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RAINMAKER INCOME FUND

Rainmaker Income Fund (“Rainmaker” or the “Fund’)an unincorporated open-ended limited purpose
trust established under the laws of the ProvincBrafsh Columbia and is listed on the Toronto &toc
Exchange under the symbol RNK.un. Rainmaker cdegeto an income trust in May 2002 and since
that time has paid monthly cash distributions ab&Qer unit.

Rainmaker is headquartered in Vancouver, Britishu@bia, Canada and owns a number of businesses
providing a range of services to the entertainmeahistry.

In August 2005, the Fund began an acquisition exgsatto diversify its service offerings, within the
entertainment industry, which resulted in the pasehof EP Canada and Canada Film Capital. In July
2006 we continued this strategy with the acquisiod 61.8% of Rainmaker Entertainment Inc (formerly
Mainframe Entertainment, Inc). Subsequently, thiamce of 38.2 % was acquired on October 31, 2006.
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Rainmaker Entertainment Inc. (“Rainmaker Entertagmty)

The Fund completed the acquisition of 100% of Maimfe Entertainment, Inc. (“Mainframe”) on
October 31, 2006 and the name was changed to RikémrRatertainment Inc. Through a further series of
transactions the post production and visual effeasiness previously carried on in Rainmaker Lidhite
Partnership (“Rainmaker LP") were combined intoriR@ker Entertainment in the first week of January
2007. Rainmaker Entertainment, located in Vancogusetish Columbia, now consists of three prindipa
business segments:

« Rainmaker Post
 Rainmaker Visual Effects
« Rainmaker Animation

Rainmaker Post

Since 1979 Rainmaker Post has been a leading éulice provider of post-production services to
producers of feature films, television and comnadsci Post production is an integral phase of &imal
television production during which the raw sound gricture elements captured during production are
shaped into a final product for distribution. Pgsbduction services are an essential component of
feature films, television programs and commercais include film processing and printing, telecine
transfers of film images to digital media, duplioat editing, title design, all of which are availe at
Rainmaker’s state of the art facility, which is none of the largest facilities in Canada.

Rainmaker Visual Effects

Rainmaker Visual Effects has offices in Vancouwsitish Columbia and London, England. Since 1994,
Rainmaker Visual Effects has been providing viseffécts services to the entertainment industry for
feature films, television, commercials and videanga. Visual Effects is playing an increasingly
important role in production and Rainmaker’s tadehartists and staff, combined with its state ef ahnt
infrastructure, produce first class computer geeeramodels and images, matte painting, digital
animation and a variety of related processes reduir the production of visual effects.

Rainmaker Animation

Rainmaker Animation, which carries on the busimgeviously conducted by Mainframe, is an industry
leader in computer generated animation of familyegainment, producing direct to DVD films,
television programs and theatrical feature filmg business since 1993, Rainmaker Animation has
received many prestigious awards for its animatirk and is recognized as a computer generated
animation pioneer for having developed the grouedking internationally distributed television serie
“ReBoot”.
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EP Canada

EP Canada provides payroll and employer of recerdiges to the film and television industry across
Canada. With offices in Toronto and Vancouver, Ehada offers a full range of payroll services and
state-of-the-art products, along with in-house &sp&ho provide training, service and support. In
business since 1979, EP Canada has a reputatibe industry for quality service, financial secyriand
industry expertise. For processing payroll forsah-cast and crew employees, clients relyEéhon
Location®, a unique software solution, aeP Plus® a premium service solution, where payroll is
independently calculated from hours to gross payetgay. In addition, EP Canada provides all iregu
administration, remittances and reporting to uniand governments along with Records of Employment
upon completion of each project and tax slip repgrat year end.

Canada Film Capital

Canada Film Capital is located in Toronto, Ontaiml provides tax credit administration and finagcin
services to the film and television industry. blasiness since the inception of the Production iSesv
Tax Credit program in 1997, Canada Film Capitaistésproducers in accessing the Canadian tax credit
funds.
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MESSAGE TO UNITHOLDERS

Before discussing the past year and the excitingpdpnities ahead | would like to provide you wéh
little of my background. | moved to Vancouver i02 to execute a business plan for an animated
feature film studio as | was excited about the tiveaand technical capabilities of the Vancouver
workforce and the financial advantages createchbytax credit system. | found myself in the office
Rainmaker and was impressed with the vision, histoid talent and in June 2005 | joined the Rainmake
team as the President of Rainmaker Animation arslidli Effects. Prior to joining Rainmaker | had
previously held positions at Lucasfilm Ltd., ColakPictures, Cinesite/Kodak, and Pinnacle Studiat.
Lucasfilm | was a senior member of George Lucas&ative and management team for more than a
decade. During that time | was responsible foating the Lucasfilm Entertainment Group and sea®d
Group Vice President overseeing its six divisiomgluding Industrial Light & Magic, LucasArts
Entertainment and Skywalker Sound.

Where we were

Before discussing the past year and the opporésnitiat lay ahead | would like to provide a little

historical perspective. When Rainmaker convertedrt income trust in 2002 it was the dominant post
production and visual effects company in Vancouvedowever we were totally dependent on the
production activity in the Vancouver marketplacdish in turn is dominated by the decisions of the
United States production studios.

Since 2002 we have seen a significant increasb@ancompetition both in Vancouver and globally, a
higher Canadian dollar and tax credit programs @amynjurisdictions. What this has meant is that the
Vancouver marketplace has been subject to greatargver year swings in production activity thereby
necessitating Rainmaker to pursue a strategy $hkess dependent on production work coming to the
Vancouver market.

Our strategy

In order to build a business less dependent on Mawer production activity and provide more control
over its revenue streams, the Fund embarked degia to:

» Diversify our service offerings;

» Geographically expand our operations;

» Expand our business contacts and relationshipdl tof ahe United States based production
studios; and

» Build both the technical capacity and the creatbdity so that Rainmaker can participate in
larger and more financially lucrative projects.

In 2004 Rainmaker expanded the visual effects sesvin Vancouver to include more work on feature
films and completed projects on films suchGasfield, Elektraandl Robotfor 20" Century Fox.

In August 2005, we diversified our service offegngith the acquisition of EP Canada and Canada Film
Capital. These acquisitions have been very suttdepsoviding both an expanded service offeringhia
film and television industry and a presence ac@emsada.

In September 2005, we opened a visual effectstfaail London, England, which resulted in Rainmaker
being awarded a significant sequence in the fediluneThe Da Vinci Codéor Sony Columbia Pictures,
which we completed early in 2006. London is theosel largest market in the world for visual effects
after California.
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The 2006 Year

After completion of the visual effects work orhe Da Vinci Codein London andGarfield 2 in
Vancouver in early 2006, we began investing inasfiructure improvements at both the Vancouver and
London facilities, which included upgrading botle thardware and software systems to allow us to work
on larger and more complex visual effects proje@sr goal is to be positioned as one of the preremt
visual effects houses in the world whereby cliesgek out the services of Rainmaker early in the
production process allowing us to better scheduote wilize our talent and infrastructure. Thisagggy
allowed us to work ofight at the Museurfor 20" Century Fox, which was released in December 2006.
It was our most technically and creatively chaliaggphoto-real character animation project to datée
believe that investing in the infrastructure neaeg$o complete this project has positioned Rairenddr
future projects at improved margins. ThroughouD&Gve have also focused on expanding our
relationships with the major US based studios ardcampleted work ofrirewall for Warner Bros.,
She’s the Marfor DreamWorks and we are currently involved irotprojects for Paramount, including
Blades of Glorywhich was recently completed.

In July 2006 we announced the acquisition of 62%lainframe Entertainment, Inc. (“Mainframe”) and
in October 2006 we acquired the balance of Mainfraand changed the name to Rainmaker
Entertainment Inc. (“Rainmaker Entertainment”). irR@aker Entertainment has been an industry leader
in computer generated animation of family entertant for direct to DVD films and television
productions. The acquisition of Rainmaker Entert@nt will help build upon our growth and
diversification strategy. We continue to serve oare clients while also expanding that base with ou
pooled creative services. Rainmaker Entertainsamimators will provide additional creative taland

at the same time, will benefit greatly from accisthe existing high definition pipeline and stafethe-

art post production facility. This acquisition h&sulted in Rainmaker being an industry leaddsath
computer generated animation and visual effectsiarsdnow the largest animation and visual effects
company in Canada with over 400 artists and tedumsc

With the purchase of Rainmaker Entertainment cotagdleve undertook an aggressive reorganization and
integration plan which resulted in some significagstructuring costs. Rainmaker Entertainment now
comprises three business segments: RainmakerRRaiatnaker Visual Effects and Rainmaker Animation
with an efficient integrated infrastructure suppwgteach.

While 2006 has been a great success in buildinggemaing Rainmaker, the financial results have been
mixed. Rainmaker Post had another solid year &@&Bi Canada, which reported strong results folla fu
year in 2006. Rainmaker Visual Effects had a girgear in terms of revenue growth, however, costs
also increased significantly as investments werdama personnel and processes as well as cafita.
results of Rainmaker Entertainment (formerly Maanfie) were below expectation as a number of
projects were delayed, while personnel were caured the projects commenced in 2007.
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Looking Ahead

We will continue to explore opportunities to growrdusinesses either through acquisition or inferna
growth of our services. Rainmaker Post is expgctinsolid year of operations and is exploring
opportunities to expand its revenue streams byiaffeigital intermediate services in an ever exjiag
digital media arena. Rainmaker Animation is cullsefully booked for 2007 with five direct to DVD
productions in various stages of production anchewxe recently commenced work on our first animated
feature length filmEscape from Planet Earthior The Weinstein Company. Rainmaker Visual Efe
continues to pursue significant projects with treganstudios.

The last two years have been very exciting and rRalker is well positioned to take advantage of the
initiatives it has undertaken. Finally, | woul#tdito thank all our employees and trustees fathallhard
work in order to make Rainmaker a dominant forcth@aentertainment industry.

Warren Franklin, CEO
Rainmaker Income Fund
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MANAGEMENT DISCUSSION AND ANALYSIS

The following Management Discussion and AnalysMD&A”) is prepared as of March 29, 2007 and is
intended to assist in understanding the resultgpefations and financial condition of Rainmakermime
Fund (“Rainmaker” or the “Fund”) and should be rdéadconjunction with the audited consolidated
financial statements and accompanying notes ofthre and other public disclosure documents of the
Fund. Past performance may not be indicative nfréuperformance. Results are reported in Canadian
dollars unless otherwise noted and have been m@paraccordance with Canadian generally accepted
accounting principles (“GAAP"), unless otherwisdeth

Throughout the MD&A reference to Rainmaker or thdris on a consolidated basis.

Non-GAAP measures

The MD&A uses certain terms that are not definedaunGAPP. The Fund believes that the terms
distributable cash and EBITDA are measures usddugstors in assessing performance of the Fund and
its ability to generate sufficient cash flow to pdigtributions. As these terms are not definedeund
GAAP they may not be comparable to similar termeddua documents of other public entities.

Distributable cash

Distributable cash is not a term defined under GAAMe Fund defines distributable cash as cash flow
from operations before the change in non-cash tipgravorking capital items adjusted for certain
investing activities, including purchases and peadlseon sale of property, plant and equipment and fo
certain financing activities including repaymentaoid proceeds from capital leases.

Earnings before interest, taxes, depreciation amebdization (“EBITDA”)

EBITDA is not a term defined under GAAP. The Futefines EBITDA as earnings from operations
before interest expense, interest income, incomestadepreciation and amortization of propertynpla
and equipment, amortization of intangible assetss lon sale of property, plant and equipment,
restructuring costs and compensation costs retatadit options.

Forward-looking Statements

Some of the statements contained in this MD&A dsdwehere in the Annual Report are forward looking
statements subject to risks and uncertainties. udber of factors could cause actual results teediff
materially from those expressed in forward-lookstgtements, including but not limited to: decisiohs
foreign producers to operate in Canada and Briflslumbia, fluctuations in government policies, the
effect of seasonality, fluctuations in currency lexege rates, income tax matters, changes in temiyol
and capital expenditure requirements, acquisitithes Fund may undertake in the future and general
economic conditions in North America. The Fund petes in a global marketplace and market
conditions will vary on a year-by-year basis. wWard-looking statements are made based on current
information at the time the statement is made. Hined does not assume responsibility for the acgura
and completeness of forward-looking statementsdmes not undertake any obligation to publicly revis
these forward-looking statements to reflect neworimiation, subsequent events or changes in
circumstances.
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Business of the Fund

The Fund is an unincorporated open-ended limitegpgee trust established under the laws of the
province of British Columbia and is governed byec@ration of Trust. The Fund, through its ownigrsh
in RNK Capital Limited Partnership (“RNK Capitaldwns a number of businesses which provide a
range of services to the entertainment industrige Fund has 16,939,439 units outstanding. In @ddit
there are 290,736 Class B units of RNK Capital tamding which may be converted into units of the
Fund at the option of the holder for no additionahsideration. The units of the Fund trade on the
Toronto Stock Exchange under the symbol RNK.un.

The Fund is dependent on the operations of thewstinderlying businesses.

Operating Business Segments

The Fund, through its various subsidiaries, opsrate five distinct operating segments. Although
Rainmaker LP was combined with Rainmaker Entertaminto form a single legal entity in January 2007,
the businesses were separate throughout all of. 2B0this MD&A reference to Rainmaker Entertaininen
refers only to the businesses previously carriedyolainframe Entertainment, Inc., which was pradly
computer generated animation services of famikgrded projects.

Rainmaker LP

Post production

Post production is an integral phase of film arldvision production during which the raw sound and
picture elements captured during production arepethainto a final product for distribution. Post
production services are an essential componermabifife films, television programs and commerciats a

include film processing and printing, telecine sfems of film images to digital media, duplication,
editing and title design.

Visual effects

Visual Effects combines talented artists and staih a state of the art software and hardware
infrastructure to produce first class computer gateel models and images, matte painting, digital
animation and a variety of related processes reduir the production of visual effects.

Rainmaker Entertainment
Animation

Animation is the process whereby talented artisis sophisticated software to design and build three
dimensional models on the computer and then matpuhose models with a series of computer
commands to create the desired performance.
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RAINMAKER INCOME FUND

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

3. Business acquisitions
(b) Acquisition of EP Canada Limited Partnership (“ERut@ada”)

EP Canada was acquired on August 4, 2005 for casBideration of approximately
$15.7 million including costs. EP Canada provigeyroll services to the film and
television production industry across Canada frdfites in Toronto and Vancouver.
The acquisition of EP Canada has been accountedsfog the purchase method with
earnings being included in the consolidated opamatirom August 4, 2005, the date of
acquisition. A summary of the net assets of EPa@anacquired at fair value as at
August 4, 2005 is as follows:

Casl $ 9,23¢
Accounts receivab 1,39¢
Other current asse 167
Property, plant and equipm: 5,14¢
Intangible asset - License agreen 6,40(
Intangible asset - Customer relations 70C

23,04°
Accounts payable and accrued liabili 8,98¢
Capital lease obligations paya 301
Net identifiable assets acqui 13,76(
Goodwill 1,954
Purchase pric $ 15,71«

(9] Acquisition of Canada Film Capital Limited Partnhig (“Canada Film Capital”)

Canada Film Capital was acquired on August 4, 2085 cash consideration of
approximately $3.2 million including costs. Cand&illan Capital provides film tax credit
administration services and financing through faotptax credits. The acquisition of
Canada Film Capital was accounted for using thelmge method with earnings being
included in the consolidated operations from Augls2005, the date of acquisition. A

summary of the net assets of Canada Film Capitalised at fair value as at August 4,
2005 is as follows:

Accounts receivab $ 3,417
Loans due from production subsidia 19,87:
Other current asse 30¢
Property, plant and equipm: 15
Intangible asset - Customer relations 451

24,06
Accounts payable and accrued liabili 1,58¢
Bank loal 19,24:
Net assets acquired and purchase $ 3,23

Rainmaker Income Fund 36 Annual Report 2006



RAINMAKER INCOME FUND

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

4, Accounts receivable
200¢ 200¢
Trade receivables, net of allowance for doubtfaoamt: $ 7,23 $ 7,76(
Tax credits receivab 6,34¢ -
Other receivable 754 34
$ 14335 % 7,794
5. Property, plant and equipment
200¢
Accumulated Net Book

Cos Depreciatiol Value

Operating equipme $ 22,80: $ 10,83¢ $ 11,96:
Software 4,30¢ 1,82 2,48t
Leasehold improvemer 2,291 70C 1,591
Furniture and office equipme 657 234 42°

$ 30,057 $ 13596 $ 16,461

200¢

Accumulated Net Book

Cos Depreciatiol Value

Operating equipme $ 17,69¢ $ 7,06z $ 10,637
Software 2,78: 61F 2,16¢
Leasehold improvemer 1,88( 49¢ 1,38¢
Furniture and office equipme 557 113 444

$ 22919 $ 8,286 $ 14,633

Operating equipment and software includes asseaderucapital lease, which have a cost at
December 31, 2006 of $7,284,371 (2005 - $4,630,569) $367,631 (2005 - $115,460),
respectively, and a net book value of $4,992,089%2 $2,807,162) and $307,740 (2005 - $Nil),
respectively.

Property, plant and equipment held for resale atebwer 31, 2005 consisted of two office

buildings in North Vancouver, British Columbia, whiwere recorded at estimated net realizable
value.
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RAINMAKER INCOME FUND

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

6. Intangible assets and goodwill

200¢

Accumulated Net Book
Cos  Amortizatior Value
License agreeme $ 6,40( $ 1,412 $ 4,98¢
Customer relationshi 8,861 854 8,00
Customer backlc 1,73( 1,13:¢ 597
Goodwill 1,95¢ - 1,95¢
$ 18,94! $ 3,39¢ $ 15,54¢
200¢

Accumulated Net Book
Cos  Amortizatior Value
License agreeme $ 6,40( $ 41¢ $ 5,98¢
Customer relationshi 1,151 74 1,077
Goodwill 1,95¢ - 1,95¢

$ 9,50t $ 49( $ 9,01t

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

7. Other assets
200¢ 200t
Curren

Prepaid expens $ 85¢ $ 514
Inventory 182 222
$ 1,03t $ 73€

Non-Curren
Deferred lease commissi 14¢ 16€
Investment in film and television properi 47¢ -

Deposits and oth 274 38
Deferred employee compensai - 18C

$ 897 $ 384

€)) Deferred lease commission

The deferred lease commission represents a conamigsiid to negotiate a long term
building lease and is being amortized over theddasn

(b) Investment in film and television properties

The investment in film and television propertieshie unamortized carrying value related
to various distribution rights that have been acsli
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RAINMAKER INCOME FUND

Notes to the Consolidated Financial Statements

December 31, 2006 and 2005
(tabular note amounts in thousands of dollars)

8.

Liability for payroll disbursements

The liability for payroll disbursements represeattvances received from production companies
for payroll disbursements in connection with thgrpl processing services. The advances are
recorded as a liability until such time as theydisbursed. Interest on these funds accrues to the
benefit of the Fund.

Bank indebtedness

200¢ 200t

Tax credit financing facilit $ 4,95¢ $  17,29(

€)) Tax credit financing facility

This is a revolving credit facility from a Canadiahartered bank of up to $15.0 million (2005 -
$33.0 million) for the purpose of providing finangito production companies through which
film and television production services are prodide foreign studios.

This facility bears interest at prime plus 0.25% aenum, with principal and interest repayable
upon receipt of the related tax credits. Secuntythis bank loan includes a general security
agreement and an assignment of loans due from gtioducompanies which as at December 31,
2006 had a carrying amount of approximately $4.8ioni (2005 - $17.2 million). Accrued
interest included in the bank indebtedness as aember 31, 2006 was $341,144 (2005 -
$770,714).

(b) Production tax credit facility

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

(© General line of credit

This is a revolving credit facility from a Canadiahartered bank of up to $2.0 million. This
facility is repayable on demand and bears intexegtime plus 0.5% per annum. Security for this
bank loan is a general security agreement. AseabeMber 31, 2006 no amount has been drawn
down, however a letter of credit for $451,000 hesrbposted against this facility.
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RAINMAKER INCOME FUND

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

10.

Long term debt

200¢ 200¢
Term bank loa $ 8,96¢ $ -
Debenture 6,21¢ -
Production loa 571 -
15,75: -
Current portio 14E -

$ 15,60¢ $ -

(a) Term bank loan

The term bank loan is a $9.0 million credit fagilitom a Canadian chartered bank provided to
facilitate the acquisition of Rainmaker EntertaiminéNote 3(a)). The term bank loan requires
interest only payments until June 2009 at primes d% per annum and is secured by a general
security agreement creating a first charge ovehalhssets of the Fund and a pledge of the shares
and partnership units of subsidiaries. The ternkb@an is due May 31, 2009.

(b) Debentures

The debentures are unsecured, subordinated, lesgshat 6% per annum and are due June 30,
2009. Interest is payable semi-annually by theiaese of additional debentures. As at
December 31, 2006, the debentures payable incl2@dg @7 of accrued interest.

© Production loan

The production loan is unsecured and representsfreceived as an advance for the production

of an animated project. The production did notcpesl and the advance will be repayable in
equal monthly instalments over 4 years at a magket

Rainmaker Income Fund 40 Annual Report 2006



RAINMAKER INCOME FUND

Notes to the Consolidated Financial Statements

December 31, 2006 and 2005
(tabular note amounts in thousands of dollars)

11. Capital lease obligations payable

200¢ 200t

Leases expiring in 2011 at interest rates of 5.98%03% $ 1,931 $ -
Lease expiring in 2010 at interest rate of 5.. 73C 894
Lease expiring in 2009 at interest rate of 9. 42t -
Lease expiring in 2009 at interest rate of 5.. 347 58(
Lease expiring in 2008 at interest rate of 7. 214 -
Leases expiring in 2007 at interest rates of 5.84%23% 391 79C
Leases expiring in 2007 at interest rates of 6.71®@%95% 258 -
Leases expiring in 2006 at interest rates of 6.30%b7.48% - 36¢€
4,291 2,63(

Less: Current portic (1,645 (1,133

$ 2,646 $ 1,497

The capital leases are secured by the related pyopéant 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
200¢ 200¢
Deferred lease inducem $ 58¢ $ 66¢
Othel - 5C

$ 589 $ 719

The deferred lease inducement represents fundsvedcdrom the landlord for building
renovations. The amount received has been defanéds amortized to operations over the term
of the lease.
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RAINMAKER INCOME FUND

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

13. Non-controlling interest
200¢ 200t
Balance at beginning of ye $ 49  $ 1,142
Non-controlling interest acquired on acquisi
of initial interest of Rainmaker Entertainm 3,45¢ -
Elimination of non-controlling intere
on acquisition of 100% of Rainmaker Entertainr (3,266 -
Allocation of loss for Rainmaker Entertainment (&l8(a) (290 -
Allocation of (loss) earnings for RNK Capital (43) 1
Distributions (149 (233
Allocation of contributed surplus relating to uafitions 4 -
Conversion of Class B LP Units to Trust Units (Nbtg (66) (414
Balance at end of year $ 242 % 496

On the formation of the Fund on May 31, 2002, themier shareholders received either Trust
Units of the Fund or exchangeable units (“Class B Units”) of RNK Capital Limited
Partnership. The Class B LP Units have the saroeaggic and voting rights equivalent, in all
material respects, to the Trust Units and are exgdable on a one for one basis for Trust Units
of the Fund for no additional consideration at &ime at the option of the holder. The Class B
LP Units are transferable, with certain restrictioand the holders are entitled to a pro-rata share
of income and distributions. As of December 310@€here are 290,736 (2005 — 340,736) Class
B LP Units outstanding

The Fund may issue special voting units from timérhe to holders of record of securities. The
holders of special voting units are entitled torsnamber of votes at meetings of unitholders as
may be determined by the Trustees at the time sfaisce but are not be entitled to any
distributions from the Fund. Special voting uritese been issued to the holders of the Class B
LP Units on the basis of one special voting unitdach Class B LP Unit held.
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RAINMAKER INCOME FUND

Notes to the Consolidated Financial Statements

December 31, 2006 and 2005
(tabular note amounts in thousands of dollars)

14.

Unitholders' capital

200¢ 200¢
Number of Number of
Trust Unit: Amount Trust Unit: Amount
Balance at beginning of ye 16,889,43 $ 33,97: 10,715,000 $ 14,40¢
Conversion of Class B LP Uni
to Trust Units (Note 1. 50,00( 66 284,94 414
Issued for cash pursuant
a private placeme - - 5,846,15! 19,00(
Issued for cash on the exer:
of unit option: - - 43,33« 6S
Reallocation of contributed surp
on the exercise of unit optic - - - 8C
Balance at end of year 16,939,439 34,037 16,889,439 $ 33,971

Each Trust Unit of the Fund is transferable ande®sgnts an equal undivided beneficial interest
in the net assets of the Fund and entitles theehdtd participate equally in distributions of the

Fund. Each Trust Unit held entitles the unitholaeone vote at all meetings of unitholders. The
Trust Units have no conversion, retraction, redémnpdr pre-emptive rights, except that they are
redeemable at any time on demand of the holdenauats related to market prices at the time of
redemption, subject to an aggregate maximum ofC&EOin cash redemptions in any particular
month. This limitation may be waived at the disiore of the Trustees of the Fund.

During the year ended December 31, 2006, a tot&aogd00 Trust Units (2005 - 284,947 Trust
Units) were issued for no consideration on the arge of an equal number of Class B LP Units
of RNK Capital LP. The exchange resulted in th&dassification of $66,156 (2005 - $414,016)
from non-controlling interest (Note 14) to unithetd' capital.

On August 4, 2005, the Fund completed a privategoleent 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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RAINMAKER INCOME FUND

Notes to the Consolidated Financial Statements

December 31, 2006 and 2005
(tabular note amounts in thousands of dollars)

15.

16.

Unit based compensation plan

The Fund has a variable price unit option plan amder this plan the Fund may grant options to
its employees to allow them to purchase up to @BD,Drust Units of the Fund. The exercise
price of each option granted is equal to the Furidsing unit price on the day prior to the date of
grant and the maximum term is ten years. The &eqrice is reduced by the amount of the per
unit distributions declared and paid by the Fund.

As at December 31, 2006 there were unit optionatgthand outstanding to allow employees to
purchase a total of 360,000 Trust Units (2005 —@®D Trust Units). These options expire on
June 3, 2012. As at December 31, 2006 the exgpdise is $0.92 per unit (2005 - $1.40) and it
will continue to decrease by the amount of distitms declared and paid.

200¢€ 200t
Balance at beginning of ye 360,00( 403,33
Exercised in the year (Note - (43,334
Balance at end of year 360,000 360,000

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

Restructuring costs

Restructuring costs are comprised of severances dostirred following the acquisition and
integration of Rainmaker Entertainment and areepected to be of a recurring nature.
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17.

18.

Contingent liabilities and commitments

(@)

(b)

(©)

Commitments

The Fund has various operating leases with renmibénms up to nine years plus
renewal options. Future minimum lease payment®utitese operating leases are as
follows:

2007 $ 2,311
200¢ 1,88¢
200¢ 1,79
201C 1,711
2011 1,24¢
Thereafte 3,027
$ 11,976

License fees

The Fund is a party to a license agreement whiglirex on December 31, 2011. The
license agreements allows for the use of the nam&&nada in Canada amongst other
benefits. The license agreement requires the patymka quarterly fee equal to a
specified percentage of payroll service revenue.

Litigation

The Fund and its subsidiaries, may from time taetitve a party to certain legal disputes
and claims that arise in the normal course of mssinnone of which individually, or in
aggregate, are expected to have a material adeffess of the Fund's financial position.
The Fund maintains provisions for certain of thésens, which it considers to be
adequate.

Government assistance

Refundable tax credits relating to production ati&s of the Fund are claimed from Canadian
federal and provincial governments. The estimatfdndable tax credits are recorded as a
reduction to operating costs for 2006 of $1,495,&W05 - $Nil).
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19. Income taxes

The Fund is a "mutual fund trust" as defined urttlerincome Tax Act (Canada) and accordingly
is not taxable on its income to the extent thairitome is distributed to its unitholders. This
exemption does not apply to corporate subsidiawbg;h are subject to income tax.

The income tax recovery reported for the year dnBecember 31, 2005 was due to a
reassessment of a corporate tax returns from thedpbefore conversion to an income trust of
$157,000 and the reversal of a future tax liabil@gorded in prior years of $48,000.

Pursuant to Emerging Issues Committee Abstract "Epplication of CICA 3465 to Mutual
Fund Trusts, Real Estate Investment Trusts, Royaligts and Income Trusts" the Fund does not
recognize any future income tax assets or liakdittn temporary timing differences in the Fund.
There are no net material future income tax asseligbilities on temporary differences relating
to the Fund's consolidated corporate subsidiaries.

As a part of the acquisition of Rainmaker Entert@nt (Note 3(a)), the Fund also acquired
certain income tax benefits. Due the structurehef Fund any tax asset represented by these
income tax benefits would not be recognized in fimancial statements of the Fund.

Management is in the process of completing ceitaiome tax filings with the taxing authorities
to determine the future tax benefit available.

20. Changes in non-cash operating working capital
200¢€ 200¢
Accounts receivab $ 9,407 $ 247
Other current asse (65) 13¢
Accounts payable and accrued liabili 1,34(C 671
Liability for payroll disbursemen (449 -
Deferred revent (2,169 1,57¢

$ 8,06/ $ 2,631
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21. Business segments

The Fund, through its subsidiaries, operates ia fisstinct business segments with each segment
offering different services to the film and telewis industry.

Year ended December 31, 2006

Post Visual Payroll Tax credit ~ Other and
production effects Animation processing services Cotgora 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%6 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, 2005

Post Visual Payroll Tax credit ~ Other and
production effects Animation processing services Corgora Total

Revenue $ 12,030 $ 6,964 $ - $ 6,287 $ 1,773 $ 1,237 $ 28,291
Elimination of inter-segmen revenue - - - - - - -
Revenue from external parties $ 12,039 6,964 $ - $ 6,287 $ 1,773 $ 1,237 $ 28,291
Segment earnings (loss) before undernoted $ 6,206 640 $ -$ 3910% 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 $ 4,55% (706) $ - $ 3,078 % 628 $ (5,182)$ 2,377
Expenditures for segment

property, plant and equipment $ 1,096 413 $ - $ 32$ 15 $ 626 $ 2,182
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21. Business segments (continued)
2006
Post Visual Payroll Tax credit Other and
Production Effects  Animation  processing services Cotgora Total
Goodwill $ - $ -$ -$ 1,954 $ - $ - $ 1,954
Total assets $ 8,685% 4914 $ 17,187 $ 15420 $ 6,984 $ 10,220 $ 63,410
2005
Post Visual Payroll Tax credit  Other and
Production Effects  Animation  processing services Cotgora Total
Goodwill $ - $ -$ -$ 1,954 % - $ - $ 1,954
Total assets $ 8,976% 3,234 $ - $ 19,8008 22,647 $ 12,082 $ 66,739
22. Related party transactions

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

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

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

(©) Loans due from production subsidiaries, which adtuided in loans due from production
companies, earn a financing fee, are due on deatére secured by an assignment of
and security interest over film production tax d¢t®due to the production subsidiaries.

(d) Revenue for the year ended December 31, 2006 ieslubtl2,717,559 (2005 -
$4,784,566) for fees and services provided to prtdi subsidiaries at market rate for
these services.
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23. Financial instruments, risks and other matters

(@)

(b)

(©)

(d)

(e)

Financial instruments

Financial instruments include cash, accounts ratédy loans due from production
companies, accounts payable and accrued liabjliiegsility for payroll disbursements,

bank indebtedness, deferred revenue, distributg@yable, long term debt and capital
lease obligations payable, the fair values of wilaipproximate the carrying values.

Foreign exchange risk

The Fund is not exposed to significant foreign exae risk, except for revenue
denominated in United States dollars and United #imy pounds. In 2006 revenue
denominated in United States dollars accounted 486 32005 - 7%) of total revenue.
Revenue denominated in United Kingdom pounds f@628nd 2005 was not material.
The Fund does not currently use derivative instntse manage foreign exchange risk.

Credit risk

Substantially all of the Fund's customers are iretfitertainment industry and are subject
to normal industry credit risks. Credit risk is maged through a credit approval process
and monitoring procedures.

As at December 31, 2006, there was no customer abedunted for over 10% of
accounts receivable. As at December 31, 2005,ctvstomers each accounted for over
10% of accounts receivable and together they a¢edunor 31% of accounts receivable.
Interest rate risk

The Fund is exposed to interest rate risk on thetifig rate credit facilities and term bank
loan as disclosed in notes 11 and 12.

Customer concentration

During the year ended December 31, 2006, the Fudahea customer that accounted for
10% (2005 — 13%) of the total revenue.

24, Subsequent events

During the period January 1, 2007 to March 29, 2@B6& Fund declared distributions of $0.04
per unit to unitholders of record on each of Jaydr, 2007, February 28, 2007 and March 31,

2007.
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