

















Facilities

One of A&W'’s most important strengths is continued evolution of the building design. Every eight to ten years, A&W develops a new
building design to keep it current, fresh and appealing. In 2009, we introduced an exciting new design to our franchisees. Our new look
tips its hat to the 50’s and 60’s—the sweet spot of A&W heritage. But at the same time, the building meets the objective of enhancing
street presence. The first new restaurant in this design opened in January 2010, and beginning this summer, A&W restaurants right
across Canada will begin the process of reimaging the chain once again.

New Restaurant Growth

2009 witnessed the opening of the 700th A&W restaurant in
Canada. Today, as Canada’s second largest hamburger chain,
A&W restaurants are located in all ten provinces and two
territories. But reaching out to new customers by building new
restaurants remains a top priority. During 2009, we opened 22
new restaurants, nine of them in the important Ontario market.
The growth strategy in Ontario has been very successful, with the
150th restaurant having opened in this market in 2009. However,

there is still much room for expansion, and A&W continues to
seek ways to accelerate growth. An important innovation in this
area is the introduction of Multi-Site Development Agreements in
which developers undertake to build and operate a number of
restaurants in a designated geographic area over a specified time
period. The Multi-Site Development opportunities have been
enthusiastically received by franchisees who are looking to build
sizeable A&W businesses with 5 or more restaurants.

British Columbia Saskatchewan Manitoba
2009 =——— 167 2009 =——— 157 2009 === 46 2009 === 42
1999 m—— 138 1999 m—— 134 1999 =m=m 40 1999 === 36
1989 = g7 1989 == 73 1989 === 32 1989 =m 27
Ontario Atlantic NWT & Yukon
2009 =—— 151 2009 = 86 2009 === 59 2009 '+ 2
1999 —— 99 1999 mmmmm—— 63 1999 === 42 1999 + 2
1989 = 90 1989 === 44 1989 mmmm 48 1989 -

Total all restaurants

2009 710

1999 554

1989 381
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Building Our Future

Our customers and our
communities

A&W continues to invest in winning more baby
boomer customers through communication and
events that appeal to their interests. In 2009,
A&W restaurants across the country held over
3,700 Cruisin’ the Dub events celebrating classic
cars and the great times of the drive-in era.
Because time-pressed consumers need speed
as well as great food, a major initiative is
underway to increase the speed of service at
our drive-thru’s. Advertising continues to be a
key differentiator for A&W: the long-running
e 2t “Allen’s A&W” television campaign is one of
o

the most recognized and well-liked campaigns
| in Canada.
| A

new initiative in 2009 was Cruisin’ for a Cause. On August 27th at A&W's right across Canada,

Multiple operators held Cruisin’ events to raise funds in support of the Multiple Sclerosis Society of Canada. In

M a 5332{350'? total, we raised over $400,000 in this one day event, making it one of the single largest contributors
® Canada

to the efforts of the Multiple Sclerosis Society of Canada to find a cure for what is known as
“Canada’s disease.”

Extending Climate

One of the most distinctive aspects of the A&W business
is the commitment to the A&W Climate Goals. For over
33 years, the A&W Climate Goals and the Climate process
have been one of A&W's greatest strengths. Outlined in
seven statements of behaviour that are critical to the
success of the business, the Climate goals are practiced
throughout the whole organization and are deeply
embedded in all our business processes. They enable
A&W to foster uniquely strong relationships and

productive working environments among all those
involved in our business.
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A&W Revenue Royalties Income Fund

Management Discussion and Analysis

For the Year Ended December 31, 2009

This Management Discussion and Analysis covers the
year from January 1, 2009 to December 31, 2009 and
the fourth quarter period from September 7, 2009 to
December 31, 2009. This report is dated February 18,
2010 and should be read in conjunction with the annual
audited financial statements of A&W Revenue Royalties
Income Fund (the Fund) for the year ended December
31, 2009 and the annual audited consolidated financial
statements of A&W Trade Marks Inc. (Trade Marks)

for the year ended December 31, 2009. A copy of

this report and additional information about the Fund,
including the Fund’s Annual Information Form, is available
at www.sedar.com or www.awincomefund.ca.

Readers should be aware that 2009 results are not
directly comparable to 2008 due to the increase in the
number of restaurants in the Royalty Pool from 676
during 2008 to 685 effective January 5, 2009. In
addition, the first and fourth quarters of 2009 and 2008
are not directly comparable as there were 81 days in
Q1 2009 compared to 83 days in Q1 2008, and 116
days in Q4 2009 compared to 115 days in Q4 2008.
There were 84 days in the second and third quarters
of both years. Same store sales growth is based on
an equal number of days in each quarter.

Overall Performance

Sales reported by restaurants in the Royalty Pool and
corresponding royalty income for the quarter increased
2.7% over the same quarter in 2008. Full year sales and
royalty income increased by 3.6% compared to 2008.

These increases were due to the same store sales
growth and the increase in the number of restaurants in
the Royalty Pool from 676 during 2008 to 685 effective
January 5, 2009. Same store sales growth for the A&W
restaurants in the Royalty Pool was slightly positive for
the fourth quarter and +1.5% for 2009 compared to
2008.

Trade Marks’ net earnings for the fourth quarter
increased by $81,000 to $1,962,000 compared to
$1,881,000 for the same quarter of 2008. Earnings for
the full year increased by $234,000 to $4,007,000
compared to $3,773,000 for 2008.

The Fund’s net earnings for the fourth quarter were
$4,010,000 or 48.1¢ per unit compared to $3,981,000
or 47.7¢ per unit for the same quarter in 2008. The
Fund’s net earnings for 2009 were $11,624,000 or
$1.394 per unit compared to $11,869,000 or $1.423
per unit for 2008. The Fund’s earnings for 2009 were
lower than 2008 as the non-cash dilution gain for 2009
was $329,000 lower than the dilution gain for 2008.

Total distributable cash generated was $6,831,000
or 47.8¢ per equivalent unit for the quarter and
$20,912,000 or $1.463 per equivalent unit for the
full year, compared to $6,614,000 or 47.4¢ per
equivalent unit for the same quarter in 2008 and
$20,257,000 or $1.451 per equivalent unit for 2008.
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Financial Highlights

The following table sets out selected financial highlights
of the Fund and Trade Marks, and should be read in
conjunction with the annual audited financial statements
of the Fund and Trade Marks.

(dollars in thousands except per unit amounts)

Q4 Q4 Year end Year end
2009 2008 2009 2008
Same store sales growth (1) +0.03% +7.5% +1.5% +7.3%
Number of restaurants in the
Royalty Pool 685 676 685 676
Sales reported by the restaurants
in the Royalty Pool $239,385 $233,032 $736,209 $710,479
Royalty income $ 71481 $ 6,991 $22,086 $ 21,314
General and administrative expenses  $ 167 $ 179 $ 647 $ 504
Net third party interest expense $ 183 $ 155 $ 570 $ 484
Current income taxes paid (recoverable) - % 43  $ 43) $ 43
Trade Marks’ net earnings $ 1,962 $ 1,881 $ 4,007 $ 3,773
The Fund’s net earnings $ 4010 $ 3981 $11624 $11,869

The Fund’s basic and diluted
earnings per unit (8,340,000 units) $ 0481 $ 0477 $ 1394 $ 1.423

Total distributable cash generated
for distributions and dividends () $ 6,831 $ 6,614 $ 20,912 $ 20,257

Distributable cash per equivalent
unit (2009 - 14,289,993 units;

2008 - 13,957,962 units) (2) $ 0.478 $ 0.474 $ 1.463 $ 1.451
Monthly distributions declared

per unit (8,340,000 units) $ 0424 $ 0424 $ 1272 $ 1.272
Special distributions declared

per unit (8,340,000 units) $ 0.100 $ 0.100 $ 0.200 $ 0.200
Total distributions per

unit (8,340,000 units) $ 0.524 $ 0.524 $ 1.472 $ 1.472

(1) Same store sales growth is not an earnings measure recognized by generally accepted accounting principles
(GAAP) and therefore may not be comparable to similar measures presented by other issuers. This information is
provided as it is a key driver of growth in the Fund. See “Same Store Sales Growth”.

(2) Distributable cash is not an earnings measure recognized by GAAP and therefore may not be comparable to similar
measures presented by other issuers. This information is provided as it identifies the amount of actual cash
available to pay distributions to unitholders and dividends to Food Services. See “Distributable Cash”.
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Overview

The Fund

The Fund is a limited purpose trust established to
invest in Trade Marks, which in 2002 acquired the A&W
trade-marks used in the A&W quick service restaurant
business in Canada. The trade-marks comprise some
of the best-known brand names in the Canadian
foodservice industry.

The Fund earns interest income on A&W notes issued
by Trade Marks. The A&W notes are in the amount of
$83,399,000, bear interest at 10.75% per annum and
mature on February 15, 2034. Payments of interest only
are receivable from Trade Marks monthly in arrears.

The Fund also earns dividends from its investment in
the common shares of Trade Marks.

The Fund’s distributions to unitholders are based on its
net cash receipts, being interest on the A&W notes and
dividends on common shares received by the Fund from
Trade Marks, less minimal expenses of the Fund which

are limited to bank charges.

The Fund is not currently taxed on any income that is
distributed to unitholders. Income tax obligations related
to the distributions by the Fund are obligations of the
unitholders. On June 12, 2007, the Federal Department
of Finance enacted new tax rules for income trusts

that result in the Fund becoming taxable beginning

in 2011. Therefore cash available for distributions to
unitholders will be reduced beginning in 2011 by the
amount of income tax paid or payable by the Fund.

(See Risks and Uncertainties — Federal Tax
Announcement.)

Trade Marks

On February 15, 2002, Trade Marks acquired the AQW
trade-marks used in the A&W quick service restaurant
business in Canada from A&W Food Services of Canada
Inc. (Food Services) for $152,676,000, of which
$84,876,000 was paid in cash, $27,800,000 was paid
by the issuance of 2,779,975 Class A preferred shares
and 2,780,000 common shares of Trade Marks and the
balance (the Balance) of $40,000,000 was due without
interest on January 31, 2010.

Concurrent with the purchase of the A&W trade-marks,

Trade Marks granted Food Services a licence to use the
A&W trade-marks in Canada for a term of 99 years, for
which Food Services pays Trade Marks a royalty of 3% of

the sales reported to Food Services by A&W restaurants
in the Royalty Pool (the Licence and Royalty Agreement).
In the event that a restaurant in the Royalty Pool closes,
Food Services pays the royalties that would have been
paid to Trade Marks if the restaurant had not closed,
until the next adjustment to the Royalty Pool.

The Balance of the purchase price was reduced by
amounts paid to Food Services in respect of annual
adjustments to the Royalty Pool. As at January 5, 2010,
the Balance was paid in full (see “Expansion of the
Royalty Pool”).

On January 21, 2009, Trade Marks and Food Services
entered into a limited partnership, A&W Trade Marks
Limited Partnership (the Partnership), in which Trade
Marks is the general partner with a 99.9% interest and
Food Services is the limited partner with a 0.1% interest.
The A&W trade-marks owned by Trade Marks were
transferred to the Partnership in exchange for the
general partnership interest held by Trade Marks.

The existing Licence and Royalty Agreement between
Trade Marks and Food Services was assumed by the
Partnership with the result that the royalty paid by
Food Services for the use of the A&W trade-marks is
now paid to the Partnership rather than Trade Marks.
The Partnership in turn pays partnership distributions
to Trade Marks (99.9%) and Food Services (0.1%).

The Royalty Pool is adjusted annually to reflect sales
from new A&W restaurants, net of the sales of any
A&W restaurants that have permanently closed. Food
Services is paid for the additional royalty stream related
to the sales of the net new restaurants, based on a
formula set out in the Licence and Royalty Agreement.
The formula provides for a payment to Food Services
based on the amount of estimated sales from the net
new restaurants and the current yield on the units of
the Fund, discounted by 7.5%. Prior to the formation of
the Partnership, Trade Marks paid Food Services for the
additional royalty stream by issuing voting common
shares and Class B preferred shares of Trade Marks,
which are the economic equivalent of units of the Fund.
Effective January 5, 2010, the consideration for the
annual adjustments to the Royalty Pool is paid by the
Partnership to Food Services as an increase in the
limited partnership interest of Food Services. Food
Services' limited partnership interest may be exchanged
for Class A preferred shares and non-voting common
shares of Trade Marks, which are exchangeable for
units of the Fund.
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Trade Marks’ expenses include general and entered into an administration agreement with Trade

administrative expenses, amortization of deferred Marks whereby Trade Marks, at its expense, provides
financing fees, interest expenses on its $10 million or arranges for the provision of services required in
term loan and the A&W notes, and taxes. Also, GAAP the administration of the Fund.

stipulates that the dividends on the Class A and
Class B preferred shares be classified as interest
expense by Trade Marks.

The Class A and Class B preferred shares of Trade
Marks are owned by Food Services and comprise:

Trade Marks’ general and administrative expenses
include the expenses of the Fund as the Fund has

(dollars in thousands)

December 31, 2009 December 31, 2008
# $ #
Class A preferred shares - at cost 2,779,975 27,800 2,779,975 27,800
Class B preferred shares - at cost:
January 5, 2003 adjustment 452,469 5,108 452,469 5,108
January 5, 2004 adjustment 495,681 5,210 495,681 5,210
January 5, 2005 adjustment 511,337 6,197 511,337 6,197
January 5, 2006 adjustment 558,993 6,915 558,993 6,915
December 31, 2006 adjustment 335,456 3,989 335,456 3,989
January 5, 2008 adjustment 484,051 5,398 484,051 5,398
January 5, 2009 adjustment 332,031 3,218 - -
3,170,018 36,035 2,837,987 32,817
5,949,993 63,835 5,617,962 60,617
The Class A and Class B preferred shares entitle Food one Class A or Class B preferred share and, in turn,
Services to a fixed cumulative preferential cash dividend one voting common share of Trade Marks and a $10
at a rate of $1.075 per share per annum. The Class A A&W note are exchangeable for a unit in the Fund.

and Class B preferred shares may be redeemed at the
option of Food Services into A&W notes of Trade Marks
on the basis of $10 principal amount of A&W notes for

The voting common shares of Trade Marks are
owned by the Fund and Food Services as follows:

(dollars in thousands)

The Fund Food Services Total

# % # % #

February 15, 2002 8,340,000 75.0 2,780,000 25.0 11,120,000
January 5, 2003 adjustment 2.9 452,469 2.9 452,469
January 5, 2004 adjustment -3.0 495,681 3.0 495,681
January 5, 2005 adjustment 2.8 511,337 2.8 511,337
January 5, 2006 adjustment 2.8 558,993 2.8 558,993
December 31, 2006 adjustment -1.6 335,456 1.6 335,456
January 5, 2008 adjustment 2.1 484,051 2.1 484,051
January 5, 2009 adjustment 1.4 332,031 1.4 332,031

8,340,000 58.4 5,950,018 41.6 14,290,018
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Summary

The Partnership earns royalty income from Food Services
and distributes its available cash by way of distributions
on its partnership units to Trade Marks and Food
Services. Trade Marks in turn distributes its available
cash by way of dividends on its shares held by the Fund
and Food Services, after satisfaction of its debt service
and income tax obligations, provisions for administrative
expenses of Trade Marks and the Fund, and retention of
reasonable working capital reserves. The Fund receives
interest income and dividends from Trade Marks and
pays its net cash receipts to unitholders. An important
aspect of the structures of the Fund and Trade Marks is
that, provided Food Services holds an ownership interest
in Trade Marks, Trade Marks pays interest to the Fund
on the A&W notes in priority to preferred share dividends
to Food Services. Trade Marks’ consolidated financial
statements which include its 99.9% interest in the
Partnership are included in this report. Food Services’
consolidated financial statements are provided as a
supplement to this report.

Basis of Consolidation

The Fund, Trade Marks, the Partnership and Food
Services have adopted the CICA Accounting Guideline
15, “Consolidation of Variable Interest Entities”
(AcG-15).

AcG-15 expands upon existing accounting guidance

in CICA Handbook Section 1590 that addresses when
an enterprise should consolidate another entity in its
financial statements. Under CICA 1590, an enterprise
generally consolidates another entity when it controls
the entity through a majority voting interest. AcG-15
clarifies this guidance when the entity being
consolidated is a “Variable Interest Entity” (VIE) which
is defined to be an entity that, by design, does not have
sufficient equity at risk to finance its activities without
additional subordinated financial support. If the entity
being consolidated is a VIE, under AcG-15 the “primary
beneficiary” of that entity should consolidate the VIE
and not necessarily the shareholder with the majority
voting interest.

The Fund and Food Services have determined that Trade
Marks is a VIE and that Food Services is the “primary
beneficiary” of Trade Marks. As a result, Food Services
consolidates Trade Marks, and the Fund does not
consolidate Trade Marks, but instead accounts for its
investment in Trade Marks using the equity method.
Food Services’ consolidated financial statements

include the accounts of Trade Marks and the
Partnership. Trade Marks also prepares consolidated
financial statements (which include the Partnership) for
information purposes to the unitholders of the Fund.

Adoption of New Accounting Standards

On January 1, 2009, the Fund and Trade Marks adopted
CICA Handbook Section 3064, “Goodwill and Intangible
Assets”, which replaces Handbook Section 3062,
“Goodwill and Other Intangible Assets”, and establishes
revised standards for the recognition, measurement,
presentation and disclosure of goodwill and intangible
assets. Concurrently, Emerging Issues Committee
abstract 27, “Revenues and Expenses During the Pre-
Operating Period”, has been withdrawn which results in
these costs being expensed as incurred. The adoption
of this new standard had no impact on the Fund’s and
Trade Marks’ financial results.

Future Accounting Changes

In January 2009, the CICA issued Handbook Section
1582, “Business Combinations”, which replaces
Handbook Section 1581, “Business Combinations”.
The CICA also issued Handbook Section 1601,
“Consolidated Financial Statements”, and Handbook
Section 1602, “Non-Controlling Interests”, which replace
Handbook Section 1600, “Consolidated Financial
Statements”. These new sections are based on the
International Accounting Standards Board’s (IASB)
International Financial Reporting Standards (IFRS) 3R,
“Business Combinations”. The new standards replace
the existing guidance on business combinations and
consolidated financial statements. The adoption of
these new standards is not expected to have an impact
on the Fund’s or Trade Marks’ financial results.

International Financial Reporting Standards (IFRS)

In 2006, the Canadian Accounting Standards Board
(AcSB) published a new strategic plan that will
significantly affect financial reporting requirements for
Canadian companies. The AcSB strategic plan outlines
the convergence of Canadian GAAP with IFRS over an
expected five-year transitional period. In February 2008,
the AcSB announced that January 1, 2011 is the
transition date for publicly reported companies to adopt
IFRS. The transition date of January 1, 2011 will require
the restatement for comparative purposes of amounts
reported by the Fund and Trade Marks for the year ended
December 31, 2010, and of the amounts reported on
their opening IFRS balance sheets as at January 1,
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2010. To accomplish this, in 2010, two parallel books
of accounts will be maintained.

The Fund and Trade Marks commenced the process to
transition from current Canadian GAAP to IFRS in 2009.
Progress reports are provided to the audit committee
on the status of the IFRS implementation project on a
quarterly basis. The implementation project consists

of three primary phases:

« Scoping and diagnostic phase
« Impact analysis, evaluation and design phase
- Implementation and review phase

Scoping and Diagnostic Phase

A preliminary diagnostic review was completed by an
external consultant which included the determination,
at a high level, of the financial reporting differences
under IFRS and the key areas that may be impacted.
The areas with the highest potential impact were
identified to include the basis of consolidation, related
party transactions, impairment of assets, financial
instruments and initial adoption of IFRS under the
provisions of IFRS 1.

Impact Analysis, Evaluation and Design Phase

A detailed evaluation is currently underway and involves
assessing the impact on financial reporting, information
technology and systems, financial reporting expertise,
accounting policies, internal controls over financial
reporting and disclosure controls, and developing
systems and accounting policies to address identified
issues. This phase will also involve a detailed analysis
of the differences between IFRS and Canadian GAAR
Significant increases in disclosure are anticipated and
the Fund and Trade Marks are identifying and assessing
these additional disclosure requirements. The Fund

and Trade Marks anticipate that there will be changes
in accounting policies and that these changes may
materially impact the financial statements. The full
impact on future financial reporting is not reasonably
determinable or estimable at this time. The transition
to IFRS is not expected to have an impact on the Fund’s
or Trade Marks’ operating results or cash flows.

Implementation and Review Phase

This phase will involve the execution of changes to

accounting policies and information systems and will
culminate in the collection of the necessary financial
information to compile IFRS financial statements and

audit committee approval of IFRS interim and annual
financial statements for 2011.

Differences between IFRS and Canadian GAAR in
addition to those referred to below, may still be identified
based on further detailed analysis by the Fund and Trade
Marks. The IASB currently has projects underway that
are expected to result in new pronouncements and as a
result, IFRS as at the transition date is expected to differ
from its current form. The final impact of IFRS on the
financial statements will only be determined once all
applicable standards at the conversion date are known.

The Fund and Trade Marks are progressing through their
assessment of the impacts of adopting IFRS based on
the standards as they currently exist, and identified the
following as having the greatest potential to impact its
accounting policies, financial reporting and information
systems requirements upon conversion to IFRS.

(a) Basis of Consolidation

Under Canadian GAAR Food Services consolidates Trade
Marks as the Fund and Food Services have determined
that Trade Marks is a VIE and that Food Services is the
“primary beneficiary” of Trade Marks. Under current
IFRS, there is no “variable interests” model to determine
which entities are consolidated. Consolidation is based
on “control” which is the ability to direct or dominate

an entity’s decision making, regardless of whether this
power is actually exercised. Therefore, based on the
current IFRS standards, the consolidation process may
change such that Trade Marks is consolidated with the
Fund, rather than Food Services. This position will need
to be reassessed when the revised IFRS standard is
issued.

(b) Related Party Transactions

IFRS will require more extensive disclosure of related
party transactions and balances between related
parties, which include the Fund, Trade Marks, the
Partnership and Food Services. Relationships with
parent companies and subsidiaries must be disclosed
irrespective of whether there have been transactions
between those related parties. Compensation of key
management personnel which is defined as persons
with authority and responsibility for planning, directing
and controlling the activities of the entity, directly or
indirectly, including, but not limited to, directors and
trustees, must be disclosed in aggregate. For each
related party transaction, the nature of the relationship
as well as information about the transactions and
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outstanding balances necessary for an understanding
of the potential effect of the relationship must be
disclosed. Significant additional note disclosures are
likely to be needed to comply with IFRS requirements.

(c) Impairment of Assets

Currently, the A&W trade-marks are classified as an
intangible asset with an indefinite life, and are carried
at cost. The carrying value is tested at least annually
for impairment, by comparing the carrying value to the
“fair value” determined using forecast future cash
flows, which is consistent with IFRS. For intangible
assets with a definite life and all tangible assets, IFRS
requires indicators of impairment to be considered at
each reporting date (i.e. quarterly) whereas, under
Canadian GAAR these assets are only required to be
tested for recoverability whenever events or changes
in circumstances indicate that their carrying value may
not be recoverable. Trade Marks’ intangible asset
impairment model may need to be revised to comply
with IFRS requirements. Impairment is not considered
a key risk, however, unlike Canadian GAAR impairment
losses may be reversed under IFRS. IFRS requires
significant additional disclosures in the event an
impairment loss is recorded or reversed.

(d) Financial Instruments

The Fund and Trade Marks have applied the new
Canadian GAAP standards in relation to the recognition,
measurement, presentation and disclosure of financial
instruments. Trade Marks uses the “short-cut” or “all
critical terms match” hedge effectiveness assessment
for the interest rate swap. The new Canadian GAAP
standards for financial instruments are aligned with
IFRS, therefore GAAP differences in this area are limited,
with the exception of the “short-cut” hedge effectiveness
assessment which does not exist under IFRS. The docu-
mentation of the hedge effectiveness has been revised
accordingly.

Expansion of the Royalty Pool

On January 5, 2009, the number of A&W restaurants
for which royalties are paid was increased by 17 new
restaurants less 8 restaurants which permanently
closed during 2008. Trade Marks paid Food Services
$3,513,000 by issuance of 308,419 Class B preferred
shares valued at $2,989,000 and 308,419 voting
common shares valued at $524,000 as initial

consideration for the estimated royalty stream from
the 9 net restaurants added to the Royalty Pool.

The final adjustment to the number of shares issued
was made in December 2009 based upon the actual
annual sales reported by the new restaurants. The
actual annual sales of the 17 new A&W restaurants
were $20,832,000 compared to the original estimate
of $19,664,000. As a result, additional consideration
of $269,000 was paid to Food Services by issuance of
23,612 Class B preferred shares valued at $229,000
and 23,612 voting common shares valued at $40,000.
The additional shares issued comprise an additional
payment of the Balance of the purchase price on the
acquisition of the A&W trade-marks and were recorded
as an additional cost of the A&W trade-marks. After this
adjustment, the Balance of the purchase price of the
A&W trade-marks was $413,000.

Subsequent to year end, the eighth adjustment to the
Royalty Pool took place on January 5, 2010. The number
of A&W restaurants in the Royalty Pool was increased
by 23 new restaurants less 8 restaurants which
permanently closed during 2009. The estimated annual
sales of the 23 new A&W restaurants are $24,879,000
and annual sales for the 8 permanently closed
restaurants were $2,817,000. The net sales of
$22,062,000 translate into estimated additional annual
royalty payments to the Partnership of $662,000 on
the basis of the royalty of 3% of sales. The initial
consideration for this estimated additional royalty stream
is $5,947,000, calculated by discounting the estimated
additional royalties by 7.5% and dividing the result by
the yield on the units of the Fund for the 20 trading days
ending October 26, 2009, or $14.30. The Partnership
paid Food Services $4,758,000 by issuance of 332,723
limited partnership units (LP units) to Food Services,
representing 80% of the initial consideration. $413,000
of the consideration or 28,933 of the LP units were
exchanged for 28,933 Class B preferred shares and
28,933 voting common shares of Trade Marks,
representing the final payment of the Balance of the
purchase price of the A&W trade-marks. The remaining
additional LP units were exchanged for 303,790 Class

A preferred shares and 303,790 non-voting common
shares of Trade Marks. The remaining 20% of the
consideration and a final adjustment to the consideration
based on the actual annual sales reported by the new
restaurants will be made in December 2010 by issuance
of additional LP units which may be exchanged for Class
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A preferred shares and non-voting common shares of and the remaining Balance of the purchase price has

Trade Marks. been paid in full.
After the January 5, 2010 adjustment to the Royalty Ownership Of The Fund
Pool, the number of restaurants in the Royalty Pool
increased to 700, Food Services owns the equivalent The ownership of the Fund, on a fully-diluted basis, is
of 43% of the units of the Fund on a fully-diluted basis as follows:

February 18 December 31 December 31

2010 @ 2009 2008
# % # % # %

Fund units held by
public unitholders 8,340,000 57.0 8,340,000 58.4 8,340,000 59.8

Trade Marks’ Class A
and Class B preferred
shares held by

Food Services: (2

Class A3 3,083,765 21.1 2,779,975 194 2,779,975 199
Class B @ 3,198,951 21.9 3,170,018 22.2 2,837,987 20.3
6,282,716  43.0 5,049,993 41.6 5,617,962 40.2

Total equivalent
units 14,622,716 100.0 14,289,993 100.0 13,957,962 100.0

(1) Represents the ownership of the Fund as at February 18, 2010 after the January 5, 2010 expansion of the
Royalty Pool.

(2) May be redeemed into A&W notes of Trade Marks on the basis of $10 principal amount of A&W notes for one
Class A or Class B preferred share and, in turn, one common share of Trade Marks and a $10 A&W note are
exchangeable for a unit in the Fund.

(3) Represents Food Services’ initial 25% equivalent ownership of the Fund and shares issued to Food Services
in connection with the annual adjustments to the Royalty Pool effective January 5, 2010.

(4) Represents Class B preferred shares issued to Food Services as consideration for annual adjustments to the
Royalty Pool.
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Selected Annual Information

The following selected annual information, other than
“Same store sales growth” and “Total distributable
cash available for distributions and dividends”, has
been prepared in accordance with GAAP and all dollar

(dollars in thousands except per unit amounts)

amounts are reported in Canadian currency. With the

exception of same store sales growth, 2009, 2008 and

2007 results are not directly comparable to each other

due to the different number of restaurants in the Royalty

Pool in each year.

2009 2008 2007
Same store sales growth (1) 1.5% 7.3% 3.7%
Number of restaurants in the Royalty Pool 685 676 660
Sales reported by the restaurants in
the Royalty Pool $736,209 $710,479  $638,750
Royalty income $22,08 $21,314 $ 19,163
Total distributable cash available for
distributions and dividends $ 20,912 $20,257 $ 18,210
Distributions declared per unit $ 1.472 $ 1.472 $ 1.307
Net earnings of the Fund $11,624 $11,869 $ 10,610
Basic and diluted earnings per unit $ 1394 $ 1423 $ 1.272
Total assets of the Fund $ 76,485 $ 76,974 $ 77,719
Trade Marks’ term loan $ 9990 $ 9,981 $ 9,99
Trade Marks’ Class A and Class B preferred
shares owned by Food Services $63,83 $60,617 $ 55,219

(1) Same store sales growth is not an earnings measure recognized by GAAP and therefore may not be comparable to

similar measures presented by other issuers. This information is provided as it is a key driver of growth in the

Fund. See “Same Store Sales Growth”.

(2) Distributable cash is not an earnings measure recognized by GAAP and therefore may not be comparable to similar

measures presented by other issuers. This information is provided as it identifies the amount of actual cash
available to pay distributions to unitholders and dividends to Food Services. See “Distributable Cash”.
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Summary of Quarterly Results

The following selected quarterly results, other than with GAAP and all dollar amounts are reported in
“Distributable cash” and “Distributable cash per Canadian currency.
equivalent unit”, have been prepared in accordance

(dollars in thousands except units and per unit amounts)

Q4 2009 Q3 2009 Q2 2009 Q1 2009
Number of restaurants in the
Royalty Pool 685 685 685 685
Royalty income $ 7181 $ 5408 $ 5,115 $ 4,382
The Fund’s interest income $ 2849 $ 2,063 $ 2,063 $ 1,990
The Fund’s net earnings $ 4010 $ 2698 $ 25646 $ 2,370
Basic and diluted earnings per unit $ 0.481 $ 0.324 $ 0.305 $ 0.284
Distributable cash (1) $ 6,831 $ 5,218 $ 4,899 $ 3,964
Number of equivalent units 14,289,993 14,289,993 14,289,993 14,289,993
Distributable cash per
equivalent unit (@) $ 0478 $ 0365 $ 0.343 $ 0.277
Distributions declared $ 4370 $ 2652 $ 348 $ 1,768
Monthly distributions declared
per unit (8,340,000 units) $ 0.424 $ 0.318 $ 0.318 $ 0.212
Special distributions declared per unit $ 0.100 - $ 0.100 -
Number of days in the quarter 116 84 84 81
Q4 2008 Q3 2008 Q2 2008 Q1 2008
Number of restaurants in the
Royalty Pool 676 676 676 676
Royalty income $ 6,991 $ 5,257 $ 4910 $ 4,156
The Fund’s interest income $ 2817 $ 2,057 $ 2,059 $ 2,033
The Fund’s net earnings $ 3981 $ 2694 $ 2521 $ 2,673
Basic and diluted earnings per unit $ 0477 $ 0.323 $ 0.302 $ 0.321
Distributable cash (1) $ 6,614 $ 5111 $ 4,747 $ 3,785
Number of equivalent units 13,957,962 13,957,962 13,957,962 13,957,962
Distributable cash per
equivalent unit () $ 0.474 $ 0.366 $ 0.340 $ 0.271
Distributions declared $ 4370 $ 2652 $ 2652 $ 2,602
Monthly distributions declared
per unit (8,340,000 units) @ $ 0424 $ 0318 $ 0.318 $ 0.212
Special distributions declared per unit $ 0.100 - - $ 0.100
Number of days in the quarter 115 84 84 83

(1) Distributable cash is not an earnings measure recognized by GAAP and therefore may not be comparable to similar
measures presented by other issuers. This information is provided as it identifies the amount of actual cash
available to pay distributions to unitholders and dividends to Food Services. See “Distributable Cash”.

(2) The distribution for December of each year, which is paid on January 31 of the following year, is declared and
recorded in the year in which it is earned. Therefore, four monthly distributions are declared in the fourth quarter
of each year, and two monthly distributions are declared in the first quarter of each year.
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Same Store Sales Growth

The source of revenue for Trade Marks is through the
royalty income that the Partnership receives from Food
Services. Royalty income is equal to 3% of sales of the
A&W restaurants in the Royalty Pool. Therefore, same
store sales by A&W restaurants is a key performance
indicator for Trade Marks and the Fund. Same store
sales growth is the change in sales of A&W restaurants
in the Royalty Pool that operated during the entire 13
4-week periods of both the current year and the prior
year.

10%

Same store sales growth was +0.03% for the fourth
quarter of 2009 compared to the same quarter of 2008,
and +1.5% for the full year compared to 2008. Same
store sales growth has now been positive for seven
consecutive years.

The following chart shows the percentage change in
same store sales by A&W restaurants for the eight
most recently completed quarters:

2008 2008 2008 2008
Q1 Q2 Q3 Q4
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Results of Operations

Income

During the fourth quarter of 2009, the Fund earned
interest income from Trade Marks on the A&W notes

of $2,849,000, an increase of $32,000 from the same
quarter of 2008 due to the difference in the number

of days in the quarter. Interest income for the full year
2009 was $8,965,000, compared to $8,966,000 for
2008.

The Fund’s share of Trade Marks’ earnings was
$1,144,000 for the fourth quarter and $2,340,000 for
the full year compared to $1,122,000 for the quarter
and $2,255,000 for the full year last year. The Fund’s
ownership interest in Trade Marks was 58.4% in 2009
and 59.8% in 2008. Trade Marks’ income and expenses
are discussed in detail below.

In accordance with GAAP a dilution gain of $319,000
was recognized in 2009 due to the value ascribed to the

(dollars in thousands)

332,031 common shares issued by Trade Marks to Food
Services as consideration for the seventh Royalty Pool
adjustment on January 5, 2009. The dilution gain
recognized in 2008 was $648,000.

Royalty income earned by Trade Marks from Food
Services in the fourth quarter was $7,181,000 based
on sales of $239,385,000 reported by the A&QW
restaurants in the Royalty Pool. This was an increase of
2.7% over royalty income of $6,991,000 and sales of
$233,032,000 during the same quarter of 2008.
Royalty income for the year was $22,086,000 based on
sales of $736,209,000, an increase of 3.6% over royalty
income of $21,314,000 and sales of $710,479,000 for
2008. These increases are due to the combined impact
of the additional net nine restaurants in the Royalty Pool
and the same store sales growth.

Expenses and Taxes

The Fund had no direct expenses while Trade Marks’
expenses were as follows:

Q4 Q4 Year end Year end

2009 2008 2009 2008

$ $ $ $

General and administrative 167 179 647 504

Amortization of deferred

financing fees 3 2 9 11

Interest on term loan 184 180 581 580

Interest income (1) (25) (11) (96)

Interest on A&W notes 2,849 2,817 8,965 8,966
Dividends on Class A and

Class B preferred shares (1) 2,050 1,922 6,396 6,039
Provision for (recovery of)

current income taxes - 43 (43) 43
Provision for (recovery of)

future income taxes (40) (8) 1,514 1,494

(1) As required by GAAR the dividends are classified as interest expense and accrued accordingly.
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General and administrative expenses in the fourth
quarter, including expenses for the Fund under the
administration agreement between Trade Marks and the
Fund, decreased by $12,000 to $167,000, compared
to $179,000 in the fourth quarter of 2008. General
and administrative expenses for 2009 increased by
$143,000 to $647,000, compared to $504,000 for
2008. The increased expenses in 2009 resulted from
professional services associated with the internal
reorganization of Trade Marks involving the creation

of the Partnership.

Trade Marks’ interest expense on its term loan was
$184,000 for the fourth quarter and $581,000 for the
full year 2009 compared to $180,000 for the quarter
and $580,000 last year. Interest income for the quarter
decreased from $25,000 last year to $1,000 this year,
and for the full year decreased from $96,000 last year
to $11,000 for 2009, due to lower interest rates.
Interest expense on the A&W notes was $2,849,000
for the quarter compared to $2,817,000 for the same
quarter last year, and $8,965,000 for 2009 compared
to $8,966,000 for 2008. The higher interest on the
A&W notes for the fourth quarter was due to the
difference in the number of days in the quarter.

The Class A and Class B preferred shares entitle Food
Services to a fixed cumulative preferential cash dividend
at a rate of $1.075 per share per annum. In accordance
with GAAR the cumulative dividends are treated for ac-
counting purposes by Trade Marks as interest expense
and, as such, are accrued and deducted to arrive at net
earnings. Accrued Class A and Class B preferred share
dividends were $2,050,000 for the quarter and
$6,396,000 for the year compared to $1,922,000 for
the quarter and $6,039,000 last year. The increase of
$128,000 for the quarter and $357,000 for the year
was due to the additional Class B preferred shares
issued for the January 5, 2009 Royalty Pool adjustment.

Current income taxes for 2009 are a recovery of
$43,000 due to a taxable loss for 2009 carried back
to 2008. Future income taxes, a non-cash expense,
were $1,514,000 for 2009 compared to $1,494,000
for 2008.

Net Earnings and Comprehensive Earnings

The Fund’s net earnings for the quarter were $4,010,000
or 48.1¢ per unit compared to $3,981,000 or 47.7¢

for the same quarter in 2008. The Fund’s net earnings
for 2009 were $11,624,000 or $1.394 per unit

compared to $11,869,000 or $1.423 for the prior year.
The $245,000 decrease in the Fund’s net earnings was
due to a $329,000 decrease in the Fund’s dilution
gain, less an increase in Trade Marks’ earnings and
corresponding equity pick-up of the earnings by the Fund.

Trade Marks’ net earnings for the quarter were
$1,962,000 compared to $1,881,000 for the same
quarter in 2008. Trade Marks’ net earnings for 2009
were $4,007,000 compared to $3,773,000 for 2008.
The increase of $81,000 for the quarter and $234,000
for the year was due to higher royalty income, offset by
higher interest expense and general and administrative
expenses.

In accordance with CICA Handbook Section 3865
“Hedges”, Trade Marks recorded other comprehensive
income of $116,000 in the quarter compared to other
comprehensive losses of $314,000 in the same quarter
last year, to reflect the change in the fair value of the
interest rate swap agreement, net of tax. For the full
year 2009, other comprehensive income was $266,000
compared to other comprehensive losses of $566,000
for 2008. Trade Marks’ comprehensive earnings were
$2,078,000 for the quarter and $4,273,000 for the
year, compared to $1,567,000 for the quarter and
$3,207,000 for 2008. Accumulated other
comprehensive losses as at December 31, 2009 were
$300,000 compared to $566,000 at the end of 2008.

The Fund’s share of Trade Marks’ other comprehensive
income was $68,000 for the quarter compared to other
comprehensive losses of $187,000 for the fourth
quarter of 2008. For the full year 2009, the Fund
recorded other comprehensive income of $163,000
compared to a loss of $338,000 for 2009. The Fund’s
comprehensive earnings were $4,078,000 for the
quarter and $11,787,000 for 2009, compared to
$3,794,000 for the quarter and $11,531,000 for 2008.
Accumulated other comprehensive losses as at
December 31, 2009 were $175,000 compared to
$338,000 at the end of 2008.

Distributable Cash

The distributable cash measure is provided as it
identifies the amount of actual cash available to pay
distributions to unitholders and dividends to Food
Services. Distributable cash is not an earnings
measure recognized by GAAP and therefore may not
be comparable to similar measures presented by
other issuers.
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The table below reconciles distributable cash to the

activities including changes in non-cash working capital

most directly comparable measure calculated in balances.
accordance with GAAR cash flows from operating
(dollars in thousands except units and per unit amounts)
Q4 Q4 Year end Year end
2009 2008 2009 2008
Trade Marks’ cash flow from
operating activities $ 1668 $ 1603 $ 5369 $ 5,153
Add:

Changes in accrued dividends 98 115 - -

Dividends on Class A and Class B

preferred shares 2,050 1,922 6,396 6,039

Changes in non-cash working capital 166 157 182 125

Financing fees - - - (26)
Distributable cash — Trade Marks 3,982 3,797 11,947 11,291
The Fund’s cash flow from
operating activities 2,967 2,973 8,963 8,968
Add:

Changes in non-cash working capital (118) (156) 2 (2)
Distributable cash — the Fund 2,849 2,817 8,965 8,966
Total distributable cash $ 6,831 $ 6,614 $ 20,912 $ 20,257
Cumulative surplus — beginning
of period 4,102 4,222 3,828 4,117
Distributable cash for unitholders at
current annual distribution rate
(2009 - $1.272 per unit,

2008 - $1.272 per unit) (3,371) (3,333) (10,608) (10,608)
Distributable cash for Food Services

at current annual distribution rate

(2009 - $1.272 per share,

2008 - $1.272 per share) (2,425) (2,275) (7,568) (7,1406)
Special distributions paid to

unitholders ($0.20 per unit) (834) (834) (1,668) (1,668)
Equivalent special dividends paid to

Food Services ($0.20 per share) (597) (566) (1,190) (1,124)
Cumulative surplus — end of period $ 3,706 $ 3,828 $ 3,706 $ 3,828
Distributable cash per equivalentunit ¢ 0.478 $ 0.474 $ 1.463 $ 1.451
Number of equivalent units 14,289,993 13,957,962 14,289,993 13,957,962
Monthly distributions declared

per unit (8,340,000 units) $ 0.424 $ 0.424 $ 1.272 $ 1.272
Special distributions declared

per unit (8,340,000 units) $ 0100 $ 0.100 $ 0.200 $ 0.200
Payout ratio (excluding

special distributions) 88.7% 89.5% 86.9% 87.7%
Payout ratio (including

special distributions) 109.6% 110.5% 100.6% 101.4%
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Distributable cash is calculated as the combined
operating cash flows of the Fund and Trade Marks (which
includes the Partnership), adjusted for the dividends on
Trade Marks’ Class A and Class B preferred shares,
financing fees and changes in non-cash working capital.
Dividends on Trade Marks’ Class A and Class B
preferred shares are added back in order to show the
total distributable cash available to pay distributions to
unitholders and dividends to Food Services on a fully-
diluted basis. Changes in non-cash working capital are
excluded as Trade Marks’ and the Fund’s working capital
requirements are not permanent and are primarily due
to the timing of payments between related parties. No
deduction is made for capital expenditures as neither
the Fund nor Trade Marks have any capital expenditures.
There are no restrictions on distributions arising from
compliance with financial covenants.

With respect to the guidance issued by the CICA on
the measurement and disclosure of distributable cash
in income trusts and other flow-through entities, the
Fund and Trade Marks believe that this Management
Discussion and Analysis provides appropriate
disclosure to unitholders.

Total distributable cash generated was $6,831,000
for the quarter and $20,912,000 for the full year
compared to $6,614,000 for the same quarter in 2008
and $20,257,000 for 2008. The increase of $217,000
for the quarter and $655,000 for the year was due to
the increase in royalty income less higher general and
administrative costs discussed previously.

Distributable cash for unitholders increased by $38,000
to $3,371,000 for the fourth quarter due to the change
in the number of days in the quarter. Distributable cash
for unitholders for 2009 and 2008 was the same based
on the current annual distribution rate of $1.272 per
unit for both years.

Distributable cash for dividends to Food Services
increased by $150,000 to $2,425,000 for the quarter
and by $422,000 to $7,568,000 for the year. The
increase was due to the additional common and Class
B preferred shares issued to Food Services for the
January 5, 2009 adjustment to the Royalty Pool.

The amount of cash distributed in the quarter to
unitholders and Food Services in monthly distributions
and dividends was $0.424 per equivalent unit compared
to distributable cash generated of $0.478. Monthly
distributions and dividends for 2009 were $1.272

per equivalent unit compared to distributable cash
generated of $1.463. In addition, two Special
Distributions of $834,000 or $0.100 per unit each
were paid to unitholders in 2009 and two equivalent
special dividends of $595,000 or $0.100 per common
share each were paid to Food Services, bringing the
total amount of cash distributed in 2009 to $1.472
per equivalent unit.

At the end of the year there was a cumulative surplus
of distributable cash of $3,706,000 compared to a
cumulative surplus of $3,828,000 at the end of 2008.

A&W REVENUE ROYALTIES INCOME FUND 2009 ANNUAL REPORT TO UNITHOLDERS 21



Distributions to Unitholders

Distributions declared in 2009 were as shown in the and recorded for income tax purposes in 2009, the
table below. period in which it was earned.

The December 2009 distribution of $884,000 which On February 2, 2010, the Fund declared the January
was declared on December 11, 2009 and paid on 2010 monthly distribution to unitholders of $0.106
January 29, 2010 is reported as a current liability as per unit or $884,000, payable on February 26, 2010
at December 31, 2009. This distribution was declared to unitholders of record as at February 15, 2010.

(dollars in thousands except per unit amounts)

Declaration date Payment date Amount Per unit
January 2009 February 2, 2009 February 27,2009 $ 884 $ 0.106
February 2009 March 3, 2009 March 31, 2009 884 0.106
March 2009 April 1, 2009 April 30, 2009 884 0.106
Special Distribution  April 28, 2009 May 29, 2009 834 0.100
April 2009 May 4, 2009 May 29, 2009 884 0.106
May 2009 June 2, 2009 June 30, 2009 884 0.106
June 2009 July 3, 2009 July 31, 2009 884 0.106
July 2009 August 5, 2009 August 31, 2009 884 0.106
August 2009 September 2, 2009 September 30, 2009 884 0.106
September 2009 October 1, 2009 October 30, 2009 884 0.106
October 2009 November 3, 2009  November 30, 2009 884 0.106
Special Distribution  November 3,2009  November 30, 2009 834 0.100
November 2009 December 2,2009  December 31, 2009 884 0.106
December 2009 December 11, 2009 January 29, 2010 884 0.106

$ 12276 $ 1.472
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Tax Treatment of Distributions

Of the $1.472 per unit in distributions declared in 2009,
$1.075 per unit or 73.0% will be taxable to unitholders
as other investment income and $0.397 per unit or
27.0% will be designated as non-eligible dividends.

Dividends on Trade Marks’ Common Shares

During the year, Trade Marks declared dividends on its
voting common shares totaling $5,673,000 or $0.397
per share (2008 - $5,541,000 or $0.397 per share), of
which $3,311,000 (2008 - $3,311,000) was earned by
the Fund and $2,362,000 (2008 - $2,230,000) was
earned by Food Services.

On February 2, 2010, Trade Marks declared a dividend
on its voting and non-voting common shares of
$240,000 or $0.0164 per share, payable to Food
Services and the Fund on February 26, 2010.

Dividends on Trade Marks’ Class A and Class
B Preferred Shares

During the year, Trade Marks declared dividends on

its Class A and Class B preferred shares totaling
$6,396,000 or $1.075 per share (2008 - $6,039,000
or $1.075 per share). The December 2009 dividend
of $533,000 (2008 - $503,000) was declared on
December 11, 2009 and paid to Food Services on
January 29, 2010 and is reported as a current

liability of Trade Marks at December 31, 2009.

On February 2, 2010, Trade Marks declared dividends
on Class A and Class B preferred shares of $563,000
or $0.0896 per share, payable to Food Services on
February 26, 2010.

Seasonality

Sales in the quick service restaurant industry fluctuate
seasonally. In freestanding restaurants, weather impacts
sales. In shopping centres, sales fluctuate due to higher
traffic during the back-to-school and Christmas shopping
seasons.

Liquidity and Capital Resources

The Fund expects to have sufficient financial resources
to pay ongoing future distributions as it receives income
by way of interest on the A&W notes and dividends on
its common shares of Trade Marks.

Trade Marks expects to have sufficient financial
resources to fund its working capital requirements and
to meet its cash flow needs including ongoing common
share dividends. Trade Marks has a $2,000,000
demand operating loan facility with HSBC Bank Canada
(the Bank) to fund working capital requirements and for
general corporate purposes. Amounts advanced under
the facility bear interest at bank prime rate plus 0.5%
and are repayable on demand. As at December 31,
20009, the full amount of the facility was available.

Trade Marks has a $10,000,000 term loan with the
Bank. The term loan is repayable on February 18, 2011
and bears interest at bank prime rate plus between
0.0% and 0.5% depending on specified financial ratios.
Interest only is payable monthly, provided that 12 month
trailing earnings before interest, taxes, depreciation
and amortization (EBITDA) at any time are not less than
$10,000,000. In the event that EBITDA is less than
$10,000,000, the term loan will be fully amortized over
the remaining term and repayment will be by way of
blended monthly instalments of principal and interest.
Trailing EBITDA as at December 31, 2009 was
$21,439,000.

Trade Marks uses an interest rate swap agreement to
manage risks from fluctuations in interest rates. As a
result, the term loan bears interest at 5.82% per annum,
of which 4.42% per annum is fixed under an interest
rate swap agreement that matures February 18, 2011
and 1.40% per annum is subject to annual review by the
Bank. The interest rate swap agreement is considered
to be a cash flow hedge and in accordance with CICA
Handbook Section 3865 “Hedges”, qualifies for hedge
accounting. Changes in the fair value of the interest rate
swap agreement, to the extent it is an effective hedge,
are recorded in other comprehensive income (loss) and
are only recognized in earnings when the hedged item is
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realized. Any ineffectiveness in the hedging relationship
is recognized in earnings immediately.

The fair value of the interest rate swap as at December
31, 2009 is $370,000 unfavourable (2008 - $703,000
unfavourable) and the change in fair value is recorded in
other comprehensive income, net of income taxes.

A general security agreement over the assets of Trade
Marks was provided as collateral for the demand
operating loan facility and term loan. The Partnership
has provided its guarantee in favour of the Bank of all
of the indebtedness, covenants and obligations of
Trade Marks to the Bank.

Payments due by period:

(dollars in thousands)

Total $ 10,000
Less than 1 year -
1-3years $ 10,000
4 -5 years -

Term Loan

After 5 years -

The A&W notes, issued by Trade Marks and held by the
Fund, amount to $83,399,000, bear interest at a fixed
rate of 10.75% per annum and mature on February 15,
2034. Interest only is payable monthly in arrears.

The Fund and Trade Marks have no other contractual
or purchase obligations except as described under
the section Related Party Transactions and Balances.
The Fund and Trade Marks do not have any capital
expenditures; their operating and administrative
expenses are expected to be stable and reasonably
predictable and are considered to be in the ordinary
course of business.

Off-Balance Sheet Arrangements

The Fund and Trade Marks have no off-balance sheet
arrangements.

Related Party Transactions and Balances

Trade Marks’ interest expense and the Fund’s interest
income on the A&W notes for the year was $8,965,000
(2008 - $8,966,000), of which $761,000 (December
31, 2008 - $759,000) is receivable by the Fund from
Trade Marks at December 31, 2009. Interest expense
on the A&W notes for the quarter was $2,849,000
(2008 - $2,817,000).

Royalty income of $22,086,000 (2008 - $21,314,000)
was earned by Trade Marks from Food Services, of
which $1,992,000 (December 31, 2008 - $1,890,000)
is receivable by Trade Marks at December 31, 2009.
Royalty income earned during the quarter was
$7,181,000 (2008 - $6,991,000).

As at December 31, 2009, $36,000 (December 31,
2008 - $36,000) is due to Trade Marks by the Fund,
without interest and on demand.

The Fund has entered into an administration
agreement with Trade Marks whereby Trade Marks,
at its expense, provides or arranges for the provision
of services required in the administration of the Fund.
In turn, Trade Marks has arranged for certain of these
services to be provided by Food Services at no cost
until 2011.

Other related party transactions and balances are
referred to elsewhere in this Management Discussion
and Analysis.

Critical Accounting Estimates

Trade Marks’ intangible assets consist of the A&W
trade-marks and are recorded at cost. Management
tests the intangible assets annually for impairment or
more frequently if events or changes in circumstances
indicate that the assets might be impaired. The
impairment test compares the carrying amount of
the intangible asset with its fair value, and an
impairment loss is recognized in income for the
excess, if any. Management believes that there

has been no impairment of the intangible assets
during the period ended December 31, 2009.

Financial Instruments

The Fund’s financial instruments consist of cash,
amounts due from Trade Marks, A&W notes receivable
from Trade Marks, distribution payable to unitholders,
and amounts due to Trade Marks. The Fund classifies
its financial instruments as follows:

« Cash, amounts due from Trade Marks and A&W
notes receivable as loans and receivables, which
are initially measured at fair value and subsequently
at amortized cost.

- Distribution payable to unitholders and amounts
due to Trade Marks as other financial liabilities,
which are measured at amortized cost.
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The Fund’s Trustees have oversight responsibilities for
risk management policies. The Board of Directors of
Trade Marks and the Fund’s Trustees closely monitor
the cash position and internal controls related to Trade
Marks, along with the level of distributions of the Fund.
The Fund, through interest payments and dividends from
Trade Marks, is expected to have sufficient financial
resources to pay future distributions.

Management estimates that the fair values of the
Fund’s financial instruments, except for the A&W notes
receivable from Trade Marks, approximate their carrying
values due to the short-term maturities of these
instruments. It is not practicable to determine the fair
value of the A&W notes receivable from Trade Marks
given the many terms and conditions that would
influence such a determination.

The Fund is exposed to credit risk arising from the
concentration of the amounts due from Trade Marks.
Trade Marks is the Fund’s primary source of cash to
fund distributions to Unitholders. Trade Marks is
dependent, through the Partnership, on the royalty of
3% of sales reported to Food Services by A&W
restaurants in the Royalty Pool as its main source of
revenue.

Monthly cash distributions to Unitholders are the primary
source of liquidity risk pertaining to the Fund. This risk is
assessed as low due to the stable nature of income the
Fund receives from the investment in Trade Marks and
the Trustees’ ability to reduce future distributions if
necessary. The Fund’s investment in A&W notes
receivable from Trade Marks earns interest at 10.75%
per annum. Additionally, the Fund manages liquidity risk
by actively monitoring forecast and actual cash flows.

The Fund is not exposed to interest rate risk as all of the
Fund’s financial instruments are non-interest bearing,
except for the A&W notes receivable from Trade Marks
which bear a fixed rate of interest as disclosed
previously and cash which earns interest at market
rates.

Trade Mark’s financial instruments consist of cash and
cash equivalents, accounts receivable, accounts payable
and accrued liabilities, dividends payable, term loan,
A&W notes payable and Class A and Class B preferred
shares.

Trade Marks classifies its financial instruments as
follows:

Cash and cash equivalents and accounts receivable
as loans and receivables, which are initially measured
at fair value and subsequently at amortized cost.

+ Accounts payable and accrued liabilities, dividends
payable, term loan, A&W notes payable and Class A
and Class B preferred shares as other financial
liabilities, which are measured at amortized cost.

Management estimates that the fair values of cash and
cash equivalents, accounts receivable, accounts payable
and accrued liabilities and dividends payable
approximate their carrying values given the short term to
maturity of these instruments. The fair value of the term
loan approximates its carrying value due to the floating
interest rate. The fair value of the interest rate swap is
$370,000 unfavourable. It is not practicable to deter-
mine the fair value of the A&W notes payable and the
Class A and Class B preferred shares given the many
terms and conditions that would influence such a
determination.

The company’s exposure to credit risk is as indicated
by the carrying amount of its accounts receivable. The
majority of accounts receivable relates to royalties due
to the Partnership from Food Services.

Monthly interest payments on the A&W notes payable
to the Fund and dividends on the Class A and Class B
preferred shares held by Food Services are the primary
source of liquidity risk. The company’s primary source
of funds to pay the interest and dividends is the
partnership distribution it receives from the Partnership.
The Partnership’s primary source of funds to pay the
partnership distribution is the 3% royalty income the
Partnership receives from Food Services. Additionally,
Trade Marks manages liquidity risk by actively monitoring
forecast and actual cash flows.

The term loan bears a floating rate of interest as
disclosed previously. The company has used an interest
rate swap to fix the rate of interest on the term loan.
The A&W notes payable and Class A and Class B
preferred shares bear fixed rates of interest as
disclosed previously. Cash and cash equivalents earn
interest at market rates. All of the company’s other
financial instruments are non-interest bearing.
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Capital Disclosure

The Fund’s capital currently consists of unitholders’
equity. The Fund’s capital management objective is

to have sufficient cash to pay distributions to its unit-
holders. The Fund manages its capital structure and
makes adjustments to it in light of changes in economic
conditions and the risk characteristics of the underlying
assets. In order to maintain or adjust the capital
structure, the Fund may adjust the amount of
distributions paid to its unitholders.

Trade Marks’ capital currently consists of shareholders’
deficiency plus the Class A and Class B preferred
shares. Trade Marks’ capital management objectives
are to have sufficient cash and cash equivalents to pay
dividends on its common and preferred shares to its
shareholders, after satisfaction of its debt service and
income tax obligations, provisions for administration
expenses of Trade Marks and the Fund, and retention
of reasonable working capital reserves. Trade Marks
manages its capital structure and makes adjustments
to it in light of changes in economic conditions and the
risk characteristics of the underlying assets. In order to
maintain or adjust the capital structure, Trade Marks
may adjust the amount of dividends paid to
shareholders.

Disclosure Controls

Disclosure controls and procedures have been
established to provide reasonable assurance that all
relevant information is gathered and reported to senior
management, including the Chief Executive Officer (CEO)
and the Chief Financial Officer (CFO) of the Fund and
Trade Marks and the CEO and CFO of Food Services,

on a timely basis so that appropriate decisions can

be made regarding public disclosure.

An evaluation of the effectiveness of the Fund’s
disclosure controls and procedures, as defined in
Multilateral Instrument 52-109 issued by the Canadian
Securities Administrators, was carried out under the
supervision of and with the participation of management,
including the CEO and CFO. Based upon that evaluation,
the CEO and the CFO have concluded that the design
and operation of these disclosure controls and
procedures were effective in providing reasonable
assurance that (i) information required to be disclosed
by the Fund in its annual filings, interim filings or other
reports filed or submitted by it under applicable

securities legislation is recorded, processed,
summarized and reported within the prescribed time
periods, and (ii) material information regarding the
Fund is accumulated and communicated to the Fund’s
management, including its CEO and CFO in a timely
manner.

Internal Control Over Financial Reporting

The CEO and the CFO have designed, or caused to be
designed under their supervision, internal controls over
financial reporting to provide reasonable assurance
regarding the reliability of the Fund’s and Trade Marks’
financial reporting and the preparation of its financial
statements for external purposes in accordance with
GAAR

Management conducted an evaluation of the
effectiveness of its controls over financial reporting

on a risk based approach using the elements of the
framework in “Internal Control — Integrated Framework”
issued by the Committee of Sponsoring Organizations
of the Treadway Commission (COSO), and COSQ’s
guidance on how to apply the framework to smaller
companies. Because of its inherent limitations, internal
control over financial reporting may not prevent or
detect misstatements. Therefore, even those systems
determined to be effective can provide only reasonable
assurance with respect to financial statement
preparation and presentation.

Based on management’s assessment, the Fund
concluded that its internal control over financial reporting
was effective as at December 31, 2009. There have
been no material changes to the internal controls during
the period covered by this Management Discussion and
Analysis that have had a material effect on the Fund’s
internal control over financial reporting.

Risks and Uncertainties

Federal Tax Announcement

On June 12, 2007, Bill C-52 passed third reading in
the House of Commons (the SIFT Rules). In part, The
SIFT Rules impose a new tax on certain flow-through
entities, referred to as “specified investment flow-
through entities” (SIFTS), which includes income trusts.
The SIFT Rules mean that income earned by the Fund
will become taxable in a manner similar to income
earned by a corporation.
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The application of the SIFT Rules is delayed to the
2011 taxation year for trusts that were publicly traded
prior to November 1, 2006. Provided the Fund is not
considered to have undergone an “undue expansion”
during the interim period, the Fund will be subject to
taxation beginning January 1, 2011 and cash available
for distributions to unitholders will be reduced by the
amount of income tax paid or payable by the Fund.
Financial statement earnings will also be significantly
affected.

Effective June 12, 2008, income trusts and SIFTS are
required to recognize future income taxes based on
temporary differences that are expected to reverse after
2011. The Fund’s and Trade Marks’ structure means
that Trade Marks has already been accounting for future
income taxes, and there is no impact on the Fund'’s
financial statements.

Management has carried out a detailed analysis
concerning the impact of the SIFT Rules upon the

Fund, the amounts it may have available for distribution
to unitholders under the SIFT Rules and the various
structures that might be adopted by the Fund as a result
of the SIFT Rules. Management also obtained the advice
of its tax and legal advisors with respect to the impact
of the SIFT Rules upon the Fund, and the alternative
strategies and structures that could be proposed by

the Fund as a result of the SIFT Rules.

Management continues to evaluate the various
structures and/or possible modifications to the Fund’s
existing structure for the Fund to adopt when the SIFT
Rules become applicable at the beginning of 2011.

No determination regarding a change to the current
trust structure has been made by the Trustees at this
time. If the Trustees decide, in the future, to change the
Fund’s existing structure, the Fund would issue a news
release with details of the proposed changes at that
time.

The Restaurant Industry

The net earnings and distributable cash generated by
the Fund is directly dependent upon the interest income
and dividends it receives from Trade Marks, and the
amount of its income tax obligations. The net earnings
and distributable cash generated by Trade Marks

is entirely dependent on the royalty the Partnership
receives from Food Services, its operating costs, and
Trade Marks’ income tax obligations. The growth of the
royalty is dependent upon the ability of Food Services

to (i) grow same store sales, (ii) maintain and grow the
current system of franchises, (iii) locate new retail sites
in prime locations and (iv) obtain qualified operators to
become A&W franchisees.

Sales are subject to a number of factors that affect

the restaurant industry generally and the quick service
segment of this industry in particular, including the
highly competitive nature of the industry, traffic patterns,
demographic considerations and the type, number and
proximity of competing quick service restaurants. Any
significant event that adversely affects consumption

of hamburgers, chicken, fries and soft drinks, such as,
increased food and labour costs, changing tastes or
health concerns, publicity from any food borne illness,
the availability of experienced management and hourly
employees, and government regulations concerning
smoking bans, menu labelling or disclosure and drive-
thru restrictions, could adversely impact the sales

of A&W restaurants and consequently, the amount

of the royalty payable to the Partnership. Economic
conditions, unemployment, changes in disposable
consumer income, and a disease outbreak, could
adversely impact consumer visits to restaurants and
consequently, sales in A&W restaurants and royalty
income for the Partnership. The proposed harmonization
of GST with provincial sales taxes in British Columbia

in 2010 will effectively add a new 7% tax on restaurant
meals in this province. While not announced, the
potential future harmonization in Saskatchewan would
also effectively add a new tax on restaurant meals in
Saskatchewan. In addition, the proposed harmonization
of GST with provincial sales taxes in Ontario and British
Columbia could adversely affect disposable consumer
income and consequently consumer visits to restaurants
in general and the sales of A&W restaurants in
particular, and the amount of royalty payable to the
Partnership.

Food Services competes with other companies, including
other well-capitalized franchisors with extensive financial,
technological, marketing and personnel resources and
high brand name recognition and awareness. There can
be no assurance that Food Services will be able to
respond to various competitive factors affecting the
franchise operations of Food Services in the quick
service restaurant industry.

Food Services faces competition for retail locations and
franchisees from its competitors and from franchisors of
other businesses. Food Services' inability to success-
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fully obtain qualified franchisees could adversely affect
its business development. The opening and success
of franchised restaurants is dependent on a number
of factors, including availability of suitable sites,
negotiations of acceptable lease or purchase terms
for new locations, permits and government regulatory
compliance, availability of financing and the ability to
meet construction schedules. A&W franchisees may not
have all these business abilities or access to financial
resources necessary to open an A&W restaurant or to
successfully develop or operate an A&W restaurant in
their franchise areas in a manner consistent with Food
Services' standards.

Food Services and A&W franchisees may be the
subject of complaints or litigation from guests alleging
food-related illnesses, injuries suffered on the premises
or other food quality, health or operational concerns.
Adverse publicity resulting from such allegations

may materially affect the sales of A&W restaurants,
regardless of whether such allegations are true or
whether Food Services or an A&W franchisee is
ultimately held liable.

Outlook

The current slowing of the foodservice industry
continues to affect sales in A&W restaurants. This is
expected to continue until the overall economy and in
particular, employment recovers. A&W plans to continue
to respond tactically to market conditions, as well as
continuing to focus on building the A&W brand through
successful advertising and marketing campaigns, menu
innovation, facilities design and expanding to serve
customers in new markets. A&W is a strategy driven
company whose mission is “to make A&W the number
one national burger choice for baby boomers and the
fastest growing and most successful burger businesses
in Canada.”

The launch of the Cheddar Bacon Uncle Burger and the
limited time offer of the Sirloin Baby Burger Twins in
2009 along with new advertising campaigns extended

A&W'’s reputation as having the best tasting hamburgers
in Canada. The Uncle Burger and the Baby Burger Twins
are unique products featuring real sirloin.

The Cruisin’ the Dub program was a success again in
the summer of 2009, with over 3,700 events held at
A&W restaurants across Canada. On August 27th, 2009,
A&W held its first national Cruisin' for a Cause Day to
benefit the Multiple Sclerosis Society of Canada (MS).
Cruisin' for a Cause is affiliated with A&W'’s Cruisin’ the
Dub program and it created an opportunity for Canadian
baby boomers who grew up enjoying warm summer
evenings in their cars at A&W drive-ins — often with the
radio blaring and trays of Teen Burgers, onion rings and
icy cold A&W Root Beer delivered by car hops — to revisit
those fond memories and support MS. One dollar from
every Teen Burger sold across the country went to MS
and the total amount raised was over $400,000.

Another strategic initiative underway is A&W'’s “next
generation” re-image program, to modernize and
enhance the appeal of A&W restaurants. This program
is planned to begin roll-out in 2010.

A&W opened 22 new restaurants in 2009, and in
2010 plans to continue to focus on expanding the
brand to more Canadians by building new restaurants
across Canada, with an emphasis on Ontario.

Forward Looking Information

Certain statements in this Management Discussion and Analysis
contain forward-looking information within the meaning of
applicable securities laws in Canada (forward-looking information).
The words “anticipates”, “believes”, “budgets”, “could”,

” o AT ” o«

“estimates”, “expects”, “forecasts”, “intends”, “may”, “might”,
“plans”, “projects”, “schedule”, “should”, “will”, “would” and
similar expressions are often intended to identify forward-looking
information, although not all forward-looking information contains

these identifying words.

The forward-looking information in this Management Discussion
and Analysis includes, but is not limited to: Food Services’
strategy and Mission “to make A&W the number one burger choice
for baby boomers and the fastest growing and most successful
burger businesses in Canada”; Food Services’ plans to respond
tactically to market conditions; Food Services’ plans to build the
A&W brand through advertising and marketing campaigns, menu

28 A&W REVENUE ROYALTIES INCOME FUND 2009 ANNUAL REPORT TO UNITHOLDERS



innovation, facilities design and expanding to serve customers in
new markets; Food Services’ plans to modernize and enhance
the appeal of A&W restaurants; Food Services’ plans to expand
the brand by building new restaurants in 2010 with emphasis on
Ontario; the Fund expects to have sufficient financial resources
to pay ongoing future distributions; Trade Marks expects to

have sufficient financial resources to fund its working capital
requirements and to meet its cash flow needs including ongoing
common share dividends; and, the operating and administrative
expenses of the Fund and Trade Marks are expected to be stable
and reasonably predictable.

The forecasts and projections that make up the forward-looking
information are based on assumptions which include, but are not
limited to: the general risks that affect the restaurant industry
will not arise including that there are no changes in availability of
experienced management and hourly employees and no material
changes in government regulations concerning smoking bans,
menu labelling and disclosure and drive-thru restrictions; no
publicity from any food borne iliness; no changes in competition;
no changes in the retail hamburger market including as a result
of changes in consumer taste or health concerns or changes in
economic conditions or unemployment or a disease outbreak;

no increases in food and labour costs; the continued availability
of quality raw materials; continued additional franchise sales

and maintenance of franchise operations; no closures of A&W
restaurants that materially affect the amount of the Royalty;
franchisees duly pay franchise fees and other amounts; no impact
on sales from harmonization of sales taxes in British Columbia
and Ontario; no harmonization of sales taxes in Saskatchewan;
no new or increased sales taxes; continued availability of key
personnel; no material litigation from guests alleging food-related
iliness, injuries suffered on the premises or other food quality,
health or operations concerns; continued ability to preserve
intellectual property; Food Services is able to grow same store
sales; Food Services is able to maintain and grow the current
system of franchises; Food Services is able to locate new retail
sites in prime locations; Food Services is able to obtain qualified
operators to become A&W franchisees; Food Services continues
to pay the Royalty; Trade Marks continues to pay its obligations
under the A&W Notes and pay dividends on the common shares
and the Fund continues to make distributions on its units; Trade
Marks can continue to comply with its obligations under its credit
arrangements; Trade Marks’ performance does not fluctuate such
that cash distributions are affected.

The forward-looking information is subject to risks, uncertainties
and other factors that could cause actual results to differ
materially from the results anticipated by the forward-looking
information. The factors which could cause results to differ

from current expectations include, but are not limited to: general
risks that affect the restaurant industry including changes in the
availability of experienced management and hourly employees
and changes in government regulations concerning smoking bans,
menu labelling and disclosure and drive-thru restrictions; publicity
from any food-borne illness; competition; changes in the retail

hamburger market including as a result of changes in consumer
taste and health concerns and changes in economic conditions
and unemployment and a disease outbreak; increases in food and
labour costs; dependence on the availability and quality of raw
materials; dependence on additional franchise sales and franchise
operations; the closure of A&W restaurants may affect the amount
of the Royalty; dependence on A&W franchisees’ ability to pay
franchise fees and other amounts; the impact of new or increased
or harmonization of sales taxes upon gross sales; dependence on
key personnel; material litigation from guests alleging food-related
iliness, injuries suffered on the premises or other food quality,
health or operations concerns; dependence on intellectual
property; Food Services’ ability to grow same store sales;

Food Services’ ability to maintain and grow the current system

of franchises; Food Services’ ability to locate new retail sites

in prime locations; Food Services’ ability to obtain qualified
operators to become A&W franchisees; dependence of the Fund
on Trade Marks, the Partnership and Food Services; dependence
of the Partnership on Food Services; risks related to leverage

and restrictive covenants; the risk that cash distributions are not
guaranteed and will fluctuate with the Partnership’s performance;
risks relating to the nature of units; risks relating to the distri-
bution of securities on redemption or termination of the Fund;

the Fund may issue additional Units diluting existing unitholders’
interests; changes in investment eligibility and penalties for
foreign property; and changes to the Canadian federal income tax
treatment of publicly listed trusts and other income tax matters,
all as more particularly described in this Management Discussion
and Analysis under the heading “Risks and Uncertainties” and in
the Fund’s Annual Information Form under the heading “Risk
Factors”.

All forward-looking information in this Management Discussion

and Analysis is qualified in its entirety by this cautionary statement
and, except as required by law, the Fund undertakes no obligation
to revise or update any forward-looking information as a result of
new information, future events or otherwise after the date hereof.
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A&W Revenue Royalties Income Fund
Management’s Responsibilities

The accompanying financial statements of A&W Revenue
Royalties Income Fund (the Fund) are the responsibility
of management and have been reviewed and approved
by the Trustees. The financial statements have been
prepared by management, in accordance with Canadian
generally accepted accounting principles and, where
appropriate, reflect management’s best estimates and
judgements. Management has also prepared financial
and all other information in the Annual Report and has
ensured that this information is consistent with the
financial statements.

The Fund maintains appropriate systems of internal
control, policies and procedures, which provide
management with reasonable assurance that assets
are safeguarded and the financial records are reliable
and form a proper basis for preparation of financial
statements for external purposes in accordance with
Canadian generally accepted accounting principles.

The Trustees ensure that management fulfills its
responsibilities for financial reporting and internal
control through an Audit Committee. This committee
reviews the financial statements and reports to the
Trustees. The auditors have full and direct access
to the Audit Committee.

The financial statements have been independently
audited by PricewaterhouseCoopers LLP, in accordance
with Canadian generally accepted auditing standards.
Their report, which follows, expresses their opinion on
the financial statements of the Fund.

o

Paul F.B. Hollands
Chief Executive Officer

Ao L~

Donald T. Leslie
Chief Financial Officer

Auditors’ Report

To the Unitholders of
A&W Revenue Royalties Income Fund

We have audited the balance sheets of A&W Revenue
Royalties Income Fund (the Fund) as at December 31,
2009 and 2008 and the statements of earnings and
accumulated earnings, comprehensive earnings and
cash flows for the years then ended. These financial
statements are the responsibility of the Fund’s
management. 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 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 Fund
as at December 31, 2009 and 2008 and the results of
its operations and its cash flows for the years then
ended in accordance with Canadian generally accepted
accounting principles.

%W@/M L

Chartered Accountants

Vancouver, British Columbia
February 8, 2010
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A&W Revenue Royalties Income Fund

Balance Sheets

(in thousands of dollars)

As As at
December 31, 2009 December 31, 2008
$ $
ASSETS
Current assets
Cash 140 142
Due from A&W Trade Marks Inc. (note 6) 761 759
901 901
Investment in A&W Trade Marks Inc. (note 3) 75,584 76,073
76,485 76,974
LIABILITIES
Current liabilities
Distribution payable to Unitholders (note 4) 884 884
Due to A&W Trade Marks Inc. (note 6) 36 36
920 920
UNITHOLDERS’ EQUITY
Capital contributions 77,115 77,115
Accumulated earnings 78,557 66,933
Accumulated distributions (note 4) (79,932) (67,656)
Accumulated other comprehensive loss (175) (338)
75,565 76,054
76,485 76,974

Subsequent events (note 9)
Approved by the Trustees

St .

John R. McLernon
Trustee Trustee

See accompanying notes to the financial statements

fomnd [T

Conrad A. Pinette
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A&W Revenue Royalties Income Fund

Statements of Earnings and Accumulated Earnings

(in thousands of dollars, except per Unit amounts)

Year ended Year ended

December 31, 2009 December 31, 2008

$ $

Interest income 8,965 8,966

Equity in earnings of A&W Trade Marks Inc. 2,340 2,255

Dilution gain (note 3) 319 648

Net earnings for the year 11,624 11,869

Accumulated earnings - Beginning of year 66,933 55,064

Accumulated earnings - End of year 78,557 66,933
Basic and diluted earnings per Trust Unit

(8,340,000 Units; 2008 - 8,340,000 Units) 1.394 1.423

Statements of Comprehensive Earnings
(in thousands of dollars)

Year ended Year ended

December 31, 2009 December 31, 2008

$ $

Net earnings for the year 11,624 11,869

Other comprehensive income (loss)
Equity in change in fair value of
A&W Trade Marks Inc.’s interest rate swap 163 (338)
Comprehensive earnings for the year 11,787 11,531

Statements of Accumulated Other Comprehensive Loss

(in thousands of dollars)

Year ended Year ended
December 31, 2009 December 31, 2008
$ $
Accumulated other comprehensive
loss - Beginning of year (338) -
Other comprehensive income (loss)
Equity in change in fair value of
A&W Trade Marks Inc.’s interest rate swap 163 (338)
Accumulated other comprehensive loss - End of year (175) (338)

See accompanying notes to the financial statements
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A&W Revenue Royalties Income Fund

Statements of Cash Flows

(in thousands of dollars

Year ended Year ended
December 31, 2009 December 31, 2008
$ $

Cash flows from operating activities
Net earnings for the year 11,624 11,869

Items not affecting cash

Equity in earnings of A&W Trade Marks Inc. (2,340) (2,255)
Dilution gain (319) (648)
8,965 8,966
Net change in non-cash working capital (2) 2
8,963 8,968

Cash flows from investing activities
Dividends received from A&W Trade Marks Inc. 3,311 3,447

Cash flows from financing activities
Distributions paid to Unitholders (12,276) (12,276)
(Decrease) increase in cash (2) 139
Cash - Beginning of year 142 3
Cash - End of year 140 142

Supplementary cash flow information

Interest received 8,963 8,968

See accompanying notes to the financial statements
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A&W Revenue Royalties Income Fund

Notes to Financial Statements

December 31, 2009 and 2008

(figures in tables are expressed in thousands of dollars
except per Unit amounts)

1 Organization and nature of business

A&W Revenue Royalties Income Fund (the Fund) is a limited
purpose trust established with an unlimited number of Trust Units
(Units) under the laws of the Province of British Columbia pursuant
to the Declaration of Trust on December 18, 2001. The Fund was
established to invest in A&W Trade Marks Inc. (Trade Marks),
which through its ownership interest in A&W Trade Marks Limited
Partnership (the Partnership) owns the A&W trade-marks used in
the A&W quick service restaurant business in Canada.

The business of the Partnership is the ownership of the A&W
trade-marks and, through the Licence and Royalty Agreement with
A&W Food Services of Canada Inc. (Food Services), exploitation
of the A&W trade-marks including the development of new A&W
restaurants by Food Services, and the collection of the royalty of
3% of sales reported to Food Services by A&W restaurants in the
Royalty Pool (the Licence and Royalty Agreement). Food Services
is a leading franchisor of hamburger quick service restaurants in
Canada.

2 Significant accounting policies

Basis of presentation

The Fund prepares its financial statements in accordance with
Canadian generally accepted accounting principles (GAAP).

Basis of consolidation

The Fund, Trade Marks. Food Services and the Partnership have
adopted the Canadian Institute of Chartered Accountants (CICA)
Accounting Guideline 15, “Consolidation of Variable Interest
Entities” (AcG-15).

AcG-15 expands upon accounting guidance in CICA Handbook
Section 1590 that addresses when an enterprise should
consolidate another entity in its financial statements. Under CICA
1590, an enterprise generally consolidates another entity when

it controls the entity through a majority voting interest. AcG-15

clarifies this guidance when the entity being consolidated is a
“Variable Interest Entity” (VIE), which is defined to be an entity
that, by design, does not have sufficient equity at risk to finance
its activities without additional subordinated financial support. If
the entity being consolidated is a VIE, under AcG-15 the “primary
beneficiary” of that entity should consolidate the VIE and not
necessarily the shareholder with the majority voting interest.

The Fund and Food Services have determined that Trade Marks

is a VIE and that Food Services is the primary beneficiary of Trade
Marks. As a result, the Fund does not consolidate Trade Marks,
but instead accounts for its investment in Trade Marks using the
equity method, and Food Services consolidates Trade Marks and
the Partnership.

Adoption of new accounting standards

On January 1, 2009, the Fund adopted CICA Handbook Section
3064, “Goodwill and Intangible Assets”, which replaced CICA
Handbook Section 3062, “Goodwill and Other Intangible
Assets”, and established revised standards for the recognition,
measurement, presentation and disclosure of goodwill and
intangible assets. Concurrently, Emerging Issues Committee
abstract 27, “Revenues and Expenses During the Pre-operating
Period”, has been withdrawn, which results in these costs being
expensed as incurred. The adoption of this new standard had
no impact on the Fund’s financial results.

Future accounting changes

In January 2009, the CICA issued Handbook Section 1582,
“Business Combinations”, which replaces Handbook Section
1581, “Business Combinations”. The CICA also issued
Handbook Section 160, “Consolidated Financial Statements”,
and Handbook Section 1602, “Non-controlling Interests”,

which replace Handbook Section 1600, “Consolidated Financial
Statements”. These new sections are based on the International
Accounting Standards Board’s (IASB) International Financial
Reporting Standards (IFRS) 3R, “Business Combinations”.
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A&W Revenue Royalties Income Fund : Notes to the Financial Statements December 31,2009 and 2008

2 Significant accounting policies (continued)

The new standards replace the existing guidance on business
combinations and consolidated financial statements. The objective
of the new standards is to harmonize Canadian accounting for
business combinations with the international and US accounting
standards. The new standards are to be applied prospectively to
business combinations for which the acquisition date is on or
after the beginning of the first annual reporting period beginning
on or after January 1, 2011, with earlier application permitted.
Assets and liabilities that arose from business combinations
whose acquisition dates preceded the application of the new
standards will not be adjusted upon application of these new
standards. The non-controlling interests standard should be
applied retrospectively except for certain items. The adoption

of these new standards is not expected to have an impact on
the Fund’s financial results.

Income taxes

The Fund is a unit trust for income tax purposes. As such,
the Fund is only taxable on any taxable income not allocated
to the Unitholders. During 2009 and 2008, all taxable income
of the Fund has been allocated to the Unitholders. Income
tax obligations relating to distributions from the Fund are the
obligations of the Unitholders.

On October 31, 2006, the Federal Department of Finance
proposed modifications to income tax rules for income trusts

that would result in the Fund becoming taxable beginning in 2011.
These changes were substantively enacted on June 12, 2007.
Therefore, cash available for distributions to Unitholders will be
reduced beginning in 2011 by the amount of income tax paid or
payable by the Fund.

Earnings per Unit

The Fund’s earnings per Unit are based on the weighted average
number of Units outstanding during the year.

Use of estimates

The preparation of financial statements in conformity with
Canadian GAAP requires management to make estimates and
assumptions that affect certain amounts reported in the financial
statements and accompanying notes. Accordingly, actual amounts
could differ from those estimates.

3 Investment in A&W Trade Marks Inc.

The Fund’s investment in Trade Marks is as follows:

2009 2008

$ $

Common shares 1 1

A&W notes receivable 83,399 83,399

Cumulative equity in loss (674) (3,014)

Cumulative dividends (9,350) (6,039)

Dilution gain 2,383 2,064
Cumulative equity in other

comprehensive loss (175) (338)

75,584 76,073

The Fund’s 58.4% (2008 - 59.8%) investment in the voting
common shares of Trade Marks is recorded using the equity
method. Trade Marks, through its 99.9% interest in the
Partnership, owns the A&W trade-marks used in the A&W quick
service restaurant business in Canada. In return for licensing
Food Services to use its trade-marks, Trade Marks (through the
Partnership) receives a royalty of 3% of the sales reported to
Food Services by A&W restaurants in the Royalty Pool. The Royalty
Pool is adjusted annually to include new restaurants, less any
restaurants that permanently closed. Prior to the creation of the
Partnership, Trade Marks paid Food Services for the additional
royalty stream from the net new restaurants by issuing additional
voting common shares and Class B preferred shares. Effective
January 5, 2010, the consideration for adjustments to the Royalty
Pool will be paid by the Partnership by increasing the limited
partnership interest of Food Services. Food Services’ limited
partnership interest may be exchanged for preferred and non-
voting common shares of Trade Marks. The Fund’s equity interest
in Trade Marks is diluted as annual adjustments to the Royalty
Pool take place. In accordance with Canadian GAAR a dilution gain
is recognized due to the value ascribed to the common shares
issued by Trade Marks to Food Services.

The issued and outstanding voting common shares of Trade Marks
are as follows:

The Fund Food Services Total

Number of Number of Number of

shares % shares % shares

February 15, 2002 8,340,000 75.0 2,780,000 25.0 11,120,000
Annual adjustments

January 5, 2003 - (2.9) 452,469 2.9 452,469

January 5, 2004 - (3.0) 495,681 3.0 495,681

January 5, 2005 - (2.8) 511,337 2.8 511,337

January 5, 2006 - (2.8) 558,993 2.8 558,993

December 31, 2006 - (1.6) 335,456 1.6 335,456

January 5, 2008 - (2.2) 484,051 2.1 484,051

January 5, 2009 - (1.4) 332,031 1.4 332,031

8,340,000 58.4 5,950,018 41.6 14,290,018
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3 Investment in A&W Trade Marks Inc. (continued)

The A&W notes, issued by Trade Marks, amount to $83,399,000,
bear interest at a fixed rate of 10.75% per annum and mature on

February 15, 2034. Interest only payments are receivable monthly
in arrears.

The A&W notes are unsecured debt obligations of Trade Marks and
are subordinated to all other indebtedness and liabilities of Trade
Marks.

4 Distributions

During the year ended December 31, 2009, the Fund declared
distributions to its Unitholders of $12,276,000 or $1.472 per
Unit. The record dates and amounts of these distributions are
as follows:

Amount Per Unit
$ $
Year ended December 31, 2009
February 15 884 0.106
March 15 884 0.106
April 15 884 0.106
May 15 884 0.106
May 15 834 0.100
June 15 884 0.106
July 15 884 0.106
August 15 884 0.106
September 15 884 0.106
October 15 884 0.106
November 15 884 0.106
November 15 834 0.100
December 15 884 0.106
December 31 884 0.106
12,276 1.472
Accumulated distributions
- Beginning of year 67,656
Accumulated distributions
- End of year 79,932

During December 2009, the Fund declared a distribution of
$884,000 (2008 - $884,000) to Unitholders of record on
December 31, 2009, which was paid subsequent to year-end
and is reported as a current liability at December 31, 2009.

5 Trust Units

The Declaration of Trust provides that an unlimited number of
Units may be issued. Each Unit is transferable and represents an
equal undivided beneficial interest in any distributions of the Fund
and in the net assets of the Fund. All Units have equal rights and
privileges. Each Unit entitles the holder thereof to participate
equally in allocations and distributions and to one vote at all
meetings of Unitholders for each whole Unit held. The Units
issued are not subject to future calls or assessments.

Units are redeemable at any time at the option of the holder

at amounts related to market prices at the time, subject to a
maximum of $50,000 in total cash redemptions by the Fund in
any one month. The limitation may be waived at the discretion

of the Trustees of the Fund. Redemption in excess of these
amounts, assuming no waiving of the limitation, shall be paid by
way of distribution in specie of a pro rata number of securities of
Trade Marks held by the Fund. On February 15, 2002, the Fund
issued 8,340,000 Units at $10 per Unit pursuant to a public
underwriting.

As at December 31, 2009, 8,340,000 (2008 - 8,340,000) Units
are outstanding.

The Class A and Class B preferred shares of Trade Marks may be
redeemed at the option of Food Services into A&W notes of Trade
Marks on the basis of $10 principal amount of A&W notes for
one Class A or Class B preferred share, and, in turn, one common
share of Trade Marks and a $10 A&W note are exchangeable for
a Unit in the Fund.

6 Related party transactions and balances

During the year ended December 31, 2009, interest income

of $8,965,000 (2008 - $8,966,000) was earned from Trade
Marks on the A&W notes receivable, of which $761,000

(2008 - $759,000) is receivable at December 31, 2009. During
the year ended December 31, 2009, the Fund became entitled
to $3,311,000 (2008 - $3,311,000) of dividends from Trade
Marks, of which $nil (2008 - $nil) is receivable at December 31,
2009.

The Fund has entered into an administration agreement with Trade
Marks whereby Trade Marks, at its expense, provides or arranges
for the provision of services required in the administration of the
Fund.

Included in current liabilities is $36,000 (2008 - $36,000) due to
Trade Marks without interest and on demand.

7 Financial instruments and financial risk management

The Fund’s financial instruments consist of cash, amounts due
from Trade Marks, A&W notes receivable from Trade Marks,
distribution payable to Unitholders, and amounts due to Trade
Marks.

The Fund classifies its financial instruments as follows:

» Cash, amounts due from Trade Marks and A&W notes
receivable as loans and receivables, which are initially
measured at fair value and subsequently at amortized
cost.

« Distribution payable to Unitholders and amounts due to
Trade Marks as other financial liabilities, which are measured
at amortized cost.

The Fund’s Trustees have oversight responsibilities for risk
management policies. The Board of Directors of Trade Marks
and the Fund’s Trustees closely monitor the cash position and
internal controls related to Trade Marks, along with the level of
distributions of the Fund. The Fund, through interest payments
and dividends from Trade Marks, is expected to have sufficient
financial resources to pay future distributions.
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7 Financial instruments and financial risk management (continued)
Fair values

Management estimates that the fair values of the Fund’s financial
instruments, except for the A&W notes receivable from Trade
Marks, approximate their carrying values due to the short-term
maturities of these instruments. It is not practicable to determine
the fair value of the A&W notes receivable from Trade Marks
given the many terms and conditions that would influence such

a determination.

Credit risk

The Fund is exposed to credit risk arising from the concentration
of the amounts due from Trade Marks. Trade Marks is the Fund’s
primary source of cash to fund distributions to Unitholders. Trade
Marks is dependent on the royalty of 3% of sales reported to
Food Services by A&W restaurants in the Royalty Pool as its main
source of revenue.

Liquidity risk

Monthly cash distributions to Unitholders are the primary source
of liquidity risk pertaining to the Fund. This risk is assessed as
low due to the stable nature of income the Fund receives from
the investment in Trade Marks and the Trustees’ ability to reduce
future distributions if necessary. The Fund’s investment in AQW
notes receivable from Trade Marks earns interest at 10.75% per
annum. Additionally, the Fund manages liquidity risk by actively
monitoring forecast and actual cash flows.

Interest rate risk

The Fund is not exposed to interest rate risk as all of the Fund’s
financial instruments are non-interest bearing, except for the
A&W notes receivable from Trade Marks which bear a fixed rate
of interest as disclosed in note 3 and cash which earns interest
at market rates.

8 Capital disclosures

The Fund’s capital currently consists of Unitholders’ equity.

The Fund’s capital management objective is to have sufficient
cash to pay distributions to its Unitholders. The Fund manages its
capital structure and makes adjustments to it in light of changes in
economic conditions and the risk characteristics of the underlying
assets. In order to maintain or adjust the capital structure, the
Fund may adjust the amount of distributions paid to its
Unitholders.

9 Subsequent events

On January 5, 2010, the number of A&W restaurants in the
Royalty Pool was increased by 23 new restaurants less 8
restaurants that permanently closed during 2009. The initial
consideration for the estimated royalty revenue from the net

15 restaurants added to the Royalty Pool is $5,947,000. The
Partnership paid Food Services $4,758,000, by issuance of
332,723 limited partnership (LP) units, representing 80% of the
initial consideration. The LP units were exchanged for additional
Class B and voting common shares (or Class A and non-voting
common shares) of Trade Marks. The remaining 20% and a final
adjustment to the consideration based on the actual annual sales
reported by the new restaurants will be paid in December 2010
by issuance of additional LP units, which may be exchanged for
shares of Trade Marks. This transaction will result in the Fund
recognizing a dilution gain on its investment in Trade Marks in
the first quarter of 2010.

On February 2, 2010, the Fund declared a distribution to
Unitholders of $0.106 per Unit or $884,000, payable on
February 26, 2010 to Unitholders of record as at
February 15, 2010.

A&W REVENUE ROYALTIES INCOME FUND 2009 ANNUAL REPORT TO UNITHOLDERS 37



A&W Trade Marks Inc.
Management’s Responsibilities

The accompanying consolidated financial statements
are the responsibility of management and have been
reviewed and approved by the Board of Directors.
The financial statements have been prepared by
management, in accordance with Canadian generally
accepted accounting principles and, where appropriate,
reflect management’s best estimates and judgements.
Management has also prepared financial and all other
information in the Annual Report and has ensured
that this information is consistent with the financial
statements. The Board of Directors is responsible for
ensuring that management fulfills its responsibilities
for financial reporting.

The company maintains appropriate systems of
internal control, policies and procedures which provide
management with reasonable assurance that assets
are safeguarded and the financial records are reliable
and form a proper basis for preparation of financial
statements for external purposes in accordance with
Canadian generally accepted accounting principles.

The financial statements have been independently
audited by PricewaterhouseCoopers LLR in accordance
with Canadian generally accepted auditing standards.
Their report, which follows, expresses their opinion on
the financial statements of the company.

o

Paul F.B. Hollands

Chief Executive Officer
A&W Trade Marks Inc.

Donald T. Leslie

Chief Financial Officer
A&W Trade Marks Inc.

Auditors’ Report

To the Shareholders of
A&W Trade Marks Inc.

We have audited the consolidated balance sheets of
A&W Trade Marks Inc. as at December 31, 2009 and
2008 and the consolidated statements of earnings
and deficit, comprehensive earnings and cash flows
for the years then ended. These financial statements
are the responsibility of the company’s management.
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 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 consolidated financial statements
present fairly, in all material respects, the financial
position of the company as at December 31, 2009
and 2008 and the results of its operations and its
cash flows for the years then ended in accordance with
Canadian generally accepted accounting principles.

%W@M LLP

Chartered Accountants

Vancouver, British Columbia
February 8, 2010
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A&W Trade Marks Inc.
Consolidated Balance Sheets

(in thousands of dollars)

As As at
December 31, 2009 December 31, 2008
$ $
ASSETS
Current assets
Cash and cash equivalents 3,039 3,405
Accounts receivable (note 8) 2,028 1,926
Prepaid interest - 48
Income taxes receivable 56 —
5,123 5,379
Intangible assets (note 2) 160,343 156,561
165,466 161,940
LIABILITIES
Current liabilities
Accounts payable and accrued liabilities (note 8) 894 951
Dividends payable (note 6) 533 503
Income taxes payable - 43
Future income taxes (note 4) 1,523 -
2,950 1,497
Term loan (note 3) 9,990 9,981
Interest rate swap (note 3) 370 703
Future income taxes (note 4) 13,825 13,767
A&W notes payable (note 5) 83,399 83,399
Class A and Class B preferred shares (note 6) 63,835 60,617
174,369 169,964
Shareholders’ Deficiency
Common shares (notes 6 and 7) 3,553 2,989
Deficit (12,156) (10,447)
Accumulated other comprehensive loss (300) (566)
(8,903) (8,024)
165,466 161,940

Subsequent events (note 12)

Approved by the Board of Directors

O\ Loracd

John R. McLernon, Director

See accompanying notes to the financial statements

/).
[ vk

Conrad A. Pinette, Director
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A&W Trade Marks Inc.

Consolidated Statements of Earnings and Deficit

(in thousands of dollars)

Year ended Year ended
December 31, 2009 December 31, 2008
$ $
Gross sales reported by A&W restaurants
in the Royalty Pool 736,209 710,479
Royalty income 22,086 21,314
Expenses
General and administrative 647 504
Interest expense
Term loan and other (note 11) 570 484
Amortization of deferred financing fees 9 11
A&W notes payable 8,965 8,966
Class A and Class B preferred share dividends 6,396 6,039
16,587 16,004
Earnings before income taxes and
non-controlling interest 5,499 5,310
Provision for (recovery of) income taxes (note 4)
Current (43) 43
Future 1,514 1,494
1,471 1,537
Earnings before non-controlling interest 4,028 3,773
A&W Food Services of Canada Inc)s
non-controlling interest in earnings of
A&W Trade Marks Limited Partnership (21) -
Net earnings for the year 4,007 3,773
Deficit - Beginning of year (10,447) (8,679)
Adjustment on entering A&W Trade Marks
Limited Partnership (43) -
Dividends declared (5,673) (5,541)
Deficit - End of year (12,156) (10,447)

See accompanying notes to the financial statements
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A&W Trade Marks Inc.

Consolidated Statements of Comprehensive Earnings

(in thousands of dollars)

Year ended Year ended
December 31, 2009 December 31, 2008
$ $
Net earnings for the year 4,007 3,773
Other comprehensive income (loss)
Change in fair value of the interest rate
swap - net of income taxes 266 (566)
Comprehensive earnings for the year 4,273 3,207
Consolidated Statements of Accumulated
Other Comprehensive Loss
(in thousands of dollars)
Year ended Year ended
December 31, 2009 December 31, 2008
$ $
Accumulated other comprehensive
loss - Beginning of year (566) -
Other comprehensive income (loss)
Change in fair value of the interest rate
swap - net of income taxes 266 (566)
Accumulated other comprehensive
loss - End of year (300) (566)

See accompanying notes to the financial statements
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A&W Trade Marks Inc.
Consolidated Statements of Cash Flows

(in thousands of dollars)

42

Year ended Year ended
December 31, 2009 December 31, 2008
$ $
Cash flows from operating activities
Net earnings for the year 4,007 3,773
[tems not affecting cash
Amortization of deferred financing fees 9 11
Provision for future income taxes 1,514 1,494
A&W Food Services of Canada Inc.'s
non-controlling interest in earnings of
A&W Trade Marks Limited Partnership 21 -
5,551 5,278
Changes in non-cash working capital (182) (125)
5,369 5,153
Cash flows from financing activities
Financing fees paid - (26)
Dividends paid on common shares (5,673) (5,761)
Intercompany advance (43) -
Partnership distribution paid to
A&W Food Services of Canada Inc. (19) -
(5,735) (5,787)
Decrease in cash and cash equivalents (366) (634)
Cash and cash equivalents - Beginning of year 3,405 4,039
Cash and cash equivalents - End of year 3,039 3,405
Supplementary cash flow information
Interest paid on term loan and A&W notes payable (9,479) (9,382)
Dividends paid on Class A and
Class B preferred shares (6,366) (5,996)
Taxes paid (56) -
Non-cash financing activities
Issuance of Class B preferred and common shares 3,782 6,467

See accompanying notes to the financial statements
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A&W Trade Marks Inc.

Notes to Consolidated Financial Statements

December 31, 2009 and 2008

(figures in tables are expressed in thousands of dollars)

1 Nature of operations and significant
accounting policies

Nature of operations

In 2002, A&W Trade Marks Inc. (Trade Marks or the company)
acquired the A&W trade-marks used in the A&W quick service
restaurant business in Canada from A&W Food Services of
Canada Inc. (Food Services). Concurrently, Trade Marks granted
Food Services a licence to use the A&W trade-marks in Canada
for a term of 99 years, in exchange for a royalty of 3% of sales
reported to Food Services by A&W restaurants in the Royalty Pool
(the Licence and Royalty Agreement). Food Services is a leading
franchisor of hamburger quick service restaurants in Canada.

On January 21, 2009, Trade Marks and Food Services entered into
a limited partnership, the A&W Trade Marks Limited Partnership
(the Partnership), in which Trade Marks is the general partner with
a 99.9% interest and Food Services is the limited partner with a
0.1% interest. The A&W trade-marks owned by Trade Marks were
transferred to the Partnership in exchange for the general
partnership interest held by Trade Marks. The existing Licence and
Royalty Agreement between Trade Marks and Food Services was
assumed by the Partnership with the result that the royalty paid by
Food Services for the use of the A&W trade-marks will be paid to
the Partnership. Effective January 5, 2010, the consideration paid
by the Partnership for the annual adjustment to the Royalty Pool
will be in the form of an increase in the limited partnership interest
of Food Services. Food Services’ limited partnership interest may
be exchanged for additional preferred and non-voting common
shares of Trade Marks. These shares are exchangeable for Units
of the A&W Revenue Royalties Income Fund (the Fund).

The voting common shares of Trade Marks are owned by the Fund
(58.4%) and Food Services (41.6%) (note 7).

Basis of presentation

Trade Marks prepares its financial statements in accordance
with Canadian generally accepted accounting principles (GAAP).

Basis of consolidation

The Fund, Trade Marks, Food Services and the Partnership have
adopted the Canadian Institute of Chartered Accountants (CICA)
Accounting Guideline 15, “Consolidation of Variable Interest
Entities” (AcG-15).

AcG-15 expands upon accounting guidance in CICA Handbook
Section 1590 that addresses when an enterprise should
consolidate another entity in its financial statements. Under CICA
1590, an enterprise generally consolidates another entity when

it controls the entity through a majority voting interest. AcG-15
clarifies this guidance when the entity being consolidated is a
“Variable Interest Entity” (VIE), which is defined to be an entity

that, by design, does not have sufficient equity at risk to finance
its activities without additional subordinated financial support.

If the entity being consolidated is a VIE, under AcG-15 the
“primary beneficiary” of that entity should consolidate the VIE and
not necessarily the shareholder with the majority voting interest.

The Fund and Food Services have determined that Trade Marks
is a VIE and that Food Services is the primary beneficiary of Trade
Marks. As a result, the Fund does not consolidate Trade Marks,
but instead accounts for its investment in Trade Marks using the
equity method. Food Services’ consolidated financial statements
include the accounts of Trade Marks and the Partnership. These
consolidated financial statements of Trade Marks include Trade
Marks’ 99.9% interest in the Partnership and are presented for
information purposes to the Unitholders of the Fund.

Revenue recognition

Revenue comprises royalty income equal to 3% of reported sales
from specific A&W restaurants in Canada (the Royalty Pool) and
is recognized on an accrual basis.

Adoption of new accounting standards

On January 1, 2009, Trade Marks adopted CICA Handbook
Section 3064, “Goodwill and Intangible Assets”, which replaces
CICA Handbook Section 3062, “Goodwill and Other Intangible
Assets”, and establishes revised standards for the recognition,
measurement, presentation and disclosure of goodwill and
intangible assets. Concurrently, Emerging Issues Committee
abstract 27, “Revenues and Expenses During the Pre-operating
Period”, has been withdrawn, which results in these costs being
expensed as incurred. The adoption of this new standard had
no impact on Trade Marks’ financial results.

Future accounting changes

In January 2009, the CICA issued Handbook Section 1582,
“Business Combinations”, which replaces Handbook Section
1581, “Business Combinations”. The CICA also issued
Handbook Section 1601, “Consolidated Financial Statements”,
and Handbook Section 1602, “Non-controlling Interests”,

which replace Handbook Section 1600, “Consolidated Financial
Statements”. These new sections are based on the International
Accounting Standards Board’s (IASB) International Financial
Reporting Standards (IFRS) 3R, “Business Combinations”.

The new standards replace the existing guidance on business
combinations and consolidated financial statements. The objective
of the new standards is to harmonize Canadian accounting for
business combinations with the international and US accounting
standards. The new standards are to be applied prospectively to
business combinations for which the acquisition date is on or after
the beginning of the first annual reporting period beginning on or
after January 1, 2011, with earlier application permitted. Assets
and liabilities that arose from business combinations whose
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1 Nature of operations and significant accounting policies (continued)

acquisition dates preceded the application of the new standards
will not be adjusted upon application of these new standards. The
non-controlling interests standard should be applied retrospectively
except for certain items. The adoption of these new standards is
not expected to have an impact on Trade Marks’ financial results.

Intangible assets

Intangible assets, which have an indefinite life, comprise the A&W
trade-marks and are recorded at cost. Management reviews the
carrying value of the intangible assets at least annually for impair-
ment. An impairment loss is recorded if the carrying value of the
intangible assets exceeds their fair value, which is determined
using forecast future cash flows.

Term loan

The term loan is initially recognized at fair value, net of transaction
costs incurred. The term loan is subsequently stated at amortized
cost; any difference between the proceeds (net of transaction
costs) and the redemption value is recognized in the statements
of earnings over the term of the loan using the effective interest
method.

Income taxes

Income taxes are calculated using the asset and liability method
of tax accounting. Under this method, future income tax assets
and liabilities are recognized for temporary differences between
the tax basis of an asset or liability and its carrying amount on
the balance sheet. Future income tax assets and liabilities are
calculated using the substantively enacted tax rates anticipated to
apply in the periods that the temporary differences are expected
to reverse. Future income tax assets and liabilities are adjusted
for the effect of changes in tax laws and rates on the date of
enactment or substantive enactment.

Cash and cash equivalents

Cash and cash equivalents consist of cash on hand, balances with
banks, and shortterm investments with a maturity of three months
or less.

Hedging instruments

The company uses interest rate swap agreements to manage
risks from fluctuations in interest rates. All such instruments are
used only for risk management purposes. These agreements

are considered to be cash flow hedges; as a result, changes

in the fair value, to the extent they are effective, are recorded

in other comprehensive income (loss) and are only recognized in
earnings when the hedged item is realized. Any ineffectiveness
in the hedging relationship is recognized in earnings immediately.

Use of estimates

The preparation of financial statements in conformity with
Canadian GAAP requires management to make estimates and
assumptions that affect the reported amounts in the financial
statements and accompanying notes. Actual results could
differ from those estimates.

2 Intangible assets

On February 15, 2002, Trade Marks acquired the A&W trade-
marks used in the A&W quick service restaurant business in
Canada for $152,676,000, of which $84,876,000 was paid in
cash and $27,800,000 was paid by the issuance of 2,779,975
Class A preferred shares and 2,780,000 voting common shares
of Trade Marks. The balance of the purchase price (the Balance)
of $40,000,000 is due, without interest, on January 31, 2010.

The Royalty Pool is adjusted annually to reflect sales from new
A&W restaurants, net of the sales of any A&W restaurants that
have permanently closed. Food Services is paid for the additional
royalty stream related to the sales of the net new restaurants,
based on a formula set out in the Licence and Royalty Agreement.
The formula provides for a payment to Food Services based on the
amount of estimated sales from the net new restaurants and the
current yield on the Units of the Fund, discounted by 7.5%. Prior to
the formation of the Partnership, Trade Marks paid Food Services
for the additional royalty stream by issuing voting common shares
and Class B preferred shares of Trade Marks, which are the
economic equivalent of Units of the Fund.

The Balance of the purchase price is reduced by all amounts Trade
Marks is required to pay Food Services in respect of the annual
adjustments to the Royalty Pool up to January 31, 2010. If the
total annual adjustments are less than the Balance, the obligation
of Trade Marks to pay the remaining Balance of the purchase price
is extinguished.
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2 Intangible assets (continued)

The annual adjustments to the Royalty Pool are as follows:

Share consideration

Voting

New Closed Royalty common Class A Class B Amount
restaurants  restaurants Pool shares shares shares $

Initial consideration
Cash 585 - 585 - - - 84,876
Shares - - - 2,780,000 2,779,975 - 27,800
Future income taxes - - - - - - 8,080
585 - 585 2,780,000 2,779,975 - 120,756

Adjustments

January 5, 2003 27 (8) 19 452,469 - 452,469 5,108
January 5, 2004 28 (12) 16 495,681 - 495,681 5,210
January 5, 2005 27 9) 18 511,337 - 511,337 6,197
January 5, 2006 27 (112) 16 558,993 - 558,993 6,915
December 31, 2006 19 (13) 6 335,456 - 335,456 5,908
January 5, 2008 23 (7) 16 484,051 - 484,051 6,467
January 5, 2009 17 (8) 9 332,031 - 332,031 3,782
753 (68) 685 5,950,018 2,779,975 3,170,018 160,343

The issuance of the shares subsequent to the acquisition
comprises the payments of the Balance of the purchase price
of the A&W trade-marks and is recorded as an additional cost
of the A&W trade-marks.

On January 5, 2009, the number of A&W restaurants for which
royalties are paid to the company was increased by 17 new
restaurants less 8 restaurants that permanently closed during
2008. The company paid Food Services $3,782,000, by issuance
of 332,031 Class B preferred shares valued at $3,218,000

and 332,031 voting common shares valued at $564,000, as
consideration for the royalty stream from the 9 net restaurants
added to the Royalty Pool. After the January 5, 2009 adjustment
to the Royalty Pool, the remaining Balance of the purchase price
was $413,000.

Effective January 5, 2010, the consideration for the annual
adjustments to the Royalty Pool will be paid by the Partnership
to Food Services by increasing the limited partnership interest
of Food Services. Food Services’ limited partnership interest
may be exchanged for preferred and non-voting common shares
of Trade Marks, which are exchangeable for Units of the Fund.

3 Term loan and operating loan facility

Trade Marks has a $2,000,000 demand operating loan facility
with HSBC Bank Canada (the Bank) to fund working capital
requirements and for general corporate purposes. Amounts
advanced under the facility bear interest at the bank prime rate
plus 0.5% and are repayable on demand. As at December 31,
2009, the full amount of the facility was available.

Trade Marks has a $10,000,000 term loan with the Bank. The
term loan is repayable on February 18, 2011 and bears interest
at bank prime rate plus between 0% and 0.5% depending on
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specified financial ratios. Interest only is payable monthly, provided
that 12 month trailing earnings before interest, taxes, depreciation
and amortization (EBITDA) at any time are not less than
$10,000,000. In the event that EBITDA is less than $10,000,000,
the term loan will be fully amortized over the remaining term and
repayment will be by way of blended monthly instalments of
principal and interest.

Trade Marks uses an interest rate swap agreement to manage
risks from fluctuations in interest rates. As a result, the term loan
bears interest at 5.82% per annum, of which 4.42% per annum is
fixed under an interest rate swap maturing February 18, 2011,
and 1.40% per annum is subject to annual review by the Bank.
The fair value of the interest rate swap as at December 31, 2009
is $370,000 unfavourable (2008 - $703,000 unfavourable) and
the change in fair value is recorded in other comprehensive
income, net of income taxes.

A general security agreement over the assets of Trade Marks

has been provided as collateral for the demand operating loan
facility and term loan. The Partnership has provided its guarantee
in favour of the Bank of all the indebtedness, covenants and
obligations of Trade Marks to the Bank.

The term loan comprises:

2009 2008
$ $
Term loan 10,000 10,000
Deferred financing fees (10) (19)
9,990 9,981
See note 11.
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4 Income taxes b) Future income taxes comprise the following:

a) The provision for income taxes shown in the statements of 2009 2008
earnings differs from the amount obtained by applying statutory $ $
tax rates to the earnings before income taxes for the following Current assets
reasons: Non-capital losses 1,741 -

2009 2008 Current liabilities

Statutory combined federal and Lr:\rﬁf;?i;tlgeégw Trade Marks (3,264) _

provincial income tax rates on P !

investment income 19% 19.49% (1,523) -

Long-term assets
$ $ Fair value of interest rate swap 70 137

Provision for income taxes based Long-term liabilities

on statutory income tax rates 1,045 1,035 Intangible assets (13,895) (13,904)

Class A and B preferred share (13,825) (13,767)

dividends not deductible 1,215 1,477

Rate changes on future . 675 c) At December 31, 2009, the company has $9,162,000 (2008 -

income taxes ( ) ( ) $nil) of non-capital losses available to carry forward. These

Provision for income taxes 1,471 1,537 losses expire in 2029.

5 A&W notes payable

The A&W notes, held by the Fund, amount to $83,399,000, bear
interest at a fixed rate of 10.75% per annum and mature on
February 15, 2034. Interest only is payable monthly in arrears.

The A&W notes are unsecured debt obligations of Trade Marks
and are subordinated to all other indebtedness and liabilities of
Trade Marks.
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6 Class A and Class B preferred shares

Authorized

Unlimited number of Class A exchangeable preferred shares
Unlimited number of Class B exchangeable preferred shares

Issued

The preferred shares are owned by Food Services and comprise:

2009 2008
Number of Amount Number of Amount
shares $ shares $
Class A shares - at cost 2,779,975 27,800 2,779,975 27,800
Class B shares - at cost
January 5, 2003 adjustment 452,469 5,108 452,469 5,108
January 5, 2004 adjustment 495,681 5,210 495,681 5,210
January 5, 2005 adjustment 511,337 6,197 511,337 6,197
January 5, 2006 adjustment 558,993 6,915 558,993 6,915
December 31, 2006 adjustment 335,456 3,989 335,456 3,989
January 5, 2008 adjustment 484,051 5,398 484,051 5,398
January 5, 2009 adjustment 332,031 3,218 - -
3,170,018 36,035 2,837,987 32,817
5,949,993 63,835 5,617,962 60,617
During 2009, Trade Marks issued 332,031 Class B preferred in the Fund. Accordingly, the Class A and Class B shares are
shares valued at $3,218,000 and 332,031 voting common classified as liabilities of Trade Marks and the cumulative
shares valued at $564,000 as consideration for the royalty stream dividends are classified as interest expense in the statements
from the 9 net restaurants added to the Royalty Pool on January 5, of earnings.
2009 (note 2). During the year, Trade Marks declared dividends on Class A and
The Class A and Class B shares entitle Food Services to a fixed Class B preferred shares of $6,396,000 or $1.075 per share
cumulative preferential cash dividend at a rate of $1.075 per (2008 - $6,039,000 or $1.075 per share). The December 2009
share per annum. The Class A and Class B shares may be dividend of $533,000 (2008 - $503,000) was declared on
redeemed at the option of Food Services into A&W notes of Trade December 11, 2009 and paid on January 29, 2010 and is
Marks on the basis of $10 principal amount of A&W notes for one reported as a current liability at December 31, 2009.

Class A or Class B share, and, in turn, one voting common share
of Trade Marks and a $10 A&W note are exchangeable for a Unit
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7 Common shares

Authorized

Unlimited number of voting common shares
Unlimited number of non-voting common shares

Issued

The voting common shares are owned by the Fund and Food
Services as follows:

The Fund Food Services Total

Number of Number of Number of ~ Amount

shares % shares % shares $

February 15, 2002 8,340,000 75.0 2,780,000 25.0 11,120,000 1
Adjustments

January 5, 2003 - (2.9) 452,469 2.9 452,469 -

January 5, 2004 - (3.0) 495,681 3.0 495,681 -

January 5, 2005 - (2.8) 511,337 2.8 511,337 -

January 5, 2006 - (2.8) 558,993 2.8 558,993 -

December 31, 2006 - (1.6) 335,456 1.6 335,456 1,919

January 5, 2008 - (2.1) 484,051 2.1 484,051 1,069

January 5, 2009 - (1.4) 332,031 1.4 332,031 564

8,340,000 58.4 5,950,018 41.6 14,290,018 3,553

During the year, Trade Marks declared dividends on its common
shares of $5,673,000 or $0.397 per share (2008 - $5,541,000
or $0.397 per share). The December 2009 dividend on common
shares of $234,000 (2008 - $229,000) was declared and paid
in December.

8 Related party transactions and balances

During the year ended December 31, 2009, royalty income of
$22,086,000 (2008 - $21,314,000) was earned from Food
Services, of which $1,992,000 (2008 - $1,890,000) is receivable
at December 31, 2009.

Trade Marks has entered into an administration agreement with
the Fund whereby Trade Marks, at its expense, provides or arranges
for the provision of services required in the adminstration of the
Fund. In turn, Trade Marks has arranged for certain of these
services to be provided by Food Services at no cost until 2011.

Interest expense on the A&W notes for the year ended December
31, 2009 was $8,965,000 (2008 - $8,966,000), of which
$761,000 (2008 - $759,000) is payable to the Fund at December
31, 2009.

Included in accounts receivable is $36,000 (2008 - $36,000)
due from the Fund without interest and on demand.

9 Financial instruments and financial risk management

Trade Marks’ financial instruments consist of cash and cash
equivalents, accounts receivable, accounts payable and accrued
liabilities, dividends payable, term loan, A&W notes payable and
Class A and Class B preferred shares.

Trade Marks classifies its financial instruments as follows:

« Cash and cash equivalents and accounts receivable as loans
and receivables, which are initially measured at fair value and
subsequently at amortized cost.

» Accounts payable and accrued liabilities, dividends payable,
term loan, A&W notes payable and Class A and Class B
preferred shares as other financial liabilities, which are
measured at amortized cost.

Fair values

Management estimates that the fair values of cash and cash
equivalents, accounts receivable, accounts payable and accrued
liabilities and dividends payable approximate their carrying values
given the short term to maturity of these instruments. The fair
value of the term loan approximates its carrying value due to the
floating interest rate. The fair value of the interest rate swap is
$370,000 unfavourable. It is not practicable to determine the
fair value of the A&W notes payable and the Class A and Class B
preferred shares given the many terms and conditions that would
influence such a determination.

Credit risk

The company’s exposure to credit risk is as indicated by the
carrying amount of its accounts receivable. The majority of
accounts receivable relates to royalties due from Food Services.

Liquidity risk

Monthly interest payments on the A&W notes payable to the

Fund and dividends on the Class A and Class B preferred shares
held by Food Services are the primary source of liquidity risk.

The company’s primary source of funds to pay the interest and
dividends is the 3% royalty income it receives from Food Services.
Additionally, Trade Marks manages liquidity risk by actively
monitoring forecast and actual cash flows.
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