Financial Statements of

THE MCELVAINE INVESTMENT TRUST

Year ended December 31, 2009



MANAGER’S RESPONSIBILITY FOR FINANCIAL REPORTING

The accompanying financial statements of The McElvaine Investment Trust (the “Trust’) have been
prepared by the Manager, McElvaine Investment Management Ltd. The Manager is responsible for
the preparation and presentation of the Trust's financial statements and for the development of
internal controls over the financial reporting process.

The Manager is responsible for reviewing and approving the financial statements and for overseeing
the Trust's financial reporting responsibilities. The Manager has approved the accompanying financial
statements of the Trust.

KPMG LLP, the external auditors of the Trust, were appointed by the Manager. As explained In their
auditors' report, KPMG LLP have audited the financial statements in accordance with Canadian
generally accepted auditing standards to enable them to express to the unitholders their opinion on
the financial statements. Their auditors’ report follows.

McElvaine Investment Management Ltd.

“Tim McElvaine”
Tim McElvaine, Director

January 22, 2010



KPMG LLP Telephone  {604) 891-3000

Chartered Accountants Fax {604 691-3031
FO Box 10426 777 Dunsmir Street Internet wivw, kpmig.ca
Vancouver BC V7Y 1K3

Canada

AUDITORS' REPORT

To the Unitholders of
The McElvaine Investment Trust

We have audited the statement of net assets and the schedule of investment portfolio of The
McElvaine Investment Trust as at December 31, 2009, and the statements of operations and changes
in net assets for the year then ended. These financial statements are the responsibility of the Trust's
Manager. Our responsibility is to express an opinion on these financial statements based on our
audit.

We conducted our audit in accordance with Canadian generally accepted auditing standards. Those
standards require that we plan and perform an audit fo obtain reasonable assurance whether the
financial statements are free of matenal misstatement. An audit includes examining, on a test basis,
evidence supporting the amounts and disclosures in the financial statements. An audit also includes
_ assessing the accounting principles used and significant estimates made by the Manager, as well as
evaluating the overall financial statement presentation.

In our opinien, these financial statements present fairly, in all material respects, the financial position
of the Trust as at December 31, 2009 and the results of its operations and the changes in its net
assets for the year then ended in accordance with Canadian generally accepted accounting principles.

Lns 44X
/

Chartered Accountants

Vancouver, Canada
January 22, 2010
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THE McCELVAINE INVESTMENT TRUST

Statement of Net Assets

December 31, 2009, with comparative figures for 2008

2009 2008
Assets
Investment portfolio, at fair value $ 65,393 561 $ 65,907,625
Cash and deposits 10,611,027 5,020,640
Subscriptions receivable 191,653 165,533
Distributions and interest receivable 84,493 185,908
76,280,734 71,279,706
Liabilities
Redemptions payable 1,125,781 3,177,149
Accounts payable and accrued liabilities 282,005 98,792
Due to brokers 14,670 -
1,422 456 3,275,941
Net assets $ 74,858,278 $ 68,003,765
Net assets by series:
Series A $ 57,095 3 -
Series B 73,579,957 66,929,391
Series F 127,680 119,940
Series X 1,093,546 954 434
Number of units outstanding (note 3}:
Series A 4 375 -
Series B 4,609,224 4, 980,847
Series F 18,801 21,123
Series X 168,975 175,357
Net assets per unit {note 11):
Series A $ 13.05 $ .
Series B 156.56 13.44
Series F 6.76 5.68
Series X 6.47 5.44

See accompanying notes to financial statements.

Approved by the Manager
McElvaine Investment Management Lid.

“Tim McElvaine”

Tim McElvaine, Director



THE McELVAINE INVESTMENT TRUST

Schedule of Investment Portfolio

December 31, 2008

Number
of shares/ Fair
par value Cost value
Canada — Convertible Debentures (4.7%)

TimberWest Forest Corp., 9%, Feb. 11, 2014 $ 2739363 § 3,047,031 $ 3,533,778
Total Canadian convertible debentures $ 3.047.031 $ 3.533778
Canada - Equities (65.9%)

Arbor Memorial Services 100,006 3% 905,000 $ 2,240,000

Caldwell Partners International Inc. 2,341,500 1,991,265 1,077,000

EGI Financial Holdings Inc. 600,000 4 905,375 6,606,000

Glacier Media Inc. 5,242,600 11,884,298 10,485,199

Indigo Books & Music Inc., 675,000 4,758,508 10,354,500

Maple Leaf Foods Inc. 300,000 3,039,390 3,480,000

PRT Forest Regeneration Income Fund 915,800 1,315,095 1,868,232

Rainmaker Enterfainment Inc. 5,451,228 9,868,492 2,453,053

Sun Gro Horticutture Income Fund 400,000 1,167,450 1,532,000

Sun-Rype Products Lid. 485,073 3,380,510 4,157,076

Swiss Water Decaffeinated Coffee Income Fund 215,600 1,657,112 1,825,224

TimberWest Forest Corp. 430,000 1,755,841 1,732,000

Village Farms Incoime Fund 2,008,183 4,140,019 1,465,974
Total Canadian equities _ $ 50,668,355 $ 49,276,348
United States - Equities (9.2%)

Adaptec Inc. 200000 % 627675 $ 702,394

Arlington Asset Investment Corp. 250,000 4,580,829 3,983,729

FBR Capital Markets Corp. 112,565 451,492 726,926

HCC Insurance Holdings Inc. 50,000 1,420,121 1,466,117
Total United States securities $ 7.080,117 $ 6,879,166
Foreign - Equities (4.2%)

RHJ Infernational 159,092 § 1,238,994 P 1,277,828

Yamaha Corp. 150,000 1,623,324 1,885,105
Total Foreign securities _ $ 2,862,318 $ 3,162,933
Miscellaneous securities (3.3%) _ $ 2405472 $ 2,447,595
Transaction costs {(note 2(d)) $ (256817) % -
Total securities (87.3%} $ 65,806,476 $ 65,299,820
Forward foreign currency contracts (0.0%) {note 4)

Net unrealized gain on forward foreign currency contracts $ 93,741
Total investment portfolio at fair value, December 31, 2009 (87.3%) $ 65,393 561
Other assets less [iabilities (12.7%) 0464, 717
Net assets (100%) $ 74,858,278

See accompanying notes to financial statements.



THE MCELVAINE INVESTMENT TRUST

Statement of Operations

Year ended December 31, 2009, with comparative figures for 2008

See accompanying notes to financial statements.
3

2009 2008
Investment income:
Dividends $ 545413 $ 726,418
Interest 367,594 166,499
Withholding tax (23,066) (42,506)
Other income - 32,579
889,941 882,990
Expenses:
Performance incentive fee (note 5) 1,237 -
Management fee (note 6) 702,961 742,084
Trustee, custodial and legal fees 72,254 134,816
Audit and fax fees 48,666 30,084
Bank charges and interest 179 178
Goods and services tax 40,394 47 506
865,691 954 668
Net investment income (loss) $ 24,250 $  (71,678)
Net realized gains:
Proceeds from sale of securities $ 37,490,270 $ 46,993,802
Securities at cost, beginning of year 86,987,878 65,160,153
Cost of securities purchased during the year 25,693,082 66,799,784
112,680,960 131,959,937
Securities at cost, end of year (65,806,476) (86,987,878)
Cost of securities sold 46,874,484 44 972 059
Gain (loss) on sale of securities (9,384,214) 2,021,743
Foreign exchange (80,790) (328,781)
Forward foreign currency contracts 1,196,300 (1,303,199)
Transaction casts (note 2(d}) (264,200) (380,778)
(8,532,904) 8,985
Change in net unrealized appreciation (depreciation) of.
Securities 20,575,481 {45,850,152)
Forward foreign currency contracts 84,665 9,076
20,660,146 {(45,841,076)
Net gain (loss) from investing activities 12,127,242 (45,832,091)
Income (loss) from operations $ 12,151,492 ${45,903,769)
Income (loss) from operations by series:
Series A $ 7,371 $ R
Series B 11,950,182 (44,998,799}
Series F 19,764 (77,718)
Series X 174,175 (827,252)
Income (loss) from operations per unit {note 2(h}}:
Series A % 2 44 4 _
Series B 2.44 (12.44)
Series F 0.99 {(4.95)
Series X 1.01 (5.21)




THE McELVAINE INVESTMENT TRUST

Statement of Changes in Net Assets

Year ended December 31, 2009, with comparative figures for 2008

Series A Series B Series F Series X Total

Net assets, December 31, 2007 $ - 3 91,728,343 $ T - % 617287343

Loss from operations {44 ,998,799) {77,718} {827,252) (45,903,769)
Unit {ransactions {note 3):

Issued for cash 15,180,154 246 641 1,965,149 17,391,044

Issued to McElvaine Value

Fund Ltd. for securities - 22,759,686 - - 32,759,686

Redeemed - (27,739,903} (48,983) (183,463) (27,972,43%9)

- 20,199,847 197 658 1,781,686 22,179,191

Increase {decrease) m net assels - {24,798,952) 119,940 954 434 (23,724,578)

Net assets, December 31, 2008 v 66,929,391 119,940 954,434 68,003,765

Income from operations 7,371 11.950,182 19,764 174,175 12,151,492
Unit transactions (note 3):

Issued for cash 49 724 16,957,079 24,019 6,638 17,037 460

Redaamed - (22,256,695) (36,043) (41,701) {22,334,439)

43 724 {5,299,616) {12,024) (35,063) (5,320,998)

Increase {decrease) in net assefs 57,095 6,650,566 7,740 133,112 6,854,513

Net assets, December 31, 2009 $ 57,095 $ 73579957 3 127,680 § 1003546 ¢ 74,858,278

See accompanying notes to financial statements,



THE McELVAINE INVESTMENT TRUST

MNotes to Financial Statements

Year ended December 31, 2009

1.

Organization:

The McElvaine Investment Trust (the “Trust") is an unincorporated unit trust governed by the laws
of British Columbia, which was formed pursuant to a Declaration of Trust dated September 27,
1996, as amended May 15, 2002 and January 1, 2008 (the *Trust Agreement’), between
McEivaine Investment Management Ltd. and RBC Dexia Investor Services Trust (the "Trustee™).
The Trust is managed by McElvaine Investment Management Ltd. (the "Manager” or “Investment
Counsel™}, which also provides investment counselling services.

Investment capital is contributed to the Trust through the purchase of Series A, B or F units at a
value established on a monthly basis {note 10).

Significant accounting policies:

The financial statements of the Trust are prepared in accordance with Canadian generally
accepted accounting principles (“GAAP™). The significant accounting policies are described
below.

(a} New accounting standards:

Effective on January 1, 2009, the Trust adopted the recent amendments to Canadian Institute
of Chartered Accountants {"CICA"Y Handbook Section 3862, Financial instruments -
Disclosures ("S3862"), which establishes a fair value hierarchy that categorizes the inputs
used to calculate a financial instrument’s fair value. The hierarchy contains three "levels” of
fair value inputs as follows:

e Quoted prices (unadjusted} in active markets for identical assets and liabilities (Level 1)

e Inputs other than quoted prices in active markets included in Level 1 that are observable
for the assets or liability, either directly (i.e. as prices) or indirectly (i.e. derived from
prices) (Level 2}, and

s |Inputs for the asset or liability that are not based on observable market data
(unobservable inputs) (Level 3).

{b} Valuation of series:

Net assets are calculated monthly for each series of units. Net assets of a particular series of
units is computed by calculating the value of that series’ proportionate share of the assets and
liabilities of the Trust common to all series plus net assets of the Trust attributable only to that
series. Expenses directly attributable to a series are charged to that series. Other expenses
are allocated proportionately based upon the relative net assets of each series. Expenses are
accrued monthly.



THE McELVAINE INVESTMENT TRUST

Notes to Financial Statements

Year ended December 31, 2009

2. Significant accounting policies (continued):

(c)

(d)

(f)

Investments:

Investments are stated at pericd-end fair values, which are generally determined based on
closing bid prices reported either by appropriate securities exchanges or in the over-the-
counter market (“net assets"). In respect of any securities for which the closing bid price is
not constdered to be representative of fair value, such securities will be valued at their fair
value as determined by the Trustee, in consultation with the Manager, on the basis of the
latest reported information availabie.

The Trust calculates net asset value for unit sales and redemption pricing purposes ("NAV")
on a basis consistent with the investment funds industry, in accordance with Rules and
Policies issued by the Canadian Securities Administrators ({the “CSA". A reconciliation
between net assets and NAV at the period end is disclosed in note 10.

Average cost is used to compute realized gains and losses on investments.
Transaction costs:

Transaction costs, such as brokerage commissions incurred in the purchase and sale of
securities by the Trust, are charged to income (loss) from operations in the period incurred, as
separately disclosed in the statement of operations.

Foreign exchange:

Purchases and sales of foreign securities and the related income and gains (losses) are
translated into Canadian dollars at the rate of exchange prevailing at the date of the
respective transaction. Assets and liabilities denominated in foreign currencies are translated
into Canadian dollars at the rates of exchange prevailing at the close of each business day.
Realized gains and losses and the change in unrealized gains and losses on foreign currency
transactions, including the purchase and sale of forward contracts, are included in the
statements of operations.

Forward foreign currency contracts:

The Trust may enter into forward foreign currency contracts, the purpose of which is to
provide an economic hedge against exposure to foreign currency fluctuations. The carrying
value of these forward contracts, which is recorded in the schedule of investments portfolio, is
the gain or loss that would be realized if, on valuation day, the positions were closed out. For
financial statement purposes this value is recorded as an unrealized gain or loss in the
statements of operations. When the contracts are closed or expire, gains and losses are
included in realized gains and losses in the statements of operations.

Gains and losses arise due to changes in the value of the foreign currency in relation to the
Canadian dollar. Losses may also occur if the counterparty does not perform under the
contract.



THE McELVAINE INVESTMENT TRUST

Notes to Financial Statements

Year ended December 31, 2009

2. Significant accounting policies (continued):

(9)

(h)

Income and expenses:

The accrual method of recording income and expenses is followed by the Trust, with
dividends recorded as receivable on the ex-dividend date of the related shares. Distributions
received from income or royalty trusts are recorded as income, capital gain or a return of
capital, based on the best information available to the Manager. Due to the nature of these
investments, actual allocations could vary from this information, Distributions from income
and royalty trusts that are treated as a return of capital for income tax purposes reduce the
average cost of the underlying investment and are included as a reduction of the “cost of
securities purchased during the year" in the statement of operations.

Investment income, net realized gains (losses) and change in net unrealized appreciation
(depreciation) of securities are allocated among series of units based on each series’
proportionate share of the net assets of the Trust.

Per unit values:
Par unit amounts for each series of the Trust are caiculated as follows:

Net assets per unit On the number of units outstanding at the period-end
with investments valued using closing bid prices

Net asset value ("NAV ™)

per unit On the number of units outstanding at the period-end
with investments valued using either the last
sale price or themidpoint between closing bid and
ask quotations

Income {loss) from operations  On the monthly weighted average number of units
outstanding during the period

Use of estimates:

The preparation of financial statements requires the Manager fo 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 financial statements and the reported
amounts of income, expenses, gains and losses during the reporting year. Actual results
could differ from those estimates.



THE MCELVAINE INVESTMENT TRUST

Notes to Financial Statements

Year ended December 31, 2009

3. Unitholders’ equity:

Pursuant to the Trust Agreement which was amended and restated as of January 1, 2008, the
Trust is authorized to issue an unlimited number of units in three distinct series of units as follows:

Series A units were first made available for sale on February 26, 2009 and are available to all
investors. May be subject to a fee if redeemed early. Dealers may charge a commisston or
fee of up to 2% of the total purchase. May be redesignated by the unitholder as Series F.

Series B units are available only from the Manager. May qualify for redesignation by the
unitholder as Series A or F. Effective January 1, 2008, all then outstanding units of the Trust
were designated as Series B units.

Series F units are available to investors having fee-based accounts with a qualifying dealer
and to qualifying groups of investors. May qualify for redesignation by the unitholder as
Series A

Prior o February 26, 2009, Series X units were designated as “Series A units”. As of that
date, Series X units are no longer offered for sale to the public,

Redemptions may only occur on the last business day of every month, with appropriate notice,
and may be restricted in certain circumstances in accordance with the Trust Agreement.

Continuity of the number of issued units is summarized as follows:

) 2009 2008
Series A:

Balance, beginning of year - -

|ssued for cash 4,375 -

Redeemed - -
Balance, end of year 4,375 -
Series B:

Balance, beginning of year 4,980,847 3,486,016

{ssued for cash 1,346,684 1,096,933

Issued to the McElvaine Value Fund Lid.

For securities - 2,170,002

Redeemed {(1,718,307) (1,772,104}
Balance, end of year 4,609,224 4,980,847
Series F:

Balance, beginning of year 21,123 -

Issued for cash 3.510 26,846

Redeemed (5,732) {5,723)
Balance, end of year 18,901 21,123
aeries X:

Balance, beginning of year 175,357 -

Issued for cash 1,211 207,622

Redeemed (7,593) (32,265)
Balance, end of year 168,975 175,357




THE McELVAINE INVESTMENT TRUST

Notes to Financial Statements

Year ended December 31, 2009

4, Forward foreign currency contracts:

At December 31, 2009, the Trust had the following outstanding contracts to sell Japanese Yen
and receive Canadian dollars:

Contract value Contract value Contract value

at inception at inception at December 31 Settlement date
YEN133,744,000 CAD1,699,966 CAD1,506,225 January 20,2010 % 93,741
Net unrealized gain $ 93,741

5. Performance incentive fee:

Effective January 1, 2008 (February 26, 2009 for Series A), the Trust will pay the Investment
Counsel an incentive fee for its services as portfolio advisor at a rate of 20% (the “Incentive Fee
Rate"} of.

For Series A, payable annually on any increase in the Series A NAV during the fiscal year
(adjusted for contributions and redemptions of Series A units and for any shortfall, as
described below) in excess of a 12% return (the “Series A Hurdle Rate”).

For Series B and F, payable annually on any increase in the respective series NAV during the
fiscal year (adjusted for contributions and redemptions of the respective series units and for
any shortfall, as described below) in excess of a 6% return (the “Series B and F Hurdle
Rate™).

If in any fiscal year the increase in the respective series NAV is less than the respective
Series A Hurdle Rate or Series B and F Hurdle Rate {a shortfall), the respective difference will
be carried forward to the next fiscal year and, after adjustment for redemptions, deducted in
the fee calculation from any increase in the NAV of the respective series of the Trust for that
year.

For Series X, payable quarterly on any increase in the Series X NAV during a calendar quarter
(adjusted for contributions, redemptions and distributions on Series X units), but no fee is
payable unless the Series X NAV at the end of the calendar quarter is greater than the highest
quarter-end Series X NAV previously achieved by the Trust.

The performance incentive fee, if any, is estimated and accrued monthly during a fiscal year for

the purpose of calculating the net asset value per unit at the end of each month, but is paid to the
Investment Counsel annually within one month of the fiscal year-end of the Trust in etther cash or
units, at the discretion of the Investment Counsel.

An incentive fee of $1,237 is payable in respect of Series A of the Trust for the year ending

December 31, 2009. Series A was first offered during 2008.



THE McELVAINE INVESTMENT TRUST

Notes to Financial Statements

Year ended December 31, 2009

5. Performance incentive fee {continued):

The adjusted shortfall carried forward in respect of each of Series B and F of the Trust at
December 31, 2009 and December 31, 2008 was as follows:

B December 31, 2009 December 31, 2008
Series B $ 45,015,566 $ 55,379,101
Series F 64,879 - 90,106

The shortfall carried forward in respect of Series B includes shortfall transferred to the Trust in
respect of units issued to investors who redeemed shares of McEivaine Value Fund Ltd and used
the proceeds to subscribe for Series B units of the Trust.

No incentive fee was paid in respect of Series X of the Trust during the years ended
December 31, 2009 or 2008 as the Series X NAV did not exceed the highest quarter-end Series X
NAV previously achieved by the Trust.

6. Management fee:

The Trust pays a monthly fee to the Manager for management and administration services
rendered, based on the NAV of the respective series (prior to the calculation of any performance
incentive fee (note 5)) on the last business day of the preceding month. Effective January 1, 2008
(February 26, 2009 for Series A), the monthly fee payable to the Manager is based upon the
following rates:

Series A 1/12 of 2.0% per annum
Series B 1/12 of 1.0% per annum
Series F 1/12 of 1.0% per annum

Series X 1/12 of 1.2% per annum

7. Financial instruments:

The Trust may be exposed to a variety of financial risks. The Trust's exposures to financial nsks
are concentrated in its investment holdings, including derivative instruments. The Schedule of
Investment Portfolio groups securities by asset type, geographic region and/or market segment.
The Manager manages the potential effects of these financial risks on the Trust's performance by
overseeing and regularly monitoring the Trust's position and market events, and diversifies the
investment portfolio within the constraints of the investment guidelines. The fundamental
investment objective of the Trust is to provide long-term capital appreciation by investing primarity
in equity securities that are trading below their intrinsic value, as determined by tnvestment
Counsel.

10



THE McELVAINE INVESTMENT TRUST

Notes to Financial Statements

Year ended December 31, 2009

7. Financial instruments {continued):

(a} Currency risk:

(b)

Currency risk is the risk that the value of the investments denominated in currencies, other
than the Canadian dollar, will fluctuate due to changes in foreign exchange rates. The tables
below summarize the Trust's exposure to currency risk as at December 31, 2009 and 2008.
Amounts shown are based on the carrying value of monetary and non-monetary assets
{including derivatives and underlying principal {(notional) amount of forward currency
contracts, if any).

MNet other
December 31, 2009 Investments Cash liabilities Derivalives Total
(note 4}
Canadian dollar $ 55257 721 $ 10,604,270 ¥ (1,146310 3 1,598.966 % 66315647
US doflar 6,879,166 6,757 - - 6,885,923
Eurgpean eurg 1,277 828 - - - 1,277,828
Japanese yen 1,885,105 - (1,506,225) 378,880
$ 65299820 % 10611027 $ (1,145310) § 93 741 ¥ 74858278
Net other o
Decamber 31, 2008 Investments Cash liahilities Derivatives Taotal
(note 4)
Canadian dollar $ 52,351,226 $ 4,507,301 $ (2,024500) % 17,297,143 3 71.231.170
US dollar 13,547,323 513.339 - (17,288,067 {(3,227.405)
$ 65,898,549 $ 5020640 $ (2924500 % 9,076 $ 68,003,765

As at December 31, 2009, if the Canadian dollar had strengthened or weakened by 5% in
relation to all other foreign currencies, with all other factors remaining constant, the net asset
value of the Trust could have decreased or increased by approximately $427,000 (2008 —
increased or decreased by $161,000), respectively. In practice, actual results may differ from
the sensitivity anaiysis and the difference could be materiai.

Interest rate risk:

Interest rate risk is the risk that the market value of the Trust's interest bearing investments,
such as bonds, money market instruments and debentures, will fluctuate due to changes in
market interest rates. The Trust's exposure to interest rate risk is concentrated in its
investment in debt securities. As at December 31, 2009 the Trust held one debt security with
a fair value of $3,633,778 (4.7% of nef assets) and a maturity date of 2014,

All other securities, comprising equity securities and forward foreign currency contracts, were
not subject to significant interest rate risk,

11



THE McELVAINE INVESTMENT TRUST

Notes to Financial Statements

Year ended December 31, 2009

7. Financial instruments (continued):

(c)

(d)

(e)

Liquidity risk:

The Trust's exposure to liquidity risk is concentrated in the monthly cash redemptions of
shares. The Trust primarily invests in securities that are traded in active markets and can be
readily disposed. in addition, the Trust retains sufficient cash and cash equivalent positions to
maintain liquidity. The Trust may, from time to time, enter into over-the counter dervative
contracts or invest in unlisted securities, which are not traded in an organized market and may
be illiquid. However, the Trust requires appropriate notice of redempfion, which may be
restricted in certain circumstances. Accordingly, as at December 31, 2009, the Trust did not
have significant exposure to liquidity risk.

Credit risk;

Credit risk is the risk that a loss could arise from a security issuer or counterparty to a
financial instrument not being able to meet its financial obligations. The fair value of debt
securities includes consideration of the credit worthiness of the debt issuer. Credit nisk
exposure for over-the counter derivative instruments is represented by any unrealized gain on
the contractual obligations with the counterparty as at the reporting date. As at December 31,
2009, the Trust's exposure to credit risk related primarily to the TimberWest Forest Gorp.
convertible debentures.

Other market nsk:

Other market risk is the risk that the fair value of a financial instrument will fluctuate as a
result of changes in market prices (other than those arising from interest rate risk or currency
risk), whether those changes are caused by factors specific to the individual financial
instrument or its issuer, or factors affecting all similar financial instruments traded in 2 market.
Other assets and liabilities are monetary items that are short term in nature and are not
subject to other market risk.

The geographical and market sector breakdown of securities is disclosed in the Trust's
Schedule of Investment Portfolio. For additional information on other market risks, refer to
the Trust's Confidential Offering Memorandum.

12



THE McELVAINE INVESTMENT TRUST

Notes to Financial Statements

Year ended December 31, 2009

7. Financial instruments (continued):

(f) Fair value:

The Trust's assets recorded at fair value have been categorised in the following table
according {o the fair value hierarchy set out in note 2(a).

Level 1 Level 2 Level 3 Total
Equities $ 61,766,042 N - ¥ - $ 61,766,042
Bonds - 3,833,778 - 3,933,778
Derivatives (note 4) - 03,741 - 93,741

$ 61,766,042 3 3,627,519

o5
)

565,393,561

There were no significant transfers between Level 1 and Level 2 during the year and no
investments were classified as Level 3 investments at any time during the year,

8. Rainmaker Income Fund:

On May 31, 2002, shares held by the Trust in Rainmaker Entertainment Group were exchanged
for units in Rainmaker income Fund. For tax purposes, this transaction resulied in a capital gain
of $1,284,893 to the Trust during the year ended December 31, 2002. For accounting purposes,
the gain was not recognized as the exchange did not represent the culmination of the earnings
process. Accordingly, the cost of the units acquired was recorded at the cost of the shares given
up in the exchange. A realized gain or 10s3 on investment will be recorded for accounting
purposes when the investment is sold in the normal course, which amount will be adjusted for tax
purposes hy the previously reported capital gain.

Income taxes:

The Trust qualifies as a mutual fund unit trust under the Income Tax Act (Canada) and is not
subject to income tax on the portion of its income, including net realized capital gains, which is
paid or payable to unitholders. All or substantially all of the income for income tax purposes of the
Trust is distributed to unitholders and, accordingly, no provision for income taxes has been made
in the financial statements.

The payment or reinvestment of distributions reduces the net asset value per unit because
distributions paid in cash reduce the net assets of the Trust while reinvestment resulis in an
increase in the number of units outstanding.

13



THE MCcELVAINE INVESTMENT TRUST

Notes to Financial Statements

Year ended December 31, 2009

10. Reconciliation of net assets and net asset value;

11.

In accordance with GAAP, the calculation of the net assets of the Trust for financial reporting
purposes {"net assets”) requires investments to be valued using the closing bid price. Consistent
with the investment funds industry, in accordance with Rules and Policies issued by the CSA, the
Trust determines net assets value for purposes of unit sales and redemption ("NAV") based upon
either last sale price or the midpoeint between closing bid and ask quotations.

53855
NAV adjustment Net Assets
By series at December 31, 2009:
Series A N 58,014 § (919) § 57,005
Series B 74,768,475 (1,188,518) 73,679,957
Series F 129,333 (1,653) 127,680
Series X 1,110,986 (17,440) 1,093,546

$ 76,066,808 $ (1,208530) $ 74,858,278

Per unit at December 31, 2009;

Series A $ 13.26 § 021y % 13.05
Series B 16.22 (0.26) 15.96
Series F 6.84 (0.08) 6.76
Series X 6.57 (0.10) 6.47

Future changes in accounting standards:

The Manager is in the process of implementing a changeover plan to meet the timetable
published by the CICA for changeover to International Financial Reporting Standards ("IFRS"). As
at December 31, 2009, the Manager does not believe the impact on net assets from the
changeover to IFRS will be significant. The impact of adopting IFRS is expected {o be mainly in
presentation and additional disclosures in the financial statements of the Trust.
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MANAGER’S RESPONSIBILITY FOR FINANCIAL REPORTING

The accompanying financial statements of The McElvaine Investment Trust (the “Trust") have been
prepared by the Manager, McElvaine Investment Management Ltd. The Manager is responsible for
the preparation and presentation of the Trust's financial statements and for the development of
internal controls over the financial reporting process.

The Manager is responsible for reviewing and approving the financial statements and for overseeing
the Trust's financial reporting responsibilities. The Manager has approved the accompanying financial
statements of the Trust.

KPMG LLP, the external auditors of the Trust, were appointed by the Manager. As explained in their
auditors' report, KPMG LLP have audited the financial statements in accordance with Canadian
generally accepted auditing standards to enable them to express to the unitholders their opinion on
the financial statements. Their auditors' report follows.

McElvaine Investment Management Ltd.

Tim McElvaine, Director

January 16, 2009



3 I S S B

KPMG LLP Telephone  604-691-3000
Chartered Accountants Fax 604-691-3031
FO Box 10428 777 Dunsmuir Street Internet ww. kprmg.ca
Vancouver BC V7Y 1K3

Canada

AUDITORS' REPORT

To the Unithclders of
The McElvaine Investment Trust

We have audited the statement of net asseis and the schedule of investment portfolioc of The
McElvaine Investment Trust as at December 31, 2008, and the statements of operations and changes
in net assets for the year then ended. These financial statements are the responsibility of the Trust's
Manager. Our responsibility is to express an opinion on these financial statements based on our
audit.

We conducted our audit in accordance with Canadian generally accepted auditing standards. Those
standards require that we plan and perform an audit to obtain reasonable assurance whether the
financial statements are free of material misstatement. An audit includes examining, on a test basis,
evidence supporting the amounts and disclosures in the financial statements. An audit also includes
assessing the accounting principles used and significant estimates made by the Manager, as well as
evaluating the overall financial statement presentation.

In our opinion, these financial statements present fairly, in all material respects, the financial position
of the Trust as at December 31, 2008 and the results of its operations and the changes in its net
assets for the year then ended in accordance with Canadian generally accepted accounting principles.

L 44X
S

Chartered Accountants

Vancouver, Canada
January 16, 2009

FFMG LLE a Canadian mited labildy partnership s the Canagian
rmgmbes firm of KPFMG Intemational, 2 Swiss cooperative.



THE MCELVAINE INVESTMENT TRUST

Statement of Net Assets

December 31, 2008, with comparative figures for 2007

2008 2007
Assets
Investment portfolio, at fair value $ 65,907,625 $ 89,028,126
Cash and deposits 5,020,640 1,820,208
Subscriptions receivable 165,533 228,106
Distributions and interest receivable 185,908 105,275
71,279,706 92,081,715
Liabilities
Redemptions payabie 3,177,149 278177
Accounts payable and accrued liabilities 08,792 75,195
3,275,941 353,372
Net assets $ 68,003,765 $ 91,728,343
Net assets by series:
Series A $ 054434 $ -
Series B 66,929,391 91,728,343
Series F 119,940 -
Number of units cutstanding (note 3):
Series A 175,357 -
Series B 4,980,847 3,486,016
Series F 21123 n
Net assets per unit;
Series A $ 5.44 $ -
Series B 13.44 26.31
Series F 568 -

See accompanying notes to financial statements.

Approved by the Manager
McElvaine Investment Management Ltd.

Tim McElvaine, Director



THE McELVAINE INVESTMENT TRUST

Schedule of Investment Portfolio

December 31, 2008

Number Fair
of shares Cost value

Canada - Equities (77.0% of net assets)
Arbor Memarial Services inc. 100,000 $ 905,000 $ 1,900,000
Canaccord Capital Inc. 250,000 826,010 1,007,500
CanWest Global Communications Corp. 1,750,000 4.419.211 1,365,000
EGI Financial Holdings Inc. 762 898 6,235,407 4,966 466
Forest & Marine Investments Ltd. 499 800 1,654,271 69,972
Glacier Ventures International Corporation 2,000,000 11,431,848 10,750,000
GMP Capital Trust 200,000 781,440 1,008,000
Indigo Books & Music Inc. 784,996 5,633,941 0,231,583
Maple Leaf Foods Inc. 500,000 5,065,650 5,530,000
Newfoundland Capital Corp. Lid. 309,800 2,915,425 5,266,600
Rainmaker Entertainment Inc. (note 8) 5,451,228 9,868,492 3,270,736
Sun-Rype Products Ltd, 415,573 2,774,587 2,289,807
The Caldwell Partners International Inc. 850,000 1,067,885 578,000
TimberWest Forest Corp. 850,000 3,827,496 3,009,000
Village Farms Income Fund 2,008,183 4.140,019 2,108,592
Total Canadian securities $ 61,446,692 $ 52,351,226

United States - Equities {19.9%)

CBS Corporation, Class B 500,000 $ 5,630,692 $ 5,055,306
Citadel Broadcasting Corp. 3,852,634 7,559,657 760,977
Friedman, Billings, Ramsey Group, Inc. 4,642 554 5,328,326 922,734
Sotheby's 100,000 1,128,059 1,087 601
The McGraw-Hill Companies, Inc. 200,000 6,237,033 5,720,705
Total United States securities $ 25,883,767 $ 13,547 323

$  (342,580) _ § -

Transaction costs for securities gnnte 2!‘:'11

Total securities (86.9%}) $ 86,087,878 $ 65,898,549
Forward foreign currency contracts (0.0%) (note 4)

Net unrealized gatn on forward foreign currency contracts 0,076
Total investme_nt portfolio at fair value, December 31, 2008 {26.9%) $ 65,007 625
Other assets less liabilities (3.1%) 2,096,140
Net assets (100%) $ 68,003,765

See accompanying notes to financial statements.



THE McCELVAINE INVESTMENT TRUST

Statement of Operations

Year ended December 31, 2008, with comparative figures for 2007

2008 2007
Investment income:
Dividends $ 726418 $ 866,259
Interest 166,499 585,968
Withholding tax {42,506) (2,565)
Other income 32,579 13,316
882,990 1,462,978
Expenses.
Management fee (note 6) 742,084 383,620
Trustee, custodial and legal fees 134,816 128,361
Audit and tax fees 30,084 42,700
Bank charges and interest 178 80
(Goods and services tax 47 506 33,264
954,668 588,035
Net investment gain (loss) $ (71,678) $ 8749043
Net realized gains:
Proceeds from sale of securities $ 46,993,802 3 26,230,342
Securities at cost, beginning of year 65,160,153 65,336,037
Cost of securities purchased during the year (note 3} 66,799,784 20,515,117
131,959,937 85,851,154
Securities at cost, end of year {86,987 ,878) {65,160,153)
Cost of securities sold 44 972 059 20,691 001
Gain on sale of securities 2021743 5,539,341
Foreign exchange (328,781} (64,650)
Forward foreign currency contracts (1,303,199) -
Transaction costs (note 2{d}) (380,778) {214,715)
5,985 5,259,976
Change in net unrealized appreciation (depreciation) of:
Securities (45,850,152} {6,067,991)
Forward foreign currency confracts 9,076 -
(45,841,076) (6,067,991)
Net loss from investing activities (45,832,091) (808,015)
Income {loss) from operations __ 5(45,903,769) $ 66,028
Income {loss) from operations by series:
Series A $ (827,252) 3 -
Series B (44,998,799) 66,928
Series F _ (77,718) -
Income (loss) from operations per unit:
Series A $ {5.21) $ -
Series B (12.44) 0.02
Series F (4.95) -

See accompanying notes to financial statements.



THE McELVAINE INVESTMENT TRUST

Statement of Changes in Net Assets

Year ended December 31, 2008, with comparative figures for 2007

Series A Series B Series F Total
Net assets, December 31, 2006 % . $ 986,505696 3 - 3 96,505696
Income from operations - 66,928 - 66,928
Distributions paid from realized
capital gains - (1,734,278} - {1,734,278)
Unit transactions (note 3):
|ssued for cash - 6,183,233 - 6,183,233
Reinvestment of distributions - 1,734,278 - 1,734,278
Redeemed - {11,027 514) - {11,027 .514)
- (3,110,003) - (3,110,003)
Decrease in net assets - {4,777,353) - (4,777,353)
Net assets, December 31, 2007 - 91,728,343 - 01,728,343
Loss from operations (827,252) (44,998,799) (77,718) {45,903,769)
Unit transactions {note 3):
Issued for cash 1,965,149 15,180,164 246,641 17,391,044
Issued to McElvaine Value
Fund Ltd. for securities - 32,759 686 - 32,759,686
Redeemed (183,463} {(27,739,993) {48,983) (27.972.439)
1,781.686 20,199,847 197 658 22,179,191
Decrease in net assets 954 434 (24,798,952) 119,940 (23,724,578)
Net assets, December 31, 2008 $ 054,434 $ 66,929 351 $ 119,940 $ EBTDDS,?BE

See accompanying notes fo financial statements.




THE McELVAINE INVESTMENT TRUST

Notes to Financial Statements

Year ended December 31, 2008

1.

Organization:

The McElvaine Investment Trust (the “Trust") is an unincorporated unit frust governed by the laws
of British Columbia, which was formed pursuant to a Declaration of Trust dated September 27,
1996, as amended May 15, 2002 and January 1, 2008 (the "Trust Agreement”), between
McElvaine Investment Management Ltd. and RBC Dexia Investor Services Trust {the “Trustee").
The Trust is managed by McElvaine Investment Management Ltd. {the “Manager” or “Investment
Counsel"}, which also provides investment counselling services.

Investment capital is contributed to the Trust through the purchase of Series A, B or F units at a
value established on a monthly basis {note 10).

Significant accounting policies:

The financial statements of the Trust are prepared in accordance with Canadian generally
accepted accounting principles (GAAP). The significant accounting policies are described below.

{a)} Changes in accounting standards:

The Canadian Institute of Chartered Accountants ("CICA") has issued Handbook Section
3862, Financial Instriments Disclostires ("53862"} and Section 3863, Financial Instruments
Presentation ("S3863"), which the Trust adopted on January 1, 2008. The new standards
increase the emphasis on the disclosure of risks associated with financial instruments, and
how those risks are managed (refer to note 7). Adoption of the new standards did not impact
the Trust's net assets. Risks of investing in the Trust are disclosed in more detail in the
Trust's Confidential Offering Memaorandum.

(b} Valuation of units;

Net assets are calculated for each series of units. Net assets attributable to a particular
series of units are computed by calculating the value of that series’ proportionate share of the
assets and liabilities of the Trust common to all series plus net assets of the Trust attributable
only to that series.

For unit sales and redemption pricing purposes, the Trust continues {o calculate net asset
value (NAV, note 10) on a basis consistent with the investment funds industry and in
accordance with Rules and Policies implemented by the Canadian Securities Administrators
(the "CSA") whereby investments are valued at either the last sale price or the midpoint
between closing bid and asked quotations.



THE McELVAINE INVESTMENT TRUST

Notes to Financial Statements

Year ended December 31, 2008

2. Significant accounting policies (continued):

{c)

(d)

(e)

()

Investments:

Investments are stated at period-end fair values, which are generally determined based on
closing bid prices reported either by appropriate securities exchanges or in the over-the-
counter market. in respect of any securities for which the closing bid price is not considered
to be representative of fair value, such securities are valued at their fair value as determined
by the Trustee, in consultation with the Manager, on the basis of the latest reporied
information availabie.

Average cost is used to compute realized gains and losses on investments.
Transaction costs:

Transaction costs, such as brokerage commissions incurred in the purchase and sale of
securities, are charged fo income (loss) from operations in the period incurred, as separately
disclosed in the statement of operations.

Foreign exchange:

Purchases and sales of foreign securities and the related income are translated inte Canadian
dollars at the rate of exchange prevailing at the date of the respective fransaction. Assets and
liabilities denominated in foreign currencies are translated into Canadian dollars at the rates of
exchange prevailing at the close of each valuation day. Realized gains and losses, and the
change in unrealized gains and losses, on foreign currency transactions, including the
purchase and sale of forward contracts, are included in the statement of operations.

Forward foreign currency contracts;

The Trust may enter into forward foreign currency contracts, the purpose of which is to
provide an economic hedge against investment portfolio exposure to foreign currency
fluctuations. The carrying value of these forward contracts, which is recorded in the schedule
of investment portfolio, is the gain or loss that would be realized if, on valuation day, the
positions were closed out. For financial statement purposes this value is recorded as an
unrealized gain or loss in the statements of operations. When the contracts are closed or
expire, gains and losses are included in realized gains and losses in the statement of
operations.

Gains and losses arise due to changes in the value of the foreign currency in relation to the
Canadian dollar. Losses may also occur if the counterparty does not perform under the
contract.



THE McELVAINE INVESTMENT TRUST

Notes to Financial Statements

Year ended December 31, 2008

2. Significant accounting policies {continued):

{g) Income and expenses:

(h)

(1

{)

The accrual method of recording income and expenses is followed by the Trust, with
dividends recorded as receivable on the ex-dividend date of the related shares. Distributions
received from income or royalty trusts are recorded as income, capital gain or a return of
capital, based on the best information available to the Manager. Due to the nature of these
investments, actual allocations could vary from this information. Distributions from income
and royalty trusts that are treated as a retumn of capital for income tax purposes reduce the
average cost of the underlying investment and are included as a reduction of the “cost of
securitties purchased during the year™ in the statement of operations.

Investment income, net realized gains (losses) and change in net unrealized appreciation
(depreciation) of securities are allocated among series of units based on each series’
proportionate share of the net assets of the Trust.

Expenses directly atiributable fo a series are charged to that series, and other expenses are
allocated proportionately based upon the relative net assets of each series.

Per unit values:

Per unit amounts for each series of the Trust are calculated as follows:

Net assets per unit On the number of units outstanding at the period-end
with investments valued using closing bid prices

Net asset value ("NAV “)
per unit (note 10) On the number of units outstanding at the period-end
with investments valued using either the last
sale price or themidpoint between closing bid and
asked quotations

Income (loss) from operations  On the monthly weighted average number of units
outstanding during the period

Use of estimates:

The preparation of financial statements requires the Manager 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 financial statements and the reported
amounts of income, expenses, gains and losses during the reporting year. Actual results
could differ from those estimates.

Comparative figures:

Certatn comparative figures have been reclassified to conform with the financial statement
presentation adopted for the current period.



THE McELVAINE INVESTMENT TRUST

Notes to Financial Statements

Year ended December 31, 2008

3. Unitholders’ equity:

Pursuant to the Trust Agreement, the Trust is authorized to issue an unlimited number of units in
three distinct series of units as follows:

Series A units are available to all investors. May be subject to a fee if redeemed early.
Dealers may charge a commission or fee of up to 2% of the total purchase. May be
redesignated by the unitholder as Series F.

Series B units are available only from the Manager. May qualify for redesignation by the
unitholder as Series A or F. Effective January 1, 2008, all outstanding units of the Trust were
designated as Series B units.

Series F units are available to investors having fee-based accounts with a qualifying dealer
and to qualifying groups of investors. May qualify for redesignation by the unitholder as
Series A.

Redemptions may only occur on the last business day of every month, with appropriate notice,
and may be restricted in certain circumstances in accordance with the Trust Agreement.

Continuity of the number of issued units is summarized as follows:

2008 2007

Series A:
Balance, beginning of year . -
|ssued for cash 207 622 -
Redeemed {32,265) -
Balance, end of year 175,357 .

Series B:
Balance, beginning of year 3,486,016 3,589,505
Issued for cash 1,096,933 217,395

Issued to the McElvaine Value Fund Lid.

for securities 2,170,002 -
Reinvestment of distributions - 64,694
Redeemed (1,772,104} (385,578)
Batance, end of year 4 980,847 3,486,016

On October 27, 2008 the British Columbia Securities Commission granted a decision document
(the "Decision”) to the Manager permitting a transfer of all or a portion of the investment portfolio
of the McElvaine Value Fund Ltd. (the "Fund"} to the Trust in exchange for units of the Trust. [n
accordance with the Decision, the Fund transferred securities, with a fair value at the date of
transfer of $32,759,686, to the Trust in exchange for 2,170,002 Class B units of the Trust.



THE McELVAINE INVESTMENT TRUST

Notes to Financial Statements

Year ended December 31, 2008

3. Unitholders’ equity (continued):

2008 2007

Series F:
Balance, beginning of year - -
Issued for cash 26,846 -
Redeemed (5,723) -
Balance, end of year 21,123 -
——— e e

4. Forward foreign currency contacts:
At December 31, 2008, the Trust had the following outstanding contracts to sell US dollars and
receive Canadian dollars:

Contract value Contract value Contract value
at inception at inception at December 31 Settlement date

UsSD 6,000,000 CAD 7,631,160 CAD (7,409,694) January21,2009 $ 121,466
UsD 8,000,000 CAD 9,765,983 CAD (9,878,373} February 18, 2009 (112,390)

CAD17,297,143  CAD (17,288,067)
Net unrealized gain $ 9,076
——— e e e e+ % OO0

The credit rating of the counterparty to each of the above forward foreign currency contacts is the
Royal Bank of Canada, which is rated A-1+ by Standard & Poor's.

5. Performance incentive fee:

Effective January 1, 2008, the Trust will pay the Investment Counsel an incentive fee for its
services as portfolio advisor at a rate of 20% (the "Incentive Fee Rate") of:

For Series A, payable quarterly on any increase in the Series A NAV during a calendar quarter
(adjusted for contributions, redemptions and distributions on Series A units), but no fee is
payable unless the Series A NAV at the end of the calendar quarter is greater than the highest
quarter-end Series A NAV previously achieved by the Trust.

For Series B and F, payable annually on any increase in the respective series NAV du ring the
fiscal year (adjusted for contributions and redemptions of the respective series units and for
any shortfall, as described below) in excess of a 6% return (the “Hurdle Rate”"). if in any fiscal
year the increase in the respective series NAV is less than the Hurdle Rate (a shortfall), it will
be carried forward to the next fiscal year and, after adjustment for redemptions, deducted in
the fee calculation from any increase in the NAV of the respective series of the Trust for that
year.



THE McELVAINE INVESTMENT TRUST

Notes to Financial Statements

Year ended December 31, 2008

5. Performance incentive fee (continued):

The performance incentive fee, if any, is estimated and accrued monthly during a fiscal year for
the purpose of calculating the net asset value per unit at the end of each month, but is paid to the
Investment Counsel annually within one month of the fiscal year-end of the Trust in either cash or
units, at the discretion of the Investment Counsel.

Prior to January 1, 2008, the incentive fee was calculated on the same basis as the current fee for
Series B and F above, except the Incentive Fee Rate was 25%, and the Hurdie Rate was the
twelve month simple average of the yield indicated on the last 91 T-bill auction by the Bank of
Canada each month,

6. Management fee:

Effective January 1, 2008, the Trust pays to the Manager for management and administration
services rendered a monthly fee based on the month-end NAV of the respective series of units of
the Trust, determined prior to the calculation of any performance incentive fee (note 5) payable to
the Manager, at the following rates:

Senes A 1/12 of 1.2% per annum
Series B 1/12 of 1.0% per annum
Series F 1112 of 1.0% per annum

Prior to January 1, 2008, the Trust paid the Manager a monthly fee of 1/12 of 0.4% of the NAV of
the Trust's units now designated as Series B units.

7. Financial instruments:

The Trust may be exposed to a variety of financial risks. The Trust's exposures to financial risks
are concentrated in its investment holdings, including derivative instruments. The schedule of
investment portfolio groups securities by asset type, geographic region andfor market segment.
The Manager manages the potential effects of these financial risks on the Trust's performance by
overseeing and regularly monitoring the Trust's position and market events, and by diversifying
the investment portfolio within the constraints of the Trust's investment objective. The
fundamental investment objective of this Trust is to provide long-term capital appreciation by
investing primarily in equity securities that are trading below their intrinsic value, as determined by
Investment Counsel,
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THE McELVAINE INVESTMENT TRUST

Notes to Financial Statements

Year ended December 31, 2008

7. Financial instruments (continued):

(a)

(b)

Currency Risk:

Currency risk is the risk that the value of the investments denominated in currencies other
than the functionat currency of the Trust will fluctuate due to changes in foreign exchange
rates. The table below summarizes the Trust's exposure to currency risk as at December 31,
2008. Amounts shown are based on the carrying value of monetary and non-monetary assets
(including derivatives and underlying principal (notional) amount of forward currency
contracts, if any).

T Met other T
investments Cash liabilities Derivatives Total
(rote 4)
Canadian Dollar $ 52351226 § 4,507,301 $ {2924500) § 17,297143 % 71,231,170
115 Dollar 13,647,323 513,339 - (17,288,067} (3,227,405)

5 656868549 § 5020640 $ (2924500} $ 9,076 § 68,003,765

As at December 31, 2008, if the Canadian dollar had strengthened or weakened by 5% in
relation to alt other foreign currencies, with all other factors remaining constant, the net asset
value of the Trust would have increase or decreased, respectively, by approximately
$161,000. In practice, actual results may differ from the sensitivity analysis and the difference
could be material.

Interest rate risk:

Interest rate risk is the risk that the market value of the Trust's interest bearing investments,
such as bonds, money market instruments and debentures, will fluctuate due to changes in
market interest rates. Net other liabilities are short-term in nature and/or non interest bearing.
As at December 31, 2008, the Trust held only equity securities and forward foreign currency
contracts and therefore did not have significant exposure to interest rate risk.

Liquidity risk:

The Trust's exposure to liquidity risk is concentrated in the monthly cash redemptions of units.
The Trust primarily invests in securities that are traded in active markets and can be readily
disposed. In addition, the Trust requires 5 days notice of redemptions, which allows it to
manage sufficient cash and cash equivalent positions to maintain liquidity. The Trust may,
from time to time, enter into over-the counter derivative contracts or invest in unlisted
securities not traded in an organized market, which may represent liquidity risks. As at
December 31, 2008, the Trust did not have significant exposure to liquidity risk.

11



THE McELVAINE INVESTMENT TRUST

Notes to Financial Statements

Yea

r ended December 31, 2008

7.

8.

Financial instruments {continued):
(d) Credit risk:

Credit risk is the risk that a loss could arise from a security issuer or counterparty to a
financial instrument not being able to meet its financial abligations. The fair value of debt
securities includes consideration of the credit worthiness of the debt issuer. Credit risk
exposure for over-the counter derivative instruments is represented by the Trust's unrealized
gain in respect of the contractual obligations with the counterparty as at the reporting date.
The credit exposure of monetary assets and debt instruments is represented by their carrying
amounts. As at December 31, 2008, the Trust's cash and deposits were with a major
Canadian chartered bank, and it otherwise did not have significant exposure to credit risk.

{e) Other market risk:

Other market risk is the risk that the fair value of a financial instrument will fluctuate as a
result of changes in market prices (other than those arising from interest rate risk or currency
risk), whether those changes are caused by factors specific to the individual financial
instrument or its issuer, or factors affecting all simiar financial instruments traded in a2 market.
Other assets and liabilities of the Trust are monetary items that are short term in nature and
are not subject to other market risk.

For additional information on other market risks, refer to the Trust's Confidential Offering
Memorandum.

Rainmaker Income Fund:

On May 31, 2002, shares held by the Trust in Rainmaker Entertainment Group were exchanged
for units in Rainmaker Income Fund. For tax purposes, this transaction resulted in a capital gain
of $1,284,893 to the Trust during the year ended December 31, 2002. For accounting purposes,
the gain was not recognized as the exchange did not represent the culmination of the earnings
process. Accordingly, the cost of the units acquired was recorded at the cost of the shares given
up in the exchange. A realized gain or loss on investment will be recorded for accounting
purposes when the investment is sold in the normal course, which amount will be adjusted for tax
purposes by the previously reported capital gain.

Income taxes:

The Trust qualifies as a mutual unit trust under the Income Tax Act (Canada) and is not subject to
Income tax on the portion of its income, including net realized capital gains, paid or payable to
unitholders. All or substantially all of the income for income tax purposes of the Trust is distributed
to unitholders and, accordingly, no provision for income taxes has been made in these financial
statements.

The payment or reinvestment of distributions reduces the net assets per unit (and the net asset
value per unit) because distributions paid in cash reduce the net assets of the Trust while
reinvestment results in an increase in the number of units outstanding.

12



THE McELVAINE INVESTMENT TRUST

Notes to Financial Statements

Year ended December 31, 2008

10. Reconciliation of net assets and net asset value (note 2(b)):

In accordance with S3855, the calculation of the net assets of the Trust for financial reporting
purposes ("net assets”) requires investments o be valued using the closing bid price. Consistent
with the investment funds industry and in accordance with Rules and Policies implemented by the
CSA, the Trust determines net asset value ("NAV”) for purposes of unit sales and redemptions by
valuing investments either based upon last sale price or the midpoint between closing bid and
asked quotations.

53855
NAV adjustment Net Assets
By series at December 31, 2008:
Series A | $ 978,620 § (24,086) 3 954,434
series B 68,426,706 (1,497,31%) 66,929,391
Series F 122,514 (2,574) 119,940

$ 69,527,740 $ (1,523,975) § 68,003,765

Per unit at December 31, 2008:

Series A $ 2.58 & (0.14) & 5.44
Series B 13.74 (0.30) 13.44
Series F _ _ 580 (0.12) 5.68

11. Future changes in accounting standards:

At December 31, 2008 the Manager has developed a changeover plan to meet the timetable
published by the Canadian institute of Chartered Accountants (CICA) for changeover to
International Financial Reporting Standards (IFRS). The key elements of the plan include
disclosures of the quantitative impact, if any, in the 2009 financial statements and the preparation
of the 2011 financial statements, including comparative figures from the preceding year, in
accordance with IFRS. The Manager currently believes that there will be no impact to net asset
value per unit from the changeover to IFRS. The impact of IFRS on accounting policies and
implementation decisions is expected to be mainly in the area of additional note disclosures in the
financial statements of the Trust.
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MANAGER'S RESPONSIBILITY FOR FINANCIAL REPORTING

The accompanying financial statements of The McElvaine Investment Trust (the “Trust”) have heen
prepared by the Manager, McElvaine Investment Management Ltd. The Manager is responsible for
the preparation and presentation of the Trust's financial statements and for the development of
internal controls over the financial reporting process.

The Manager is responsible for reviewing and approving the financial statements and for overseeing
the Trust's financial reporting responsibilities. The Manager has approved the accompanying
financial statements of the Trust.

KPMG LLP, the external auditors of the Trust, were appointed by the Manager. As explained in their
auditors' report, KPMG LLP have audited the financial statements in accordance with Canadian
generally accepted auditing standards to enable them to express to the unitholders their opinion on
the financial statements. Their auditors' report follows.

McElvaine Investment Management Ltd.

“Tim McElvaine”
Tim McElvaine, Director

January 16, 2008
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KPMG LLP Talephone  (604) 691-3000
Chartered Accountants Fax {604) 691-3031
FO Box 10426 777 Dunsmuir Street Internat www.kpmg.ca

YVancouver BC V7Y 1K3
Canada

AUDITORS' REPORT

To the Unitholders of
The McElvaine Investment Trust

We have audited the statement of net assets and the schedule of investment portfolio of The
McElvaine Investment Trust as at December 31, 2007, and the statements of operations and
changes in net assets for the year then ended. These financial statements are the responsibility of
the Trust's Manager. Our responsibility is to express an opinion on these financial statements based
on our audit.

We conducted our audit in accordance with Canadian generally accepted auditing standards. Those
standards require that we plan and perform an audit to obtain reasonable assurance whether the
financial statements are free of material misstatement. An audit includes examining, on a test basis,
evidence supporting the amounts and disclosures in the financial statements. An audit also includes
assessing the accounting principles used and significant estimates made by the Manager, as well as
evaluating the overall financial statement presentation.

In our opinion, these financial statements present fairly, in all material respects, the financial position
of the Trust as at December 31, 2007 and the results of its operations and the changes in its net
assets for the year then ended in accordance with Canadian generally accepted accounting
principles.

L& 4<F
b

Chartered Accountants

Vancouver, Canada

January 16, 2008

KFMG LLP, 3 Canadian limited hiabilicy parership is the Canadian
owrenber fiom of KPAG Internauonal, a Swiss cooperaive.



THE McCELVAINE INVESTMENT TRUST

Statement of Net Assets

December 31, 2007, with comparative figures for 2006

2007 2006
Assets

Investment portfolio, at fair value $ 89,928,126 $ 97,154 572
Cash and deposits 1,820,208 1,540,311
Subscriptions receivable 228 106 915,918
Distributions and interest receivable 105,275 257 587
92,081,715 99 868,388

Liabilities
Redemptions payable 278,177 73,828
Accounts payable and accrued liabilities 75,195 2.301,036
363,372 2.374 864
Net assets (note 11) $ 91,728,343 $ 97,493,524
Units outstanding (note 3) 3.486,016 3,589 505
Net asset value per unit (note 11) $ 26.31 $ 27.16

Contingency (note 10}

See accompanying notes to financial statements.

Approved hy the Manager
McElvaine Investment Management Lid.

“Tim McElvaine”

Tim McElvaine, Director



THE McCELVAINE INVESTMENT TRUST

Schedule of Investment Portfolio

December 31, 2007

Number Fair
of shares Cost value

Canada - Equities {83.5% of net assets)
Arbor Memorial Services Inc. 100,000 $ 905000 $ 3,150,000
The Caldwell Partners International Inc. 850,000 1,067,895 1,173,000
EGI Financial Heldings Inc. 306,900 2,587 423 4422 429
Glacier Ventures International Corporation 3,701,597 7.090,605 16,361,055
Indigo Books & Music Inc. 895 196 4.071,423 12,237,329
Maple Leaf Foods Inc. 600,000 7,764 5563 8,898 000
Newfoundland Capital Corp. Ltd. 559 800 5,268,092 11,223,990
Rainmaker Income Fund (note 7) 2,200,000 5,440,037 6,006,000
Ravensource Fund 82,228 588 5196 760,609
Shermag Inc. 540,000 1,346,835 432 000
Sun-Rype Products Ltd. 824,700 5,873,400 9.319.110
Village Farms Income Fund 981,699 2,683,900 2611320
Total Canadian securities $ 44, 788 682 $ 76,594 846

United States - Equities {12.2%)

Citadel Broadcasting Corp. 3,500,000 13,458 685 7.081 384
Friedman, Billings, Ramsey Group, Inc. 500,000 1,658,269 1,549 515
Montpelier Re Holdings Ltd. 155,200 2.686 887 2,603,976
Total United States securities $17.703,851 $11,234 875
Miscellaneous securities (2.3%) $ 2822832 $ 2,139481

Transaction costs for securities purchased
during the year (note 2(h)) $ (155,212) % -
Total securities (98.0%) $ 65,160,153 $ 89,928,126
Other assets less liabilities (2.0%) 1,800,217
Net assets (100%]} $91,728,343

See accompanying notes to financial statements.



THE McCELVAINE INVESTMENT TRUST

Statement of Operations

Year ended December 31, 2007, with comparative figures for 2006

2007 2006
Investment income:
Dividends $ 866,259 $ 1,512,064
Interest 585,968 839,290
Withholding tax (2,565} (6,695}
1,449,662 2,344 659
Expenses:
Performance incentive fee (note 4) - 2,106,793
Management fee (note 5) 383,620 363,622
Trustee, custodial and legal fees 128, 361 86,048
Audit and tax fees 29 384 30.000
Bank charges and interest 80 170
Goods and services tax 33,264 156,213
574,719 2,732,846
Net investment gain (loss) $ 874,943 $ (388,187)
Net realized gains:
Praceeds from sale of securities $ 26,230,342 $ 17,975,304
Securities at cost, beginning of year 65,336,037 50,657,744
Cost of securities purchased during the year 20515117 28 587 599
85,851,154 79,145,343
Securities at cost, end of year (65,160,153) (65,336,037)
Cost of securities sold 20,691,001 13,809 306
Gain on sale of securities 5,539,341 4,165,998
Forward foreign currency contracts - 551,754
Foreign exchange (64,650} (25,407}
Transaction costs (nhote 2(h)) (214,715} -
5,259,976 4,692 345
Change in net unrealized appreciation of:
Securities (6,067,991} 5,787,193
Forward foreign currency contracts - (570,694}
(6,067,291} 5,216,499
Net gain (loss) from investing activities $ (808,015) $ 9,908,844
Income from operations 5 66,928 $ 9520657
Income from operations per unit (note 2{g)) $ 0.02 $ 2.79

See accompanying notes to financial statements.



THE McCELVAINE INVESTMENT TRUST

Statements of Changes in Net Assets

Year ended December 31, 2007, with comparative figures for 2006

2007 2006

Net assets, beginning of year $ 97,493 524 $ 76,534 860

Prospective adoption of new accounting standards (note 2{a)) (987,828} -

96,505,696 76,534,860

Income from operations 66,928 9 520,657

Distributions paid from realized capital gains (1,734,278) -
Unit transactions (note 3):

Issued for cash 6,183,233 14,402 407

Reinvestment of distributions 1,734,278 -

Redeemed (11,027,514} (2,964,400}

(3,110,003} 11,438,007

Increase (decrease) in net assets (4,777,353) 20,958 664

Net assets, end of year $ 91,728,343 $ 97,493 524

See accompanying notes to financial statements.



THE McCELVAINE INVESTMENT TRUST

Notes to Financial Statements

Year ended December 31, 2007

1. Organization:

The McElvaine Investment Trust (the “Trust”} is an unincorporated unit trust governed by the laws
of British Columbia, which was formed pursuant to a Declaration of Trust dated September 27,
1996, as amended May 15, 2002 (the "Trust Agreement’), between McElvaine Investment
Management Ltd. and RBC Dexia Investor Services Trust {the “Trustee”). The Trust is managed
by McElvaine Investment Management Ltd. {the "Manager” or “Investment Counsel”}, which also
provides investment counselling services.

Investment capital is contributed to the Trust through the purchase of trust units at a value
established on a monthly basis.

2. Significant accounting policies:

The financial statements of the Trust are prepared in accordance with Canadian generally
accepted accounting principles. The significant accounting policies are described below.

(a) Prospective adoption of new accounting standards:

The Canadian Institute of Chartered Accountants (*CICA") has issued Handbook Section
3855, Financial Instruments - Recognition and Measurement ("53855"), which the Trust
adopted on January 1, 2007. The adoption of 53855 impacts the calculation of the net asset
value of an investment fund for financial reporting purposes (the "GAAP NAV") because it
requires the fair value of marketable securities to be based on closing bid price. Prior to
January 1, 2007, fair value under GAAP was generally determined at either the last sale price
or the midpoint between closing bid and asked quotations.

However, for unit sales and redemption pricing purposes (the “trading NAV"), the Trust will
continue to calculate net asset value on a basis consistent with the investment funds industry
(the “Industry”), which based on a temporary exemption granted by the Canadian Securities
Authorities (the "CSA", continues to calculate trading NAV based upon fair values
determined at either the last sale price or the midpoint between closing bid and asked
quotations. The Industry is awaiting confirmation from the CSA on whether trading NAV
should continue to he calculated on this basis or changed to conform with S38565.

In accordance with the standard, provisions of 53855 have been applied prospectively
effective January 1, 2007 without restatement of prior periods. Accordingly, investments
recorded in the December 31, 2006 financial statements have been re-valued using bid price
and the resulting adjustment to the net assets at the beginning of the year has been recorded
in the statement of changes in net assets.



THE McCELVAINE INVESTMENT TRUST

Notes to Financial Statements

Year ended December 31, 2007

2. Significant accounting policies {continued):

(b)

(d)

Investments:

Investments are stated at year-end fair values, which are generally determined based on
closing bid prices (2006 at either the last sale price or the midpoint between the closing bid
and asked quotations} reported either by appropriate securities exchanges or in the over-the-
counter market. In respect of any securities for which the closing bid price is not considered
to be representative of fair value, such securities will be valued at their fair value as
determined by the Trustee, in consultation with the Manager, on the basis of the latest
reported information available.

Average cost is used to compute realized gains and losses on investments. Prior to
January 1, 2006, cost included investment acquisition costs, which under 53855 are now
recognized immediately in income from operations (note 2(h}}. However, this change in itself
has no impact on income from operations as there is an offsetting affect on the change in
unrealized appreciation {depreciation) of investments.

Foreign exchange:

Purchases and sales of foreign securities and the related income and gains (losses) are
translated into Canadian dollars at the rate of exchange prevailing at the date of the
respective transaction. Assets and liabilities denominated in foreign currencies are translated
into Canadian dollars at the rates of exchange prevailing at the close of each business day.
Realized gains and losses and the change in unrealized gains and losses on foreign
currency transactions, including the purchase and sale of forward contracts, are included in
the statements of operations.

Forward foreign currency contracts:

The Trust may enter into forward foreign currency contracts, the purpose of which is to
provide an econcmic hedge against exposure to foreign currency fluctuations. The carrying
value of these forward contracts is the gain or loss that would be realized if, on valuation day,
the positions were closed out. For financial statement purposes, this value is recorded as an
unrealized gain or loss in the statements of operations. When the contracts are closed or
expire, gains and losses are included in realized gains and losses in the statements of
operations.

Gains and losses arise due to changes in the value of the foreign currency in relation to the
Canadian dollar. Losses may also occur if the counterparty does not perform under the
contract.

Income taxes:

The Trust qualifies as a unit trust for income tax purposes. Although the Trust allocates to its
unitholders net investment income and net realized gains that would otherwise attract tax,
federal income taxes may be incurred by the Trust in respect of alternative minimum tax.



THE McCELVAINE INVESTMENT TRUST

Notes to Financial Statements

Year ended December 31, 2007

2. Significant accounting policies {continued):

(f)

(9)

(h)

Income and expenses:

The accrual method of recording income and expenses is followed by the Trust, with
dividends recorded as receivable on the ex-dividend date of the related shares. Distributions
received from income or royalty trusts are recorded as income, capital gain or a return of
capital, based on the best information available to the Manager. Due to the nature of these
investments, actual allocations could vary from this information. Distributions from income
and royalty trusts that are treated as a return of capital for income tax purposes reduce the
average cost of the underlying investment and are included as a reduction of the “cost of
securities purchased during the year” in the statements of operations.

Per unit values:

Per unit amounts are calculated as follows:

Net asset value (NAV) On the number of units outstanding at the year end
GAAP NAV (effective
January 1, 2007} Investments valued using bid prices (prior to January 1,

2007 GAAP NAV equalled Trading NAV)

Trading NAV Investments valued using either the last sale price or
the midpoint between closing bid and asked guotations

Income from operations On the quarterly weighted average number of units
outstanding during the year reflecting the change in
unrealized appreciation based in 2007 on bid prices
and in 2006 on either the last sale price or the midpoint

between closing bid and asked prices.
Transaction costs:

In accordance with 53855 and effective January 1, 2007, transaction costs, such as
bhrokerage commissions incurred in the purchase and sale of securities by the Trust, are
charged t income from operations in the year incurred, as separately disclosed in the
statement of operations. Prior to the adoption of 53855, the Trust's policy was to either add
commissions to the cost of securities purchased or deduct them from the proceeds of sale,
as applicable. There is no impact on either the net asset value of the Trust or its results of
operations as a result of this change in accounting policy.

Use of estimates:

The preparation of financial statements requires the Manager 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 financial statements and the reported
amounts of income, expenses, gains and losses during the reporting year. Actual results
could differ from those estimates.



THE McCELVAINE INVESTMENT TRUST

Notes to Financial Statements

Year ended December 31, 2007

3. Unitholders’ equity:

The Trust has an unlimited number of units authorized pursuant to the Trust Agreement.
Redemptions may only occur on the last business day of every month, with appropriate notice,
and may be restricted in certain circumstances in accordance with the Trust Agreement.

Continuity of the number of issued units is summarized as follows:

2007 2006
Balance, beginning of year 3.589 505 3,153,051
|ssued for cash 217,395 550, 265
Reinvestment of distributions 64,694 -
Redeemed (385,578} (113,811}
Balance, end of year 3.486.016 3,589 505

As at December 31, 2007/, the Manager and related parties directly or indirectly held 41,599 units
(1.2%) of the Trust (2006 - 55,223 units or 2.0%).

Effective January 1, 2008, the capital structure of the Trust was restructured as disclosed in
note 12.

4. Performance incentive fee:

The Trust will pay to the Investment Counsel an annual incentive fee equal to 25% of the amount
by which:

(a) The increase in trading NAV (note 2(a)) of the Trust for each fiscal year as calculated at the
close of business on each fiscal year-end, adjusted for contributions and redemptions made
hy the investors, and for any Shortfall as defined below, from the previous fiscal year
(the “Incentive Return"), exceeds;

(b) The return (the “Base Return”} that would be generated annually by the average interest rate
(the “Average Rate”) applied to the net asset value of the Trust as calculated at the close of
husiness on the previous fiscal year-end of the Trust, adjusted for contributions and
redemptions made by the investors. The Average Rate is the twelve month simple average
of the Hurdle Rate. The Hurdle Rate is the average yield indicated on the last 91 day T-bill
auction by the Bank of Canada in each month.

If, in any fiscal year, the Incentive Return is less than the Base Return, no performance incentive
fee shall be paid for that fiscal year and the difference between the Base Return and the
Incentive Return (the “Shortfall”) is carried forward to the succeeding fiscal year and, after
adjustment for redemptions as set out below, deducted in the calculation of the Incentive Return
for that year. The Shortfall deducted in any year is reduced hy an amount such that the
proportion that the reduction bears to the Shortfall is equal to the proportion that the number of
units cutstanding at the end of the previous fiscal year and redeemed during the year bears to
the total number of units outstanding at the end of the previous fiscal year.



THE McCELVAINE INVESTMENT TRUST

Notes to Financial Statements

Year ended December 31, 2007

4. Performance incentive fee (continued):

At December 31, 2007, the Trust had a Shortfall carry forward of $3,176,924 (2006 — nil} which,
after adjustment for redemptions as previously described, will be deducted in the calculation of
any Incentive Return for the year ended December 31, 2008.

The performance incentive fee, if any, is estimated and accrued monthly during a fiscal year for
the purpose of calculating the trading NAV per unit at the end of each month, but is paid to the
Investment Counsel annually within one month of the fiscal year-end of the Trust in either cash or
units, at the discretion of the Investment Counsel.

Effective January 1, 2008, the fees payable to the Manager and Investment Counsel were
restructured as disclosed in note 12.

5. Management fee:

The Trust has agreed to pay the Manager, as compensation for management and administration
services rendered, a monthly fee of 1/12 of 0.4% of the trading net asset value of the Trust,
determined prior to the calculation of any performance incentive fee (note 4) payable to the
Manager.

Effective January 1, 2008, the fees payable to the Manager and Investment Counsel were
restructured as disclosed in note 12.

6. Financial instruments:

(a) Fair values:

The Trust's investments in securities contracts are carried at fair value. The Manager
considers that the fair value of the Trust's financial instruments other than investments in
securities approximate their carrying values given their short-term nature.

(b) Foreign currency risk:

The Trust is exposed to foreign currency risk to the extent that assets are denominated in
other than Canadian dollars and not hedged into Canadian dollars.

7. Rainmaker Income Fund:

On May 31, 2002, shares held by the Trust in Rainmaker Entertainment Group were exchanged
for units in Rainmaker Income Fund. For tax purposes, this transaction resulted in a capital gain
of $1,284,893 to the Trust during the year ended December 31, 2002. For accounting purposes,
the gain was not recognized as the exchange did not represent the culmination of the earnings
process. Accordingly, the cost of the units acquired was recorded at the cost of the shares given
up in the exchange. A realized gain or loss on investment will be recorded for accounting
purpases when the investment is sold in the normal course, which amount will be adjusted for tax
purpases hy the previously reported capital gain.



THE McCELVAINE INVESTMENT TRUST

Notes to Financial Statements

Year ended December 31, 2007

8.

10.

11.

Income taxes:

All of the income for income tax purposes of the Trust is generally distributed to unitholders so
that the Fund is not subject to income tax. Distributions by the Trust are generally declared in
December in respect of net investment income and net realized gains, net of income tax loss
carry forwards applied, for the current fiscal year.

The payment or reinvestment of distributions reduces hoth GAAP NAV and trading NAV per unit
because distributions paid in cash reduce the net assets of the Trust while reinvestment results in
an increase in the number of units outstanding.

Ravensource Fund management agreement:

On November 1, 2007, the Manager ceased providing porticlic management services to the
Ravensource Fund, at which time the Trust owned 82,228 units (5.7%) with a fair value of
approximately $786,922 (2006 - 205,228 units or 13% with a fair value of approximately
$1,755,000). During the year, management fees of $15,540 were received by the Manager from
the Ravensource Fund for portfolic management services provided. At the discretion of the
Manager, the management fee income was applied against, and therefore reduced, the monthly
management fee charged to the Trust.

Contingency:

In May 2007 the Manager received unitholder approval to merge the Trust with the McElvaine
Fund Ltd. (the “Fund”. The proposed merger is conditional upon the Fund achieving the
required tax status. Once this has been achieved, the merger will proceed at such time as
deemed appropriate by the Manager.

Reconciliation of net asset value {hote 2(a)):

In accordance with S3855, the calculation of the GAAP NAV of the Trust for financial reporting
purpases requires investments to be valued using bid prices. Consistent with a temporary
exemption provided to the investment funds industry by the Canadian Securities Authorities, for
purposes of unit sales and redemptions, the Trust continues to determine the trading NAV based
upon either last sale price or the midpoint between closing bid and ask quotations of investments,
which is consistent with Canadian generally accepted accounting principles applicable to the
Trust prior to January 1, 2007.

53855
Trading NAV adjustment GAAP NAV
NAV at December 31, 2007 $ 93,450,570 $ (1,722,227) $ 91,728,343
NAV per unit at December 31, 2007 26.81 (0.50} 2631
NAV at January 1, 2007 07,493,524 (987,828) 96,505,696
NAV per unit at January 1, 2007 27.16 (0.27} 26.89
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THE McCELVAINE INVESTMENT TRUST

Notes to Financial Statements

Year ended December 31, 2007

12. Subsequent events:

(8)

(b)

Capital structure:

Effective January 1, 2008, all outstanding units of the Trust were designated as Series B
units. Two new series were created, Series A units and Series F units, in respect of which
the principal differences, other than fees (described below) are:

Series A units are available to all investors. May he subject to a fee If redeemed early.
Dealers may charge a commission or fee of up to 2% of the total purchase. May he
redesignated by the unitholder as Series F.

Series B units are available only from the Manager. May qualify for redesignation by the
unitholder as Series A or F.

Series F units are available to Investors having fee-based accounts with a gualifying
dealer and to qualifying groups of investors. May qualify for redesignation by the
unitholder as Series A.

Management fees:

Effective January 1, 2008, the monthly fee the Trust pays to the Manager for management
and administration services rendered has heen restructured to be based on the month-end
trading NAV of the respective series of units of the Trust, determined prior to the calculation
of any performance incentive fee {(note 12(c)) payable to the Manager at the following rates:

Series A 1/12 of 1.2% per annum
Series B 1/12 of 1.0% per annum
Series F 1/12 of 1.0% per annum

Performance incentive fees:

Effective January 1, 2008, the fee the Trust pays to the Manager and Investment Counsel for
its services as portfolio advisor was restructured to be accrued monthly at a rate of 20% of:

For Series A, payable quarterly on any increase in the Series A trading NAV during a
calendar quarter (adjusted for contributions and redemptions of Series A units and
distributions on Series A units}, but no fee is payable unless the Series A trading NAV at
the end of the calendar gquarter is greater than the highest quarter-end Series A trading
NAV previously achieved by the Trust.

For Series B and F, payable annually on any increase in the respective series trading
NAV during the fiscal year (adjusted for contributions and redemptions of the respective
series units and for any shortfall, as described below) in excess of a 6% return. If in any
fiscal year the increase in the respective series trading NAV is less than 6% (a shortfall},
it will be carried forward to the next fiscal year and, after adjustment for redemptions,
deducted in the fee calculation from any increase in the trading NAV of the respective
series of the Trust for that year.

11
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MANAGER’S RESPONSIBILITY FOR FINANCIAL REPORTING

The accompanying financial statements of The McElvaine Investment Trust (the "Trust”) have been
prepared by the Manager, McElvaine Investment Management Ltd. The Manager is responsible for
the preparation and presentation of the Trust's financial statements and for the development of
internal controls over the financial reporting process.

The Manager is responsible for reviewing and approving the financial statements and for overseeing
the Trust's financial reporting responsibilities. The Manager has approved the accompanying financial
statements of the Trust.

KPMG LLP, the external auditors of the Trust, were appeinted by the Manager. As explained in their
auditors' report, KPMG LLP have audited the financial statements in accordance with Canadian
generally accepted auditing standards to enable them to express to the unitholders their opinion on
the financial statements. Their auditors’ report follows.

McElvaine Investment Management Ltd.

“Tim McElvaine”
Tim McElvaine, Director

January 16, 2007



KPMG LLP Telephene (604} 691-3000

Chartered Accountants Fax (604} 691-3031
PO Box 10426 777 Dunsmuir Street Internet www.kpmg.ca
Vancouver BC V7Y TK3

Canada

AUDITORS' REPORT

To the Unitholders of
The McElvaine Investment Trust

We have audited the statement of net assets and the schedule of investment portfolio of The
McElvaine Investment Trust as at December 31, 2006, and the statements of operations and changes
In net assets for the year then ended. These financial statements are the responsibility of the Trust's
Manager. Qur responsihility is t0 express an opinion ¢n these financial statements based on our
audit.

We conducted our audit in accordance with Canadian generally accepted auditing standards. Those
standards require that we plan and perform an audit t0 obtain reasonable assurance whether the
financial statements are free of material misstatement. An audit includes examining, on a test hasis,
evidence supporting the amounts and disclosures in the financial statements. An audit also includes
assessing the accounting principles used and significant estimates made by the Manager, as well as
evaluating the overall financial statement presentation.

In our opinion, these financial statements present fairly, in all material respects, the financial position
of the Trust as at December 31, 2006 and the results of its operations and the changes in its net
assets for the year then ended in accordance with Canadian generally accepted accounting principles.

LG s

Chartered Accountants

Vancouver, Canada

January 16, 2007

KFMG LLF, a Canadian limited liability partnarship i the Canadian
mermber firm of KPFMG International, 8 Swiss cooparative.



THE MCELVAINE INVESTMENT TRUST

Statements of Net Assets

Decembher 31, 2006 and 2005

2006 2005
Assets

Investment portfolio, at fair value $ 97,154,572 $ 77,159,780
Cash and deposits 1,540,311 2,890,267
Subscriptions receivable 915,918 -
Distributions and interest receivable 257,587 171,772
99,868,388 80,221,819

Liabilities
Due to broker - 105
Redemptions payable 73,828 177,204
Accounts payable and accrued liahilities 2,301,036 3,509,650
2,374,864 3,686,959
Net assets $ 97,493 524 $ 76,534,860
Units outstanding {note 3) 3,689,505 3,153,061
Net asset value per unit $ 2716 $ 24.27

Contingency (note 10)

See accompanying notes to financial statements.

Approved by the Manager
McElvaine Investment Management Lid.

“Tim McElvaine™

Tim McElvaine, Director



THE MCELVAINE INVESTMENT TRUST

Schedule of Investment Portfolio

December 31, 2006

Number Fair
of shares (ost value
Canada - Equities (85.1% of net assets)

Arbor Memorial Services Inc. 100,000 § 905,000 $ 2,540,000

The Caldwell Partners International Inc. 850,000 1,067,895 1,334,500

EGI Financial Holdings Inc. 306,200 2,587,423 3,038,310

Fairfax Financial Holdings Ltd. 15,000 1,822,190 3,475,050

Glacier Ventures International Corporation 3,701,597 7,090,605 11,104,7H

Indigo Books & Music Inc. 895,196 4,071,423 13,517,460

Maple Leaf Foods Inc. 500,000 6,209,642 6,170,000

Newfoundland Capital Corp. Ltd. 559,800 5,268,092 10,258,335

Rainmaker Income Fund (note 7) 1,580,000 3,578,107 5,005,500

Ravensource Fund 205,228 1,506,233 1,754,699

Saskatchewan Wheat Pool Inc. 741,074 3,941,935 6,573,326

Shermag Inc. 540,000 1,346,835 1,290,600

Sun-Rype Products Lid. 736,200 4,911,588 9,644,220

Torstar Corp. - Class B 250,000 5,151,187 4,902,500

Village Farms Income Fund 816,999 2,262,984 2,254,917
Total Canadian securities $ 51,721,139 $ 82,954,208
United States - Bond (0.7% of net assets)

Specialty Foeds Group, Inc. 1,250,000 $ 1,389,445 $ 727,311
United States - Equities (2.9% of net asseis)

Montpelier Re Holdings Lid. 130,200 2,264,463 2,819,664
Total United States securities $ 3,653,008 $ 3,546,975
Japan - Equities (6.8%)

Fuji Television Network 1,000 2,659,707 2,656,419

Nippon TV Network Corp. 6,000 038,231 1,034,832

TV Asahi Corp. 689 1,126,104 1,594,760

TV Tokyo Corporation 29,000 1,187,461 1,367,958
Total Japanese securities $ 5,011,503 $ 6,653,060
Miscellaneous securities (4.1%) $ 4,049,487 $ 3,999,420
Total securities (99.6%) $ 65,336,037 $ 97,154,572
Other assets less liabilities (0.4% of net assetls) 338,952

Net assets {100%)

$ 97,493,524

See accompanying notes to financial statements.



THE MCELVAINE INVESTMENT TRUST

Statements of Operations

Years ended December 31, 2006 and 2005

2006 2005
Investment income:
Dividends $ 1,512,064 $ 639,212
Interest 839,290 531,405
Withholding tax (6,695) {7,230)
2,344,659 1,163,387
Expenses:
Performance incentive fee {note 4) 2,106,793 3,210,388
Management fee (note b) 353,622 287,641
Trustee, custodial and legal fees 86,048 112,034
Audit and tax fees 30,000 25,000
Bank charges and interest 170 662
Goods and services tax 156,213 264,455
2,732,846 3,890,180
Net investment loss $ (388,187) $(2,726,793)
Net realized gains:
Proceeds from sale of securities $ 17,975,304 $ 5,442,021
Securities at cost, beginning of year 50,557,744 39,152,133
Cost of securities purchased during the year 28,587,599 16,468,677
79,145,343 55,620,810
Securities at cost, end of year (65,336,037) (50,557,744)
Cost of securities sold 13,809,306 5,063,066
(Gain on sale of securities 4,165,998 378,955
Forward foreign currency contracts 551,754 1,025,890
Foreign exchange (25,407) (10,826)
4,692,345 1,394,019
Change in net unrealized appreciation of:
Securities 5,787,193 12,115,824
Forward foreign currency contracts (570,694) 438,808
5,216,499 12,554,632
Net gain from investing activities $ 9,908,844 $ 13,948,651
Income from operations $ 9,520,657 $ 11,221,858
Income from operations per unit $ 2.79 $ 3.55

See accompanying notes to financial statements.



THE MCELVAINE INVESTMENT TRUST

Statements of Changes in Net Assets

Years ended December 31, 2006 and 2005

2006 2005

Net assets, beginning of year $ 76,634,860 $ 64,563,908

Income from operations 9,520,657 11,221,858
Unit transactions (note 3):

Issued for cash 14,402,407 4,357,916

Redeemed (2,964,400) (3,608,822)

11,438,007 749,094

Increase in net assets 20,958,664 11,970,952

Net assets, end of year $ 97,493,524 $ 76,534,860

See accompanying notes to financial statements.



THE MCELVAINE INVESTMENT TRUST

Notes to Financial Statements

Years ended December 31, 2006 and 2005

1.

Organization:

The McElvaine Investment Trust (the Trust) is an unincorporated unit trust governed by the laws
of British Columbia, which was formed pursuant to a Declaration of Trust dated September 27,
1996, as amended May 15, 2002 (the Trust Agreement), between McElvaine Investment
Management Ltd. and RBC Dexia Investor Services Trust (the Trustee). The Trust is managed
by McElvaine Investment Management Ltd. (the Manager or Investment Counsel), which also
provides investment counselling services.

Investment capital is contributed to the Trust through the purchase of trust units at a value
established on a monthly basis.

Significant accounting policies:

(a)

(b)

General:

The financial statements of the Trust are prepared in accordance with Canadian generally
accepted accounting principles. The significant accounting policies are described below.

Investments:

Investments are stated at year end fair values, which are generally determined at either the
last sale price or the midpoint between the closing bid and asked quotations reported either by
appropriate securities exchanges or in the over-the-counter market. In respect of any
securities for which a last sale price or midpoint is not considered to be representative of fair
value, such securities will be valued at their fair value as determined by the Trustee, in
consultation with the Manager, on the basis of the latest reported information available.

Average cost is used to compute realized gains and losses on investments.
Foreign exchange:

Purchases and sales of foreign securities and the related income and gains (losses) are
translated into Canadian dollars at the rate of exchange prevailing at the date of the
respective transaction. Assets and liabilities denominated in foreign currencies are translated
into Canadian dollars at the rates of exchange prevailing at the close of each business day.
Realized gains and losses and the change in unrealized gains and losses on fareign currency
transactions, including the purchase and sale of forward contracts, are included in the
statements of operations.



THE MCELVAINE INVESTMENT TRUST

Notes to Financial Statements

Years ended December 31, 2006 and 2005

2. Significant accounting policies (continued):

(d)

(f)

(9)

(h)

Forward foreign currency contracts:

The Trust may enter into forward foreign currency contracts, the purpose of which is {o
provide an economic hedge against exposure to foreign currency fluctuations. The carrying
value of these forward contracts is the gain or l0ss that would be realized if, on valuation day,
the positions were closed out. For financial statement purposes this value is recorded as an
unrealized gain or loss in the statements of operations. When the contracts are closed or
expire, gains and losses are included in realized gains and losses in the statements of
operations.

Gains and losses arise due to changes in the value of the foreign currency in relation to the
Canadian dollar. Losses may also occur if the counterparty does not perform under the
contract.

Income taxes:

The Trust qualifies as a unit trust for income tax purposes. Although the Trust allocates to its
unitholders net investment income and net realized gains that would otherwise attract tax,
federal income taxes may be incurred by the Trust in respect of alternative minimum tax.

Income and expenses:

The accrual method of recording income and expenses is followed by the Trust, with
dividends recorded as receivable on the ex-dividend date of the related shares. Distributions
received from income or royalty trusts are recorded as income, capital gain or a return of
capital, hased on the best information available to the Manager. Due to the nature of these
investments, actual allocations could vary frem this information. Distributions from ingcome
and royally trusts that are treated as a return of capital for income tax purposes reduce the
average cost of the underlying investment and are included as a reduction of the ‘cost of
securities purchased during the year’ in the statements of operations.

Per unit values:
Per unit amounts are calculated as follows:

Net asset value On the number of units outstanding at the year end.

Income from operations On the monthly weighted average number of units
outstanding during the year

Jse of estimates:

The preparation of financial statements requires the Manager {0 make estimates and
assumptions that affect the reported amounts of assets and liabilities and disclosure of
contingent assets and liahilities at the date of the financial statements and the reported
amounts of income, expenses, gains and losses during the reperting period. Actual results
could differ from those estimates.



THE MCELVAINE INVESTMENT TRUST

Notes to Financial Statements

Years ended December 31, 2006 and 2005

2. Significant accounting policies (continued):

()

Adoption of future accounting standards:

(&)

(i)

Valuation of securities/pricing of unit transactions:

The Canadian Institute of Chartered Accountants {CICA) has issued Handbook Section
3855, Financial Instruments — Recognition and Measurement (53855), which applies to
fiscal years beginning on or after October 1, 2006. The adoption of $3855 will impact the
calculation of the net asset value of an investment fund for financial reporting purposes
because it will require marketahle securities to be valued at bid price rather than either the
last sale price or the midpoint between closing bid and asked quotations, as is the current
accounting policy of the Trust,

For unit sales and redemption pricing purposes, the Trust will continue 10 calculate the net
asset value on a basis consistent with the investment funds industry, which is itself
awaiting confirmation from the Canadian Securities Authorities on whether the net asset
value should either continue to be calculated in accordance with the existing principles-
based approach or be changed to conform with the 53855 valuation for financial reporting
PUrposes.

Transaction costs:

53855 requires that transaction costs, such as brokerage commissions incurred in the
purchase and sale of securities by the Trust, be charged to income from operations in the
period incurred. Until December 31, 2006, the Trust's policy has been to either add
commissions to the cost of the securities purchased ¢r deduct them from the proceeds of
sale, as applicable. For the fiscal year heginning January 1, 2007, the Trust will operate
in a manner that facilitates financial reporting under either policy on a prospective basis
(that is, without retroactive restatement of prior periods). Adoption of an amended
accounting policy is not expected to have a material impact on the financial statements
and will, in itself, have no impact on the quarterly pricing of the Trust's units for purchase
and redemption by clients.

3. Unitholders’ equity:

The Trust has an unlimited number of units authorized pursuant to the Trust Agreement.
Redemptions may only occur on the last business day of every month, with appropriate notice,
and may be restricted in certain circumstances in accordance with the Trust Agreement.

Continuity of the number of issued units is summarized as follows:

2006 2005
Balance, beginning of year 3,153,051 3,116,883
Issued for cash 550,265 194,710
Redeemed {1 13,811 } {1 58,542)
Balance, end of year 3,689,505 3,153,051

As at December 31, 2006, the Manager and related parties directly or indirectly held 55,223 units
(2%) of the Trust.



THE MCELVAINE INVESTMENT TRUST

Notes to Financial Statements

Years ended December 31, 2006 and 2005

4. Performance incentive fee:

The Trust will pay to the Investment Counsel an annual incentive fee equal to 25% of the amount
by which:

(a) The increase in net asset value of the Trust for each fiscal year as calculated at the close of
business on each fiscal year-end, adjusted for contributions and redemptions made by the
investors, and for any Shortfall as defined below, from the previous fiscal year {the Incentive
Return), exceeds;

(b} The return (the Base Return) that would be generated annually by the average interest rate
(the Average Rate) applied to the net asset value of the Trust as calculated at the close of
business on the previous fiscal year-end of the Trust, adjusted for contributions and
redemptions made by the investors. The Average Rate is the twelve month simple average of
the Hurdle Rate. The Hurdle Rate is the average yield indicated on the last 91 day T-hill
auction by the Bank of Canada in each month.

If in any fiscal year the Incentive Return is less than the Base Return, no performance incentive
fee shall be paid for that fiscal year and the difference hetween the Base Return and the Incentive
Return {the Shortfall) is carried forward to the succeeding fiscal year and, after adjustment for
redemptions as set cut below, deducted in the calculation of the Incentive Return for that year.
The Shortfall deducted in any year is reduced by an amount such that the proportion that the
reduction bears to the Shortfall is equal to the proportion that the number of units outstanding at
the end ot the previcus fiscal year and redeemed during the year bears to the total number of
units outstanding at the end of the previous fiscal year.

The performance incentive fee, if any, is estimated and accrued monthly during a fiscal year for
the purpose of calculating the net asset value per unit at the end of each month, but is paid to the
Investment Counsel annually within one month of the fiscal year-end of the Trust in either cash or
units, at the discretion of the Investment Counsel.

9. Management fee:

The Trust has agreed to pay the Manager, as compensation for management and administration
services rendered, a monthly fee of 1/12 of 0.4% of the net asset value of the Trust, determined
prior 10 the calculation of any performance incentive fee (note 4) payable to the Manager.

6. Financial instruments:
(a) Fair values:

The Trust's investments in securities and forward foreign currency contracts are carried at fair
value. The Manager considers that the fair value of the Trust's financial instruments other
than investments in securities and ferward foreign currency contracts approximate their
carrying values given their short-term nature.

(b} Foreign currency risk:

The Trust is exposed to foreign currency risk 10 the extent that assets are denominated in
other than Canadian dollars and not hedged into Canadian dollars.



THE MCELVAINE INVESTMENT TRUST

Notes to Financial Statements

Years ended December 31, 2006 and 2005

7.

10.

Rainmaker Income Fund:

On May 31, 2002, shares held by the Trust in Rainmaker Entertainment Group were exchanged
for units in Rainmaker Income Fund. For tax purposes, this transaction resulted in a capital gain
of $1,284,893 to the Trust during the year ended December 31, 2002. For accounting purposes,
the gain was not recognized as the exchange did not represent the culmination of the earnings
process. Accordingly, the cost of the units acquired was recorded at the cost of the shares given
up in the exchange. A realized gain or loss on investment will be recorded for accounting
purposes when the investment is sold in the normal course, which amount will be adjusted for tax
purposes by the previously reported capital gain.

Income taxes:
(a) Distributions:

All of the income for income tax purposes of the Trust is generally distributed to unitholders so
that the Fund is not subject to income tax. Distributions by the Trust are generally declared in
December in respect of net investment income and net realized gains, net of income tax loss
carry forwards applied, for the current fiscal year. No distributions were made in 2006 or
2005.

The payment or reinvestment of distributions reduces the net asset value per unit because
distributions paid in cash reduce the net assets of the Trust while reinvestment results in an
increase in the number of units gutstanding.

(b) Loss-carry forwards:

The Trust has non-capital losses for income tax purposes of $1,262,000 available to reduce
net investment income and net taxable capital gains in future years up to and including 2015.

Ravensource Fund management agreement:

On January 1, 2007, the Manager began providing porifolic management services to the
Ravenscource Fund, in which the Trust owned 205,228 units (13%) with a fair value of
approximately $1,755,000 as at Decemher 31, 2006.

Contingency:

The Manager plans to ask the unitholders of the Trust to approve the acquisition of The
McElvaine Limited Partnership during the first half of 2007.
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MANAGER’S RESPONSIBILITY FOR FINANCIAL REPORTING

The accompanying financial statements of The McElvaine Investment Trust (the “Trust™) have been
prepared by the Manager, McElvaine Investment Management Ltd. The Manager is responsible for
the preparation and presentation of the Trust's financial statements and for the development of
internal controls over the financial reporting process.

The Manager is responsible for reviewing and approving the financial statements and for overseeing
the Trust's financial reporting responsibilities. The Manager has approved the accompanying financial
statements of the Trust.

KPMG LLP, the external auditors of the Trust, were appointed by the Manager. As explained in their
auditors’ report, KPMG LLP have audited the financial statements in accordance with Canadian
generally accepted auditing standards to enable them to express to the unitholders their opinion on
the financial statements. Their auditors’ report follows.

McElvaine Investment Management Ltd.

yae

Tim McElvainE{'Directnr

January 13, 2006




KPMG LLP Telephone {604} 631-3000

Chartered Accountants Fax (B04) B31-3031
PO Box 10426 777 Dunsmuir Street Internet wiwwy kpmg.ca
Vancouver BC V7Y 1K3

Canada

AUDITORS’ REPORT

To the Unithotders of
The McElvaine Investment Trust

We have audited the statement of net assets and the schedule of investment portfolio of The
McElvaine Investment Trust as at December 31, 2005, and the statements of operations and changes
in net assets for the year then ended. These financial statements are the responsibility of the Trust's
Manager. OQur responsibility is to express an opinion on these financial statements based on our
audit.

We conducted our audit in accordance with Canadian generally accepted auditing standards. Those
standards require that we plan and perform an audit to obtain reasonable assurance whether the
financial statements are free of material misstatement. An audit includes examining, on a test basis,
evidence supporting the amounts and disclosures in the financial statements. An audit also includes
assessing the accounting principles used and significant estimates made by the Manager, as well as
evaluating the overall financial statement presentation.

In our opinion, these financial statements present fairly, in all material respects, the financial position
of the Trust as at December 31, 2005 and the results of its operations and the changes in its net
assets for the year then ended in accordance with Canadian generally accepted accounting principles.

KPR P

Chartered Accountants

Vancouver, Canada

January 13, 2006

KPMWMG LLP & Canadhan limited habiliy partnership is the Canadian
mernbear finm of KPMG International, a Swiss cooperative



THE McELVAINE INVESTMENT TRUST

Statements of Net Assets

December 31, 2005 and 2004

2005 2004
Assets

Investment portfolio, at fair value $ 77,159,780 $ 53,199,537
Cash and deposits 2,890,267 13,465,625
Subscriptions receivable - 25,000
Lividends and interest receivable 171,772 112,023
80,221,819 66,802,185

Liabilities
Due to broker 105 331,708
Redemptions payable 177,204 601,252
Accounts payable and accrued liabilities 3,509,650 1,305,317
3,686,959 2,238,277
Net assets $ 76,534,860 $ 64,563,90@_
Units outstanding (note 3} 3,153,051 3,116,883
Net asset value per unit 5 24.27 $ 20.71

See accompanying notes to financial statements.

Approved by the Manager
McElvaine Investient Management Ltd.

éiw!!b
£ >

Tim McEflvaine,

rector




THE McELVAINE INVESTMENT TRUST

Schedule of Investment Portfolio

December 31, 2005

Number Fair
of shares Cost value
Canada - Equities (81.5% of net assets)

Arbor Memarial Services Inc. 100,000 $ 905,000 $ 2,130,000

BCE Inc. 50,000 1,372,250 1,393,500

The Caldwell Partners International Inc. 850,000 1,067,895 1,479,000

Canfor Corporation 100,000 1,143,980 1,343,000

Glacier Ventures International Corporation 2,697,560 4,137,632 8,578,241

Hollinger Canadian Newspapers, LP 2,428,700 95,842 910,763

Humpty Dumpty Snack Foods Inc. 1,255,700 3,053,405 3,515,960

indigo Books & Music Inc. 035,196 4,163,612 8,790,842

Newfoundland Capital Corp. Ltd. 559,800 5,268,092 9,460,620

Rainmaker Income Fund (note 7) 1,180,000 2,573,307 3,835,000

Ravensource Fund 155,900 1,111,608 1,221,477

Saskatchewan Wheat Pool Inc. 741,074 3,941,935 4,935,552

Shermag Inc. 500,000 1,260,000 1,900,000

Sun-Rype Products Ltd. 604,200 3,331,909 7,310,820

Torstar Corp. - Class B 250,000 5,151,187 5,535,000
Total Canadian securities $ 38,577,655 $ 62,339,775
Japan - Equities (11.8%)

Fuji Television Network 1,000 $ 2,659,707 $ 2,939.442

Mitsubishi Securities 125,000 1,476,333 1,830,966

Nippon TV Network 6,000 938,231 1,076,608

TV Asahi Corp. 689 1,126,104 1,997,999

TV Tokyo Corp. 29,000 1,187,461 1,156,675
Total Japanese securities ) $ 7,387,836 $ 9,001,690
Great Britain - Equities {1.9%)

Henderson Group PLC 960,000 $ 450,809 $ 1,429,460
Miscellaneous securities (4.9%) $ 4,141,344 $ 3,818,161
Total securities {100.1%) $ 50,557,744 $ 76,589,086
Forward foreign currency contracts (0.7%):

Contract value
Contract value Contract value  at December 31,
at inception at inception 2005
{local currency)  (Canadian dollars) (Canadian dollars}) Setlement date
JPY  {750,000,000) $ 7,950,811 $ 7,430,800 Januvary 11,2006 $ 520,011
GBP (500,000) 1,053,008 1,002,325 January 11, 2006 50,683
Total unrealized gain on forward foreign currency contracts $ 570,694
Total investment portfolio at fair value, December 31, 2005 (100.8%) 8 77,159,780
Other assets less liabilities (-0.8%) (624,920)
Net assets (100%) $ 76,534,860

The credit rating of the counterparty to each of the above forward foreign currency contracts is the
Royal Bank of Canada, which is rated AA (low) by the Dominion Bond Rating Service Lid.

See accompanying notes to financial statements.




THE MCELVAINE INVESTMENT TRUST

Statements of Operations

Years ended December 31, 2005 and 2004

2005 2004
investment income:
Dividends $ 639212 $ 411,344
Interest 531,405 370,317
Withholding tax {7,230) (5,928)
1,163,387 775,733
Expenses:
Performance incentive fee (note 4) 3,210,388 1,142,268
Management fee (note 5) 287,641 238,197
Trustee, custodial and legal fees 112,034 59,795
Audit and tax fees 25,000 31,000
Bank charges and interest 662 823
(Goods and services {ax 254,455 101,085
3,890,180 1,573,168
Net investment loss $ (2,726,793) $ (797,435)
Net realized gains {losses);
Proceeds from sale of securities $ 5,442,021 $ 19,076,837
Securities at cost, beginning of year 39,162,133 33,458,639
Cost of securities purchased during the year 16,468,677 22,375,371
55,620,810 55,834,010

Securities at cost, end of year

(50,557,744)

(39,152,133)

Cost of securities sold 5,063,066 16,681,877
Gain on sale of securities 378,955 2,394,960
Forward foreign currency contracts 1,025,890 812,815
Foreign exchange {10,826) 13,617
1,394,019 3,221,392
Change in net unrealized appreciation of:
Securities 12,115,824 2,650,182
Forward foreign currency contracts 438,808 (371,003}
12,554,632 2,279,179
Net gain from investing activities $ 13,948,651 $ 5,500,571
_I_ncnme from operations 3 11,221,858 $ 4,703,136
Income from operations per unit $ 3.55 5 1.58

See accompanying notes to financial statements.




THE McELVAINE INVESTMENT TRUST

Statements of Changes in Net Assets

Years ended December 31, 2005 and 2004

2005 2004

Net assets, beginning of year $ 64563908 $ 51,629,135
Income from operations 11,221,858 4,703,136
Unit transactions (note 3):

Issued for cash 4,357 916 11,276,252

Redeemed (3,608,822} (3,044,615)

749,094 8,231,637

Increase in net assets 11,970,952 12,934,773
Net assets, end of year $ 76,534,860 $ 64,563,908

See accompanying notes to financial statements.




THE McELVAINE INVESTMENT TRUST

Notes to Financial Statements

Years ended December 31, 2005 and 2004

1.

Organization:

The McElvaine Investment Trust (the “Trust”) is an unincorporated unit trust governed by the laws
of British Columbia, which was formed pursuant to a Declaration of Trust dated September 27,
1996, as amended May 15, 2002 (the “Trust Agreement’), between Mctlvaine Investment
Management Ltd. and RBC Dexia Investor Services Trust (the “Trustee®). The Trust is managed
by McElvaine Investment Management Ltd. (the “Manager” or “Investment Counsel”), which also
provides investment counselling services.

Significant accounting policies:

(a)

(b)

(d)

General:

The financial statements of the Trust are prepared in accordance with Canadian generally
accepted accounting principles. The significant accounting policies are described below.

Investments:

Investments are stated at year end fair values, which are generally determined at either the
last sale price or the midpoint between the ciosing bid and asked quotations reported either by
appropriate securities exchanges or in the over-the-counter market. In respect of any
securities for which a last sale price or midpoint is not considered to be representative of fair
value, such securities will be valued at their fair value as determined by the Trustee, in
consultation with the Manager, on the basis of the latest reported information available.

Average cost is used to compute realized gains and losses on investments.
Foreign exchange:

Purchases and sales of foreign securities and the related income and gains (losses) are
translated into Canadian dollars at the rate of exchange prevailing at the date of the
respective transaction. Assets and liabilities denominated in foreign currencies are translated
into Canadian doliars at the rates of exchange prevailing at the close of each business day.
Realized gains and losses and the change in unrealized gains and losses on foreign currency
transactions, including the purchase and sale of forward contracts, are included in the
statements of operations.

Forward foreign currency contracts;

The Trust may enter into forward foreign currency contracts, the purpose of which is to
provide an economic hedge against exposure to foreign currency fluctuations. The carrying
value of these forward contracts is the gain or loss that would be realized if, on valuation day,
the positions were closed out. For financial statement purposes this value is recorded as an
unrealized gain or loss in the statements of operations. When the contracts are closed or
expire, gains and losses are included in realized gains and losses in the statements of
operations.

Gains and losses arise due to changes in the value of the foreign currency in relation to the

Canadian dollar. Losses may also occur if the counterparty does not perform under the
confract.



THE McCELVAINE INVESTMENT TRUST

MNotes to Financial Statements

Years ended December 31, 2005 and 2004

2. Significant accounting policies (continued):

(e)

(f)

(9)

(h)

Income taxes:

The Trust qualifies as a unit trust for income tax purposes. Although the Trust allocates to its
unitholders net investment income and net realized gains that would otherwise attract tax,
federal income taxes may be incurred by the Trust in respect of ailternative minimum tax.

Income and expenses:

The accrual method of recording income and expenses is followed by the Trust, with
dividends recorded as receivable on the ex-dividend date of the related shares.

Per unit values:
Per unit amounts are calculated as follows:
Net asset value On the number of units outstanding at the year end.

Income from operations On the monthly weighted average number of units
outstanding during the year

Use of estimates:

The preparation of financial statements requires the Manager to make estimates and
assumplions that affect the reported amounts of assets and liabilities and disclosure of
contingent assets and liabilities at the date of the financial statements and the reported
amounts of income, expenses, gains and losses during the reporting period. Actual results
could differ from those estimates.

Comparative figures:

Certain comparative figures have been reclassified to conform with the financial statement
presentation adopted for the current year.

3. Unitholders’ equity:

The Trust has an unlimited number of units authorized pursuant to the Trust Agreement.
Redemptions may only occur on the last business day of every month, with appropriate notice,

and

may be restricted in certain circumstances in accordance with the Trust Agreement.

Continuity of the number of issued units is summarized as follows:

2005 2004

Balance, beginning of year 3,116,883 2,706,597
Issued for cash 194,710 561,696
Redeemed {158,542) (151,410)
Balance, end of year 3,153,051 3,116,883




THE McELVAINE INVESTMENT TRUST

MNotes to Financial Statements

Years ended December 31, 2005 and 2004

4. Performance incentive fee:

The Trust will pay to the Investment Counsel an annual incentive fee equal to 25% of the amount
by which:

(a} The increase in net asset value of the Trust for each fiscal year as calculated at the close of
business on each fiscal year-end, adjusted for contributions and redemptions made by the
investors, and for any Shortfall, as defined below, from the previous fiscal year (the “Incentive
Return"), exceeds;

(b} The return (the “Base Return”) that would be generated annually by the average interest rate
(the "Average Rate") applied to the net asset value of the Trust as calculated at the close of
business on the previous fiscal year-end of the Trust, adjusted for contributions and
redemptions made by the investors. The Average Rate is the twelve month simple average of
the Hurdle Rate. The *Hurdle Rate” is the average yield indicated on the last 91 day T-bill
auction by the Bank of Canada in each month.

If in any fiscal year the Incentive Return is less than the Base Return, no performance incentive
fee shall be paid for that fiscal year and the difference between the Base Return and the Incentive
Return (the "Shortfall”} is carried forward to the succeeding fiscal year and, after adjustment for
redemptions as set out below, deducted in the calculation of the Incentive Return for that year.
The Shortfall deducted in any year is reduced by an amount such that the proportion that the
reduction bears to the Shortfall is equal to the proportion that the number of units which were
outstanding at the end of the previous fiscal year and which are redeemed during the year bears
to the total number of units outstanding at the end of the previous fiscal year.

The performance incentive fee, if any, is estimated and accrued monthly during a fiscal year for
the purpose of calculating the net asset value per unit at the end of each month, but is paid to the
Investment Counsel annually within one month of the fiscal year-end of the Trust in either cash or
units, at the discretion of the Investment Counsel.

5. Management fee:

The Trust has agreed to pay the Manager, as compensation for management and administration
services rendered, a monthly fee of 1/12 of 0.4% of the net asset value of the Trust, determined
prior to the calculation of any performance incentive fee {note 4} payable to the Manager.



THE MCELVAINE INVESTMENT TRUST

Notes to Financial Statements

Years ended December 31, 2005 and 2004

6. Financial instruments:
(a) Fair values:

The Trust's investments in securities and forward foreign currency contracts are carried at fair
value. The Manager considers that the fair value of the Trust's financial instruments other
than investments in securities and forward foreign currency contracts approximate their
carrying values given their short-term nature.

{b) Foreign currency risk:

The Trust is exposed to foreign currency risk to the extent that assets are denominated in
other than Canadian dollars and not hedged into Canadian dollars.

7. Rainmaker Income Fund:

On May 31, 2002, shares held by the Trust in Rainmaker Entertainment Group were exchanged
for units in Rainmaker Income Fund. For tax purposes, this fransaction resulted in a capital gain
of $1,284,893 to the Trust during the year ended December 31, 2002. For accounting purposes,
the gain was not recognized as the exchange did not represent the culmination of the earnings
process. Accordingly, the cost of the units acquired was recorded at the cost of the shares given
up in the exchange. A realized gain or i0ss on investment will be recorded for accounting
purposes when the investment is sold in the normal course, which amount will be adjusted for tax
purposes by the previously reported capital gain.

8. Ihcome taxes:
(a) Distributions:

All of the income for income tax purposes of the Trust is generally distributed to unitholders so
that the Fund is not subject to income tax. Distributions by the Trust are generally declared in
December in respect of net investment income and net realized gains, net of income tax loss
carry forwards applied, for the current fiscal year. No distributions were made in 2005 or
2004,

The payment or reinvestment of distributions reduces the net asset value per unit because
distributions paid in cash reduce the net assets of the Trust while reinvestment results in an
increase in the number of units outstanding.

(b) Loss-carry forwards:

The Trust has non-capital losses for income tax purposes of $1,513,000 available to reduce
net investment income and net taxable capital gains in future years up to and including 2015.
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KPMG LLP Telephcne  1604) 691-3000

Chartered Accountants Fax (604} 691-3031
PG Box 10426 777 Dunsmuiw Street Internet www kpmg.ca
Vancouver BC V7Y 1K3
Canada

AUDITORS' REPORT

To the Unitholders of
The McElvaine Investment Trust

We have audited the statement of net assets of The McElvaine Investment Trust as at December 31,
2004, the schedule of investments as at December 31, 2004, and the statements of operations and
changes in net assets for the year then ended. These financial statements are the responsibility of
the Trust's Manager. Our responsibility is to express an opinion on these financial statements based
on our audit,

We conducted our audit in accordance with Canadian generally accepted auditing standards. Those
standards require that we plan and perform an audit to obtain reasonable assurance whether the
financial statements are free of material misstatement. An audit includes examining, on a test basis,
evidence supporting the amounts and disclosures in the financial statements. An audit also includes
assessing the accounting principles used and significant estimates made by management, as well as
evaluating the overall financial statement presentation.

In our opinion, these financial statements present fairly, in all material respects, the financial position
of the Trust as at December 31, 2004 and the results of its operations and the changes in its net
assets for the year then ended in accordance with Canadian generally accepted accounting principles.

PN ..o

Chartered Accountants

Vancouver, Canada

January 14, 2005

YPRAG LLF. a Canadhan imited habihey partnership is the Canadian
rmamber firm of KPMWMG Internaticnal, a Swiss cooperative.



THE McELVAINE INVESTMENT TRUST

Statements of Net Assets

December 31, 2004 and 2003

B Il - ' 2004 2003
Assels
Investment portfolio, at fair value $ 53,199,537 $ 45,226,864
Cash and deposits (note 3) 13,465,625 9,393,723
Subscriptions receivable 25,000 403,536
Dividends and interest receivable 112,023 179,200
66,802,185 55,203,323
Liabilities
Due to broker 331,708 -
Accounts payable and accrued liabilities 1,207,764 2,634,764
Redemptions payable 601,252 740,056
Income and other taxes payable 97,553 199,368
2,238,277 3,574,188
Net assets represented by unitholders’ equity $ 64,563,908 $ 51,629,135
——r o MY VTS SN — — —_— — it
Units outstanding (note 4(a)) _ _ 3,116,883 2,706,597
Net asset value per unit _ $ 20.71 P 19.08

See accompanying notes to financial statements.

Approved by the Director of the Manager:

- Tim McElvaine "

Tim McElvaine, Director,
McElvaine Investment Management Ltd.




THE MCELVAINE INVESTMENT TRUST

Schedule of lhvestments

December 31, 2004

_ Nu;ber - MarEt-
of shares {Cost value
Investment portfolio:
Canada - Equities (65.6% of net assets)

Arbor Memorial Services 100,000 § 905,000 $ 1,830,000

Caldwell Partners International 767,400 921,845 1,450,386

Emergis Inc. 700,000 2,332,340 2,548,000

Forest and Marine Investments Lid. 294,600 1,230,191 1,178,400

Glacier Ventures Int. Corp. 1,789,710 1,662,759 3.579,420

Humpty Dumpty Snack Foods Inc. 1,255,700 3,053,405 3,264,820

Indigo Books 928,396 4,127,665 4,456,301

Madison Pacific Properties 197,585 102,035 264,764

Newfoundland Capital Corp. 559,800 5,268,092 6,997,500

Prermium Brands Inc. 270,000 2,320,950 2,632,500

Rainmaker Income Fund (note 6) 580,000 623,308 2,285,200

Sun-Rype Products Ltd. 582,700 3,073,052 6,380,565

Torstar Corp. - Class B 250,000 5,161,187 5,500,000
Total Canadian securities _ _ _ . $ 30,771,829  § 42,367,856
United States - Equities (1.6%)

Blockbuster Inc. 100,000 § 817,884 $ 1,055,570
Jotal US securities _ _ _ b 817,884 $ 1,055,570
Japan - Equities (6.3%)

TV Asahi Corp. 689 $ 1,126,104 $ 1,675,703

Mitsubishi Securities 100,000 1,214,610 1,311,920

Nippon TV Network 6,000 938,231 1,079,703
Total Japanese securities _ __ _ _ $ 3278045 § 4,067,326
Great Britain - Equities {4.2%)

HHG PLC 2,000,000 § 1,805,397 $ 2,679,886
Total Great Britain securities _ _ _ $_ 1,805,397 $ 2,679,886
Miscellaneous equities {4.5%) $ 2,478,078 $ 2,897,013
Total securities _ _ _ $ 39,152,133  § 53,067,651
Derivative instruments (D._g_‘ﬁ_ﬁ) (see below) _ 131,886

Total investments at fair value, E_.‘ﬁ_ecember _:31 , 2004 182.4%!

$ 53,199,537

Total investments at fair value, December 31, 2003 (87.6%) _

$ 45,226,864




THE McELVAINE INVESTMENT TRUST

Schedule of Investments {continued)

December 31, 2004

Derivative Instruments:

Amounts Current
Amounts receivable fair value
bought (sold) forward (payable} in of foreign Unrealized
in foreign currency Canadian dollars Maturity date currency gain
JPY (350,000,000) $ 4,211,388 January 20, 2005 b 4,098,928 $ 112,460
GBP (1,000,000) 2,316,745 January 20, 2005 2,297,319 19,426
Total derivative instruments, December 31, 2004, unrealized gain $ 131,886
Total derivative instruments, December 31, 2003, unrealized gain $ 502889

The credit rating of the counterparty, Royal Bank of Canada, to each of the above contracts, is AA

{low} - Dominion Bond Rating Service Ltd.

See accompanying notes to financial statements.




THE MCELVAINE INVESTMENT TRUST

Statements of Operations

Years ended December 31, 2004 and 2003

T o -~ ~ _ 2004 2003
Investment income:
Dividends $ 411,344 $ 218,525
interest 370,317 434,112
Withholding tax (5,928) (12,498)
775,733 640,139
Expenses:
Performance incentive fee {note 9) 1,142,268 2,683,484
Management fee (note 8) 238,197 161,976
Trustee, custodial and legal fees 58,795 63,835
Audit and tax fees 31,000 32,000
Bank charges and interest 823 214
1,472,083 2,841,509
Investment loss before tax (696,350) (2,201,370)
Goods and services tax 101,085 201,996
Net investment loss b (797,435) $(2,403,366)
Net gain from investing activities:
Net realized gains (losses):
Proceeds from sale of investments $ 19,076,837 $ 10,644,656
Cost of investments sold (note 5) 16,681,877 9,178,407
2,394 960 1,466,249
Forward foreign currency contracts 812,815 1,784,747
Fareign exchange 13,617 {13,982)
3,221,392 3,237,014
Change in net unrealized gains and losses:
Investments 2,650,182 8,540,220
Forward foreign currency contracts {(371,003) 338,055
2,279,179 9,079,275
Net gain from investing activities $ 5,500,571 $ 12,316,289
Income from operations $ 4,703,136 $ 9,912,923
Income frurn operations per unit $ 1.58 3 4,20

See accompanying notes to financial statements.




THE MCELVAINE INVESTMENT TRUST

Statements of Changes in Net Assets

Years ended December 31, 2004 and 2003

2004 2003

Net assets, beginning of year $ 51,629,135 b 29,330,161
income from operations 4,703,136 9,912,923

Linit transactions:

Issue of units for cash 11,276,252 13,413,190
Redemption of units (3,044,615} (1,027,139)

8,231,637 12,386,051

Increase in net assets 12,934,773 22,298,974
Net assets, end of year $ 64,563,908 P __51_ ,629,135_

See accompanying notes to financial statements.




THE MCELVAINE INVESTMENT TRUST

Notes to Financial Statements

Years ended December 31, 2004 and 2003

1. Organization:

The McElvaine Investment Trust (the “Trust”) is an unincorporated unit trust, governed by the laws
of British Columbia and formed by Declaration of Trust dated September 27, 1996 and amended
May 15, 2002, as a Trust Agreement between McElvaine investment Management Lid. and the
Royal Trust Company (the “Trust Agreement”). The Trust is managed by McElvaine Investment
Management Ltd. (the “Manager” or ‘“Investment Counsel’), which also provides investment
counselling services. The Royal Trust Company is the Trustee of the Trust.

2. Significant accounting policies:

(a) General:

(b)

{c)

(d)

The financial statements of the Trust are prepared in accordance with generally accepted
accounting principles ("GAAP") in Canada. The significant accounting policies are described
below.

Investments:

Investments are stated at year end fair values, which are generally defermined at either the
last sale price or the midpoint between the closing bid and asked quotations reported either by
appropriate securities exchanges or in the over-the-counter market. In respect of any
securities for which a last sale price or midpoint is not considered to be representative of fair
value, such securities will be valued at their fair value as determined by the Trustee, in
consuitation with the Manager, on the basis of the latest reported information available.

Average cost is used to compute gains and losses on investments.
Foreign exchange:

Purchases and sales of foreign securities and the related income and gains and losses are
translated into Canadian dollars at the rates of exchange prevailing at the date of the
respective transaction. Assets and liabilities denominated in foreign currencies are translated
into Canadian dollars at the rates of exchange prevailing at the close of each business day.
Realized gains and losses and the change in unrealized gains and losses on foreign currency
transactions, including the purchase and sale of forward contracts, are included in the
statements of operations.

Forward foreign currency contracts:

The Trust may enter into forward foreign currency contracts, the purpose of which is to
provide an economic hedge against exposure to foreign currency fluctuations, The carrying
value of these forward contracts is the gain or loss that would be realized If, on valuation day,
the positions were closed out. For financial statement purposes this value is recorded as an
unrealized gain or loss in the statements of operations. When the contracts are closed or
expire, gains and losses are included in realized gains and losses in the statements of
operations,

Gains and losses arise due to changes in the value of the foreign currency in relation to the
Canadian dollar. Losses may also occur if the counterparty does not perform under the
confract,




THE MCELVAINE INVESTMENT TRUST

Notes to Financial Statements

Years ended December 31, 2004 and 2003

2. Significant accounting policies (continued):

(e)

(f)

(9)

(h)

Income taxes:

The Trust qualifies as a unit trust for income tax purposes. Although the Trust allocates to its
unitholders net investment income and net realized gains which would otherwise attract tax,
federal income taxes may be incurred by the Trust in respect of alternative minimum tax.

income and expenses:

The accrual method of recording income and expenses is followed by the Trust, with
dividends recorded as receivable on the ex-dividend date of the related shares.

Per unit values:
Per unit amounts are calculated as follows:
Net assef value On the number of units outstanding at the year end.

Income from operations On the monthly weighted average number of units
outstanding during the year

Use of estimates:

The preparation of financial statements 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 financial statements and the reported
amounts of income, expenses, gains and losses during the reporting period. Actual results
could differ from those estimates.

Generally accepted accounting principles:

The Canadian Institute of Chartered Accountants (“CICA") issued Handbook Section 1100,
("Section 1100") “Generally Accepted Accounting Principles” (“GAAP"), effective for fiscal
years beginning on or after October 1, 2003,

Section 1100 primarily impacts the disclosure within an investment fund's financial
statements, and certain disclosures previously in general use in the investment fund industiy
are no longer considered GAAP.

The Trust, in conjunction with other investment funds, has assessed the impact of Section
1100 on its financial statement presentation and disclosures, and has made revisions
accordingly. These revisions did not impact the net assets or income from operations of the
Trust.

3. Cash and deposits;

_ T - T 2004 T 2003
Canadian $ 13.458 541 $ 8125639
Foreign 7,084 1,268,084

$ 13466625  §$ 0,393,723




THE McELVAINE INVESTMENT TRUST

Notes to Financial Statements

Years ended December 31, 2004 and 2003

4. Unitholders’ equity:
(a) Authorized and issued units:

The Trust has an unlimited number of units authorized pursuant to the Trust Agreement.
Redemptions may only occur on the last business day of every month, with appropriate notice,
and may be restricted in certain circumstances in accordance with the Trust Agreement.

The number of issued units are summarized as follows:

T 2004 2003
Balance, beginning of year 2,706,597 1,970,978
Issued for cash 561,696 790,400
Redemptions {151,410} {54,781)
Balance, end of year 3,116,883 2,706,597

(b) Unrealized gains:
Included in unithoiders' equity of the Trust are unrealized gains as follows:

— N 2004 2003
Securities in investment portfolio, at fair value $ 53,067,651 b 44,723,975
Securities in investment portfolio, at cost 39,152,133 33,458,639

13,915,518 11,265,336
Forward foreign currency contracts 131,886 202,889

b 14,047,404 $ 11,768,225

9. Cost of investments sold:

The continuity of the cost of investments purchased and sold by the Trust is as follows:

- — 2004 2003
Investments at cost, beginning of year $ 33,458,639 $ 23,850,035
Cost of investments purchased 22,375,371 18,787,011

55,834,010 42,637,046
Investments at cost, end of year 39,152,133 33,458,639

_C{JSI of investments sold

$1f_:‘:_,EiE‘I,BT? _ b 9,178,407

6. Rainmaker Income Fund:

On May 31, 2002, shares held by the Trust in Rainmaker Entertainment Group were exchanged
for a proportionate number of units in Rainmaker Income Fund {"Rainmaker”). For tax purposes,
this transaction resulted in a capital gain of $1,284,893 to the Trust during the year ended
December 31, 2002. For accounting purposes, the gain was not recognized as the exchange did
not represent the culmination of the eamings process. The cost of the units acquired was
recorded at the cost of the shares given up in the exchange. No units of Rainmaker have been
acquired or disposed of since May 31, 2002. A realized gain or loss on investment will be
recorded for accounting purposes when the investment is sold in the normal course, which

amount will be adjusted for tax purposes by the previously reported capital gain.
8
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THE MCELVAINE INVESTMENT TRUST

Notes to Financial Statements

Years ended December 31, 2004 and 2003

7.

Liquidity of investments:

During the 2002 year, the Trust purchased Class B securities of Cinar Corp. (“Cinar”). In early
2004 a group of third parties purchased the Cinar shares for US $3.60 per share in cash pius a
prorata distribution of the potential net proceeds, if any, from the settlement of certain outstanding
litigation.  Such litigation remains outstanding, and the Manager has ascribed no value to the
entitlement to potential litigation proceeds in these financial statements.

The Investment Counsel has waived the Performance Incentive Fee, as defined in note 9, with
respect to any increase in the value of Cinar Corp. Class B shares previously held by the Trust
relative to the cost of those shares to the Trust.

The Trust may hold large positions in certain securities and, as a result, may not be able to
liquidate such positions on a timely basis. Accordingly, the proceeds received on any sale of such
securities may differ significantly from stated fair value.

Management fee:

The Trust has agreed to pay the Manager, as compensation for management and administration
services rendered, a monthly fee of 1/12 of 0.4% of the net asset value of the Trust, determined
prior to the calculation of any fees payabie to the Manager, referred to in note 9.

Performance incentive fee:

The Trust will pay to the Investment Counsel an annual incentive fee (the “Performance Incentive
Fee") equal to twenty-five percent (25%) of the amount by which:

(a) The increase in net asset value of the Trust for each fiscal year as calculated at the close of
business on each fiscal year-end, adjusted for contributions and redemptions made by the
investors, for the waiver outlined in note 7, and for any Shortfall, as defined below, from the
previous fiscal year (the “Incentive Return"), exceeds:

(b} The return that would be generated annually by the average interest rate (the “Average Rate™)
applied to the net asset value of the Trust as calculated at the close of business of the
previous fiscal year-end of the Trust, adjusted for contributions and redemptions made by the
investors (the “Base Return”). The Average Rate is the twelve month simple average of the
Hurdie Rate. The "Hurdle Rate” is the average yield indicated by the Bank of Canada on the
last 91 day T-bill auction by the Bank of Canada in each month.

If in any fiscal year the Incentive Return is less than the Base Return, no Performance Incentive
Fee shall be paid for that fiscal year and the difference between the Base Return and the
Incentive Returmn (the “Shortfall”) is carried forward to the succeeding fiscal year and, after
adjustment for redemptions, as set out below, deducted in the calculation of the Incentive Return
for that year. The Shortfall deducted in any year is reduced by an amount such that the proportion
that the reduction bears to the Shortfall is equal to the proportion that the number of units which
were outstanding at the end of the previous fiscal year and which are redeemed during the year
bears to the total number of units outstanding at the end of the previous fiscal year.




THE MCELVAINE INVESTMENT TRUST

Notes to Financial Statements

Years ended December 31, 2004 and 2003

9.

10.

11.

12.

13.

Performance incentive fee (continued):

The Performance Incentive Fee, if any, is estimated and accrued monthly during a fiscal year for
the purpose of calculating the net asset value per unit at the end of each month, but is paid to the
Investment Counsel annually within one month of the fiscal year-end of the Trust in cash or units,
at the discretion of the Investment Counsel,

Related party transactions:

Certain parties related to the Manager own units of the Trust.

Distributions:

Distributions by the Trust are generally declared in December in respect of net investment income
and net realized gains, net of income tax loss carry forwards applied for the current fiscal year.

The payment or reinvestment of distributions reduces the net asset value per unit because
distributions paid in cash reduce the net assets of the Trust while reinvestment results in an
Increase in the number of units outstanding.

Financial instruments:

(a} Fair values:

The Trust's investments in securities and forward foreign currency contracts are carried at fair
value. The Manager considers that fair values of financial instruments other than investments
in securities and forward foreign currency contracts approximate their carrying values given
their short-term nature.

(b) Foreign currency risk:

The Trust is exposed to foreign currency risk to the extent that assets denominated in other
than Canadian dollars differ from amounts hedged through forward foreign currency
contracts.

Portfolio transactions:

A statement of portfolio transactions is not included as part of these financial statements, but wil
be provided to any unitholder, without charge, on request. Requests may be made in writing to
McElvaine Investment Management Ltd., Suite 200 - 1100 Melville Street, Vancouver, BC,
VGE 4A6.

10
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KPMG Ltp

Chartered Accountants
PO Box 10426 777 Dunsmuir Straat Telephone (604} 621-3000
Vancouver BC V7Y 1K3 Telefax (604} 691-3031
Canada wanw kpmg.ca
AUDITORS' REPORT
To the Unitholders of

The McElvaine Investment Trust

We have audited the statements of net asseis of The McEivaine Investment Trust as at Becember 31,
2003 and 2002, the schedule of investments as at December 31, 2003, the statements of net
investment income (loss), net gain {loss) on investments and changes in net assets for the years
ended December 31, 2003 and 2002 and the statements of financial highlights for the five years
ended December 31, 2003, 2002, 2001, 2000 and 1999. These financial staterments are the
responsibility of the Trust's Manager. Our responsibility is to express an opinion on these financial
statements based on our audits.

We conducted our audits in accordance with Canadian generally accepted auditing standards. Those
standards require that we plan and perform an audit to obtain reasonable assurance whether the
financia! statements are free of material misstatement. An audit includes examining, on & test basis,
evidence supporting the amounts and disclosures in the financial statements. An audit also includes
assessing the accounting principles used and significant estimates made by management, as well as
evaluating the overall financial statement presentation.

In our opinion, these financial statements present fairly, in all material respects, the financial position
of the Trust as at December 31, 2003 and 2002 and the results of its operations and the changes in
its net assets for the years then ended and its financial highlights for the five years ended
December 31, 2003, 2002, 2001, 2000 and 1999 in accordance with Canadian generally accepted
accounting principles.

.(7‘7/774“‘0

Chartered Accountants

Vancouver, Cahada

January 16, 2004
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THE MCELVAINE INVESTMENT TRUST

Statements of Nat Assets
Dacember 31, 2003 and 2002

2003 2002
Assets

investment portfolio, at market value $ 45,226,864 $ 26,638,985
Cash and deposits (note 3) 9,393,723 2,786,505
Subscriptions receivabile 403,536 -
Dividends and interest receivable 179,200 69,099
55,203,323 29,394,589

Liabilities
Accounts payable and accrued liabilities 2,634,764 38,902
Redemptions paysble 740,056 1,943
Income and other taxes payable 199,368 23,583
3,674,188 64,428
Net assets represented by unitholders' equity $ 51,629,135 $ 29,330,161
Units outstanding (note 4(a)) 2,706,597 1,970,078
Net asset value per unit 5 19.08 5 14.88

See accompanying notes to financial statements.

Approved by the Rirector of the Manager:

—y

McElvaine Investmvént Management Lid.
Tim McElvaine, Director




THE McCELVAINE INVESTMENT TRUST

Scheduie of Investments

December 31, 2003

Number Market
of shares Cost value
Investment portfolio:

Canada - Equities (60.9% of net assets)
Arbor Memorial Services 100,000 $  9G5,000 $ 1,485,000
Caldweli Partners Intemational 767,400 921,845 1,304,580
Cinar Corp. - Class B (note 7) 1,388,750 5,727,018 6,478,584
Glacier Ventures Int. Corp. 1,789,710 1,662,759 2,791,948
Glendate International Corporation 200,000 1,320,600 1,400,000
Humpty Dumpty Snack Foods Inc. 655,700 1,313,405 1,757,276
indigo Books 497,086 2,138,337 2,584,899
Newfoundiand Capital Corp. 400,000 3,424,000 4,710,000
Rainmaker income Fund (note §) 580,000 623,308 2,262,000
sun-Rype Preducts Lid. 541,200 2,648,944 4,335,012
Torstar Corp. - Class B 80,000 1,462,780 2,320,800
Total Canadian securities $ 22,147,396 $ 31,430,099

United States - Equities (8.4%)

Alderwoods Group 100,000 § 1232475 % 1,217,306
Mattel in¢. (note 6) 125,000 2,776,381 3,112,724
Total US securities $ 4008856 § 4.330,030

Japan - Equities (10.5%)

Asahi Breweries Ltd, 50000 § 442414 $ 589,034
TV Asahi Corp. 689 1,126,104 1,354,199
Mitsubishi Securities 75,600 464,209 1,055,377
Nikko Cordial Corp. 180,000 924 026 1,295,754
Nippon TV Network 6,000 038,231 1,152,505
Total Japanese securities } $ 3,894,984 $ 5,446,869

Great Britain - Equities (2.6%)
HHG PLC 1,600,000 $ 1,339,622 $ 1,353,290

Total Great Britain securities $ 1,330,622 & 1,353,290

Miscellaneous equities (4.2%) $ 2,067,781 b 2,163,687

Total securities $ §_§,453.639 $ 44,723,975

Derivative instruments (1.0%) (see below) 502,889
Total investments at market value, December 31, 2003 (87.6%) $ 45,226,864

Total investments at market value, December 31, 2002 (90.5%) $ 26,538,985




THE MCELVAINE INVESTMENT TRUST

Schedule of Investments (continued)
December 31, 2003

Derivative Instruments:

Amounts Amounts

bought {sold) in bought {sold} in Current Unrealized
foreign currency Canadian dollars Maturity date market value gain {loss)
JPY (600,000,000) $ 7,125,045 January 15, 2004 $ 7243328 $ (118,283)
LUS$  (7.800,000) 10,707,814 January 15, 2004 10,086,642 621,172
Total derivative instruments, December 31, 2003, unrealized gain $_ 502,889
Total derivative instruments, December 31, 2002, unrealized loss $  (36,166)

The credit rating of the counterparty to each of the above conlracts, Royal Bank of Canada, is AA
(low) - Dominion Bond Rating Service Lid.

See accompanying notes to financial statements.



THE McELVAINE INVESTMENT TRUST

Statements of Net Investment Income (Loss)

Years ended December 31, 2003 and 2002

2003 2002
Investment income:
Dividends $ 218,525 $ 171,728
Interest 434,112 203,902
Withholding tax {12,498) (5,420)
640,139 370,210
Expenses:
Performance incentive fee {note 9) 2,583,484 -
Management fee (note 8) 161,976 107,841
Professional fees 32,000 46,532
Trustea, custodial and legal fees 63,835 31,861
Bank charges and interest 214 16,160
' 2,841,509 202,394
Investment income {loss) before iaxes (2,201,370) 167,816
Income and other taxes {note 11) 201,996 19,342
Net investment income (Joss) _ $ (2,403,3686) $ 148474
Net investment income (loss) per unit $ (1.02) $ 0.10

See accompanying notes to financial statements.



THE MCELVAINE INVESTMENT TRUST

Statements of Net Gain (Loss) on Investments
Years ended December 31, 2003 and 2002

2003 2002
Net realized gains {losses):
Proceeds from sale of investments $ 10,644,656 $ 11,012,957
Cost of investments sold (note 5) 9,178,407 9,098,816
1,466,249 1,914,141
Forward foreign currency contracts 1,784,747 (323,414)
Foreign exchange (13,982) (37,420)
3,237,014 1,553,307
Change in net unrealized gains and losses:
Investments 8,540,220 {1,642,847})
Forward foreign currency contracts 539,055 91,245
9,079,275 {1,591,602)
Net gain {loss) on investmants $ 12,316,289 $ (38,205
Net gain on investments per unit (note 2{g)) $ 5.22 5 0.69

See accompanying notes to financial statements.



THE McELVAINE INVESTMENT TRUST

Statements of Changes in Net Assets
Years ended December 31, 2003 and 2002

2003 2002
Net assets, beginning of year $ 25,330,161 $ 17,428,204
increase in net assets from operations:
Net investment income (loss) (2,403,366} 148,474
Net gain {loss) on investments 12,316,289 {38,285}
9,912,923 110,179
Distributions paid from:
Net investment income - (88,072)
Realized gains - {2,838,200}
- (2,926,272)
Unit trust transactions:
Issue of units for cash 13,413,180 12,418,135
Reinvestment of distributions - 2,925,147
Redemption of units (1,027,139) (625,233)
12,386,051 14,718,050
ncrease in net assels 22,298,974 11,901,957
Net assets, end of year $ 51,629,135 $ 29,330,161

e — el e el ey

See accompanying notes to financial statements.



THE MCELVAINE INVESTMENT TRUST

Statements of Financial Highlights
Years ended Dacember 31, 2003, 2002, 2001, 2000 and 1899

2003 2002 2001 2000 1999

Pata per unit:
Net asset value, beginning of year b 1488 $ 1576 $ 123t % 1090 $ 11.38

Income from operations:

Net investment income (loss) (1.02) .10 (0.67) (0.33) (0.49)

Net gain on investments 5.22 0.69 412 242 3.84
Totat income from operations 4.20 0.79 3.45 209 3.35
Distributions to investors:

From net investment income - (0.05) - - -

From net realized gains on investments - (1.62) - (0.38) (3.37)

Reiurn of capital - - - (0.30) {0.45)
Total distributions - (1.67) - (0.68) {3.83)
Net asset value, end of year $ 1908 $ 1488 §$ 1576 $ 1231 $ 10.80

See accompanying notes 1o financial statements.



THE McELVAINE INVESTMENT TRUST

Notes to Financiat Statements

Years ended December 31, 2003 and 2002

1.

Organization:

The McElvaine Investment Trust (the “Trust”) is an unincorporated unit trust, governed by the laws
of British Columbia and formed by Declaration of Trust dated September 27, 1996 and amended
May 15, 2002, as a Trust Agresment between McElvaine Investment Management Lid. and the
Royal Trust Company (the “Trust Agreement’). The Trust is managed by McElvaine Investment
Management Ltd. (the “Manager”), which also provides invesiment counselling services. The
Royal Trust Company is the Trustee of the Trust.

Significant accounting poiicles:

{a)

(b)

{c}

(d)

General:

The financial statements of the Trust are prepared in accordance with generaily accepted
accounting principles followed by the investment fund industry in Canada. The significant
accounting policies are described below.

investments:

Investments are stated at year end market values, which are generally determined at either
the last sale price or the midpoint between the closing bid and asked quotations reported
either by appropriate securities exchanges or in the over-the-counter market. In respect of
any securities for which the last sale price or closing bid price is unavailable, such securities
will be valued at their fair value as determined by the Trustee, in consuitation with the
Manager, on the basis of the latest reported information available.

Average cost is used to compute realized gains and losses on invesiments.

Foreign exchange:

Purchases and sales of foreign securities and the related income and gains and iosses are
translated inte Canadian dofiars at the rates of exchange prevalling at the date of the
respective transaction. Invesiments, other assets, and liabllities denominated in foreign
cumencies are translated info Canadian dollars at the rates of exchange prevailing at the
close of each business day. Realized gains and losses and the change in unrealized gains
and losses on foreign currency transactions, including the purchase and saie of forward
contracts, are included in the statements of net gain (10ss) on Investments.

Forward foraeign currency contracts:

The Trust may enter into forward foreign currency contracts, the purposs of which is to
provide an economic hedge against exposure to foreign currency fluctuations. The carrying
value of these forward contracts is the gain or loss that would be realized if, on vaiuation day,
the positions were closed out. For financial statement purposes this value is recorded as an
unrealized gain or loss. When the contracts are closed or expired, gains and losses are
racognized and included in realized gains and losses.

Gains and losses arise due to changes in the value of the foreign currency in relation to the
Canadian dollar. Losses may also occur if the counterparty does not perform under the
contract.



THE MCELVAINE INVESTMENT TRUST

Notes to Financial Staterments

Years ended December 31, 2003 and 2002

2. Significant accounting policies (continued):

(e)

(f)

{0)

(h)

Income taxes:

The Trust qualifies as a unif frust for income tax purposes. Although the Trust allocates to its
unithciders net investment income and net realized gains which would otherwise attract tax,
federal income taxes may be incurred by the Trust in respect of alternative minimum tax.

[ncome and expenses:

The accrual method of recording income and expenses is foliowed by the Trust, with
dividends recorded as receivable on the ex-dividend date of the related shares.

Per unit values;

Per unit amounts are calculated as follows:

Net asset value On the number of unils outstanding at the year end.

Net investment income {loss)  On the monthly weighted average number of units

Net gain {loss) on investments outstanding during the year

Distributions Qn the number of units outstanding at the date of record.

Net gain (loss) on investments per unit includes an amount necessary to reconcile the change
in net asset value per unit at the end of the year with the net asset value per unit at the
beginning of the year, as net investment income per unit is calculated based on the average
number of units ouistanding during the year whereas the distribution per unit is calculated
based on the actual number of units ouistanding at the date of record. The reconciling
amount is also affected by fluctuations in net asset value in relation to unit transactions during
the year.

Lise of estimates:

The oreparation of financial statements requires management to make estimates and
assumptions that affact the reported amounts of assets and liabiliies and disclosure of
contingent assets and liabilities at the date of the financial statements and the reported

amounts of income, expenses, gains and losses during the reporting period. Actual resuits
could differ from those estimates.

3. €Cash and deposits:

2003 2002

Cash and deposits in bank:
Canadlan $ B,125,639 $ 2,776,311
Foreign 1,268,084 10,194
$ 9,393,723 $ 2,786,505




THE McELVAINE INVESTMENT TRUST

Notes to Financial Statements

Years ended December 31, 2003 and 2002

4. Unitholders’ equity:
(a) Authorized and issued units:

The Trust has an unlimitied number of units authorized pursuant o the Trust Agreement.
Redemptlons may only occur on the iast business day of every month, with appropriate notice,
and may be resfricted in certain circumstances in accordance with the Trust Agreement.

Issued units are summarized as follows:

2003 2002
Balance, beginning of year 1,970,978 1,105,840
{ssued for cash 790,400 705,329
issued on reinvestment of distribution - 196,569
Redemgptions (54,781} {36,860}
Balance, end of year _ 2,706,597 1,970,978

(b} Unrealized gains and losses:

included in unitholders’ equity of the Trust are unrealized gains (losses) as follows:

2003 2002
Securities in investment portfolio, at market value 344,723,975 $ 26,575,151
Securities in investment porifolio, af cost 33,458,639 23,850,035
11,265,336 2,725,116

Forward forelgn currency contracts 502,888 {36,166)

$ 11,768,225 b 2,688,950

§. Cost of investments sold:

The continuity of the cost of investments purchased and sold by the Trust Is as follows:

2003 2002

Investments at cost, beginning of year $ 23,850,035 $ 14,192,322
Cost of investments purchased 18,787,011 18,756,529
42 637 046 32,948,851

Investments at cost, end of year 33,458,639 23,860,035
Cost of investments sold $ 9,178,407 $ 9,098,816

10



THE McELVAINE INVESTMENT TRUST

Notes to Financial Statements
Years ended December 31, 2003 and 2002

6. Mattel inc. / Rainmaker Income Fund:

On January 17, 2003, shares held by the Trust in Softkey Software Products Inc. were exchanged
by the issuer for shares of Mattel inc. ("Mattel’). For tax purposes, this transaction resuited in a
capital gain of $448,021 to the Trust. For accounting purposes, the gain was not recognized as
the exchange did not represent the cuimination of the earmings process. The cost of the shares
acquired has been recorded at the cost of the shares given up in the exchange. No shares of
Mattel have been disposed of since January 17, 2003. A gain or loss on investment will be

recorded when the investment Is sold in the normal course, which amount will be adjusted for tax
purposes by the previously reported capital gain.

On May 31, 2002, shares held by the Trust in Rainmaker Entertainment Group were exchanged
for a proportionate number of units in Rainmaker Income Fund ("Rainmaker”). For tax purposes,
this transaction resulted in a capital gain of $1,284,893 to the Trust during the year ended
December 31, 2002. For accounting purposes, the gain was not recognized as the exchange did
not represent the culminafion of the eamings process. The cost of the units acquired was
recorded at the cost of the shares given up in the exchange. No uniis of Rainmaker have been
acquired or disposed of since May 31, 2002, A gain or loss on investment will be recorded when
the investment is sold in the normal course, which amount will be adjusted for tax purposes by the

previously reported capital gain.

Liquidity of investments:

During the year ended December 31, 2002, the Trust purchased Class B securities of Cinar Corp.
(“Cinar”) As at December 31, 2003, this investment represented 12.5% (2002 - 15.0%) of net
assets. Due to a cease-frade order imposed by the British Columbia Securities Commission, the
Trust cannot sell this position, and will not be able to sell the position until the cease-trade order
has been lifted. The Manager has agreed to waive the Performance Incentive Fee, as defined in
note 9, with respect to any increase in the value of Cinar Corp. Class B shares held by the Trust
relative to the cost of those shares to the Trust,

An offer has been made by a group of third parties to purchase Cinar for US $3.60 per share in
cash pius a prorata distribution of the potential net procseds, if any, from the settlement of certain
oufstanding litigation. Cinars Board of Directors has approved the arrangement and has

recommended that Cinar's shareholders vote for the arrangement resolution at a special general
meeting to be held February 17, 2004. The arrangement requires the approval of 2/3 of the

holders of Variable Multiple Voting Shares and 2/3 of the holders of Limited Voling Shares.

The Trust may hold large posltions in certain securities and, as a resuit, may not be able {o
liquidate such positions on a timely basis. Accordingly, the proceeds received on any sale of such
securities may differ significantly from stated market value.

Management fee:

The Trust has agreed to pay the Manager, as compeansaticn for management and administration
sefvices rendered, a monthly fee of 1/12 of 0.4% of the net assset value of the Trust, determined
prior to the calculation of any fees payable fo the Manager.

11



THE McELVAINE INVESTMENT TRUST

Notes to Financial Statemenis

Years ended December 31, 2003 and 2002

9.

10.

11.

Performance incentive fee:

The Trust will pay to the Manager an annual incentive fee (the “Performance Incentive Fee”) equal
to twenty-five percent (25%) of the amount by which:

{a) The increase in net asset value of the Trust for each fiscal year as calculated at the close of
husiness on each fiscal year-end, adjusted for contributions and redemptions made by the
investors, for the waiver outlined in note 7, and any Shorffall, as defined below, from the
pravious fiscal year (the “Incentive Return”), exceeds;

(b) The return that would be generated annually by the average interest rate (the "Average Rate”)
applied to the net asset value of the Trust as calculated at the close of business of the
previous fiscal year-end of the Trust, adjusted for confributions and redemptions made by the
investors (the *Base Return’). The Average Rate is the twelve month simple average of the
Hurdle Rate. The “Hurdle Rate" is the average yield indicated by the Bank of Canada on the
last 91 day T-bill auction by the Bank of Canada in each month.

if in any fiscal year the Incentive Return is less than the Base Retum, no Performance Incentive
Fee shall be paid for that fiscal year and the difference between the Base Return and the
incentive Retumn (the "Shortfall’) is camied forward to the succeeding fiscal year and, after
adjustment for redemptions, as set out below, deducted in the calculation of the Incentive Return
for that year. The Shorifall deducted in any year is reduced by an amount such that the proportion
that the reduction bears 1o the Shortfall is equal to the proportion that the number of units which
were outstanding at the end of the previous fiscal year and which are redeemed during the year
bears to the total number of units outstanding at the end of the previous fiscal year.

The Performance Incentive Fee of any fiscal year is further reduced by the Trust's pro-rata share
of fees paid in respect of any securities heid by the Trust which are securities of other
nartnerships, funds, or portfolios that are already subject to fees pald or payable to the Manager.

The Performance Incentive Fee, if any, is determined and accrued monthly during a fiscal year for
the purpose of calculating the net asset value per unit at the end of each month, but is paid to the
Manager annually within one month of the fiscal year-end of the Trust in cash or units, at the
discretion of the Manager.

Related party transactions:
Certain parties related to the Manager own units of the Trust.

Income and other taxes:

2003 2002
Goods and Services Tax $ 201,096 $ 10,8629
Federal income taxes - 8713

$ 201096  § 19342

12



THE MCELVAINE INVESTMENT TRUST

Notes to Financial! Statements

Years ended Decamber 31, 2003 and 2002

12.

13.

14.

15.

Distributions:

Distributions by the Trust are generally declared in December In respact of net investment ingcome
and net realized gains, net of income tax loss carry forwards applied for the current fiscal year.

The payment or reinvestment of distributions reduces the net asset value per unit because
distributions paid in cash reduce the net assets of the Trust while reinvestment results in an
increase in the number of units outstanding.

Financial Instruments:
(a) Fair values:

Generally accepted accounting principles in Canada require disclosure of the fair value of
financial instruments. The Partnership's Investments in securities and forward foreign
currency contracts are carried at market values in accordance with Canadian investment fund
industry standards. The General Pariner considers that fair values of financial instruments
other than investments in securities and forward foreign currency contracts approximate their
carrying values given their short-term nature.

(b) Foreign currency risk:

The Partnership is exposed o foreign currency risk to the extent that assets denominated in
other than Canadian dollars differ from amounts hedged through forward foreign currency
contracts.,

Comparative figures;:

Certain comparative figures have been reclassified in order to conform with the current year's
presentation.

Portfolio transactions:

A statement of portfolio transactions is not included as part of these financial statements, but will
be provided to any unitholder, without charge, on request. Requests may be made in writing to
McElvaine Investment Management Lid., Suite 200 - 1100 Melville Street, Vancouver, BC,
VBE 4A6.
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Chartered Accourttants

Box 10426, 777 Dunsmuir Street Telephone {604) 691-3000
Vancouver BC V7Y 1K3 Telefax  {604) 691-3031
Canada wiwww. kpmg.ca

AUDITORS' REPORT

To the Unitholders of
The McElvaine Investment Trust

We have audited the statements of net assets of The McElvaine Investment Trust as at
December 31, 2002 and 2001, the schedule of investments as at December 31, 2002, the statements
of net investment income (loss), net gain (loss) on investments and changes in net assets for the
years ended December 31, 2002 and 2001 and the statements of financial highlights for the five
years ended December 31, 2002, 2001, 2000, 1999 and 1998. These financial statements are the
responsibility of the Trust's Manager. Our responsibility is to express an opinion on these financial
statements based on our audifs.

We conducted our audits in accordance with Canadian generally accepted auditing standards.
Those standards require that we plan and perform an audit to obtain reasonable assurance whether
the financial statements are free of material misstatement. An audit includes examining, on a test
basis, evidence supporting the amounts and disclosures in the financial statements. An audit also
includes assessing the accounting principles used and significant estimates made by management,
as well as evaluating the overall financial statement presentation.

In our opinion, these financial statements present fairly, in all material respects, the financial position
of the Trust as at December 31, 2002 and 2001 and the results of its operations and the changes in
its net assets for the years then ended and its financial highlights for the five years ended
December 31, 2002, 2001, 2000, 1999 and 1998 in accordance with Canadian generally accepted
accounting principles.

KPMG LLP (signed)

Chartered Accountants

Vancouver, Canada

January 24, 2003

KE#AG LLP, a Canedian cwvned limived |latil vy partnersiip established under the lawes of Onano,
% Lhe Canadien mambsar [ of KPWG Inernational, a Swiss nonopLraung assockalion.



THE McELVAINE INVESTMENT TRUST

Statements of Net Assets

December 31, 2002 and 2001

B 2002 2001
Assets
Investment portfolio, at market value $ 26,538,985 $ 18,472,874
Cash and deposits {note 3} 2.786 505 921,980
Dividends receivable and other assets 69,099 95,422
29,394,589 19,490,276
Liabilities
Contributions received in advance - 950,000
Accounts payable and accrued liabilities 38,902 995,428
Redemptions payable 1,943 1,579
Income and other taxes payable 23,5683 115,065
64,428 2,062,072

Net assets represented by Unitholders' equity
Units outstanding (note 4(a))

Net asset value per unit

See accompanying notes to financial statements.

Approved by the Director of the Manager:

“Tim McE Ivaine”
McElvaine Services Ltd.
Tim McElvaine, Director

$ 29,330,161 $ 17,428,204

1,970,978 1,105,940
5 14.88 $ 16.76




THE McELVAINE INVESTMENT TRUST

Schedule of Investments

December 31, 2002

Number Market
of shares Cost value
Investment portfolio:
Canada - Equities (69.1% of net assets)

Arbor Memorial Services 100,000 $ 905,000 $ 1,287,500

Caldwell Partners International 717,400 851,100 1,040,230

Cinar Corp. - Class B (hote 7) 1,388,750 5727018 4 387,905

Glacier Ventures Int. Corp. 1,789,710 1662759 2,416,109

Humpty Dumpty Snack Foods Inc. 655,700 1,313,405 1,999,885

Indigo Books 199,454 780,615 857,652

Rainmaker Income Fund (note &) 580,000 623,308 1,354,300

Softkey Software Products Inc. 30,000 643,731 1,079,850

Sun-Rype Products Ltd. 469,400 2,104,104 3,100,387

Torstar Corp. - Class B 100,000 1,828,475 2,550,000

Miscellaneous equities 303,198 127,817 199,098
Total Canadian securities $ 16,567,332 $ 20,272,916
United States - Equities (14.2%)

Alderwoods Group 275000 § 3,389,305 ¥ 2,054,495

Mattel Inc. 70,000 1,637,003 2,117,727
Total US securities $ 5,026,308 $ 4172222
Japan - Equities (7.3%)

Nikko Cordial Corp. 400,000 § 2,256,395 $ 2,130,013
Total Japanese securities $ 2,256,395 $ 2,130,013
Total securities $ 23,850,035 $ 26,575,151
Derivative instruments {-0.1%) (see below) (36,166)
Total investments at market value, December 31, 2002 (90.5%) $ 26,538,985
Total investments at market value, December 31, 2001 !105.0%1 $ 18,472 874
Derivative Instruments:

Amounts Amounts

bought (sold} in bought (sold) in Current Unrealized

foreign currency Canadian dollars Maturity date market value gain (loss)

JEY (156,100,000) $ 2,000,000 January 30, 2003 $ 2,083,001 3 (83,001)
UsS$ (5,660,377) 9,000,000 January 30, 2003 8,853,165 45,835

Totai derivative instruments, December 31, 2002, unrealized loss i (36,166)

Total derivative instruments, December 31, 2001, unreaiized loss

$ (87,411}

The credit rating of the counterparty to each of the above contracts, Royal Bank of Canada, is AA

{low) - Dominion Bond Rating Service Lid.

See accompanying notes to financial statements.



THE McELVAINE INVESTMENT TRUST

Statements of Net Investment Income {Loss)

Years ended December 31, 2002 and 2001

See accompanying notes to financial statements.

2002 2001
investment income:
Dividends $ 171,728 $ 434,357
Interest 203,902 137,606
Withholding tax (5,420} (528)
370,210 571,435
Expenses:
Professional fees 45 532 32,591
Bank charges and interest 16,160 1,859
Investment counse] fee (note 9) - 957,753
Management fee (note 8) 107,841 55,098
Trustee, custodial and legal fees 31,861 11,616
202,354 1,058,817
Investment income (loss) before taxes 167,816 (487,382)
Income and other taxes (note 10} 19,342 152,022
ﬂet investment income {loss) $ 148,474 $ (639,404)
Net investment income (loss) per unit 3 0.10 & (0.67)




THE McELVAINE INVESTMENT TRUST

Statements of Net Gain {Loss) on Investments

Years ended December 31, 2002 and 2001

See accompanying notes to financial statements.

2002 2001
Net realized gains (losses):
Froceeds from sale of investments $ 11,012,957 $ 5,021,000
Cost of investments sold (note 5) 9,098,816 3,972,721
1,914,141 1,048,279
Currency hedging {323,414) {96,022)
Foreign exchange {(37,420) (2,949)
1,553,307 949,308
Change in net unrealized gains and losses;
Investments (1,642,847) 3,069,358
Currency hedging 51,245 {105,788)
{1,591,602) 2,963,570
Net gain (loss) on investments B (38,295) $ 3,912878
Net gain (loss) on investments per unit (note 2(g}) $ 0.69 $ 412




THE McELVAINE INVESTMENT TRUST

Statements of Changes in Net Assefs

Years ended December 31, 2002 and 2001

2002 2001
Net assets, beginning of year $ 17,428,204 $ 10,215,387
Increase in net assets from operations:
Net investment income (loss) 148,474 (639,404)
Net gain (loss) on investments (38,295) 3,812 878
110,179 3,273,474
Distributions paid from:
Net investment income (88,072) -
Realized gains {2,838,200) -
(2,926,272) -
Unit trust transactions:
tssue of units for cash 12,418,136 4,849 638
Reinvestment of distnbutions 2,925,147 -
Redamption of units (625,233) (910,295)
14,718,050 3,939,343
Increase in net assets 11,901,957 7,212,817
Net assets, end of year $ 29,330,161 $ 17,428,204

See accompanying notes to financial statements.



THE McELVAINE INVESTMENT TRUST

Statements of Financial Highlights

Years ended December 31, 2002, 2001, 2000, 1999 and 1998

2002 2001 2000 1999 1998

Data per unit:

Net asset value, beginning of year $ 1576 % 1231 % 10890 $ 1138 §$ 11.38
Income from operations.

Net investment income {loss) 0.10 (0.67) {0.33) (0.49) 0.34

Net gain (loss) on investments (.69 412 2.42 3.84 1.55
Total income from operations 0.79 3.45 2.09 3.35 1.89
Distribution to investors:

From net investment income (0.05) - - - (0.32)

From net realized gains on investments (1.62) - (0.38) (3.37) {1.57)

Return of capital - - (0.30) (0.46) -
Total distributions (1.67) - (0.68) (3.83) (1.89)
Net asset value, end of year $ 1488 $ 1576 § 1231 3F 1090 % 11.38

See accompanying notes to financial statements.




THE McELVAINE INVESTMENT TRUST

MNotes to Financial Statements

Years ended December 31, 2002 and 2001

1.

Organization:

The McElvaine Investment Trust (the “Trust”) is an unincorporated unit trust, governed by the
laws of British Columbia, formed under the terms of a Master Declaration of Trust dated
September 27, 1996. The Trust is managed by McElvaine Investment Management Ltd. (the
“Manager”), which also provides investment counselling services pursuvant to the Master
Investment Counsel Agreement (the “Investment Counsel’).

Significant accounting policies:

(&)

(b}

(d)

General;

The financial statements of the Trust are prepared in accordance with generally accepted
accounting principles followed by the investment fund industry in Canada. The significant
accounting policies are described below.

Investments:

Investments are stated at year end market values, which are generally determined at either
the last sale price or the midpoint between the closing bid and asked quotations reported
either by appropriate securities exchanges or in the over-the-counter market. In respect of
any securities for which the last sale price or closing bid price is unavailable, such securities
will be valued at their fair value as determined by the Manager on the basis of the latest
reported information available.

Average cost is used to compute realized gains and losses on investments.
Foreign exchange:;

Purchases and sales of foreign securities and the related income and gains and losses are
translated into Canadian dollars at the rates of exchange prevailing at the date of the
respective transaction. Investments, other assets, and liabilities denominated in foreign
currencies are translated into Canadian dollars at the rates of exchange prevailing at the
close of each business day. Realized gains and losses and the change in unrealized gains
and losses on foreign exchange transactions, including the purchase and sale of forward
contracts, are included in the statements of net gain (loss) on investments.

Forward foreign currency contracts:

The Trust may enter into forward foreign currency contracts, the purpose of which is to hedge
against exposure to foreign currency fluctuations. The camying value of these forward
contracts is the gain or loss that would be realized if, on valuation day, the positions were
closed out. For financial statement purposes this value is recorded as an unrealized gain or
loss. When the contracts are closed or expired, gains and losses are recognized and
included in realized gains and losses.

Gains and losses arise due to changes in the value of the foreign currency. Losses may also
occur If the counterparty does not perform under the contract.



THE McELVAINE INVESTMENT TRUST

Notes to Financial Statements

Years ended December 31, 2002 and 2001

2. Significant accounting policies (continued):

(e)

(f)

(9)

(h)

Income taxes:

The Trust qualifies as a unit trust for income tax purposes. Although the Trust allocates to its
unitholders net investment income and net realized gains which would otherwise attract tax,
federal income taxes may be incurred by the Trust in respect of alternative minimum tax.

Income and expenses:

The accrual method of recording income and expenses is followed by the Trust, with
dividends recorded as receivable on the ex-dividend date of the related shares.

Per unit values;
Per unit amounts are calculated as follows:
Net asset value On the number of unifs outstanding at the year end.

Net investment income (loss)  On the weighted average number of units outstanding during
Net gain {loss) on investments the year.

Distributions On the number of units outstanding at the date of record.

Net gain (loss) on investments per unit includes an amount necessary to reconcile the
change in net asset value per unit at the end of the year with the net asset value per unit at
the beginning of the year, as net investment income per unit is calculated based on the
average number of units outstanding during the year whereas the distribution per unit is
calculated based on the actual number of units outstanding at the date of record. The
reconciling amount is also affected by fluctuations in net asset value in relation to unit
transactions durning the year.

Use of estimates:

The preparation of financial statements in conformity with Canadian 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
iabilities at the date of the financial statements and the reported amounts of income,
expenses, gains and losses during the reporting period. Actual results could differ from those
estimates.

3. Cash and deposits:

2002 2001

Cash in bank:
Canadian $ 2776311 ¥ 937670
Foreign 10,194 (15,690)
$ 2786505 $ 921,980




THE McELVAINE INVESTMENT TRUST

Notes to Financial Statements

Years ended December 31, 2002 and 2001

4. Unitholders’ equity:
(a) Authorized and issued capital:

The Trust has an unlimited number of units authorized pursuant to the Master Declaration of
Trust. Redemptions may only occur on the first day of every month with appropriate notice
and may be restricted in certain circumstances as set forth in the Offering Memorandum.

Issued units are summarized as follows:

— 2002 2001
Balance, beginning of year 1,105,940 829,735
|ssued for cash 705,329 343,793
Issued on reinvestment of distribufion 196,569 -
Redemptions (36,8860) (67,588)
Balance, end of year 1,970,978 1,105,940

(b) Unrealized gains and losses:

Included in the unitholders’ equity of the Trust are unrealized gains (losses) as follows:

2002 2001

Securities held in investment portfolio, at market value $ 26,575,151 $ 18,560,285
Securities held in portfolio, at cost 23,850,035 14,192,322
2,725 116 4. 367 963
Currency hedging (36,166) (87,411)

$ 2,688,950 $ 4,280,552

5. Cost of investments sold:

The continuity of the cost of investments purchased and sold by the Trust is as follows:

2002 2001

Investments at cost, beginning of year $ 14,192,322 $ 8.,868.624
Cost of investments purchased 18,756,529 9,295,419
32,948,851 18,165,043

Investments at cost, end of year 23,850,035 14,192 322
Cost of investments sold $ 9,0988186 $ 3,972,721




THE McELVAINE INVESTMENT TRUST

Notes to Financial Statements

Years ended December 31, 2002 and 2001

6. Rainmaker Income Fund:

On May 31, 2002, shares held by the Trust in Rainmaker Entertainment Group were exchanged
for a proportionate number of units in Rainmaker Income Fund. For tax purposes, this
transaction resulted in a capital gain of $1,284,893 to the Trust. For accounting purposes, the
gain has not been recognized, as the exchange does not represent the culmination of the
earnings process. The cost of the units acquired has been recorded at the cost of the shares
given up in the exchange.

7. Liquidity of investments:

During the year ended December 31, 2002, the Trust purchased Class B securities of Cinar
Corp. As at December 31, 2002, this investment represented 15.0% of net assets. Due t¢ a
cease-trade order imposed by the British Columbia Securities Commission, the Trust cannot sell
this position and will not be able to sell the position until the cease-trade order has been lifted.
The Investment Counsel has agreed to waive the Perforrmance Incentive Fee, as defined in note
9, with respect to any increase in the value of Cinar Corp. Class B shares held by the Trust
relative to the cost of those shares to the Trust.

The Trust may hold large positions in certain securities and, as a result, may not be able to
liquidate such positions on a timely basis. The proceeds received on any sale of such securities
may differ significantly from stated market value.

8. Management fee:

The Trust has agreed to pay the Manager, as compensation for management and administration
services rendered, a monthly fee of 1/12 of 0.4% of the net asset value of the Trust, determined
prior to the calculation of any fee payable to the Investment Counsel.

9. Investment counsel fee:

Pursuant to the Master Investment Counsel Agreement, the Trust will pay to the lnvestment
Counsel an annual incentive fee (the ‘Performance Incentive Fee’) equal to twenty-five percent
{25%) of the amount by which:

{a) The increase in net asset value of the Trust for each fiscal year as calculated at the close of
business on each fiscal year-end, adjusted for contributions and redemptions made by the
investors and for any Shortfall, as defined below, from the previous fiscal year (the “Incentive
Return™), exceeds;

(b The return that would be generated annually by the average interest rate (the “"Average
Rate™) applied to the net asset value of the Trust as calculated at the close of business of the
previous fiscal year-end of the Trust, adjusted for contributions and redemptions made by the
investors (the “Base Return”). The Average Rate is the twelve month simple average of the
Hurdle Rate. The "Hurdle Rate” is the average yield indicated by the Bank of Canada on the
last 91 day T-bill auction by the Bank of Canada in each month.

10



THE McELVAINE INVESTMENT TRUST

MNotes to Financial Statements

Years ended December 31, 2002 and 2001

9.

10.

1.

12.

13.

Investment counsel fee (continued):

If in any fiscal year the Incentive Return is less than the Base Return, no Performance Incentive
Fee shall be paid for that fiscal year and the difference between the Base Return and the
Incentive Return {the "Shortfall} is carried forward to the succeeding fiscal year and, after
adjustment for redemptions as set out below, deducted in the calculation of the Incentive Return
for that year. The Shortfall deducted in any year is reduced by an amount such that the
proportion that the reduction bears to the Shortfall is equal to the proportion that the number of
Units which were outstanding at the end of the previous fiscal year and which are redeemed
during the year bears to the total number of Units outstanding at the end of the previous fiscal
year,

The Performance Incentive Fee, if any, 1s determined and accrued monthly during a fiscal year
for the purpose of calculating the Net Asset Value per Unit at the end of each month, but is paid
to the Investment Counsel annually within one month of the fiscal year-end of the Trust from cash
held in the Trust.

Income and other taxes:

2002 2001

Goods and Services Tax $ 10,629 $ 72753
Federal income taxes 8713 79,269
$ 19,342 5 152,022

Distributions:

Distributions by the Trust are generally declared in December in respect of net investment
income and net realized gains, net of loss carry forwards applied for the current fiscal year.

The payment or reinvestment of distributions reduces the net asset value per unit because
distributions paid in cash reduce the net asset value of the Trust while reinvestment results in an
increase in the number of units cutstanding.

Fair values:

Canadian generally accepted accounting principles require disclosure of the fair value of financial
instruments. The Trust's investments in securities and currency hedging contracts are carried at
market values in accordance with Canadian investment fund industry standards. The Manager
considers that fair values of financial instruments other than investments in securities and
currency hedging contracts approximate their carrying values given their short-term nature.

Comparative figures:

Certain comparative figures have been reclassified in order to conform with the current year's
presentation.
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Vancouver BC V7Y 1K3

Canada

AUDITORS® REPORT

To the Unitholders of
The McElvaine Investment Trust

We have audited the statements of net asseis of The McElvaine Investment Trust as at December
31, 2001 and 2000 and the schedule of investmenis as at Decembar 31, 2001 and the statements of
net investment loss, net gain on investments and changes in net assets for the years ended
December 31, 2001 and 2000 and the statements of financial hightights for the five year pericd ended
December 31, 2001. These financial stalements are the responsibility of the Trust's Manager. Our
responsibility is to express an opinion on these financial statements based on our audits.

We conducted our audits in accordance with Canadian generally accepted auditing standards.
Those standards require that we plan and parform an audit to obtain reasonable assurance whether
the financial statements are free of material misstatement. An audit includes examining, on a test
basis, evidence supporting the amounts and disclosures in the financial statements. An audit also
inciudes assessing the accounting principles used and significant estimates made by management,
as well as evaluating the overall financial statement presentation.

In our opinion, thesa financial statements present fairly, in all material respects, the financial position
of the Trust as at December 31, 2001 and 2000 and the resulis of its operations and the changes in
its net assets for the years then ended and its financial highlights for the five year periacd ended
December 31, 2001 in accordance with Canadian generally accepted accounting principles.

Pl e

Chartaered Accountants

Vancouver, Canada

January 25, 2002
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THE McELVAINE INVESTMENT TRUST

Statements of Net Assels
December 31, 2001.and 2000

See accompanying notes to financial statements.
Approved by the Director of the General Partner:;

£ vel.

BMcElvaine Services Ltd.
Tim McElvaine, Director

2001 2000
Assets

Invesiment portfolio, at market value $ 18,472,874 $ 10,185,593
Cash and deposits (note 3) 921,980 492,122
Accounts receivable and other assets 95,422 43,744
19,450,276 10,721,459

Liabilities
Contributions received, in advance 950,000 6,000
Accounts payable and accrued liabilities 095,428 463,058
Redemptions payable 1,579 1,015
Income and other taxes payable 115,065 35,999
2,062,072 206,072
Net assets represented by Unitholders’ equity $ 17,428,204 $ 10,215,387
Units autstanding (note 4(a)) 1,105,940 829,735
Net asset value per unit $ 15.76 $ 12.31




THE McELVAINE INVESTMENT TRUST

Schedule of Investments
December 31, 2001

Number Average Market
of sharas cost value
Investment portfolio:
Canada - Equities (87.8% of net assats)

Arbor Memorial Services 100,000 $ 905,000 $ 1,400,000

BNN Invesiments Ltd. 62,475 286,944 616,004

Caldwell Partners intemational 374,700 407,182 449,640

Concord Pacific Group Inc. 420,700 374,017 231,117

Fairfax Financial Holdings Ltd. 4,500 758,708 738,000

Glacier Ventures Int. Corp, 789,710 552,759 631,768

Humpty Dumpty Snack Foods Inc. 643,300 1,285,257 1,608,250

Rainmaker Erteriainment Grp. Lid. 580,000 687,107 1,160,800

Softkey Scfiware Products Inc. 25,000 454 500 821,750

Sun-Rype Products Lid. 450,000 1,986,928 2,902,500

Torstar Corp. - Class B 90,000 1,618,025 1,998,000

West Fraser Timber Co. Ltd. 22,500 577,800 865,125

Westshore Terminals income Fund 150,000 556,398 847,500

Miscellaneous gquities 6,043,985 1,188,017 726,769
Total Canadian securities $ 11,640,142 $ 15,316,423
United States
Bonds (6.4%)

Loewen Group - 8.25% 2003/04/15 Uuss$ 1000000 §& 750,172 $ 1,114,827
Equities {11.4%)

Liquid Audic Inc. 200,000 744,225 748,527

fMattel inc. 45,000 916,727 1,232,680
Tolal U.S. securities $ 2411124 $ 3,096,034
Japan - Equities (0.8%)

Fuiji Television Inc. 23 _§ 141,056 $ 147828
Total Japanese securities _ $ 141056 $ 147,828
Total securities $ 14,192,322 $ 18,560,285
Derivative instruments (- 0.5%) (see below) (67,411)

Total investments at market value, December 31, 2001 (105.9%)

Total investments at market value, December 31, 2000 (99.7%)

$ 18,472,874

$ 10,185,593




THE McELVAINE INVESTMENT TRUST

Schedule of Investments {continued)

December 31, 2001

Darivative instrumants:
Amounts
Ampunts bought {sold)
bought {sold) in Canadian Cufrent Unrealized
in U.5. dollars dollars Maturity date market value gain (loss)
$ (2,560,925} $ 3,981,000 January 23, 2002 $4,078411 $ {(B7.411)
Total derivative instruments, December 31, 2001, unrealized logs $ (87,411}
%
Totat derivative instruments, December 31, 2000, unrealized gain $ 18,377
sy PP LA - . Sy —

The credit rating of the counterparty for the above contract, Bank of Montrea¥, is AA {low) - Dominion
Bond Rating Service Ltd,

See accompanying notes to financial statements.



THE McELVAINE INVESTMENT TRUST

Statements of Net Investment Loss

Years ended December 31, 2001 and 2000

2001 2000
Investment income:
Dividends $ 434,357 $ 124,439
interest 137,606 113,530
Withholding tax (528) (3,283)
571,435 234,686
Expenses:
Audit fees 32,591 11,259
Bank charges and interest 1,858 1,580
Investment counsel fees {note 7) 457,753 386,221
Management feas {note 6) 55,098 35,080
Trustee, custodial and legal fees 11,516 5,920
1,058,817 440,060
Investment loss before taxes (487,382) (205,374)
Income and other taxes (note 8) 152,022 40,109
Net investment loss % {639,4!14! $ {245,433?
Net investment loss per unit _ $ (067 $ (0.33)

See accompanying notes to financial statements.



THE McELVAINE INVESTMENT TRUST

Statements of Net Gain on Invesiments

Years ended Daecamber 31, 2001 and 2000

2001 2000
Reaslized gains and losses;
Proceeds from sale of investments $ 5,021,000 $ 3,283,343
Cost of investmentis sold (note 5) 3,872,721 2,708,661
1,048,279 574,682
Cumrency hedging {96,022) (37,369)
Foreign exchange (2,949) (3,850)
949,308 533,463
Change in net unrealized gains and losses:
Investments 3,069,358 1,300,956
Currency hedging (105,788) (8,975)
2,963,570 1,291,981
Net gain on investments $ 3,912,878 $ 1.825,444
Net gain on investments per unit 412 2.42

See accompanying noies to financial statements.



THE McELVAINE INVESTMENT TRUST

Statements of Changes in Net Assets

Years ended Dacember 31, 2001 and 2000
M

2001 2000
Net assets, beginning of year $ 10,215,387 $ 6,558,105
Increase in net assets from operations:
Net investment loss (639,404) (245,483)
Net gain on investments 3,912,878 1,825,444
3,273,474 1,579,961
Distributions paid from:
Realized gains | - (297,695)
Return of capital - {235,769)
- (533,464)
Unit {rust transactions:
{ssue of units for cash 4,849,638 2,426,646
Reinvestment of distribution - 533,464
Reademption of units (910,295} {349 325)
3,930,343 2,610,785
Increase in nat assets 7.212,817 3,657,282
Net assets, end of year $ 17,428,204 $ 10,215,387

%

See accompanying notes to financial statements.



THE McELVAINE INVESTMENT TRUST

Staternents of Financial Highlights

Years ended December 31, 2001, 2000, 1999, 1988 and 1997

2001 2000 1999 1998 1997
Data per unit;
Net asset value, beginning of year $ 1231 $ 1090 $ 1138 § 1138 $ 10.29
Income from operalions:
Nst investment income {loss) {0.67) (0.33) {(0.49) 0.34 {0.23)
Net gain on investments 4.12 2.42 384 1.85 1.55
Total income from operations 3.45 209 3.35 1.89 1.32
Distribution to investors:
From net investment income - - - {0.32) -
From net realized gains on investments - (0.38) {3.37) {1.57) (0.23)
Return of capital - (0.30) (0.46) - -
Total distributions - (0.68) (3.83) {1.89) {0.23)
Net asset value, end of year $ 1576 § 1231 § 1090 $ 1138 §$ 11.38

Sea accompanying notes to financial statements.



THE McELVAINE INVESTMENT TRUST

Notes to Financial Statements
Years ended December 31, 2001 and 2000

1. Organization:

The McElvaine Investment Trust (the “Trust”) is an unincorporated unit trust, govened by the
laws of British Columbia, formed under the terms of a Master Declaration of Trust dated
Seplember 27, 1996, The Trust is managed by McElvaine Investment Management Ltd. {the
“Manager”), which also provides investmaent counselling services pursuant to the Master
Investment Counsel Agreemant (the “Investment Counsel*). Effactive January 31, 1999, the
Master Investment Counsel and Master Management Agreements were assigned from Cundill
Funds inc. to McElvaine Investment Management Lid.

2. Significant accounting policies:

{a)

(o)

(<)

(d)

General:

The financial siatements of the Trust are prepared in accordance with generally accepted
accounting principles followed by the investment fund industry in Canada. The significant
accounting policies are described below:

Investments:;

investments are stated at year end market values, which are generafly determined at either
the last sale price or the midpoint between the closing bid and asked quotations reported
either by appropriate securities exchanges or in the over-the-counter market. In respect of
any securities for which the last sale price or closing bid price is unavailable, such securitiss
will be valued at their fair value as determined by the Manager on the basis of the iatest
reported information available.

Average cost is used to compute realized and unrealized gains and losses on investments.
Foreign exchange:

Purchases and sales of foreign securities and the related income and gains and lossas are
transiated into Canadian dollars at the rates of exchange prevailing at the date of the
respective transaction. Investments, other assets and liabilities denominated in foreign
Currencles are translated into Canadian dallars at the rates of exchange prevailing at the
close of each business day. Realized gains and losses and the change in unrealized gains
and losses on foreign exchange transactions, including the purchase and sale of forward
contracts, are included in the stalement of net gain on investments.

Forward foreign currency contracts:

The Trust may enter into forward foreign curency contracts, the purpose of which is to hedge
against exposure to foreign currency fluctuations. The carrying value of these forward
contracts is the gain or ioss that would be rezlized if, on valuation day, the position were
closed out. For financial statement purposes this value is recorded as an unrealized gain or
loss. When the contracts are closed or expired, gains and losses are recognized and
included in realized gains and losses.

Gains and losses arise due to changes in the valus of the foreign currency. Losses may alsa
occur if the counterparty does not perform under the contract.



THE McELVAINE INVESTMENT TRUST

Notes to Financial Statements

Years ended December 31, 2081 and 2000

2. Significant accounting policles {continued):
(e} Put options:

(f}

The Trust may buy put options, which are contracts entitling the holder of the option to sell
the underlying security, at a specified price, on or before the contract's stated expiration date.
The risk in buying an option is that the Trust pays a premium whether or not the option is
exercised. The premium paid for the purchase of the put option is included in the statement
of investments and is marked-to-market to reflact the current market value of the option.
When the contracts are disposed of, exercised or expire, gains or losses are recognized and
included in realized gains and losses. No put options were outstanding at December 31,
2001,

Income taxes:

The Trust qualifies as a unit trust for income tax purposes and allocates to its unitholders all
net investmant income and net realized gains, which would otherwise attract tax in the Trust.

(g) Income and expenses:

The accrial method of recording income and expenses is followed by the Trust, with
dividends recorded as receivable on the ex-dividend date of the related shares.

(h} Per unit values:

(i)

Per unit amounts are calculated as follows:
Net asset value On the number of units outstanding at the year end.

Net investment income (foss)  On the weighted average number of units outstanding during
Net gain on investments the year.

Distributions On the number of units outstanding at the date of record.

Net gain (loss) on investments per unit includes an amount necessary o reconcile the
change in net asset value per unit at the end of the year with the net asset valye per unit at
the beginning of the year, as net investmant income per unit is calculated based on the
average number of unils outstanding during the year whereas the distribution per unit is
calculated based on the actual number of units outstanding at the ime of each distribution.

Use of estimates:

The preparation of financial statements in conformity with Canadian generally accepted
accounting principles requires management to make estimates and assumptions that affect
the reported amounts of assets and liabilities and disclosure of contingert assets and
liabilities at the date of the financial statements and the reported amounts of income,
expenses, gains and losses during the reporting period. Actugal resuits could differ from those
estimates.



THE McELVAINE INVESTMENT TRUST

Notes 1o Financial Statements
Years ended Dacamber 31, 2001 and 2000

3. Cash and deposits:

E— T i m
2001 2000

Cash int bank: :
Canadian $ 937,670 $ 485,182
Forgign {15,690) 6,940

$ 921,880 $ 492,122
M
4. Unitholders' equity:
(a) Authorized and issued capital:
The Trust has an unlimited number of units authorized pursuant to the Master Declaration of

Trust. Redemptions may only ocour on the first day of every month with appropriate notice
and may be restricted in certain circumstances as set forth in the Offering Memorandum.

Issued units are summarized as follows:
%

2001 2000

Balance, beginning of year 829,735 601,478
Issued for cash 343,793 216,782
Issued an rainvestment of distribution - 43,330
Redemptions {67,588) (31,855)
Balance, end of year 1,105,840 829,735
%

(b) Unrealized gains and losses:

Included in the unitholders’ equity of the Trust are unrealized gaing (losses) as follows:
%

2001 2000

Sacurities held in investment portfolio, at market value $ 18,560,285 $ 10,167,216
Securities held in portfolic, at cost 14,192,322 8,868,624
4,367,963 1,298,592

Currency hedging (87,411) 18,377

$ 4,280,552 $ 1,316,969

5. Cost of investments sold:
The principal companents of the cost of investments sold by the Trust are as follows:

—— m
2001 2000
Investments at average cost, beginning of year $ 8,568,624 $ 5,992,747
Cost of investments purchased 9,296,419 5,584,538
18,165,043 11,577,285
iInvesiments at average cost, end of year 14,192,322 8,868,624
Cost of investments soid __ & 3,972,721 $ 2,708,661

10



THE McELVAINE INVESTMENT TRUST

Notes to Financial Statements

Years ended December 31, 2001 and 2000

6. Management fes:

The Trust has agreed to pay the Manager, as compensation for management and administration
services rendersd, a monthly fee of 1/12 of 0.4% of the net asset value of the Trust, determined
prior to the calculation of any fee payable {o the Investment Counsel.

Investment counsel fee:;

Pursuant to the Master Investment Counsel Agreement, the Trust will pay to the Investment
Counsel an annual incentive fee (the "Performance Incentive Fee®) equal to twenty-five percent
{25%) of the amount by which:

(@) The increase in net assst value of the Trust for each fiscal year as calculated at the close of
business on each fiscal year-end, adjusted for contributions and redemptions madse by the
investors and for any Shortfall (as defined below) from the previous fiscal year {the “incentive
Retum”), exceeds;

(b) The return that would be generated annually by the average interest rate (the “Average
Rate®) appiied to the net asset valua of the Trust as calculated at the close of business of the
previous fisca! year-end of the Trust, adjusted for contributions and redemptions made by the
investors (the “Base Return®). The Average Rate is the twelve month simple average of the
Hurdle Rate. The "Hurdle Rate" is the average yield indicated by the Bank of Canada on the
last 91 day T-bill auction by the Bank of Canada in each month.

If In a2ny fiscal year the Incantive Return is less than the Base Reiurn, ne Performance Incentive
Fee shall be paid for that fiscal year and the difference between the Base Return and the
Incentive Retumn {the “Shortfall®) is carried forward to the succeeding fiscal year and, aRter
adjustment for redemptions as set out below, deducted in the calcufation of the Incentive Retum
for that year. The Shortfall deducted in any year is reduced by an amount such that the
proportion that the redustion bears to the Shorifall is equal to the proportion that the number of
Linits which were outstanding at the end of the previous fiscal year and which are redeemed
during the year bears to the total number of Units outstanding at the end of the previous fiscal
year.

The Performance Incentive Fee, if any, is determined and accrued monthly during a fiscal year
for the purpose of calculating the Net Asset Value per Unit at the end of each month, but is paid
to the investment Counsel annually within one month of the fiscal year-end of the Trust from cash
hald in the Trust.

Income and other taxes:

2001 2000

Goods and Services Tax $ 72,753 3 30394
Federal income {axes 79,269 9,715
$ 152,022 $ 40,109

e e e e e P —

1



THE McELVAINE INVESTMENT TRUST

Notes to Financial Statements

Years ended December 31, 2001 and 2000

9.

10.

11.

Distributions:

Distributions by the Trust are generally declared in December in respect of net investment
income and net realized gains, net of loss carry forwards applied for the current fiscal year.

The payment or reinvestment of distributions reduces the net asset value per unit by the amount
of the distribution per unit, because distributions paid in ¢cash reduce the net asset value of the
Trust while reinvestment results in an increase in the number of units cuistanding.

Fair values:

Canadian generally accepted accounting principles require disclosure of the fair value of financial
instruments. The Trust's investments in securities and currency hedging contracts are camied at
market values in accordance with Canadian investment fund industry standands. The fair values
of financial instruments other than investments in securities and currency hedging contracts
approximate their camrying values given their short term nature.

Compargtive figures:

Certain comparative figures have been recdassified in order 1o conform to the current year's
presentation.
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THE McELVAINE INVESTMENT TRUST

Statements of Net Assets

As at December 31
Assets 2000 1999
Investment portfolio, at market value $10,167,216 $5,990,383
Currency hedging, unrealized gains 18,377 27.352
Cash, deposits and margin deposits (note 3) 492,122 1,850,747
Accounts receivable and other assets 25,886 24,357
Income taxes recoverable 17,858 -
10,721,459 7,892 839
Liabilities
Contributions received in advance 5,000 859,848
Accounts payable and accrued liabilities 463,058 434,302
Redemptions payable 1,015 -
Income and other taxes payable 35,999 40,584
506,072 1,334,734
Net assets represented by
Unitholders’ equity $10,215,387 $ 6,558,105
Units outstanding (note 4(a)) 829,735 601,478
Net asset value per unit 12.31 $ 1090

Approved by the Director of the Manager,
McELVAINE INVESTMENT MANAGEMENT LTD.

"Tim McElvaine”

Tim McElvaine
Director

See accompanying notes to financial statements




THE McELVAINE INVESTMENT TRUST

Statements of Net Investment Loss
For the years ended December 31

Investment income

Dividends
Interest

Withholding tax

Expenses

Audit fees

Bank charges and inferest
Investment counsel fees (note 7)
Management fees (note 6)
Trustee, custodial and legal fees

Net investment loss before taxes
Income and other taxes {hote 8)

Net investment loss

Net investment loss per unit

See accompanying notes to financial statements

2000

$ 124,439
113,530
(3,283)

234,686

11,259
1,580
386,221
35,080
5,920

1999

$ 237,784
58,386
(3,192)

440,060

292,978

7,951
1,316
428,021
24,118
2,442

(205,374)
40,109

463,848

(170,870)
43,402

$ (245,483)

$(33)

$ (214,272)

$ (49



THE McELVAINE INVESTMENT TRUST

Statements of Net Gain on Investments
For the years ended December 31

1999

$ 5,319,446
3,663,615

1,755,831

(41,891)
(8,434)

1,705,506

(82,435)
45,146

2000
Realized gains and losses
Proceeds from sale of investments $ 3,283,343
Cost of investments sold 2,708,661
574,682
Currency hedging (37,369)
Foreign exchange (3,850)
533,463
Change in net unrealized gains & losses
investments 1,300,956
Cumrency hedging (8,975)
1,291,981
Net gain on investments $ 1,825,444
Net gain on investments per unit $2.42

See accompanying notes to financial statements

(37.289)

$ 1,668,217
$3.84




THE McELVAINE INVESTMENT TRUST

Statement of Changes in Net Assets
For the years ended December 31

2000
Net assets at beginning of year $ 6,558,105
Increase in net assets from operations:
Net investment loss (245,483)
Net gain on investments 1,825,444
1,579,961
Distributions paid from:
Realized gains (297,695)
Return of capital (235,769)
(533,464)
Unit trust transactions:
Issue of units for cash 2,426,646
Reinvestmenit of distribution 533,464
Redemption of units (349,325)
2,610,785
Increase in net assets 3,657,282
Net assets at end of year $ 10,215,387

See accompanying notes to financial statements

1999

$4,174,164

(214,272)
1,668,217

1,453,945

(1,502,055)
(203,450)

(1,705,505)

1,457,146
1,705,505
(527,150)

2,635,501
2,383,941

$ 6,558,105

—_—



THE MCELVAINE INVESTMENT TRUST

Statements of Financial Highlights
For the Years Ended December 31

Data per unit

Net asset value —- beginning of period

Income from operations
Net investment income (loss)
Net gain on investments

Total income from operations

Distribution to investors

From net investment income
From net realized gains on investments

Return of capital
Total distributions

Net asset value — end of period

* September 27, 1998 (inception) to December 31, 1996

2000

$10.90

{0.33)
2.42

2.09

(o.aa;
(0.30)

{0.68)
$12.31

See accompanying notes to financial statements

1999

$11.38

(0.49)
3.84

~3.39

(3,375
(0.46)

(3.83)

1968
$11.38

0.34
1.55

1.89

(0.32)
(1.57)

{(1.89)

1997

$10.29

(0.23)
1.55

1.32

(0.23i

{0.23)

$1090 31138  $11.38

*

1996

$10.00

(0.07)
0.36

_0.29



THE McELVAINE INVESTMENT TRUST

Statement of Investments
As at December 31, 2000

Investment portfolio

Number Average Market
of Cost Value
Shares $ $
CANADA
Equities {79.5% of net assets)
Bovar Inc. Class “A” 1,687,600 464,181 295,330
Concord Pacific Group Inc. 420,700 374,017 357,585
Denison Mines Litd. 3,000,000 345,990 255,000
Fairfax Financial Holdings Ltd. 5,300 814,956 1,211,050
Glacier Ventures International 669,110 440,917 595,508
Highwood Resources Ltd. 506,000 316,130 197,340
Humpty Dumpty Snack Foods 324,000 672,516 648,000
Lindsey Morden Group Inc. 23,100 200,874 167,475
Oceanex Income Fund Trust 75,000 557,218 682,500
Rainmaker Entertainment Group Ltd. 580,000 687,107 086,000
Softkey Software Products 25,000 454 500 650,000
Sun-Rype Products Ltd. 225,000 610,765 933,750
Tri-White Corporation 200,000 408,877 384,000
West Fraser Timber Co., Ltd. 13,400 282,070 358,450
Westshore Terminals iTU 100,000 283,290 405,000
Total Canadian Securities 6,913,408 8,126,998
UNITED STATES
Bonds (6.8%)
Loewen Group (Face Value)
8.25 % 2003/04/15 UsSs 1,000,000 750,172 690,069
Equities {10.0%)
Mattel Inc. 35,000 653,672 758,176
Merchants Group Inc. 10,000 238,760 262,526
Total U.S. Securities 1,642,604 1,710,771

See accompanying notes to financial statements




THE McELVAINE INVESTMENT TRUST

Statement of Investments
As at December 31, 2000

Investment portfolio

MISCELLLANEOUS
Equities (3.0%)

Put Options {.2%)
Total Miscellaneous securities

Total Securities

Derivative Instruments (0.2%)

(see schedule of Derivative
Instruments)

Number Average Market
Of Cost Value
Shares $ $
1,248,605 235,247 302,726
800 77,365 26,721
312,612 329,447
8,868,624 10,167,216
18,377

$ 10,185,59

Total Investments at Market Value (99.7%)

See accompanying notes to financial statements

— DR




THE McELVAINE INVESTMENT TRUST

Statement of Investments
As at December 31, 2000

SCHEDULE OF DERIVATIVE INSTRUMENTS

Forward Currency Contracts *

Amounts Bought Amounts Current  Unrealized
{(Sold}in Bought (Sold) in Maturity Market Value  Gain {Loss)

U.S. Dollars Canadian $ Date $ $
(1,255,783) 1,800,000 Mar. 13, 2001 1,881,623 18,377

Total Derivative Instruments (Market Value}) $ 18,377

— ..

* The credit rating of the counterparty for the above contract, Bank of Montreal, i1s AA

{(low) - Dominion Bond Rating Service Ltd.

See accompanying notes to financial statements



THE McELVAINE INVESTMENT TRUST

Notes to Financial Statements
For the Years Ended December 31, 2000 and 1999

1. Organization

The McElvaine Investment Trust (the “Trust”) is an unincorporated unit trust,
governed by the laws of British Columbia, formed under the terms of a Master
Declaration of Trust dated September 27, 1996. The Trust is managed by
McElvaine Investment Management Ltd. (the “Manager*), which also provides
Investment counselling services pursuant to the Master Investment Counsel
Agreement (the “Investment Counsel’). Effective January 31, 1999, the Master
Investment Counsel and Master Management Agreements were assigned from
Cundill Funds Inc. to McElvaine Investment Management Ltd.

2. Summary of significant accounting policies

a. General

The financial statements of the Trust are prepared in accordance with generally
accepted accounting principles followed by the mutual fund industry in Canada.
The signiftcant accounting policies are as follows:

b. Investments

Investments are stated at year end market values, which are generally
determined at the last sale price or the midpoint between the closing bid and
asked quotations reported either by appropriate securities exchanges or in the
over-the-counter market. in respect of any securities for which the last sale price
or closing bid price is unavailable, such securities will be valued at their fair value
as determined by the Manager on the basis of the latest reported information
available.

Average cost is used to compute realized and unrealized gains and losses on
investments.

c. Foreigh exchange

Purchases and sales of foreign securities and the related income and gains and
losses are translated into Canadian dollars at the rates of exchange prevailing at
the date of the respective transaction. Investments, other assets and liabilities
denominated in foreign currencies are translated into Canadian dollars at the
rates of exchange prevailing at the close of each business day. Realized gains
and losses and the change in unrealized gains and losses on foreign exchange
transactions, including the purchase and sale of forward contracts, are included
In the statement of net gain on investments.




THE McELVAINE INVESTMENT TRUST

Notes to Financial Statements
For the Years Ended December 31, 2000 and 1999

d. Forward foreign currency contracts

The Trust may enter into forward foreign currency contracts, the purpose of
which is to hedge against exposure to foreign currency fluctuations. The carrying
value of these forward contracts is the gain or loss that would be realized if, on
valuation day, the position were closed out. For financial statement purposes
this value is recorded as an unrealized gain or loss. VWhen the confracts are
closed or expire, gains and losses are recognized and included in realized gains
and losses.

Gains and losses arise due to changes in the value of the foreign currency.
Losses may also occur if the counterparty does not perform under the contract.

e. Put options

The Trust may buy put options, which are contracts entitling the holder of the
option to sell the underlying security, at a specified price, on or before the
contract's stated expiration date. The risk in buying an option is that the Trust

pays a premium whether or not the option is exercised. The premium paid for
the purchase of the put option is included in the statement of investments and is

marked-to-market to reflect the current market value of the option. When the
contracts are disposed of, exercised or expire, gains or losses are recognized
and included in realized gains and losses.

f. Income taxes

The Trust qualifies as a unit trust for income tax purposes and allocates to its
unitholders all net investment income and realized net gains, which would

otherwise attract tax in the Trust. The Trust has an accrued tax liability in respect
of penalty tax payable on ineligible foreign property holdings during the taxation
year.

g. Income and expenses

The accrual method of recording income and expenses is followed by the Trust,
with dividends recorded as receivable on the ex-dividend date of the related
shares.



THE McELVAINE INVESTMENT TRUST

Notes to Financial Statements
For the Years Ended December 31, 2000 and 1999

h. Per unit values

Per unit amounts are calculated as follows:

Net asset value On the number of units outstanding
at the year end

Net investment income (loss) On the weighted average number of
units outstanding during the year

Distributions On the number of units outstanding

at the date of record
I. Use of estimates

The preparation of financial statements in conformity with Canadian 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 liabilites at the date of the financial
statements and the reported amounts of income, expenses, gains and losses
during the reporting period. Actual results could differ from those estimates.

3. Cash and cash equivalents
2000 1999
Cash in bank
Canadian $ 485182 $ 1,359,184
Foreign 6,940 473

Treasury bills and term deposits maturing within 91
days, at amortized cost which approximates
market value - 491,090

$ 492122 § 1850747




THE McELVAINE INVESTMENT TRUST

Notes to Financial Statements
For the Years Ended December 31, 2000 and 199%

4, Unitholders’ equity
a. Authorized and issued capital

The Trust has an unlimited number of units authorized pursuant to the Master
Declaration of Trust. Redemptions may only occur on the first day of every
month with appropriate notice and may be restricted in certain circumstances as
set forth in the Offering Memorandum.

. 2000 1999
Issued units are summarized as follows:
Balance, beginning of year 601,478 366,811
Issued for cash 216,782 114,042
issued on reinvestment of distribution 43,330 156,421
Redemptions (31,855) (35,796)
Balance, end of year _ 829,739 _601.478

b. Unrealized gains and losses

Included in the unitholders’ equity of the Trust are unrealized gains (losses) as

follows:
2000 1989
Investment portfolio, at market value $10,167,216 $ 5,990,383
Investment portfolio, at cost 8,868,624 5,092 747
1,298,592 (2,364)
Currency hedging 18,377 27,352

$ 1316969 § 24988

5. Cost of investments sold

The principal components of the cost of investments sold by the Trust are as

follows:
2000 1999
Investments at average cost,
beginnhing of year $5,992,747  §$ 3,353,884
Cost of investments purchased 5,584 538 6,202,478
11,577,285 9,556,362

Investments at average cost,
end of year 8,868,624 5992 747

Cost of investments sold $ 2.708.661 $ 3563615




THE McELVAINE INVESTMENT TRUST

Notes to Financial Statements
For the Years Ended December 31, 2000 and 1999

6. Management fee

The Trust has agreed to pay the Manager, as compensation for management
and administration services rendered, a monthly fee of 112 of 0.4% of the net
asset value of the Trust, determined prior to the calculation of any fee payable to
the Investment Counsel.

7. Investment counsel fee

Pursuant to the Master Investment Counsel Agreement, the Trust will pay to the
Investment Counsel an annual incentive fee (the “Performance Incentive Fee")
equal to twenty-five percent (25%) of the amount by which:

(a) the increase in net asset value of the Trust for each fiscal year as
calculated at the close of business on each fiscal year-end. adjusted for
contributions and redemptions made by the investors and for any Shortfall
(as defined below) from the previous fiscal year (the “Incentive Return®),
exceeds;

(b) the return that would be generated annually by the average interest rate
(the “Average Rate’) applied to the net asset value of the Trust as
calcuiated at the close of business of the previous fiscal year-end of the
Trust, adjusted for contributions and redemptions made by the investors
(the “Base Return’). The Average Rate is the 12 month simple average
of the Hurdle Rate. The “Hurdle Rate* is the average yield indicated by
the Bank of Canada on the last 91 day T-bill auction by the Bank of
Canada in each month.

Iif in any fiscal year the Incentive Return is less than the Base Return, no
Performance Incentive Fee shall be paid for that fiscal year and the difference
between the Base Return and the Incentive Return (the “Shortfall”) is carried
forward to the succeeding fiscal year and, after adjustment for redemptions as
set out below, deducted in the calculation of the Incentive Return for that year.
The Shorifall deducted in any year is reduced by an amount such that the

proportion that the reduction bears to the Shortfall is equal to the proportion that
the number of Units which were outstanding at the end of the previous fiscal year

and which are redeemed during the year bears to the total number of Units
outstanding at the end of the previous fiscal year.

The Performance Incentive Fee, if any, Is determined and accrued monthly
during a fiscal year for the purpose of calculating the Net Asset Value per Unit at
the end of each month, but is paid to the Investment Counsel annually within one
(1) month of the fiscal year-end of the Trust from cash held in the Trust.




THE McELVAINE INVESTMENT TRUST

Notes to Financial Statements
For the Years Ended December 31, 2000 and 1899

10.

Income and other taxes

2000 19899
Goods and Services Tax $ 30,394 $ 32,580
Federal income taxes 9,715 10.822

$ 40109 3 43407

The Federal income taxes are in respect of a penalty tax on ineligible foreign
property holdings in the taxation year.

Distributions

Distributions by the Trust are generally declared in December in respect of net
investment income and net realized gains, net of loss catry forwards applied for
the current fiscal year.

The payment or reinvestment of distributions reduces the net asset value per unit
by the amount of the distribution per unit, because distributions paid in cash
reduce the net asset value of the Trust while reinvestment results in an increase
in the number of units outstanding.

Fair values

Canadian generally accepted accounting principles require disclosure of the fair
value of financial instruments. The Trust's investments and currency hedging

contracts are carried at market values in accordance with Canadian mutual fund
industry standards. The fair values of financial instruments other than

investments and currency hedging contracts approximate their carrying values
given their short term nature.
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THE McELVAINE INVESTMENT TRUST

Statements of Net Assets
As at December 31

Assets
Investment portfolio, at market value
Currency hedging, unrealized gains

Cash and cash equivalents (note 3)
Accounts receivable and other assets

Liabilities
Currency hedging, unrealized losses
Contributions received in advance

Accounts payable {note 4)
Income and other taxes payable

Net assets represented by unitholders: equity
Units outstanding (note 5(a))

Net asset value per unit

See accompanying notes to financial statements

1999 1998
$ 5,990,383 $ 3,433,955
27,362 -
1,850,747 914,636
24,357 4,259
7.892,839 4,352,850
- 17,794
859,848 42,063
434,302 101,513
40,584 17,316
1,334,734 178.686
$6,598,105 $4,174,164
601,478 366,811
$ 1090 $ 11.38

Approved by the Director of the Manager,

McELVAINE INVESTMENT MANAGMENT LTD.

“Tim McElvaine”

Tim McElvaine



THE McELVAINE INVESTMENT TRUST

Statements of Net Investment Income (Loss)
For the Years Ended December 31

%

1999 1998
Investment income
Dividends $ 237,784 $ 195,834
Interest 58,386 38,277
Foreign withholding tax {3.192) {1,056)
292,978 233,055
Expenses
Audit fees 7,951 4,800
Bank charges and interest 1,316 975
Investment counsel fees (note 6) 428,021 98,136
Management fees (note 7) 24,118 14,610
Trustee, custodial and legal fees 2,442 1,555
463,848 120,076
investment income (loss) before taxes (170,870} 112,979
Income and other taxes (note 8) 43,402 201023
Net investment income (loss) ${214,272) $ 92 956

See accompanying notes to financial statements



THE McELVAINE INVESTMENT TRUST

Statements of Net Gain on Investments
For the Years Ended December 31

1999 1998
Realized gains and losses
Proceeds from sale of investments $ 5,319,446 $ 1,975 028
Cost of investments sold 3,563,615 1,347,499
1,755,831 627,529
Currency hedging (41,891) (132,544)
Foreign exchange {8,434) 28
1,705,506 495013
Change in net unrealized gains and losses
Investments (82,435) (126,485)
Currency hedging 45,146 (22,082)
(37,289} 148,567
Net gain on investments $ 1,668,217 $ 346,446

See accompanying notes t¢ financial statements



THE McELVAINE INVESTMENT TRUST

Statements of Changes in Net Assets
~or the Years Ended December 31

Increase in assets from operations:

Net investment income (loss)
Net gain from investing activities

Distributions paid from:
Net investment income
Realized gains
Retum of capital

Unit trust transactjions:
[ssue of units for cash

Reinvestment of distribution
Redemption of units

Increase in net assets
Net assets at beginning of year

Net assets at end of period

See accompanying notes to financial statements

1999

$ (214,272)

1,668,217

1,453,945

{1,502,055)

{203,450}
1,705,505

1,457,146
1,705,505
{527,150}

2,635,501

2,383,941
4,174,164

$ 6,568,105

1998

$ 92,956
346 446

439,402

{99,620)
(495,013)

594 633

1,018,706
592,313

(1.057)

1,609,962

1,454,731
2.719.433

$4.174.164



THE McELVAINE INVESTMENT TRUST

Statements of Flnanclal Highlights
For the Years Ended December 31

Per unit outstanding

Net asset value — beginning of period
Income from operations
Net investment income (10ss)
Net gain from investing activities
Total income from operations
Distribution to investors
From net investment income
From net realized gains on investments
Return of capital
Total distributions

Net asset value - end of period

See accompanying notes to financial statements

1999 1998
$11.38 $11.38
(0.49) 0.34
3.84 1.55
3.35 1.89

i (0.32)

(3.37) (1.57)
(0.46) -

(3.83) (1.89)
510,90 $11.38

1997

$10.29

(0.23)

- =
¢
KN I

(0.23)

0.23

A

1996

Sept. 27, 1996
{Incepticn)

to

Dec. 31,1996

$10.00

(0.07)
0.36

0.29




THE McELVAINE INVESTMENT TRUST

Statement of Investments
As at December 31, 1999

Investment portfollo

CANADA

Equities {59.7% of total net assets}
Bovar In¢c. Class “A"

Concord Pacific Group Inc.

Denison Mines Ltd.

FACS Records Storage Income Fund
Highwood Resources Lid.

Jascan Resources Inc.

Mikes Restarurants Inc.

Oceanex Income Fund Trust
Rainmaker Entertainment Group Ltd.
Small Fry Shack Foods Ltd.
Sun-Rype Products Ltd.

Bonds (3.8%)

Number

1,067,000
450,000
2,063,000
42,250
400,000
361,500
80,000
50,000
466,100
200,000
200,000

Federal Business Development Bank of Canada S&P 500 Bear Note

due March 16, 2000 (Face value $255,000)

Total Canadian securities

UNITED STATES
Equities (10.3%)
Mattel Inc.

TPI Enterprises Inc.

Bonds (5.6%)

Loewen Group International 8.25% due April 15, 2003

Series 2 (Face value US$500,000)

Total United States securities

THE McELVAINE INVESTMENT TRUST

See accompanying notes to financial statements

35,000
660,000

Average
Cost

$

270,967
400,066
308,045
339,705
262,600
308,449
173,904
401,386
543,303
455,015
521.490

4,084 930

233.498

4318428

653,672
0

653,672

*

401,317

1.054.989

Market
Value

224,070
328,500
237,820
310,538
276,000
325,350
168,000
422,500
512,710
410,000

700,000

3,915,488

e e e—

252718

4.168.206

——————————

662 974
12,383

675 357

368,018

1,043,375



Statement of Investments
As at December 31, 1999

investment portfolio

Number
JAPAN
Equities {(7.1%)
Asahi Broadcasting Corporation 2,000
Chubu-Nippon Broadcasting Co., L.td. 15,000
Total Japanese securities
MISCELLANEOUS
Equities (4.0%]) 243,100
Put Options (.8%} 400

Total Miscellaneous securities

Total investment portfolio, December 31, 1999 (91.3%)

Total investment portfolio, December 31, 1998 (82.3%)

See accompanying notes to financial statements

Average Market
Cost Value

N $
150,155 254,338
172,191 211.949
322 346 466,287
219619 260,425
77,3695 52,090
296,984 312.515
£5.992,747 $5.000,383
$3.353 884 $3,433,955



THE McELVAINE INVESTMENT TRUST

Statement of Investments
As at December 31, 1999

%

Contract Value Contract Contract
at Inception Value at Value at Unrealized
Foreign Currency Inception Dec.31,199%8 Gain (Loss)
Currency hedging, unrealized gains
Yen, forward date
March 08, 2000 - 35,283,379 $ 506,000 $ 503,077 3 2,023
U.S. Dollar, forward date
March 09, 2000 U$ 392,409 579,000 565,690 13,310
April 26, 2000 Us 282 934 433,000 421,881 11,119
Total unrealized gains, December 31, 1999 $ 27,352
Total unrealized gains, December 31, 1998 3 Ni
Total unrealized losses, December 31, 1998 4 (17 794}

The credit rating of the counterparty to all of the above contracts is AA
{Dominion Bond Rating Service)

See accompanying notes to financial statements




THE McELVAINE INVESTMENT TRUST

Notes to FiInancial Statements
For the Years Ended December 31, 1999 and 1998

1. Organization

The McElvaine Investment Trust (the “Trust”) is an unincorporated unit trust, governed by the laws of
British Columbia, formed under the terms of a Master Declaration of Trust dated September 27, 1996.
The Trust is managed by McElvaine Investment Management Lid. (the “Manager”), which also provides
investment counselling services pursuant to the Master Investment Counsel Agreement (the
“Investment Counsel*). Effective January 31, 1999, the Master Investment Counsel and Master
Management Agreements were assigned from Cundill Funds Inc. to McElvaine Investment
Management Ltd.

2. Summary of significant accounting policies

The financial statements of the Trust are prepared in accordance with generally accepted accounting
policies followed by the mutual fund industry in Canada. The significant accounting policies are as
follows:

a. Investments

Investments are stated at year end market values, which are generally determined at the last sale price
or the midpoint between the closing bid and asked quotations reported either by appropriate securities
exchanges or in the over-the-counter market. In respect of any securities for which the last sale price
or closing bid price is unavailable, such securities will be valued at their fair value as determmed by the
Manager on the basis of the latest reported information available.

Average cost is used to compute realized and unrealized gains and losses on investments.
h. Foreign exchange

Purchases and sales of foreign securities and the related income and gains and losses are translated
into Canadian dollars at the rates of exchange prevailing at the date of the respective transaction.
Investments, other assets and liabilities denominated in foreign currencies are translated into Canadian
dollars at the rates of exchange prevailing at the close of each business day. Realized gains and
losses and the change in unrealized gains and losses on foreign exchange transactions, including the
purchase and sale of forward contracts, are included in the statement of net gain on investments.

C. Forward currency contracts

The Trust may enter into forward foreign currency contracts, the purpose of which is to hedge against
exposure to foreign currency fluctuations. The carrying value of these forward contracts is the gain or
loss that would be realized if, on valuation day, the position were closed out. For financial statement
purposes this value is recorded as an unrealized gain or loss. When the contracts are closed or expire,
gains and losses are recognized and included in realized gains and losses.

Gains and losses arise due to changes in the value of the foreign currency. Losses may also occur
if the counterparty does not perform under the contract.



THE McELVAINE INVESTMENT TRUST

Notes to Financial Statements
For the Years Ended December 31, 1999 and 1998

d. Put options

The Trust may buy put options, which are contracts entitling the holder of the option to sell the
underlying security, at a specified price, on or before the contract’s stated expiration date. The risk in
buying an option is that the Trust pays a premium whether or not the option is exercised. The premium
paid for the purchase of the put option is included in the statement of investments and is marked-to-
market to reflect the current market value of the option. When the contracts are disposed of, exercised
or expire, gains or [osses are recognized and included in realized gains and losses.

e, Income taxes
The Trust qualifies as a unit trust for income tax purposes and allocates to its unitholders all net
investment income and realized net gains, which would otherwise attract tax in the Trust. The Trust
has an accrued tax liability in respect of penalty tax payable on ineligible foreign property holdings
during the taxation year.

f. Income and expenses

The accrual method of recording income and expenses is followed by the Trust, with dividends
recorded as receivable on the ex-dividend date of the related shares.

0. Per unit values

Per unit amounts are calculated as follows:

Net asset value On the number of units outstanding at the year
end
Net investment income {loss) On the weighted average number of units

outstanding dunng the year

Distributions On the number of units outstanding at the date
of record

h. Use of estimates

The preparation of financial statements in conformity 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 financia! statements
and the reported amounts of income, expenses, gains and losses during the reporting period. Actual
results could differ from those estimates.




THE McELVAINE INVESTMENT TRUST

Notes to Financial Statements
For the Years Ended December 31, 1999 and 1998

3. Cash and cash equivalents
1999 1998
Cash in bank
Canadian $ 1,359,184 $ 47618
Foreign 473 49
Treasury bills and term deposits maturing within 91 days,
at amortized cost which approximates market value 491.090 866,969
$ 1,850,747 $ 914 636
4, Accounts payable
1999 1998
Management and investment counsel fees $ 430,192 $ 99,513
Other 4,110 2000
$ 434,302 $ 101,513
5. Unitholders’ equity
a. Authorized and issued capital

The Trust has an unlimited number of units authorized pursuant to the Master Declaration of Trust.
Redemptions may only occur on the first day of every month with appropriate notice and may be
restricted in certain circumstances as set forth in the Offering Memorandum.

1969 1998
Issued units are summarized as follows:
Balance, beginning of year 366,811 239,068
Issued for cash 114,042 75,779
Issued on reinvestment of distribution 156,421 52,050
Redemptions (35,796) (86)

Balance, end of year ___601,478 __366,811




THE McELVAINE INVESTMENT TRUST

Notes to Financial Statements
For the Years Ended December 31, 1999 and 1998

b. Unrealized gains and losses

Included in the unitholders’ equity of the Trust are unrealized gains (losses) as follows:

1999 1998

Investment portfolio, at market value $ 5,990,383 $ 3,433,955
Investment portfolio, at cost 5,992 747 3,353,884
(2,364) 80,071

Currency hedging 27,352 (17.794)
$ 24988 3 62277

Investment counsel fee

Pursuant to the Master Investment Counsel Agreement, the Trust will pay to the investment Counsel
an annual incentive fee (the "Performance Incentive Fee®) equal to twenty-five percent (25%) of the
amount by which:

(a) the increase in Net Asset Value of the Trust for each fiscal year as calculated at the close of
business on each fiscal year-end, adjusted for contributions and redemptions made by the
investors and for any Shortfall (as defined below) from the previous fiscal year (the “Incentive
Return*), exceeds

(b) the return that would be generated annually by the average interest rate (the “Average Rate®)
applied to the Net Asset Value of the Trust as calculated at the close of business of the
previous fiscal year-end of the Trust, adjusted for contributions and redempfions made by the
Investors (the "Base Return). The Average Rate is the 12 month simple average of the
Hurdle Rate. The "Hurdle Rate" is the average yield indicated by the Bank of Canada on the
last 91 day T-bill auction by the Bank of Canada in each month.

Ifin any fiscal year the Incentive Return is less than the Base Return, no Performance Incentive Fee
shall be paid for that fiscal year and the difference between the Base Return and the Incentive Return
{the "Shortfall"}) is carried forward to the succeeding fiscal year and, after adjustment for redemptions
as set out below, deducted in the calculation of the Incentive Return for that year. The Shortfall
deducted in any year is reduced by an amount such that the proportion that the reduction bears to the
Shortfali is equal to the proportion that the number of Units which were outstanding at the end of the
previous fiscal year and which are redeemed during the year bears to the total number of Units
outstanding at the end of the previous fiscal year.

The Performance Incentive Fee, if any, is determined monthly during a fiscal year for the purpose of
calculating the Net Asset Value per Unit at the end of each month, but is paid to the Investment
Counsel annually within one (1) month of the fiscal year-end of the Trust from ¢ash held in the Trust.



THE McELVAINE INVESTMENT TRUST

Notes to Financial Statements
For the Years Ended December 31, 1999 and 1998

10.

11.

Management fee

The Trust has agreed to pay the Manager, as compensation for management and administration
services rendered, an annual fee of 0.4% of the average Net Asset Value of the Trust, calculated and
paid monthly.

Income and other taxes

1999 19908
Goods and Services Tax $ 32,580 $ 8,582
Federal income taxes 10,822 11,441

$ 43402 3 20029

The Federal income taxes are in respect of penalty tax on ineligible foreign property holdings in the
taxation year.

Distributions

Distributions by the Trust are generally declared in December in respect of net investment income and
net realized gains, net of loss carry forwards applied for the current fiscal year.

The payment or reinvestment of distributions reduces the net asset value per unit by the amount of the
distribution per unit, because the distributions paid in cash reduce the net asset value of the Trust while
reinvestment results in an increase in the number of units cutstanding.

Fair values

Generally accepted accounting principles require disclosure of the fair value of financial instruments.
The Trust's investments and currency hedging contracts are carried at market values in accordance
with mutual fund industry standards. The fair values of financial instruments other than investments
and currency hedging contracts approximate their carrying values given their short term nature.

Uncertainty due to the Year 2000 issue

The Year 2000 issue arises because many computerized systems use two digits rather than four to
identify a year. Date-sensitive systems may recognize the Year 2000 as 1800 or some other date,
resulting in errors when information using Year 2000 dates is processed. In addition, similar problems
may arise in some systems which use certain dates in 1999 to represent something other than a date.
The effects of the Year 2000 issue may be experienced before, on, or after January 1, 2000, and, if
not addressed, the impact on operations and financial reporting may range from minor érrors to
significant systems failure which could effect the Trust’s ability to conduct normal business operations.
It is not possible to be certain that all aspects of the Year 2000 issue affecting the Trust, including
those related to the efforts of investees, suppliers, or other third parties, will be fully resolved.
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Chartered Accountants
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AUDITORS' REPORT

To the Unitholders of The McElvaine Invesiment Trust (the “Trust")

We have audited the staternent of net assets of the Trust as at December 31, 1998 and 1997, and
the statement of investments as at December 31, 1998. We have also audited the statements of
operations and changes in net assets of the Trust for the years ended December 31, 1998 and
1987, and the statements of financial highlights for each of the years in the three year period
ended December 31, 1998. These financial statements are the responsibility of the Trust's
Manager. OQur responsibility is to express an opinion on these financial statements based on our

audis.

We conducted our audits in accordance with generally accepted auditing standards. Those
standards require that we plan and perform an audit to obtain reasonable assurance whether the
financial statements are free of material misstatement. An audit includes examining, on a test
basis, evidence supporting the amounts and disclosures in the financial statemants. An audit also
includes assessing the accounting principles used and significant estimates made by the
Manager, as well as evaluating the overall financial statement presentation.

In our opinion, these financial statements present fairly, in all material respects, the financial
position of the Trust as at December 31, 1988 and 1987 and the results of its operations and the
changes in its net assets for the years then ended and financial highlights for each of the years in
the three year period ended December 31, 1998, in accordance with generaily accepted

accounting principies.

{/Wé A

Chartered Accountants

Vancouver, Canada

February 18, 1999




THE McELVAINE INVESTMENT TRUST

STATEMENT OF NET ASSETS
As at December 31

Assets
Investment portfolio, at market value
Currency hedging, unrealized gains

Cash and deposits (note 4)
Accounts receivable and other assets

Liabilities
Currency hedging, unrealized losses
Contributions received in advance

Accounts payable {note 5)
Income and other taxes payable

Net assets represented by unitholders’ equity
Units outstanding (note &(a))

Net asset value per unit

See accompanying notes to financial statements

1998

$3,433,955

914,636
4,259

4,352,850

17,794
42,063
101,513
17,316

178,686

$4.174,184

366,811

3 11.28

1997

$1,795,002
4,774
1,002,934
2,344

2,805,054

Approved by the Director of the Manager,

MCELVAINE INVESTMENT MANAGEMENT LTD.

4 T\,

Tirm McElvaine

(See Note 2)



THE McELVAINE INVESTMENT TRUST

STATEMENT OF OPERATIONS
For the Pertods Ended December 31

Investment Income

Dividends
Foreign withholding tax
Interest

Expenses

Audit fees

Bank charges and interest
Custaodial fees

Investment counsel fess (note 7)
Management fees (note 8)
Trustee fpas

investment income before taxes
Less: Income and other taxes {note 9)

Nst investment income (loss)
Net gain from investing activities

Net realized gains and losses (note 10{a))
Change in net unrealized gains and losses (notet O{b})

Net gain from investing activities

Income from operations

See accompanying notes fo financial statements

1998

$195,834
(1,056)
38,277

4,800
875
180

98,136
14,610
1.375

120,076

112,979
20,023

92,956

495,013
(148,567}

1997

$ 13,255

(177)
28,833

41,911

3,470
567
423

59,518

7,819

1,500
73,237

(31,326)
——9.8688

$ (41.314)

91,769
181,154

272,823

$ 231,809




THE McELVAINE INVESTMENT TRUST
STATEMENT OF CHANGES IN NET ASSETS

For the Periods Ended Dacember 31

Income from operations

Distributions paid from
Net investment income
Realized gains

Unit trust transactions
Issue of units for cash
Reinvastment of distribution
Redemption of units

Increase in net assets

Net assets at beginning of year

Net assets at end of year

See accompanying notes to financial statements

1998

$ 439,402

{99,620)
{495,013}

(594,633)

1,018,706
592,313
1,057

1,609,962

1,454,731

2.719.433

$4.174,164

1997

$ 231,609

{55,039)

5,036

1,346,080
55,039

{11,042}
1,390.077

1,566,647

1,152,766

$2.719,433



THE McELVAINE INVESTMENT TRUST

STATEMENT OF FINANCIAL HIGHLIGHTS (NOTE 11)
For the Periods Ended December 31

1998
Net asset value - beginning of year $11.38
Net asset value at inception
income from operations
Net investment income (loss) 0.34
Net gain from investing activities 1.55
Total income from operations 1.89

Distributions to investors
From net investment income (0.32)

From net realized gains on investmenis 1.5
Total distributions (1.89)
Net asset value - end of year 11.38

See accompanying notes to financial statements

1997
$10.29

(0.23)

l;:a
o
-

B



THE McELVAINE INVESTMENT TRUST

Statement of investments
As at December 31, 1998

Invesiment portfolic

CANADA

Equitles (52.9% of total net assets)

Bovar Inc. Class “A”

GSA Management Inc. Class “A” Non-Voting Shares
Concord Pacific Group !ne.

Denison Mines Lid.

Jascan Resources Inc.

MacMillan Bloedel Ltd.

Mikes Restaurants Inc.

Municipal Bankers Corporation

Municipal Bankers Corporation Class “A” Non-Voting Shares
Okanagan Skeena Group Ltd. Class “A”

Okanagan Skeena Group Ltd. Clags “B"

Hoyal Trust Reai Estate L.P.

Scoft's Restaurants, inc.

Scott's Restaurants, Inc. Class “C"

Bonds (5.8%)

Number

660,000
25,000
200,000
2,000,000
96,800
20,000
69,100
21,200
123,700
40,000
10,000
19,800
54,000
11,200

Federal Business Development Bank of Canada S&P 500 Bear Note

due March 18, 2000 (Face value $255,000)

Total Canadian securities

JAPAN

Equities (15.4%)

Asahi Broadcasting Corporation

Dai-Ichi Kikaku Co., Lid.

Horipro Inc.

Kansai Sekiwa Real Estate, {.td.
Kentucky Fried Chicken Japan Ltd.
Takara Printing Co., Ltd.

Tanabe Management Consulting Co., Ltd.

Total .Japanese securities

See accompanying notes to financial statements

Number

2,000
5,000
8,000
40,000
9,000
10,600
15,000

Average
Cost

271,670
170,210
238,076
301,765
96,755
256,420
180,727
21,280
119,452
135,430
38,610
5,105
263,182

96,990
2,125,282

233,498

2,358,780

153,515
61,317
77,567

197 437

137,392
50,591
67.058

744 877

240,937

2,445,629

121,946
162,188
60,160
212,998
130,482
67,748

— 55,890

811,412




THE McELVAINE INVESTMENT TRUST

Statement of Investments
As at Decermnber 31, 1998

Number
MISCELLANEQUS
Equities (3.8%) 225,800
Put Options (.4%) 55

Total Miscellaneous securities

Total investment portfolio, December 31, 1998 {82.3%)

Total investrnent portfalio, December 31, 1997 (66.1%)

See accompanying notes to financial statements

Average
Cost

197,446

52,781

250,227

$3,353.884
$ 1,588,446

Market

3 855

1,795 002



THE McELVAINE INVESTMENT TRUST

Statement of investments
As at December 31, 1998

Contract Value ~ Contract Contract
at Inception Value at Value at ‘Unrealized
Foreign Cutrency inception Dec.31,1998 Galn {Loss)

Currency hedging, unrealized losses

Yen, forward date

June 9, 1999 ¥ 61,258,439 $ 832,000 $ 849,794 $ (17.794)
Currency hedging, unrealized losses December 31, 1997 $ (486)
Cumrency hedging, unrealized gains, December 31, 1997 4,774

The credit rating of the counterparty of each of the above contracts is AA
(Dominion Bond Rating Service)

See accompanying notaes to financial statements



THE McELVAINE INVESTMENT TRUST

NOTES TO FINANCIAL STATEMENTS
For the Years Ended December 31, 1998 and 1997

a.

Crganization

The McElvaine Investment Trust (the “Trust" is an unincorporated unit trust, governed by the laws of British
Columbia, formed under the terms of a Master Declaration of Trust dated September 27, 1996. During the
year ended December 31, 1998, the Trust was managed by Cundiil Funds Inc. (formerly Peter Cundiill &
Associates Lid.) {the “Manager"} which also provided investment counselliing services pursuant to the Master
Investment Counse! Agreement {see note 2).

Subsequent event

Effective January 31, 1999, the Master Investment Counsel and Master Management Agreements wers
assigned from Cundill Funds Inc. to McElvaine investment Mznagement Lid.

Summary of significant accounting policies

The financial statements of the Trustare preparedin accordance with generally accepted accounting policies
followed by the mutual fund industry. The significant accounting poficies are as follows:

Investments

investments are stated at year end market values which are generally datermined at the iast sale price or
between the closing bid and asked quotations reported either by appropriate securities exchanges orin the
over-the-counter market. In respect of any securities for which a last sale price or closing bld price is
unavaiabla, such securities will be valued at their fair value as determined by the Manager on the basis of
the latest reported information available.

Average cost is used to compute realized and unrealized gains and losses on investments.
Foreign exchange

Purchases and sales of foreign securities and the related income and gains and losses are transiated into
Canadian dollars at the rates of exchange prevailing at the date of the respective transaction. investments,
otherassets and liabilities denominated in foreign currencies are transiated into Ganadian doliars at the rates
of exchange prevailing at the close of each business day. Realized gains and losses and change in
unreaiized gains and losses on foreign exchange transactions, including the purchase and sale of forward
contracts, are included In the statement of operations.

Forward foreign currency contracts

The Trust may enter into forward foreign currency contracts, the purpose of which is to hedge against
exposure 1o foreign currency fiuctuations. The carrying value of these forward contracts is the gain or loss
that would be realized if, on valuation day, the position were closed out. For financial statement purposes
this value is recorded as an unrealized gain or loss. When the contracts are clossd or expire, gains and
losses are recognized and are included in realized gains and losses.

Gains and losses may arise due to changes in the value of the foreign currency. Lassas may also occur if
the counterparty doas not perform under the contract.



THE McELVAINE INVESTMENT TRUST

NOTES TO FINANCIAL STATEMENTS
For the Years Ended December 31, 1998 and 1597

d.

Put options

The Trust may buy put options, which are contracts entitling the holder of the option to sell the
underlying security, at a specified price, on or before the contract's stated expiration date. The risk in
buying an option is that the Trust pays a premium whether or not the option is exercisad. The pramium
paid for the purchase of the put option is included in the statement of net assets as an investmant and
is marked-to-market to reflect the current market value of the option. When the contracts are exercissd
or expire, gains or losses are recognized and included in realized gains and losses.

Income taxes

The Trust qualifies as a unit trust for income tax purposes and aliocates to its unitholders alf net
invastment incoms and net realized gains, which wouid otherwise attract tax in the Trust. The Trust has

an accrued tax liability in respect of penalty tax payable on ineligibie foreign property holdings in the
taxation year.

Income and expenses

The accrual method of recording income and expenses is followed by the Trust, with dividends
recorded as receivable on the ex-dividend date of the reiated shares.

Per unit values

Pear unit amounts are calculated as foillows:

Net asset value On the number of units outstanding
at the calendar year end
Net investment income (loss) On the weighted average number of

units ocutstanding during the period

Distributions On the number of units outstanging
at the date of record

Cash and deposits

1998 1987
Cash in bank
Canadian $ 47,618 $ 2,929
Foreign 49 215
Treasury bilts and term deposits
maturing within 91 days, at amortized
cost which approximates market value 866,969 959,790
$ 914,636 $ 1,002,934
5. Accounts payable
Management and investment
counsel fees 99,513 66,821
Other 2,000 8,020

§ 101,513 $ 74841



THE McELVAINE INVESTMENT TRUST

NOTES TO FINANCIAL STATEMENTS
Far the Years Ended December 31, 1898 and 1997

6. Unitholders’ equity
8. Authorized and issued capita!
The Trust has an unlimited number of units authorized pursuant to the Master Declaration of Trust.

Redemptions may only occur on the first day of every month with appropriate notice and may be
restricted in certain circumstances as datailed in the Offering Memorandum.

1998 1997
Issued units are summarized as follows:
Balance, beginning of year 239,068 112,080
Issued for cash 758,779 123,193
Issued on reinvestment of distribution 52,050 4,837
Redemptions (86} (1,042}
Balance, end of year 366.811 239.068

b. Unrealized gains and losses

included in the equity of the Trust are unrealized gains (losses) as follows;

1998 1997
investmant portfolio, at market value $ 3,433,955 $ 1,795,002
Investment portfolio, at cost 3,353,884 1,588,448

80,071 206,556
Currency hedging {17,794} 4,288

62.277 210,844

7. Investment counsel fee

Pursuant to the Master investment Counsel Agreement, the Trust will pay to the Investment Counsel
an annual Incentive Fee (the “Performance Incentive Fee”) equal to twenty-five percent (25%) of the
amount by which:

(a) the increase in Net Asset Value of the Trust for each fiscal year since the last fiscal year-end, as
calculated at the close of business on each fiscal year-end, adjusted for contributions and
redemptions made by the Investors and for any Shortfall (as defined below) from the previous
fiscal year (the "Incentive Return”), exceeds

(b) the return that would be generated annualiy by the average interest rate {the “Average Rate")
appited to the Net Asset Value of the Trust as caleufated at the close of business of the previous
fiscal year-end of the Trust, adjusted for contributions and redemptions made by the investors {the
“Base Return”). The Average Rate is the 12 month simple average of the Hurdle Rate. The “Hurdle
Rate” is the average yield indicated by the Bank of Canada on the last 91 day T-bill auction by the
Bank of Canada in each month.



THE McELVAINE INVESTMENT TRUST

NOTES TO FINANCIAL STATEMENTS
For the Years Ended Dacember 31, 1998 and 1997

10.

It in any fiscal year the Incentive Retum is less than the Base Return, no Performance Incentive Fae
shall be paid for that fiscal year and the difference between the Basa Return and the Incentive Return
(the “Shortfali”) is carried forward 1o the succeeding fiscal year and, after adjustment for redemptions
{as explained below), deducted in the calculation of the Incentive Return for that year. The Shortfal
daducted in any year is reduced by an amount such that the proportion that the reduction bears to the
Shorttall is equal to the proportion that the number of units which were ouitstanding at the end of the
previous fiscal year and which are redeemed during the year bears to the total number of units
outstanding at the end of the pravious fisca! year,

The Performance incentive Fee, if any, is determined monthly during a fiscal year for the purpose of
calculating the Net Asset Value per unit at the end of sach month, but is paid to the Investment
Counsel annually within one (1) month of the fiscal year-end of the Trust from cash held in the Trust.

Management fee

The Trust has agreed to pay the Manager, as compensation for management and administration
services rendered, a fee of 1/12 of 0.4% of the Net Asset Value of the Trust, calculated and paid

monthiy.

Income and other taxes

1998 1997
Goods and Services Tax $ 8,582 $ 5,196
Federal income taxes 11,441 4,792
; 20!023 § 9!983

The Federal income tax expense is in respact of penalty tax on ineligible foreign property holdings in
the taxation year.

Net gain from Investing activities
Net realized gains and losses

The principal components of net realized gains and losses on investments are as foliows:

1958 1997
Proceeds from sale of investments $ 1,975,028 735,509
Cost of investments sold 1,347.499 643,208
627,529 92 301
GCurrency hedging {132,544) 5,851
Foreign exchange 28 (6,483)

Net realized gains and losses $495.013 $ 91769



THE McELVAINE INVESTMENT TRUST

NOTES TO FINANCIAL STATEMENTS
For the Years Ended December 31, 1998 and 1997

hi

11.

12.

13.

Change in net unrealized gains and fosses

The principal components of the change in net unrealized gains and losses are as follows:

1998 1997
Investments $ (126,485) $ 176,339
Short sales - 8527
Currency hedging —(22.082) 4 288
148 181,154

Financial highlights

Distributions

Distributions by the Trust are generally declared in December in respect of net investment income and
net reaiized gains, net of loss carry forwards applied, for the current fiscal year.

The payment or reinvestment of distributions reduces the net asset vaiue per unit by the amount of
the distribution per unit, because the distributions paid in cash reduce the net asset valus of the Trust
while reinvestment results in an increase in the number of units outstanding.

Fair values

Generally accepted accounting principles require disclosure of the fair value of financial instruments.
The Trust's investments and currency hedging contracts are carried at market values in accordance
with mutual fund industry standards. The fair values of financial instruments other than investments
and currency hadging contracts approximate their carrying value given their short term nature.

Uncertainty due to the Year 2000 issue

The Year 2000 issue arises because many computerized systems use two digits rather than four to
identify a year. Date-sensitive systems may recognize the Year 2000 as 1900 or some other date,
resulting in errors when information using Year 2000 dates is procassed. In addition, similar problems
may arise in some systems which use certain dates in 1992 to represent something other than a date.
The effects of the Year 2000 issue may be experienced before, on, or after January 1, 2000, and, if
not addressed, the impact on operations and financial reporting may range from minor errors to
significant systems failure which could effect the Trust’s ability to conduct normal business operations.
It is not possible to be certain that all aspects of the Year 2000 issue affecting the Trust, including
those related to the efforts of investees, suppliers, or other third party issues, will be fully resolved.
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KPMG Box 10426 777 Dunsmuir Streel Telephione (604} 691-3000
Chartered Accountants Vancouver BC V7Y 1K3 Canada Telefax {604) 691-3031
hitp:/Awwwy Kpmg.ca

AUDITORS' REPORT

To the Unitholders of The McEivaine investment Trust {the “Trust”)

We have audited the statement of Investments and the statement of net assets of the Trust as at December
31,1997, and the statement of operations, changes in net assets and financial highlights of the Trust for the
year then ended. These financial staternents are the responsibiiity of the Trust's Manager, Our responsibility
Is to express an opinion on these financial statements based on our audit.

We conducted our audit in accordance with generally accepted audiling standards. Those standards reqiire
that we plan and perform an audit to obtain reasonable assurance whether the financial statements are free
of material misstaternent. An audit includes examining, on a test basis, evidence supporting the amounts and
disclosures in the financial statements. An audit also includes assessing the accounting principles used and
significant estimates made by the Manager, as well as evaluating the overall financia statement presentation.

In our opinion, these financial statements present fairty, in all material respects, the financiai position of the

Trust as at Decerber 31, 1997 and the resuits of its operations, the changes in its net assets and its financial
highiights for the year ended December 31 ; 1897 in accordance with generally accepted accounting principles.

LA

Chartered Accountants

Vancouver, Canada
February 13, 1998
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THE McELVAINE INVESTMENT TRUST

STATEMENT OF NET ASSETS
As at December 31
1997 1996
Assets
investment portfolio, at market value $1,795,002 $411,979
Currency hedging, unrealized gains 4,774 -
Cash and deposits {(note 3) 1,002,934 906,526
Accounts recelvable 2.344 630
2,805,054 1318135
Liahbilities
Securities sold short - 2,720
Currency hedging, unsealized losses 486 ' .
Contributions received in advance 1,063 162,752
Accounts payable {note 4) 74,841 10,165
Income and other taxes payable 9,231 712
85,621 166,349
Net assets represented by unithelders’ equity $2.719433 51,152,786
Units outstanding (hote 5) 239,068 112,080
Net asset value per unit $ 1138 1029

See accompanying notes to financlal statements

Approved by the Directors of the Manager,

PETEX’ CUNDILL & ASSOCIATES LTD.

i

i
11 I
I}

McElvaine

204

argaret A. Vrabel



THE McELVAINE INVESTMENT TRUST
STATEMENT OF OPERATIONS
Forthe Year Ended December 31, 1997 and Comparatives for the Three Months Ended December 31, 1996

. - i

1997 1886

Investment income

Dividends $13,255 $ 2,070

Foreign withholding tax (177) -

Interest 28,833 3,943

41,911 6.013

Expenses

Audit fees 3,470 3,000

Bank charges and interest 507 -

Custodial fees 423 10

Investment counsel fees (note 6) 59,518 6,398

Management fees (note 7) 7,819 766

Trustee fees 1,500 375

73,237 10,550

Investment income before taxes (31,326} (4,537)
Less: Income and other taxes {note 8) 9.983 759
Net investment loss $ (41314} $ (5.286)
Net gain from investing activities

Net realized gains and losses (note 9(a)) 91,769 {227)

Change in net unrealized gains and losses (note 9(b})) 181,154 29.690
Net gain from investing activities 272,923 29463
Income from operations $231609 $24 167

See accompanying notes to financial statements




THE McELVAINE INVESTMENT TRUST
STATEMENT OF CHANGES IN NET ASSETS

Forthe Year Ended December 31, 1997 and Comparatives for the Three Months Ended December 31 , 1996

1997 1996
Income from operations $ 231.609 $ 24167
Distributions paid from
Net investment income - -
Realized gains 55,0 -
Unit trust transactions
Issue of units for cash 1,346,080 1,128 618
Reinvestment of distribution 55,039 -
Redemption of units {11.042) -
1,390,077 1,128.61
ihcrease in net assets 1,566,647 1,152,786
Net assets at beginning of peried 1.1 6 -
Net assels at end of period $2719433 $1.152.78¢6

See accompanying notes to financial statements




THE MCELVAINE INVESTMENT TRUST
STATEMENT OF FINANCIAL HIGHLIGHTS {NOTE 10}
Forthe Year Ended December 31, 1997 and Comparatives for the Three Months Ended December 31 , 1996

1997 1996

Net asset value - beginning of period $10.29 £ -
Net asset value at inception 10.00
Income from operations

Net investment loss {0.23) (0.07)

Net gain from investing activities 1.55 0.36
Total income from operations 1.32 0.29
Distributions to investors

From net investment income - -

From net realized gains on investments {0.23) -
Total distributions | {0.23) -
Net asset value - end of period $11.38 $1029

See accompanying notes to financial statements
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THE McELVAINE INVESTMENT TRUST
Statement of Investments
As at December 31, 1997

Investment portfolio

CANADA

Equities (48.7% of total net assets)

Astral Communications Inc. Clasgs “A"

CSA Management Inc. Class “A” Non-Voting Shares
Denninghouse Inc.

F.C.A. International Ltd.

Jascan Resaurces Inc.

M-Corp. Inc.

Molson Cos, Lid. Class “A"

Molson Cos. Lid, Class “B”

Newfoundland Capital Corporation Limited Class “A"
Okanagan Skeena Group Lid. Class “A”

Royal Trust Real Estate L.P.

Scott's Restaurants, Inc.

Serval Growth Fund Trust Units

Valerie Gold Resources Lid.,

Total Canadian securities

JAPAN

Equities (13.0%)

Henderson Japan Smaller Companies Trust pic
Horipro Inc,

Kansai Sekiwa Real Estate, Lid.

Kentucky Fried Chicken Japan Lid,

Tanabe Management Consulting Co., Ltd.
Yasuda Fire & Marine Insurance Co., Lid., The

Total Japanese securities

MISCELLANEOUS
Equities {3.5%)

Put Options {.9%)

Total Miscellaneous securities

Total investment portfolio, December 31, 1997 (66.1%)

Total investment portfolio, December 31, 1996 (35.7%)

See accompanying notes to financiaj statements

Number

4,500
20,000
20,000
38,000
34,000
35,500

3,700

1,600
18,300
30,000
18,800
34,000
13,000
25,000

75,000
5,000
2,000
8,000
7,000

15,000

272 400

95

Average
Cost

_ __§

59,490
134,785
52,956
66,870
36,590
93,705
78,113
20,075
73,055
99,015
53,474
163,900
89,545
20030

1,050,583

69,533
77,567
31,146
125 537
34,203
62,868

400,854 .

96,280

|

40,749

137,009

Market
Vailue

— $

86,625
137,000
68,000
110,580
39,100
65,675
94,535
25 625
158,295
97,500
131,600
170,000
108 875

31,250

1,323 660

56,338
70,078
22,985
88,722
25,294
91,648

353,075

83.98
24 286

*

118,267
- $1.785,002

$ 411,979



THE McELVAINE INVESTMENT TRUST
Statament of investments
As at December 31, 1997

Contract Value
at Inception

Foreign Currency

Currency hedging, unrealized gains

Yen, forward date

March 11, 1998 ¥ 6,881,721
June 10, 1998 ¥ 8,949 697
Pound Sterling, forward date

March 11, 1998 £ 21,164

Total unrealized gains, December 31, 1997

Currency hedging, unrealized losses

Yen, forward date

June 10, 1998 ¥ 9,002,002

There was no currency hedging porifolio at December 31, 1996

Contract
Value at

_Inception

$ 80,600
100,000

50,000

100,000

The credit rating of the counterparty of each of the above contracts is AA

(Dominion Bond Rating Service)

See accompanying notes fo financial statements

Contract
Value at
Dec.31,1997

$ 75,911
86,502

49,413

100,486

Unrealized

Gain (Loss)

$ 4,089

287




THE McELVAINE INVESTMENT TRUST
NOTES TO FINANCIAL STATEMENTS
For the Year Ended December 31, 1997 and Three Months ended December 31 , 1996

_ Al

1. Organization

The McElvaine Investment Trust (the “Trust”) is an unincorporated unit trust, formed vunder the ferms of a
Master Declaration of Trust dated September 27, 1996, The Trust is managed by Peter Cundill & Associates
Ltd. {the "Manager”) which also provides investment counselling services pursuant to the Master Investment
Counsel Agreement.

2. Summary of significant accounting policies

The financial statements of the Trust are prepared in accordance with generaily accepted accounting policies
followed by the mutual fund industry. The significant accounting pelicies are as follows:

a. Investments

Investments are stated at year end market values which are generally determined at the last sale price or
between the closing bid and asked quotations reported either by appropriate securities exchanges or in the
over-the-counter market. Securities for which reliable quotations are not readily available are valued at fair
value, as determined in good faith and pursuant fo procedures established by the Manager.

Average cost is used to compute realized and unrealized gains and losses on investments.
b. Foreign exchange

Purchases and sales of foreign securities and the related income and gaine and losses are translated into
Canadian dollars at the rates of exchange prevailing at the date of the respective transaction. Investments,
other assets and liabilities denominated in foreign currencies are translated into Canadian doliars at the rates
of exchange prevailing at the close of each business day, Realized and change in unrealized gains and losses
on foreign exchange transactions, including the purchase and sale of forward contracts, are included in the
statement of operations.

c. Forward foreign currency contracts

The Trust may enter into forward foreign currency contracts, the purpose of which is to hedge against exposure
to foreign currency fluctuations. The catrying value of these forward contracts is the gain or loss that would be
reaiized if, on valuation day, the position were closed out. For financial statement purposes this value is
recorded as an unreafized gain or loss. When the contracts are closed or expire, gains and Josses are
recognized and are included in realized gains and losses.

Gains and losses may arise due to changes in the value of the foreign currency. Losses may also occur if the
counterparty does not perform under the contract.

d. income taxes

The Trust qualifies as a unit frust for Income tax purposes and allocates to its unitholders all net investment
Income and net realized gains, which would otherwise attract tax in the Trust. The Trust has an accnsed tax
liability in respect of penalty tax payable on ineligible foreign property hoidings held during the year.
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THE McELVAINE INVESTMENT TRUST
NOTES TO FINANCIAL STATEMENTS
For the Year Ended December 31, 1997 and Three Months ended December 31, 1996

- P

e. Income and expenses

The accrual method of recording income and expenses is followed by the Trust, with dividends
recorded as receivable on the ex-dividend date of the related shares.

f, Per unit values

Per unit amounts are calculated as follows:

Net asset value On the number of units outstanding
at the calendar year end
Net investment income (loss) On the weighted average number of units
outstanding during the period
Distributions On the number of units outstanding
at the date of record

i Comparatives

Certain comparative figures have been reclassified to conform with the current year's presentation.

3. Cash and deposits

1997 1896
Cash in bank
Canadian $ 2928 $182,105
Foreign 215 17
Treasury bills and term deposits
maturing within 93 days, at amortized
cost which approximates market 999,790 24.404
$1,002.934 $.206,526
4. Accounts payable
Management and investment
counsel fees 66,821 7,165
Other 8,020 ____ 3,000
$ 74841 $.10.165



PR

THE McELVAINE INVESTMENT TRUST
NOTES TO FINANCIAL STATEMENTS
For the Year Ended December 31, 1997 and Three Months ended December 31 , 1996

b.

Unitholders’ equity
Authorized and issued capital

The Trust has an unlimifed number of units pursuant to the Master Declaration of Trust. Redemptions
may only occur on the first day of every month with appropriate notice and may be restricted in
certain circumstances as detailed in the Offering Memorandum.

1997 1996
issued units are summarized as follows;
Balance, beginning of period 112,080 -
Issued for cash 123,193 112,080
Issued on reinvestment of distribution 4,837 -
Redemptions 1,042 | -
Balance, end of period 239068 112089

Unrealized gains and losses

Inciuded in the equily of the Trust are unrealized gains and losses as follows:

1997 1986
Investment portfolio, at market value $1,795,002 $ 4911979
Investment portfollo, at cost 1,588.446 381,762
206,556 30,247
Short sales . (527)
Currency hedging 4.288 -
$210844 $ 290890
Investment counsel fee

Pursuant to the Master Investment Counsel Agreement, the Trust will pay fo the Investment Counsel
an annual Incentive Fee (the “Petformance Incentive Fee") equal to twenty-five (25%) of the amount
by which:

(@) theincrease in Net Asset Value of the Trust for each fiscal year since the [ast fiscal year-end, as
calcutated at the close of business on each fiscal year-end, adjusted for contributions and
redemptions made by the Investors and for any Shorifali (as defined below) from the previous
fiscal year {the "incentive Return™), exceeds

{b) the return that would be generated annually by the average interest rate (the “Average Rate™
applied to the Net Asset Value of the Trust as calculated at the close of business of the previous
fiscal year-end of the Trust, adjusted for contributions and redemptions made by the Investors
(the “Base Retumn"). The Average Rate is the 12 month simple average of the Hurdle Rate. The
“Hurdle Rate” is the average yield indicated by the Bank of Canada on the last 91 day T-bilf
auction by the Bank of Canada in each month. .
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THE McELVAINE INVESTMENT TRUST
NOTES TO FINANCIAL STATEMENTS
Forthe Year Ended December 31, 1997 and Three Months ended December 34 , 1996

it in any fiscal year the incentive Refurn Is iess than the Base Retumn, no Performance Ingentive Fee
shall be paid for that fiscal year and the difference betwesn the Base Return and the incentive Return
{the “Shortfall") is carried forward to the succeeding fiscal year and, after adjustment for redemptions,
deducted in the calculation of the Incentive Return for that year. The Shortfall deducted in any year is
reduced by an amount such that the proporiion that the reduction bears to the Shortfall is aquat to the
proportion that the number of units which were outstanding at the end of the previous fiscal year and
which are redeamed during the year bears to the total number of units outstanding at the end of the
previous flscal year.

The Performance Incentive Fee, if any, is determined monthly during a fiscal year for the purpose of
calculating the Net Asset Value per unit at the end of each month, butis paid to the lnvestment
Counsel annually within one (1) month of the fiscal year-end of the Trust fror cash held In the Trust.

The Performance Incentive Fee for 1997 is $59,518. As a result of the short fiscal period in 1996, the
Investment Counsei elected to defer receipt of the Performance Incentive Fee until December 31,
1897. An incentive fos of $6,309 was charged to expense in 1996 and is included in accounts
payable at December 31, 1997,

Management fee
The Trust has agreed to pay the Manager, as compensation for management and adminisiration

services rendered, a fee of 1/12 of .4% of the Net Asset Vatue of the Trust, calculated and paid
monthly,

Income and other taxes
1997 1986
Goods and Services Tax $ 5196 $ 759
Federal income taxes _4.792 -_
$_ 93988 3 739

The Federal income tax expense in 1997 is in respect of penalty tax on ineligible foreign property held
during the year.

Nat gain from investing acfivities
Net realized gains and losses

The principal components of net realized gains and losses on investments are as foliows:

1997 1996
Procesds from sale of Investments $ 735,509 -
Cost of investments 643,208 -
92,301 -
Currency hedging 5,951 -
Forelgn exchange {6,483) {227
Net realized gains and losses $ 91769 $ (220



THE McELVAINE INVESTMENT TRUST
NOTES TO FINANCIAL STATEMENTS
For the Year Ended Decernber 31, 1997 and Three Months ended Daecember 31, 1996

b. Change in net unrealized gains and losses

The principal components of the changs in net unrealized gains and losses are as follows:

1997 : 1956
[nvestments $ 176,339 & 30217
Short sales 527 (527}
Currency hedging 4,288 -
$ 181,154 3 29690

10. Financial highlights
a. Distributions

Distributions by the Trust are generally declared in December in respect of investment income and
realized gains, net of loss carry forwards applied, for the current fiscal year.

The payment or reinvestment of distributions reduces the net asset value per unit by the amount of
the distribution per unit, because the distributions paid in cash reduce the net asset value of the Trust
while reinvestment resuits in an increase in the number of units outstanding.

41. Fair values

The Canadian Institute of Chartered Accountants requires disclosure of the fair value of financial
instruments. The Trust's investments are carried at market values in accordance with mutual fund
industry standards. The fair values of financial instruments other than investments and currency
hedging contracts approximate their carrying value given their short term nature.
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THE McELVAINE INVESTMENT TRUST

Statement of Net Assets
As at December 31, 1296

Assets

Invesiment portfolio, at market value
Cash and deposits (note 3)
Accounts receivable

Liabilities

Securitias sold short

Contributions received, in advance
Accounts payable (note 4)

Other taxes payable

Net assets represented by unitholders’ equity
Units outstanding (ﬁuta 5)

Net asset value per unit

Ses accompanying notes to financial statements

§ 411,979
906,526
630

1319935

2,720
152,752
10,165
712

166,349

31,152,786
112,080

$___ 1029




THE McELVAINE INVESTMENT TRUST

Statement of Net Investment Loss
For the Period from formation on September 27, 1996 to December 31, 1996

investment income

Dividends $ 2,070
interest 3,043
__6.013
Expenses

Audit fees 3,000
Custodial fees 10
Goods and services tax 758
investment counsel fees (note 6) 6,399
Management fees {note 7) 766
Trustee fees 375
1,308
Net investment loss $ (5298)
Net investment loss per unit $ {0.07)

See accompanying notes to financial statements



THE McELVAINE INVESTMENT TRUST

Statement of Net Gain on Investments
For the Period from formation on September 27, 1996 to December 31, 1996

Realized gains and losses

Foreign exchange (227)

Change in net unrealized gains & losses

investments 30,217
Short sales {521

_ 29690
Net gain on investmenis $ 29462
Net gain on investments per unit $§ 038

See accompanying notes to financial statements



THE McELVAINE INVESTMENT TRUST
Statement of Changes in Net Assets
For the Period from formation on September 27, 1996 to December 31, 1996

Increase (decrease) In net assets from operations

Net investment loss $ (5,295)

Net gain on investments 29,462
24167

Unit trust transactions

Issue of units for cash 1,128,619

Rademption of units -

1.128.61
Increase in net assets and net assels at end of year 1,152,786

See accompanying notes to financial statements




THE McELVAINE INVESTMENT TRUST
Statement of Investments
As at December 31 1996

— e —

Investment portfolio

CANADA

Equities

Astral Communications Inc. Class “A”
Denninghouse Inc.

F.C.A. International Ltd,

M-Corp. Inc.

Molsen Cos. Ltd. Class “A"

Molson Cos. Ltd. Class “B”
Newfoundland Capital Corporation Limited Class “A”
Scott's Restaurants, Inc. Class “C”
Scoft's Restaurants, Inc.

Total Canadian securities

UNITED STATES
Call and Put Options

CMX Silver Dec97/550 Call Option on Futures
S&P 500 Index Dec87/650 Put Options
S&P 500 Index Jung7/775 Put Options

Total U.S, securities

Total investment portfolio, December 31, 1996

There was no investment portfolio at December 31, 1995

Securities sold short

UNITED STATES

Options
S&P 500 Index Jun97/650 Put Options

See accompanying notes to financial statements

Average Market

Cost Value

Num $ $

4,500 59,490 61,875

18,000 46,881 49,500

35,000 61,950 75,250

5,000 12,765 11,500

2,500 49 489 53,750

1,000 20,075 21,675

10,000 25415 31,000

4,300 23,405 23,973

11,000 61,735 __ 83,250

361 391.773

4 7,175 4,986

1 2,856 2,346

2 10.526 12.874
20.557 20.2

$.361.762 £411.979

Market

Number Proceeds _VYalue

2 $_2.193 $ 2,720



THE McELVAINE INVESTMENT TRUST
Statement of investments
As at December 31, 1896

Sacurities sold, not yet purchased

UNITED STATES
Optlons
S&P 500 Index Jun987/660 Put Options

See accompanying notes 1o financial statements

Proceeds

$ 2193

Market
_Value

$ 2720



THE McELVAINE INVESTMENT TRUST
NOTES TO FINANCIAL STATEMENTS
For the Period from formation on September 27, 1996 1o December 31, 1996

C.

Organization

The McENaine investment Trust (the “Trust”) is an unincorporated unit trust, formed under the terms of a
Master Declaration of Trust dated September 27, 1996. The Trust is managed by Peter Cundill & Associates

Ltd. {the "Manager”) which also provides investment counselling services pursuant to the Master investment
Counsel Agreement,

Summary of significant accounting policies

The financial statements of the Trust are prepared in accordance with generally accepted accounting
policies followed by the mutual fund industry. The significant accounting policies are as follows:

Investments

Investments are stated at year end market values which are generally determined at the last sale price or

between the closing bid and asked quotations reported either by appropriate securities exchanges or in the
over-the-counter market.

Average cost is used to compute realized and unrealized gains and losses on investments.

Foreign exchange

Purchases and sales of foreign securities and the related income and gains and losses are translated into
Canadian dollars at the rates of exchange prevailing at the date of the transaction. Investments, other
assets and liabilities denominated In foreign currencies are translated into Canadian dollars at the rates of
exchange prevailing at the close of each business day. Realized and unrealized gains and losses on foreign
exchange transactions, are included in net gains and losses on investments.

Income taxes

The Trust qualifies as a unit trust for income tax purposes and allocates to its unitholders ali net investment
income and net realized gains, which would otherwise attract tax in the Trust. Accordingly, ne provision for
income taxes is reflected In the financial statements for the Trust,

Income and expenses

The accrual method of recording income and expenses is followed by the Trust, with dividends recorded as
receivable on the ex-dividend date of the related shares.

Per unit values

Per unit amounts are calculated as follows:

Nei asset value On the number of units outstanding at the year end
Net investment income On the average number of units

Net gain on investments outstanding dusing the period

Distributions On the number of units outstanding

at the date of record



THE McELVAINE INVESTMENT TRUST
NOTES TO FINANCIAL STATEMENTS
For the Period from formation on September 27, 1996 to Dacember 31, 1996

3. Cash and deposits
Cash in bank $ 182,122
Treasury bills and term deposits

maturing within 91 days, at amortized
cast which approximates market 124404

4. Accounts payable

Management and investment

counsel fees 7,165
Other 3.000
$ 10,165

5. Unitholders’ equity
a. Authorized and issued capital

The Trust has an unlimited number of units pursuant to the Master Declaration of Trust,
redeemable at the option of the unitholders.

Issuad units are summarized as follows:

Issued for cash during the period 112,080
Redemptions -
Balance, end of period 112,080

b. Unrealized galns and losses

Included in the equity of the Trust are unrealized gains (losses) as follows:

Investment portfolio at market value $ 411,979
at cost 981,762
30,217

Short sales {827}
$..29.690



THE McELVAINE INVESTMENT TRUST
NOTES TO FINANCIAL STATEMENTS
For the Period from formation on September 27, 1996 to December 31, 1996

7.

Investment counsel fee

Pursuant io the Master Investment Counsel Agreement, the Trust will pay to the Investment

Counsel an annual Incentive Fee (the “Performance Incentive Fee”) equal to twenty-five (25%) of
the amount by which:

(a) the increase in Net Asset Value of the Trust for each fiscal year since the last fiscal year-end,
as calculated at the close of business on each fiscal year-end, adjusted for contributions and

redemptions made by the Investors and for any Shorifall (as defined below) from the previous
fiscal year (the “Incentive Return'), exceeds

(b) the return that would be generated annually by the average interest rate (the “Average Rate™
gpplied to the Net Asset Value of the Trust as calculated at the close of business of the
previous fiscal year-end of the Trust, adjusted for contributions and redemptions mads by the
Investors (the “Base Reium”). The Average Rate is the 12 month simple average of the Hurdle
Rate. The "Hurdle Rate” is the average yield indicated by the Bank of Canada on the last 91
day T-bill auction by the Bank of Canada in each month.

If in any fiscal year the Incentive Return is fess than the Base Return, noe Performance Incentive
Fae shall be paid for that fiscal year and the difference between the Base Return and the Incentive
Return (the “Shortfall™) is carried forward {o the succeeding fiscal year and, after adjustment for
redemptions, deducted in the calculation of the Incentive Return for that year. The Shortfall
deducted in any year is reduced by an amount such that the proportion that the reduction bears to
the Shortfall is equal to the proportion that the number of Units which were outstanding at the end
of the previous fiscal year and which are redeemed during the year bears to the {otal number of
Units outstanding at the end of the previous fiscal vear.

The Performance Incentive Fee, if any, is determined monthly during a fiscal year for the purpose
of calculating the Net Asset Value per Unit at the end of each month, but is paid to the Investment
Gounsel annually within one (1) month of the fiscal year-end of the Trust from cash held in the
Trust.

As a result of the short fiscal period in 1996, the Investment Counsel has elected to defer raceipt of
the Performance Incentive Fee until December 31, 1997, The Incentlve fee charged to expsnse in
1996 and included In accounts payable is $6,399.

Management fee

The Trust has agreed te pay the Manager, as compensation for management and administration
services rendered, a fee of 1/12 of .4% of the Net Asset Value of the Trust, calculated and paid
monthly.

Fair values

The Canadian institute of Charterad Accountants requires disclosure of the fair value of financial
instruments, The Trust's investments are carried at market values in accardance with mutuat fund
industry standards. The fair values oi financial instruments other than investments approximate
their carrying value given their short term nature.



