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

March 29, 2005

Dear Sentinel Hill Investor:
Re:

SHAAE (2001) Master Limited Partnership
Current Status of CRA Audit

As you are aware, SHAAE (2001) Master Limited Partnership (“MLP”) has been under audit by
Canada Revenue Agency (“CRA”) for the last year. CRA has concluded their work and presented
General Partner with a proposed reassessment of a number of aspects of the transaction, including
denial of partnership interest expense (for which over $7.5 million of withholding tax was paid) and
complete (as opposed to partial) denial of a number of fees on the basis that they were unreasonable.
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CRA proposes to deny these amounts notwithstanding that: (i) they were specifically referenced in the
income tax ruling; and (ii) it has acknowledged the MLP has complied with the terms of the ruling. CRA
has stated that they believe they are adhering to the ruling and that they are permitted to reassess because
of the usual "reasonableness" caveat included in the ruling. We, and our legal counsel Thorsteinssons,
believe that the complete denial of expenses cannot be supported on the basis of reasonableness and is, in
reality, an attempt to resurrect the "reasonable expectation of profit" doctrine which was previously
rejected by the Supreme Court of Canada.
Last year, the Sentinel Hill 2000 partnership successfully negotiated a settlement with the CRA. This
year, we sought to achieve a settlement on the same terms. Despite the fact that there was full and
complete disclosure to CRA of all aspects of the transaction through the ruling process and that there are
no material differences in the 2001 transaction compared to 2000, CRA chose to ignore the 2000
settlement and refused to contemplate a settlement on similar terms. We, and our legal counsel, feel that
the CRA's position in this matter is unreasonable. Notably, neither of the other two film production
groups were able to conclude a settlement with the CRA this year.
After discussion with our legal counsel, we have chosen to receive the reassessments as they stand and
appeal them rather than settle on an unfavourable basis. Unfortunately, the Appeals process is a lengthy
one and may require a number of years to complete. Nevertheless, our intention is, through our legal
counsel, to vigorously challenge the partnership determinations in the CRA Appeals process and, if
necessary, in the Tax Court of Canada. We will also be determining with litigation counsel the
appropriateness, at this time, of pursuing available civil remedies and will be notifying you further in this
regard.
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We will update you as events unfold. You will be receiving shortly from the CRA a copy of the MLP
Notice Of Determination which we anticipate will reflect a denial of as much as 37% to 47% of the
deductions claimed. You do not need to take any action at this time. The General Partner will be
issuing, within the time required, a Notice Of Objection, which will move the matter to the Appeals
branch of the CRA and out of the hands of the Audit Directorate.
As always, we are available for questions. In this regard, you may contact either Joel Mickelson or Cori
Simms in Toronto at 416-515-2933 or Eau-Vive Rivest in Vancouver at 604-692-2414, or alternatively
you may reach any of the following individuals at the telephone numbers listed below.
Yours very truly,
SENTINEL HILL VENTURES CORPORATION
Robert C. Strother - Partner and Chairman
Bradley J. Sherman - Partner and President
J. Paul Darc - Partner and Chief Financial Officer
Kenneth M. Gordon - Partner and Secretary
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