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FLOW-THROUGH SHARES:
QUALIFYING EXPENSES

Only a “principal-business corporation” (PBC) can issue flow-through shares

Canadian exploration expenses (CEE)

» Grassroots exploration

Canadian development expenses (CDE)

» Mine development expenses

If expenses incurred by a PBC are not qualifying CEE or CDE, the renunciation of expenses is nc

FTS subscriber preference for CEE over CDE



* There are 2 types of CEE flow-through share investments:
» REGULAR: 100% deduction of subscription amount when CEE renounced

» SUPER: REGULAR flow-through shares + Additional 15% federal tax credit for grassroots ex
(METC) + Applicable Provincial/Territorial deductions and tax credits

* METC available to individuals only (not corporations)
* To be eligible for METC, the expenditures must be “Flow-Through Mining Expenditures” (FTME

« 2018 Fall Economic update announced a five year extension of the METC to March 31, 2024



CANADIAN DEVELOPMENT EXPENSES (CDE

Pre-production: costs incurred for the purpose of bringing a new mine in Canada into productio
reasonable commercial quantities”

» Includes expenses for clearing, removing overburden, stripping, sinking a mine shaft or
constructing an adit or other underground entry

» Incurred before the new mine reaches a commercial level of production

Post-production: cost of sinking or excavating a mine shaft, constructing a main haulage way, or
carrying out similar underground work designed for continuing use after the mine has come int
production

Excludes the capital cost of depreciable property of a prescribed class

Costs of a Canadian resource property are not FTS qualifying expenses

































CEE: GRASSROOTS EXPLORATION

Expenses incurred for the purpose of determining the existence, location, extent, or quality of a mineral resource

* Includes:
» Prospecting,
» Carrying out geological, geophysical or geochemical surveys,
» Drilling by rotary, diamond, percussion or other methods, or

» Trenching, digging test pits and preliminary sampling

* Excludes:
» ACDE
» The capital cost of depreciable property of a prescribed class

» Expenses related to a mine that has come into commercial production

* Recent amendments for certain environmental / community costs incurred to acquire an exploration permit/



FLOW-THROUGH SHARES: TRAPS

Need to incur “qualifying expenditures” within required timelines

Government assistance or proceeds from activities (e.g. sale of ore produced from bulk sample)
amount of the expenditures that can be renounced

Failure to implement back-to-back arrangements

What if corporation fails to meet its obligations ?
» Subject to a 10% penalty tax
» Must amend renunciation forms previously issued to investors
» May need to reimburse investors for reduction in tax savings

» Damage reputation among investor base — impact on future equity raises

Provincial mining tax may eliminate deductions to corporations for expenses renounced to inves






TIMING: GENERAL RULE OR “LOOK-BACK?”

Only qualifying expenditures incurred after the subscription agreement is executed may be renot
FTS holder

PBC must incur qualifying expenditures during the following period:

» Begins on the date the subscription agreement is signed

» Ends 24 months after the end of the month the subscription agreement is signed

“Look-Back Rule”:

o,

» Effectis to accelerate the deduction of CEE renounced to the subscriber

» Permits a PBC that incurs certain qualifying expenses in a calendar year to renounce the
subscriber effective December 31 of the previous year

» Must meet requirements



