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TAX FAIRNESS PLAN

On October 31, 2006 the Finance Minister announced a new Tax Fairness Plan.

The following comments are based on our understanding of the plan.

INCOME TRUSTS

Effective in 2011 there will be a tax of 31.5% on distributions from income trusts.

We understand the distribution tax is not on the return of capital portion of the payout, just the income portion.

The net distribution after the tax will be eligible for the dividend tax credit.

The intent is to put income trusts on the same tax basis as corporations.

Foreign holders of income trusts were taxed at 15% on the distributions. With the new tax, their tax rate will be
approximately 42% starting in 2011.

Apparently, foreign holdings of income trusts was between 22% and 30% of trust units outstanding.

The advantage of holding many trust units in a RRSP has been greatly diminished.

The tax “leakage” on reduced taxation to Canadian tax authorities was estimated at about $1 billion on a current basis.

With recently announced conversions to income trusts by BCE and Telus the tax leakage may have doubled.

In the opinion of the Federal Government, Income Trusts had become too attractive an investment because of the tax
benefits.

With the new tax, the government apparently believes the fair level of taxation on corporate profits is between 45 — 50%.

The reaction to the new tax was swift with a reduction in market value of about $ 26 billion. As part of fairness, the
government apparently believes that, a $ 26 billion loss in investor’s equity was a fair trade off to increase funds flowing
to the governments.

Real Estate Investment Trusts (REITS) are not affected by the new tax. To qualify, a REIT must meet certain new rules,
including Canadian based income from property and a low level of business income, such as management fees.

OTHER FAIRNESS MEASURES

Increase in the senior’s credit starting in 2006 by $ 1,000 to $ 5,066. This has a cash value of approximately $ 220.

Taxpayers may start splitting their pension income equally in 2007. This is advantageous where one spouse has high
pension income and the other spouse has little income.

The federal corporate tax rate will be reduced by one-half percent in 2011.




PRIOR MEASURES

Previous announcements to reduce income tax included:

1. The highest income tax rate on dividends from public companies will be reduced from 31.3% to about 25%.

2. The pension income credit has been increased from $ 1,000 to $ 2,000 effective 2006. This has a cash value of about
$ 220 if the taxpayer has eligible pension income.

COMMENTS

1. An investor will have to consider whether income trusts are beneficial in RRSP's and RIF's, as the cash flow will be
significantly reduced.

2. The tax does not start until 2011, so how is your cash flow affected now and in the future?
3. Some income trusts may be negatively affected as it will likely be less attractive to issue more units for acquisitions.
4. Income trusts were generally intended to provide cash flow.
5. Many foreign investors purchased income trusts for the cash flow with low Canadian taxation. Likely foreign investors will
liquidate their positions which may cause a drop in the Canadian dollar against the US dollar.
ESTIMATES
These estimates are for business trust where the distribution is fully taxable.
Currently Future
1. Foreign investor
Distribution 1.00 1.00
Tax -15 A2
Net cash .85 28
2. Canadian in RRSP
Distribution 1.00 1.00
Tax -00 31
In RRSP 1.00 .69
Additional tax on RRSP distributions
3. Canadian in non-registered account
Distribution 1.00 .69
Low tax rate 22 .04
.18 .65
Distribution 1.00 .69
Mid tax rate .33 A1
.67 .58
Distribution 1.00 .69
High tax rate 46 A7
54 .52

These estimates are based on distribution from an income trust where all of the distribution is taxable income.

The information herein is provided for your general information and action should not be taken on the basis of this information
newsletter, but only on the advice of your own individual advisor, applying this advice to your individual situation. Please call if
you have any questions. We welcome any and all suggestions for future newsletters.




