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To our Unitholders

On behalf of the Trustees of the A&W Revenue Royalties Income Fund (the Fund),
I am pleased to report the results for the second quarter ended June 19, 2005. Same
store sales in the quarter continued to show positive gains, with an increase of 3.0%.
This marks the ninth consecutive quarter of same store sales increases for the A&W
restaurants in the Royalty Pool. On a year to date basis, same store sales have
increased by 4.2%.

The source of income for the Fund is through its 66% ownership in A&W Trade
Marks Inc. (Trade Marks) which, in turn, receives royalty income from A&W Food
Services of Canada Inc. (Food Services), based on 3% of the sales of the 638 A&W
restaurants in the Royalty Pool. Same store sales growth of A&W restaurants is
therefore the primary driver of Trade Marks' royalty revenue growth.

Readers of the attached financial statements for the Fund should be aware that, due
to new GAAP accounting requirements, we were obligated effective January 1,
2005 to change the financial reporting relationships of the Fund and Trade Marks.
This in no way affects the legal and cash flow relationships of the entities involved.
As a result of this change, the Fund’s financial statements no longer include the
consolidated results of Trade Marks. However, the Management Discussion and
Analysis has been significantly expanded to include the relevant financial
information for Trade Marks, as we believe this is important information for
unitholders in understanding and assessing the performance of the Fund.

The same store sales growth continued to be driven by the key initiatives which
A&W has in place to enhance its appeal to its baby boomer customers. These
initiatives, including the continued re-imaging of restaurants, focus on breakfast and
the Chubby Chicken product line, coupled with strong advertising programs, all
contributed to the growth. The same store sales increase for the quarter was less
than the previous quarter, reflecting slower growth in the overall foodservice
industry in Canada.

On other key measures it was also an excellent quarter for the Fund. Royalty
income for the quarter increased by 6.8%, reflecting the same store sales growth
and an increase in the number of restaurants in the Royalty Pool from 620 to 638.
Distributable cash increased by 8.5% for the quarter with distributable cash per
equivalent unit increasing from 26.1 cents to 27.2 cents for the quarter.

Distributions of 27.0 cents per unit were declared in the quarter. We are pleased to
report that the Fund has made its projected distributions every single month since
inception.



On behalf of the Trustees I would like to extend our thanks to the unitholders who
have placed their trust in the A&W Revenue Royalties Income Fund. We are
pleased with the results so far this year, and look forward to continued strength in
the coming quarters.

Ottt .

John R. McLernon
Chairman, A&W Revenue Royalties Income Fund
On behalf of the Board of Trustees



A&W Revenue Royalties Income Fund
Management Discussion and Analysis

This report covers the period of January 1, 2005 to June 19, 2005. The
Management Discussion and Analysis of the results for this period is dated July 25,
2005. A copy of this report and additional information about the A&W Revenue
Royalties Income Fund (the Fund) is available at www.sedar.com or on the Fund’s
website at www.awincomefund.ca.

This report should be read in conjunction with the annual audited consolidated
financial statements of the Fund for the year ended December 31, 2004 and the
second quarter interim financial statements of the Fund. Readers are also directed
to the financial statements of A&W Trade Marks Inc. (Trade Marks), the principal
asset owned by the Fund. These statements are included with this report and are
also available at www.sedar.com.

Readers should be aware that 2005 results are not directly comparable to the prior
year due to the fact that there are 638 restaurants in the Royalty Pool in 2005 and
there were 620 restaurants in the Royalty Pool in 2004. In addition, there were 86
days in the first quarter of 2005 compared to 81 days in the same quarter in 2004.
There were 84 days in the second quarter of both years. However, same store sales
growth for the year to date is based on an equal number of days for 2005 and 2004.

CHANGES IN ACCOUNTING POLICIES

Consolidation of Variable Interest Entities

Effective January 1, 2005, the Fund was obligated to adopt the new Canadian
Institute of Chartered Accountants’ (CICA) Accounting Guideline (AcG-15),
“Consolidation of Variable Interest Entities” (VIE). The change in accounting
policy was applied retroactively and prior period financial statements have been
restated accordingly. Readers of this report are advised that this is an accounting
change only and that the cash flows and legal rights of the Fund and Trade Marks
have not changed.

The Fund has determined that Trade Marks is a VIE, and that both the Fund and
A&W Food Services of Canada Inc. (Food Services) hold variable interests in
Trade Marks. The new guideline states that the party “most closely associated” with
the VIE is the primary beneficiary. An analysis of all relevant facts and
circumstances, including the relationship and significance of the activities of Trade
Marks with the Fund and Food Services, results in Food Services being identified as
the primary beneficiary. As a result, the Fund has retroactively deconsolidated
Trade Marks, and Food Services has retroactively consolidated Trade Marks. Trade
Marks continues to legally own the A&W trade-marks and receive royalty income
from Food Services. The Fund continues to receive the economic benefit arising
from ownership of the trade-marks through interest income and dividend income
from Trade Marks. Non-consolidated financial statements of Trade Marks are
attached as a supplement to this report.



OVERALL PERFORMANCE

Same store sales growth for the restaurants in the Royalty Pool was 3.0% for the
quarter and 4.2% year to date. Royalty income for the quarter increased 6.8% over
the same quarter in 2004 and 11.4% year to date, due to the same store sales growth
and the increase in the number of restaurants in the Royalty Pool from 620 to 638.
The longer first quarter in 2005 also contributed to the year to date increase in
royalty income.

Distributable cash also showed strong growth. Distributable cash available to pay
distributions to unitholders and dividends on Class A and B preferred shares
increased by 8.5% to $3,418,000 for the quarter and by 14.2% to $6,373,000 year to
date. The increase in distributable cash was generated through growth in royalty
income plus a reduction in the cash taxes and other expenses in Trade Marks. At
the end of the second quarter there was a surplus of distributable cash of $311,000
compared to a shortfall of $553,000 in the prior year.

FINANCIAL HIGHLIGHTS

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

12 week 12 week Period from Period from
(dollars in thousands except per period ended period ended Jan1,2005to Jan 1, 2004 to
unit amounts) Jun 19, 2005 Jun 13, 2004 Jun 19, 2005 Jun 13, 2004
Same store sales growth 3.0% 5.0% 4.2% 5.0%
Number of restaurants in the Royalty
Pool 638 620 638 620
Sales reported by the restaurants in
the Royalty Pool $123,598 $115,691 $232,950 $209,163
Royalty income $3,708 $3,471 $6,989 $6,275
Total distributable cash available for
distributions and dividends $3,418 $3,151 $6,373 $5,580
Distributable cash per equivalent unit
(2005 - 12,587,334 units; 2004 -
12,068,125 units) $0.272 $0.261 $0.506 $0.462
Distributions paid per unit (8,340,000
units) $0.27 $0.27 $0.45 $0.45

Distributable cash 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.

OVERVIEW

The Fund

The Fund is a limited purpose trust established to invest in Trade Marks, which
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.

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 dividend income from its 66% investment in the common
shares of Trade Marks. Dividend income from Trade Marks is based on the royalty
income Trade Marks receives from Food Services, less cash expenses and taxes and
dividends on Trade Marks’ Class A and B preferred shares.

Distributions to unitholders are based on the net earnings of the Fund, being interest
income 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 taxable on any income that is distributed to unitholders. Income
tax obligations related to the distributions by the Fund are obligations of the
unitholders.

Trade Marks

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, $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 of the purchase price (the Balance) of $40,000,000 is due, without interest,
on December 31, 2006. The Balance will be reduced by all amounts Trade Marks is
required to pay Food Services in respect of annual adjustments to the Royalty Pool
up to December 31, 2006. 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.

Concurrently 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 three per cent 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 Royalty Pool is adjusted in January of each year to reflect sales from new
restaurants, net of the sales of any A& W restaurants that have permanently closed.
Trade Marks pays Food Services for the additional royalty stream of the sales of the
net new restaurants, based on a formula set out in the Licence and Royalty
Agreement. The formula, designed to be accretive to unitholders, is based on the
amount of estimated sales from the net new restaurants and the yield on the units of
the Fund, and provides for a payment to Food Services in the form of common and
Class B preferred shares of Trade Marks on the basis of 92.5% of that value.
Twenty percent of the shares are held in escrow for a year until the actual sales of
the new restaurants are known and the corresponding adjustment is made to the
consideration.

Trade Marks’ expenses include general and administrative expenses, amortization
of deferred financing fees, interest expenses on the term loan and the A&W notes
and taxes. Also, GAAP stipulates that the dividends on the Class A and B preferred
shares be classified as interest expense by Trade Marks.

Trade Marks’ general and administrative expenses include the expenses of the Fund
as the Fund has entered into an administration agreement with Trade Marks
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whereby Trade Marks, at its expense, provides or arranges for the provision of
services required in the administration of the Fund.

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

(dollars in thousands) June 19, 2005 December 31, 2004
# #

Class A shares - at cost 2,779,975 2$7,800 2,779,975 $é7,800
Class B shares - at cost:
2003 annual adjustment 452,469 5,108 452,469 5,108
2004 annual adjustment 495,681 5,210 495,681 5,210
2005 annual adjustment 519,209 6,293 - -

1,467,359 16,611 948,150 10,318
Accrued dividends 215 335

44,626 38,453

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

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

The Fund Food Services Total
# % # % #
February 15, 2002 8,340,000 75.0% 2,780,000 25.0% 11,120,000
2003 annual adjustment -2.9% 452,469 2.9% 452,469
2004 annual adjustment -3.0% 495,681 3.0% 495,681
2005 annual adjustment -2.9% 519,209 2.9% 519,209
8,340,000 66.3% 4,247,359 33.7% 12,587,359

The board of directors of Trade Marks have adopted a policy to distribute all of its
available cash, subject to applicable law, by way of dividends on its common
shares, after:

e satisfaction of its debt service obligations, if any;

e satisfaction of its interest (including interest accrued or payable on the
A&W notes and interest payable upon the term loan and the operating loan)
and other expense obligations;

e provisions for administrative expenses of Trade Marks and the Fund;

e making any principal repayments in respect of the A&W notes considered
advisable by the board of directors, with the consent of the Fund and the
holders of the A&W notes by Noteholders’ Special Resolution; and

e retaining such reasonable working capital as may be considered appropriate
by its board of directors.

Summary

Trade Marks receives royalty income from Food Services and pays the general and
administrative expenses of Trade Marks and the Fund; interest on its term debt,
interest on the A&W notes to the Fund and dividends on Class A and B preferred
shares to Food Services. Dividends on common shares are paid to the Fund and
Food Services as determined by the board of directors. The Fund receives interest
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income and dividend income from Trade Marks and pays distributions to
unitholders. An important aspect of the structure of the Fund is that, provided Food
Services holds an indirect interest in the Fund, distributions to unitholders are made
in priority to distributions to Food Services. Financial statements for Food Services
are included as a supplement to this report.

OWNERSHIP OF THE FUND

The ownership of the Fund, on a fully diluted basis, is as follows:

June 19, 20057 December 31, 2004
# % # %
Fund units held by public unitholders 8,340,000 66.26 8,340,000 69.11
Trade Marks’ Class A and B preferred
shares held by Food Services: ®
Class A® 2,779,975  22.08 2,779,975  23.03
Class B 1,467,359  11.66 948,150 7.86
42477334  33.74 3,728,125  30.89
Total equivalent units 12,587,334 100.00 12,068,125 100.00

Notes:
(1) Information is current as at July 25, 2005.

(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, prior to the issuance of the Class B
preferred shares.

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

SAME STORE SALES GROWTH

The source of revenue for the Trade Marks is royalty income from Food Services.
Royalty income is equal to 3% of sales of the A&W restaurants in the Royalty Pool.
As a result, same store sales growth by A&W restaurants is a key performance
indicator for Trade Marks and the Fund.

Same store sales growth was 3.0% for the quarter and 4.2% year to date. Same
store sales growth has now been positive for nine consecutive quarters.

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

Same Store Sales Growth
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RESULTS OF OPERATIONS

For the quarter ended June 19, 2005, the Fund earned interest income from Trade
Marks on the A&W notes of $2,063,000, an increase of $5,000 from the same
quarter of 2004 due to the fact that 2004 was a leap year. Year to date interest
income was $4,176,000 compared to $4,042,000 for 2004. The $134,000 increase
is due to the longer first quarter in 2005 and the leap year in 2004. There was no
dividend income from Trade Marks and there were no expenses incurred directly by
the Fund in the quarter.

Royalty income earned by Trade Marks from Food Services in the second quarter
was $3,708,000, based on sales of $123,598,000 reported by the A&W restaurants
in the Royalty Pool. This is an increase of 6.8% over royalty income of $3,471,000
and sales of $115,691,000 for the second quarter of 2004. Year to date royalty
income was $6,989,000 based on sales of $232,950,000, an increase of 11.4% over
royalty income of $6,275,000 and sales of $209,163,000 for 2004. These increases
are due to the combined impact of the additional 18 restaurants in the Royalty Pool,
the same store sales increase of 3.0% for the quarter and 4.2% year to date, and the
longer first quarter in 2005.

EXPENSES AND TAXES

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

12 week 12 week Period from Period from
period ended  period ended Jan 1, 2005to Jan 1, 2004 to
(dollars in thousands) Jun 19,2005 Jun 13,2004 Jun 19,2005 Jun 13, 2004
General and administrative $119 $62 $268 $264
Amortization of deferred
financing fees 4 128 8 158
Interest on term loan 134 149 275 284
Interest on A&W notes 2,063 2,058 4,176 4,042
Dividends on Class A&B
preferred shares!" 1,051 920 2,127 1,802
Large corporations tax 37 37 73 75
Future income taxes 313 265 511 369

(1) As required by GAAP, the dividends are classified as interest expense and accrued accordingly

General and administrative expenses in the second quarter, including expenses for
the Fund under the administration agreement between Trade Marks and the Fund,
increased by $57,000 to $119,000, compared to $62,000 in 2004, due primarily to
the timing of costs. Year to date general and administration expenses increased by
$4,000 to $268,000.

Amortization of deferred financing fees decreased by $124,000 for the quarter and
by $150,000 year to date due to the refinancing of Trade Marks’ original
$10,000,000 term loan with a new credit facility in April 2004.

Trade Marks’ interest expense on its term loan decreased by $15,000 to $134,000 in
the quarter and decreased by $9,000 to $275,000 year to date due to a new interest
rate swap agreement which came into effect on February 16, 2005. Interest on the
A&W notes increased by $5,000 to $2,063,000 for the quarter and increased by
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$134,000 to $4,176,000 year to date, due to the longer first quarter in 2005 and the
leap year in 2004.

The Class A and 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 GAAP, the cumulative dividends are treated for accounting purposes as
interest expense and, as such, are accrued and deducted to arrive at net earnings.
Accrued Class A and Class B preferred share dividends increased by $131,000,
from $920,000 in the second quarter of 2004 to $1,051,000 in 2005. The year to
date increase was $325,000 from $1,802,000 in 2004 to $2,127,000 in 2005. The
increase is due to Food Services’ increased equivalent ownership in the Fund to
34% from 31% and the longer first quarter in 2005.

Future income taxes, a non-cash expense, increased by $48,000 for the quarter and
$142,000 year to date. The increase is attributable to the increase in earnings before
taxes for the year.

DISTRIBUTABLE CASH

Distributable cash is calculated as combined operating cash flows for the Fund and
Trade Marks, adjusted for the dividends on Trade Marks’ Class A and B preferred
shares. Distributable cash is not an earnings measure recognized by GAAP and
therefore may not be comparable to similar measures presented by other issuers.

12 week 12 week Period from Period from
(dollars in thousands except period ended period ended Jan 1, 2005to Jan 1, 2004 to
per unit amounts) Jun 19, 2005 Jun 13,2004 Jun 19, 2005 Jun 13, 2004
Trade Marks’ cash flow from
(used for) operating
activities $208 $168 $(50) $(593)
Add: Change in accrued
dividends 96 77 120 401
Dividends on Class A & 1,802
B preferred shares 1,051 920 2,127
Less: Financing fees - (72) - (72)
Distributable cash — Trade
Marks 1,355 1,093 2,197 1,538
The Fund’s cash flow from
operating activities 2,063 2,058 4,176 4,042
Total distributable cash $3,418 $3,151 $6,373 $5,580
Surplus (shortfall) — beginning
of period 21 (712) 269 (257)
Distributable cash for
unitholders (2,073) (2,068) (4,195) (4,061)
Distributable cash for Food
Services (1,055) (924) (2,136) (1,815)
Surplus (shortfall) — end of
period $311 $(553) $311 $(553)
Distributable cash per
equivalent Trust Unit $0.272 $0.261 $0.506 $0.462
Number of equivalent units 12,587,334 12,068,125 12,587,334 12,068,125
Distributions paid per unit
(8,340,000 Units) $0.270 $0.270 $0.450 $0.450
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Total distributable cash increased by $267,000 to $3,418,000 for the quarter and by
$793,000 to $6,373,000 year to date. The increase is due to the increase in royalty
income discussed previously.

At the end of the second quarter, based on the current distribution rate of $0.09 per
unit per month, there was a surplus of distributable cash of $311,000 compared to a
shortfall in distributable cash of $553,000 at the end of the second quarter last year.

DISTRIBUTIONS TO UNITHOLDERS

Distributable cash for Trust Units for the second quarter was $2,073,000, based on
the current annual distribution rate of $1.08 per unit, compared to $2,068,000 in
2004. The increase of $5,000 was because 2004 was a leap year. Year to date
distributable cash for Trust Units was $4,195,000 compared to $4,061,000 in 2004
due to the longer first quarter in 2005 and the leap year in 2004.

During the quarter ended June 19, 2005, the Fund declared distributions to
unitholders of $2,252,000 or $0.27 per Trust Unit, the same as the second quarter of
2004. Year to date distributions are as follows:

(dollars in thousands except

per unit amounts) Declaration Date Payment Date Amount Per Unit
January 2005 February 4, 2005 February 28, 2005 $ 750.6 $0.09
February 2005 March 4, 2005 March 31, 2005 750.6 0.09
March 2005 April 6, 2005 April 29, 2005 750.6 0.09
April 2005 May 4, 2005 May 31, 2005 750.6 0.09
May 2005 June 6, 2005 June 30, 2005 750.6 0.09

$3,753.0 $0.45

The distribution for December 2004 of $750,600, which was paid on January 31,
2005, was declared and recorded for income tax purposes in 2004, the period in
which it was earned. Therefore, only two distributions were declared during the
first quarter. The May 2005 distribution of $750,600 was accrued as at June 19,
2005 and paid on June 30, 2005.

DIVIDENDS TO FOOD SERVICES

Dividends payable to Food Services on the Class A and B preferred shares of Trade
Marks are subordinated to distributions to unitholders. There are no subordinated
dividends as of the end of the second quarter, compared to subordinated dividends
of $553,000 at the end of the second quarter last year.

Distributable cash for dividends on Class A and B preferred shares of Trade Marks
for the second quarter was $1,055,000, based on the current annual distribution rate
of $1.08 per unit, compared to $924,000 in 2004. The increase was due to the
additional Class B preferred shares issued to Food Services in January 2005 as a
result of the annual adjustment to the Royalty Pool. Year to date distributable cash
for Class A and B preferred shares was $2,136,000 compared to $1,815,000 in 2004
due to the longer first quarter in 2005 and the issuance of additional Class B
preferred shares.

Dividends paid to Food Services in the quarter increased by $158,000 to $1,147,000
in 2005 compared to $989,000 in the same quarter in 2004. The increase was due
to the additional Class B preferred shares issued to Food Services in January 2005
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as a result of the annual adjustment to the Royalty Pool. Year to date dividends
paid to Food Services increased by $96,000 from $2,159,000 in 2004 to $2,255,000
in 2005. The smaller year to date increase reflects the fact that dividends paid in
2004 included 2003 dividends that had not been paid in 2003 due to a shortfall in
distributable cash. The subordination of dividends was eliminated in 2004 due to
the strong performance of the Fund.

SUMMARY OF QUARTERLY RESULTS

(dollars in thousands except per unit Q2 Q1 Q4 Q3
amounts) 2005 2005 2004 2004
Number of restaurants in the

Royalty Pool 638 638 620 620
Royalty income 3,708 $3,281 $4,849 $3,706
The Fund’s revenue 2,063 $2,113 $2,908 $2,057
The Fund’s net earnings 2,054 $1,824 $2,850 $2,181
Basic and diluted earnings per

Trust Unit $0.246 $0.219 $0.342 $0.262
Distributable cash $3,418 $2,955 $4,493 $3,486
Number of equivalent units 12,587,334 12,587,334 12,068,125 12,068,125
Distributable cash per equivalent Trust

Unit $0.272 $0.235 $0.372 $0.289
Distributions paid to unitholders $2,252 $1,501 $3,002 $2,252
Distributions paid per Trust Unit

(8,340,000 units) $0.270 $0.180 $0.360 $0.270
(dollars in thousands except per unit Q2 Q1 Q4 Q3
amounts) 2004 2004 2003 2003
Number of restaurants in the Royalty Pool 620 620 604 604
Royalty income $3,471 $2,804 $4,507 $3,397
The Fund’s revenue $2,058 $1,984 $2,866 $2,064
The Fund’s net earnings $1,956 $1,589 $2,719 $2,075
Basic and diluted earnings per Trust Unit $0.234 $0.191 $0.326 $0.249
Distributable cash $3,151 $2,429 $4,129 $3,185
Number of equivalent units 12,068,125 12,068,125 11,572,444 11,572,444
Distributable cash per equivalent Trust

Unit $0.261 $0.201 $0.357 $0.275
Distributions paid $2,252 $1,501 $3,002 $2,252
Distributions paid per Trust Unit

(8,340,000 units) $0.270 $0.180 $0.360 $0.270

SEASONALITY

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

LIQUIDITY AND CAPITAL RESOURCES

The Fund has sufficient financial resources to pay ongoing future distributions as it
receives interest on the A&W notes.

Trade Marks has a demand operating loan facility of up to $2,000,000 to fund its
working capital requirements and to meet its cash flow needs. The operating loan
bears interest at bank prime rate plus 0.5% and is repayable on demand. As at June
19, 2005, the full amount of the facility was available.
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Trade Marks has a term loan in the amount of $10,000,000. The term loan is
repayable on March 15, 2008 and bears interest at bank prime rate plus between
0.0% and 0.5% depending on specified financial ratios. An interest rate swap
agreement fixes the interest rate at 5.81% for the period February 16, 2005 to
February 18, 2008.

The Fund and Trade Marks have no other contractual or purchase obligations. 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.

TRANSACTIONS WITH RELATED PARTIES

During the year to date ended June 19, 2005, Trade Marks’ interest expense and the
Fund’s interest income on the A& W notes was $4,176,000 (2004 - $4,042,000), of
which $1,228,000 (December 31, 2004 - $759,000) is payable to the Fund by Trade
Marks at June 19, 2005. During the quarter, Trade Marks’ interest expense and the
Fund’s interest income on the A& W notes was $2,063,000 (2004 - $2,058,000).

During the year to date ended June 19, 2005, royalty income of $6,989,000 (2004 -
$6,275,000) was earned by Trade Marks from Food Services, of which $1,249,000
is receivable by Trade Marks at June 19, 2005 (December 31, 2004 - $1,409,000).
During the quarter, royalty income of $3,708,000 (2004 - $3,471,000) was earned
by Trade Marks from Food Services.

The Fund has entered into an administration agreement with Trade Marks whereby
Trade Marks, at its expense, will provide or arrange 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 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 June 19, 2005.

CHANGES IN ACCOUNTING POLICIES

Consolidation of Variable Interest Entities

Effective January 1, 2005, the Fund was obligated to adopt the new CICA
Accounting Guideline (AcG-15), “Consolidation of Variable Interest Entities .
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The change in accounting policy was applied retroactively and prior period
financial statements have been restated accordingly.

AcG-15 expands upon existing accounting guidance in CICA Handbook Section
1590 that addresses when a company should consolidate another entity in its
financial statements. Under existing CICA 1590, a company 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 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 has determined that Trade Marks is a VIE, and that Food Services is the
primary beneficiary. As a result, the Fund has retroactively deconsolidated Trade
Marks, with the following changes in the previously reported figures:

December 31, 2004 As previously Effect of
(dollars in thousands) reported revision As restated
Current assets $1,922 $(1,161) $761
Intangible assets 131,074 (131,074) -
Investment in A&W Trade Marks Inc. - 75,299 75,299
Deferred financing fees 59 (59) -
$133,055 $(56,995) $76,060
Current liabilities $1,284 $(502) $782
Term loan 10,000 (10,000) -
Future income taxes 8,738 (8,738) -
A&W Trade Marks Inc. shares 38,453 (38,453) -
58,475 (57,693) 782
Capital contributions 77,115 - 77,115
Accumulated earnings 23,305 698 24,003
Accumulated distributions (25,840) - (25,840)
Unitholders’ equity 74,580 698 75,278
$133,055 $(56,995) $76,060

The effect of the change in accounting policy for the year to date ended June 19,
2005 was an increase in net earnings of $151,000 (2004 - $222,000), an increase in
basic and diluted earnings per Trust Unit of $0.018 (2004 - $0.027), and a decrease
in total assets of $63,327,000 and a decrease in total liabilities of $64,176,000.

Sale of Future Revenues

In January 2005, the Emerging Issues Committee issued for comment Draft
Abstract D48, “Sales of Future Revenues” (EIC D48). If the Abstract is adopted as
written, it will impact the original accounting treatment used by Food Services to
record the sale of the trade-marks on a retroactive basis. This may result in the
Fund also being required to retroactively change the accounting treatment of the
purchase of the trade-marks. The Committee has not yet reached a consensus on
this issue.
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RISKS AND UNCERTAINTIES

The performance of the Fund is dependent upon the interest income and dividend
income it receives from Trade Marks. The performance of Trade Marks is
dependent on the royalty it receives from Food Services. The amount of the royalty
is dependent upon the sales of the A& W restaurants in the Royalty Pool. 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. In addition,
factors such as the availability of experienced management and hourly employees
may also adversely affect the sales of the quick service restaurant industry in
general and the sales by A&W restaurants in particular.

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.

Any significant event that adversely affects consumption of hamburgers, chicken,
fries and soft drinks, such as cost, changing tastes or health concerns, could
adversely impact the sales of A&W restaurants and consequently, the amount of the
royalty payable to Trade Marks.

The growth of the royalty is dependent upon the ability of Food Services to (i) grow
same store sales, (i1) maintain and grow the current system of franchises, (ii1) locate
new retail sites in prime locations and (iv) obtain qualified operators to become
A&W franchisees. Food Services faces competition for retail locations and
franchisees from its competitors and from franchisors of other businesses. Food
Services' inability to successfully 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, 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.
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OUTLOOK

The overall growth and performance of Trade Marks and the Fund is driven
primarily by growth in same store sales and also by the expansion of the Royalty
Pool when the royalties from new A&W restaurants are added.

A&W is well positioned for continued success in the remainder of 2005. Ongoing
implementation of a number of strategic initiatives designed to enhance A&W’s
appeal to its target baby boomer customer should continue to contribute to same
store sales growth. These initiatives include the continued re-imaging of
restaurants, focus on breakfast and the Chubby Chicken product line and strong
advertising programs.

Ongoing Menu Innovation

A&W is committed to a strategy with a high level of innovation in the menu,
focussed on appealing to the baby boomers and building three strong dayparts. The
breakfast daypart continues to demonstrate solid growth and underscores the longer
term opportunity for A&W in this business segment.

The A&W Root Beer Float was launched in 2004 and was well received. Initial
results from the 2005 campaign show strong A&W Root Beer Float sales.

A&W will continue to focus on its Chubby Chicken product line in 2005.

Advertising and Marketing Campaigns

A&W’s advertising and promotions program continue to provide good results in
2005. New advertising campaigns launched in 2005 continue to build on A&W’s
advertising campaign to strengthen its bond with baby boomers. Successful Cruise
Nights continue to be held in freestanding restaurants across Canada.

Restaurant Re-imaging

As part of a multi-year initiative, A&W is face lifting and modernizing its
restaurants. The new “retro-modern” restaurant design harkens back to the era of
the drive-ins and strengthens the connection with the baby boomer customers. At
the same time the new colours and signage enhance the visibility and impact of
each restaurant. Steady progress continues to be made in modernizing restaurants,
both mall and freestanding. The cost of these upgrades is paid entirely by the
franchised operator and therefore there is no cost impact on the Fund.

The Fund will periodically review distribution levels and distribute available cash in
order to maximize returns to unitholders. Any changes to distributions will be
implemented, to the extent possible, in a manner that will allow the Fund to
maintain the uniformity of distributions.

Certain statements in this Management Discussion and Analysis and the annual report of the Fund may
be forward-looking in nature. These include references to liquidity, subordinated dividends, earnings
and anticipated earnings from growth in same store sales and new restaurant openings. Actual results
may differ materially from those expressed or implied in these forward-looking statements. The
forward-looking statements are based on assumptions that management considered reasonable at the
time they were prepared. These forward-looking statements are subject to a number of risk factors,
including the ability of A&W Food Services of Canada Inc. to implement its marketing strategies, the
opening of new A&W restaurants, general economic and business conditions, financial and political
instability, and other factors disclosed previously and from time to time in the Fund’s public filings.
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A&W Revenue Royalties Income Fund
Financial Statements

For the second quarter ended June 19, 2005

Balance Sheet

Unaudited
(in thousands of dollars)

June 19 December 31
2005 2004
(restated - note 2)
Assets
Current assets
Cash $ 6 $ 2
Accounts receivable (note 5) 1,228 759
1,234 761
Investment in A&W Trade Marks Inc. (note 3) 75,001 75,299
$ 76,235 $ 76,060
Liabilities
Current liabilities
Distribution payable to Unitholders (note 4) $ 751 $ 751
Due to A&W Trade Marks Inc. (note 5) 81 31
832 782
Unitholders' Equity:
Capital contributions 77,115 77,115
Accumulated earnings 27,881 24,003
Accumulated distributions (note 4) (29,593) (25,840)
75,403 75,278
$ 76,235 $ 76,060

See accompanying notes to these financial statements.
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Statement of Earnings and Accumulated Earnings
Unaudited
(in thousands of dollars, except per unit amounts)

12 week 12 week Period from Period from
period ended period ended Jan 1,2005to Jan 1, 2004 to
Jun 19, 2005 Jun 13,2004  Jun 19,2005 Jun 13, 2004

(restated - note 2) (restated - note 2)
Interest income $ 2,063 $ 2,058 $§ 4176 $ 4,042
Equity in loss of A&W Trade Marks Inc. (€)) (102) (298) (497)
Net earnings for the period 2,054 1,956 3,878 3,545
Balance - beginning of period, as restated (note 2) 25,827 17,017 24,003 15,428
Balance - end of period $ 27,881 §$ 18973 $ 27,881 § 18,973
Basic and diluted earnings per Trust Unit
(8,340,000 Units) $ 0246 $ 0235 $ 0465 $ 0.425

See accompanying notes to these financial statements.
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Statement of Cash Flows
Unaudited
(in thousands of dollars)

12 week
period ended
Jun 19, 2005

12 week

Period from
period ended Jan 1, 2005 to Jan 1, 2004 to
Jun 13,2004 Jun 19,2005

Period from

Jun 13, 2004

Cash flows from operating activities

(restated - note 2)

(restated - note 2)

Net earnings for the period $ 2,054 $ 1956 $ 3878 $ 3,545
Items not affecting cash
Equity in loss of A&W Trade Marks Inc. 9 102 298 497

2,063 2,058 4,176 4,042

Net changes in non-cash working capital 123 147 (419) (313)
2,186 2,205 3,757 3,729

Cash flows from financing activities

Distributions paid to Unitholders (2,252) (2,252) (3,753) (3,753)

(Decrease) increase in cash for the period (66) 47) 4 (24)

Cash - beginning of period 72 73 50

Cash - end of period $ 6 S 26§ $ 26

Supplementary cash flow information

Interest received $ 2,186 $ 2,205 $ 3,707 $ 3,725

See accompanying notes to these financial statements.
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A&W Revenue Royalties Income Fund
Notes to the Interim Financial Statements

For the second quarter ended June 19, 2005
Unaudited
(figures in tables are expressed in thousands of dollars, except per unit amounts)

1. Basis of Presentation

A&W Revenue Royalties Income Fund (the Fund) prepares its financial
statements in accordance with Canadian generally accepted accounting
principles on a basis consistent with those used and described in the annual
consolidated financial statements, except as described in note 2. These interim
financial statements do not include all of the disclosure requirements of
generally accepted accounting principles for annual financial statements.

These interim financial statements should be read in conjunction with the
annual consolidated financial statements of the Fund for the year ended
December 31, 2004 and the interim financial statements of A&W Trade Marks
Inc.

The Fund uses a fiscal year ending December 31. A&W Food Services of
Canada Inc. (Food Services) uses a fiscal year comprising a 52 or 53 week
period ending the Sunday nearest December 31, therefore Food Services’ 2004
fiscal year ended January 2, 2005 (2003 — December 28, 2003). To align its
financial reporting with that of Food Services, the Fund’s second quarter of
2005 ends June 19, 2005 (2004 — June 13, 2004), 24 weeks after Food Services’
fiscal year end.

2. Change in Accounting Policies

Effective January 1, 2005, the Fund adopted the new Canadian Institute of
Chartered Accountants’ (CICA) Accounting Guideline (AcG-15),
“Consolidation of Variable Interest Entities”. The change in accounting policy
was applied retroactively and prior period financial statements have been
restated accordingly.

AcG-15 expands upon existing accounting guidance in CICA Handbook
Section 1590 that addresses when a company should consolidate another entity
in its financial statements. Under existing CICA 1590, a company 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.
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The Fund has determined that Trade Marks is a VIE, and that Food Services is
the primary beneficiary. As a result, the Fund has retroactively deconsolidated
Trade Marks, with the following changes in the previously reported figures:

As previously Effect of

December 31, 2004 reported revision As restated
Current assets $1,922 $(1,161) $761
Intangible assets 131,074 (131,074) -
Investment in A&W Trade Marks Inc. - 75,299 75,299
Deferred financing fees 59 (59) -
$133,055 $(56,995) $76,060

Current liabilities $1,284 $(502) $782
Term loan 10,000 (10,000) -
Future income taxes 8,738 (8,738) -
A&W Trade Marks Inc. shares 38,453 (38,453) -
58,475 (57,693) 782

Capital contributions 77,115 - 77,115
Accumulated earnings 23,305 698 24,003
Accumulated distributions (25,840) - (25,840)
Unitholders’ equity 74,580 698 75,278
$133,055 $(56,995) $76,060

The effect of the change in accounting policy for the year to date ended June

19, 2005 was an increase in net earnings of $151,000 (2004 - $222,000), an
increase in basic and diluted earnings per Trust Unit of $0.018 (2004 - $0.027),
and a decrease in total assets of $63,327,000 and a decrease in total liabilities of
$64,176,000.

Investment in A&W Trade Marks Inc.

The Fund’s investment in A&W Trade Marks Inc. is as follows:

June 19, 2005 December 31, 2004

Common shares $1 $1
A&W notes receivable 83,399 83,399
Cumulative equity in loss (8,316) (8,018)
Cumulative dividends received (83) (83)

$75,001 $75,299

The Fund’s 66% (2004 — 69%) investment in the common shares of Trade
Marks is recorded on the equity basis. Trade Marks owns the A&W trade-
marks used in the A&W quick service restaurant business in Canada.
Concurrently 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 three per cent
of the sales reported to Food Services by A&W restaurants in the Royalty Pool.
The Royalty Pool is adjusted in January of each year to include new restaurants,
less any restaurants that permanently closed. Trade Marks pays Food Services
for the additional royalty stream from the net new restaurants by issuance of
additional common shares and Class B preferred shares. As a result, the Fund’s
equity interest in Trade Marks is diluted as annual adjustments to the Royalty
Pool take place.
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The common shares of Trade Marks issued and outstanding are as follows:

The Fund Food Services Total
# % # % #
February 15, 2002 8,340,000 75.0% 2,780,000 25.0% 11,120,000
2003 annual adjustment -2.9% 452,469 2.9% 452,469
2004 annual adjustment -3.0% 495,681 3.0% 495,681
2005 annual adjustment -2.9% 519,209 2.9% 519,209
8,340,000 66.3% 4,247,359  33.7% 12,587,359

The A&W notes receivable, issued by Trade Marks, amount to $83,399,000,
bear interest at 10.75% per annum and mature on February 15, 2034. Interest
only payments are receivable monthly in arrears.

Trade Marks has a demand operating loan facility of up to $2,000,000 to fund
working capital requirements and for general corporate purposes. The operating
loan bears interest at the bank prime rate plus 0.5% and is repayable on
demand. As at June 19, 2005, the full amount of the facility was available.

Trade Marks has a term loan in the amount of $10,000,000. The term loan is
repayable on March 15, 2008 and bears interest at bank prime rate plus between
0% and 0.5% depending on specified financial ratios. An interest rate swap
effective February 16, 2005 and maturing February 18, 2008 fixes the interest
rate on the term loan at 5.81% per annum. Interest only is payable monthly,
providing trailing earnings before interest, taxes, depreciation and amortization
(EBITDA) at any time is 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’ unaudited balance sheet is as follows:

June 19, 2005 December 31, 2004

Assets
Current assets $2,370 $1,951
Intangible assets 137,367 131,074
Deferred financing fees 51 59
$139,788 $133,084
Liabilities
Current liabilities $1,761 $1,292
Term loan 10,000 10,000
Future income taxes 9,249 8,738
A&W notes payable 83,399 83,399
Class A and B preferred shares 44,626 38,453
149,035 141,882
Shareholders' Equity
Common shares 1 1
Deficit (9,248) (8,799)
(9,247) (8,798)
$139,788 $133,084
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4. Distributions

During the quarter ended June 19, 2005, the Fund declared distributions to
unitholders of $2,252,000 or $0.27 per Trust Unit. The amounts of these
distributions were as follows:

Month Declaration Date = Payment Date Amount Per Unit
March 2005 April 6, 2005 April 29, 2005 $ 750.6 $ 0.09
April 2005 May 4, 2005 May 31, 2005 750.6 0.09
May 2005 June 6, 2005 June 30, 2005 750.6 0.09

$ 2,251.8 $ 0.27

Related party transactions and balances

During the year to date ended June 19, 2005, interest income of $4,176,000
(2004 - $4,042,000) was earned from Trade Marks, of which $1,228,000 is
receivable at June 19, 2005 (December 31, 2004 - $759,000). During the
quarter ended June 19, 2005, interest income of $2,063,000 (2004 - $2,058,000)
was earned from Trade Marks.

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.

Amounts due to Trade Marks are without interest, due on demand and arose in
the normal course of business.

Subsequent events

On July 6, 2005, the Fund declared a distribution to unitholders of $0.09 cents
per Trust Unit or $750,600, payable on July 29, 2005.
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A&W Trade Marks Inc.
Financial Statements

For the second quarter ended June 19, 2005

Balance Sheet

Unaudited
(in thousands of dollars)
June 19 December 31
2005 2004
Assets
Current assets
Cash $ 889 $ 403
Accounts receivable (note 8) 1,330 1,440
Corporate taxes recoverable 102 82
Prepaid interest 49 26
2,370 1,951
Intangible assets (note 3) 137,367 131,074
Deferred financing fees 51 59
$ 139,788 $ 133,084
Liabilities
Current liabilities
Accounts payable and accrued liabilities (note 8) $ 1,379 $ 902
Dividends payable 382 390
1,761 1,292
Term loan (note 4) 10,000 10,000
Future income taxes 9,249 8,738
A&W notes payable (note 5) 83,399 83,399
Class A and B preferred shares (note 6) 44,626 38,453
149,035 141,882
Shareholders' Equity:
Common shares (note 7) 1 1
Deficit (9,248) (8,799)
(9,247) (8,798)
$ 139,788 $ 133,084

These unaudited interim financial statements of the company have been prepared by
and are the responsibility of the company's management. As the company is a private
entity, the company's auditor has not performed a review of these financial statements.

See accompanying notes to these financial statements.
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Statement of Loss and Deficit

Unaudited
(in thousands of dollars, except per share amounts)

12 week 12 week Period from Period from
period ended period ended Jan 1, 2005 to Jan 1, 2004 to
Jun 19,2005 Jun 13,2004 Jun 19,2005 Jun 13,2004

Gross sales reported by A&W restaurants
in the Royalty Pool $ 123,598 $§ 115,691 $§ 232,950 $ 209,163

Royalty income $ 3,708 $ 3471 § 6,989 $ 6,275
Expenses
General and administrative 119 62 268 264
Amortization of deferred financing fees 4 128 8 158
Interest expense
- term loan 134 149 275 284
- A&W notes 2,063 2,058 4,176 4,042
- Class A and B preferred share dividends 1,051 920 2,127 1,802
3,371 3,317 6,854 6,550
Earnings (loss) before income taxes 337 154 135 (275)
Provision for income taxes
Large corporations tax 37 37 73 75
Future income taxes 313 265 511 369
350 302 584 444
Net loss for the period (13) (148) (449) (719)
Deficit - beginning of period (9,235) (8,746) (8,799) (8,175)
Deficit - end of period $ (9,248) $§  (8,894) § (9,248) $  (8,894)

Basic and diluted loss per common share $ (0.001) $ 0.012) $ (0.036) $  (0.060)
Number of common shares 12,587,359 12,068,150 12,587,359 12,068,150

See accompanying notes to these financial statements.
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Statement of Cash Flows

Unaudited
(in thousands of dollars)

12 week 12 week Period from  Period from
period ended period ended Jan 1,2005 to Jan 1, 2004 to
Jun 19,2005 Jun 13,2004 Jun 19,2005 Jun 13, 2004

Cash flows from operating activities

Net loss for the period $ 13) $ (148) $ 449) $ (719)
Items not affecting cash

Amortization of deferred financing fees 4 128 8 158
Provision for future income taxes 313 265 511 369

Change in accrued dividends (96) (77) (120) (401)

208 168 (50) (593)

Net changes in non-cash working capital (249) (622) 536 (897)
(Decrease) increase in cash for the period 41) (454) 486 (1,490)
Cash (Bank indebtedness) - beginning of period 930 (552) 403 484
Cash (Bank indebtedness) - end of period $ 889 §$§ (1,006) $ 889 §  (1,006)

Supplementary cash flow information
Non-cash financing activities
Issuance of A&W Trade Marks Inc. Class B

preferred shares $ -8 - $ 6293 $ 5134
Interest paid $ (2332)$ (2377) $ (4,005 $§  (4,022)
Taxes paid $ 1) $ 61) $ 93) $ (143)
Dividends paid on Class A and B preferred shares $  (1,147) § 989) $ (2,255 $ (2,159)

See accompanying notes to these financial statements.
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A&W Trade Marks Inc.
Notes to the Interim Financial Statements

For the second quarter ended June 19, 2005
Unaudited
(figures in tables are expressed in thousands of dollars, except per share amounts)

1.

Nature of operations and basis of presentation
Nature of operations

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

Basis of presentation

Trade Marks prepares its financial statements in accordance with Canadian
generally accepted accounting principles. These interim financial statements do
not include all of the disclosure requirements of generally accepted accounting
principles for annual financial statements.

Fiscal year

Trade Marks uses a fiscal year ending December 31. Food Services uses a
fiscal year comprising a 52 or 53 week period ending the Sunday nearest
December 31, therefore Food Services’ 2004 fiscal year ended January 2, 2005
(2003 — December 28, 2003). To align its financial reporting with that of Food
Services, Trade Marks’s second quarter of 2005 ends on June 19, 2005 (2004 —
June 13, 2004), 24 weeks after Food Services’ fiscal year end.

Basis of consolidation

Effective January 1, 2005, A&W Revenue Royalties Income Fund (the Fund)
and its related entities adopted the new Canadian Institute of Chartered
Accountants’ (CICA) Accounting Guideline (AcG-15), “Consolidation of
Variable Interest Entities”. The Fund and Food Services applied the change in
accounting policy retroactively and restated their prior period financial
statements accordingly.

AcG-15 expands upon existing accounting guidance in CICA Handbook
Section 1590 that addresses when a company should consolidate another entity
in its financial statements. Under existing CICA 1590, a company 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
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AcG-15, the “primary beneficiary” of that entity should consolidate the VIE
and not necessarily the shareholder with the majority voting interest.

The Fund has determined that Trade Marks is a VIE, and that Food Services is
the primary beneficiary. As a result, the Fund has retroactively deconsolidated
Trade Marks, and Food Services has retroactively consolidated Trade Marks.
These non consolidated statements of Trade Marks are presented for
information purposes to the unitholders of the Fund.

Seasonality

Trade Marks’s revenue is subject to variances due to the seasonality of sales in
the quick service restaurant industry. In freestanding restaurants, weather
impacts sales. In shopping centres, sales fluctuate due to higher traffic during
back to school and Christmas shopping seasons.

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, $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 of the purchase price (the Balance) of $40,000,000 is
due, without interest, on December 31, 2006.

Concurrently 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 three per cent
of the sales reported to Food Services by A&W restaurants in the Royalty Pool
(the Licence and Royalty Agreement).

The Balance of the purchase price will be reduced by all amounts Trade Marks
is required to pay Food Services in respect of annual adjustments to the Royalty
Pool up to December 31, 2006. 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. Accordingly, for accounting purposes, the
Balance is being recognized in the periods such adjustments become payable.
The annual adjustments to the Royalty Pool are as follows:

Share consideration

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
2003 annual adjustment 27 ®) 19 452,469 - 452,469 5,108
2004 annual adjustment 28 (12) 16 495,681 - 495,681 5,210
2005 annual adjustment 27 9 18 519,209 519,209 6,293
667 (29) 638 4,247,359 2,779,975 1,467,359 137,367
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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.

Term loan and operating bank line of credit

Trade Marks has a demand operating loan facility of $2,000,000 to fund
working capital requirements and for general corporate purposes. The operating
loan bears interest at the bank prime rate plus 0.5% and is repayable on
demand. As at June 19, 2005, the full amount of the facility was available.

Trade Marks has a term loan in the amount of $10,000,000. The term loan is
repayable on March 15, 2008 and bears interest at bank prime rate plus between
0% and 0.5% depending on specified financial ratios. Interest only is payable
monthly, providing trailing earnings before interest, taxes, depreciation and
amortization (EBITDA) at any time is 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.

An interest rate swap effective February 16, 2005 and maturing February 18,
2008 fixes the interest rate on the term loan at 5.81% per annum.

A&W notes payable

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

Class A and B preferred shares

The preferred shares are owned by Food Services and comprise:

June 19, 2005 December 31, 2004
# $ # $
Class A shares - at cost 2,779,975 27,800 2,779,975 27,800
Class B shares - at cost:
2003 annual adjustment 452,469 5,108 452,469 5,108
2004 annual adjustment 495,681 5,210 495,681 5,210
2005 annual adjustment 519,209 6,293 - -
1,467,359 16,611 948,150 10,318
Accrued dividends 215 335
44,626 38,453

During the year, Trade Marks issued 519,209 (2004 — 495,681) Class B
preferred and common shares as consideration of $6,293,000 (2004 -
$5,210,000) for the royalty stream from the 18 (2004 - 16) net restaurants
added to the Royalty Pool (note 3).
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7. Capital Stock

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

The Fund Food Services Total
# % # % # $
February 15, 2002 8,340,000 75.0% 2,780,000 25.0% 11,120,000 1
2003 annual adjustment -2.9% 452,469 2.9% 452,469
2004 annual adjustment -3.0% 495,681 3.0% 495,681
2005 annual adjustment -2.9% 519,209 2.9% 519,209 -
8,340,000 66.3% 4,247,359 33.7% 12,587,359 1

8. Related party transactions and balances

During the year to date ended June 19, 2005, royalty income of $6,989,000
(2004 - $6,275,000) was earned from Food Services, of which $1,249,000
(December 31, 2004 - $1,409,000) is receivable at June 19, 2005. During the
quarter ended June 19, 2005, royalty income of $3,708,000 (2004 - $3,471,000)
was earned from Food Services.

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 administration of the Fund.

The balance of $81,000 (December 31, 2004 — $31,000) in accounts receivable
1s due from the Fund and is without interest, due on demand and arose in the
normal course of business.

Interest expense on the A&W notes for the year to date ended June 19, 2005
was $4,176,000 (2004 - $4,042,000), of which $1,228,000 (December 31, 2004
- $759,000) is payable to the Fund at June 19, 2005. Interest expense on the
A&W notes for the quarter ended June 19, 2005 was $2,063,000 (2004 -
$2,058,000).

9. Subsequent events

On July 6, 2005, Trade Marks declared a dividend on Class A and Class B
preferred shares of $382,000, payable on July 29, 2005.
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