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CASE STUDYCASE STUDY

COHEN REALTIES LTD.
(“Opco”)

Active Leasing BusinessActive Leasing Business Portfolio InvestmentsPortfolio Investments

John Cohen

Discretionary Trust
for 3 Children

Trustee

12,000,000 retractable preferreds

Common Shares
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VALUATION ISSUES RELATE VALUATION ISSUES RELATE 

TO:TO:
�� Retractable preferred shares of Retractable preferred shares of OpcoOpco

�� ValuationValuation

�� Common shares of Common shares of OpcoOpco

�� ValuationValuation

�� OpcoOpco’’ss portfolio investmentsportfolio investments

�� DiscountDiscount

�� Embedded taxes on accrued gains on portfolio Embedded taxes on accrued gains on portfolio 
investmentsinvestments

�� Discretionary trust (which holds Discretionary trust (which holds OpcoOpco common common 
shares for Johnshares for John’’s 3 children)s 3 children)

�� FMV:  Canada FMV:  Canada vsvs U.S.U.S.
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VALUATION OFVALUATION OF

RETRACTABLE PREFERRED SHARESRETRACTABLE PREFERRED SHARES

((““FREEZE SHARESFREEZE SHARES””))

�� Share rights and conditions (voting, Share rights and conditions (voting, 
dividends, etc.)dividends, etc.)

�� Financial ability of Financial ability of OpcoOpco to redeem to redeem 
shares upon retraction request by holdershares upon retraction request by holder

�� FMV at FMV at transactiontransaction date might not be date might not be 
equal to FMV at equal to FMV at issueissue datedate

SOME CONSIDERATIONSSOME CONSIDERATIONS
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VALUATION OFVALUATION OF

RETRACTABLE PREFERRED SHARESRETRACTABLE PREFERRED SHARES

((““FREEZE SHARESFREEZE SHARES””))

�� Will retraction subject holder to personal Will retraction subject holder to personal 

tax on deemed dividend under tax on deemed dividend under 

subsection 84(3)?subsection 84(3)?

�� Shares were issued by Shares were issued by OpcoOpco one year one year 

ago, rather than by newlyago, rather than by newly--incorporated incorporated 

holding company (shell)holding company (shell)

SOME CONSIDERATIONS SOME CONSIDERATIONS (CONT(CONT’’D)D)
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RETRACTABLE PREFERRED SHARESRETRACTABLE PREFERRED SHARES
ITAK INTERNATIONAL CORP.ITAK INTERNATIONAL CORP. v. v. CPI PLASTICS GROUP LTD.CPI PLASTICS GROUP LTD.

2006 2006 CanLIICanLII 22117 (Ont. S.C.)22117 (Ont. S.C.)

�� Court disagreed with companyCourt disagreed with company’’s refusal s refusal 
to honour retraction request, to honour retraction request, 
considering:considering:

�� Share characteristicsShare characteristics

�� Impact of retraction on companyImpact of retraction on company’’s banking s banking 
covenants, financial position and remaining covenants, financial position and remaining 
shareholdersshareholders

�� Business judgment of BoardBusiness judgment of Board

�� Possible oppressive conductPossible oppressive conduct

�� Scope of companyScope of company’’s business and financial s business and financial 
obligationsobligations

�� Expectations of the shareholders (of retractable Expectations of the shareholders (of retractable 
shares as well as other shares)shares as well as other shares)



Jewish Community Foundation of MontrealJewish Community Foundation of Montreal

Professional Development SeminarProfessional Development Seminar

June 10, 2009 June 10, 2009 –– Montreal, QuebecMontreal, Quebec
Richard M. Wise, Richard M. Wise, FCA, FCBV, FASA, MCBA, CVAFCA, FCBV, FASA, MCBA, CVA

Wise, Blackman Wise, Blackman LLPLLP

VALUATION ISSUESVALUATION ISSUES

�� Common shares of Common shares of OpcoOpco (held by (held by 
childrenchildren’’s discretionary trust)s discretionary trust)

a)a) Value of Value of OpcoOpco’’ss leasing businessleasing business

b)b) KeyKey--man discount?man discount?

c)c) ““Portfolio discountPortfolio discount”” on on OpcoOpco’’ss portfolio investmentsportfolio investments

d)d) Embedded taxes on accrued gains on Embedded taxes on accrued gains on OpcoOpco’’ss
investmentsinvestments

e)e) Considerations re depreciable leasing assets:  Considerations re depreciable leasing assets:  
Recapture of CCA (liquidation scenario) Recapture of CCA (liquidation scenario) OROR loss of loss of 
tax shield (goingtax shield (going--concern scenario)?concern scenario)?

f)f) Control Control vsvs minority interest considerationsminority interest considerations

g)g) BuyBuy--sell agreement between John and Trust?sell agreement between John and Trust?
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VALUATION OF COMMON SHARES OF OPCOVALUATION OF COMMON SHARES OF OPCO
PORTFOLIO DISCOUNT ON INVESTMENTS HELD BY OPCOPORTFOLIO DISCOUNT ON INVESTMENTS HELD BY OPCO

$398,848$398,848

--20,99220,992

419,840419,840

64,35064,350

66,50066,500

48,00048,000

27,25027,250

47,79047,790

18,75018,750

21,00021,000

49,70049,700

$ 76,500$ 76,500

==12.0012.00@@YRIYRI4,0004,000

==$     7.65$     7.65@@AER.UNAER.UN10,00010,000

21.4521.45

13.3013.30

5.455.45

26.5526.55

6.256.25

7.507.50

7.107.10

Fair Market Value of portfolioFair Market Value of portfolio

LESS:  Portfolio discount, say 5%LESS:  Portfolio discount, say 5%

Aggregate value of investmentsAggregate value of investments

==@@KK3,0003,000

==@@RET.ARET.A5,0005,000

==@@ACEACE5,0005,000

==@@COS.UNCOS.UN1,8001,800

==@@BIRBIR3,0003,000

==@@HBMHBM2,8002,800

==@@CAECAE7,0007,000

Portfolio investments Portfolio investments –– Shares of public companiesShares of public companies



Jewish Community Foundation of MontrealJewish Community Foundation of Montreal

Professional Development SeminarProfessional Development Seminar

June 10, 2009 June 10, 2009 –– Montreal, QuebecMontreal, Quebec
Richard M. Wise, Richard M. Wise, FCA, FCBV, FASA, MCBA, CVAFCA, FCBV, FASA, MCBA, CVA

Wise, Blackman Wise, Blackman LLPLLP

PROFESSIONAL ADVISORS SHOULD BE PROFESSIONAL ADVISORS SHOULD BE 

MINDFUL OFMINDFUL OF

�� ThirdThird--Party Civil Penalties on Tax PlannersParty Civil Penalties on Tax Planners’’ and and 
PreparersPreparers’’ ““Valuation ActivitiesValuation Activities”” (IC 01(IC 01--1)1)

�� CRACRA’’ss views regarding Priceviews regarding Price--Adjustment Adjustment 
Clauses (IT 169)Clauses (IT 169)

�� Potential reassessment re holding company Potential reassessment re holding company 
freezes (freezes (parapara. 85(1)(e.2)). 85(1)(e.2))

�� Potential reassessment re recapitalization Potential reassessment re recapitalization 
freezes (ss. 86(2))freezes (ss. 86(2))

�� CRA Policy Statement on Business Valuations CRA Policy Statement on Business Valuations 
(IC 89(IC 89--3)3)


