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OVERVIEW AND BUSINESS DEVELOPMENTS

During 2008 Rainmaker undertook a number of transactions restructuring the Company while continuing
to develop its animation business.

On November 13, 2008 Rainmaker completed the sale of the net assets of EP Canada and Canada Film
Capital. Consideration for the sale was $11.2 million cash paid on closing, a subordinated debenture with
a five year maximum term of $0.5 million and a further contingent cash payment of up to $2.75 million
based on revenue targets. Rainmaker holds a 30% equity interest in a newly formed entity (7028831
Canada Inc.) created to facilitate the acquisition and has representation on the board of directors. This
new entity includes minority shareholdings by former directors of Rainmaker and certain senior
management of EP Canada and Canada Film Capital.

On August 1, 2008 pursuant to a plan of arrangement, the Rainmaker business converted from an income
trust structure to a corporation. The shares of Rainmaker Entertainment Inc. began trading on the Toronto
Stock Exchange on August 7, 2008 under the symbol RNK.

On January 8, 2008 Rainmaker sold certain net assets of the post production and visual effects operations
to Deluxe. Consideration for the sale was $14.0 million in cash paid on closing, a promissory note of
$2.5 million that was paid on January 8, 2009, assumption of $3.5 million of capital leases, Deluxe
service credits of $5.0 million available to Rainmaker Animation operations and a contingent cash
payment of $6.0 million based on revenue targets.

Rainmaker’s results in 2008 were impacted in the fourth quarter by the sale of EP Canada and Canada
Film Capital (collectively “EPC”). Results from the animation segment showed improvement from 2007.
Revenue from Animation increased $8.2 million compared to 2007. Segment earnings for Animation also
increased $9.0 million compared to 2007. Results were negatively impacted by a strong Canadian dollar
and some production delays.

Economic Outlook

With the recent deterioration of global financial markets the entertainment industry as whole has been
impacted. The credit crisis has caused certain production delays but no cancellations of existing contracts to
date. The Company has the ability to meet all its financial requirements, including the repayment of its debt
facilities, and retains a strong working capital base to facilitate operations. Reduced credit availability and a
reduction in consumer spending are major concerns for the industry as a whole. The Company will continue
to operate and manage its animation production mix in a risk averse manner consistent with the current
economic environment.
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MANAGEMENT DISCUSSION AND ANALYSIS

The following Management Discussion and Analysis (“MD&A”) is prepared as of March 16, 2009 and is
intended to assist in understanding the results of operations and financial condition of Rainmaker
Entertainment Inc. (formerly Rainmaker Income Fund) and should be read in conjunction with the audited
consolidated financial statements and accompanying notes and other public disclosure documents of
Rainmaker. Past performance may not be indicative of future performance. Results are reported in
Canadian dollars unless otherwise noted and have been prepared in accordance with Canadian generally
accepted accounting principles (“GAAP”). Throughout the MD&A reference to Rainmaker refers to the
Company and its subsidiary entities, and prior to the Reorganization, the fund and its subsidiary entities.

Non-GAAP measure

The MD&A uses the term earnings before interest, taxes, depreciation and amortization (“EBITDA”) that
is not defined under GAAP. Rainmaker believes that EBITDA is a measure used by investors in
assessing the performance of Rainmaker and its ability to generate sufficient cash flow. As EBITDA is a
term not defined under GAAP it may not be comparable to a similar term used in documents of other
public entities.

Rainmaker defines EBITDA as earnings from continuing operations before interest expense, interest
income, income taxes, depreciation and amortization of property, plant and equipment, amortization of
intangible assets, loss on sale of property, plant and equipment, restructuring costs, foreign exchange
gains and losses and compensation costs related to stock options.

Forward-looking Statements

Some of the statements contained in this MD&A and elsewhere in the Annual Report are forward-looking
statements subject to risks and uncertainties. Words such as “expects”, “anticipates”, “intends”, “plans”,
“estimates”, “believes”, and variations of such words and similar expressions are intended to identify such
forward-looking statements. There are a number of factors that could cause actual or implied results to
differ materially from those expressed in forward-looking statements, including but not limited to:
decisions of foreign producers to operate in Canada and British Columbia, fluctuations in government
policies, the effect of seasonality, fluctuations in currency exchange rates, income tax matters, changes in
technology and capital expenditure requirements, acquisitions that Rainmaker may undertake in the future
and general economic conditions in North America. Rainmaker competes in a global marketplace and
market conditions will vary on a year-by-year basis. Forward-looking statements are made based on
current information and expectations at the time the statement is made. Due to the uncertain nature and
risks involved in forward-looking statements, readers are cautioned not to place undue reliance on them.
Rainmaker assumes no responsibility to revise these forward-looking statements to reflect new
information, subsequent events or changes in circumstances except as required by law.
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Selected Annual Information

Below is selected annual information derived from the audited consolidated financial statements which
have been prepared in accordance with Canadian generally accepted accounting principles.

Years ended December 31,

All'amounts are in 000's of dollars, except per share / unit figures

2008 2007 2006
Note 1 Note 2
Revenue
Rainmaker Entertainment - Animation 28,969 20,782 5,741
EP Canada - Payroll processing (Note 1) 7,149 10,562 11,028
Canada Film Capital - Tax credit services (Note 1) 1,605 2,152 2,808
37,723 33,496 19,577
Expenses
Operating 32,566 28,538 15,533
General and administration 1,811 2,214 1,852
34,377 30,752 17,385
EBITDA (Note 3) 3,346 2,744 2,192
Depreciation and amortization 4,136 3,342 1,732
Amortization of intangible assets 1,018 3,213 2,908
Write-down of intangible assets - 5,750 -
Gain on sale of EP Canada and Canada Film Capital (2,305) -
Amortization of deferred gain on sale of business interests (39)
Gain on settlement of accounts payable (903) - -
Interest expense 998 1,237 484
Foreign exchange loss 482 71 3
Restructuring costs 566 - 2,110
Equity earnings from 7028831 Canada Inc. (56) - -
Other (income) expense (469) (166) (591)
3,428 13,447 6,646
Loss before non-controlling interest
and discontinued operations (82) (10,703) (4,454)
Non-controlling interest (45) 182 233
Net loss from continuing operations (127) (10,521) (4,221)
Gain on sale of discontinued operations (Note 4) 7,602 - -
Earmings (loss) from discontinued operations - (3,946) 1,650
Net earnings (loss) and comprehensive income (loss) for the year 7,475 (14,467) (2,571)
Loss from continuing operations per unit / share
- basic and diluted (30.01) ($0.62) ($0.25)
Net (loss) earnings per share / unit - basic and diluted $0.43 (30.85) ($0.15)

Note 1:  The 2008 results include the operations of EP and CFC up to November 12, 2008, as Rainmaker sold 70% of its interests in EP
and CFC on November 13, 2008.
Note 2:  The 2006 results include the operations of the Animation Division (formerly Mainframe) from July 31, 2006, the date of acquisition.
Note 3: EBITDA isa Non-GAAP measure as defined on page 3 of this Annual Report
Note 4:  Sale of Post and Visual Effects, January 8, 2008
Note 5:  In prior years foreign exchange gains and losses were included with general and administration expense.
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Results of Operations
Year ended December 31, 2008 compared to 2007

Revenue

Revenue increased $4.2 million to $37.7 million in 2008 from $33.5 million in 2007. Rainmaker
Animation reported an increase in revenue of $8.2 million to $29.0 million in 2008 from $20.8 million in
2007. The increase in revenue was due to increased animation production work in 2008 in both the DVD
division and on a feature film.

As a result of the sale of Rainmaker’s interests in EP Canada and Canada Film Capital, the 2008 revenue
is reported to November 12, 2008 immediately prior to the sale. Rainmaker’s 30% interest in 7028831
Canada Inc. is reported on an equity basis for the period November 13, 2008 to December 31, 2008. EP
Canada reported a decrease in revenue of $3.5 million to $7.1 million in 2008 as compared to $10.6
million in 2007. Operations of EP Canada were also impacted by the effects of the Writers Guild of
America strike, the Screen Actors Guild contract negotiations and the strong Canadian dollar. Canada
Film Capital reported a decrease in revenue of $0.5 million to $1.6 million in 2008 as compared to $2.1
million in 2007.

Operating and general and administration expenses

Operating expenses increased $4.1 million to $32.6 million in 2008 from $28.5 million in 2007. Rainmaker
Animation had an increase of $5.7 million to $24.9 million from $19.2 million in 2007. The increase in
expenses was a combination of increased production volumes and some production delays. Operating
expenses which do not relate directly to the operating segments increased $0.3 million to $1.5 million in
2008 from $1.2 million in 2007.

Operating expenses in EP Canada decreased $1.7 million to $5.0 million in 2008 from $6.7 million in 2007.
This decrease resulted from the decrease in revenue of $3.5 million, as well as the shortened reporting
period to November 12, 2008. Operating expenses for Canada Film Capital decreased $0.2 million to $1.2
million from $1.4 million in 2007. This decrease resulted from the decrease in revenue of $0.5 million as
well as the shortened reporting period to November 12, 2008.

General and administration expenses decreased $0.4 million to $1.8 million in 2008 from $2.2 million in
2007. This decrease was due to the scaling down of general overheads due to the sale of the post production
and visual effects business to Deluxe on January 8, 2008.

Depreciation and amortization of property, plant and equipment

Depreciation and amortization of property, plant and equipment increased $0.8 million in 2008 to $4.1
million as compared to $3.3 million in 2007. The increase is attributable to the acquisition of additional
equipment and infrastructure relating to the increased animation production.

Amortization of intangible assets

Amortization of intangible assets decreased $2.2 million in 2008 to $1.0 million as compared to $3.2 million
in 2007. The decrease in amortization is the result of decreased carrying values of intangibles during 2008
compared to 2007. Following the acquisition of the Animation division in July 2006, an intangible asset
representing existing customer relationships was recorded at the estimated fair value based on independent
third party valuation work. At December 31, 2007, Rainmaker completed an assessment of the carrying
value and determined that the remaining balance of $5.7 million should be written off.
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As a result of the sale of Rainmaker’s interests in EP Canada and Canada Film Capital the related
amortization expense for the period November 13, 2008 to December 31, 2008 of $0.2 million was
eliminated.

Interest expense

Interest expense decreased $0.2 million in 2008 to $1.0 million from $1.2 million in 2007. While the
interest on long-term debt decreased $0.6 million as an outstanding loan at December 31, 2007 was paid off
in January 2008, interest on capital lease obligations increased $0.3 million and interest on bank
indebtedness increased $0.1 million.

Foreign Exchange Loss

There was an increase in the foreign exchange loss of $0.4 million to $0.5 million in 2008 from $0.1 million
in 2007. Included in the 2008 exchange loss is a $0.2 million unrealized loss from a write-down of
derivative contracts that expire in 2009.

Loss from continuing operations

The loss from continuing operations decreased $10.4 million in 2008 to a loss of $0.1 million from a loss of
$10.5 million in 2007. The loss from Rainmaker Animation decreased $9.0 million to a loss of $0.4 million
in 2008 from $9.4 million in 2007. The improvement in earnings from animation was the result of
increased revenue and a gain on settlement of accounts payable of $0.3 million. Earnings not related to a
specific segment increased $2.7 million to a loss of $0.3 million in 2008 from a loss of $3.0 million in 2007.
This was due to a number of factors, the most significant being the gain on the sale of EP Canada and
Canada Film Capital of $2.3 million. Other factors were a decrease in expenses of $0.1 million and a gain
on settlement of accounts payable of $0.6 million.

EP Canada reported a decrease in earnings of $1.1 million to $0.3 million in 2008 from $1.4 million in
2007. Canada Film Capital reported a decrease in earnings of $0.2 million to $0.3 million in 2008 from $0.5
million in 2007. The decrease in earnings from EP Canada and Canada Film Capital results from the
shortened reporting period up to November 12, 2008, the writers strike, the Screen Actors Guild contract
negotiations and the stronger Canadian dollar during the first nine months of the year.

Rainmaker’s 30% interest in the earnings of 7028831 Canada Inc. (the successor to EP and CFC) is reported
on an equity basis. For the period of November 13, 2008 to December 31, 2008, a profit of $0.1 million was
reported including amortization of a portion of the deferred gain arising from the transaction.

Loss from discontinued operations and gain on sale of discontinued operations

There was no loss from discontinued operations in 2008, as the post production and visual effects operations
were sold at the beginning of the reporting period. For the twelve months ending December 31, 2007 the
loss from discontinued operations was $3.9 million. The gain on sale of discontinued operations for 2008
was $7.6 million.

Net earnings (loss) for the year

The net earnings for 2008 increased $22.0 million for earnings of $7.5 million from a loss of $14.5 million
in 2007.
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Selected Fourth Quarter Information

Three months ended December 31,

All amounts are in 000's of dollars, except per share /unit figures

2008 2007
Note 2
Revenue
Rainmaker Entertainment 5,953 5,386
EP Canada 1,614 3,938
Canada Film Capital 287 499
7,854 9,823
Expenses
Operating 6,209 8,541
General and administration 446 510
6,655 9,051
EBITDA (Note 1) 1,199 772
Depreciation and amortization 925 1,033
Amortization of intangible assets 137 654
Write-down of intangibles - 5,750
Gain on sale of EP Canada and Canada Film Capital (2,305) -
Amortization of deferred gain on sale of business interests (39)
Gain on settlement of accounts payable (588) -
Equity earnings from 7028831 Canada Inc. (56) -
Interest expense 250 285
Foreign exchange loss (gain) 454 (72)
Restructuring costs 118 -
Other (income) expense (197) (22)
(1,301) 7,628
Earnings (loss) before non-controlling interest 2,500 (6,856)
Non-controlling interest - 64
Earnings (loss) from continuing operations 2,500 (6,792)
Loss on sale of discontinued operations (31 -
Loss from discontinued operations - (880)
Net earnings (loss) for the period 2,469 (7,672)
Net earnings (loss) per share / unit - basic and diluted 0.14 (045)

Note 1:  EBITDA isa Non-GAAP measure as defined on page 3 of this Annual Report.

Note 2:  Revenue and expenses for EP Canada and Canada Film Capital are for the period October 1 to November 12, 2008.

On November 13, 2008 Rainmaker sold 70% of its interest in these entities.
Note 3:  In prior years foreign exchange gains and losses were included with general and administration expenses.

Revenue and operating expenses were lower in the fourth quarter of 2008 principally because EP Canada
and Canada Film Capital are not included beyond November 12, 2008. Earnings from continuing
operations increased by $9.3 million principally due to the gain on sale of EP Canada and Canada Film
Capital, the gain on settlement of accounts payable and because of the write-down of intangibles in 2007.
The equity earnings from 7028831 Canada Inc. include $0.04 million of amortization of the deferred gain

on the sale.
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Summary of Quarterly Results

Below is summary information provided for the last eight financial quarters.

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

Quarter Ended

Ql Q2 Q3 Q4 Ql Q2 Q3 Q4
2007 2007 2007 2007 2008 2008 2008 2008

Note 3

Total revenue 6,580 8,800 8293 9823 8855 11,028 9,986 7,854
EBITDA (1,443) 2,047 1,368 172 828 493 826 1,199
Earnings (loss) before gain on sale of EP Canada
and Canada Film Capital (3,388) 146 (487) (6,792)  (432) (1,287) (908) 195
Gain on sale of EP Canada and Canada Film Capital - - - - - - - 2,305
Earnings (loss) from continuing operations (3,388) 146 (487) (6,792)  (432) (1,287) (908) 2,500
Gain (loss) on sale of discontinued operations - - - - 7,628 - 5 (31)
Earnings (loss) from discontinued

operations (1,044)  (2,195) 173 (880) - - - -
Net earnings (loss) (4432) (2,049) (314) (7672) 7196  (1,287) (903) 2,469
Earnings (loss) from continuing operations -

per basic and diluted unit / share (0.20) 001  (0.03) (0.40)  (0.03) (0.07)  (0.05) 0.14
Net earnings (loss) - per basic and

diluted unit / share (0.26) (0.12) (0.02) (045) 042 (0.07)  (0.05) 0.14

Note 1:  The quarterly information for 2007 has been restated to reflect the discontinued operations.
Note 2:  The quarterly information has been restated to reflect the change in presentation of foreign exchange gains and losses.
Note 3:  The revenue and expenses reported for EP Canada and Canada Film Capital are included up to November 12, 2008 the date of sale.

The quarterly information is unaudited, but reflects all adjustments of a normal, recurring nature, which
are, in our opinion, necessary to present a fair statement of the results of operations for the periods
presented. Quarter-to-quarter comparisons in the financial results are not necessarily meaningful and
should not be relied upon as an indication of future performance.

Liquidity and Capital Resources

Rainmaker’s liquidity needs can be met through a variety of sources. Rainmaker generates cash from
operations, by borrowing against various operating lines of credit, through capital leases, the issue of
shares and the sale of non-core assets.

The primary uses of cash are operating expenses, capital expenditures, interest and principal on capital
leases, interest and principal on bank indebtedness and acquisitions.

As at December 31, 2008, Rainmaker had working capital of $6.3 million compared to a deficit of $8.5
million at December 31, 2007. Significant changes during the twelve months ended December 31, 2008
were the reclassification to a current liability of $6.9 million of long term debt which is due June 30, 2009
and the infusion of cash from the sale of the post production and visual effects operations to Deluxe and
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the sale of 70% of Rainmaker’s interest in EP Canada and Canada Film Capital. The deficit at December
31, 2007 was caused by the classification of a $9.0 million term bank debt as a current liability as a result
of not meeting a financial covenant. Rainmaker repaid the $9.0 million debt in full on January 8, 2008
from the proceeds on the sale of assets. Rainmaker believes that through operations, short term financing
under its credit facilities and production financing of its proprietary projects it will generate sufficient
liquidity to meet cash requirements for the next 12 months.

Cash flow from operations

Cash flow from continuing operations before changes in non-cash operating working capital for the
twelve months ended December 31, 2008 decreased by $0.1 million to $2.2 million in 2008 compared to
$2.3 million in 2007.

Credit facilities

Rainmaker has a $15.0 million revolving credit facility available for general working capital purposes by
way of production loans against film and television production tax credits on a per picture basis. The
bank loan drawn on the line of credit and interest thereon is repayable upon receipt of the respective film
and television tax credits. As at December 31, 2008 this credit facility has not been drawn upon, but $7.8
million has been approved. The remaining $7.2 million is available for production volume increases
which would increase tax credit receivables. Rainmaker is currently renegotiating the terms of this credit
facility.

Rainmaker has a $1.5 million revolving credit facility, which can be drawn on to fund general working
capital and other corporate requirements. As at December 31, 2008, $Nil had been drawn on this facility.
Rainmaker is currently renegotiating the terms of this credit facility.

Contractual obligations

Below is a summary of Rainmaker’s contractual obligations on a calendar basis.

All amounts are in 000's of dollars

Less than 1to3 4t05 After 5
Total 1 year years years years

Long term debt (Note 1) $ 7,205 $ 7205 $ - $ - $ -
Capital lease obligations (Nate 1) 8,249 1,996 3,640 2,613 -
Operating leases (Note 2) 8,593 1,316 2,568 2,297 2,412

$ 24,047 $ 10,517 $ 6,208 $ 4910 $ 2412

Note 1  Both long term debt and capital lease obligations include the interest that will be paid to the end of their respective
terms.
Note 2  The operating leases are principally facility leases.

Long term debt is comprised of debentures of $6.9 million with another $0.3 million of interest payable to
the end of the term. The debentures do not require any principal payments until June 2009 and interest is
paid by issuance of additional debentures. Capital lease obligations at December 31, 2008 are $7.2
million with $1.0 million of interest payable over the terms of these leases.
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Capital Expenditures

Capital expenditures for property, plant and equipment for the twelve months ended December 31, 2008
were $6.3 million, of which $4.5 million was financed with capital leases and the balance was financed
from cash flow and short term bank indebtedness as compared with $4.8 million in 2007 of which $4.0
million was financed with capital leases and the balance was financed from cash flow and short term bank
indebtedness.

Transactions with Related Parties

Canada Film Capital is in the business of administering and in some cases financing tax credits for
foreign film and television producers. As part of these services Canada Film Capital incorporates a
wholly owned subsidiary company, which is used for the production of the film or television project. The
foreign producer is responsible for all operational and financial matters regarding the production until
such time as the production work in Canada is completed. In some cases Canada Film Capital provides
only certain administration services relating to the tax credit process in exchange for a fee and in other
cases Canada Film Capital provides financing of the future film and television tax credits generated by the
production. At the conclusion of the production, the producer returns the records of the production
subsidiary to Canada Film Capital which then prepares and files the tax returns to generate the tax credits.
As discussed in detail in note 2(i) of the annual audited consolidated financial statements for the year
ended December 31, 2007 Rainmaker has determined that these production subsidiaries are variable
interest entities (*VIE”), however, as Rainmaker was not exposed to the majority of expected losses or
benefits they were not consolidated. A VIE is an entity in which equity investors do not have a
controlling financial interest and include entities where the equity invested is considered insufficient to
finance the entity’s activities without additional subordinated financial support. As a result of the sale of
Canada Film Capital effective from November 13, 2008, Rainmaker no longer consolidates Canada Film
Capital.

Sale Transactions

Deluxe Transaction

Rainmaker entered into a definitive agreement (the “Agreement”) dated November 28, 2007 with Deluxe
Entertainment Services Group Inc. and Deluxe Vancouver Ltd. (collectively “Deluxe”) whereby Deluxe
agreed to purchase the net assets of Rainmaker’s post production and visual effects operations in
Vancouver, British Columbia and the shares of Rainmaker Animation and Visual Effects UK Limited, our
visual effects operation in London, England (collectively the “Post and VFX Operations”). The sale
transaction closed January 8, 2008.

The purchase consideration payments were scheduled as follows:

e $14.0 million in cash on closing, which was received on January 8, 2008;

e $2.5 million by way of a promissory note which was paid January 8, 2009;

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

e  $5.0 million Deluxe service credits.
The cash portion of the proceeds from the sale was used to retire bank debt and to provide working capital
for the continued growth and expansion of the animation platform.
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RAINMAKER ENTERTAINMENT INC.

Consolidated Statements of Operations and Comprehensive Income (L0ss)

for the twelve months ended December 31,

Expressed in thousands of dollars, except share/ unitand per share / units amounts

2008 2007
Revenue 37,723 $ 33,49
Expenses
Operating (Note 17) 32,566 28,538
General and administration 1,811 2,214
34,377 30,752
Eamings before undemoted items 3,346 2,744
Depreciation and amortization 4,136 3,342
Amortization of intangible assets 1,018 3,213
Write-down of intangibles - 5,750
Gain on sale of EP Canada LP and Canada Film Capital LP (2,305) -
Amortization of deferred gain on sale of business interests 39) -
Equity earnings from 7028831 Canada Inc. (56) -
Restructuring costs (Note 14) 566 -
Interest expense (Note 19) 998 1,237
Foreign exchange loss 482 71
Compensation recoveries (Note 13) (128) -
Loss on sale of property, plant and equipment 6 1
Gain on settlement of accounts payable (Note 18) (903) -
Interest income (347) (167)
3,428 13,447
Loss before non-controlling interest 82) (10,703)
and discontinued operations
Non-controlling interest (45) 182
Loss from continuing operations (127) (10,521)
Gain on sale of discontinued operations (Note 4) 7,602 -
Loss from discontinued operations (Note 4) - (3,%46)
Net earnings (loss) and comprehensive income (loss)
for the year 7475 $ (14,467)
Loss from continuing operations per unit / share
- basic and diluted ($0.01) ($0.62)
Net (loss) earnings per share / unit - basic $0.43 ($0.85)
Net (loss) earnings per share / unit - diluted $0.43 ($0.85)
Weighted average number of units / shares outstanding
Basic 17,336,829 16,987,356
Diluted for the effect of share options and
exchangeable Class B LP Units 17,403,752 16,987,356

See accompanying notes to these consolidated financial statements
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RAINMAKER ENTERTAINMENT INC.
Consolidated Statement of Shareholders' Equity

for the twelve months ended December 31, 2008

Bxpressed in thousands of dollars

Shareholders' Accumulated Contributed

Capital Deficit Surplus Total

Balance as a Decerber 31, 2006 $ U037 % (14,666) $ 811 $ 20182

Net loss and conpretensive loss for the year - (14,467) - (24,467)

Distrilutions declared - (2,710 - (2,710

Conversion of Alass B units 1o trust units 12 - - 12

Units issued an exercise of unit ogtions 137 - - 137
Reallccation of contributed surplus on

exercise of unit options (Note 12) 357 - (357) -
Contributed surplus on compensation

(recovery) relating to unit optians - - (114) (114)

Balance as at Decerber 31, 2007 $ U3 % (3,843 $ A $ 3040

Shareholders Accumulated Contributed
Capital Deficit Surplus Total
Balance as at Decerber 31, 2007 $ U433 % 3L’ % % 3040
Net eamings and conprehersive eamings for

the year - 7,475 - 1475

Conwersion of Class B Partnership Units to shares 46 46

Units issued an exercise of unit options (Note 12) 174 - 121) 53
Contributed surplus on compensation

0osts relating o share/unit options - - (128) (128)

Balance as at Decerber 31, 2008 $ AU7mw3 % (4,368 $ a9 $ 10486

See accompanying notes to these consolidated financial statements
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RAINMAKER ENTERTAINMENT INC.
Consolidated Statements of Cash Flows

for the twelve months ended December 31,
Expressed in thousands of dollars

2008 2007
Restated
Note5
Operating Activities
Net (loss) earings from continuing operations $ (127) $ (10521)
Items not involving cash
Depreciation, amortization and write-down of intangible assets 5,154 12,305
Amortization of film and television properties 141 178
Amortization of deferred gain on sale of business interests (39)
Gain on sale of EP Canada and Canada Film Capital (2,305) -
Gain on settlement of accounts payable (903) -
Equity earnings from 7028831 Canada Inc. (56)
Interest expense on debenture 403 379
Non-controlling interest 45 (182)
Compensation expense (recoveries) relating to share options (128) -
Other 14 104
2,199 2,263
Changes in non-cash operating
working capital (Note 15) (4,971) 3,409
(2,772) 5,672
Financing Activities
Proceeds (repayment) of bank indebtedness (2,774) 2,774
Proceeds (repayment) of long term debt (9,000) 34
Repayment of capital leases (1,261) (942)
Proceeds of units issued 53 137
Payment of distributions - (3,388)
Payment of distributions to non-controlling interest - (58)
(12,982) (1,443)
Investing Activities
Purchase of property, plant and equipment (1,841) (747)
Proceeds on sale of discontinued operations, net of costs 12,690 -
Proceeds on sale of EP Canada LP and Canada Film Capital LP
net of transaction costs 10,940 -
Other 166 (517)
21,955 (1,264)
Cash generated by discontinued operations (Note 4 and Note 5) - 1,023
Increase in cash for the year 6,201 3,988
Cash at beginning of year (excluding cash segregated as held for sale) 685 10,280
Less: Cash included inassets held for sale at end of year - (13,583)
Cash at end of year $ 6,886 $ 685
Supplemental Disclosure of Cash Flow Information
Cash payments for interest $ 593 % 867
Non-cash Investing and Financing activities
Acquisition of property, plant and equipment
financed with capital leases $ 4,507 $ 4,015

See accompanying notes to these consolidated financial statements
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RAINMAKER ENTERTAINMENT INC.
Notes to the Consolidated Financial Statements

For the twelve months ended December 31, 2008
(tabular note amounts in thousands of dollars)

1.

Nature of operations

Rainmaker Entertainment Inc. (“Rainmaker”) is incorporated under the laws of the Province of
British Columbia. Rainmaker and its subsidiaries are involved in the production and distribution
of animated films and television programs. Through Rainmaker’s ownership of EP Canada and
Canada Film Capital up to November 12, 2008 and subsequent to that its equity investment in
7028831 Canada Inc. it is also involved in payroll processing for the film and television industry
in Canada and the administration and financing of film and television production tax credits.

The conversion from an income trust into a corporation was announced on June 18, 2008 and was
approved on July 24, 2008 and completed on August 1, 2008. The holders of trust units of
Rainmaker Income Fund and Class B limited partnership units of RNK Capital Limited
Partnership received one common share of Rainmaker Entertainment Inc. for each unit. The new
shares of Rainmaker Entertainment Inc. started trading on the Toronto Stock Exchange on August
7, 2008 under the symbol RNK.

On April 2, 2008 the CICA issued EIC — 170, “conversion of an unincorporated entity to an
incorporated entity”. The EIC clarified certain accounting issues related to conversions when
there is no change in control. It specifies that such a transaction should be treated as a change in
business form and should be accounted for as a continuity of interests, transaction costs should be
treated as an expense in the period in which they are incurred, comparative information should be
that of the pre-conversion entity, as previously reported and changes in tax balances would be
included in tax expense.

Rainmaker has applied EIC — 170 to account for its conversion and as the basis of presentation
for these annual financial statements.

Significant accounting policies

These financial statements have been prepared in accordance with Canadian generally accepted
accounting principles and reflect the following accounting policies:

(@) Basis of presentation

These consolidated financial statements include the accounts of Rainmaker and its
subsidiaries.  All significant intercompany balances and transactions have been
eliminated. Certain of the comparative figures have been reclassified to conform with the
current year’s presentation.

(b) Measurement uncertainty

The preparation of consolidated financial statements in accordance with generally
accepted accounting principles requires management to make estimates and assumptions
that affect the reported amounts of assets and liabilities and disclosure of contingent
assets and liabilities at the date of the consolidated financial statements and the reported
amounts of revenues and expenses during the reporting period. Significant areas that
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(tabular note amounts in thousands of dollars)

2.

Significant accounting policies (continued)

(b)

(©)

(d)

O]

Measurement uncertainty (continued)

involve estimates include the provision for doubtful accounts receivable, the depreciation
and amortization of property, plant and equipment, revenue recognition, including the
determination of the percentage completion of specific services and the allocation of
administration and finance service fees to the fair value of specific services provided,
valuation of intangible assets and goodwill, calculation of stock based compensation,
valuation allowance on future income tax and certain provisions for possible future
liabilities. Since estimates and assumptions are limited by the relevance of historical data
and uncertainty of future events, actual results could differ from those estimates.

Foreign exchange

Monetary assets and liabilities are translated to Canadian dollars at the rate of exchange
in effect at the balance sheet date. Revenues and expenses are translated at the exchange
rate prevailing at the time of the transaction. Gains and losses on foreign exchange
transactions are recorded in income.

Property, plant and equipment
Property, plant and equipment are recorded at cost. Depreciation and amortization is

charged to operations over the estimated useful life of the assets at the following annual
rates:

Operating equipment straight line over 1 to 5 years
Software straight-line over 3 years
Furniture and office equipment straight-line over 5 years
Leasehold improvements straight-line over 7 years

Property, plant and equipment are reviewed for impairment on a periodic basis and when
the undiscounted estimated future cash flows resulting from the use of the assets and its
eventual disposition is less than the carrying value, the difference between the estimated
fair value and the carrying value is charged to operations in the period.

Intangible assets

Intangible assets include a license agreement, customer relationships and project backlog,
which were acquired as part of the business acquisitions and have been recorded at the
estimated fair value at the date of the acquisitions.

The license agreement is being amortized straight line over the initial term of the
agreement to December 31, 2011. The customer relationships are being amortized
straight line over the estimated useful life of between 5 and 8 years. The project backlog
is being amortized over the life of the related contracts, which is less than 1 year.
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2. Significant accounting policies (continued)

(€)

(f)

Intangible assets (continued)

Intangible assets are assessed for impairment on at least an annual basis and a
determination is made as to whether or not there has been an impairment to the intangible
asset based on the undiscounted future cash flows and, if necessary, an impairment
charge to write-down the intangible assets to the estimated fair value is recorded.

Revenue recognition

(i)

(i)

(iii)

(iv)

Revenue from animation production services for third parties is recognized on a
percentage-of-completion basis. Percentage-of-completion is based upon the
proportion of costs incurred in the current period to total expected costs.
Invoices related to these projects are issued based on the achievement of
milestones during the project or other contractual terms. Differences between the
timing of billings, based on contract milestones or other contractual terms, and
the recognition of revenue, based on the percentage of completion method, are
recognized as unbilled accounts receivable. When contract payments have been
received in excess of revenue recognized, the excess is recorded as a deferred
revenue liability.

Revenue from the licensing of film and television properties is recognized only
when persuasive evidence of a sale or licensing arrangement with a customer
exists, the production is complete, the contractual delivery arrangements have
been satisfied, the license period has commenced, the arrangement fee is fixed or
determinable, collectability of the proceeds is reasonably assured and other
conditions as specified in the respective agreements have been met.

Revenue from payroll processing is recognized when a service contract is signed,
the service has been provided, the sales price is fixed and determinable and
collection is reasonably assured.

Revenue from contracts for administration of tax credit programs is recognized
using the percentage of completion method based on the ratio of labour hours
incurred as compared to total estimated labour hours to complete the contract and
related tasks. Revenue from contracts which include a fixed price for both
administration and financing of tax credits is recognized using different methods.
The contract consideration is allocated to each separable service based on
management's estimate of the fair value of each of the administration and
financing services. The revenue for administration services is recognized as
described above and the revenue for the financing services is recognized using an
effective interest rate based on the related consideration applied to the principal
balance of funds advanced over the period that the loan to the production
subsidiary is outstanding.
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2. Significant accounting policies (continued)

(@)

(h)

(i)

Government financing and assistance

The Federal and certain Provincial governments in Canada provide programs that are
designed to assist film and television production. Amounts receivable in respect of
production assistance are recorded as a reduction to the related production operating
costs, or to investment in film and television properties, when conditions for eligibility of
production assistance have been met, the qualifying expenditures have been incurred, and
collection of the amount is reasonably assured.

Stock-based compensation plan
0] Stock Options

The stock-based compensation plan, which is more fully described in Note 13,
values the compensation expense in two different ways depending on when the
options were issued. For options that were issued prior to August 1, 2008 (the
date of conversion) the value of the compensation to be recorded is measured
each period using a variable accounting method based on the difference between
the current share price and the exercise price of the share options at the end of the
period. For the options that were granted subsequent to conversion, the company
used the Black-Scholes option-pricing model to determine the estimated fair
value of the options granted.

(i) Deferred Compensation

The Company also issues deferred share units, where the Company will pay out
the cash equivalent of the market value of shares upon the individuals departure
from the Company. The liability is marked-to-market at each reporting period.
The expense or recovery is charged to operations at each reporting date.

Financial Instruments

The Company’s financial instruments are classified into one of the following categories:
held for trading, held-to-maturity, available for sale, loans and receivables, and other
financial liabilities. The classification determines the accounting treatment of the
instrument. The classification is determined by the Company, when the financial
instrument is initially recorded based on the underlying purpose of the instrument.
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2.

Significant accounting policies (continued)

(i)

)

Financial Instruments (continued)

The Company’s financial assets and financial liabilities are classified and measured as
follows:

Financial Instrument Category Measurement
Cash Held for trading Fair value
Accounts receivable Loans and receivables Amortized cost
Derivative instruments Held for trading Fair value
Bank indebtedness Held for trading Fair value
Notes receivable Loans and receivables Amortized cost
Accounts payable Other financial liabilities ~ Amortized cost
Capital lease obligations Other financial liabilities ~ Amortized cost
Debentures Other financial liabilities ~ Amortized cost

Investment in film and television properties

Investment in film and television properties represents the unamortized cost of
proprietary film and television programs which have been produced by Rainmaker or to
which Rainmaker has acquired distribution rights.

Amortization of investment in film and television properties and the accrual of
participation costs are based on the ratio that current revenues bear to estimated ultimate
total revenue. Estimates of ultimate total revenue in respect of a particular property
include revenue from a market or territory only when persuasive evidence exists that such
revenue will occur, or there is a history of earning such revenue in the market or territory.

Revenue estimates are prepared on a title-by-title basis and are reviewed periodically
based on current market conditions. Ultimate total revenue includes estimates of
secondary market revenue for produced episodes only when it can demonstrate through
experience or industry norms that the number of episodes already produced, plus those
for which a firm commitment exists and delivery is expected, can be licensed
successfully in the secondary market. Estimates of future revenue involve measurement
uncertainty and it is therefore possible that reductions in the carrying value of investment
in film and television properties may be required as a consequence of changes in
management’s future revenue estimates.

The valuation of investment in film and television properties is reviewed on a title-by-
title basis. When an event or change in circumstances indicates that the fair value of a
film or television property is less than its unamortized cost, the fair value of the film or
television property is determined using management’s estimates of future revenues and
costs under a discounted cash flow approach. A write-down is recorded equivalent to the
amount by which the unamortized costs exceed the estimated fair value of the film or
television property.
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2. Significant accounting policies (continued)

(k)

()

(m)

(n)

Earnings per share

Basic earnings per share is calculated by dividing the net earnings by the weighted
average number of share / trust units outstanding during the reporting period. Diluted
earnings per share is calculated based on the basic weighted average number of share /
trust units outstanding during the period, plus the effect of dilutive share / unit
equivalents such as options and exchangeable units. The diluted per share / unit amounts
are calculated using the treasury stock method, as if all the share / unit equivalents where
average market price exceeds issue price had been exercised at the beginning of the
reporting period, or the period of issue, as the case may be, and that the funds obtained
thereby were used to purchase units of Rainmaker or the Fund at the average trading

price of the shares / units during the period. The effect of options that are anti-dilutive
are excluded from the weighted average number of shares / units outstanding.

Income taxes

Until August 1, 2008 Rainmaker Income Fund was a mutual fund trust as defined under
the Income Tax Act of Canada and accordingly was not subject to taxation on its earnings
to the extent that its earnings were distributed to its unitholders. Accordingly, no
provision for income taxes has been made in respect of the Fund or its consolidated non-
corporate subsidiaries up to this date.  After the conversion to a corporate structure,
Rainmaker and its Corporate subsidiaries are subject to tax and follow the asset and
liability method of accounting for income taxes. Under this method, temporary
differences between the carrying amount of balance sheet items and their corresponding
tax bases result in either future income tax assets or liabilities. Future income taxes are
computed using substantively enacted tax rates for the years in which the differences are
expected to reverse. Future income tax assets are only recognized to the extent that, in
the opinion of management, assets will more likely than not be realized.

Asset retirement obligations

Asset Retirement Obligations relate to the recognition and measurement of liabilities for
obligations associated with the retirement of property, plant and equipment when those
obligations result from the acquisition, construction, development or normal operations of
the assets. These obligations, if material, are recorded at fair value and capitalized and
depreciated as part of the cost of the related asset.

Goodwill
Business acquisitions are accounted for using the purchase method. Goodwill is carried

at cost, is not amortized and represents the excess of the purchase price of a business
acquired over the fair value of the net identifiable tangible and intangible assets.
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2.

Significant accounting policies (continued)

(n)

()

(P)

Goodwill (continued)

Goodwill is assessed for impairment at the business unit level on an annual basis, or
sooner if events or changes in circumstances indicate that carrying value could exceed
fair value. Goodwill is assessed using a two step approach, with the first step being to
assess whether the fair value of the reporting unit to which goodwill is associated is less
than its carrying value. If this is the case, a second step impairment test is performed
which requires comparison of the fair value of goodwill to its carrying value. If the fair
value is less than carrying value, goodwill is impaired and a charge to operations is made.
The fair value of the reporting units is determined from internally developed valuation
models that consider various factors such as normalized and projected earnings, present
value of future cash flows and discount rates.

Equity Investments

Investments over which the Company has the ability to exercise significant influence but
not control are accounted for by the equity method. Under this method, the investment is
initially recorded at cost and adjusted thereafter to record the Company’s share of post
acquisition earnings or loss of the investee as if the investee had been consolidated. The
carrying value of the investment is also increased or decreased to reflect the Company’s
share of capital transactions, including amounts recognized in other comprehensive
income, and for accounting changes that relate to periods subsequent to the date of
acquisition. When there is a loss in value of an equity accounted investment which is
other than temporary, the investment is written down to recognize the loss by a charge
included in net income.

Changes and adoption of accounting policies
Capital Disclosures (CICA Handbook Section 1535)

This new standard establishes disclosure requirements about an entity’s capital and how it
is managed. The purpose is to enable users of the financial statements to evaluate the
entity’s objectives, policies and processes for managing capital. Rainmaker has adopted
this standard effective January 1, 2008. There is no impact on the consolidated financial
statements as the standard relates to note disclosure only. (See Note 24)

Financial Instruments (CICA Handbook Section 3862 and 3863)

These new standards establish guidelines for an entity’s disclosures in their financial
statements that enable users to evaluate the significance of financial instruments and the
nature and extent of risks associated with them and which replaces Section 3861
“Financial Instruments — Disclosure and Presentation”. Rainmaker has adopted these
standards effective January 1, 2008. There is no significant impact on the consolidated
financial statements as a result of adoption of these new standards.
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2. Significant accounting policies (continued)

(@)

Future changes in accounting policies
International Financial Reporting Standards (“‘IFRS™’)

In January 2006, the CICA adopted a strategic plan for the direction of accounting
standards in Canada.  Accounting standards for public companies in Canada will
converge with International Financial Reporting Standards (“IFRS”) by 2011.

Rainmaker will be required to report according to IFRS standards for the year ended
December 31, 2011. Rainmaker is currently assessing the impact of the conversion of
Canadian GAAP to IFRS on our results of operations, financial position and disclosures
and developing an IFRS changeover plan.

Goodwill and Intangibles (CICA Handbook Section 3064)

In February 2008, the CICA issued Section 3064, Goodwill and Intangible Assets, and
amended Section 1000, Financial Statement Concepts, clarifying the criteria for the
recognition of assets, intangible assets and internally developed intangible assets. Items
that no longer meet the definition of an asset are no longer recognized with assets. This
standard is effective for fiscal years beginning on or after October 1, 2008. Rainmaker is
currently evaluating the impact these sections will have on its results of operations and
financial position.

Business Combinations

CICA accounting standard Business Combinations (Section 1582), replaces Business
Combinations (Section 1581). CICA 1582 improves the relevance, reliability and
comparability of the information that a reporting entity provides in its financial
statements about a business combination and its effects. This section outlines a variety of
changes, including but not limited to: an expanded definition of a business, a requirement
to measure all business combinations and non-controlling interests at fair value, and a
requirement to recognize future income tax assets and liabilities and acquisition and
related costs as expenses of the period. The section applies to all financial statements for
fiscal years beginning on or after January 1, 2011, with early adoption permitted.
Rainmaker is currently evaluating the impact of adopting this section on its consolidated
financial statements.

Consolidated Financial Statements

CICA accounting standard Consolidated Financial Statements (Section 1601), in
combination with Non-controlling Interests CICA 1602 replaces Consolidated Financial
Statements (Section 1600). CICA 1601 establishes standards for the preparation of
consolidated financial statements and specifically addresses consolidation accounting
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2. Significant accounting policies (continued)
(a) Future changes in accounting policies (continued)
Consolidated Financial Statements (continued)

following a business combination that involves the purchase of an equity interest in one
company by another. The section applies to all financial statements for fiscal years
beginning on or after January 1, 2011, with early adoption permitted. Rainmaker is
currently evaluating the impact of adopting this section on its consolidated financial
statements.

Non-controlling Interests

CICA accounting standard Non-controlling Interests (Section 1602), in combination with
Consolidated Financial Statements (Section 1601), replaces Consolidated Financial
Stations (Section 1600). CICA 1602 establishes standards for accounting for non-
controlling interest in a subsidiary in consolidated financial statements subsequent to a
business combination. The section applies to all financial statements for fiscal years

beginning on or after January 1, 2011, with early adoption permitted. Rainmaker is
currently evaluating the impact of adopting this section on its consolidated financial

statements.
3. Accounts receivable

2008 2007
Trade receivables, net of allowance for doubtful accounts $ 1,198 $ 1,424
Tax credits receivable 12,319 10,011
Other receivables 219 181
$ 13,736 $ 11,616

4. Discontinued Operations

On January 8, 2008, Rainmaker sold the net assets of its post production and visual effects
operations to Deluxe Vancouver Ltd. and Deluxe Entertainment Services Group Inc. (collectively
“Deluxe”) for cash of $14,000,000, and a promissory note for $2,543,000 due January 8, 2009 with
interest at 6%. At December 31, 2008 an allowance of $49,000 was taken against the note to
account for uncollected receivable balances that were returned by Deluxe. The note receivable and
accrued interest, net of the allowance, were paid in full January 8, 2009. In addition Rainmaker
may earn an additional $6,000,000 based on revenue targets and is entitled to $5,000,000 in service
credits from Deluxe for its animation projects. The additional earn-outs from revenue targets and
service credits are treated as contingent consideration. The gains will be recognized when there is
assurance that the benefit of services will be received and the earnings targets are met. As at
December 31, 2008 $17,000 for these contingent service credits has been recognized in the
consolidated statement of operations but none of the performance targets have been recognized.
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4. Discontinued Operations (continued)

(@) Summary of discontinued operations and assets held for sale

2007
Current assets
Accounts receivable - Post Production and Visual Effects 3 3,645
Other - Post Production and Visual Effects 505
Total current assets held for sale 4,150
Non-current assets
Property, plant and equipment - Post Production and Visual Effects 9,338
Other - Post Production and Visual Effect 935
Total non-current assets held for sale 10,273
Total assets 3 14,423
Current liabilities
Accounts payable - Post Production and Visual Effects 3 2,857
Current portion of capital lease obligations - Post Production
and Visual Effects 1,009
Total current liabilities held for sale 3,866
Non-current liabilities
Capital lease obligations 2,448
Other 508
2,956
Total liabilities 3 6,822
Net assets of discontinued operations 3 7,601
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4. Discontinued Operations (continued)

(b) Results of discontinued operations

Year ended December 31, 2007

Post Visual
Production Effects Other Total
Revenue $ 8,829 $ 15,754  $ - $ 24,583
Expenses

Operating 5,292 15,397 3,479 24,168

General and administration - - 283 283

5,292 15,397 3,762 24,451

Earnings (loss) before undernoted 3,537 357 (3,762) 132

Depreciation and amortization 2,304 1,389 278 3,971

Interest expense on capital leases - - 231 231
Compensation costs relating to

to unit options - - (115) (115)

Other - - (9) (9)

2,304 1,389 385 4,078

Net earnings (loss) for the year $ 1233 $ (1,032) $ (4,147) $ (3,946)

Note:  Other consists of items not directly attributable to the segments shown.

(c) Cash used in discontinued operations

Year ended December 31,

2007

Operating activities $ (568)
Financing activities 29
Investing activities (2,499)
Cash used in discontinued operations $ (3,038)

5. Partial Sale of Business Interests

On November 13, 2008, Rainmaker sold the net assets of EP Canada LP and Canada Film Capital
LP to 7028831 Canada Inc. Shareholders of 7028831 Canada Inc. include former directors of
Rainmaker and certain senior management of EP Canada and Canada Film Capital. Rainmaker
retained a 30% equity interest in the new entity. Since Rainmaker retains significant influence over
the new entity the operations have not been reclassified as discontinued operations (see Note 22 —
Segmented Information for details of operating results and capital employed).

Rainmaker received $11,213,600 cash on closing, a subordinated note receivable of $500,000 due
November 13, 2013 with interest at 7%. In addition Rainmaker may earn an additional $2,750,000
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5. Partial Sale of Business Interests (continued)

earn-out based on revenue targets. The additional earn-out is being treated as contingent
consideration, and gains will be recognized only when the obligation to pay the contingent
consideration arises.

The purchase of EP Canada and Canada Film Capital (collectively “EPC”) was an arms length
transaction. The immediate gain on sale of $2,305,000 that has been recognized represents the
difference between 70% of the agreed fair market value of the assets sold and 70% of the previously
recorded carrying value of EPC in Rainmaker’s accounts adjusted for transaction costs. The
carrying value of the remaining 30% of the investment in EPC has been recorded at $1,705,000, the
fair value at November 13, 2008, with $1,190,000 recorded as a deferred gain which will be
amortized into income proportionately to the amortization of the premium paid by 7028831 Canada
Inc. for the assets over Rainmaker’s carrying value. For the period from the date of sale to
December 31, 2008, $39,000 has been amortized into income in addition to Rainmaker’s equity
interest in EPC’s earnings.

(@) Summary of assets held for sale

2007

Current assets

Cash 3 13,582

Accounts receivable 1,722

Loans due from production companies 4,750

Other 149
Total current assets held for sale 20,203
Non-current assets

Property, plant and equipment 1,193

Intangible assets and goodwill 6,664

Other 137
Total non-current assets held for sale 7,994
Total assets 3 28,197
Current liabilities

Liability for payroll disbursements $ 11,385

Bank indebtedness 4,509

Accounts payable 2,213
Total current liabilities held for sale 18,107
Total liabilities 3 18,107
Net assets of discontinued operations $ 10,090
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5. Partial Sale of Business Interests (continued)
(b) Cash used by EP Canada and Canada Film Capital

Year ended December 31,

2007
Operating activities $ 4,604
Financing activities (450)
Investing activities (93)
Cash used in discontinued operations $ 4,061
6. Property, plant and equipment
2008
Accumulated Net Book
Cost Depreciation Value
Operating equipment $ 9521 $ 4,480 $ 5,041
Software 3,048 1,421 1,627
Leasehold improvements 1,815 610 1,205
Furniture and office equipment 352 101 251
$ 14,736 $ 6,612 $ 8,124
2007
Accumulated Net Book
Cost Depreciation Value
Operating equipment $ 5437 $ 2,095 $ 3,342
Software 1,950 668 1,282
Leasehold improvements 793 346 447
Furniture and office equipment 220 43 177

$ 8,400 $ 3,152 $ 5248

Operating equipment and software includes assets under capital lease, which have a cost at
December 31, 2008 of $7,005,000 (2007 - $4,362,000) and $1,853,000 (2007 - $1,161,000),
respectively, and a net book value of $4,562,000 (2007 - $2,878,000) and $1,268,000 (2007 -
$1,069,000), respectively.
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7. Other assets

2008 2007
Investment in film and television properties $ 604 $ 745

Projects in development 154 -
Deposits and other 243 247
Deferred employee compensation 16 181
$ 1,017 $ 1173

(@) Investment in film and television properties

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

(b) Projects in development

Projects in development relates to capitalized expenditures for internal projects that are
being developed.

(c) Deferred employee compensation

The deferred employee compensation relates to a compensation plan (Note 11(b)) and is
being re-valued to market each period.

8. Bank indebtedness
2008 2007
Production tax credit facility $ - $ 1,854
General line of credit - 920
$ - $ 2,774
(@) Production tax credit facility

This is a revolving credit facility from a Canadian chartered bank in the aggregate
amount of up to $15.0 million. Borrowings are available in individual tranches on a per
production basis up to 90% of the estimated federal and provincial tax credits. This
facility bears interest at prime plus 0.5% per annum. Borrowings and accrued interest on
this facility are due upon receipt of the related tax credits, however the facility is due on
demand. Security for this bank loan includes a general security agreement and an
assignment of the related production tax credit receivables. As at December 31, 2008,
individual production tranches totalling $7,780,000 (December 31, 2007 - $4,908,000)
have been approved of which $Nil (December 31, 2007 - $1,780,000) has been drawn
down on this facility. Accrued interest included in the bank indebtedness as at December
31, 2008 was $Nil (December 31, 2007 - $74,000). The terms of this credit facility are
currently being renegotiated.
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8. Bank indebtedness (continued)

(b) General line of credit

This is a revolving credit facility from a Canadian chartered bank of up to $1.5 million.
This facility is repayable on demand and bears interest at prime plus 0.5% per annum.
Security for this bank loan is a general security agreement. As at December 31, 2008,
$Nil (December 31, 2007 - $920,000) has been drawn down against this facility. The
terms of this credit facility are currently being renegotiated.

9. Long term debt

2008 2007
Debentures $ 6,997 $ 6,595
Term loan - 9,000
6,997 15,595
Current portion 6,997 9,000
$ - $ 6,595

(@) Debentures

The debentures are unsecured, subordinated, bear interest at 6% per annum and are due
June 30, 2009. Interest is payable semi-annually by the issuance of additional
debentures. As at December 31, 2008, the debentures include $35,000 (December 31,
2007 - $33,000) of accrued interest.

(b) Term bank loan

The term bank loan was provided by a Canadian chartered bank and was secured by a
general security agreement creating a first charge over all the assets of Rainmaker and a
pledge of the shares and partnership units of subsidiaries. The term bank loan was repaid
on January 8, 2008.
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10. Capital lease obligations payable

2008 2007
Lease expiring in 2013 at interest rate of 6.43% $ 1,771 $ -
Lease expiring in 2013 at interest rate of 6.15% 3,102 -
Lease expiring in 2012 at interest rate of 7.25% 1,185 1,417
Lease expiring in 2012 at interest rate of 6.13% 568 719
Lease expiring in 2011 at interest rate of 5.88% 443 611
Leases expiring in 2009 at interest rate of 9.62% 112 235
Lease expiring in 2008 at interest rate of 7.90% - 45
7,181 3,027
Less: Current portion (1,584) (715)
$ 5,597 $ 2,312

The capital leases are secured by the related property, plant and equipment. The future scheduled

minimum lease payments are as follows:

2009 1,996

2010 1,881

2011 1,759

2012 1,617

2013 996

8,249

Less: imputed interest (1,068)

$ 7181

11. Other liabilities
2008 2007
Financing of capital expenditures in advance of lease $ - $ 908
Deferred compensation liability 110 284
Accrued liability 335 -

Other 54 73
$ 499 $ 1,265

(@) Financing of capital expenditures in advance of lease

As at December 31, 2007, Rainmaker had received $908,000 in financing for capital
expenditures for which the capital lease was completed in February 2008.
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11. Other liabilities (continued)

(b) Deferred compensation liability

Rainmaker has a compensation plan whereby it has agreed to pay an executive and a
director the cash equivalent of 161,733 shares of Rainmaker upon the termination of the
executive’s employment agreement and the director’s term on the board. The entitlement
to the payment for 104,818 of the shares vests equally over three years to December 31,
2009. The liability is re-valued at the end of each period to the market value of the

underlying units.

12. Shareholders' Equity and Unitholders’ Capital

Authorized Common Shares: Unlimited

(@) Common shares of Rainmaker Entertainment Inc.

Twelve months ended
December 31, 2008

Number of
Shares Amount
Balance at beginning of year - $ -
Issued on corporate conversion (note 1) 17,239,439 34,717
Conversion of non-controlling interest Class B LP Units
to shares 240,736 46
Balance at end of year 17,480,175 $ 34,763
(b) Trust Units of Rainmaker Income Fund
Year ended Year ended
December 31, 2008 December 31, 2007
Number of Number of
Trust Units Amount Trust Units Amount
Balance at beginning of year 17,169,439 $ 34,543 16,939,439 $ 34,037
Issued for cash on the exercise
of unit options 70,000 53 180,000 137
Reallocation of contributed surplus
on exercise of unit options - 121 - 357
Exchanged for Rainmaker common
shares (Note 1) (17,239,439) (34,717) 50,000 12
Balance at end of year -3 - 17,169,439 $ 34,543
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12. Shareholders' Equity and Unitholders’ Capital (continued)

(c) Diluted earnings per share
Diluted earnings per share is calculated based on the following weighted average of
shares outstanding:
2008 2007
Basic weighted average number of shares
outstanding 17,336,829 16,987,356
Effect of dilutive options 66,923 -
Diluted weighted average number of shares
outstanding 17,403,752 16,987,356
The following stock options are excluded from the computation of diluted earnings (loss)
per share / unit because either the exercise price exceeds the average market value of the
common shares of $1.94 or due to the Company reporting a loss which results in the
options being anti-dilutive.
2008 2007
Stock Options 525,000 180,000
13. Stock based compensation plan

As at December 31, 2008, there were share options granted and outstanding to allow employees
to purchase a total of 635,000 shares (2007 — 180,000). The expiration dates of these options are
80,000 on July 31, 2009, 30,000 on June 3, 2012 and 525,000 on August 15, 2013. As at
December 31, 2008, the exercise price of 110,000 options is $0.76 per share (2007 - $0.76) and
525,000 options at $2.35 per share.

2008 2007
Balance at beginning of year 180,000 360,000
Granted in the year 525,000 -
Exercised inthe period (Note 12) (70,000) (180,000)
Balance at end of year 635,000 180,000
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13. Stock based compensation plan (continued)

For options that were issued prior to August 1, 2008 (the date of conversion) the value of
compensation to be recorded is measured each period using a variable accounting method based
on the difference between the current unit price and the exercise price of the share options at the
end of the period. The quoted market price of the shares as at December 31, 2008 was $0.60
(2007 - $2.75), whereas the exercise price as at December 31, 2008 was $0.76 (2007 - $0.76) per
unit. At December 31, 2008 there were 110,000 of these options outstanding (2007 — 180,000).

For the 525,000 options granted subsequent to the conversion, 20% vested immediately and 5%
will vest each quarter thereafter. The Company used the Black-Scholes option-pricing model to
determine the estimated fair value of the options issued. The calculation used an expected
volatility rate of 25.2%, an expected life of 5 years, a risk-free interest rate of 3.5% and the
annual distribution yield was assumed to be nil. The grant date weighted average fair value of the
stock options was $0.69 per option. For the year ending December 31, 2008 the Company
recognized a compensation expense of $91,000 in relation to these options. This amount was
offset by a compensation recovery of $219,000 on the pre-conversion options.

14. Restructuring costs

Restructuring costs are comprised of costs incurred to convert from an Income Trust structure to a
Corporate structure.

15. Changes in non-cash operating working capital
2008 2007
Restated
Note 5
Accounts receivable $ (2,120) $ (2,781)
Other current assets (367) 103
Accounts payable and accrued liabilities (355) (706)
Deferred revenue (884) 6,793
Changes of EP Canada and Canada Film Capital
working capital (1,245) -

$ (4,971) $ 3,409
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16.

17.

18.

19.

20.

Commitments

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

2009 1,316
2010 1,302
2011 1,266
2012 1,133
2013 1,164
Thereafter 2,412

$ 8,593

Government assistance

Refundable tax credits relating to production activities of Rainmaker are claimed from Canadian
federal and provincial governments. For the year ended December 31, 2008 the estimated
refundable tax credits recorded as a reduction to operating costs is $11,396,000 (2007 -
$6,940,000).

Gain on settlement of accounts payable

The gain on settlement of accounts payable is comprised of two transactions. The first was the
settlement of a production loan payable which resulted in a gain of $0.3 million. The second was
the reversal of a provision made in 2002 for a guarantee payment under a production financing
agreement. Pursuant to the Limitation Act of B.C. this claim has now been statute barred with the
reversal resulting in a gain of $0.6 million.

Interest expense

2008 2007
Interest expense on capital leases $ 392 $ 143
Interest expense on long term debt 417 973
Interest expense on bank indebtedness 189 121
$ 998 $ 1,237

Income taxes

Until August 1, 2008 Rainmaker Income Fund was a mutual fund trust as defined under the
Income Tax Act of Canada and accordingly was not subject to taxation on its earnings to the
extent that its earnings were distributed to its unitholders. During the year ended December 31,
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20. Income taxes (continued)
2007, the Fund re-organized its operating entities so that the operations of its only flow-through
entities now flow into the Fund corporate subsidiary, Rainmaker Entertainment Inc.
2008 2007

Earnings (loss) before non-controlling interest

and discontinued operations $ (82) $ (10,703)
Equity earnings in 7028831 Canada Inc. (56) -
Earnings allocated to unitholders - (2,666)

(138) $ (13,369)

Tax benefits at estimated combined statutory tax rate $ (41) $ (4545
Items not deductible for income tax

Amortization and write-down of intangible assets 305 3,047

Other 255 142
Non-taxable portion of gain on sale of business interests (346) -
Expense (recovery) before valuation allowance 173 (1,356)
Change in valuation allowance (173) 1,356
Income tax $ - $ -
As at December 31, 2008, Rainmaker has non-capital tax loss carry-forwards and
temporary differences on property, plant and equipment. The Company does not consider
it more likely than not that the tax assets will be realized so it has applied a valuation
allowance and therefore no future income tax expense or recovery has been recorded for the
period.
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20. Income taxes (continued)
2008 2007
Non-capital losses carried forward $ 22494 $ 18,662
Capital losses carried forward 14,691 -
Property, plant and equipment temporary differences 6,922 7,221
Property, plant and equipment temporary
differences - held for sale - (431)
Intangible assets temporary differences - held for sale - (4,7112)
Other (760) -
$ 43347 $ 20,741
Tax benefits at estimated combined statutory tax rate $ 11,270 $ 7,052
Valuation allowance (11,270) (7,052)
Future income tax assets $ - $ -

Rainmaker has non-capital loss carry-forwards that expire as follows:

Estimated
Expiry date Amount Statutory Rate
December 31, 2010 $ 1,110 26% $ 289
December 31, 2022 4,751 26% 1,235
December 31, 2023 11,022 26% 2,866
December 31, 2028 5,611 26% 1,459
$ 22494 $ 5,848

21. Related party transactions

The Company did not consolidate certain subsidiaries of Canada Film Capital on the basis that
Rainmaker does not have a controlling financial interest. Details of transactions with these non-
consolidated production subsidiaries, which are measured at the exchange amount, are as follows:

(@) As at December 31, 2008, current assets held for sale includes $Nil (December 31, 2007 -
$1,509,000) due from production subsidiaries.

(b) As at December 31, 2008, current liabilities held for sale includes $Nil (December 31,
2007 - $286,000) due to production subsidiaries.

(c) As at December 31, 2008, current assets held for sale includes loans due from production
subsidiaries of $Nil (December 31, 2007 - $4,679,000). These loans are due on demand
and are secured by an assignment of and security interest over film production tax credits
due to the production subsidiaries.
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21. Related party transactions (continued)

(d) As at December 31, 2008, current assets held for sale includes accounts receivable of
$Nil (December 31, 2007 - $1,221,000) due from production subsidiaries.

(e) Revenue for the year ended December 31, 2008 includes $1,854,000 (2007 - $2,951,000)
for fees and services provided to production subsidiaries at market rate for these services.
The revenue for 2008 only includes revenue up to November 12" as EP and CFC were
sold November 13, 2008.

() Loss from discontinued operations includes revenue for the year ended December 31,

2008 of $Nil (2007 - $9,649,000) for fees and services provided to production
subsidiaries at market rate for these services.
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22. Business segments

Rainmaker through its subsidiaries operates in three distinct business segments with each segment
offering different services to the film and television industry.

Twelve months ended December 31, 2008

Payroll  Tax credit
Animation processing services  Corporate Total
Note 1 Note 1
Revenue $ 2899 $ 7149 $ 1605 $ - $ 37,723
Segment eamings (loss) before undemoted $ 3634 $ 1802 $ 324 $ (2414) $ 3,346
Depreciation and amortization of
property, plant and equipment 3,466 661 9 - 4,136
Amortization of intangible assets - 940 78 - 1,018
Compensation expense related to options (128) - - - (128)
Gain on sale of EP Canadaand Canada Film Capital - - - (2,305) (2,305)
Amortizaton of deferred gain on sale of business
interests - - - (39) (39)
Equity earnings in 7028831 Canada Inc. - - - (56) (56)
Loss on sale of property, plant and quipment 6 - - - 6
Gain on settlement of accounts payable (315) - - (588) (903)
Restructuring costs - - - 566 566
Interest on capital lease obligations 392 - - - 392
Interest on long term debt - - - 417 417
Interest on bank indebtedness 189 - - - 189
Foreign exchange (gain) loss 534 (49) @) 1 482
Interest income (146) (30) (16) (155) (347)
3,998 1522 67 (2,159) 3,428
Segment (loss) earnings before non-controlling
interest and discontinued operations $ (364 % 280 $ 257 $ (255) $ (82)
Expenditures for segment
property, plant and equipment $ 6,348 $ - $ - $ - $ 6348
December 31, 2008
Payroll  Tax credit Other and
Animation  processing Services Corporate Total
Note 1 Note 1
Total assets $ 3028 $ - 3 - $ 4980 $ 35266

Note 1 The assets of these segments were sold November 13, 2008
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22. Business segments (continued)
Twelve months ended December 31, 2007
Payroll  Tax credit
Animation  processing services  Corporate Total
Revenue $ 20,782 $ 10562 $ 2,152 $ - $ 3349
Segment eamings (loss) before undernoted $ 943 $ 3436 $ 573 $ (2208) $ 2,744
Depreciation and amortization of
property, plantand equipment 2,372 961 8 1 3342
Amortization of intangible assets 2,038 1,085 90 - 3,213
Write down of intangibles 5,750 - - - 5,750
Interest on capital lease obligations 143 - - - 143
Interest on long term debt - - - 973 973
Interest on bank indebtedness 121 - - - 121
Foreign Exchange (gain) loss @) 67 5 6 71
Loss on sale of property, plant and equipment 1 - - - 1
Interest income (89) (39) (35) 4) (167)
10,329 2,074 68 976 13,447
Segment (loss) earnings before non-controlling
interest and discontinued operations $ (9,386) $ 1,362 $ 505 $ (3,184) $ (10,703)
Expenditures for segment
property, plant and equipment $ 4,761 $ 192 $ 9 $ - $ 4962

December 31, 2007
Payroll ~ Taxcredit  Otherand

Animation  processing Services Corporate Total

Note 2 Nate 2
Goodwill (held for sale) $ - $ 1,93 $ - $ - $ 1953
Total assets $ 18190 $ 21051 $ 7,046 $ 15337 $61,724

Note 1 The assets of these segments were sold November 13, 2008
Note 2 The assets of these segments are classified on the balance sheet as held for sale.

Rainmaker Entertainment Inc. 45 Annual Report 2008



RAINMAKER ENTERTAINMENT INC.

Notes to the Consolidated Financial Statements
For the twelve months ended December 31, 2008
(tabular note amounts in thousands of dollars)

23.

Financial instruments, risks and other matters

The fair values of Rainmaker’s financial instruments approximate the carrying values. Rainmaker
is exposed to various risks related to its financial instruments as follows:

(@)

(b)

(©)

Foreign exchange risk

Rainmaker is not exposed to significant foreign exchange risk, except for revenue
denominated in United States dollars. For the twelve months ended December 31, 2008
revenue denominated in United States dollars accounted for 50% (2007 - 45%) of total
revenue. A five percent fluctuation in the average US dollar exchange rate for the twelve
months ended December 31, 2008 would represent a $939,000 (2007- $748,000) change
in net income from operations.

The Company periodically enters into foreign exchange purchase contracts to manage its
foreign exchange risk on contracts denominated in US dollars. At December 31, 2008
the Company had currency contracts outstanding that allow the Company to sell USD
$4.4 million at an average exchange rate of 1.17. At December 31, 2008 the Company
has recorded an unrealized foreign exchange loss of $0.2 million to reflect the fair value
of these currency contracts at the year end exchange rate. The currency contracts mature
as follows: $4,080,000 on August 31, 2009 and $300,000 on March 31, 2009.

Credit risk

Substantially all of Rainmaker’s customers are in the entertainment industry and are
subject to normal industry credit risks. Credit risk is managed through a credit approval
process and monitoring procedures. As at December 31, 2008 and December 31, 2007
there was no customer that accounted for over 10% of accounts receivable.

All cash balances are held at a major Canadian banking institution.

The credit worthiness and liquidity of 7028831 Canada Inc. (the issuer of the $500,000
promissory note is monitored closely by the Company).

Interest rate risk

Rainmaker is exposed to interest rate risk on the floating rate credit facilities and term
bank loan as disclosed in Note 8. Based on the average carrying value of these facilities a
fluctuation in interest rates of 1% would represent a $76,000 change to net earnings for
the twelve months ended December 31, 2008 (2007 - $74,000).
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23.

24,

Financial instruments, risks and other matters (continued)

(d)

(€)

(f)

(@)

Customer concentration

During the twelve months ended December 31, 2008, Rainmaker had one customer that
accounted for 37% (2007 — 28%) of total revenue and a second customer that accounted
for 31% (2007 — 28%).

Liquidity risk

Rainmaker manages liquidity risk by continuously monitoring actual and forecast cash
flows, using capital lease financing and by maintaining revolving credit facilities.

Other price risk

Rainmaker is exposed to other price risk arising from cash settled stock based
compensation, as an increasing share price increases both the expense and future liability
and potential cash flow.

Contractual maturity analysis for financial liabilities

Less than 1to3 4105 After 5

Total 1 year years years years

Accounts payable (Note 2) $ 2046 $ 2046 $ - $ - $ -
Long term cebt (Note1) 7,205 7,205 - - -
Capital lease obligations (Nae 1) 8249 1,996 3,640 2,613 -
Qperating leases 8593 1,316 2,568 2,297 2412

$ 26093 $ 12563 $ 6208 $ 4910 $ 2412

Note 1- Both long termdebt and capitdl lesse doligations incdludetheinterest that will bepaid to the end of
their respectiveterms

Note 2- Acoourts payable are settled within 90days

Capital Disclosures

Rainmaker’s objectives when managing capital are to safeguard its assets, maintain a competitive
cost structure, continue as a going concern in order to pursue the development of its film
properties, and provide a return to its shareholders in the form of capital appreciation.
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24, Capital Disclosures (continued)

Rainmaker’s capital is comprised of the following:

2008 2007
Total Bank Indebtedness and Long Term Debt $ 6,997 $ 18,369
Less: Cash (6,886) (685)
Net Debt 111 17,684
Total Shareholders's Equity 10,486 3,040
$ 10,597 $ 20,724

In order to facilitate management of capital, Rainmaker prepares annual expenditure budgets that
are updated as necessary depending on various factors, including successful deployment of
capital and industry conditions. The annual and updated budgets are approved by the Board of
Directors.

Rainmaker is not exposed to externally imposed capital requirements and expects its current
capital resources will be sufficient to carry out operations beyond its current reporting period. The
overall strategy with respect to capital risk management remains unchanged from the year ended
December 31, 2007.
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