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Dear flow-through investor:

This booklet has been prepared to assist NCE Flow-Through
Limited Partnership investors with the preparation of their
T1 individual tax return for 2006.

This step-by-step guide describes how to take information
from the T5013 — Statement of Partnership Income and
include it correctly in your tax return and its associated
schedules and forms. Forms referred to in this booklet (such
as the T1 Tax Return, Schedule 3, Schedule 4) are available
through the Canada Revenue Agency (CRA) (formerly
Revenue Canada).

The information in this guide is not tax advice. Investors
should consult with a qualified tax professional to determine
the optimal use of their deductions, as well as many other
tax considerations.

Also, it is advisable to retain a copy of the T5013 and the
other forms and schedules for your records.

This booklet primarily addresses the T1 Tax Return filed by
all taxpayers. Taxpayers resident in Quebec are required to
file a separate additional tax return on Form TP-1. There are
similar supporting schedules to those referred to in this
booklet for Quebec tax purposes.

We hope this information will assist investors in understanding
the tax aspects of their investment in an NCE Flow-Through

Limited Partnership and in completing their income tax returns.

Sincerely,

NCE Flow-Through Limited Partnerships



STEP 1 — GETTING STARTED WITH YOUR T5013

Your T5013 — Statement of Partnership Income
should have been mailed to you by now. A sample
of the statement is shown (right). Many of the fields
on this Statement will contain numbers. The four
boxes which are of primary concern are as follows:

Box Title Step Number
18 Canadian and foreign 2
net business income (loss)
23 Capital gains (losses) 3
26 Interest from Canadian sources 2
130 Canadian Exploration Expense
(Renunciation) 4

T5013

There is a fifth step required, the completion of a
Statement of Tax Shelter Loss or Deduction (T5004).

Other boxes on your T5013 may contain information
not required for use on your T1 Tax Return or any
of the related schedules. Amounts in boxes 31, 45,
51, 53, 54, 55 and 56 are generally provided for use
by the CRA.

Note that you will receive a T5013 for each limited
partnership you own. In some cases, you will need
to sum the various amounts from the individual
T5013s before inserting them into the appropriate
place on the tax forms. If you are using a software
program, each T5013 should be entered separately.
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STEP 2 - BOX 18 AMOUNT AND BOX 26 AMOUNTS

The amount in Box 18 represents the Canadian and
foreign net business income (loss). The income (loss)

is different from both the cash distributions which you
may have received during the year and the income (loss)
shown in the financial statements. The cash distributions
are different because there are non-cash deductions
available to the partnership for tax purposes that reduce
your taxable income. The difference from the income
(loss) shown in the financial statements arises from the
differences between how the development and exploration
expenses are deducted for tax purposes, and how

they are deducted for accounting purposes. The cash
distributions are not included in your income — they

are taken into account when determining the Adjusted
Cost Base (ACB) of your units for tax purposes.

(Note that distributions, if any, occur during the second
year of a limited partnership, not the first.)

The amount in Box 26 represents the interest income
from Canadian sources.

The Box 18 amount and the Box 26 amount are both
recorded on Schedule 4. The Box 18 amount should
be shown on Section III of Schedule 4. Add all the
amounts in Section III on line 122 and insert the total
on line 122 of your T1 tax return. (The solid lines in
the examples right.)

STEP 3 - BOX 23 AMOUNT

The Box 26 amount should be shown in Section II of

Schedule 4. The items in this section are totalled on

line 121 and that total is inserted on line 121 of your

T1 tax return. (The dotted lines in the examples above.)

The amount in Box 23 represents the capital gains
or losses incurred by your flow-through limited
partnership investment. (Losses may be shown either
in brackets or with a negative number). These are
the result of transactions in the portfolio whereby
holdings are sold at a gain or a loss.

The Box 23 amount is recorded on Schedule 3 with
other capital gains (or losses) from T5, T5013, or

T4PS slips, on line 174. Along with other applicable
capital gains or losses, this is subtotalled on lines 191
and 197. The taxable capital gain is recorded on

line 199, (e.g., 50 per cent of line 197), and this amount
is transferred to line 127 of your T1 Tax Return.

T5013
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STEP 4 - BOX 130 AMOUNT

The amount in Box 130 represents the Canadian
Exploration Expense (CEE) renounced by various flow-
through share issuers and passed along to the investor
through the flow-through limited partnership.

The CEE amount flows to the T1 income tax return via
the T1229, Statement of Exploration and Development
Expenses and Depletion Allowance. This form may not
be included in your standard return provided by the CRA.
The first three sections of the T1229 are used.

Section I requires two pieces of information. The
partnership’s identification number is located at the top
of the T5013. The Box 130 amount from the T5013 is
placed in the “Renunciation” column of Section I. The
calculations used in Section II are slightly more complex
than those in the earlier steps. This is because CEE amounts
need not be used immediately, they can be carried
forward and used in future years. Likewise, the current
year’s return could reflect unused amounts carried forward
from earlier years. The Cumulative Canadian Exploration
Expense (CCEE) column of Section II may require
investors to check their returns from the previous year
to see if there is any unused CEE. If there is an amount
that has not been claimed, it should be entered on line 1
— “Balance at the beginning of the year.” The current
year renunciation goes on the second line of this section,
and flows down to the bottom of that CCEE column.
Note that if you have more than one resource investment,

STEP 5 — CLAIM FOR TAX SHELTER LOSS OR DEDUCTION - T5004

A Claim for Tax Shelter Loss or Deduction (T5004) must
be completed in order to claim deductions related to
your NCE Flow-Through Limited Partnership.

The information on this form will be taken from the
T5013 and from Schedule 4.

The T5004 requires the Tax Shelter Identification
Number, which is a six-digit number with a TS prefix
located in Box 2 at the top centre of your T5013.

The tax shelter name is whichever specific NCE
Flow-Through Limited Partnership you have invested
in (e.g., NCE Diversified Flow-Through (06) Limited
Partnership). Purchase date is the date of purchase
of your NCE investments.

you will need to include all exploration (CEE) or

development (CDE) expenses allocated to you in the

applicable boxes of this section before computing the

amount you may claim in your tax return. The maximum

claim is computed on line 4. Enter the amount you
75013
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In the column marked “loss or deduction”, enter
the total of the following amounts on separate lines:
Exploration and Development Expenses (line 224)
and Net Business Loss (line 122, from Box 18 of
the T5013)

Note that if you own more than one flow-through
limited partnership or tax-shelter investment, these
amounts must be calculated individually and reported
on the T5004 for each partnership or investment.
The amounts on the T1 may be aggregated.

This schedule must be included with your T1 return.



wish to claim on line B (generally, this will be the maximum other resource expenditures (acronyms CCDE and CCOGPE)
amount). Subtract the amount you wish to claim from the from line B should be added together and used as the first
maximum amount to compute the amount, if any, that will line of Section III. The final line of Section III is entered on
be carried forward to 2006. The amount of CCEE along with line 224 of your T1 Tax Return.
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STEP 6 — FEDERAL INVESTMENT TAX CREDIT

The federal government allows a 15 per cent non-
refundable tax credit on expenditures incurred in the
grassroots exploration of mineral resources. This
credit is in addition to the existing deduction of eligible
exploration expenditures from the federal portion of
an investor’s taxes.

The amount in Box 138 of your T5013 represents the
renounced exploration expenses that qualify for the
Investment Tax Credit in 2000.

1. Report the amount from Box 138 in Area IV of Form
T1229 — Statement of Exploration and Development
Expenses

2. Calculate the eligible expenditure qualifying for an
investment tax credit in Area IV and enter this amount
on line 6717, Part A of Form T2038.

3. Calculate line B by multiplying line 6717 by 15 per cent
and enter the amount in column 3 on page 2 of
Form T2038.

4. Report any carry forward balance of federal
investment tax credits in column 1 (carried forward
from column 8 of your prior year Form T2038, if
applicable), and calculate column 5 by adding the
amounts in columns 1, 2 and 3 and subtracting
the amount in column 4.

5. Report the amount in column 6 on line 412 of
Schedule 1. Note: If you are subject to alternative
minimum tax, enter zero in column 6 and proceed
to “Calculating an allowable claim if alternative
minimum tax (AMT) applies” on page 1 of
Form T2038.

6. Calculate column 9 of Form T2038 by subtracting
the amounts in columns 6, 7 and 8 from column 5.
The amount will be carried forward to your 2007
tax return. Note: Any unused balance can be carried
back 3 years or carried forward 10 years.

7. Report line 50 of Schedule 1 on line 420 of your
2006 T1 General Income Tax and Benefit Return
(page 4.
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STEP 7 — PROVINCIAL CREDITS

Several provinces allow their residents to claim additional tax credits on flow-through investments when
calculating their provincial taxes. These credits are in addition to the existing deduction of eligible exploration
expenditures from the federal portion of an investor’s taxes. The effect of these incentives varies depending
on which province the investor resides.

Provincial tax credits associated with flow-through share investments are generated by the expenses incurred
from the exploration or development of natural resources in a province that allows such credits. Residents of the
province where the work is performed, not the province where the company resides, may claim the credits. For
example, if an Alberta-based company incurs costs in Ontario, the Ontario resident may claim the credits, not the
Alberta resident, even though the company does not reside in Ontario.

At the time of the printing of this booklet, it was not known if provincial credits were associated with any
NCE Flow-Through Limited Partnerships. If such credits are present, the following examples illustrate how these

credits may be claimed.



Ontario Residents
The amount in Box 145 of your T5013 represents the renounced exploration expenses that qualify for the Ontario
Focused Flow-Through Share Tax Credit.

1. Report the amount from Box 145 on line 1, 2 or 3 of Form T1221 — Ontario Focused Flow-Through Share
Resource Expenses for 2001 and Subsequent Years (Individuals). Note that you can report the qualifying expenses
from each T5013 you receive.

2. The total of all available credits (line 4 of Form T1221) is reported in Box 6266 of Form ON479 — Ontario Credits.

Calculate line 21 on Form ON479 by multiplying Box 6266 by 5 per cent.

4. Total all other credits from lines 20, 22 and 23 on line 24 of ON479 and report the amount on line 479 of your
2006 T1 General Income Tax and Benefit Return (page 4).
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British Columbia Residents
The amount in Box 141 of your T5013 represents the renounced exploration expenses that qualify for the British
Columbia Mining Flow-Through Share Tax Credit.

Report the amount in Box 141 on line 1 on Form T1231 — British Columbia Mining Flow-Through Share Tax Credit.
Calculate line 3 of Form T1231 by multiplying line 1 by 20 per cent.

Complete Parts 2 and 3 of Form T1231 (Note: Complete Part 3 if you have any unused credits at the end of the year).
Report the amount on line 9 of Form T1231 on line 71 of Form BC428 — British Columbia Tax.

Report the amount from line 72 of BC428 on line 428 of your 2006 T1 General Income Tax and Benefit Return (page 4).
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Manitoba Residents

The amount in Box 144 of your T5013 represents the renounced exploration expenses that qualify for the Manitoba

Mineral Exploration Tax Credit.

RN S

T5013

R TR STATEMENT OF PARTNERSHIP INCOME
S f S s ETAT DES REVENUS D'UNE SOCIETE DE PERSONNES T5013

Report the amount in Box 144 on line 2 of Form T1241 — Manitoba Mineral Exploration Tax Credit.

Calculate line 4 of Form T1241 by multiplying line 2 by 10 per cent.

Complete Parts 1 and 2 of Form T1241 (Note: Complete Part 2 if you have any unused credits at the end of the year).
Report the amount on line 8 of Form T1241 on line 73 of Form MB428 — Manitoba Tax.

Report the amount from line 74 of MB428 on line 428 of your 2006 T1 General Income Tax and Benefit Return (page 4).
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Saskatchewan Residents

The amount in Box 143 of your T5013 represents the renounced exploration expenses that qualify for the
Saskatchewan Mineral Exploration Tax Credit (Note: Residents will separately receive Form SK-METC — Saskatchewan
Mineral Exploration Tax Credit, which also indicates the amount of the tax credit available. Residents will receive
a separate Form SK-METC for each flow-through share issuer that qualified for the Saskatchewan Mineral
Exploration Tax Credib.

1. Report the amount in Box 143 on Form T5013 on line 71 of Form SK428 — Saskatchewan Income Tax and Credits.
2. Report the amount from line 72 of Form SK428 on line 428 of your 2006 T1 General Income Tax and Benefit
Return (page 4).
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Quebec Residents

The amount in box 62 of Form RL-15 represents the investor’s share of the renounced exploration expenses
incurred in Quebec. The amount in box 63 represents the investor’s share of surface mining expenses, and oil and
gas exploration expenses, incurred in Quebec. Note: Box 64 represents the investor’s share of exploration expenses
incurred in northern Quebec and can only be deducted by corporations.

1. Report the amount in box 62 on line 250, and code “09” on line 249, of your Quebec Income Tax Return (page 2).

2. Line 88 of Schedule D — Deduction for Strategic Investments consists of the total of: (i) 25 per cent of box 62,
and (i) 25 per cent of box 63 of Form RL-15.

3. The total deduction on line 96 of Schedule D is reported on line 287 of your Quebec Income Tax Return (page 3).
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Report the amount on line 231 of your Quebec Income Tax Return (page 2) on line 12 of Schedule N.

Report 50% of the amount on line 241 of your Quebec Income Tax Return (page 2) on line 14 of Schedule N.
If the amount on line 29 of Schedule L is negative, then report that amount on line 10 of Schedule N.
Please ensure all applicable investment income (line 20 to 34) is included on Schedule N.

If the amount on line 40 of Schedule N is greater than zero, report the amount on line 260 of your Quebec
Income Tax Return (page 2) as well as line 72 of Schedule N.
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OTHER TAX CONSIDERATIONS

This guide is designed to offer general tax information. There are a number of additional considerations that may be

applicable to an investor’s situation. Here are a few examples:

1)

2)

3)

The CEE election in Step 4.

While an investor is allowed to deduct the

full renounced CEE, it is not required. As part
of a tax planning strategy an investor may find
it advantageous to use the CCEE to carry
forward the CEE deduction and use this amount
in a subsequent year.

Cumulative Net Investment Losses (CNIL)

Flow-through investments may have an effect
on an investor’s calculations of Cumulative Net
Investment Loss (CNIL).

Capital Gains Exemptions

Renounced expenditures deducted by the investor
may affect the ability of the taxpayer to claim the
$500,000 capital gains exemption in respect of
sales of qualified small business shares and certain
farm assets, as the calculation of a taxpayer’s
CNIL requires an inclusion of 50 per cent of the
deductions taken by the taxpayer in respect of
flow-through share renouncements.

4)

5)

Alternative Minimum Tax

Alternative minimum tax may apply in a given
taxation year, depending on the amount of
renounced expenditures deducted by the
investor.

Issue Costs

Investors may deduct issue costs associated with
a flow-through limited partnership over a
number of years subsequent to the dissolution
of the partnership. These costs can be deducted
on line 122 of your income tax return. The
percentage of the issue costs and the year in
which they may be claimed are specified in the
‘Details’ section of form T5013.

For example, the issue costs may be stated as
$600, with 1/3 in 2006, 1/3 in 2007 and 1/3 in
2008. In this example, it would mean that $200
could be claimed in 2006, $200 in 2007 and
$200 in 2008.

This is not a detailed listing of every possible tax consideration. It is designed to be a general guide only. Each

individual’s situation is unique and advice should be received from a qualified tax specialist.

17



18

NOTES




NOTES

19



SentrySelect >

Building partnerships™

SENTRY SELECT
CAPITAL CORP.

INVESTOR SERVICES
Tel: 416-861-8729
1-888-246-6656

Fax: 416-364-1197
info@sentryselect.com
www.sentryselect.com

HEAD OFFICE
The Exchange Tower
130 King Street West
Suite 2850

Toronto, ON M5X 1A4
Tel: 416-861-8729
1-888-246-6656

Fax: 416-364-5615

FTTI-GD(E)-02/07



