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About the A&W
Revenue Royalties
Income Fund

The source of income for the A&W Revenue Royalties
Income Fund is through its ownership in A&W Trade
Marks Inc. which indirectly owns the A&W trade-marks
and licenses A&W Food Services of Canada Inc. to
franchise and operate A&W restaurants under those
trade-marks. These trade-marks include some of the
strongest brand names in the Canadian foodservice
industry. In exchange, A&W Trade Marks Inc. receives
a royalty of 3% of the sales of 700 A&W restaurants
across Canada.

This structure makes the A&W Revenue Royalties
Income Fund a “top-line” fund because income

is based solely on the sales of A&W restaurants,
minus the Fund’s minimal operating expenses.

As a result, the Fund is not subject to the variability
of earnings or expenses associated with an
operating business.
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A&W Revenue Royalties Income Fund

Performance at a Glance: Fiscal 2010

Financial Highlights

(in thousands of dollars)

Year ended Year ended

December 31 December 31

2010 2009

Same store sales growth 2.2% 1.5%
Number of restaurants in the

Royalty Pool* 700 685

Gross sales reported by the
restaurants in the Royalty Pool $ 776,701 $ 736,209
Royalty income $ 23,301 $ 22,086

* Effective January 5, 2011 the number of restaurants
in the Royalty Pool increased to 715

Financial Achievements

+ Same store sales increased by 2.2%, the eighth straight year

of positive same store sales growth.

$20,783,000 of distributable cash generated, resulting in
surplus distributable cash of $2,971,000 at year end.

Two Special Distributions of 10¢ per unit each paid in May
2010 and November 2010.

-+ Recapitalization and reorganization completed in December

2010, resulting in an increase in monthly distributions to
11.7¢% per unit in 2011.

Strategic Achievements

26 new restaurants opened by A&W Food Services of
Canada Inc. during 2010.

Multi-Site Development Agreements signed representing
115 new restaurants to be opened in the next 5 to 7 years.

First Urban concept restaurants opened.
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A&W Revenue Royalties Income Fund

Chairman’s Report to Unitholders

Royalties Income Fund, | am pleased to report

that the Fund enjoyed another strong year.
2010 was an important year for the Fund. In addition
to enjoying strong underlying business performance,
the Fund undertook two major initiatives to maximize
distributions to unitholders.

O n behalf of the Trustees of the A&W Revenue

The first initiative was the completion of a successful
Substantial Issuer Bid and the second was the
completion of the restructuring of the capital structure
of the Fund’s subsidiary, A&W Trade Marks Inc. As a
result of these initiatives, regular monthly distributions
per unit were increased from 10.6 cents to 11.7 cents,
effective January 1, 2011 and payable as and from
February 28, 2011. This is an important development
for unitholders, as many other Income Trusts were
forced to cut distributions as a result of the imposition
of the SIFT tax by the federal government.

As noted above, the Fund enjoyed strong performance.
Total royalty income generated by the 700 restaurants
in the royalty pool increased by 5.5% during 2010.
This increase was the result of the eighth consecutive
year of same store sales growth coupled with the
addition of 15 net new restaurants to the Royalty Pool
on January 5, 2010.

Total distributable cash before the costs associated
with the restructuring initiatives increased by 5.2%, and
distributions paid to unitholders, including two Special
Distributions, were maintained at $1.472 for the year.

Despite continuing challenges in the economy and the
impact of the Harmonized Sales Tax on the restaurant
industry in British Columbia, the A&W restaurants

posted system wide same store
sales growth of 2.2%. This was
driven by the key strategic initiatives
undertaken by A&W Food Services
of Canada Inc.

We are also pleased that A&W Food
Services’ initiatives to expand new
restaurants have continued to be
successful. As a result, a total of
15 net new restaurants were

added to the Royalty Pool effective January 5, 2011.

At the upcoming Annual General Meeting, Conrad Pinette
will not be standing for re-election as a Trustee. Conrad
has served the Fund and its unitholders from the very
inception of the Fund in February 2002. As Chair of the
Audit Committee he has provided a tremendous level of
care and leadership to the financial affairs of the Fund.
On behalf of all unitholders we express our thanks to
Conrad.

In summary, 2010 was a very important year for the
Fund. We have made good progress not just in the
performance of the Fund, but in positioning it for
continued success in the future.

OStw\a— .

John R. McLernon
Chairman

A&W Revenue Royalties
Income Fund
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A&W Revenue Royalties Income Fund

Report to Fund Unitholders

am pleased to report that the A&W restaurant chain

once again made strong progress in 2010. The 8th

straight year of same store sales increases is one
of the longest periods of sustained same store sales
growth in the company’s history.

The overall A&W restaurant chain achieved total system
sales of $794M, an increase of 5.0%. This was driven
not only by same store sales growth, but also by the
opening of 26 new restaurants across the country.

As a strategy driven business, one of the most important
strategic thrusts is to accelerate our pace of growth.

In particular we are focused on building a much larger
presence in Ontario and Quebec, Canada’s two most
populous provinces. During 2010 a total of 26 new
restaurants opened, of which over half were in Ontario.
There are now over 160 A&W restaurants in the Ontario
market. In addition, there has been strong franchise
demand for new opportunities. Multi-Site Development
Agreements have been signed over the past 18 months
representing commitments to build 115 restaurants over
the next five to seven years.

A major innovation during 2010 was the opening of the
new generation of A&W restaurants targeted for urban
markets. Five of these opened during 2010 in
Vancouver, Calgary and Toronto.

There was continued menu innovation during 2010 as
we continued to strengthen our position as the premium
burger provider in the industry. The limited time offers of

both the Mini Sirloin Twins and the
Spicy Mama Burger were very well
received by customers.

Finally, an important piece of
innovation is the launch of our new
restaurant design, which was rolled
out in 2010 to both malls and
freestanding restaurants.
Re-imaging our restaurants is a
critical strategy to maintain the
competitiveness of the A&W brand. The pace of
re-imaging is set to accelerate in 2011 as there has
been strong interest in the program by franchised
operators.

Overall, despite continued uncertain economic
conditions and the impact of the Harmonized Sales
Tax on the restaurant industry in British Columbia,
we are pleased with our continued progress and the
continued excellent performance of the A&W chain.

o

Paul F.B. Hollands
President &

Chief Executive Officer
A&W Food Services of
Canada Inc.
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A&W is famous for strategic renewal: '“ﬁi o T \
thinking deeply about the future and ) |
constantly moving forward. But progress _
that sticks is always founded on an equally g o Y
deep understanding of who we are and |
what we do best.

60's Drive-in:

Over the years, A&AW
We are proud of our recent rapid growth and believe it is due to our strategic
has become sharper clarity combined with a commitment to invest in connecting with our customers,
both restaurant owners and individual consumers. The payoffs are the ability to
and sharper about attract top calibre franchisees, grow market presence, increase same store sales,

what its greatest skills and improve proficabilicy.

are, about who its Connecting With Customers

The physical manifestation of how we understand our connection to consumers
customers are, and is the design of our restaurants. The first of our re-imaged restaurants opened in

: 2010. They include both newly-built and remodelled buildings.
about how to equip
Many elements of the aesthetics

itself to respond to _a : of these restaurants are keys to
- ~ memories built by Baby

Boomers in the days of the

drive-in. The “boomerang”

the needs and desires

of those customers. @. | roofline itself is a clear tip of
the hat to the 1960’s. Yet the
Not fast food, but - @ functional design of the
ol WS restaurant recognizes
BURGERS \&- ¥ the needs of today’s
consumer: convenience
Not everybody’ but and speed. We also introduced an upgraded operating system
over the past two years that has dramatically improved speed
BOOMERS of service at drive-thru, which in many cases represents well
over half of a restaurant’s sales. Both innovations have
Not only consumers, brought rewards. Sales in the new-design restaurants are
up and drive-thru volume has increased. Furthermore, new
but also systems for tracking and training in cost management are

leading to rising profitability across the chain.

FRANCHISEES

Extending the customer connection further is a new entrant

: in our stable of design concepts: the urban restaurant.
Man)’ SkI”S, but first The product of two years’ development and research, this

style of restaurant recognizes the significant population of

AL them’ ur?;)an dwellers who areg not in proxgimity to Fc))uI: typical suburban

CLIMATE restaurant. This underserved market has some different characteristics
and desires which we have addressed with an edgier design and some
changes to the menu and service style. However, the concept is still
solidly burger based and recognizably A&W. The Burger Family
now lives downtown!
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Home of the Burger Family >> 70's Enclosed Drive-in: adding seats to serve 80's Brand new freestanding concept
customers more comfortably >> featuring drive-thru >>

The Best Burgers

A&W has a reputation for the best burgers in the business. The core
of that burger menu has been consistent, and consistently successful,
for forty years: Mama, Papa, Grandpa, Teen and Baby Burger.
However, we know that consumers today are more sophisticated,
looking for premium products and innovation. The successful Sirloin
Uncle Burger, launched in 2008, was one response to both of these
desires; we have seen the Uncle Burger produce exciting sales results
this year. Early 2011 will see the launch of another industry-leading
premium product.

Other innovations take the form of short-term
promotional products: the Mini Sirloin Twins reappeared
in 2010, and the Spicy Mama Burger made her debut.
She received a very warm welcome from our
customers!

Speeding Our
Growth

At the end of 2010, there

were 730 A&W restaurants in Canada, including 26 new restaurants.

We expect growth to continue to be more rapid than in past years because
of the enthusiastic response we have seen to the introduction of the multi-
site development agreement. The multi-site idea recognizes the needs of a
particular kind of franchisee customer: the one who envisions a larger
business and can bring to bear greater organizational and

financial resources than a one-store franchisee can muster.

Under these multi-site development agreements, a developer enters into

a contract to open a specified number of restaurants on a set schedule in

a defined territory. This gives us predictable growth and efficiencies in
franchising. Franchisees engage with us in this way because they then know
they can build the businesses they want and can predict their cash flows.

It is gratifying to see so many existing franchisees avail themselves of this
opportunity. At the end of 2010 26 multi-site development agreements
representing 115 restaurants have been granted, with more planned for 2011.

Groundbreaking restaurant
design for urban markets
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90's Freestanding retrofit with
brand livery >> great street impact >>

A &W Restaurant

00's New retro-modern d

The multi-site development agreement is an important tool in our program of hastening development
in Ontario and Quebec. These markets, encompassing well over half of Canada’s population, are still
underserved by A&W. For example, Saskatchewan, our most highly saturated province, has four times
as many restaurants per capita as Ontario. This disparity indicates how great an opportunity Ontario
and Quebec present us, and development there is our number one priority. Sixteen of the 26
restaurants opened in 2010 were in Ontario or Quebec, and we continue to deepen our resources

in those markets.

Applying Climate Principles

Of all A&W’s strengths, Climate is the most distinctive and the most powerful. We invest very
intentionally in training about the means of maintaining strong, productive relationships within
the organization as articulated in our Climate goals. We use the Climate goals in support of
strategy. And we apply those goals in our relationships with everyone inside and outside
A&W; very few companies can say that. The result is win-win relationships with suppliers and
employees and tremendous alignment of effort from everyone associated with A&W.

A&W is respected for growth and
innovation. But that success is founded
on things that do not change: consistent
focus on Climate, understanding the
customer, and strategic discipline.

All of our business results show what

a winning combination that is.

Paul Hollands, CEO, with Bernice and Bruce Buffin and
their staff - winners of the 2010 President’s Award for the
best A&W restaurant in the country.
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A&W Revenue Royalties Income Fund

Management Discussion and Analysis

For the Year Ended December 31, 2010

This Management Discussion and Analysis covers the
fourth quarter period from September 13, 2010 to
December 31, 2010 and the year ended December 31,
2010, and is dated February 8, 2011. This report 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, 2010 and
the annual audited consolidated financial statements of
A&W Trade Marks Inc. (Trade Marks) for the year ended
December 31, 2010. 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 2010 results are not
directly comparable to 2009 due to three factors:

« The Fund and Trade Marks undertook a
recapitalization and reorganization during the fourth
quarter resulting in increases in professional fees
and financing fees which impacted net earnings
and distributable cash. See “Recapitalization and
Reorganization”;

- the number of restaurants in the Royalty Pool
increased from 685 during 2009 to 700 effective
January 5, 2010;

- the first and fourth quarters of 2010 and 2009 were
not directly comparable as there were 87 days in Q1,
2010 compared to 81 days in Q1, 2009, and 110
days in Q4, 2010 compared to 116 days in Q4,
2009. 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

Same store sales growth for the A&W restaurants in
the Royalty Pool was 2.2% for the year and 1.1% for the
quarter compared to 2009. Same store sales growth
has now been positive for 31 consecutive quarters.
Total sales reported by restaurants in the Royalty Pool
and corresponding royalty income increased by 5.5% in
2010 compared to 2009 due to the same store sales
growth and the increase in the number of restaurants
in the Royalty Pool. Total sales and royalty income
decreased by 0.2% in Q4, 2010 as compared to Q4,
2009 due to the decrease in the number of days in
Q4, 2010 compared to Q4, 2009.

The Fund’s net earnings for 2010 were $11,982,000 or
$1.437 per unit compared to $11,624,000 or $1.394
per unit in 2009. The Fund’s net earnings for the fourth
quarter were $3,633,000 or 43.6¢ per unit compared
to $4,010,000 or 48.1¢ per unit for the same quarter
in 2009.

Due to one-time costs of $775,000 for the Fund’s
recapitalization and reorganization which took place in
the fourth quarter of 2010, Trade Marks’ net earnings
decreased by $359,000 from $4,007,000 for 2009 to
$3,648,000 for 2010 and decreased by $931,000
from $1,962,000 for the fourth quarter of 2009 to
$1,031,000 for the fourth quarter of 2010. Before
payment of these costs, Trade Marks’ net earnings for
2010 increased by $416,000 over 2009.

The one-time costs of $775,000 and financing fees

of $449,000 also impacted distributable cash.
Distributable cash decreased by $129,000 from
$20,912,000 for 2009 to $20,783,000 for 2010 and
decreased by $1,287,000 from $6,831,000 for the
fourth quarter of 2009 to $5,544,000 for the fourth
quarter of 2010. Before payment of these one-time
costs totalling $1,224,000, distributable cash increased
by $1,095,000 or 5.2% over 2009. Distributable cash
and earnings in the fourth quarter were also negatively
impacted by the decrease in the number of days in the
quarter compared to 2009.
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Financial Highlights

The following table sets out selected 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

2010 2009 2010 2009
Same store sales growth(®) 1.1% 0.03% 2.2% 1.5%
Number of restaurants in the
Royalty Pool 700 685 700 685
Sales reported by the restaurants
in the Royalty Pool $ 238,900 $ 239,385 $ 776,701 $ 736,209
Royalty income $ 7167 $ 7,481 $ 23301 $ 22,086
General and administrative expenses 237 167 601 647
Recapitalization and reorganization
costs 661 - 775 -
Financing fees 449 - 449 -
Net third party interest expense 269 183 670 570
Recovery of current income taxes - - - (43)
Partnership distributions to
Food Services 7 - 23 -
Total distributable cash generated
for distributions and dividends () $ 5544 $ 6,831 $ 20,783 $ 20,912
Distributable cash(2) per weighted
average equivalent unit
(2010 - 14,644,999 units;
2009 - 14,289,993 units) $ 0382 $ 0478 $ 1419 $ 1.463
Distributions and dividends declared
per equivalent unit $ 0424 $ 0424 $ 1272 $ 1.272
Special distribution per equivalentunit $ 0.100 $ 0.100 $ 0.200 $ 0.200
Trade Marks’ net earnings $ 1031 $ 1962 $ 3648 $ 4,007
The Fund’s net earnings $ 3633 $ 4,010 $ 11982 $ 11,624
The Fund’s basic and diluted earnings
per unit $ 0436 $ 0481 $ 1437 $ 1.394

Weighted average units outstanding 8,332,994 8,340,000 8,337,889 8,340,000

(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 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 trade-marks
comprise some of the best-known brand names in the
Canadian foodservice industry.

Prior to the reorganization described below, the Fund
earned interest income on A&W notes issued by Trade
Marks. The A&W notes were in the amount of $83,399,000
and bore interest at 10.75% per annum. Payments of
interest only were receivable from Trade Marks monthly
in arrears. The Fund also earned dividends from its
investment in common shares of Trade Marks.

The Fund’s distributions to unitholders were 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 limited

to bank charges.

The Fund is not currently taxed on any income that is
distributed to unitholders. Until 2011, income tax
obligations related to the distributions by the Fund are
obligations of the unitholders. See “Recapitalization
and Reorganization”.

Trade Marks

In 2002, Trade Marks 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.
(A&W or Food Services) 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 common shares. The balance
of the purchase price of $40,000,000 was paid in full
by all amounts Trade Marks paid Food Services in
respect of annual adjustments to the Royalty Pool up
to January 5, 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 annual adjustment to the Royalty Pool.

On January 21, 2009, Trade Marks and Food Services
formed a 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. Trade Marks transferred the A&W trade-marks
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 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 added to the Royalty Pool,
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
92.5% of the amount of estimated sales from the net
new restaurants and the current yield on the units of
the Fund. Prior to the formation of the Partnership,
Trade Marks paid Food Services by issuing common
shares and preferred shares of Trade Marks which are
the economic equivalent of units of the Fund. Effective
January 5, 2010, additional partnership units (LP units)
are issued to Food Services to reflect the annual
adjustment. Food Services' additional LP units are
exchangeable for additional shares of Trade Marks
which are exchangeable for units of the Fund.

Trade Marks’ expenses include general and
administrative expenses, amortization of deferred
financing fees, interest expenses and taxes. Trade
Marks’ general and administrative expenses include
the expenses of the Fund as 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.
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Recapitalization and Reorganization

In the fourth quarter, the Fund and Trade Marks
implemented two important changes to the structure

of the Fund in order to maximize ongoing distributable
cash available for unitholders. These changes were a
successful substantial issuer bid which reduced the
number of units outstanding by 17%, and a reorganization
of the capital structure of Trade Marks to minimize the
impact of the new Specified Investment Flow Through
(SIFT) tax on income funds.

(a) A&W Revenue Royalties Income Fund’s offer to
purchase units

On November 10, 2010, the Fund announced its
intention to make a substantial issuer bid (the Offer)
to purchase for cancellation 2,500,000 of its units
at a price of $20 per unit. The Offer was financed

by a new loan to Trade Marks in the amount of
$50,000,000. As a result of the purchase of units
under the Offer and the new loan, distributable cash
available for distributions to unitholders is expected
to increase by approximately 10.1 cents (8%) per
unit per annum over the amount of distributable cash
had the Offer and new loan not occurred. Therefore,
on November 10, 2010, the Trustees of the Fund
approved a 10% increase in monthly distributions to
unitholders to 11.7 cents per unit per month, from
the current rate of 10.6 cents per unit per month.
The new monthly distribution rate is effective January
1, 2011 and payable as and from February 28, 2011.

A total of 2,588,663 units were deposited under the
Offer, including 2,500,000 securities of Trade Marks
held by Food Services exchangeable for a total of
2,500,000 units. As the aggregate number of units
deposited under the Offer exceeded the 2,500,000
units for which the Offer was made, units were taken
up under the Offer on a pro-rata basis, resulting in
85,627 units being purchased from unitholders other
than Food Services and 2,414,373 units being
purchased from Food Services.

(b) Exchange of securities

On December 22, 2010, prior to the completion

of the Offer, Food Services exchanged 2,414,373
Class A shares of Trade Marks with a book value of
$24,549,000, for $24,144,000 principal amount
of A&W notes. Food Services and Trade Marks
recorded the additional A&W notes at a book value
of $24,549,000. Subsequently, Food Services

exchanged the $24,144,000 principal amount

of A&W notes and 2,414,373 common shares

of Trade Marks (comprising 303,790 non-voting
common shares and 2,110,583 voting common
shares) for 2,414,373 units of the Fund. The Fund
recorded an increase in its investment in Trade Marks
through the acquisition of the new A&W notes at the
principal amount of $24,144,000, and the acquisition
of the 2,414,373 common shares at $10 per

share or $24,144,000. Food Services recorded its
investment in units of the Fund at $20 per unit or
$48,288,000, and recognized a gain on the exchange
of $21,552,000, represented by the excess of Food
Services’ $48,288,000 investment in the Fund over
Food Services’ carrying value of the 2,414,373
common shares of Trade Marks of $2,187,000 and
the A&W notes of Trade Marks of $24,549,000.

(c) Completion of the Offer

The completion of the Offer also took place on
December 22, 2010. The Fund’s carrying value of
the 2,500,000 units was $49,080,000, and the
excess of the $50,000,000 cost of acquisition over
the carrying value, or $920,000, was charged to
the Fund’s accumulated earnings. Food Services
recorded its $48,288,000 proceeds from its sale
of 2,414,373 units of the Fund reducing its
investment in the Fund to $nil.

The units purchased under the Offer represented
approximately 17% of the units outstanding on a
fully diluted basis. After the completion of the
purchase of the units, 8,254,373 units, and
securities exchangeable for a further 3,968,540
units remain outstanding. After the 2,414,373 units
were purchased from Food Services, Food Services’
indirect interest in the Fund decreased from 43.4%
to 32.5% on a fully diluted basis.

Units outstanding after completion of the Offer are:

(dollars in thousands)

# $
Balance as at December
31, 2009 8,340,000 77,115
Units issued in exchange
for common shares and
A&W notes of Trade Marks 2,414,373 48,288
Purchase and cancellation
of units (2,500,000) (49,080)
Balance as at
December 31, 2010 8,254,373 76,323
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(d) Recapitalization and new loan

The Fund financed the amount paid for the units by
repayment by Trade Marks of $50,000,000 of A&W
notes of Trade Marks held by the Fund, prior to which
the Fund and Trade Marks agreed to amend the
A&W notes to allow early repayment. Trade Marks
financed the $50,000,000 repayment of A&W notes
by increasing its $10,000,000 term loan with HSBC
Bank Canada to $60,000,000.

(e) Reorganization

Also on December 22, 2010, subsequent to Food
Services’ exchange of securities of Trade Marks,
and the completion of the Offer, the reorganization
(the Reorganization) of the capital structure of Trade
Marks took place. The Reorganization was approved
by unitholders of the Fund at the Annual General
Meeting held May 4, 2010 and was initiated to
minimize the impact of the new SIFT tax on income
trusts announced by the federal government in
October 2006. The SIFT tax is effective January 1,
2011 and treats an income trust like a corporation,
requiring it to pay tax on its taxable income. The
Trustees of the Fund examined the alternatives
available to maximize unitholder value in the face

of this new tax, and proposed this Reorganization
to minimize the impact of the new SIFT tax and
maximize amounts available for distribution to
unitholders in light of the SIFT tax.

As a result of the Reorganization, the Fund will
receive dividends paid by Trade Marks rather than
interest paid on the A&W notes. These dividends
are not subject to the SIFT Tax. Trade Marks’ earnings
(representing the royalty paid by Food Services less
general and administrative expenses and interest on
its term loan) will therefore be taxed at an effective
rate of 18% versus an approximate tax rate of 25%
if the reorganization were not implemented. In effect
this leaves 82% of Trade Mark’s net income before
income taxes available to be paid as dividends,
instead of 75% if the reorganization were not
implemented.

Commencing in 2011 distributions to unitholders will
be taxed as non-eligible dividends, rather than “other”
income. Investors who are entitled to dividend tax
credits will be able to enhance their after-tax yield

and reduce the aftertax impact of the reduction in
distributions. The total amount of tax paid in 2011 by
the Fund and an individual unitholder taxed in Canada
at the highest marginal rate on distributions by the
Fund, and the tax that would be paid by the unitholder
on distributions by the Fund had the SIFT tax not been

)

implemented, is approximately the same.
The following is a summary of the Reorganization:

i. Trade Marks continued as a company under
the British Columbia Business Corporations Act.

ii. The $57,543,000 remaining A&W notes held by
the Fund were exchanged for 5,754,298 new non-
voting common shares with $10 par value having
an aggregate value of $57,543,000. The excess
of Trade Marks’ carrying value of the A&W notes of
$57,948,000 over the value of the new non-voting
common shares of $57,543,000, or $405,000,
was credited to Trade Marks’ contributed surplus.

. The 3,868,368 voting common shares and
100,185 non-voting common shares of Trade
Marks held by Food Services were exchanged for
3,968,553 voting common shares without par
value with a value of $2,652,000.

iv. The 10,754,373 voting common shares of
Trade Marks held by the Fund were exchanged
for 10,754,373 voting common shares without
par value with a value of $2,187,000.

v. The 769,577 Class A preferred shares of Trade
Marks held by Food Services were exchanged for
769,577 non-voting common shares without par
value with a value of $7,826,000.

vi. The 3,198,951 Class B preferred shares of Trade
Marks held by Food Services were exchanged for
3,198,951 new non-voting common shares with
$10 par value with a value of $36,363,000.

Exchange rights

The common shares of Trade Marks held by Food
Services may be exchanged at the option of Food
Services into units of the Fund on the basis of two
common shares for one unit of the Fund, except that
Food Services may not exchange non-voting common
shares for units of the Fund if it would result in Food
Services having a voting interest in Trade Marks
greater than its economic interest. Therefore, after
the Offer and Reorganization, Food Services holds,
indirectly, the equivalent of 32.5% of the units of the
Fund on a fully-diluted basis, on the basis of two
common shares being the economic equivalent of
one unit of the Fund. Food Services will continue to
be entitled to additional LP units of the Partnership
on the annual adjustment of the restaurants in the
Royalty Pool. The additional LP units are exchange-
able for non-voting common shares of Trade Marks
on the basis of one LP unit for two non-voting
common shares of Trade Marks.
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All of the voting and non-voting common shares held financing fees of $449,000 were incurred by Trade

by the Fund and Food Services are entitled to the

same dividends per share.

(g) Costs

The costs of the Offer and the Reorganization were
$775,000 and were expensed during the year by
Trade Marks under an administration agreement
with the Fund whereby Trade Marks, at its expense,
provides or arranges for the provision of services

Marks for the additional $50,000,000 term loan.
The financing fees will be amortized over the term
of the loan.

After the completion of the Offer and the Reorganization,
there are no Class A or Class B preferred shares of
Trade Marks and no A&W notes, and the common
shares of Trade Marks are owned by the Fund and

Food Services as follows:

required in the administration of the Fund. In addition,

(dollars in thousands)

The Fund Food Services Total

# $ % # $ % #
Balance as at
December 31, 2009 8,340,000 1 584 5,950,018 3,552 41.6 14,290,018
January 5, 2010 adjustment
to Royalty Pool - - (1.8 432,908 1,287 1.8 432,908
December 22, 2010 exchange of
Class A shares for A&W notes and
A&W notes and common shares
for units of the Fund 2,414,373 2,187 16.4 (2,414,373) (2,187) (16.4) -
December 22, 2010 exchange of
A&W notes for non-voting common
shares with $10 par value 5,754,298 57,543 7.6 - - (7.6) 5,754,298
December 22, 2010 exchange of
Class A shares for non-voting
common shares without par value - - (2.9 769,577 7,826 2.9 769,577
December 22, 2010 exchange of
Class B shares for non-voting
common shares with $10 par value - - (10.2) 3,198,951 36,363 10.2 3,198,951
Balance as at December 31,2010 16,508,671 59,731 67.5 7,937,081 46,841 32.5 24,445,752

Summary

The Partnership earns royalty income from Food Services

the Partnership are included in this report and Food
Services’ consolidated financial statements are provided
as a supplement to this report.

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

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).

expenses of Trade Marks and the Fund, and retention of AcG-15 expands upon existing accounting guidance in
reasonable working capital reserves. The Fund receives CICA Handbook Section 1590 that addresses when

dividends from Trade Marks and pays its net cash
receipts to unitholders. Trade Marks’ consolidated
financial statements which include its 99.9% interest in generally consolidates another entity when it controls

an enterprise should consolidate another entity in its
financial statements. Under CICA 1590, an enterprise
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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.

Future Accounting Changes

In January 1, 2011, The Fund and Trade Marks will
adopt the new accounting standard CICA Handbook
Section 1582, “Business Combinations”, which replaced
Handbook Section 1581, “Business Combinations”,

and Handbook Section 1601, “Consolidated Financial
Statements”, and Handbook Section 1602, “Non-
Controlling Interests”, which replaced 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 replaced 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 and Trade Marks’ financial results.

International Financial Reporting Standards (IFRS)

Publicly reported companies are required to adopt IFRS
for interim and annual reporting purposes beginning
January 1, 2011. The Fund’s and Trade Marks’ transition
from Canadian GAAP to IFRS will take place in the

first quarter of 2011 at which time both current and
comparative financial information will be reported

using IFRS.

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,
classification of unitholders’ equity, 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 has been undertaken and involved
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 also involved a detailed analysis

of the differences between IFRS and Canadian GAAP.
Significant increases in disclosure are anticipated

and the Fund and Trade Marks have identified these
additional disclosure requirements.

The Fund and Trade Marks are in the final stages of 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 GAAP, 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.
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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. A detailed assessment is underway
pending the finalization of the consolidation
standard under IFRS.

(b) Classification of Unitholders’ Equity

Under Canadian GAAP, the units are classified as
equity. Under IFRS, an instrument is classified as a
financial liability if it contains a contractual obligation
to transfer cash or other financial assets. The Fund
has concluded that under IFRS, the units will be
classified as a current financial liability as the Fund’s
Declaration of Trust contains an administrative clause
which creates a contractual obligation to deliver cash
or other financial assets in certain circumstances.
As a financial liability, the units will be transferred
from equity to current liabilities on the balance
sheet and distributions will be classified as interest
expense on the income statement instead of a
reduction in unitholders’ equity.

(c) 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 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.

(d) Impairment of Assets

Currently, the A&W trade-marks are classified as
intangible assets 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.

Trade Marks’ intangible asset impairment model
has been revised to comply with IFRS requirements.
Unlike Canadian GAAP, impairment losses may be
reversed under IFRS. IFRS requires significant
additional disclosures in the event an impairment
loss is recorded or reversed.

(e) 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 documentation of the hedge effectiveness has
been revised accordingly.

Differences between IFRS and Canadian GAAP, in
addition to those referred to above, may still be
identified based on final analysis by the Fund and Trade
Marks and consideration of the final IFRS standards for
2011. 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.

Implementation and Review Phase

This phase involves 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.

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’ cash flows.
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Expansion of the Royalty Pool

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 eight restaurants which permanently closed during
2009. The Partnership paid Food Services $4,758,000
by issuance of 332,723 LP units to Food Services,
representing 80% of the initial consideration based on
the estimated annual sales of the net new restaurants.
The LP units were exchanged for 28,933 Class B
preferred shares valued at $328,000, 28,933 voting
common shares valued at $86,000, 303,790 Class A
preferred shares valued at $3,441,000 and 303,790
non-voting common shares valued at $903,000.

The final adjustment to the number of LP units issued
was made on December 15, 2010 based upon the
actual annual sales reported by the new restaurants.
The actual annual sales of the 23 new restaurants

were $25,781,000 compared to the original estimate
of $24,879,000. As a result, the remaining 20% of

the initial consideration or $1,189,000 and additional
consideration of $243,000 was paid to Food Services
by issuance of 100,185 additional LP units which were
exchanged for 100,185 Class A preferred shares valued
at $1,134,000 and 100,185 non-voting common shares
valued at $298,000.

Subsequent to year end, the ninth adjustment to the
Royalty Pool took place on January 5, 2011. The number
of A&W restaurants in the Royalty Pool was increased

by 20 new restaurants less five restaurants which

permanently closed during 2010. The estimated
annual sales of the 20 new A&W restaurants are
$20,160,000 and annual sales for the five permanently
closed restaurants were $1,673,000. The net sales of
$18,487,000 translate into estimated additional annual
royalty payments to the Partnership of $555,000 on

the basis of the royalty of 3% of sales. The initial
consideration for this estimated additional royalty stream
is $6,859,000, 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 November 1, 2010. The Partnership paid Food
Services $5,487,000 by issuance of 278,818 LP

units to Food Services, representing 80% of the initial
consideration. The additional LP units were exchanged
for 557,636 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 2011 by issuance of additional LP
units which may be exchanged for non-voting common
shares of Trade Marks.

After the January 5, 2011 adjustment to the Royalty
Pool, the number of restaurants in the Royalty Pool
increased to 715 and Food Services owns the equivalent
of 34% of the units of the Fund on a fully-diluted basis.

Ownership of the Fund

After the completion of the Offer and the Reorganization,
the ownership of the Fund, on a fully-diluted basis, is as
follows:

February 8 December 31 December 31
2011 @ 2010 2009
# % # % # %
Fund units held by
public unitholders 8,254,373 66.0 8,254,373 67.5 8,340,000 58.4
Securities of Trade
Marks’ held by
Food Services
exchangeable
for Fund units (2 4,247,358 34.0 3,968,540 32.5 5,949,993 41.6
Total equivalent
units 12,501,731 100.0 12,222,913 100.0 14,289,993 100.0

(1) Represents the ownership of the Fund as at February 8, 2011 after the initial consideration for the January 5,

2011 expansion of the Royalty Pool.

(2) Common shares of Trade Marks held by Food Services may be exchanged for units in the Fund on the basis of two

common shares for a unit in the Fund.
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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 growth 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&QW
restaurants in the Royalty Pool that operated during the
entire 26 4-week periods ending December 31, 2010.

Same store sales growth was 1.1% for the fourth
quarter of 2010 compared to the same quarter of
2009, and 2.2% for the full year 2010 compared to
2009. Same store sales growth has been positive
for 31 consecutive quarters.

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

8%
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4%

2%

0%
2009 2009 2009 2009 2010 2010 2010 2010
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Results of Operations

Income

The Fund

During 2010, the Fund earned interest income from
Trade Marks on the A&W notes of $8,745,000,
compared to $8,965,000 for 2009. Interest income

for the fourth quarter was $2,482,000, compared to
$2,849,000 in the fourth quarter of 2009. The decrease
in interest income was due to the A&W notes being
exchanged for non-voting common shares on December
22, 2010. The shorter fourth quarter in 2010 also
impacted interest income for the quarter.

The Fund’s share of Trade Marks’ earnings was
$2,463,000 for the full year 2010, an increase of
$123,000 from 2009, and $979,000 for the quarter,
a decrease of $165,000 from the same quarter last
year. The Fund’s ownership interest in Trade Marks
was 67.5% as at December 31, 2010 and 58.4% as
at December 31, 2009. Trade Marks’ income and
expenses are discussed in detail below.

In accordance with GAAR a non-cash dilution gain of
$774,000 was recognized in 2010 due to the value
ascribed to the common shares issued by Trade Marks
to Food Services as consideration for the eighth Royalty
Pool adjustment on January 5, 2010. The dilution gain
recognized in 2009 was $319,000.

Trade Marks

Royalty income for 2010 was $23,301,000 based on
sales of $776,701,000, an increase of 5.5% over royalty
income of $22,086,000 and sales of $736,209,000
for 2009. These increases were due to the combined
impact of the additional net 15 restaurants in the
Royalty Pool and the same store sales increase of
2.2%. Royalty income earned by Trade Marks in the
fourth quarter was $7,167,000 based on sales of
$238,900,000 reported by the A&W restaurants in the
Royalty Pool. This was a decrease of 0.2% over royalty
income of $7,181,000 and sales of $239,385,000
during the same quarter of 2009. The decrease in the
fourth quarter was due to the quarter having six fewer
days in 2010 compared to the same quarter in 2009.
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Expenses and Taxes

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

(dollars in thousands)

Q4 Q4 Year end Year end

2010 2009 2010 2009

$ $ $ $

General and administrative 237 167 601 647

Recapitalization and reorganization costs 661 - 775 -

Amortization of deferred financing fees 6 3 12 9

Interest on term loan 288 184 695 581

Interest income (19) (1) (25) (12)

Interest on A&W notes 2,482 2,849 8,745 8,965
Dividends on Class A and Class B

preferred shares (1) 1,911 2,050 6,692 6,396

Recovery of current income taxes - - - (43)

Provision for future income taxes 563 (40) 2,135 1,514

(1) As required by GAAP, the dividends were classified as interest expense.

The impact of the Offer and Reorganization on Trade
Marks’ expenses were:

. one-time costs of $775,000, comprised mainly
of professional fees;

- additional interest on the term loan which was
increased to $60,000,000 from $10,000,000
on December 22, 2010;

. a $49,000 payment to terminate the interest
rate swap on the $10,000,000 term loan;

- lower interest on the A&W notes which were
extinguished December 22, 2010;

- lower dividends on the Class A and Class B

preferred shares which were converted to
common shares on December 22, 2010.

Normal general and administrative expenses for

2010 decreased by $46,000 to $601,000, compared
to $647,000 for 2009. General and administrative
expenses in the fourth quarter, including expenses for
the Fund under the administration agreement between
Trade Marks and the Fund, increased by $70,000 to
$237,000, compared to $167,000 in the fourth quarter
of 2009.

Trade Marks’ interest expense on its term loan for
2010 was $695,000 compared to $581,000 for 2009.
Interest on the term loan for the fourth quarter of 2010
was $288,000, compared to $184,000 for the same

quarter of 2010. The increase in term loan interest was
due to the increase in the amount of the term loan by
$50,000,000 to $60,000,000 effective December 22,
2010. Also included in interest expense was a $49,000
payment to terminate the interest rate swap on the
$10,000,000 term loan.

Interest on the A&W notes for the fourth quarter was
$2,482,000, compared to $2,849,000 in the fourth
quarter of 2009, and $8,745,000 for 2010 compared
to $8,965,000 for 2009. The decrease in interest
expense was due to the A&W notes being extinguished
on December 22, 2010 under the Reorganization of
Trade Marks. In addition, there were six fewer days in
the fourth quarter of 2010 compared to the fourth
quarter of 2009.

The Class A and Class B preferred shares entitled
Food Services to a fixed cumulative preferential cash
dividend at a rate of $1.075 per share per annum.

In accordance with GAAP, the cumulative dividends
were treated for accounting purposes by Trade Marks
as interest expense and, as such, were deducted to
arrive at net earnings. Class A and Class B preferred
share dividends were $1,911,000 for the quarter and
$6,692,000 for the year compared to $2,050,000 for
the quarter and $6,396,000 last year. The increase in
Class A and Class B share dividends resulting from the
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issue of 432,908 additional shares for the Royalty Pool
Amendment was offset by fewer days accrued in 2010
as the Class A and Class B shares were exchanged

for common shares on December 22, 2010 under the
Reorganization. In addition, there were six fewer days
in the fourth quarter of 2010 compared to the fourth
quarter of 2009.

There are no current income taxes for 2010 compared
to a recovery of taxes of $43,000 for 2009. Future
income taxes, a non-cash expense, were $2,135,000
for 2010 compared to $1,514,000 for 2009.

Net Earnings and Comprehensive Earnings

The Fund

The Fund’s net earnings for 2010 were $11,982,000
or $1.437 per weighted average unit outstanding
compared to $11,624,000 or $1.394 per unit for
2009. The Fund’s net earnings for the quarter were
$3,633,000 or 43.6¢ per weighted average unit
outstanding compared to $4,010,000 or 48.1¢ per
unit for the same quarter in 2009.

Trade Marks

Trade Marks’ 2010 net earnings were $3,648,000
compared to $4,007,000 for 2009. Trade Marks’ net
earnings for the quarter were $1,031,000 compared

to $1,962,000 for the same quarter of 2009. As
discussed previously, the decrease in Trade Marks’
earnings was due to the $775,000 one-time transaction
costs for the Offer and Reorganization.

In accordance with CICA Handbook Section 3865
“Hedges”, Trade Marks recorded other comprehensive
income of $545,000 for 2010 and $356,000 for the
quarter compared to $266,000 in 2009 and $116,000
in the fourth quarter of 2009 to reflect the change in
the fair value of the interest rate swap agreement, net
of tax. Trade Marks’ comprehensive earnings were
$4,193,000 for 2010 and $1,387,000 for the quarter,
compared to $4,273,000 for 2009 and $2,078,000
for the same quarter in 2009. Accumulated other
comprehensive earnings as at December 31, 2010 were
$245,000 compared to other comprehensive losses of
$300,000 at the end of 2009.

The Fund’s share of Trade Marks’ other comprehensive
income was $340,000 for 2010 and $228,000 for
the quarter and compared to $163,000 for 2009 and
$68,000 in the same quarter last year. The Fund’s
comprehensive earnings were $12,322,000 for 2010

and $3,861,000 for the quarter and compared to
$11,787,000 for 2009 and $4,078,000 for the same
quarter of 2009. Accumulated other comprehensive
earnings as at December 31, 2010 were $165,000
compared to other comprehensive losses of
$175,000 at the end of 20009.

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.

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, the Partnership’s 0.1% distributions
to Food Services, 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 capital expenditures. There are no restrictions

on distributions arising from compliance with financial
covenants.

With respect to the guidance issued by 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.

Before payment of one-time costs and financing fees
totaling $1,224,000 for the Offer and Reorganization,
distributable cash generated in 2010 to pay distributions
to unitholders and dividends to Food Services increased
by $1,095,000 or 5.2% over 2009. After payment of
these one-time costs and financing fees, distributable
cash generated to pay distributions to unitholders and
dividends to Food Services decreased by $129,000
from $20,912,000 for 2009 to $20,783,000 for 2010,
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and decreased by $1,287,000 from $6,831,000 for
the fourth quarter of 2009 to $5,544,000 for the fourth
quarter of 2010. Distributable cash and earnings in

the fourth quarter were also negatively impacted by the
decrease in the number of days in the quarter compared
to 2009.

The amount of cash distributed in 2010 to unitholders
and Food Services in monthly distributions and dividends
was $1.272 per equivalent unit compared to distributable
cash generated of $1.419. In addition, two Special
Distributions of $0.100 per equivalent unit each were
paid to unitholders and Food Services, bringing the total
amount of cash distributed in 2010 to $1.472 per
equivalent unit.

(dollars in thousands except per unit amounts)

Before payment of the one-time financing fees and
transaction costs of $1,224,000, the cumulative
surplus of distributable cash at the end of the year
was $4,195,000, compared to a cumulative surplus of
$3,706,000 at the end of 2009. After payment of the
one-time costs, the cumulative surplus of distributable
cash was $2,971,000.

The chart below reconciles distributable cash to
the most directly comparable measure calculated
in accordance with GAAP, cash flows from operating
activities including changes in non-cash working
capital balances.

Q4 Q4 Year end Year end
2010 2009 2010 2009

Trade Marks’ cash flow from
(used for) operating activities

Add:

$ (296) $ 1668 $ 4609 $ 5369

Changes in accrued dividends 218 98 - -

Dividends on Class A & Class B preferred shares 1,911 2,050 6,692 6,396

Changes in non-cash working capital 1,685 166 1,209 182

Partnership distributions paid to Food Services (7) - (23) -
Financing fees (449) - (449) —
Distributable cash — Trade Marks 3,062 3,982 12,038 11,947
The Fund’s cash flow from operating activities 3,508 2,967 9,506 8,963
Add:

Changes in non-cash working capital (1,026) (118) (761) 2
Distributable cash — the Fund 2,482 2,849 8,745 8,965
Total distributable cash $ 5544 $ 6,831 $ 20,783 $ 20,912
Cumulative surplus — beginning of period 4,406 4,102 3,706 3,828
Distributable cash paid to unitholders at current annual
distribution rate (2010 - $1.272 per unit, 2009 - $1.272 per unit) (3,188) (3,371) (10,599) (10,608)
Distributable cash paid to Food Services at current annual
distribution rate (2010 - $1.272 per share, 2009 - $1.272
per share) (2,338) (2,425) (7,995) (7,568)
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) (619) (597) (1,256) (1,190)

Cumulative surplus — end of period

$ 2971 $ 3,706 $ 2971 $ 3,706

Distributable cash per weighted average equivalent unit
Number of equivalent units

Weighted average equivalent units

Monthly distributions declared per unit

Special distributions declared per unit

Payout ratio (excluding special distributions)

Payout ratio (including special distributions)

$ 0382 $ 0478 $ 1419 $ 1.463
12,222,913 14,289,993 12,222,913 14,289,993
14,503,826 14,289,993 14,644,999 14,289,993
$ 0424 $ 0424 $ 1272 $ 1.272
$ 0100 $ 0100 $ 0200 $ 0.200
111.0% 88.7% 89.6% 86.9%
137.1% 109.6% 103.7% 100.6%
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Distributions to Unitholders

Distributions in 2010 were as follows:

(dollars in thousands except per unit amounts)

Record date Amount Per unit

January 2010 February 15, 2010 884 0.106
February 2010 March 15, 2010 884 0.106
March 2010 April 15, 2010 884 0.106
Special Distribution May 15, 2010 834 0.100
April 2010 May 15, 2010 884 0.106
May 2010 June 15, 2010 884 0.106
June 2010 July 15, 2010 884 0.106
July 2010 August 15, 2010 884 0.106
August 2010 September 15, 2010 884 0.106
September 2010 October 15, 2010 884 0.106
October 2010 November 15, 2010 884 0.106
Special Distribution November 15, 2010 834 0.100
November 2010 December 15, 2010 884 0.106
December 2010 December 31, 2010 875 0.106
$ 12,267 $ 1.472

The December 2010 distribution of $875,000 which
was declared on December 20, 2010 and paid on
January 31, 2011 is reported as a current liability as
at December 31, 2010. This distribution was declared
and recorded for income tax purposes in 2010, the
period in which it was earned, and as it had a record
date of December 31, 2010, 8,254,373 units were
outstanding and the monthly distribution at $0.106
was $875,000.

On February 2, 2011, the Fund declared the January
2011 monthly distribution to unitholders of $0.117
per unit or $966,000, payable on February 28, 2011.

TAX TREATMENT OF DISTRIBUTIONS

Of the $1.472 per unit in distributions declared year
to date, $1.049 per unit or 71.3% will be taxable to
unitholders as other investment income and $0.423
per unit or 28.7% will be designated as non-eligible
dividends.

Dividends on Trade Marks’ Common Shares

During 2010, Trade Marks declared dividends on

its common shares totaling $6,082,000, of which
$3,523,000 was earned by the Fund and $2,559,000
was earned by Food Services. Additional compensation
of $38,000 was paid to Food Services representing
the dividends that Food Services would have received
on the 100,185 non-voting common shares issued to
Food Services on December 15, 2010 in relation to
the adjustment to the January 5, 2010 Royalty Pool
amendment, had they been issued on January 5,
2010.

On February 2, 2011, Trade Marks declared a dividend
on its common shares of $1,463,000, payable to Food
Services and the Fund on February 28, 2011.

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

During 2010, Trade Marks declared and paid dividends
on its Class A and Class B preferred shares totaling
$6,692,000.

20 A&W REVENUE ROYALTIES INCOME FUND 2010 ANNUAL REPORT TO UNITHOLDERS



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, 2010, 2009 and
2008 results are not directly comparable to each other
due to the different number of restaurants in the Royalty

Pool in each year.

2010 2009 2008
Same store sales growth @ 2.2% 1.5% 7.3%
Number of restaurants in the Royalty Pool 700 685 676
Sales reported by the restaurants in
the Royalty Pool $ 776,701 $ 736,209 $ 710,479
Royalty income $ 23,301 $ 22,086 $ 21,314
Total distributable cash available for
distributions and dividends @ $ 20,783 $ 20,912 $ 20,257
Distributions declared per unit $ 1472 $ 1472 $ 1472
Net earnings of the Fund $ 11,982 $ 11,624 $ 11,869
Basic and diluted earnings per unit $ 1437 $ 1394 $ 1.423
Total assets of the Fund $ 74819 $ 76,485 $ 76,974
Trade Marks’ term loan $ 59,553 $ 9,990 $ 9,981

(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
equivalent unit”, have been prepared in accordance with

The following selected quarterly results, other than GAAP and all dollar amounts are reported in Canadian
“Distributable cash” and “Distributable cash per currency.

(dollars in thousands except per unit amounts)

Q4 2010 Q32010 Q2 2010 Q12010

Number of restaurants in the
Royalty Pool 700 700 700 700

Royalty income $ 7167 $ 5654 $ 5330 $ 5,150
The Fund’s interest income $ 2482 $ 2063 $ 2,063 $ 2,137
The Fund’s net earnings $ 3633 $ 2,741 $ 288 $ 3,023
Basic and diluted earnings per unit $ 0.436 $ 0.329 $ 0.310 $ 0.362
Distributable cash (1) $ 5,544 $ 5,466 $ 5,128 $ 4,645
Number of equivalent units @ 12,222,913 14,705,897 14,705,897 14,705,897
Distributable cash per weighted
average equivalent unit (1(2) $ 0.382 $ 0.372 $ 0.349 $ 0.316
Monthly distributions declared
per unit (8,340,000 units) @) $ 0.424 $ 0.318 $ 0.318 $ 0.212
Special distribution declared per unit ~ $ 0.100 - $ 0.100 -
Number of days in the quarter 110 84 84 87
Q4 2009 Q3 2009 Q2 2009 Q1 2009
Number of restaurants in the
Royalty Pool 685 685 685 685
Royalty income $ 71481 $ 5408 $ 5,115 $ 4,382
The Fund’s interest income $ 2849 $ 2063 $ 2,063 $ 1,990
The Fund’s net earnings $ 4010 $ 2698 $ 25646 $ 2,370
Basic and diluted earnings per unit $ 0481 $ 0324 $ 0305 $ 0284
Distributable cash () $ 6,831 $ 5,218 $ 4,899 $ 3,964
Number of equivalent units (2 14,289,993 14,289,993 14,289,993 14,289,993
Distributable cash per weighted
average equivalent unit 1)@ $ 0478 $ 0365 $ 0343 $ 0.277
Monthly distributions declared
per unit (8,340,000 units) 3 $ 0.424 $ 0.318 $ 0.318 $ 0.212
Special distribution declared per unit  $ 0.100 - $ 0.100 -
Number of days in the quarter 116 84 84 81

(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 number of equivalent units and distributable cash per weighted average equivalent unit in Q1, Q2 and Q3
2010 includes the 83,181 common shares of Trade Marks representing the remaining 20% of the consideration
for the January 5, 2010 adjustment to the Royalty Pool which was held back until December 2010 when the actual
annual sales were reported by the new restaurants. The actual additional consideration was 100,185 common
shares based on the actual annual sales.

(3) 