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Tax Window Files

Date: 2015-XX-XX
2014-0563081R3 Post-mortem pipeline

Income Tax Act:

84(2)
84.1(1

245(2)

Pl ease note that the foll ow ng docunent,

al t hough believed to be correct at the tine of issue, may not represent
the current position of the CRA

Prenez note que ce docunment, bien qu'exact au noment ém s, peut ne pas
représenter la position actuelle de |'ARC.

PRI NCI PAL | SSUES: Post-nortem pi peline planning
PGSl TI ON:  See bel ow
REASONS: See bel ow

XXKXXHKAKXXX
2014- 056308

XXXXXXXXXX, 2015
Dear Sir:

Re:  XXOXXXXXXX
XXXKXXXXXX
Advance | ncome Tax Ruling

This is inreply to your letter of XXXXXXXXXX in which you requested an
advance incone tax ruling on behalf of the taxpayers referred to above.

The docunents submitted with your request are part of this docunment only
to the extent described herein.

We understand that to the best of your know edge and that of the taxpayers
on whose behalf this ruling was requested, none of the issues involved in
this ruling are:

(a) in an earlier return of the taxpayers referred to above or a related
per son;

(b) being considered by a tax services office or taxation centre in
connection with a previously filed tax return of the taxpayers referred to
above or a rel ated person;

(c) under objection by the taxpayers referred to above or a rel ated

per son;

(d) inrelation to the taxpayers referred to above or a rel ated person,
before the courts or the subject of a judgnent the tine limt for appeal
from whi ch has not expired; or

(e) the subject of a ruling previously considered by the Income Tax
Rulings Directorate in relation to the taxpayers referred to above or a
rel ated person.

DEFI NI TI ONS
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In this letter, unless otherw se indicated, all nonetary anpbunts are
expressed in Canadi an dollars, and unless otherw se indicated or the
context otherwi se requires, the follow ng ternms have the neani ngs
speci fi ed:

“A Co" means XXXXXXXXXX;

“Act” neans the Incone Tax Act, R S.C. 1985 (5th Supp.), c.1, as anended
to the date hereof and, unless otherwi se stated, all references to a
section, subsection, paragraph, subparagraph and cl ause contai ned herein
are to the Act;

“adj usted cost base” or “ACB" has the neani ng assigned by section 54;
“Agreed Anpunt” neans the anpunt agreed on by the transferor and
transferee in respect of the transfer of an eligible property in a joint
el ection filed pursuant to subsection 85(1);

“B Co" means XXXXXXXXXX;

“Beneficiaries” neans Child 1, Child 2, Child 3, Child 4, and Child 5;
“Busi ness” neans the operation of a XXXXXXXXXX

“C Co”" means XXXXXXXXXX;

“Canadi an Controlled Private Corporation” (“CCPC') has the neaning
assi gned by subsection 125(7);

“capital gain” has the neaning assigned by paragraph 39(1)(a);

“capital property” has the neaning assigned by section 54;

“Child 1" nmeans the | ate XXXXXXXXXX;

“Child 2" means XXXXXXXXXX, a resident of Canada for purposes of the Act;
“Child 3" means XXXXXXXXXX, a resident of Canada for purposes of the Act;
“Child 4" means XXXXXXXXXX, a resident of Canada for purposes of the Act;
“Child 5" means XXXXXXXXXX, a resident of Canada for purposes of the Act;
“connect ed” has the neaning assigned by subsection 186(4);

“CRA” neans the Canada Revenue Agency;

“D Co” means XXXXXXXXXX;

“di sposition” has the meani ng assigned by subsection 248(1);

“Facts” means the information described in Paragraphs 1 through 17 of this
letter;

“Fair Market Value” or “FMV' neans the highest price available in an open
and unrestricted nmarket between informed, prudent parties acting at arnis
I ength and under no conpul sion to act;

“Grandchi | dren” neans XXXXXXXXXX, who are the children of the late
XXXXXXXXXX and the beneficiaries of his estate, and who are all residents
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of Canada for purposes of the Act;

“M. X' means XXXOXXXXXX;

“Ms. X' means XXXXXXXXXX, the wi dow of M. X

“pai d-up capital” or “PUC’ has the meani ng assi gned by subsection 89(1);
“Paragraph” neans a nunbered paragraph in this letter;

“Proposed Transactions” means the transactions described in Paragraphs 18
through 24 of this letter;

“rel ated persons” has the meani ng assigned by subsection 251(2);
“SIN'" neans social insurance nunber;

“Subcol” nmeans XXXXXXXXXX;

“Subco2” means XXXXXXXXXX;

“Subco3” nmeans XXXXXXXXXX;

“Subco4” means XXXXXXXXXX;

“taxabl e Canadi an corporation” has the nmeani ng assi gned by subsection
89(1);

“taxabl e dividend” has the neaning assigned by subsection 89(1);

“Trust” means the XXXXXXXXXX, which is a testanentary trust created by the
operation of M. X's WII;

“U S. A" neans the United States of Anerica;
“U. S. entities” neans: Subco 1, Subco 2, Subco 3 and Subco 4; and

“V-day basis” nmeans the anmount, if any, described in paragraph
84.1(2)(a.1)(i).

FACTS

1. A Co was incorporated by M. X on XXXXXXXXXX, and is a CCPC and a
t axabl e Canadi an corporation. A Co has a XXXXXXXXXX taxati on year-end,
and files its tax returns with the CRA s XXXXXXXXXX Tax Services Ofice.

2. M. X passed away on XXXXXXXXXX. Prior to his death, he held all of
the issued and outstanding shares of A Co, being XXXXXXXXXX Cl ass A voting
common shares and XXXXXXXXXX Cl ass B non-voting shares. Upon his death,
these shares were transferred to the Trust.

3. The Trust is a spousal trust that satisfied the requirenents of
paragraph 70(6)(b) and is a testanmentary trust as defined in subsection
108(1).

4. Ms. X passed away on XXXXXXXXXX. At that time, the only assets of
the Trust were its XXXXXXXXXX Cl ass A voting common shares of A Co with
FMW/ equal to $XXXXXXXXXX and ACB of $XXXXXXXXXX, and its XXXXXXXXXX C ass
B non-voting shares of A Co with FMW equal to $HOOXXXXXXX and ACB of
EXXXKXXXXXX.,  These shares conprised all of the issued and outstandi ng
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shares of A Co, and were capital property to the Trust.

5. Pursuant to paragraph 104(4)(a) of the Act, the Trust reported a
deenmed di sposition of its assets upon the death of Ms. X resulting in a
significant capital gain to the Trust, which was reported on the Trust’'s
XXXXXXXXXX T3 Trust Incone Tax and Informati on Return

6. As A Co was incorporated in XXXXXXXXXX, the XXXXXXXXXX Cl ass A voting
common shares and the XXXXXXXXXX Cl ass B non-voting shares of A Co

descri bed in Paragraphs 2 and 4 above have no V-day basis. No ampunt in
respect of a disposition of these shares has been clained as a capital
gai ns exenption under section 110.6 by either M. X or a person with whom
M. X did not deal at armis |length

7. A Co continues to carry on the Business through C Co, D Co, and the
US. entities. Historically, A Co's assets included shares in B Co which
were redeemed on XXXXXXXXXX, to fund the incone tax liability described in
Par agraph 5 above. The B Co shares that were held by A Co and redeened in
XXXXXXXXXX had no V-day basis, and no anmount in respect of these shares,
or in respect of any shares substituted for these shares (for purposes of
subsection 84.1(2)), had been claimed as a capital gains exenption under
section 110.6 by either M. X or a person with whom M. X did not deal at
arm s | ength.

7.1. B Co was incorporated by M. X and Ms. X in XXXXXXXXXX in order

to operate a XXOOKXXXXXX. I n XXXXXXXXXX, M. X and Ms. X transferred their
shares in B Co to A Co, and the share capital of B Co was reorgani zed in
the course of an estate freeze in favour of the Beneficiaries. On
XXXXXXXXXX, subsequent to the redenption of the B Co shares held by A Co
as described in Paragraph 7 above, all of the shares of B Co that were
held directly or indirectly by the estate of Ms. X and the Beneficiaries
were transferred to an arms length third party.

8. As at the date of this letter, A Co's sole asset is XXXXXXXXXX Cl ass A
common shares in C Co, being all of the issued and outstanding shares in C
Co.

9. CCois a CCPC and a taxable Canadi an corporation. C Co carries on
XXXXXXXXXX busi ness with its sole asset being all of the issued and
outstanding shares in D Co. C Co's year-end i s XXXXXXXXXX and its business
nunmber i s XXXXXXXXXX

10. The head office address of A Co, C Co and the Trust is XXXXXXXXXX.

11. D Co and its four wholly-owned subsidiaries: Subco 1, Subco 2, Subco
3, and Subco 4 (ie., the U S. entities) carry on the Business, which is

simlar to the business that was carried on in B Co during the tinme that
its shares were owned by A Co

12. Managenent fees have historically been paid by the U S. entities to
the Trust for management services provided to the Business by Child 2 in
her role as Trustee of the Trust. It is the intention that these fees wll
be paid to A Co in the future for management services provided to the
Business by Child 2 in her role as the President of A Co. Child 2 becane
the President of A Co in XXXXXXXXXX.

13. Child 2's involvenent in the Business involves a variety of daily,
weekly and annual duties and varies fromnmonth to nonth depending on the
needs of the Business. XXXXXXXXXX

14. The Business enpl oys over XXXXXXXXXX individuals. Day to day onsite
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managenent of the Business is fulfilled by the General Mnager. The
current General Manager has been in his role since XXXXXXXXXX.

15. For greater certainty, as of the date of this letter, the XXXXXXXXXX
Class A voting comon shares of A Co have an ACB of $XXXXXXXXXX and PUC of
BXXXXXXXXX,  The XXXXXXXXXX Cl ass B non-voting shares of A Co have an ACB
of SXXXXXXXXXX and PUC of $XXXXXXXXXX. These shares currently represent
all of the issued and outstanding shares of A Co, and are capital property
to the Trust.

16. The total combined ACB of the O ass A voting common and Class B
non-voting shares of A Co is $XXXXXXXXXX, and is equal to the FW of the
shares at the tinme of Ms. X s death. The current FMW/ of A Co has been
determined by a third party valuator to be approxi mately $XXXXXXXXXX. This
represents a decline in FMW since the date of Ms. X s passing, and the
FMW of each of these two classes of shares will be less than their
respective ACBs at the time that the Proposed Transactions are

i mpl enent ed.

17. In accordance with XXXXXXXXXX of M. X's will, the Trust will continue
until XXXXXXXXX, the XXXXXXXXXX anniversary of M. X's death. At that
time, the Trust will be deemed to dispose of its assets at their ACB to
the Trust, and the Trust’'s assets are to be distributed equally anpngst
the Beneficiaries then alive, with the share of any of them already
deceased bei ng divided equally amobngst his or her children.

PROPOSED TRANSACTI ONS

18. A new corporation (“Newco”) will be incorporated. Newco will be a
CCPC and a taxabl e Canadi an corporation. The Trust will subscribe for
XXXXXXXXXX Cl ass A common shares in Newco for $XXXXXXXXXX.

19. Newco’'s O ass A common shares will be voting, participating shares.
Newco’ s authorized share capital will include Cass C preferred shares
which will be non-voting, non-participating shares with a $XOXXXXXX
redenption value. The Class C preferred shares will be both redeenmabl e and
retractable.

20. The Trust will transfer its Cass A voting comnmon and C ass B
non-voting shares in A Co to Newco, and the Trust will receive from Newco
as consi derati on:

(a) A note payable equal to the conbined FW of the O ass A voting conmon
and C ass B non-voting shares in A Co at the transaction date, |ess
BXOOXKKXKXX.

(b) One Cass C preferred share with redenption val ue equal to
BXOXKKXKXX.

The Trust and Newco will jointly elect, in prescribed formand within the
time referred to in subsection 85(6), to have the provisions of subsection
85(1) apply to the transfer of the Class A voting common and C ass B
non-voting shares of A Co held by the Trust to Newco. The Agreed Amount
in respect of the transfer will be linmted to the FW of the Cass A
voting comon and C ass B non-voting shares of A Co to the Trust, as at
the date of the transfer, by the application of paragraph 85(1)(c). For
greater certainty, the Agreed Anbunt will not be less than the |east of
the amounts specified in subparagraphs 85(1)(c.1)(i) and (ii), and wll
not be less than the anount described in paragraph 85(1)(b).

Newco will add $XXXXXXXXXX to the stated capital of its Oass C preferred
share which, for greater certainty will not exceed the nmaxi mum anount t hat
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could be added to the PUC of this share, having regard to paragraph
84.1(1) (a).

21. As the ACB of the Class A voting common and C ass B non-voting shares
transferred to Newco as described in Paragraph 20 above will be greater
than their FW at the tinme of the transfer, the capital |oss arising on
the disposition will be suspended under subsection 40(3.4).

22. A Co will not be amal ganated or wound-up into Newco for a period of at
| east one year following the transfer of the Cass A voting common and
Class B non-voting A Co shares described in Paragraph 20 above. During
that year, A Co will continue to carry on its business in the same manner
as previously.

23. After at |east one year has el apsed since the transfer of A Co shares
descri bed in Paragraph 20 above, A Co and C Co will be anal gamated with,
or wound-up into, Newco.

24. After the amal ganation or wi nd-up described in Paragraph 23 above,
Newco may gradually begin to make paynents on the note payable to the
Trust and/or to the Beneficiaries and Grandchildren, to whomthe note wll
be distributed on XXXXXXXXXX. For greater certainty, the anount paid in
any quarter of the first year that the note is outstanding after the

amal gamati on or w nd-up described in Paragraph 23 will not exceed
XXXXXXXXXX% of the principal anmount of the note when it was issued. Newco
will continue to carry on the Business in the same nanner that it was
carried on by A Co prior to the inplenmentation of the Proposed

Transacti ons.

PURPCSE OF THE PROPOSED TRANSACTI ONS

25. The purpose of the Proposed Transactions is to ensure that the Trust
and ultimately the Beneficiaries hold property with an ACB reflective of
that of the A Co shares received upon Ms. X s death, recognizing that
some portion of this ACB will be lost due to the decline in the FW of the
conpany since that tine.

RULI NGS

Provi ded that the preceding statenments constitute a conplete and accurate
di scl osure of all relevant facts, proposed transactions, and the purposes
of the Proposed Transactions, and provided that the Proposed Transactions
are conpl eted as described above, our rulings are as follows:

A. Section 84.1 of the Act will not apply to deemthe Trust to have
recei ved a dividend upon the transfer of the Cass A voting conmmon and
Class B non-voting shares in A Co to Newco.

B. Subsection 84(2) of the Act will not apply as a result of the Proposed
Transactions, in and by thenselves, to deem A Co to have paid, and the
Trust to have received, a dividend on the Cass A voting conmon and d ass
B non-voting shares in A Co held by the Trust.

C. Subsection 245(2) of the Act will not apply as a result of the
Proposed Transactions, in and by thenselves, to redetermne the tax
consequences stated in the rulings given above.

Qur rulings are given subject to the limtations set out in Information
Crcular 70-6R5 dated May 17, 2002, and are binding on the CRA provided
the Proposed Transactions are conpleted within six nonths of the date of
this letter. Qur rulings are based on the law as it currently reads and
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do not take into account any proposed anmendnents to the Act or
Regul ati ons.

Qur Comment s

Nothing in this ruling should be construed as inplying that CRA has

revi ewed any tax consequences relating to the facts or the Proposed
Transactions other than those described in the rulings given above, or has
agr eed:

(a) to the fair market value or adjusted cost base of any asset or to the
pai d-up capital of any share;

(b) to the characterization, reasonabl eness, or tax consequences of any
anmounts paid or received as described at Paragraph 12; or

(c) to any other tax consequences relating to any transaction or event
descri bed herein other than those specifically described in the rulings
gi ven above.

Furthernore, none of the rulings given in this letter are intended to
apply to, or in the event of, the operation of a price adjustnment clause,
since such adjustnment will be due to circunstances that do not constitute
proposed transactions that are seriously contenplated. The general
position of the CRAwith respect to price adjustnment clauses is stated in
I ncone Tax Folio S4-F3-Cl, dated March 28, 2013.

An invoice for our fees in connection with this ruling request will be
forwarded to you under separate cover.

Yours truly,

for Director

Reor gani zati ons and Resources Divi sion

I ncone Tax Rulings Directorate

Legi sl ative Policy and Regul atory Affairs
Br anch

© Her Majesty the Queen in Right of Canada
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