop-shipment rule does not apply to the supply made by the bailee and that supply 
is deemed to be made outside Canada. Therefore, the bailee is not required to collect tax in 
respect of the supply of the goods to the non-resident supplier. 

 As explained in example 37, the registrant who ships the goods to the non-resident 
supplier customer outside Canada is not required to collect tax in respect of its supply of 
the goods to the non-resident supplier66. 

Example 41 — Transfer of goods to a bailee for importation by a bailee and exported after commercial 
service is performed 

ss 169(2),  
ss 179(2) and (3) 

The facts in this example are the same as in the previous example except that the bailee is the importer of record 
with respect to the importation of the goods. 

                                                 
64 A copy of Form B3, Canada Customs Coding Form 
64 A copy of Form 
65 Under section 180 
66 Subsection 179(3) 
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 The bailee imports the goods of the non-resident supplier for the purpose of making a 
taxable supply of a commercial service in respect of the goods to the non-resident supplier. 
As a result, the ITC to which the bailee is deemed to be entitled in respect of the goods is 
equal to the tax paid on the importation67. 

 Because the bailee claims an ITC in respect of the goods, the bailee is considered to have 
taken physical possession of the goods for purposes of the drop-shipment rules and is 
potentially liable to collect tax on the fair market value of the goods. However, because the 
registrant issues a drop-shipment certificate to the bailee with respect to the goods, the 
general drop-shipment rule does not apply to the supply made by the bailee and that supply 
is deemed to be made outside Canada68. Therefore, the bailee is not required to collect tax 
in respect of this supply. 

 As explained in example 37, the registrant who ships the goods to the non-resident 
supplier customer outside Canada is not required to collect tax in respect of its supply of 
the goods to the non-resident supplier69. 

Example 4270 — Commercial service in respect of goods temporarily imported by a non-resident 
s 180, ss 179(3) • An unregistered non-resident manufacturer hires a registered service provider to perform a commercial service in 

respect of its goods. 
• The non-resident ships the goods to the registrant’s premises in Canada. 
• The non-resident is the importer of record of the goods and pays the tax on the importation of the goods. 
• Once the service is performed, the service provider transfers physical possession of the goods to a carrier for 

export to the non-resident outside Canada. 

                                                 
67 Subsection 169(2) 
68 Subsection 179(2) 
69 Subsection 179(3) 
70 This example is similar to example 21 of GST/HST Policy Statement P-125, Input Tax Credit Entitlement on Imported Goods. 
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 The non-resident has caused physical possession of the goods to be transferred to the 
registrant in Canada for the registrant to make a taxable supply of a commercial service in 
respect of the goods to the non-resident.  

 If the non-resident provides the registrant with satisfactory evidence that the tax has been 
paid on the importation of the goods71, the registrant is deemed72 to have paid tax in 
respect of a supply of the goods to the registrant equal to the tax paid on the importation 
when the non-resident paid the tax, and to have acquired the goods for use exclusively in 
its commercial activities. As a result, the registrant is entitled to an ITC for the tax. 

 The registrant has acquired physical possession of the goods to perform a commercial 
service in respect of the goods and is therefore potentially liable to collect tax on the fair 
market value of the goods. However, the registrant transfers the goods to a carrier for 
export to the non-resident. As a result, the general drop-shipment rule will not apply and 
the supply made by the registrant will be deemed to be made outside Canada73. The 
registrant is not required to collect tax from the non-resident in respect of this supply. 

Example 4374 — Commercial service in respect of goods temporarily imported by a registrant 
ss 169(2), ss 179(3) The facts in this example are the same as in the previous example except that the registered service provider is the 

importer of record of the goods. 

                                                 
71 A copy of Form B3, Canada Customs Coding Form 
72 Under section 180 
73 Subsection 179(3) 
74 This example is similar to example 22 of GST/HST Policy Statement P-125, Input Tax Credit Entitlement on Imported Goods. 
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 The registrant imports the goods of the unregistered non-resident for the purpose of 
making a taxable supply of a commercial service in respect of the goods to the 
non-resident. As a result, the registrant is entitled to an ITC in respect of the goods. The 
ITC to which the registrant is entitled in respect of the goods is equal to the tax paid on the 
importation75. 

 The registrant has acquired physical possession of the goods to perform a commercial 
service in respect of the goods and is therefore potentially liable to collect tax on the fair 
market value of the goods. However, the registrant transfers the goods to a carrier for 
export to the non-resident. As a result, the general drop-shipment rule will not apply and 
the supply made by the registrant will be deemed to be made outside Canada76. As a result, 
the registrant is not required to collect tax from the non-resident in respect of its supply to 
the non-resident. 

Example 4477 — Commercial service in respect of temporarily imported goods 
ss 169(2), ss 179(3) • A registered service provider agrees to make a taxable supply of a commercial service to an unregistered 

non-resident wholesaler in respect of goods belonging to the wholesaler. 
• The wholesaler purchases the goods from an unregistered non-resident manufacturer. 
• Delivery of the goods to the wholesaler occurs at the premises of the manufacturer outside Canada. 
• When the agreement for the supply of the goods to the wholesaler is entered into, the manufacturer agrees to 

arrange for the shipment of the wholesaler’s goods to the premises of the service provider in Canada. 
• The service provider is the importer of record with respect to the importation of the wholesaler’s goods and pays 

the tax on the importation of the goods. 
• Once the service is performed, the service provider transfers physical possession of the goods to a carrier for 

export to the wholesaler outside Canada. 

                                                 
75 Subsection 169(2) 
76 Subsection 179(3) 
77 This example is similar to example 23 of GST/HST Policy Statement P-125, Input Tax Credit Entitlement on Imported Goods. 
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 The registrant imports the goods of the unregistered non-resident wholesaler for the 
purpose of making a taxable supply of a commercial service in respect of the goods to the 
non-resident. As a result, the registrant is entitled to an ITC in respect of the goods. The 
ITC to which the registrant is deemed to be entitled in respect of the goods is equal to the 
tax paid on the importation78. 

 The registrant has acquired physical possession of the goods to perform a commercial 
service in respect of the goods and is therefore potentially liable to collect tax on the fair 
market value of the goods. However, the registrant transfers the goods to a carrier for 
export to the non-resident. As a result, the general drop-shipment rule will not apply and 
the supply made by the registrant will be deemed to be made outside Canada79. As a result, 
the registrant is not required to collect tax from the non-resident in respect of this supply. 

Example 45 — Commercial service in respect of temporarily imported goods 
ss 169(2), 
ss 179(2) and (3) 

• An unregistered non-resident hires a registered service provider (registrant 1) to perform a commercial service in 
respect of its goods. 

• The non-resident ships the goods to the registrant 1’s premises in Canada. 
• Registrant 1 is the importer of record of the goods and pays the tax on the importation of the goods. 
• The non-resident hires another registered service provider (registrant 2) to supply a further commercial service in 

respect of the goods before they are to be exported by the non-resident. 
• Registrant 1 delivers the processed goods to registrant 2 and registrant 2 issues a drop-shipment certificate to 

registrant 1. 
• Once registrant 2 performs its commercial service, the non-resident picks up the goods and exports them as 

soon as possible. 

                                                 
78 Subsection 169(2) 
79 Subsection 179(3) 
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 Registrant 1 imports the goods of the unregistered non-resident for the purpose of making 
a taxable supply of a commercial service in respect of the goods to the non-resident. As a 
result, registrant 1 is entitled to an ITC in respect of the goods. The ITC to which 
registrant 1 is deemed to be entitled in respect of the goods is equal to the tax paid on the 
importation80. 

 Registrant 1 has acquired physical possession of the goods to perform a commercial service 
in respect of the goods and is therefore potentially liable to collect tax on the fair market 
value of the goods. However, because registrant 2 issues a drop-shipment certificate to 
registrant 1 with respect to the goods, the general drop-shipment rule does not apply to the 
supply made by registrant 1 and that supply is deemed to be made outside Canada81. 
Therefore, registrant 1 is not required to collect tax in respect of the supply of the goods to 
the non-resident. 

 Registrant 2 has acquired physical possession of the goods for the purpose of supplying a 
commercial service to the non-resident and is therefore potentially liable to collect tax on a 
deemed supply of the goods to the non-resident based on the general drop-shipment rule. 
However, registrant 2 causes physical possession of the goods to be transferred to the 
non-resident in Canada for export. Provided registrant 2 maintains satisfactory evidence of 
the exportation of the goods, the general drop-shipment rule will not apply and the supply 
by registrant 2 will be deemed to be made outside Canada82. As a result, registrant 2 is not 
required to collect tax from the non-resident in respect of this supply. 

                                                 
80 Subsection 169(2) 
81 Subsection 179(2) 
82 Subsection 179(3) 
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Non-resident rebate respecting installation services 

Rebate 
ss 252.41(1) 

77. In some instances the drop-shipment rules do not apply where an unregistered 
non-resident is the recipient of a taxable supply made in Canada of a service in respect of a 
good. Such a situation can occur when an unregistered non-resident supplier supplies a 
good on an installed basis to a registered person and the supplier, or another unregistered 
non-resident, pays tax on the service of installing the good in real property situated in 
Canada. In this situation, the unregistered non-resident may apply for a rebate in respect of 
the tax paid on the service of installing the good. 

Imported taxable 
supply 
ss 252.41(1) 

78. The registered recipient of the supply of the installed good is deemed to have 
received from the unregistered non-resident supplier of the good a separate supply of the 
installation service that is not incidental to the supply of the good. Further, the supply of 
the installation service is deemed to be for consideration equal to that part of the total 
consideration paid or payable by the registered recipient for the good and its installation 
that can reasonably be attributed to the installation. This ensures that the registered 
recipient of the good is required to self-assess tax83 on that portion of the consideration 
paid to the unregistered non-resident supplier that can be reasonably attributed to the 
installation service where the good is for use otherwise than exclusively in a commercial 
activity. 

Filing of rebate 
application 
ss 252.41(1) 

 

79. The application for the rebate by the unregistered non-resident recipient of the 
installation service must be filed within one year after the installation service is completed 
using form GST189, General Application for Rebate of GST/HST. Detailed information on the 
rebate is available in GST/HST guide RC4033, General Application for GST/HST Rebates or 
from any CRA tax services office.  

Crediting of rebate by 
supplier 
ss 252.41(2) 

 

80. The unregistered non-resident recipient of the installation service may submit the 
rebate application to the registered installer, rather than to the CRA. In these 
circumstances, the installer may pay to or credit in favour of the non-resident the amount 
of the rebate. The installer in this case is required to submit the rebate application to the 
CRA with its GST/HST return for the reporting period in which the rebate was paid or 
credited to the non-resident. The installer may then deduct the amount of tax paid or 
credited to the non-resident on account of the rebate in determining its net tax for the 
reporting period in which the amount is paid or credited84.  

Joint and several 
liability 
ss 252.41(3) 

81. Where an installer pays or credits the rebate to the non-resident recipient of the 
service and the installer knew or ought to have known that the non-resident was not 
entitled to the amount paid or credited as a rebate, the installer and the non-resident are 
jointly and severally liable to repay, to the CRA, the amount paid or credited in error to the 
non-resident. 

Example 46 — Supply of installed good and installation service (four parties) 
s 252.41, ss 179(1) The facts in this example are the same as those in example 15. 

                                                 
83 Under section 218 
84 Subsection 234(1) 
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 As previously indicated in example 15, the drop-shipment rules do not apply in this case. 
As a result, registrant 1 is required to collect tax of $50 in respect of the supply of the 
inspection service, while registrant 2 is required to collect tax of $250 in respect of its 
supply of the installation service. 

 However, the non-resident has supplied a good on an installed basis to the registered 
customer and has paid tax on the service of installing the good in real property situated in 
Canada. The non-resident may therefore apply for a rebate of the $250 of tax paid on the 
installation service85. 

 The customer is deemed to have received from the non-resident a separate taxable supply 
of the installation service for consideration equal to that part of the total consideration paid 
by the customer for the good and its installation that can reasonably be attributed to the 
installation. However, the customer is not required to self-assess tax in respect of this 
deemed separate supply of a service because it was acquired for use exclusively in the 
course of its commercial activities. 

 
 
 

Enquiries by telephone 
Technical enquiries on the GST/HST:  1-800-959-8287 

General enquiries on the GST/HST:   1-800-959-5525 (Business Enquiries) 

If you are located in Quebec:  1-800-567-4692 (Revenu Québec) 

All technical publications on GST/HST are available on the CRA Web site at www.cra.gc.ca/gsthsttech. 

                                                 
85 Section 252.41 
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Appendix A – Summary table of examples 
GENERAL RULE 

Example Description Excise Tax Act 

1 Sale of a good drop-shipped to a consumer 179(1) 
2 Sale of goods drop-shipped to a registrant 179(1) 
3 Sale of a good drop-shipped to a consumer 179(1) 
4 Supply of catalogues drop-shipped to residents for nil consideration 179(1) 
5 Supply of mailing house services on drop-shipped magazines 179(1) N/A 
6 Supply of a commercial service on a good drop-shipped to a registrant 179(1) 
7 Supply of a commercial service on a zero-rated good drop-shipped to a registrant 179(1) 

EXCEPTION – DROP-SHIPMENT TO REGISTERED CONSIGNEE OF UNREGISTERED NON-RESIDENT AND 
REQUIREMENT TO SELF-ASSESS 

Example Description Excise Tax Act 

8 Sale of goods drop-shipped to a registrant 179(2) 
9 Sale of goods drop-shipped to a registrant involved in non-commercial activities 179(2) 
10 Sale of goods drop-shipped to a registrant (four parties) 179(2) 
11 Sale of goods drop-shipped to a registrant (four parties) 179(2) N/A 
12 Supply of a commercial service on a good drop-shipped to a registrant 179(2) 
13 Supply of a commercial service on a good drop-shipped to a registrant (four parties) 179(2) 
14 Supply of a commercial service on a good drop-shipped to a registrant (four parties) 179(2) 
15 Supply of an installed good and installation service (four parties) 179(2) N/A 

EXCEPTION – DROP-SHIPPED GOODS SUBSEQUENTLY EXPORTED 
Example Description Excise Tax Act 

16 Transfer of goods to a non-resident recipient outside Canada 179(3)(c)(i), 179(2) 
17 Transfer of goods to a person other than a non-resident recipient outside Canada 179(3)(c)(i), 179(2) 
18 Transfer of goods to a carrier for export (four parties) 179(3)(c)(i), 179(2) 
19 Transfer of a good to a non-resident recipient for export 179(3)(c)(ii) 
20 Transfer of goods to a person other than a non-resident recipient for export (five parties) 179(3)(c)(ii), 179(2) 

RETENTION OF PHYSICAL POSSESSION 
Example Description Excise Tax Act 

21 Good retained by a registrant to supply commercial services, and then exported 179(4)(c), 179(3) 
22 Good retained by a registrant to transfer to a subsequent purchaser who issues drop-shipment 

certificate 
179(4)(c), 179(2) 

23 Goods retained by a registrant until purchaser found, and then exported 179(4)(c), 179(3) 
24 Goods retained by a registrant to supply a commercial service to a subsequent purchaser, and 

exported 
179(4)(c), 179(3) 

25 Goods retained by a registrant for subsequent transfer to a manufacturer, and exported (four parties) 179(4)(c), 179(2), (3) 
26 Goods retained by a registrant to supply a commercial service to a subsequent purchaser, and 

exported 
179(4)(d), 179(2), (3) 

27 Goods retained by another registrant to transfer to a subsequent purchaser, and exported (four parties) 179(4)(d), 179(2), (3) 
TRANSFER OF GOODS TO A BAILEE BY A REGISTRANT 

Example Description Excise Tax Act 

28 Transfer of goods to a carrier for subsequent transfer to registrant and export 179(5)(d), 179(3) 
29 Transfer of goods to a carrier for subsequent transfer to a named person 179(5)(c), 179(2) 
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30 Transfer of goods to a bailee for subsequent transfer to a named person and export 179(5)(c), 179(3) 
31 Transfer of goods to a bailee for subsequent transfer to a named person and export (four parties) 179(5)(c), 179(3) 
32 Transfer of goods to a bailee that issues drop-shipment certificate for subsequent transfer to a named 

person and export 
179(5) N/A, 179(2), (3) 

33 Transfer of a good to a bailee for subsequent transfer to a named person (four parties) 179(5)(c) 
34 Transfer of a good to a bailee that issues drop-shipment certificate for subsequent transfer to a named 

person 
179(5) N/A, 179(2) 

35 Transfer of goods to a bailee for subsequent transfer to an unidentified person and export (four parties) 179(5)(d),179(3) 
36 Transfer of goods to a bailee that issues a drop-shipment certificate for subsequent transfer to an 

unidentified person and export  
179(5)(d), 179(2), (3) 

TRANSFER OF GOODS TO A BAILEE BY AN UNREGISTERED NON-RESIDENT 
Example Description Excise Tax Act 

37 Transfer of imported goods to a bailee by a non-resident and exported after commercial service is 
performed (four parties) 

179(6), 179(3) 

ITCS IN RESPECT OF DROP-SHIPPED GOODS 
Example Description Excise Tax Act 

38 Sale of goods drop-shipped to a registrant 180, 179(1) 
39 Transfer of good to a bailee for subsequent transfer to a named person 180, 179(5) 
40 Transfer of imported goods to a bailee by a non-resident and exported after commercial service is 

performed (four parties) 
180, 179(2); 
179(6) N/A 

41 Transfer of goods to a bailee for importation by bailee and exported after commercial service is 
performed 

169(2), 179(2), (3) 

42 Commercial service in respect of goods temporarily imported by a non-resident 180, 179(3) 
43 Commercial service in respect of goods temporarily imported by a registrant 169(2), 179(3) 
44 Commercial service in respect of temporarily imported goods 169(2), 179(3) 
45 Commercial service in respect of temporarily imported goods 169(2), 179(2), (3) 

NON-RESIDENT REBATE RESPECTING INSTALLATION SERVICES 
Example Description Excise Tax Act 

46 Supply of installed goods and installation service (four parties) 252.41, 179(1) 
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Appendix B – Drop-shipment certificate 
DROP-SHIPMENT CERTIFICATE  

(Subsection 179(2) of the Excise Tax Act) 
1. Registrant to whom the drop-shipment certificate is issued (the “registrant”) 
Legal name 

2. Registrant who is issuing the drop-shipment certificate (the “registered consignee”) 
Legal name Business Number 

3. Description of drop-shipped goods 
Provide sufficient detail to clearly identify the good(s). If more space is required, attach a separate sheet. 

4. Scope of certificate 

Indicate the scope of the certificate (check one box only): 
 A drop shipment of good(s) described above made on:      Y    -    M    -     D  
 Multiple drop shipments of goods described above made on:      Y    -    M    -    D  
 Ongoing drop shipments of goods described above made beginning:      Y    -     M    -     D  
 Drop shipments of goods described above made during specified period: From:     Y    -    M    -    D   to:     Y    -    M    -    D  

The registered consignee has or will receive physical possession of the goods described above in Canada from the registrant who 
has either (check one box only): 

 made a taxable supply in Canada of the goods by way of sale, to an unregistered non-resident named,  , 
 made a taxable supply in Canada of a service of manufacturing or producing the goods, to an unregistered non-resident 

named,  , or 
  acquired physical possession of the goods belonging to an unregistered non-resident for the purpose of making a taxable 

supply of a commercial service in respect of the goods to an unregistered non-resident named,  ,  
and the consignee is either (check one box only): 

 a recipient of a taxable (other than zero-rated) supply of the goods made by an unregistered non-resident named 
  .  

The consignee in this case will be required to self-assess tax in respect of an imported taxable supply of the goods if the 
consignee is not acquiring the goods for consumption, use or supply exclusively in the course of its commercial activities, or 
the good is a passenger vehicle that the consignee is acquiring for use in Canada as capital property in its commercial 
activities and that has a capital cost to the consignee exceeding the amount deemed to be the capital cost of the vehicle to the 
consignee for income tax purposes. 

 acquiring physical possession of the goods belonging to an unregistered non-resident named  ,
for the purpose of either making a taxable supply of a commercial service to an unregistered non-resident named 
 in respect of the goods or making a taxable supply in Canada to an unregistered 

 non-resident named  , of a service of manufacturing or producing goods (also referred to 
below as “the goods”).  

The consignee in this case will be required to collect tax with respect to a supply of the goods based on subsection 179(1) if 
the consignee transfers physical possession of the goods to another person in Canada, unless the goods are exported in 
accordance with subsection 179(3), or the other person is a registered person who provides a drop-shipment certificate to the 
consignee with respect to a supply of the goods and either has a potential obligation to collect tax with respect to a supply of 
the goods based on subsection 179(1) or a potential obligation to self-assess tax under Division IV with respect to an imported 
taxable supply of the goods. 

5. Certification 

I,  , hereby certify and acknowledge that the information given on this form is, to the best of my 
knowledge, true, correct, and complete in every respect, and that I am the consignee or I am authorized to sign on behalf of the 
consignee. 

Signature of consignee or authorized person  

     Y    -    M    -    D  

 


