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Transfers of Business Assets as a Part of
Winding Up, as a Dividend in Kind, or as a
Return of Capital

Social Service Tax Act

This bulletin provides specific tax information to help business understand how the
social service tax, also called the provincial sales tax (PST), applies to the transfer of
business assets as part of a winding up, as a dividend in kind, or as a return of capital.

For general PST information that applies to all businesses, such as who needs to
register, when general exemptions apply, and how to charge and collect the PST,
please read our Small Business Guide to Provincial Sales Tax (PST).
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Winding up of a Company

Under the Social Service Tax Act, PST is imposed on the sale of tangible personal
property. Sale is defined as including a transfer of title or possession of tangible
personal property for a price or other consideration.

When assets are transferred to a shareholder as part of the winding up,
dissolution, or liquidation of a corporation, and the shares of the shareholder are
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reduced in value or cancelled as a result of the transfer, consideration has been
paid for the assets. By definition, a sale has occurred within the meaning of the
Act. The shareholder is therefore required to pay PST on the value of the assets at
the time of transfer.

Please note: The exemptions provided in Regulations 3.14 to 3.14.3 may apply to
transfers of assets between related corporations prior to a winding up. For more
information about transfers of assets between closely related companies, please see
Bulletin SST 092, Transfer of Business Assets Between Closely Related Parties.

Dividend in Kind and Return of Capital

The same principle applies to the transfer of assets as a dividend in kind or a
return of capital whether in the course of a winding up or otherwise.

When a company declares a dividend to a class or classes of shareholders, a
liability is created to each of those shareholders. If the dividend is paid by
transferring an asset of the company, the liability to the shareholder receiving the
asset is reduced to the extent of the value of the asset. The transfer of title or
possession of the asset is therefore contingent upon the reduction of the company's
liability to pay all or a portion of the dividend to the shareholder.

When a company transfers an asset to affect a return of capital to a shareholder,
the value of shares held by that shareholder is reduced to the extent of the value of
the asset.

These transactions meet the definition of a sale under the Act. That is, when
tangible personal property is transferred as a dividend in kind or as a return of
capital, the consideration paid by the shareholder in return for the asset is the
cancellation of the company's liability to pay the dividend or the reduction in the
value of shares held by the shareholder. The shareholder is therefore required to
pay tax on the value of the asset at the time of transfer.
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0 Need more info?

Telephone (Vancouver): 604 660-4524
Toll free in Canada: 1 877 388-4440
E-mail: CTBTaxQuestions@gov.bc.ca

The information in this bulletin is for your convenience and guidance and is not a
replacement for the legislation. The Social Service Tax Act and Regulations are on our

website at www.sbr.gov.bc.ca/business/Consumer_Taxes/Provincial_Sales_Tax
/legislation.htm

References: Social Service Tax Act, Section 1, and Regulations 3.14, 3.14.1, 3.14.2 and 3.14.3
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