SENTINEL HILL VENTURES
C O R P O R A T I O N

October 27, 2006

«ClientGiven_Name» «ClientSurname»
«Address» «Address2»
«City», «Province» «Postal»

RE:

Canada Revenue Agency – Status of 1998 Appeal

We are writing this letter to the Limited Partners of Sentinel Hill 1998 Master Limited
Partnership (the “1998 Partnership”) to explain the most recent developments in the tax
appeal from reassessments issued by the Canada Revenue Agency (the “CRA”).
You were reassessed in 2003 (together with the other 1998 partners, and the Sentinel Hill
1999 Partnership) for your 1998 and 1999 taxation years to deny the majority of the
losses allocated to you by the 1998 Partnership. Thorsteinssons LLP filed Notices of
Objection on your behalf to the reassessments. Discussions in respect of both the 1998
Partnership and the 1999 Partnership commenced with the Appeals division of the CRA
(Toronto Centre office) in June 2003. Then, in March 2004, the CRA agreed to settle the
Sentinel Hill 2000 Partnership losses by denying about 12.4% of the reported partnership
losses. That was about 9.4% of all deductions including investor interest expense. Our
expectation at that time was that the 1998 and 1999 Partnerships would be settled on
similar terms.
However, the 1999 Partnership was then referred to the CRA Head Office in Ottawa in
August 2004 following the settlement of the Sentinel Hill 2000 transaction. It was agreed
with the CRA that the 1998 Partnership would follow and, we thought, be resolved along
the same lines. For reasons beyond our comprehension, the CRA has taken a further two
years to deal with the matter.
At the time of our last correspondence to you, the General Partner of the 1999 Partnership
was in the final stages of discussion with the Appeals Division of the CRA and, based on
conversations with senior officials at the CRA Head Office, was of the reasonable belief
that a settlement would be reached applying the principles on which the Sentinel Hill
2000 settlement was achieved. In fact our counsel was informed that the Appeals Officer
who had conduct of the file had recommended such a settlement to the CRA Head Office
and all that remained was a discussion between the Department of Justice and the CRA to
confirm the CRA’s understanding of the 2000 settlement principles.
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In the early summer of 2006, after numerous delays by the CRA in producing a final
response and having received assurances that the matter was all but resolved, the General
Partner was informed that, contrary to all previous positions of the CRA, it was now the
CRA’s view that the 1998, 1999 and 2001 Sentinel Hill Partnerships must be treated as a
“package”. All had to be settled together. In principle there is nothing wrong with that
as long as all obtain the same deal; however, the CRA wanted the 1998 and 2001
investors to “give up” without getting the same deal. Through our counsel, the General
Partner for the 1999 Partnerships (there are different general partners for the other
partnerships) strenuously objected, and insisted that the established practice of dealing
with each Partnership on a “stand alone” basis must be continued. In any event, the 1999
General Partner emphasized that it had no power or authority to bind the 1998 investors
to an unfavourable settlement.
The CRA rejected the 1999 General Partner’s position and put forward a verbal proposal
(not a formal offer of settlement) that would have resulted in a settlement for the 1999
Partnerships on a basis that would be materially similar to the Sentinel Hill 2000
partnership settlement but which would have required the 1998 and 2001 Sentinel Hill
partnerships to accept a settlement on terms that would have been utterly unacceptable.
We advised the CRA that we had no authority to tie the settlement of one partnership to
that of the other partnerships and, in any event we could never recommend the terms
proposed for the other partnerships. Nevertheless, to ensure that the interests of the 1999
Partnership were protected, we instructed our counsel to make a formal settlement offer
to the CRA for the 1999 Partnership within 2-3% of the verbal numbers suggested by the
CRA, except divorcing the settlement offer from any proposal with respect to the other
Sentinel Hill partnerships. We thought that making such an offer would elicit a written
counteroffer from the CRA at their previous verbal number, consistent with the
settlement of the Sentinel Hill 2000 partnership.
Instead, the CRA responded on the day our offer expired by sending notices of
confirmation, confirming the original Notices of Determination, to the 1999 Partnership.
Now, without further correspondence or warning, the CRA has taken the same action
against the 1998 partners. Generally in matters of this type, CRA will agree to place
individual investor’s appeals in abeyance while they take one or two “test cases” to trial,
with the resulting judgement to be applied to the remaining investors. This provides for
economy of time and legal fees for all parties. We are therefore surprised that in this
confirmation action CRA has chosen to maximize time and cost by confirming reassessments of all partners.
You have likely already received a letter from the Vancouver Appeals Division enclosing
a “Notification of Confirmation by the Minister”. This Notification of Confirmation
must be further appealed to the Tax Court of Canada within 90 days (see below for
further instructions).
We have been advised by Thorsteinssons LLP that the position of the CRA is open to
serious challenge and that our prospects for substantial success in the Tax Court of
Canada are good.
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Action Taken and Consequences to Limited Partners
We urge you sign the enclosed form and return it to Thorsteinssons LLP by November
15, 2006 authorizing them to file a Notice of Appeal to the Tax Court of Canada on your
behalf. The federal Government will have 60 days to respond with a Notice of Reply
(essentially a defense to the Notice of Appeal).
It is likely that the case will not be heard by the Tax Court until at least late 2007 with a
decision expected no earlier than the Spring of 2008.
Until the matter is resolved by the Tax Court or a settlement, collection action by the
CRA will continue to be suspended and no payment or other action will be required by
the Limited Partners. However, interest on the outstanding denied losses continues to
accrue against you. If you have not already done so, you may wish to voluntarily pay
some or all of the tax and interest to date on your share of the denied 1998 Partnership
losses. If we are completely successful in Tax Court you will obtain a full refund with
interest at the CRA’s refund rate. To the extent that we are unsuccessful in Tax Court
interest will stop accruing against you from the date of and to the extent of your payment.
If you choose to make a payment, determine the amount you wish to pay and send your
payment to CRA marked “Re: 1998/1999 Reassessments”. You can find the maximum
tax and interest payable by either contacting the CRA and asking for your balance under
objection for 1998 and 1999, or by reference to your 1998 and 1999 Notices of
Reassessment from 2003 and multiplying that balance by about 1.3 (to bring the interest
up to date). You may choose to pay all or any part of this amount. If you pay the
maximum amount and we successfully reduce it either by settlement or in Tax Court, you
will obtain a refund of the excess plus interest at the refund interest rate.
Further Action
After your Notices of Appeal are filed and after receipt of the Notice of Reply (expected
in early 2007) the General Partner will correspond with you again with our plan for
further action.
We are extremely disappointed at the action of the CRA in this matter and what we feel
are their underhanded and disingenuous dealings with the General Partner and the
Limited Partners. We stand behind the 1998 Partnership and its Limited Partners and are
confident that the matter will be resolved favourably in the Tax Court of Canada.

Yours truly,
SENTINEL HILL PRODUCTIONS CORPORATION

Per:
J. Paul Darc, Director
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AUTHORIZATION

I hereby authorize and direct Thorsteinssons LLP to file a Notice of Appeal on my behalf,
as my solicitor of record, to the Tax Court of Canada in connection the recent Notice of
Confirmation received from the CRA. This concerns my investment in the Sentinel Hill
1998 Master Limited Partnership. This authorization covers my 1998, 1999 and any
other taxation years concerning the same or related issues.

Dated ____________, 2006

_________________________________
(signed) by:________________________
(print full name)

Please return this form by mail, fax or email to:
Thorsteinssons LLP
2700 - 595 Burrard Street
Vancouver, BC V7X 1J2
Attention: Carole Lacapra
Telephone: 604-689-1261
Fax: 604-688-4711
Email: calacapra@thor.ca
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