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RAINMAKER INCOME FUND 
 
Rainmaker Income Fund (“Rainmaker” or the “Fund”) is an unincorporated open-ended limited purpose 
trust established under the laws of the Province of British Columbia and is listed on the Toronto Stock 
Exchange under the symbol RNK.un.  Rainmaker converted to an income trust in May 2002 and since 
that time has paid monthly cash distributions of $0.04 per unit. 
 
Rainmaker is headquartered in Vancouver, British Columbia, Canada and owns a number of businesses 
providing a range of services to the entertainment industry.   
 
In August 2005, the Fund began an acquisition strategy to diversify its service offerings, within the 
entertainment industry, which resulted in the purchase of EP Canada and Canada Film Capital.  In July 
2006 we continued this strategy with the acquisition of 61.8% of Rainmaker Entertainment Inc (formerly 
Mainframe Entertainment, Inc).  Subsequently, the balance of 38.2 % was acquired on October 31, 2006. 
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Rainmaker Entertainment Inc. (“Rainmaker Entertainment”) 
 
The Fund completed the acquisition of 100% of Mainframe Entertainment, Inc. (“Mainframe”) on 
October 31, 2006 and the name was changed to Rainmaker Entertainment Inc.  Through a further series of 
transactions the post production and visual effects business previously carried on in Rainmaker Limited 
Partnership (“Rainmaker LP”) were combined into Rainmaker Entertainment in the first week of January 
2007.  Rainmaker Entertainment, located in Vancouver, British Columbia, now consists of three principal 
business segments: 
 

• Rainmaker Post 
• Rainmaker Visual Effects 
• Rainmaker Animation 

 
Rainmaker Post 
 
Since 1979 Rainmaker Post has been a leading full service provider of post-production services to 
producers of feature films, television and commercials.  Post production is an integral phase of film and 
television production during which the raw sound and picture elements captured during production are 
shaped into a final product for distribution.  Post production services are an essential component of 
feature films, television programs and commercials and include film processing and printing, telecine 
transfers of film images to digital media, duplication, editing, title design, all of which are available at 
Rainmaker’s state of the art facility, which is now one of the largest facilities in Canada. 
 
Rainmaker Visual Effects 
 
Rainmaker Visual Effects has offices in Vancouver, British Columbia and London, England.  Since 1994, 
Rainmaker Visual Effects has been providing visual effects services to the entertainment industry for 
feature films, television, commercials and video games.  Visual Effects is playing an increasingly 
important role in production and Rainmaker’s talented artists and staff, combined with its state of the art 
infrastructure, produce first class computer generated models and images, matte painting, digital 
animation and a variety of related processes required in the production of visual effects. 
 
Rainmaker Animation 
 
Rainmaker Animation, which carries on the business previously conducted by Mainframe, is an industry 
leader in computer generated animation of family entertainment, producing direct to DVD films, 
television programs and theatrical feature films.  In business since 1993, Rainmaker Animation has 
received many prestigious awards for its animation work and is recognized as a computer generated 
animation pioneer for having developed the groundbreaking internationally distributed television series 
“ReBoot”. 
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EP Canada 
 
EP Canada provides payroll and employer of record services to the film and television industry across 
Canada.  With offices in Toronto and Vancouver, EP Canada offers a full range of payroll services and 
state-of-the-art products, along with in-house experts who provide training, service and support.  In 
business since 1979, EP Canada has a reputation in the industry for quality service, financial security, and 
industry expertise.  For processing payroll for on-set cast and crew employees, clients rely on EP on 
Location®, a unique software solution, and EP Plus® a premium service solution, where payroll is 
independently calculated from hours to gross pay to net pay.  In addition, EP Canada provides all required 
administration, remittances and reporting to unions and governments along with Records of Employment 
upon completion of each project and tax slip reporting at year end. 
 
 
Canada Film Capital 
 
Canada Film Capital is located in Toronto, Ontario and provides tax credit administration and financing 
services to the film and television industry.   In business since the inception of the Production Services 
Tax Credit program in 1997, Canada Film Capital assists producers in accessing the Canadian tax credit 
funds. 
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MESSAGE TO UNITHOLDERS 
 
Before discussing the past year and the exciting opportunities ahead I would like to provide you with a 
little of my background.  I moved to Vancouver in 2004 to execute a business plan for an animated 
feature film studio as I was excited about the creative and technical capabilities of the Vancouver 
workforce and the financial advantages created by the tax credit system.  I found myself in the offices of 
Rainmaker and was impressed with the vision, history and talent and in June 2005 I joined the Rainmaker 
team as the President of Rainmaker Animation and Visual Effects.  Prior to joining Rainmaker I had 
previously held positions at Lucasfilm Ltd., Colossal Pictures, Cinesite/Kodak, and Pinnacle Studios.  At 
Lucasfilm I was a senior member of George Lucas’s creative and management team for more than a 
decade.  During that time I was responsible for creating the Lucasfilm Entertainment Group and served as 
Group Vice President overseeing its six divisions, including Industrial Light & Magic, LucasArts 
Entertainment and Skywalker Sound. 
 
Where we were 
 
Before discussing the past year and the opportunities that lay ahead I would like to provide a little 
historical perspective.  When Rainmaker converted to an income trust in 2002 it was the dominant post 
production and visual effects company in Vancouver.  However we were totally dependent on the 
production activity in the Vancouver marketplace, which in turn is dominated by the decisions of the 
United States production studios.   
 
Since 2002 we have seen a significant increase in the competition both in Vancouver and globally, a 
higher Canadian dollar and tax credit programs in many jurisdictions.  What this has meant is that the 
Vancouver marketplace has been subject to greater year over year swings in production activity thereby 
necessitating Rainmaker to pursue a strategy that is less dependent on production work coming to the 
Vancouver market. 
 
Our strategy 
 
In order to build a business less dependent on Vancouver production activity and provide more control 
over its revenue streams, the Fund embarked on strategies to: 
 

• Diversify our service offerings; 
• Geographically expand our operations; 
• Expand our business contacts and relationships to all of the United States based production 

studios; and 
• Build both the technical capacity and the creative ability so that Rainmaker can participate in 

larger and more financially lucrative projects. 
 
In 2004 Rainmaker expanded the visual effects services in Vancouver to include more work on feature 
films and completed projects on films such as Garfield, Elektra and I Robot for 20th Century Fox. 
 
In August 2005, we diversified our service offerings with the acquisition of EP Canada and Canada Film 
Capital.  These acquisitions have been very successful, providing both an expanded service offering in the 
film and television industry and a presence across Canada. 
 
In September 2005, we opened a visual effects facility in London, England, which resulted in Rainmaker 
being awarded a significant sequence in the feature film The Da Vinci Code for Sony Columbia Pictures, 
which we completed early in 2006.  London is the second largest market in the world for visual effects, 
after California. 
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The 2006 Year 
 
After completion of the visual effects work on The Da Vinci Code in London and Garfield 2 in 
Vancouver in early 2006, we began investing in infrastructure improvements at both the Vancouver and 
London facilities, which included upgrading both the hardware and software systems to allow us to work 
on larger and more complex visual effects projects.  Our goal is to be positioned as one of the pre-eminent 
visual effects houses in the world whereby clients seek out the services of Rainmaker early in the 
production process allowing us to better schedule and utilize our talent and infrastructure.  This strategy 
allowed us to work on Night at the Museum for 20th Century Fox, which was released in December 2006.  
It was our most technically and creatively challenging photo-real character animation project to date.  We 
believe that investing in the infrastructure necessary to complete this project has positioned Rainmaker for 
future projects at improved margins.  Throughout 2006 we have also focused on expanding our 
relationships with the major US based studios and we completed work on Firewall for Warner Bros., 
She’s the Man for DreamWorks and we are currently involved in two projects for Paramount, including 
Blades of Glory, which was recently completed. 
 
In July 2006 we announced the acquisition of 62% of Mainframe Entertainment, Inc. (“Mainframe”) and 
in October 2006 we acquired the balance of Mainframe and changed the name to Rainmaker 
Entertainment Inc. (“Rainmaker Entertainment”).  Rainmaker Entertainment has been an industry leader 
in computer generated animation of family entertainment for direct to DVD films and television 
productions.  The acquisition of Rainmaker Entertainment will help build upon our growth and 
diversification strategy. We continue to serve our core clients while also expanding that base with our 
pooled creative services.  Rainmaker Entertainment's animators will provide additional creative talent and 
at the same time, will benefit greatly from access to the existing high definition pipeline and state-of-the-
art post production facility.  This acquisition has resulted in Rainmaker being an industry leader in both 
computer generated animation and visual effects and it is now the largest animation and visual effects 
company in Canada with over 400 artists and technicians.   
 
With the purchase of Rainmaker Entertainment completed we undertook an aggressive reorganization and 
integration plan which resulted in some significant restructuring costs.  Rainmaker Entertainment now 
comprises three business segments: Rainmaker Post, Rainmaker Visual Effects and Rainmaker Animation 
with an efficient integrated infrastructure supporting each. 
 
While 2006 has been a great success in building and growing Rainmaker, the financial results have been 
mixed.  Rainmaker Post had another solid year as did EP Canada, which reported strong results for a full 
year in 2006.  Rainmaker Visual Effects had a strong year in terms of revenue growth, however, costs 
also increased significantly as investments were made in personnel and processes as well as capital.  The 
results of Rainmaker Entertainment (formerly Mainframe) were below expectation as a number of 
projects were delayed, while personnel were carried until the projects commenced in 2007.   
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Looking Ahead 
 
We will continue to explore opportunities to grow our businesses either through acquisition or internal 
growth of our services.  Rainmaker Post is expecting a solid year of operations and is exploring 
opportunities to expand its revenue streams by offering digital intermediate services in an ever expanding 
digital media arena.  Rainmaker Animation is currently fully booked for 2007 with five direct to DVD 
productions in various stages of production and we have recently commenced work on our first animated 
feature length film, Escape from Planet Earth, for The Weinstein Company.  Rainmaker Visual Effects 
continues to pursue significant projects with the major studios.   
 
The last two years have been very exciting and Rainmaker is well positioned to take advantage of the 
initiatives it has undertaken.  Finally, I would like to thank all our employees and trustees for all the hard 
work in order to make Rainmaker a dominant force in the entertainment industry. 
 

 
Warren Franklin, CEO 
Rainmaker Income Fund 
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MANAGEMENT DISCUSSION AND ANALYSIS 
 
The following Management Discussion and Analysis (“MD&A”) is prepared as of March 29, 2007 and is 
intended to assist in understanding the results of operations and financial condition of Rainmaker Income 
Fund (“Rainmaker” or the “Fund”) and should be read in conjunction with the audited consolidated 
financial statements and accompanying notes of the Fund and other public disclosure documents of the 
Fund.  Past performance may not be indicative of future performance.  Results are reported in Canadian 
dollars unless otherwise noted and have been prepared in accordance with Canadian generally accepted 
accounting principles (“GAAP”), unless otherwise noted. 
 
Throughout the MD&A reference to Rainmaker or the Fund is on a consolidated basis. 
 
 
Non-GAAP measures 
 
The MD&A uses certain terms that are not defined under GAPP.  The Fund believes that the terms 
distributable cash and EBITDA are measures used by investors in assessing performance of the Fund and 
its ability to generate sufficient cash flow to pay distributions.  As these terms are not defined under 
GAAP they may not be comparable to similar terms used in documents of other public entities. 
 
Distributable cash 
 
Distributable cash is not a term defined under GAAP.  The Fund defines distributable cash as cash flow 
from operations before the change in non-cash operating working capital items adjusted for certain 
investing activities, including purchases and proceeds on sale of property, plant and equipment and for 
certain financing activities including repayment of and proceeds from capital leases.   
 
Earnings before interest, taxes, depreciation and amortization (“EBITDA”) 
 
EBITDA is not a term defined under GAAP.  The Fund defines EBITDA as earnings from operations 
before interest expense, interest income, income taxes, depreciation and amortization of property, plant 
and equipment, amortization of intangible assets, loss on sale of property, plant and equipment, 
restructuring costs and compensation costs related to unit options. 
 
 
Forward-looking Statements 
 
Some of the statements contained in this MD&A and elsewhere in the Annual Report are forward looking 
statements subject to risks and uncertainties.  A number of factors could cause actual results to differ 
materially from those expressed in forward-looking statements, including but not limited to: decisions of 
foreign producers to operate in Canada and British Columbia, fluctuations in government policies, the 
effect of seasonality, fluctuations in currency exchange rates, income tax matters, changes in technology 
and capital expenditure requirements, acquisitions the Fund may undertake in the future and general 
economic conditions in North America.  The Fund competes in a global marketplace and market 
conditions will vary on a year-by-year basis.   Forward-looking statements are made based on current 
information at the time the statement is made.  The Fund does not assume responsibility for the accuracy 
and completeness of forward-looking statements and does not undertake any obligation to publicly revise 
these forward-looking statements to reflect new information, subsequent events or changes in 
circumstances. 
 
 



 
Rainmaker Income Fund  Annual Report 2006 
  
 9  

Business of the Fund 
 
The Fund is an unincorporated open-ended limited purpose trust established under the laws of the 
province of British Columbia and is governed by a Declaration of Trust.  The Fund, through its ownership 
in RNK Capital Limited Partnership (“RNK Capital”) owns a number of businesses which provide a 
range of services to the entertainment industry.  The Fund has 16,939,439 units outstanding.  In addition 
there are 290,736 Class B units of RNK Capital outstanding which may be converted into units of the 
Fund at the option of the holder for no additional consideration.  The units of the Fund trade on the 
Toronto Stock Exchange under the symbol RNK.un. 
 
The Fund is dependent on the operations of the various underlying businesses. 
 
 
Operating Business Segments 
 
The Fund, through its various subsidiaries, operates in five distinct operating segments.  Although 
Rainmaker LP was combined with Rainmaker Entertainment to form a single legal entity in January 2007, 
the businesses were separate throughout all of 2006.  In this MD&A reference to Rainmaker Entertainment 
refers only to the businesses previously carried on by Mainframe Entertainment, Inc., which was principally 
computer generated animation services of family oriented projects. 
 
Rainmaker LP 
 
Post production 
 
Post production is an integral phase of film and television production during which the raw sound and 
picture elements captured during production are shaped into a final product for distribution.  Post 
production services are an essential component of feature films, television programs and commercials and 
include film processing and printing, telecine transfers of film images to digital media, duplication, 
editing and title design. 
 
Visual effects 
 
Visual Effects combines talented artists and staff with a state of the art software and hardware 
infrastructure to produce first class computer generated models and images, matte painting, digital 
animation and a variety of related processes required in the production of visual effects. 
 
Rainmaker Entertainment 
 
Animation 
 
Animation is the process whereby talented artists use sophisticated software to design and build three 
dimensional models on the computer and then manipulate those models with a series of computer 
commands to create the desired performance. 
 





RAINMAKER INCOME FUND 
Notes to the Consolidated Financial Statements 
December 31, 2006 and 2005 
(tabular note amounts in thousands of dollars) 
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3. Business acquisitions 
 

(b) Acquisition of EP Canada Limited Partnership (“EP Canada”) 
 

EP Canada was acquired on August 4, 2005 for cash consideration of approximately 
$15.7 million including costs.  EP Canada provides payroll services to the film and 
television production industry across Canada from offices in Toronto and Vancouver.  
The acquisition of EP Canada has been accounted for using the purchase method with 
earnings being included in the consolidated operations from August 4, 2005, the date of 
acquisition.  A summary of the net assets of EP Canada acquired at fair value as at 
August 4, 2005 is as follows: 
 

Cash 9,239$       
Accounts receivable 1,393         
Other current assets 167            
Property, plant and equipment 5,148         
Intangible asset - License agreement 6,400         
Intangible asset - Customer relationships 700            

23,047       

Accounts payable and accrued liabilities 8,986         
Capital lease obligations payable 301            

Net identifiable assets acquired 13,760       
Goodwill 1,954         

Purchase price 15,714$     

 
(c) Acquisition of Canada Film Capital Limited Partnership (“Canada Film Capital”) 
 

Canada Film Capital was acquired on August 4, 2005 for cash consideration of 
approximately $3.2 million including costs.  Canada Film Capital provides film tax credit 
administration services and financing through factoring tax credits.  The acquisition of 
Canada Film Capital was accounted for using the purchase method with earnings being 
included in the consolidated operations from August 4, 2005, the date of acquisition.  A 
summary of the net assets of Canada Film Capital acquired at fair value as at August 4, 
2005 is as follows: 
 
Accounts receivable 3,417$       
Loans due from production subsidiaries 19,871       
Other current assets 309            
Property, plant and equipment 15              
Intangible asset - Customer relationships 451            

24,063       

Accounts payable and accrued liabilities 1,589         
Bank loan 19,242       

Net assets acquired and purchase price 3,232$       
 



RAINMAKER INCOME FUND 
Notes to the Consolidated Financial Statements 
December 31, 2006 and 2005 
(tabular note amounts in thousands of dollars) 
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4. Accounts receivable 
 

2006 2005

Trade receivables, net of allowance for doubtful accounts 7,232$         7,760$         
Tax credits receivable 6,349           -                   
Other receivables 754              34                

14,335$       7,794$         

 
 
5. Property, plant and equipment 
 

Accumulated Net Book
Cost Depreciation Value

Operating equipment 22,801$    10,839$       11,962$    
Software 4,308        1,823           2,485        
Leasehold improvements 2,291        700              1,591        
Furniture and office equipment 657           234              423           

30,057$    13,596$       16,461$    

2006

 

Accumulated Net Book
Cost Depreciation Value

Operating equipment 17,699$    7,062$         10,637$    
Software 2,783        615              2,168        
Leasehold improvements 1,880        496              1,384        
Furniture and office equipment 557           113              444           

22,919$    8,286$         14,633$    

2005

 
 

Operating equipment and software includes assets under capital lease, which have a cost at 
December 31, 2006 of $7,284,371 (2005 - $4,630,569) and $367,631 (2005 - $115,460), 
respectively, and a net book value of $4,992,082 (2005 - $2,807,162) and $307,740 (2005 - $Nil), 
respectively. 
 
Property, plant and equipment held for resale at December 31, 2005 consisted of two office 
buildings in North Vancouver, British Columbia, which were recorded at estimated net realizable 
value. 

 
 



RAINMAKER INCOME FUND 
Notes to the Consolidated Financial Statements 
December 31, 2006 and 2005 
(tabular note amounts in thousands of dollars) 
 

 
Rainmaker Income Fund  Annual Report 2006 
  
 38  

6. Intangible assets and goodwill 

Accumulated Net Book
Cost Amortization Value

License agreement 6,400$      1,412$         4,988$     
Customer relationships 8,861        854              8,007       
Customer backlog 1,730        1,133           597          
Goodwill 1,954        -                   1,954       

18,945$    3,399$         15,546$   

2006

Accumulated Net Book
Cost Amortization Value

License agreement 6,400$      416$            5,984$     
Customer relationships 1,151        74                1,077       
Goodwill 1,954        -                   1,954       

9,505$      490$            9,015$     

2005

 

The intangible assets were acquired in connection with the acquisitions (Note 3) and are recorded 
at management's estimate of the fair value at the date of acquisition. 

 
 

7. Other assets 
2006 2005

Current
Prepaid expenses 853$          514$          
Inventory 182            222            

1,035$       736$          

Non-Current
Deferred lease commission 145            166            
Investment in film and television properties 478            -                 
Deposits and other 274            38              
Deferred employee compensation -                 180            

897$          384$          
 

(a) Deferred lease commission 
 

The deferred lease commission represents a commission paid to negotiate a long term 
building lease and is being amortized over the lease term. 

 

 (b) Investment in film and television properties 
 

The investment in film and television properties is the unamortized carrying value related 
to various distribution rights that have been acquired. 



RAINMAKER INCOME FUND 
Notes to the Consolidated Financial Statements 
December 31, 2006 and 2005 
(tabular note amounts in thousands of dollars) 
 

 
Rainmaker Income Fund  Annual Report 2006 
  
 39  

8. Liability for payroll disbursements 
 
 The liability for payroll disbursements represents advances received from production companies 

for payroll disbursements in connection with the payroll processing services.  The advances are 
recorded as a liability until such time as they are disbursed.  Interest on these funds accrues to the 
benefit of the Fund. 

 
 
9. Bank indebtedness 
 

2006 2005

Tax credit financing facility 4,959$         17,290$        
 
(a) Tax credit financing facility 
 
This is a revolving credit facility from a Canadian chartered bank of up to $15.0 million (2005 - 
$33.0 million) for the purpose of providing financing to production companies through which 
film and television production services are provided to foreign studios. 
 
This facility bears interest at prime plus 0.25% per annum, with principal and interest repayable 
upon receipt of the related tax credits.  Security for this bank loan includes a general security 
agreement and an assignment of loans due from production companies which as at December 31, 
2006 had a carrying amount of approximately $4.9 million (2005 - $17.2 million).  Accrued 
interest included in the bank indebtedness as at December 31, 2006 was $341,144 (2005 - 
$770,714).   

 
(b) Production tax credit facility 
 
This is a revolving credit facility from a Canadian chartered bank in the aggregate amount of up 
to $10.0 million.  Borrowings are available in individual tranches on a per production basis up to 
90% of the estimated federal and provincial tax credits.  This facility bears interest at prime plus 
1% per annum.  Borrowings and accrued interest on this facility are due upon receipt of the 
related tax credits, however the facility is due on demand.  Security for this bank loan includes a 
general security agreement and an assignment of the related production tax credit receivables.  As 
at December 31, 2006 no amount has been drawn down on this facility. 

 
 (c) General line of credit 
 

This is a revolving credit facility from a Canadian chartered bank of up to $2.0 million. This 
facility is repayable on demand and bears interest at prime plus 0.5% per annum.  Security for this 
bank loan is a general security agreement.  As at December 31, 2006 no amount has been drawn 
down, however a letter of credit for $451,000 has been posted against this facility.   

 



RAINMAKER INCOME FUND 
Notes to the Consolidated Financial Statements 
December 31, 2006 and 2005 
(tabular note amounts in thousands of dollars) 
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10. Long term debt 
 

2006 2005

Term bank loan 8,966$         -$                 
Debentures 6,216           -                   
Production loan 571              -                   

15,753         -                   

Current portion 145              -                   

15,608$       -$                 
 

 

(a) Term bank loan 
 
The term bank loan is a $9.0 million credit facility from a Canadian chartered bank provided to 
facilitate the acquisition of Rainmaker Entertainment (Note 3(a)).   The term bank loan requires 
interest only payments until June 2009 at prime plus 1% per annum and is secured by a general 
security agreement creating a first charge over all the assets of the Fund and a pledge of the shares 
and partnership units of subsidiaries.  The term bank loan is due May 31, 2009. 
 
(b) Debentures 
 
The debentures are unsecured, subordinated, bear interest at 6% per annum and are due June 30, 
2009.  Interest is payable semi-annually by the issuance of additional debentures.  As at 
December 31, 2006, the debentures payable include $29,707 of accrued interest. 
 
(c) Production loan 

 
The production loan is unsecured and represents funds received as an advance for the production 
of an animated project.  The production did not proceed and the advance will be repayable in 
equal monthly instalments over 4 years at a market rate. 

 
 



RAINMAKER INCOME FUND 
Notes to the Consolidated Financial Statements 
December 31, 2006 and 2005 
(tabular note amounts in thousands of dollars) 
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11. Capital lease obligations payable 
 

2006 2005

Leases expiring in 2011 at interest rates of 5.98% to 6.03% 1,931$         -$                 
Lease expiring in 2010 at interest rate of 5.33% 730              894              
Lease expiring in 2009 at interest rate of 9.62% 425              -                   
Lease expiring in 2009 at interest rate of 5.53% 347              580              
Lease expiring in 2008 at interest rate of 7.90% 214              -                   
Leases expiring in 2007 at interest rates of 5.84% to 6.23% 391              790              
Leases expiring in 2007 at interest rates of 6.76% to 6.95% 253              -                   
Leases expiring in 2006 at interest rates of 6.30% and 7.48% -                   366              

4,291           2,630           
Less: Current portion (1,645)          (1,133)          

2,646$         1,497$          
 

The capital leases are secured by the related property, plant and equipment.  The future scheduled 
minimum lease payments are as follows: 
 
 

2007 1,858      
2008 1,066      
2009 899         
2010 675         
2011 255         

4,753      

Less: imputed interest (462)       

4,291$    
 

 
 
12. Other liabilities 

2006 2005

Deferred lease inducement 589$          669$          
Other -                 50              

589$          719$          
 

The deferred lease inducement represents funds received from the landlord for building 
renovations.  The amount received has been deferred and is amortized to operations over the term 
of the lease. 



RAINMAKER INCOME FUND 
Notes to the Consolidated Financial Statements 
December 31, 2006 and 2005 
(tabular note amounts in thousands of dollars) 
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13. Non-controlling interest 

2006 2005

Balance at beginning of year 496$              1,142$           
Non-controlling interest acquired on acquisition

of initial interest of Rainmaker Entertainment 3,456             -                     
Elimination of non-controlling interest

on acquisition of 100% of Rainmaker Entertainment (3,266)            -                     
Allocation of loss for Rainmaker Entertainment (Note 3(a)) (190)               -                     
Allocation of (loss) earnings for RNK Capital LP (43)                 1                    
Distributions (149)               (233)               
Allocation of contributed surplus relating to unit options 4                    -                     
Conversion of Class B LP Units to Trust Units (Note 14) (66)                 (414)               

Balance at end of year 242$              496$              

 
On the formation of the Fund on May 31, 2002, the former shareholders received either Trust 
Units of the Fund or exchangeable units (“Class B LP Units”) of RNK Capital Limited 
Partnership.  The Class B LP Units have the same economic and voting rights equivalent, in all 
material respects, to the Trust Units and are exchangeable on a one for one basis for Trust Units 
of the Fund for no additional consideration at any time at the option of the holder.  The Class B 
LP Units are transferable, with certain restrictions, and the holders are entitled to a pro-rata share 
of income and distributions.  As of December 31, 2006 there are 290,736 (2005 – 340,736) Class 
B LP Units outstanding 
 
The Fund may issue special voting units from time to time to holders of record of securities.  The 
holders of special voting units are entitled to such number of votes at meetings of unitholders as 
may be determined by the Trustees at the time of issuance but are not be entitled to any 
distributions from the Fund.  Special voting units have been issued to the holders of the Class B 
LP Units on the basis of one special voting unit for each Class B LP Unit held.   
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14. Unitholders' capital 
 

Number of Number of
Trust Units Amount Trust Units Amount

Balance at beginning of year 16,889,439  33,971$     10,715,003  14,408$     
Conversion of Class B LP Units 

to Trust Units (Note 13) 50,000         66              284,947       414            
Issued for cash pursuant to 

a private placement -                   -                 5,846,155    19,000       
Issued for cash on the exercise

of unit options -                   -                 43,334         69              
Reallocation of contributed surplus

on the exercise of unit options -                   -                 -                   80              

Balance at end of year 16,939,439  34,037$     16,889,439  33,971$     

2006 2005

 
Each Trust Unit of the Fund is transferable and represents an equal undivided beneficial interest 
in the net assets of the Fund and entitles the holder to participate equally in distributions of the 
Fund.  Each Trust Unit held entitles the unitholder to one vote at all meetings of unitholders.  The 
Trust Units have no conversion, retraction, redemption or pre-emptive rights, except that they are 
redeemable at any time on demand of the holder at amounts related to market prices at the time of 
redemption, subject to an aggregate maximum of $50,000 in cash redemptions in any particular 
month.  This limitation may be waived at the discretion of the Trustees of the Fund. 
 
During the year ended December 31, 2006, a total of 50,000 Trust Units (2005 - 284,947 Trust 
Units) were issued for no consideration on the exchange of an equal number of Class B LP Units 
of RNK Capital LP.  The exchange resulted in the reclassification of $66,156 (2005 - $414,016) 
from non-controlling interest (Note 14) to unitholders' capital. 

 
On August 4, 2005, the Fund completed a private placement of 5,846,155 Trust Units at a price of 
$3.25 per unit for net proceeds of $19,000,004. 
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15. Unit based compensation plan 
 
The Fund has a variable price unit option plan and under this plan the Fund may grant options to 
its employees to allow them to purchase up to 680,000 Trust Units of the Fund.  The exercise 
price of each option granted is equal to the Fund's closing unit price on the day prior to the date of 
grant and the maximum term is ten years.  The exercise price is reduced by the amount of the per 
unit distributions declared and paid by the Fund. 
 
 
As at December 31, 2006 there were unit options granted and outstanding to allow employees to 
purchase a total of 360,000 Trust Units (2005 – 360,000 Trust Units).  These options expire on 
June 3, 2012.  As at December 31, 2006 the exercise price is $0.92 per unit (2005 - $1.40) and it 
will continue to decrease by the amount of distributions declared and paid.  
 
 

2006 2005

Balance at beginning of year 360,000       403,334       

Exercised in the year (Note 14) -                   (43,334)        

Balance at end of year 360,000       360,000       
 

 
The value of compensation to be recorded is measured each period using a variable accounting 
method based on the difference between the current unit price and the exercise price of the unit 
options at the end of the period.  The quoted market price of the Trust Units as at December 31, 
2006 was $3.28 (2005 - $3.25), whereas the exercise price as at December 31, 2006 was $0.92 
(2005 - $1.40) per unit. 
 
 

16. Restructuring costs 
 

Restructuring costs are comprised of severance costs incurred following the acquisition and 
integration of Rainmaker Entertainment and are not expected to be of a recurring nature. 
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17. Contingent liabilities and commitments 
 
(a) Commitments 
 

The Fund has various operating leases with remaining terms up to nine years plus 
renewal options.  Future minimum lease payments under these operating leases are as 
follows: 
 

2007 2,311$     
2008 1,886       
2009 1,792       
2010 1,711       
2011 1,249       
Thereafter 3,027       

11,976$   
 

 
(b) License fees 
 

The Fund is a party to a license agreement which expires on December 31, 2011.  The 
license agreements allows for the use of the name EP Canada in Canada amongst other 
benefits.  The license agreement requires the payment of a quarterly fee equal to a 
specified percentage of payroll service revenue. 

 
(c) Litigation 

 
The Fund and its subsidiaries, may from time to time, be a party to certain legal disputes 
and claims that arise in the normal course of business, none of which individually, or in 
aggregate, are expected to have a material adverse effect of the Fund's financial position. 
The Fund maintains provisions for certain of these items, which it considers to be 
adequate. 

 
 
18. Government assistance 
 

Refundable tax credits relating to production activities of the Fund are claimed from Canadian 
federal and provincial governments.  The estimated refundable tax credits are recorded as a 
reduction to operating costs for 2006 of $1,495,802 (2005 - $Nil). 
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19. Income taxes 
 
The Fund is a "mutual fund trust" as defined under the Income Tax Act (Canada) and accordingly 
is not taxable on its income to the extent that its income is distributed to its unitholders.  This 
exemption does not apply to corporate subsidiaries, which are subject to income tax. 
 
The income tax recovery reported for the  year ended December 31, 2005 was due to a 
reassessment of a corporate tax returns from the period before conversion to an income trust of 
$157,000 and the reversal of a future tax liability recorded in prior years of $48,000. 
 
Pursuant to Emerging Issues Committee Abstract 107 "Application of CICA 3465 to Mutual 
Fund Trusts, Real Estate Investment Trusts, Royalty Trusts and Income Trusts" the Fund does not 
recognize any future income tax assets or liabilities on temporary timing differences in the Fund.  
There are no net material future income tax assets or liabilities on temporary differences relating 
to the Fund's consolidated corporate subsidiaries. 
 
As a part of the acquisition of Rainmaker Entertainment (Note 3(a)), the Fund also acquired 
certain income tax benefits.  Due the structure of the Fund any tax asset represented by these 
income tax benefits would not be recognized in the financial statements of the Fund.  
Management is in the process of completing certain income tax filings with the taxing authorities 
to determine the future tax benefit available. 
 
 

20. Changes in non-cash operating working capital 
 

2006 2005

Accounts receivable 9,407$           247$              
Other current assets (65) 138
Accounts payable and accrued liabilities 1,340 671
Liability for payroll disbursements (449)               -                     
Deferred revenue (2,169) 1,575

8,064$           2,631$           
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21. Business segments 
 
The Fund, through its subsidiaries, operates in five distinct business segments with each segment 
offering different services to the film and television industry. 
 

Post Visual Payroll Tax credit Other and

production effects Animation processing services Corporate Total

Revenue 11,959$        16,388$        5,533$          11,028$        2,808$          624$             48,340$        

Elimination of inter-segment revenue (1)                 (161)             (312)             -                   -                   -                   (474)             

Revenue from external parties 11,958$        16,227$        5,221$          11,028$        2,808$          624$             47,866$        

Segment earnings (loss) before undernoted 5,976$          2,297$          661$             5,705$          624$             (7,259)$         8,004$          

Depreciation and amortization of 

     property, plant and equipment 2,249            1,162            685               929               8                   504               5,537            

Amortization of intangible assets -                   -                   1,734            1,085            90                 -                   2,909            

Interest on lease obligations -                   -                   -                   -                   -                   230               230               

Interest on debentures -                   -                   -                   -                   -                   152               152               

Interest on bank loans -                   -                   -                   -                   -                   291               291               

Compensation costs related to unit options -                   -                   -                   -                   -                   184               184               

Restructuring costs -                   -                   776               -                   -                   1,334            2,110            

Loss on sale of property, plant and equipment 2                   -                   2                   -                   -                   2                   6                   

Interest income -                   -                   -                   -                   -                   (612)             (612)             

Segment earnings (loss) before income taxes

and non-controlling interest 3,725$          1,135$          (2,536)$         3,691$          526$             (9,344)$         (2,803)$         

Expenditures for segment

property, plant and equipment 2,018$          1,779$          152$             99$               5$                 138$             4,191$          

Year ended December 31, 2006

 

Post Visual Payroll Tax credit Other and

production effects Animation processing services Corporate Total

Revenue 12,030$        6,964$          -$                 6,287$          1,773$          1,237$          28,291$        

Elimination of inter-segmen revenue -                   -                   -                   -                   -                   -                   -                   

Revenue from external parties 12,030$        6,964$          -$                 6,287$          1,773$          1,237$          28,291$        

Segment earnings (loss) before undernoted 6,296$          640$             -$                 3,910$          668$             (4,750)$         6,764$          

Depreciation and amortization of 

     property, plant and equipment 1,734            1,346            -                   380               2                   408               3,870            

Amortization of intangible assets -                   -                   -                   452               38                 -                   490               

Interest on lease obligations -                   -                   -                   -                   -                   145               145               

Compensation costs related to unit options -                   -                   -                   -                   -                   37                 37                 

Loss on sale of property, plant and equipment 3                   -                   -                   -                   -                   -                   3                   

Interest income -                   -                   -                   -                   -                   (158)             (158)             

Segment earnings (loss) before income taxes

and non-controlling interest 4,559$          (706)$            -$                 3,078$          628$             (5,182)$         2,377$          

Expenditures for segment

property, plant and equipment 1,096$          413$             -$                 32$               15$               626$             2,182$          

Year ended December 31, 2005
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21. Business segments (continued) 

Post Visual  Payroll Tax credit Other and

Production Effects Animation processing services Corporate Total

Goodwill -$                 -$                 -$                 1,954$         -$                 -$                 1,954$         

Total assets 8,685$         4,914$         17,187$       15,420$       6,984$         10,220$       63,410$       

Post Visual  Payroll Tax credit Other and 

Production Effects Animation processing services Corporate Total

Goodwill -$                 -$                 -$                 1,954$         -$                 -$                 1,954$         

Total assets 8,976$         3,234$         -$                 19,800$       22,647$       12,082$       66,739$       

2005

2006

 
 
22. Related party transactions 
 

The Fund does not consolidate certain of its subsidiaries as discussed in Notes 2(i) and 9(b) on 
the basis that the Fund does not have a controlling financial interest.  Details of transactions with 
these non-consolidated production subsidiaries are as follows: 

(a) As at December 31, 2006, accounts receivable includes $3,188,096 (2005- $4,568,032) 
due from production subsidiaries. 

(b) As at December 31, 2006, accounts payable and accrued liabilities includes $215,492 
(2005 -$686,981) due to production subsidiaries. 

(c) Loans due from production subsidiaries, which are included in loans due from production 
companies, earn a financing fee, are due on demand and are secured by an assignment of 
and security interest over film production tax credits due to the production subsidiaries. 

(d) Revenue for the year ended December 31, 2006 includes $12,717,559 (2005 - 
$4,784,566) for fees and services provided to production subsidiaries at market rate for 
these services. 
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23. Financial instruments, risks and other matters 
 
(a) Financial instruments 

 
Financial instruments include cash, accounts receivable, loans due from production 
companies, accounts payable and accrued liabilities, liability for payroll disbursements, 
bank indebtedness, deferred revenue, distributions payable, long term debt and capital 
lease obligations payable, the fair values of which approximate the carrying values. 
 

(b) Foreign exchange risk 
 
The Fund is not exposed to significant foreign exchange risk, except for revenue 
denominated in United States dollars and United Kingdom pounds.  In 2006 revenue 
denominated in United States dollars accounted for 34% (2005 - 7%) of total revenue.  
Revenue denominated in United Kingdom pounds for 2006 and 2005 was not material. 
The Fund does not currently use derivative instruments to manage foreign exchange risk. 
 

(c) Credit risk 
 
Substantially all of the Fund's customers are in the entertainment industry and are subject 
to normal industry credit risks.  Credit risk is managed through a credit approval process 
and monitoring procedures.   
 

As at December 31, 2006, there was no customer that accounted for over 10% of 
accounts receivable.  As at December 31, 2005, two customers each accounted for over 
10% of accounts receivable and together they accounted for 31% of accounts receivable. 
 

 (d) Interest rate risk 
 
The Fund is exposed to interest rate risk on the floating rate credit facilities and term bank 
loan as disclosed in notes 11 and 12. 
 

(e) Customer concentration 
 

During the year ended December 31, 2006, the Fund had one customer that accounted for 
10% (2005 – 13%) of the total revenue. 

 
 
24. Subsequent events 

 
During the period January 1, 2007 to March 29, 2007, the Fund declared distributions of $0.04 
per unit to unitholders of record on each of January 31, 2007, February 28, 2007 and March 31, 
2007. 
 




