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BASIC STRUCTURE OF INCOME TRUST
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BASIC STRUCTURE OF INCOME TRUST

Unithoelders
(Investors)

General Partner Trust:
(Corporation) (Limited
Partner)
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(Limited Partnership)
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PRE-OCTOBER 2006 PROPOSALS

VALUATION OF CORPORATE SHARES

vVersus

VALUATION OF INCOME TRUST UNITS
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INCOME TRUST CONVERSION ANALYSIS
JANUARY 1, 2002 TO AUGUST 31, 2004

Company.

20 Trading
DaystAverage
Clesing Price

Prior te

Anneunce-

ment Date

Closing
Price Prioy
1i0)
ANNGURNCE=
ment Date

Announce-
ment Date

Clesing
Price on
ARReURNCE-
ment Date

AnneUuncemMER
Premium

Conversion
Date

Clesing
Price on
Conversion
Date

Conversion
Premium

Altagas
Inceme
Trust

Badger
Income
Fund

Eniterra
ERErgy.
Trust

Peyto
Expl.

and Dev.

Newalta:
IRnceme
Eund

15-Feb-04

05-Eelb-04

05-Aug-03

14-Apr-03

11-Nov-02

05-May-04

05-Aprr-04

26-INev-03

04-Jul-03

03-Mar-03

49946

Average

Median

32%0
31%0

Adapting te Income Trusts Taxation
May: 28-29, 2007 - Calgary

Richard M. Wise, FCA, FCBV, FASA, MCBA

\Wise, Blackman LLP

Business Valuation ¢ Fairness Opinions




2006 TAX PROPOSALS

e eliminate tax-advantaged status; o
Income trusts and similar Issuers

s Result: Alllinvestors (Including taxable
Individuals, nen-taxakle entities and nen-
residenits) should be indififerent to receiving trust
distributieons or dividends frem corporations

Effective dates:

s 2007 foer all entities that become pulicly-traded
on or after November 1, 2006

s 2001 for existing entities
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2006 TAX PROPOSALS

(CONT’D)

Viarket price of trust Units considers
tax status In| future

Seme trusts might convert te

cCorperations during grind-dewn of
A-yegr tax heliday

Private eguity hirms are poetential
pPUyers of Income trusts
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2006 TAX PROPOSALS

(CONT’D)

Rules apply te most publicly-traded inceme: trusts
and partherships regarding thelr “nen-poertiolic
properties’”.

Exception for REITS and similar vehicles ewning

reall preperty in Canada and earning passive
iIncome: (but retirement hemes and hotels might
1De SuUbJect te new. rules).

Ne exception fior oll andgas reyalty trusts (Unless
value: of respurce properties is lessithan 50%%0 of
value off entity).
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EFFECT ON PRICE OF
OCTOBER 2006 ANNOUNCEMENT

AssuUme Income trust paying 9% return to
unithelders hased on eriginal sukscrption price.

Effective 2011, income trust subject to tax at
31.596,. After tax, return to unitholders therefore
declines to 69%0.

Canadian imcome trust market lost $1.9 billion In
market capitalization ene day. iellewing Octeher
3, 2006 anneuncement:.

Uniit value off Income trusts subject te these rules
drepped by 15%6 t6 20%%.
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CORPORATE INCOME TAX RATES AND VALUES

Cash Elow: Before
Taxes 100.0 100.0 100.0 100.0 100.0 100.0 100.0

Corporate lncomnie
Jax Rates 36.0% 35.5%6 35.0% 34.5%0 34.0% 33.0% 32.5%

Income taxes -36.0 -35.5 -35.0 -345 -34.0 -33.0 -32.5

Net Cashi Elow, 64.0 645 650 655 66.0 67.0 67.5
Value Vivitple 10x 10X 10x 10x  10x 10X 10x

SOURCE: Department of Finance, PricewaterhouseCoopers and RBC Capital Markets estimates.
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PROFITS OF TRUSTS vs. CORPORATIONS
AFTER CORPORATE AND PERSONAL TAXES

Corporate Profit Before Tax $100.00| $100.00| $100.00
Business Trust/Corporate Taxes — $36.12| $36.12
Net Corporate Profit After Tax $1.00.00 $63.88| $63.88
Retained Profits — —| $38.33

Cash to Unit/Share Owners $100.00 $63.88 $25.55

Personal Taxes: < Income $46.41 — —
= Dividends — $20.02 $8.01
= Capital Gains — — $8.89

Total Taxes $56.14 $53.02

Corporate Profits After Total Taxes $43.86

— P

Richard M. Wise, FCA, FCBV, FASA, MCBA

Adapting to Income Trusts Taxation .
NG \Wise, Blackman LLP

May: 28-29, 2007 - Calgary

Business Valuation ¢ Fairness Opinions




CORPORATE AND TRUST VALUE COMPARISONS

Cash Flow Before Taxes 100.0
Income Taxes 31.5946 -31.5

Cash flow: After Taxes 68.5

Valuewiuitiple 10x
casti yield 10%

SOURCE: RBC Capital Markets estimates.
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CORPORATE AND TRUST VALUE COMPARISONS
(CONT’D)

Trust Income
Dividend
Dividend Gress-up

Taxable Income

Jax lThereon
Dividend: Tlax Crediit

Total Taxes

SOURCE: RBC Capital Markets estimates.

. . Richard M. Wise, FCA, ECBV, FASA, MCBA
Adapting te Income Trusts Taxation Wise 1B lacl i L
May: 28-29, 2007 - Calgary .

Business Valuation ¢ Fairness Opinions




CORPORATE AND TRUST VALUE COMPARISONS
(CONT’D)

SOURCE: RBC Capital Markets estimates.
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VALUATION IMPLICATIONS OF
2006 TAX PROPOSALS

Decline in uRit values will reguire: trust
Mmanagement te review Varoeus ISSUES
Impacting valtatien:

s Geedwill impairment
s Revaluation of debit

x Valuation off contingent consideration
a Unit- or stock-hased compensation
= Other
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FACTORS IN TRUST VALUATIONS

Particular type of Income fiund
Return of capital

=ereIgni inceme

TY/PES off operating assets
Payeuit ratie

Other actors
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FACTORS IN TRUST VALUATIONS

(CONT’D)

Other factors:

x Organic vVs. Inerganic grewitn

x Liquidiity,

= OIl prices
s Voelatllity of trust uniit:

s Access to capital
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OTHER FACTORS IMPACTING VALUE
OF INCOME TRUSTS

Changes to business moedel/structure

Sustainapility’ of distributiens

Changes te taxation

Calculation and disclosure ofi
distriputable cash
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VALUATION CONSIDERATIONS

Expected distributions and yield
Grewith in distriputieons
s Strengths ofi underlying businesses

Acquisition mode of business

Higlh debit mighit cause trust te reduce
distributions (e pay dewn the debt)

Organic V. Inerganic grewith

s Increased cost of caprtal for acquisition-hased trusts

Pre-tax and after-tax yields
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VALUATION CRITERIA

Starting peint: Earmings pursuant te Canadian GAAP:

MUSst leek at accounting poelicies and disclesures of
particular vehicle.

Earnings are affected by caprtal structure: debi Versus
equity and transactions; acguired loss carryfierwards or
tax pools.

flaxation Is Important Issue and management will
attempi te reduce cash taxes on earnings, resulting 1n
Increased cash flow.

GAAP earnings for a company. in the same bUsIiness can
vary widely.
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DISTRIBUTABLE CASH IN INCOME TRUSTS
AND OTHER FLOW-THROUGH ENTITIES

THE CANADIAN INSTITUTE OF
CHARTERED ACCOUNTANTS

GUIDANCE ON PREPARATION AND DISCLOSURE IN
MANAGEMENT’S DISCUSSION AND ANALYSIS

DRAET INTERPRETNIVE RELEASE
November 2006
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CICA DRAFT FOR COMMENT

DEEINTTION AND COMPUTATION OF
DISTRIBUTABLE CASH FROM OPERATIONS

Components efi Distributable Cash from Operations
General critera for adjustments
Preductive capacity maintenance adjustment

Adjustment for chamnges in long-term unifunded
contractuall eperational ehligations eventually fiunded
from or contribute to eperating cash flows

Adjustmenti fior financing restrictions caused by debit
covenants
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CICA DRAET FOR COMMENT

(CONT’D)

Disclosure for adjustments te cash flews
from operating activities

x Nature and reasen;for adjustment
s Method for computing adjustment
s Estimates and assumpitiens

s [rends

s Companisen With amoeunts reported in the
financial statements
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CICA DRAET FOR COMMENT

(CONT’D)

Disclesure of Distributable Cash firem Operations
and reconciliation te cash distrikbutions

Disclesure of Distributable Cash frem Operations in total
and en per-unit basis

Disclese Cumulative Distributable Cash frem Operations
and distributed cash

Payouit raties
Time period for determining cumulative amoeunts

Reconciliation of Distributable Cash firom Operations
with distributed cash
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DEEINITION AND COMPUTATION OF
“DISTRIBUTABLE CASH FROM OPERATIONS”

Distributable Cash frem Operations defined as periodic cash
Hews fireom operating activities as reported in the GAAP
financial statemenits, Including change In nen-cash woerking
capital andl excluding any cash flews firam discontinued
operations, less provisions for:

productive capacity maintenance expenditures;

funding of leng-term unfunded contractual elbligations
arising frem eperations; and

restrictions on distributions arising frem compliance wiith
financial covenanits eperational at date of calculation of
Distributable Cashifirom Operations and these likely to
become operational within 12 moenths of that date.

Ne other adjustments fer “ocne-time” or “unusual Iitems te
pe made te cash flews frem eperating activity: in calculation
off Distributable Cash from Operations.

SOURCE: CICA Draft for Comment.
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SUMMARY OF CICA’S NEW DRAFT
GUIDANCE FOR “DISTRIBUTABLE CASH”

CICA’S guidance in Managemenit's Discussion and
Analysis addresses four key guestions:

1. How mueh cash generated during the period and seurce
thereof?

Is suffiicient cashibeing retained to provide for all leng-
term unifunded conitractual liabilities, such as pension
plans?

IS sufficient cash being retained within trust te maintain
productive capaciity?

Iif distributable cashl te lbe distributed, Is It likely that
enitity willfmeet future commitments (e.q., loan
covenanis) for fereseeable future?
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AOL TIME WARNER INC.
YEAR ENDED DECEMBER 31, 2002

Goodwill (AOL) $33.5
Cable segment 10.6
Music segment 0.6
Brands and trademarks at Music segment 029

Impalrment charge (te eperating
INCOme) $45.5
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AOL MANAGEMENT EXPLANA

WRITE-DOWNS

“The $33.489 billion charge at the AOL segment reflects
the AOL segmenit’s lewer than expected performance,
Including the continued decline 1n the enline advertising
market. The $10.550 billien charge at the Cable segment
refilects current market conditions In the cable television
Industry, as evidenced by the decling In the steck prices
ol comparable cable television companies. The $1.499
pillien; charge at the Music segmenit reflects declining
valuations In the music Industry, primarily due te; the
negative effects of piracy.

“The impairment charges are nemn-cash In nature and do
not afifect the company’s liguidity ... .
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