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February 7, 2007 
 
 
 
 
Management’s Report 
 
 
The accompanying consolidated financial statements of Jazz Air Income Fund are the responsibility 
of management and have been approved by the Board of Trustees.  The consolidated financial 
statements have been prepared by management in accordance with Canadian generally accepted 
accounting principles.  The consolidated financial statements include some amounts and assumptions 
based on management’s best estimates which have been derived with careful judgement. 
 
In fulfilling its responsibilities, management of the Fund has developed and maintains a system of 
internal accounting controls.  These controls are designed to ensure that the financial records are 
reliable for preparation of the financial statements.  The Board of Trustees reviews and approves the 
Fund’s annual consolidated financial statements.   
 
 
 
 
 
 
 
 
(signed) “Joseph D. Randell”      (signed) “Allan D. Rowe” 
   President and Chief Executive Officer    Senior Vice President and  

Chief Financial Officer 
 
 
 
 



Jazz Air Income Fund  
Consolidated Balance Sheet 
As at December 31, 2006 
 
(in thousands of dollars) 
 

 
 
 
 

Approved by the Trustees  
 
By:  (signed)   “Robert A. Milton”                               By:  (signed)   “Richard H. McCoy” 
                         Director                                                                          Director 

              $ 
     

 
Assets     
     
Current assets     
Cash    13 
Distributions receivable (note 4)    1,903 
Investment in Jazz Air LP (note 3)    241,570 
     
    243,486 
     
 
Liabilities     
     
Current liabilities     
Accounts payable to Jazz  Air LP    80 
Distributions payable (note 4)    1,823 
     
    1,903 
     
Unitholders’ Equity     
     
Fund Units (note 5)    246,174 
Cumulative earnings    15,392 
Cumulative distributions    (19,983)
     
    241,583 
     
    243,486 
     
 
Guarantees and contingencies (notes 6 and 7) 
 
The accompanying notes are an integral part of these consolidated financial statements. 
 
 
 
 
 
 
 
 
 
 
 
 



Jazz Air Income Fund  
Consolidated Statement of Earnings  
For the Period from February 2, 2006 to December 31, 2006 
 
(in thousands of dollars, except per unit amounts) 
 

 
 
 
 
 
 

             $ 
     

 
Equity in net earnings of Jazz Air LP    15,459 
     
Operating expenses    80 
     
Interest income    13 
     
Net earnings for the period    15,392 
     
     
Basic earnings per unit       0.6186 
     
Fully diluted earnings per unit      0.6157 
     
 
 
The accompanying notes are an integral part of these consolidated financial statements. 



Jazz Air Income Fund  
Consolidated Statement of Cash Flows 
For the Period from February 2, 2006 to December 31, 2006 
 
(in thousands of dollars) 
 

 
 
 
 

      $  
     

 
Cash provided by (used in)     
     
Operating activities      
Net earnings for the period   15,392 
Equity in net earnings of Jazz Air LP, net of cash distributions received, 

not involving cash   (15,459) 
Cash distributions from Jazz Air LP earned   19,983 
Priority distributions from Jazz Air LP   80 
    
   19,996 
Net changes in non-cash working capital balances related to operations    

Increase in distributions receivable   (1,903) 
Increase in payable to Jazz Air LP   80 

    
   18,173 
    
Financing activities    
Distributions to Unitholders   (18,160) 
Issue of units   246,174 
    
   228,014 
    
Investing activities    
Investment in Jazz Air LP   (246,174) 
    
Net change in cash during the period and Cash – End of period   13 
     
 
 
The accompanying notes are an integral part of these consolidated financial statements.



Jazz Air Income Fund  
Notes to Consolidated Financial Statements 
For the period from February 2, 2006 to December 31, 2006 
 
(in thousands of dollars, except per unit amounts) 
 
 

 
 (1)

1 Basis of presentation 

Jazz Air Income Fund (the “Fund”) is an unincorporated, open-ended trust established under the laws of the 
Province of Ontario on January 24, 2006 pursuant to the Fund Declaration of Trust.  The Fund qualifies as a 
“mutual fund trust” for the purposes of the Income Tax Act (Canada).  The principal and head office of the 
Fund is located at 310 Goudey Drive, Halifax International Airport, Enfield, Nova Scotia, B2T 1E4.  The Fund 
has been established to acquire and hold, directly or indirectly, investments in Jazz Air LP (“Jazz LP”) and its 
general partner Jazz Air Holding GP Inc. (“Jazz GP”), a regional airline, and such other investments as the 
Trustees may determine. 

These consolidated financial statements include the accounts of the Fund and Jazz Air Trust (the “Trust”), its 
wholly-owned trust.  

2 Significant accounting policies 

The financial information contained in the consolidated financial statements has been prepared in accordance 
with Canadian Generally Accepted Accounting Principles (“GAAP”). 

a) Consolidation 

These consolidated financial statements consolidate the accounts of the Fund and its subsidiary, Jazz Air 
Trust, from the date of acquisition on February 2, 2006. 

b) Investment in Jazz LP 

The Fund, through the Trust, owns 20.3% of the units of Jazz LP and accounts for the investment using the 
equity method.  Under this method, the cost of the investment is increased by the Fund’s proportionate 
share of Jazz LP’s earnings and reduced by any distributions paid to the Fund by Jazz and amortization of 
the purchase price discrepancy.   

c) Excess of purchase price over the carrying value of assets 

The excess of the Fund’s cost of its investment in units of Jazz LP over the carrying of the underlying net 
assets has been allocated to its Capacity Purchase Agreement (the “CPA”) with Air Canada and is being 
amortized over the initial period of the CPA plus renewal terms.  The value of the agreement is tested 
annually for impairment if events or changes in circumstance indicate the asset might be impaired. 
 

 



Jazz Air Income Fund  
Notes to Consolidated Financial Statements 
For the period from February 2, 2006 to December 31, 2006 
 
(in thousands of dollars, except per unit amounts) 
 
 

 
 (2)

2 Significant accounting policies (continued) 

The impairment test will compare the carrying amount of the agreement with the net recoverable amount, 
and an impairment loss would be recognized in the statement of earnings for any excess of the carrying 
value over fair value. 

d) Distributions to Unitholders 

Distributions receivable from the Fund’s investment in units of Jazz LP are recorded when declared.  
Distributions payable by the Fund to its Unitholders are recorded when declared. 

The Fund is entirely dependent on distributions from Jazz LP to make its own distributions.  In accordance 
with the limited partnership agreement, priority distributions are to be made to the Trust and the Fund in 
order to cover their operating expenses. 

Jazz LP’s distribution policy is to make distributions to Unitholders of approximately 90% of its cash 
available for distribution.  This amount was determined based on the Jazz GP board’s assessment of the 
appropriate payout ratio for Jazz LP at this time. 

e) Income taxes 

The Fund is a mutual trust for income tax purposes.  As a result, the Fund is only taxable on any amount 
not allocated to Unitholders.  These financial statements do not reflect any income taxes as the Fund is 
committed to distribute to its Unitholders all or virtually all of its taxable income and taxable capital gains 
and the Fund intends to comply with the provisions of the Income Tax Act that permit the deduction of 
distributions to Unitholders from the Fund’s taxable income and taxable capital gains. 

On October 31, 2006, the Minister of Finance (Canada) announced proposed tax legislation rendering 
income trusts taxable commencing in 2011  In the event the Fund becomes a taxable entity, income taxes 
payable will reduce net earnings and will affect distributable cash by an equivalent amount. 

f) Financial instruments 

Distributions receivable and distributions payable are reflected in the financial statements at their carrying 
values, which approximate fair value because of the short-term maturity of these financial instruments. 

g) Management estimates 

The preparation of financial statements in conformity with Generally Accepted Accounting Principles 
(“GAAP”) requires management to make estimates and assumptions that affect the amounts reported in 
the financial statements and accompanying notes.  Actual results could differ from those estimates. 
 

 



Jazz Air Income Fund  
Notes to Consolidated Financial Statements 
For the period from February 2, 2006 to December 31, 2006 
 
(in thousands of dollars, except per unit amounts) 
 
 

 
 (3)

3 Investment in Jazz LP and Jazz GP 

On January 25, 2006, the Fund filed a prospectus relating to the initial public offering of 23.5 million Fund 
Units (“Fund Units”) for gross proceeds of $235,000, which closed on February 2, 2006.  In addition, on 
February 27, 2006 as a result of the exercise by the underwriters of the over allotment option related to the 
offering, the Fund issued 1.5 million Fund Units for gross proceeds of $15,000.  

The Fund used these proceeds to invest in 25.0 million limited partnership units (“LP Units”) or 20.3% of Jazz 
LP.  The Fund has reflected its proportionate share of the costs of the offering of $3,826 as a reduction in 
investment and in its equity resulting in an initial investment and Trust units of $246,174.  In addition, the Fund 
also acquired, for nominal consideration, 25.0 million common shares or 20.3% of Jazz GP concurrent with the 
acquisition of the Jazz LP units.  

The allocation of the excess of the Fund’s cost over the carrying value of the net assets of Jazz LP as at 
February 2, 2006 has, on a preliminary basis, been allocated to the value of the CPA in the amount of $239,000 
and will be amortized over 20 years which is the term of the CPA plus renewals.     

During the eleven months ended December 31, 2006, the Fund has recognized, in its equity earnings, 
amortization of $10,954 of the value attributed to the CPA.  

The following table details the carrying value:  

          $ 

 

23,500,000 LP Units of Jazz LP acquired on February 2, 2006, 
1,500,000 LP Units of Jazz LP acquired on February 27, 2006, 
net of issue costs of $3,826    246,174 

      
 Proportionate share of Jazz LP’s net earnings since February 2, 2006    26,413 
      
 Amortization of CPA value since February 2, 2006    (10,954) 
      
 Distributions declared by Jazz LP since February 2, 2006    (19,983) 
      
 Priority distributions    (80) 
      
     241,570 
 

 

 

 



Jazz Air Income Fund  
Notes to Consolidated Financial Statements 
For the period from February 2, 2006 to December 31, 2006 
 
(in thousands of dollars, except per unit amounts) 
 
 

 
 (4)

4 Distributions 

The Fund declared a distribution payable for the period ended December 31, 2006 of $0.0729 per Fund Unit.  
The distribution of $1,823 is payable January 15, 2007 to Unitholders of record on December 31, 2006.  In 
accordance with the limited partnership agreement, priority distributions are to be made to the Fund in order to 
cover the Fund’s operating expenses.  During this period, $80 priority distributions were declared by Jazz LP 
related to operating expenses incurred by the Fund. 
 
Total distributions to Unitholders for the periods are as follows: 

   
    Amount 

    $  

  Amount per 
Fund Unit 

   $ 

 February 28,  1,757.5   0.0703 
 March 31,  1,822.5   0.0729 
 April 30,  1,822.5   0.0729 
 May 31,  1,822.5   0.0729 
 June 30,  1,822.5   0.0729 
 July 31  1,822.5   0.0729 
 August 31,  1,822.5   0.0729 
 September 30,  1,822.5   0.0729 
 October 31,  1,822.5   0.0729 
 November 30,  1,822.5   0.0729 
 December 31,  1,822.5   0.0729 
      

   19,982.5   
 
The monthly distributions are dependent on Jazz LP’s monthly distributions, which have amounted to $0.0729 
per Fund Unit after the initial prorated amount for February.   
 

5 Units 

The Fund may issue an unlimited number of Fund Units for the consideration of, and on the terms and 
conditions determined by, the Trustees.  Each Fund Unit is transferable and represents an equal undivided 
beneficial interest in any distribution from the Fund.  All Fund Units are of the same class and have equal rights 
and privileges. 

Fund Units are redeemable at any time on demand by the Unitholder.  The redemption price per Fund Unit is 
equal to the lesser of 90.0% of the market price on the date of surrender of the Fund Unit for redemption and 
100.0% of the closing market price on the redemption date.   

In connection with the initial public offering and the over-allotment option, the Fund issued 23.5 million Fund 
Units on February 2, 2006 and 1.5 million Fund Units on February 27, 2006.   



Jazz Air Income Fund  
Notes to Consolidated Financial Statements 
For the period from February 2, 2006 to December 31, 2006 
 
(in thousands of dollars, except per unit amounts) 
 
 

 
 (5)

5 Units (continued) 

As a result, at February 27, 2006, the total number of Fund Units issued was 25.0 million for a total 
consideration of $246,174, net of $3,826 representing the Fund’s proportionate share of the $18,805 of offering 
costs paid. 

Under the terms of an investor liquidity agreement, the Fund Units held by ACE Aviation Holdings Inc. 
(“ACE”) in Jazz LP, to the extent not subordinated, are exchangeable for Fund Units on a one-to-one basis.  
The subordinated units of Jazz LP held by ACE will become exchangeable after December 31, 2006.  The 
exchange right expires once all subordinated units of Jazz LP held by ACE have been exchanged.  The investor 
liquidity agreement also provides for registration and other liquidity rights that enable it to require the Fund to 
file a prospectus and otherwise assist with a public offering subject to certain restrictions. 

6 Guarantees 

The Trust has guaranteed payment of Jazz LP’s borrowings under its credit facilities.  This guarantee is 
supported by first ranking security over all of the present and future assets of the Trust, including a first ranking 
pledge of all securities held by the Trust in Jazz LP and Jazz GP.  In addition, both the Trust and the Fund have 
agreed not to carry on any business, encumber or dispose of any assets, enter into any merger, own any assets 
or incur any debt other than the business of holding trust or an income fund, and the ownership of securities of 
Jazz LP and Jazz GP, and otherwise permitted by their respective Declaration of Trust. 

As at December 31, 2006, Jazz LP had authorized credit facilities of $150,000 of which $115,000 had been 
drawn. 

7 Contingent liabilities 

The Fund Declaration of Trust provides that the Trustees will act honestly and in good faith with a view to the 
best interest of the Fund and in connection with that duty, will exercise the degree of care, diligence and skill 
that a reasonably prudent person would exercise in comparable circumstances.  The Fund Declaration of Trust 
provides that each Trustee will be entitled to indemnification from the Fund in respect of the exercise of the 
Trust’s power and the discharge of the Trustee’s duties, provided that the Trustee acted honestly and in good 
faith with a view to the best interests of all Unitholders, or in the case of a criminal or administrative action 
proceeding that is enforced by a monetary penalty, where the Trustee had reasonable grounds for believing that 
his/her conduct was lawful.  No claims with respect to such occurrences have been made and, as such, no 
amount has been recorded in these financial statements with respect to these indemnifications. 

 


