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RAINMAKER INCOME FUND

Rainmaker Income Fund (the “Fund”) is an unincoaped open-ended limited purpose trust established
under the laws of the Province of British Columéial is listed on the Toronto Stock Exchange urfaker t
symbol RNK.un.

The Fund is headquartered in Vancouver, Britishu@bia, Canada and owns a number of businesses
involved in the entertainment industry.
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SUMMARY DESCRIPTION OF THE OPERATING BUSINESSES

Rainmaker Entertainment (“Rainmaker”)

Rainmaker is an industry leader in computer gerdrgtCG”) animation of family entertainment,
producing direct to DVD films, television progranad theatrical feature films. Rainmaker was
originally established in 1993 as Mainframe Enfarteent. Since that time it has used its unique
production pipeline to create, produce and del®erfeature length films based on top international
brands such asBarbie”, “Hot Wheels”, “Spiderman”, “Casper”, “Popegye”, “Tony Hawk”, “Stuart
Little” and ‘Inspector Gadget”. Rainmaker is recognized as an industry pioneehéming developed
the groundbreaking internationally distributed videon series’ReBoot”™ and more than 280 half-hour
programs of CG animated television includingrdnsformers: Beast Warsand ‘Beast Machines”
“Action Man”, and “Heavy Gear”.

Animation Industry Overview

Animation has been a major entertainment mediundéwades, and is typically designed to have broad
appeal to general audiences, particularly famidied children. Animation generally does not become
outdated as quickly as live-action programmingowihg an animated program to be enjoyed by each
new generation of children and generally providinignger life cycle for merchandising and licensirig
products relating to such programming.

Historically children have been the primary tangetrket for animated television programming andufieat
films, however in more recent years both animagzduire films and television programs have shifted t
much broader base of viewers.

In 1995, Disney releasedl6y Story”,the world’s first entirely CG animated feature filmvhich was
developed and produced by Pixail.o§ Story”has achieved worldwide success both in its thedtrddease
and subsequeittome video sales. Since then Pixar and Disney bawe on to produceTdy Story 27,

“Monsters, Inc.”,“Finding Nemo”, “The Incredibles”, “Cars” and most recentlyRatatouille”, all of

which have achieved exceptional box office and hwoitheo / DVD sales.

Other studios have also produced entirely CG amithftature films with varying success, such&tgek”,
“Shrek 2”,the highest grossing animated film of all tim8htek the Third”, “Madagascar”and “Shark
Tale” by DreamWorks, Ite Age”, “Ice Age: The Meltdownand“Robots” by Fox and Blue Sky,Happy
Feet” and ‘The Polar Express’by Warner Bros. andOpen Seasonand ‘Surf's Up” by Sony. CG
animated films are no longer only for children. nylaecent releases, such &hfek the Third’have been
geared primarily to the adult market.

Moreover, as demonstrated by the worldwide sucokssevision shows such as “The Simpsons”, “South
Park”, “Spongebob Squarepants”, “King of the Hdld “Family Guy”, animation content has broad appea
across traditional gender, demographic and culhaaiers.

Based on the success of these franchRemmaker believes there will be continued high aeanfor CG
animation entertainment.
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Rainmaker’s Core Business Strategy

In its more recent history Rainmaker has been estypgmarily in work for hire productions for cliesn
such as Mattel, Sony, Hasbro, and Lions Gate pindutirect to DVD films, television programs and
theatrical feature films. During the year endedc@aber 31, 2007, Rainmaker continued to build its
work for hire relationship with Mattel. We compétthe production ofBarbie as the Island Princess”
and commenced production dBdrbie and the Diamond Castlethe eighth film in the series starring
“Barbie”, one of the flagship properties of Mattelc. We also completedBarbie Fairytopia:
Mariposa” and ‘Max Steel: Dark Rival'for Mattel, each of which is the fourth film indlseries to date.

In March 2007 we commenced production of our larggeduction to date when we began work on
“Escape from Planet Earth”a $42 million budget feature length film for téeinstein Company which
is scheduled for completion in late 2009. We a0 avorking on the production ofThe Nutty
Professor: Facing the Fear’starring the voice of Jerry Lewis, again for iNeinstein Company which
is scheduled to be completed in April 2008.

Rainmaker’s Strategic Animation Outlook

The work for hire production work has been the bboke of Rainmaker’s animation business for the
past few years and it has allowed us to build st filass production facility, develop and hone our
production pipeline and to hire a very talented experienced work force.

Going forward, Rainmaker is looking at transitianiits work for hire business into the development o
its own proprietary productions. This strategy wignefit Rainmaker in a number of ways, the fiehg

that it will allow Rainmaker to control productidiming to increase utilization of its work forcéetreby
decreasing down time, staff turnover, and recrgitiosts. It will also decrease Rainmaker’'s exposorr
currency fluctuations and customer concentratisksti In the long run Rainmaker expects that these
proprietary productions will build a library of siificant value capable of generating revenue from a
number of sources well into the future. The dewalept and retention of a significant entertainment
library is not possible operating a strictly wodt hire business.

Rainmaker is planning to acquire and develop ptesemto 3D stereoscopic feature films for which i
can build franchise brands that will allow for dlaly revenue streams from DVD / Home Video,
interactive video games, online and mobile viewimgerchandising, toys, music and publishing.
Rainmaker will establish both financial and distitibn partners that allow Rainmaker to control the
underlying assets created and to share in allreged revenue. The projects chosen will not oahgét
the traditional family market for animation but@ls wide range of genres and demographics.

The 3D stereoscopic market has been identifietienféature film industry as the sector with theydst
growth potential. The number of digital 3D screemsrld wide increased five fold in 2007 from
approximately 250 to 1,300 and are expected teass significantly over the next few years to 6,600
2009. The growth of this media is further demaatsl by the recent announcement that four major US
studios (Disney, 20Century Fox, Paramount, and Universal Picture#)help finance the conversion of
10,000 theatre screens at a cost of $700 millimactmmmodate 3D films over the next 3 years.

With this increase in 3D screens will come an iasezl need for 3D product and the production process
used to create animated products are very weledguid this format. Rainmaker believes that it can
supply at least 2 animated feature length films ymsar at a price point well below that of the major
studios who generally take two to three years tapce a film such dRatatouille”. The recent success

of stereoscopic films such aBéowulf released by Paramount and Disneyahnah Montana & Miley
Cyrus: Best of Both Worlds Concehiave only increased the excitement and intere80 films.
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Rainmaker is currently working on the developmeht‘Reboot” its classic science fiction action
adventure property based on the first CG animaiedision series into a full length feature filfo this
day “Reboot” continues to have a very significant and loyaloiwing throughout the world and our
recent announcement of plans to bring it back fastaire length film has been met with great interés
addition, Rainmaker has acquired the film right&A®-43", on one of the top selling role playing games
in Europe.

EP Canada Limited Partnership (“EP Canada”)

EP Canada provides payroll and employer of recerdices 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 forseh-cast and crew employees, clients relyEéhon
Location®, a unique software solution, areP 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.

Services are contracted during the pre-productimh@oduction phases of film and television praject
These phases can range from 2 weeks to 6 monttsration depending on the type of production.
Types of productions include pilots, movies of Wheek, series and feature films. During these ghase
employees, sub-contractors and corporations (“pEyeee hired to provide services for the makingaof
project. Payees include directors, producers,evgit performers, office staff, carpenters, lighting
technicians, hair stylists, editors, and auto andkt drivers. Payees rendering services in tima &hd
television industry are represented by multipleonsj adding to the complexity involved in hiringdan
managing the payroll function for film and telewisiproducers. This complexity, along with the @ase

in production work in Canada, has led to a corradpw demand for payroll services.

Given the tight deadlines (imposed by union agregg)ethe substantial capital investments requiced
program and maintain a computerized payroll sysemd, personnel costs, film and television producers
typically outsource most or all of their payrollets. Management of EP Canada expects that, ag$ong
cost effective and quality payroll services areilabte, the outsourcing of payroll service will ¢omwe,

as it is an effective means for film and televismmoducers to decrease operating and manpower. costs
Cast and crew payroll typically accounts for up®8% of a production’s total budget.

EP Canada has been granted an exclusive licen&&EByAdministration Services Inc (doing business as
Entertainment Partners of Los Angeles (“EP-LA"))dmstribute in Canada EP-LA’s industry standard
cost accounting program, VISTA EP-LA also provides marketing support and custoreferrals to EP
Canada. VISTA provides clients with a seamlegariate of costs from the EP Canada payroll system.

The fees charged by EP Canada are based on a fageai payroll labour costs plus government and
union fringe costs and are billed on a weekly basis

Canada Film Capital Limited partnership (“Canada Fn Capital”)

Canada Film Capital is located in Toronto, Ontaal is the leading provider of tax credit admimgtm

and financing services to the film and televisiodustry in Canada. In business since the incepmtfo
the Production Services Tax Credit (“PSTC") progiani997, Canada Film Capital assists producers in
accessing the Canadian tax credit funds and hdatéoprovided its services to over 300 productians,
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has had over $400 million in tax credits underathninistration. It is the largest firm of its tyjpe
Canada, and its systems and services are acknadedgthe industry standard.

Modelled after the tax credit program in existefme Canadian content domestic producers, the PSTC
program’s objective has been to encourage foreigdyters to both produce in Canada and to employ
Canadian residents. This refundable federal tedicis equal to 16% of the qualifying labour p#ad
Canadian residents during the making of a qualifiextiuction.

Following the formation of the federal governmer8TE program, the various provinces announced
similar labour-based tax credit programs making &i@aneven more attractive to foreign producers.
Recognizing the importance of the incentives, tbhdefal and most provincial governments have
increased the value of the tax credits over thesyaad have offered additional credits for spexngali
services such as digital animation and visual &gfec

By utilizing Canada Film Capital’'s Finance and Admstration service, producers get immediate access
to their tax credits instead of waiting for the disrto be released by the government long afteryotaxh

has wrapped. Canada Film Capital discounts thaevaf the tax credits and provides cash flow to the
producer during production.

By utilizing Canada Film Capital’s Administratioersice, producers avoid the administrative burdien o
managing the tax credit application process. Caiiéith Capital manages the entire process andedsliv
the tax credit refund to the producer upon redegph the government.

Canada Film Capital offers a virtual turn key simntto accessing the tax credits. Canada Film t@hapi
incorporates a single-purpose Canadian produceovices company, which is engaged by a copyright
holder to produce a project. The production sessicompany then engages Canada Film Capital to
administer the tax credit applications. Once tralpction has wrapped, Canada Film Capital revialivs
production costs incurred to ensure all qualifyliapour has been identified. It then prepares the
company’s year-end financial statements and apfidiethe company’s tax credits by filing the federa
and provincial corporate income tax returns.

As administrators of the single-purpose compan@anada Film Capital LP continues to file all
necessary government and tax filings until the camypcan be wound up or dissolved.

Discontinued Operations

Effective on January 1, 2008, Rainmaker sold itstpgmoduction and visual effects net assets and
operations to Deluxe Vancouver Ltd. and as such #ine disclosed as assets and liabilities helcsdde
and discontinued operations in the annual congelitiinancial statements for the years ended Deeemb
31, 2007 and 2006 and the related Management Biscuand Analysis.

Since 1979, Rainmaker Post has been a leadingséullice provider of post-production services to
producers of feature films, television and commadsci Post production is an integral phase of imal
television production during which the raw sound gmcture elements captured during production are
shaped into a final product for distribution.

Since 1994, Rainmaker Visual Effects with officed/ancouver, British Columbia and London, England,

has been providing visual effects services to thiereainment industry for feature films, television
commercials and video games.
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MESSAGE TO UNITHOLDERS

Business Strategy

During the past year and a half we have been baswsforming the operations of Rainmaker Income
Fund (the “Fund”). Having completed the acquisitiof Rainmaker Entertainment Inc. (“Rainmaker”)
(formerly Mainframe Entertainment) in 2006, managamand a special committee of the Board of
Trustees undertook a strategic review of the FuFtake result of this review was that we decidedoub
Rainmaker’s resources on animation for a numbereasons, principally as it is an area with strong
growth potential. There are a limited number odldied studios worldwide capable of delivering lhig
guality computer generated (“CG”) animation at ptice point and there is a growing demand for CG
animated content throughout the world. Vancouas & good talent pool, excellent training facitie
and strong industry incentives to support this ghow

Rainmaker has been producing computer generatesated products for 15 years during which it has
completed 27 CG animated films and over 280 halir helevision shows for some of the most successful
companies in the world. Rainmaker has been abldeie@lop its production pipeline and build its
infrastructure to the point where it can considiedeliver high quality animated productions onéilend

on budget.

Going forward, Rainmaker is looking at transitiayiits work for hire business into the developmeht o
its own proprietary productions. This strategy wignefit Rainmaker in a number of ways, the fieihg

that it will allow Rainmaker to control productidiming to increase utilization of its work forcéetreby
decreasing down time, staff turnover, and recrgitiosts. It will also decrease Rainmaker’'s exposoir
currency fluctuations and customer concentratigksti In the long run Rainmaker expects that these
proprietary productions will build a library of sificant value capable of generating revenue from a
number of sources well into the future. The develept and retention of a significant entertainment
library is not possible operating a strictly wodk hire business.

Rainmaker is planning to acquire and develop ptesemto 3D stereoscopic feature films for which i
can build franchise brands that will allow for dlzcly revenue streams from DVD/ Home Video,
interactive video games, online and mobile viewimgerchandising, toys, music and publishing.
Rainmaker will establish both financial and distitibn partners that allow Rainmaker to control the
underlying assets created and to share in allreged revenue. The projects chosen will not oahgét
the traditional family market for animation but@la wide range of genres and demographics. Wenare i
the process of developingRéboot”, Rainmaker’s classic television series (which wlas first CG
television show in the world), as a feature lerfgth and have acquired the film rights tAT-43", one

of the largest role playing games in Europe.

The Fund is also continuing to pursue the growthEBf Canada’s payroll processing business having

recently gained a number of new clients followihg tessation of operations of a competitor in Janua
2008.
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Deluxe Sale Transaction

As part of our strategy to focus on animation weehaompleted the sale of the certain net assets of
Rainmaker’'s post production and visual effects af@ns to Deluxe Vancouver Ltd. and Deluxe
Entertainment Services Group Inc. (collectively liD&”) for a cash payment of $14.0 million paid the
closing on January 8, 2008, a promissory note 2ds $illion due on January 8, 2009, a further cayent
cash payment of up to $6.0 million to be earnedbaged on revenue targets, and up to $5.0 milion
service credits for Deluxe services available timRaker for its ongoing animation projects. Thie eill
allow Rainmaker to focus its resources in the ationamarket, which is viewed as a higher growth
potential market. The proceeds from the sale weeel to retire bank debt and to provide workingtabp

for the continued growth and expansion of the ationalatform.

Results of Operations for 2007

Fiscal 2007 was the first full year of operatioos the animation segment as Rainmaker was acqgaired
July 31, 2006, which accounted for the increaseewienue from $5.7 million to $20.8 million. During
2007 the animation group was operating at nearaiigpaWe completed the production ddrbie as the
Island Princess”’and commenced production dBdrbie and the Diamond CastletWhich will be the
eighth film in the series starring “Barbie”, onetbé flagship properties of Mattel Inc.(*"MattelWe also
completed Barbie Fairytopia: Mariposa”’and ‘Max Steel: Dark Rival'for Mattel, each of which is the
fourth film in the series to date, and commencedkvem “Barbie in a Christmas Cargl'a new direct to
DVD Christmas film for Mattel.

In March 2007 we commenced production of our largeeduction to date when we began work on
“Escape from Planet Earth’a $42 million budget feature length film for tiAéeinstein Company. This
project is progressing well and is scheduled fangletion and release in theatres in late 2009. avée
also working on the production offhe Nutty Professor 2”starring the voice of Jerry Lewis, again for
the Weinstein Company which is scheduled to be ¢eteg in April 2008.

Both EP Canada and Canada Film Capital had goad y&l#hough earnings and cash flow were slightly
lower than the previous years due principally todtiparty strikes in the industry, the last of whiwas
settled in February 2008. In January 2008, a ctitop@f EP Canada, which had approximately 10% to
15% market share declared bankruptcy, which hadteesin the cessation of their operations and EP
Canada has gained many of its clients.

Thanks to all our employees for their dedicationl éinst class work and to our unitholders for their
continued support.

“Warren Franklin”

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, 2008 and is
intended to assist in understanding the resultgpefations and financial condition of Rainmakermime
Fund (“Rainmaker” or the “Fund”) and should be rdadconjunction 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 otherwiseteth 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 definedeunGAAP. 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 termeduis documents of other public entities.

Distributable cash

Distributable cash is not a term defined under GAABwever the Canadian Institute of Chartered
Accountants have issued an Interpretive Releaselwirtovides guidance on reporting Standardized Cash
in MD&A. In addition, the Fund has continued tgoet its historical non-GAAP measure which is
shown as Adjusted Distributable Cash as we belihaé this is more meaningful. The Fund defines
adjusted distributable cash as distributable cashcalculated pursuant to the Interpretive Release
adjusted for the change in non-cash operating wgrkapital items and proceeds on sale of property,
plant and equipment.

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

EBITDA is not a term defined under GAAP. The Fulefines 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 asdwehere in the Annual Report are forward looking
statements subject to risks and uncertainties. udber of factors could cause actual results tcediff
materially from those expressed in forward-lookstgtements, including but not limited to: decisiohs
foreign producers to operate in Canada and Brifislumbia, fluctuations in government policies, the
effect of seasonality, fluctuations in currency lexege rates, income tax matters, changes in teagyol
and capital expenditure requirements, acquisitibres Fund may undertake in the future and general
economic conditions in North America. The Fund peiss 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 statementsdaed not undertake any obligation to publicly revis
these forward-looking statements to reflect neworimiation, subsequent events or changes in
circumstances.
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RAINMAKER INCOME 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 Capitalvns a number of businesses which are involved in
the entertainment industry. The Fund has 17,189u8ts outstanding. In addition there are 240,736
Class B units of RNK Capital outstanding which nieyconverted into units of the Fund at the optibn o
the holder for no additional consideration. Thésuof the Fund trade on the Toronto Stock Exchange
under the symbol RNK.un.

OPERATING BUSINESSES

The Fund is dependent on the operations of thewswnderlying businesses.
Rainmaker

Rainmaker is a computer generated animation primuctompany wherein artists use sophisticated
software to design and build three dimensional risode the computer and then manipulate those models
with a series of computer commands to create thieedieoutcome.

EP Canada

EP Canada is Canada’s largest provider of payroktgssing for the film and television industry wggsin
internally developed state of the art payroll seitevto provide a full range of payroll and emplogér
record services, including issuing cheques toadt eand crew payees, issuing records of employareht
Canada Revenue Agency tax slips, providing all mmemittance statements and funds in accordance
with union agreements and providing all statutaeguttions to Canada Revenue Agency.

Canada Film Capital

Canada Film Capital provides tax credit adminigtraservices whereby it manages the tax creditgg®c
from application through receipt of funds on behafifproducers and financing of the tax credits to
foreign producers with immediate access to a distsmliportion of their tax credits instead of waitior
the funds to be released by the government lomg pfoduction has wrapped.

Discontinued Operations

During 2007, the Fund entered into an agreemestliothe net assets of its post production andaVisu
effects operations (the “Post and VFX Operatiorts”’Peluxe Vancouver Ltd. and Deluxe Entertainment
Services Group Inc. (collectively “Deluxe”). Theals transaction closed on January 8, 2008, with an
effective date of January 1, 2008.

The consolidated financial statements for the yeaded December 31, 2007 and 2006 and the related

MD&A disclose the assets and liabilities of the tRaosd VFX Operations as being held for sale andatis
the results of operations and cash flows as disuoed operations.
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Summary of Quarterly Results
Below is summary information provided for the laght financial quarters.

All amounts in 000's of dollars, except per unit fyures

Quarter Ended

Q1 Q2 Q3 Q4 Q1 Q2 Q3 Q4
2006 2006 2006 2006 2007 2007 2007 2007

(Note 1)
Total revenue 2,171 3,154 5,832 8,42D 6,580 8,800 8,293 9,823
EBITDA (754) 184 1,123 1,63¢ (1,433) 1,997 1,265 484
Earnings (loss) from continuing
operations (1,186) (276) (190) (2,569)| (3,382) 140 (487) (6,792)
Earnings (loss) from discontinued
operations 1,389 841 488 (1,068)| (1,050) (2,189) 173 (880)
Net earnings (loss) 203 565 298 (3,637) (4,432) 042 (314) (7,672

Earnings (loss) from continuing
operations—per basic and diluted unit (0.07)  (0.02)  (0.01) (0.15)| (0.20) 0.01  (0.03) (0.40)
Net earnings (loss) - per basic and
diluted unit 0.01 0.03 0.02 (0.21)| (0.26) (0.12) (0.02) (0.45)

Note 1:  The acquisition of the animation segmemingerly Mainframe Entertainment) and now includegart of Rainmaker was effective July
31, 2006 and the results of operations are coraetidrom that date.
Note 2:  The quarterly information has been restaiedflect the discontinued operations.

The quarterly information is unaudited, but refteatl adjustments of a normal, recurring natureictvh
are, in our opinion, necessary to present a faitestent of the results of operations for the peariod
presented. Quarter-to-quarter comparisons in itenéial results are not necessarily meaningful and
should not be relied upon as an indication of fifperformance.

Liquidity and capital resources

The Fund’s liquidity needs can be met through &tanf sources. The principal source of cashasf
operations. The Fund also generates cash by bogagainst various operating lines of credit, tigto
capital leases, the issue of units of the Fundtledale of non-core assets.

The primary uses of cash are operating expenspgalcaxpenditures, interest and principal on apit
leases, interest and principal on bank indebtedniesésrest on long term debt, distributions and
acquisitions.

As at December 31, 2007, the Fund has a workingtatageficit of $8.5 million, caused by the
classification of $9.0 million term bank debt asiarent liability as a result of not meeting a fical
covenant. The Fund repaid this debt in full onuday 8, 2008 from the proceeds on the sale of icerta
assets. The Fund believes that through operatindsshort term financing under its credit facistie
will generate sufficient liquidity to meet cash végments for the next 12 months.

Sale of non-core assets

The Fund has entered into an Agreement to displosertain non-core assets, which have been distlose
as assets and liabilities held for sale. Proc&eds the sale were used to significantly reducekiabt.
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Cash flow from operations

Cash flow from continuing operations before chanigeson-cash operating working capital for 2007
increased $1.7 million to $2.3 million from $0.6lkioh in 2006. This increase was due to improvetsen
in the animation operations.

Credit facilities

The Fund has a $10.0 million revolving credit fiagibivailable for general working capital purposss
way of production loans against film and televismmoduction tax credits on a per picture basis.e Th
bank loan drawn on the line of credit and intetesteon is repayable upon receipt of the respefitive
and television tax credits. As at December 31,72802.9 million had been drawn on this facility aand
further $0.8 million is currently in place to dragainst.

The Fund has a $2.0 million revolving credit fagiliwhich can be drawn on to fund general working
capital and other corporate requirements. As aebBer 31, 2007, $0.9 million had been drawn os thi
facility and a letter of credit of $0.4 million watso posted against this facility.

The Fund has a $10.0 million revolving credit feagifor the purpose of providing financing of filand
television tax credits to the production compartl@®ugh which production services are provided to
foreign studios. The bank loan drawn on the lifieredit and interest thereon is repayable uporipéc
of the related film and television tax credits. @sDecember 31, 2007, $4.5 million had been drawn
this facility.

Contractual obligations

Below is a summary of the Fund's contractual obibgs on a calendar basis.

All amounts are in 000's of dollar:

Less thar 1to < 4t0F After 5
Total 1yeal years years years

Bank indebtedne: $ 7,28 $ 7,28¢ $ - % - % -
Long term det 15,59¢ 9,00( 6,59¢ - -
Capital lease obligatio 3,027 71k 1,321 91C 81
Operating lease(Note 1) 11,42¢ 1,69¢ 3,58( 2,57 3,57¢

$ 37,33¢ $ 1869 $ 1149¢ $ 3,48 $ 3,657

Note 1 The operating leases are principally facléses.
Note 2 In addition to the above, as at DecembeRBQ7, there are contractual obligations totalidg/ $nillion related to
discontinued operations

Bank indebtedness represents drawings under theusacredit facilities, which are used to fund
operations and, except for the general line ofigrade due upon receipt of associated tax credgitsch

are expected to be received within the next fisear. Long term debt includes debentures of $6.6
million which do not require any principal paymentgtil June 2009 and interest is paid by issuarice o
additional debentures and a term bank loan of 88lllbn. As at December 31, 2007, the Fund did not
meet a financial covenant in connection with thentdébank loan and the term bank loan has been
reclassified to current liabilities pending renegion of terms, however, this loan was repaiddut én
January 8, 2008.
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Capital Expenditures

Capital expenditures for property, plant and eq@ptior 2007 were $5.0 million, of which $4.0 noti
was financed with capital leases and the balance fimanced from cash flow and short term bank
indebtedness as compared with $0.4 million in 28106f which was financed from cash flow.

Distributable Cash

Below is a reconciliation of distributable cashtiie amounts recorded in the financial statements.

All amounts are in 000's of dollars, except per unifigures

2007 200¢
Cash flow from operatiol $10,27¢ $10,54:
Cash flow from discontinued operatit (3,038 1,12
Purchase of property, plant and equipr (4,962 (260)
Proceeds of financing for property, plant and euap 4,01t -
Repayment of capital lea: (942° (532
Distributable cas| 5,34¢ 10,87:
Changes in non-cash operating working ce (8,013 (9,979
Proceeds on sale of property, plant and equig - 2,03¢
Adjusted distributable ca $ (2664 $ 2,92
Distributable cash per u $ 031 $ 0.6°
Adjusted distributable cash per $ (015, $ 0.17

Note 1:  Distributable cash and Adjusted distriblgatash per unit is determined based on the nuofbBrust Units of the Fund and Class B
LP Units of RNK Capital LP outstanding during egehtiod.

Distributable cash as calculated above is in a@oare with the Interpretive Release issued by ti@ACI
which provides guidance on reporting Standardizestributable Cash in MD&A. In addition, the Fund
has continued to report its historical non-GAAP mga which is shown as Adjusted Distributable Cash
as we believe that this is more meaningful.

The calculation of adjusted distributable cash2@d6 includes the proceeds of $2.0 million from shke
of two office buildings. These transactions areexpected to recur and if excluded from the cailtboih,
Adjusted Distributable Cash for 2006 would haverbe&$0.9 million or $0.05 per unit.

Distributions

The Fund has suspended distributions after the patyof our April 2007 distribution on May 15, 2007.
Currently there are no plans to resume the paywiedistributions. Total distributions declared ({$t
Units and Class B LP units) were $2.7 million or®per unit for 2007, of which 97% was taxable
income to unitholders and the balance was a reticapital as compared with $8.3 million or $0.48 p
unit for 2006.

For 2007, total distributions declared and paidenarexcess of adjusted distributable cash and bega
paid out of cash balances and short term bank tedabss.
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Transactions with Related Parties

Canada Film Capital is in the business of admiriigjeand in some cases financing tax credits for
foreign film and television producers. As parttbése services Canada Film Capital incorporates a
wholly owned subsidiary company, which is usedtifier production of the film or television projecthe
foreign producer is responsible for all operatioaat financial matters regarding the productionl unt
such time as the production work in Canada is cetadl In some cases Canada Film Capital provides
only certain administration services relating te thx credit process in exchange for a fee andharo
cases Canada Film Capital provides financing ofuhgre film and television tax credits generatgdhe
production. At the conclusion of the productiohe tproducer returns the records of the production
subsidiary to Canada Film Capital which then prepand files the tax returns to generate the &ditst

As discussed in detail in note 2(i) of the annuadited consolidated financial statements for tharye
ended December 31, 2006, the Fund has determirsdththse production subsidiaries are variable
interest entities (“VIE"), however, as the Fundnigt exposed to the majority of expected losses or
benefits they have not been consolidated. A ViEAnsentity in which equity investors do not have a
controlling financial interest and include entitwere the equity invested is considered insufficie
finance the entity’s activities without additiorsalbordinated financial support.

Sale Transaction

The Fund has entered into a definitive agreembat“@greement”) dated November 28, 2007 with Deluxe
Entertainment Services Group Inc. and Deluxe Vameoltd. (collectively “Deluxe”) whereby Deluxe has
agreed to purchase the net assets of Rainmakest groduction and visual effects operations in
Vancouver, British Columbia and the shares of Raken Animation and Visual Effects UK Limited, our
visual effects operation in London, England (cdllesty the “Post and VFX Operations”).

The total purchase consideration will be payabl®bsvys:

e $14.0 million in cash on closing, which was recdiea January 8, 2008;
e $2.5 million by way of a promissory note due Jap@r2009;

* $6.0 million earn-out based on revenue targets; and

* $5.0 million Deluxe service credits.

The proceeds from the sale were used to retire Babkand to provide working capital for the conéd
growth and expansion of the animation platform.

The consolidated financial statements have disdldbe assets and liabilities of the Post and VFX
Operations as being held for resale and the rel@salts of operations and cash flows as discoetinu
operations.

Acquisition Transaction

The Fund, through its subsidiary RNK capital, acephi61.8% of Rainmaker on July 31, 2006 for cash of
$7.4 million and the balance (38.2 %) was acquordOctober 31, 2006 for cash of $6.5 million for a
total of $13.9 million plus costs of $1.2 milliororf a total purchase price of $15.1 million. The
acquisitions were financed in part by a term basdnlfor $9.0 million and the balance from cash on
hand. Further details of the net assets acquiredoatlined in note 4 to the consolidated financial
statements for the year ended December 31, 2007.
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Critical Accounting Estimates

The consolidated financial statements have beepaped in accordance with Canadian generally
accepted accounting principles. A summary of tgrificant accounting policies used in the preparat

of our financial statements is included in notef2he consolidated financial statements for theryea
ended December 31, 2007. The measurement of cexsaets and liabilities is dependent upon future
events whose outcome will not be fully known ufititure periods. Therefore, the preparation of the
consolidated financial statements requires managetaanake estimates and assumptions that affect th
reported amounts of assets, liabilities, revenuss expenses. Actual results will vary from those
estimated.

Allowance for doubtful accounts

An allowance for doubtful accounts is recordeddocounts receivable that are considered to be iagbai
reflecting the inability of our customers to maleguired payments. The allowance is based on the
knowledge of the financial condition of customeh® aging of receivables and historical experienge.
change in one of more of these factors could imgeeestimated allowance and provision for badsebt
recorded.

Depreciation, amortization and valuation of propemplant and equipment

Depreciation and amortization is charged to opamatover the estimated useful life of the propetsmt

and equipment. Management reviews its propertgntplnd equipment for evidence of impairment
whenever events or circumstances indicate thatdneing value of an asset may exceed its estimated
recoverable amount.

Acquisition accounting

Accounting for an acquisition requires that thechase price be allocated to the fair value of #teassets
acquired, with the residual being goodwill. Estiesaare made of the fair value of property, pland a
equipment, and intangible assets. The Fund maggenidependent advisors to assist management in
estimating the fair values.

Goodwill impairment

Goodwill is tested for impairment on an annual ®&si first comparing the fair value of the repagtimit
to its carrying value and then if the carrying eakexceeds the fair value, the fair value of themtimg
unit's goodwill is compared with its carrying valtedetermine the amount of impairment. The faiug
of the reporting unit is determined by referencestmated future cash flows and an appropriateatian
multiple. Any impairment in goodwill is expensetdthe period of impairment.

Intangible asset impairment

Intangible assets are tested, at a minimum, onnaua basis in the fourth quarter of each year for
impairment in value by applying a fair value basest to each intangible asset. The fair valuertest
incorporate estimates such as future normalizediregs and cash flows, earnings and cash flow
multiples, discount rates and residual values. Ampairment in the value of intangible assets is
expensed in the period of impairment.
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Proprietary film and television properties

Rainmaker Entertainment, accounts for its producéind distribution of proprietary film and telewsi
properties in accordance with AICPA Statement osifRin 00-2, “Accounting By Producers and
Distributors of Film” (“SOP 00-2"). SOP 00-2 guires that film and television costs of product#ord
acquisition are amortized using the individual flonecast method under which such costs are aredrtiz
for each film or television program in the ratiorefvenue earned in the current period for such tdl
management’s estimate of the total revenue to bkzeel from all media and markets for that title.
Management regularly reviews and revises when sacgsits total revenue estimates on a title-dg-tit
basis, which may result in a change in the ratarobrtization and/or a write-down of the film and
television asset to the estimated fair value amouresults of operations in future years are depetnd
upon the amortization of film and television costsd may be significantly affected by periodic
adjustments in amortization rates. As a resu#,Rbnd’s financial results may fluctuate from pério
period. If estimates of ultimate revenues changh vespect to a film or television program, cagsin
reductions in fair values, we may be required tdendown all or a portion of the related unamouize
costs. The fair value of the film or televisiorogram is determined using management’s estimates of
future revenues and costs under a discounted dashapproach and a write down equivalent to the
amount by which the unamortized costs exceed ttimated fair value of the film or television progra

is recorded in operating costs.

Revenue recognition

Revenue from production services agreements aogméxed using the percentage of completion method
based upon the proportion of costs incurred redativtotal estimated costs. The Fund may needjtstad
the estimated costs to complete these projecteifittual results differ from the Fund’s estimaldse
project to date effect of any changes in estimate®sts to complete is recognized in the perioémthne
change is determined by management.

Revenue from licensing of film and television pramming is recognized only when persuasive evidence
of a sale or licensing arrangement with a custoexests, the film is complete, the contractual dmtw
arrangements have been satisfied, the licensedpbds commenced, the arrangement fee is fixed or
determinable, collectibility of the proceeds iss@@ably assured and other conditions as specifi¢del
respective agreements have been met.

Revenue from merchandising and licensing contrfactthe sale of related rights is recognized when t
contracts are executed, the guaranteed minimum msiare known and collectible, and the license
period has commenced. Amounts receivable in exaessn-refundable guaranteed amounts, royalties
and other contractual payments are recognizedvasue when the amounts are known and become due
provided collectibility is reasonably assured.

Cash received in advance of meeting the revenusgn@oon criteria described above is recorded as
deferred revenue.
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Risks and Uncertainty

The Fund is an unincorporated limited purpose truBlistributions to unitholders may be declared
monthly by the trustees and are not guaranteee. abhity to pay cash distributions is entirely dagent
upon the earnings and cash flow generated fromatipes. This may fluctuate with the performance of
the businesses, which can be susceptible to a nuaibi@sks. These risks may include, but are not
limited to dependence on key customers, foreignecay fluctuations, government regulations regaydin
tax credit programs and competition. In additibaré are certain risks associated with a trush,dgiag

the nature of trust units, unitholder limited liglyi income tax matters and government regulatiovse
continually take steps to mitigate risks througlkeraping procedures.

A more in depth discussion of the business risksbeafound in the Fund’s Annual Information Form.

Changes in Accounting Policies including Initial Aebption

Effective January 1, 2007, the Fund adopted two remeounting standards related to financial
instruments that were issued by the Canadian umstibf Chartered Accountants (“CICA”). These
accounting policy changes were adopted on a praspebasis with no restatement of prior period
financial statements. The new standards and atiogywolicy changes are as follows:

Comprehensive income (CICA Handbook Section 1530)

Comprehensive income is the change in unitholdegigty during the period from transactions and iothe

events and circumstances from non-owner sourcesactordance with this new standard, the Fund
reports a consolidated statement of comprehensigeme and a new category, accumulated other
comprehensive income, is added to the unitholdegsity section of the consolidated balance sheet fo
any unrealized gains and losses on financial astassified as available for sale. The Fund had no
“other comprehensive income or loss” transactionsng the year ended December 31, 2007 and no
opening or closing balances for “accumulated coimmsive income or loss”.

Financial instruments — recognitions and measurdn@€CA Handbook Section 3855) and disclosure
and presentation (CICA Handbook Section 3861)

In accordance with this new standard, the Fund clagsifies all financial instruments as either Held
trading, available for sale, held-to-maturity, leaand receivables or other financial liabilitidsinancial
instruments classified as held-for-trading are mess$ at fair value with unrealized gains and losses
recognized in operating results. Financial insenta classified as available for sale are measatréar
value with unrealized gains and losses recognizedher comprehensive income. Financial instrusient
classified as held-to-maturity, loans and recei@abbr other financial liabilities are measured at
amortized cost.

Upon adoption of these new standards, the Fundlésignated its cash and cash equivalents as held-fo
trading, which are measured at fair value. Accsueteivable and loans due from production comganie
are classified as loans and receivables, whichnagasured at amortized cost. Accounts payable and
accrued liabilities, bank indebtedness and longtdebt are classified as other liabilities, whiglke a
measured at amortized cost.

During the year ended December 31, 2007, the Faddnleither available for sale nor held-to-maturity
financial instruments. The initial adoption of sleeaccounting policies did not have a material chpa
the Fund’s financial condition, change in finanaahdition and results of operations for the yaatesl
December 31, 2007.
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Recent Tax Developments

On October 31, 2006, the Canadian government ameoua “Tax Fairness Plan” that would, among
other things, create a new tax regime for publtchgded income trusts, including the Fund. Under th
proposed rules, the taxable portion of an incorast’s distributions would be subject to taxationain
manner similar to the treatment of taxable inconiinv a corporation. For existing income trusts t
new rules would not become applicable until 201dvigted they limit their expansion to “normal
growth” prior to 2011. On December 15, 2006, tlmv€&nment issued guidelines with respect to what it
would consider “normal growth” for existing inconrists that wish to ensure that they do not become
subject to the proposed tax rules until 2011. Wndese guidelines, the amount of equity units Hrat
income trust can issue to finance growth up to 20&h% not exceed the value of its publicly tradedityq
units on October 31, 2006 (subject to annual limitBhe guidelines do not explicitly limit the amuwof
debt that an income trust can issue to fund groalthpugh as a practical matter this will be caaisted

by credit considerations and or financial covenan® December 21, 2006, the Government released
draft legislation for comment. Considerable uraety still exists, as the draft legislation does fully
address all aspects of the tax regime introducethenTax Fairness Plan, (including “normal growth”
guidelines). Further, the proposed legislatiomasv subject to review by a Parliamentary committee
through an expedited public hearing process. Tgnfor enactment of the legislation by Parliament
remains uncertain.

On September 22, 2007, the Government of Canaddeshaew legislation imposing additional income
taxes upon flow-through entities, including incotnests such as the Fund, effective January 1, 2011.
Prior to September 2007, the Fund estimated th&rduihcome tax on certain temporary differences
between amounts recorded on its balance sheewfiik &nd tax purposes at a nil tax rate. Under the
newly enacted legislation, the tax rate on the 20410 reversal of these temporary differences béll
31.5%. Temporary differences reversing prior tcc&aber 31, 2010 will still give rise to nil future
income taxes.

Based on its assets and liabilities as at Decer®bef007, the Fund has estimated the amount of its
temporary differences which were previously notjsctbto tax and the period in which these diffeemnc
will reverse. Currently, the Fund has net taxdddaefits which principally relate to non-capitak tass
carry-forwards and temporary differences on propgtant and equipment, offset by the lack of tasib

of certain intangible assets. The Fund estimdtas it will continue to have net taxable benefits a
January 1, 2011, however as the Fund does notdmrisimore likely than not that the tax asset$ el
realized the Fund has applied a valuation allowaarté therefore no future income tax expense or
recovery has been recorded for the period.

While the Fund believes it will be subject to taxder the new legislation, the tax rate on temporary
difference reversals after 2011 may change in é&utperiods. As the legislation is new, future
administrative interpretations of the legislatioould materially affect management’s estimate of the
future income tax asset or liability. The amoumd &éiming of reversals of temporary differenced ai$o
depend on the Fund's future operating resultsnéiimgs and asset acquisitions and dispositions.
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Disclosure Controls and Procedures

Disclosure controls and procedures are designegréwvide reasonable assurance that all relevant
information is gathered and reported to senior mgameent, including the Chief Executive Officer
(“CEQ”) and the Chief Financial Officer (“CFQ”), amtimely basis so that appropriate decisions &n b
made regarding public disclosure.

An evaluation on the effectiveness of the desigh @peration of disclosure controls and proceduras w
conducted by management, including the CEO and GisOat December 31, 2007. Based on this
evaluation the CEO and CFO have concluded that~thed’s disclosure controls and procedures, as
defined by Multilateral Instrument 52-109 of then@dian Securities Administrators, Certification of
Disclosure in Issuers’ annual and Interim Filingjdi(52-109"), are effective to ensure that informnost
required to be disclosed in reports that the Fuled br submits under Canadian securities legasfais
recorded, processed, summarized and reported withitime periods specified in those rules and form

Internal Control over Financial Reporting

Internal control over financial reporting is desgnto provide reasonable assurance regarding the
reliability of financial reporting and preparati@f financial statements in accordance with GAAP.
Management is responsible for establishing and tai@ing adequate internal control over financial
reporting for the Fund and its subsidiaries.

As part of the certification process required uniliérs52-109, the CEO and CFO must also certify that
they are responsible for establishing and maimginimternal control over financial reporting andvéa
designed such internal control over financial répgror caused such internal control over financial
reporting to be designed under their supervision.

The CEO and CFO have concluded that as at Dece®ihet007, the Fund had designed such internal
control over financial reporting, as defined in BR-109, to provide reasonable assurance regarbeng t
reliability of financial reporting and the prepaoat of financial statements for external purposes i
accordance with GAAP.

Other
Additional information and other publicly filed daments relating to the Fund, including the Annual

Information Form, are available through the int¢éroe the Canadian Securities Administrators’ System
for Electronic Document Analysis and Retrieval (E¥&R”), which can be accessedvatvw.sedar.com
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Management Responsibility for Financial Reporting

Management is responsible for the preparation and presentatioe @insolidated financial statements and all
other information in the Annual Report. This responigjbihcludes the selection and consistent application of
appropriate accounting principles and policies in additioméking judgments and estimates necessary to
prepare the consolidated financial statements in accordance with @argedierally accepted accounting
principles. It also includes ensuring that the other Girnnformation presented in the Annual Report is
consistent with the consolidated financial statements.

The Fund maintains appropriate systems of internal contpuBgcies and procedures, which provide
Management with reasonable assurance that the assets are safeguarediaadcial records are reliable
and form a proper basis for preparation of financial statemeiitise consolidated financial statements have
been audited by the Fund's independent auditors, Deloifteuthe LLP, whose report to the unitholders is
included in this Annual Report.

The Board of Trustees of the Fund ensure that Managemélis ftd responsibilities for financial reporting
and internal control through an Audit Committee. Thiswoottee is comprised solely of independent trustees
who review the consolidated financial statements and Annual Repdreport to the Trustees. The auditors
have full and direct access to the Audit Committee.

“Warren Franklin” “Mike Barnsley”
Warren Franklin Mike Barnsley
Chief Executive Officer Chief Financial Officer

March 28, 2008

Auditors’ Report
To the Unitholders of Rainmaker Income Fund

We have audited the consolidated balance sheets of Rainmaker IRooches at December 31, 2007 and
2006 and the consolidated statements of operations and congiveHens, unitholders' equity and cash flows
for the years ended December 31, 2007 and 2006. These finstatémhents are the responsibility of the
Fund's management. Our responsibility is to express mmopn these financial statements based on our
audits.

We conducted our audits in accordance with Canadian generally acaagitag standards. Those standards
require that we plan and perform an audit to obtain reasonableass whether the financial statements are
free of material misstatement. An audit includes examining st basis, evidence supporting the amounts
and disclosures in the financial statements. An audit alsod@slassessing the accounting principles used
and significant estimates made by management, as well as evaluaingverall financial statement
presentation.

In our opinion, these consolidated financial statements présielyt in all material respects, the financial
position of the Fund as at December 31, 2007 and 2006 amdstlts of its operations and its cash flows for
the years then ended in accordance with Canadian generally accepted agqourtiples.

“Deloitte & Touche LLP”

Chartered Accountants

Vancouver, British Columbia
March 28, 2008
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RAINMAKER INCOME FUND

Consolidated Balance Shee
as at December 3:
Expressed in thousands of dollal

2005 200¢
Asset: Restated - Note 3
Curren
Cast $ 1426, $ 10,28(
Accounts receivable (Note 13,33¢ 11,30¢
Loans due from production companies (Note 10 aric)} 4,75C 4,85¢
Other (Note €& 531 61¢
Current assets held for sale (Not 4,15( 3,44+
37,03 30,507
Property, plant and equipment (Not 6,44( 4,767
Intangible assets and goodwill (Note 6,66¢ 15,54¢
Other (Note € 1,311 71¢
Non-current assets held for sale (Not 10,27 11,87:
$ 61,722 $ 6341
Liabilities
Curren
Accounts payable and accrued liabili $ 5517 $ 6,16¢
Liability for payroll disbursements (Note 11,38t 7,491
Deferred revent 7,79 99¢
Bank indebtedness (Note ! 7,28¢ 4 95¢
Current portion of long term debt (Note 9,00( -
Current portion of capital lease obligations paggblote 13 71t 58:
Distributions payabl - 68¢
Current liabilities held for sale (Note 3,86¢ 3,68¢
45,55¢ 24,56¢
Long term debt (Note 1 6,59¢ 15,18:
Capital lease obligations (Note 2,312 28(
Other (Note 12 1,26¢ -
Non-controlling interest (Note 1 - 24z
Non-current liabilities held for sale (Note 2,95¢€ 2,95t
Contingent Liabilities and commitments ( Note 58,68 43,22¢
Unitholders' Equity 3,04( 20,18:

$ 61,72« $ 6341

See accompanying notes to these consolidated falamatements

Approved by the Trustees:

“Bruce Hodge” “Warren Franklin”

Bruce Hodge, Trustee Warren Franklin, Trustee
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RAINMAKER INCOME FUND

Consolidated Statements of Operations and Comprehsive Los:!
for the years ended December 3
Expressed in thousands of dollars, except unit angker unit amounts

200i 200¢

Restated - Note 3

Revenue $ 3349 $ 19,571
Expense
Operating (Note 1! 28,53¢ 15,53t
General and administrati 2,28¢ 1,85¢
30,82 17,38t
Earnings before undernoted ite 2,67° 2,18¢
Depreciation and amortizati 3,34: 1,732
Amortization of intangible asst 3,21 2,90¢
Write-down of intangible 5,75( -
Restructuring cos - 2,11(
Interest expense on long term ¢ 97:¢ 37t
Interest expense on capital let 145 42
Interest expense on bank indebted 121 67
Loss on sale of property, plant and equipi 1 5
Interest incom (167 (596
13,37¢ 6,64
Loss before non-controlling interest and discorgthaperatior (20,703 (4,454
Non-controlling intere: 182 238
Loss from continuing operatic (10,521 (4,221
(Loss) earnings from discontinued operations (18§ (3,946 1,65(
Net loss and comprehensive loss for the $ (14467 $ (2571

Loss from continuing operations per trust
- basic and dilute ($0.62 ($0.25

(Loss) earnings from discontinued operations pest tuni
- basic and dilute ($0.23 $0.1(

Net loss and comprehsive loss for the year pet tinit
- basic and dilute ($0.85 ($0.15

Weighted average number of trust units outstal
Basic and dilute 16,987,356 16,918,606

See accompanying notes to these consolidated falatatements
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RAINMAKER INCOME FUND

Consolidated Statement of Unitholders' Equit

for the years ended December 2
Expressed in thousands of dollai

Unitholders Accumulater  Contributex
Capita Deficit Surplut Tota

Balance as at December 31, Z $ 3397 $ (3972 $ 631 $ 30,63(
Net loss and comprehensive loss for the - (2,571 - (2,571
Distributions declare - (8,123 - (8,123
Conversion of Class B LP Uni

to Trust Units (Note 1! 66 - - 6€
Contributed surplus on compensa

costs relating to unit optio - - 18C 18C
Balance as at December 31, Z $ 34,03 $ (14666 $ 811 $ 20,18:

Unitholders Accumulater  Contributex
Capita Deficit Surplut Tota

Balance as at December 31, Z $ 34,03 $ (14666 $ 811 $ 20,18:
Net loss and comprehensive loss for the - (14,467 - (14,467
Distributions declare - (2,710 - (2,710
Units issued on exercise of unit options (Note 137 - - 137
Reallocation of contributed surp

on exercise of unit options (Note 357 - (357 -
Conversion of Class B LP Uni

to Trust Units (Note 1! 12 - - 12
Contributed surplus on compensa

(recovery) relating to unit optic - - (114 (114
Balance as at December 31, $ 3454 $ (31,843 % 4  $  3,04(

See accompanying notes to these consolidated falatatements
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RAINMAKER INCOME FUND

Consolidated Statements of Cash Flo

for the years ended December 3.
Expressed in thousands of dollai

200 200¢
Restated - Note 3
Operating Activities
Loss from continuing operatic $ (10521 $ (4,221
Items not involving cas
Depreciation, amortization and write-down of intduhg assel 12,30¢ 4,64(
Amortization of film and television propert 17¢ 221
Interest expense on debentl 37¢ 152
Non-controlling intere: (182 (233
Othel 104 5
2,263 564
Changes in non-cash operating working capital (12a} 8,01 9,97¢
10,276 10,543
Financing Activities
Payment of distributior (3,388 (8,121
Payment of distributions to non-controlling intet (58) (150
Proceeds of units issued for ¢ 137 -
Proceeds (repayment) of bank indebtec 2,32 (18,135
Proceeds of long term dk 34 8,96¢
Repayment of capital lea (942 (532
(1,893) (17,972)
Investing Activities
Purchase of property, plant and equipr (947 (260;
Proceeds on sale of property, plant and equif - 2,03¢
Acquisition of Rainmaker Entertainme - (12,256
Repayment of loans due from production compi 10€ 12,31
Othe! (617, (39)
(1,358) 1,790
Cash (used in) provided by discontinued operatfbiase 3) (3,038) 1,121
Increase in cash for the year 3,987 (4,518)
Cash at beginning of year 10,280 14,798
Cash at end of year $ 14267 $ 10,280
Supplemental Disclosure of Cash Flow Informatio
Cash payments for interest $ 867 3 275
Non-cash Investing and Financing activitie
Acquisition of property, plant and equipm
financed with capital leas $ 4018 3 -

See accompanying notes to these consolidated falatatements

Rainmaker Income Fund 29

Annual Report 2007



RAINMAKER INCOME FUND

Notes to the Consolidated Financial Statements

December 31, 2007 and 2006
(tabular note amounts in thousands of dollars)

1.

Nature of operations

Rainmaker Income Fund (the “Fund”) is an unincogped open-ended limited purpose trust
established under the laws of the Province of 8ritColumbia and governed by a Declaration of
Trust. The Fund, through its subsidiaries is imedl in a number of businesses including the
production and distribution of animated films aetevision programs, payroll processing for the
film and television industry in Canada and the adstiation and financing of film and television
production tax credits.

Significant accounting policies

These financial statements have been preparedcordence with Canadian generally accepted
accounting principles and reflect the following @aeting policies.

(@)

(b)

(©

Basis of presentation

These consolidated financial statements include d@beounts of the Fund and its
subsidiaries.  All significant intercompany balasicand transactions have been
eliminated. Certain of the comparative figuresehbegen reclassified to conform with the
current year's presentation.

Measurement uncertainty

The preparation of consolidated financial statesieint accordance with generally

accepted accounting principles requires managetoemiaike estimates and assumptions
that affect the reported amounts of assets andlitied and disclosure of contingent

assets and liabilities at the date of the cons@atlfinancial statements and the reported
amounts of revenues and expenses during the neggeériod. Significant areas that

involve estimates include the provision for doubg#ccounts receivable, the depreciation
and amortization of property, plant and equipmém, allocation of purchase price on

business acquisitions, revenue recognition, indgdhe determination of the percentage
completion of specific services and the allocatddradministration and finance service

fees to the fair value of specific services prodidealuation of intangible assets and
goodwill and certain provisions for possible futurabilities. Since estimates and

assumptions are limited by the relevance of hisébridata and uncertainty of future

events, actual results could differ from thosenestes.

Foreign exchange

Monetary assets and liabilities are translatedaoadian dollars at the rate of exchange
in effect at the balance sheet date. Revenue®@gmehses are translated at the average
rates prevailing during the period. Foreign exgeagains and losses are reflected in net
earnings for the period.
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