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About the Presenter 
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About the Presenter 

He continues to act in this capacity as a senior 
advisor at YPM LLP. Chartered Accountants.
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reached at ernie.lawson@ypm.ca or (403) 

382-6806.



About the Presentation
The purpose of the presentation is to make 
you aware of the conceptual use of Estate 
Freezes.  
It is not intended to provide the technical 
information to actually allow you to complete 
an estate freeze; but rather, to provide you 
with background to allow you to recognize 
when a freeze might be the right thing to 
recommend that your client investigate. 



About the Presentation
The presentation will also help in your 
understanding of the affairs of those clients 
that have undergone some form of 
reorganization of their estates for management 
or succession purposes. 



Material covered will include
The transfer of assets and liabilities from a 
proprietorship to a corporation using rules 
under Section 85 of the Income Tax Act.
We will review how a share exchange using 
Section 86 of the Income Tax Act can 
sometimes provide a simple less expensive 
way to reorganize ownership of a company. 



Materials covered will include
We will then transfer the capital assets from 
the company to a Holding Company to 
complete the estate freeze.  This is often done 
in order to leave the original owners with 
some or all of the capital assets. 



Materials covered will include
Some terms that will be used that you may not be 
familiar with are as follows:

ACB (adjusted cost base) - The actual cost of a 
capital property or share.
Redemption Price – The amount of money that 
will be paid on redemption.
FMV (fair market value) - The estimated worth of 
the capital property or share at the transaction date.
PUC (paid up capital) – The original issue price by 
the company of a share. 



Example
Joe owns shares in XCo Inc., that he had bought from 
Steve for $10,000. Steve had bought the Shares from 
XCo when the company was incorporated for $1,000.  
Sam has offered Joe $50,000 for the shares.  Joe’s 
values are as follows;

ACB   $10,000
PUC $  1,000
FMV $50,000



Our first scenario is a transfer 
of assets from a proprietor to a 
corporation using rules 
included in Section 85 of the 
Income Tax Act.



Information
Tom bought 10,000 shares in Gem Mining Inc 
for $10,000 in 1998.
Tom has two adult children Dick and Harry
In 2004 the FMV of the shares of Gem was 
$100,000 and expected to continue to increase 
in the future.
Tom wants to continue to control the 
company.



Information 

Tom has been advised to put the shares into a 
holding company so that the future growth in the 
value of the shares will be in the hands of Dick 
and Harry. He has been told he can do this 
without tax at the time using Section 85 of the 
Income Tax Act 



How will this be accomplished? 
Tom will sell the shares to a new company TDH Inc for 
their FMV.
TDH Inc has authorized share capital of :

1,000 Class A Common Voting Shares
1,000 Class B Common Non-Voting Shares
100,000 Class H Preferred Voting Redeemable 
Shares having an issue price of $10 with a 
redemption price of $100 per share 



How will this be accomplished?
Under the rule in Section 85 Tom must take the 
following back as consideration to defer the tax 
on the transaction.

1,000 Class H Preferred Shares having PUC of 
$1,000 and redemption price of $100,000 each.



How will this be accomplished?

The following additional shares will be 
purchased for cash:

Dick – 100 Class B Common Non-Voting 
Shares having PUC of $100
Harry – 100 Class C Common Non-Voting 
Shares having PUC of $100



Step 1: Dick and Harry buy common non-
voting shares



Step 2: Tom rolls shares of Gem into TDH taking back 
consideration of 1,000 voting preferred redeemable 
shares

Tom

TDH

Sells
10,000 Shares
Gem Mining

Takes Consideration
1,000 Class H

Voting Preferred



Balance Sheet after roll in
TDH Inc

Balance Sheet
Cost  FMV

Cash $    200
$     200

Investment Gem Mining Inc 10,000 100,000
$10,200 $100,200

Share Capital
100 Class B Common Non-voting $    100 $      100
100 Class C Common Non-voting 100 100
1,000 Class H Preferred Voting 10,000 100,000

$10,200 $100,200



Note that the difference between the COST 
and FMV is the difference between the PUC 
and the Redemption Price of the Preferred 

Shares.  This amount is equal to the income on 
the gain on the Gem Mining Inc shares that 

Tom has deferred into the future by using the 
Section 85 Election.



At December 31, 2006 the shares in Gem 
Mining Inc had a value of $500,000 which 
would increase the value of TDH by 
$400,000.
That increase would belong on paper to Dick 
and Harry, who own the equity shares which 
participate in the growth of the company.
Tom owns Preferred Shares, which are fixed 
in value and the only Voting Shares issued.





Our second scenario is the 
reorganization of an existing 

company; initially we will reorganize 
the ownership under Section 86 then 

continue the reorganization by 
removing the capital property to a 
Holding Company using Section 85



Widget Company Inc. 
Mr. Fred Smith has been the sole shareholder 
of the Widget Company Inc. (WCI) for the 
last 20 years. 
Fred has a wife (Julie) and two children, a son 
who works in the business (Tom), and a 
daughter who is a doctor (Jane). 



Widget Company Inc.
John Doe has been the manager of the WCI 
for the past five years and has taken over all 
of the day-to-day management 
responsibilities, allowing Fred and Julie to 
have extended holidays without worrying 
about the company. 



Widget Company Inc.
Tom has been in charge of packaging and 
does not like responsibility. 
Fred would like to step back from the 
ownership but realizes that John is the key to 
the company continuing to be successful.



Widget Company Inc.
Balance Sheet

As at May 31, 2006
Book Value Fair Market Value

Current Asset $600,000 $600,000
Equipment 25,000               300,000
Real Estate 200,000 450,000

$825,000 $1,350,000
Accounts Payable    $300,000            $300,000
Capital Common Shares 25,000                           25,000
Retained Earnings 500,000 500,000

$825,000 $825,000

Excess of Fair Market value over Book Value$525,000



Widget Company Inc. 
After consultation with his advisors, Fred has 
decided to give 45% of the new Common 
Shares to John Doe (manager), 45% to Tom 
(son) and 10% to Jane (daughter).
Fred has been told that he can reorganize 
under Section 86 of the Income Tax as 
follows.



The procedures are as follows:
The company will issue 550 Class R Preferred Shares, having 
a redemption value of $550,000, to Fred (FMV $750,000 
minus book value of capital assets $225,000 plus PUC 
$25,000).  The issue price of these shares will be $25,000 
(PUC) Redemption Price $550,000.
The company will issue 100 Class A Common Non-voting 
Shares, for cash as follows:

45 to John Doe (manager),
45 to Tom (son) 
10 to Jane (daughter)



STEP 1:  New Shareholders buy 
common non-voting shares



STEP 2: Fred exchanges his common 
shares for preferred shares



Balance Sheet after Roll in and freeze of 
Fred’s equity

Widget Company Inc.
Balance Sheet
May 31, 2006

Book Value Fair Market Value

Current Assets $600,100           $600,100
Equipment 25,000   300,000
Real Estate 200,000 450,000

$825,100 $1,350,100

Accounts Payable $100,000 $100,000
Shareholders Loan 200,000 200,000
550 Class R Pref. Voting 25,000 550,000
Class A Common 100 100
Retained Earnings 500,000 500,000

$825,100 $1,350,100



Continuing the reorganization by 
removing the capital property from 
the operating company to a Holding 
Company using Section 85 owned by 
Fred and Julie

Why?



Reasons
To leave real estate in Fred’s hands, providing him 
with on going rental income.  This also reduces the 
risk if the new owners are unsuccessful.
Using Section 85 of the Income tax Act the company 
would reorganize so that Fred and Julie continue to 
own the real estate.  The operating assets are left in 
the old company which was the subject of the freeze 
above.
Fred incorporates a company Smith Properties Ltd. 
(SPL) and subscribes for 100 Common Shares.



Smith Properties Ltd. 
SPL has authorized capital of:

10,000 Common Voting Shares 
10,000 Class H Preferred Voting Redeemable 
Shares having an issue price of $4 with a 
redemption price of $1,000 per share



WCI

WCI will sell the Real estate to SPL for the sum 
of $450,000 

Consideration given by SPL:
• Note Payable $199,000 
• 250 Class H Preferred Shares - issue price of 

$1,000 - redemption price $250,000



STEP 1 
Issue 50 Common Shares to Fred and Julie 

for cash.  SPL buys the real estate from WCI 
for $200,000 (FMV $450,000).  The 

consideration is a Note Payable for $199,000 
and 250 Preferred Redeemable Shares having 

PUC of $1,000 and a redemption price of 
$250,000.





Final Balance Sheets
Smith Properties Ltd.

Balance Sheet
May 31, 2006

Cash $100
Real Estate 200,000

$200,100
Note Payable $199,000
Common Shares 100
Preferred Shares 1,000

$200,100



Widget Company Inc.
Balance Sheet
May 31, 2006

Current Assets $600,100
Equipment 25,000
Note Receivable -SPL 199,000
SPL Preferred Shares 1,000

$825,100

Accounts Payable $100,000  
Shareholders Loan 200,000
55 Class R Preferred 25,000
100 Class A Common 100
Retained Earnings 500,000

$825,100



CAUTION
Some cautions when giving children shares:

They do not always turn out the way you 
hoped
Divorce may cause a bad result
Freeze not easily undone

Consider using Family Trusts (discretionary) 


