Intergenerational Sale of
Smoky Woodlot
Management

Woodlots 1670 and 1458

Indirect transfer of corporate shares



Front End Comments

Not advice — go see a professional!, CRA laws and taxation
-- try to do this before you start

Review guidance provided by Woodlots BC (succession,
taxation, tenure obligations, financial framework), talk to
others who have gone through the process, you will need to
trust someone to get it right — understand your options have a
plan

Every woodlot is a different situation

Outlining what was important to us and what worked for us to
achieve objects



Objectives

* Retain longterm ownership within family
 Make the sale affordable

* achieve tax and financial advantages available from CRA Dec
2023

* not open market sale

* Maintain long term management commitments/relationships in
the woodlots



Corporate Transfer Framework

*tenure held by Corporation : Smoky Woodlot Management
(SWM), defined a corporate holder

* Teresa and Brent own 100% of shares in SWM equally

* transfer the shares to corporation owned by son Troy - Full Curl
Consulting (FC) - FC purchased the shares of SWM, who
retains the ownership of the tenures



Corporate Transfer Framework - con’t

* indirect transfer of tenure ownership , change of control for the
corporation SWM

 SWM corporate shares are “qualified small business
corporation shares” allowing for capital tax exemption status of
sale for sellers of the SWM shares



Capital tax exemption, intergenerational
transfer and CRA

s assume audit

* must be qualified small business corporate shares
* Owned by sellers for 24 months prior to disposal
« Canadian controlled private corporation

* > 50% of the fair market value of assets must been active in business
carried out primarily in Canada or related corporation

* needs fair market value assessment for CRA intergenerational
transfer — not open market sale

*any loans or interest bearing tools must be at CRA “prescribed
interest rates”



Tenure considerations

e financial obligations to Crown in good standing (can remediate if
required)

tenure obligations (liabilities) on woodlot well defined — stocking
surveys (NSR,SR, FTG status), stand tending liabilities,
infrastructure

*some long term access planning (in our case ... more
important in the shorter term for repayment of the tenure sale)



Information Needs - historic financial records

« understanding of woodlot cost/value in general terms — value
appraisal

« future silvi cost liabilities, road costs, admin etc. — What are the normal
costs to run this woodlot and how can you justify those costs (not all
accounting systems are conducive to pulling out this data)

* Value of logs and other products produced, value of all equipment,
buildings that might be included, market trends and assumptions

» Woodlot cost survey tool excellent to provide a basis of accounting
value and cost



Information Needs - CRA valuation - notional
pricing

* notional market pricing may not be equal market pricing —
valuation report with current and past debt/values - CRA
Accreditation

* notional Pricing is NOT MARKET VALUE — every potential
purchaser brings their values/assessments of costs and
markets - just consideration for intergenerational



Operational costs to achieve objectives

*not an open market sale

» assess cost of developing and delivering future fibre to achieve
objective for both

road costs, harvesting, silviculture, admin etc - all costs of
operating woodlot

*needed to assure ( as best possible) that transfer is successful

* may not be a consideration in all cases - open market sale



So .. How did the deal get structured with CRA looking
up our skirt

1. Fair market valuation - CRA qualified assessor, independent

* First pass — no understanding of our business structure as a small forestry
business selling logs — valued woodlot a $4/m3.

« Ended up with a forester completing a valuation, it was accepted by the
assessor and incorporated into the valuation report.

2. Sale purchase agreement, liabilities, covenant 60 months

3. Loan agreement, Frescribed rates for interest , 5 yr pa¥ment plan,
life insurance, default events, general security agreemen

4. Legal share transfer documents/Resolutions

Once completed and signed off : Notice of transfer to Ministry within
30 days of change of corporate control



Summary

» Two-year process,
* needed to balance the needs of family, as well as tenure and professional guidance.
* cost of carrying payments out 5 yrs

« woodlot management considerations : harvest priorities, management objectives, long term
relationships with community

* 4 professional entities involved : accounting, taxation, legal corporate transfer
« $40,000

 Loan interest payments are considered income for sellers, cost for purchaser.
* Principle payments are tax free to sellers - capital tax exemption

 Tenure sale price value payments not considered a cost for purchaser, but and
investment for the corporation, carrying cost considerations for purchaser

 FC owes the all shares of SWM .. SWM owns the tenure



Questions



