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CANADIAN RESTAURANT INDUSTRY 

ROYALTY INCOME FUNDS 
 

SUMMARY 

 

This report compares five Royalty Income Funds which operate in various segments of the Canadian restaurant 

industry: 

 

(1) A&W Revenue Royalties Income Fund; 

(2) Boston Pizza Royalties Income Fund; 

(3) The Keg Royalties Income Fund; 

(4) Pizza Pizza Royalty Income Fund; and 

(5) SIR Royalty Income Fund. 

 

STOCK PERFORMANCE 

 

The following chart shows the relative stock price performance of the five Funds from January 4, 2010 to 

August 10, 2012, slightly over 2½ years. SIR Group performed the best, and The Keg the least. The prices of 

the units for all of the Funds are well up since the beginning of 2010. 

 

Chart 1: Relative Stock Price Performance (January 4, 2010 – August 10, 2012) 
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FIVE ROYALTY INCOME FUNDS 

 

We believe that these Funds are largely under-followed, and that their units provide investors with attractive 

current yields and opportunities for further growth over the next several years. 

 

For more information on the individual Funds, see our respective StockPotentials  reports published between 

May and July of 2012 at www.eresearch.ca. Links to these reports are provided on page 9 of this report. 

 

Table 1 : Selected Restaurant Royalty Income Funds 
 

Recent Units O/S Mkt Cap Distribution

Royalty Income Fund Symbol Price (million) (million) Per Unit Yield

A&W Revenue Royalties Income Fund AW.un $21.87 11.25 $246.04 $1.40 6.4%

Boston Pizza Royalties Income Fund BPF.un $18.25 14.57 $265.90 $1.18 6.4%

The Keg Royalties Income Fund KEG.un $14.01 11.35 $159.01 $0.96 6.9%

Pizza Pizza Royalty Income Fund PZA.un $10.16 21.82 $221.69 $0.72 7.1%

SIR Royalty Income Fund SRV.un $12.95 5.36 $69.41 $1.06 8.2%

 

 
Source: eResearch

http://www.eresearch.ca/
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THE INDUSTRY 

According to the latest forecast from the Canadian Restaurant & Foodservice Association (CRFA), Canadian 

commercial food-service sales are expected to increase 4.2% to $52.7 billion in 2012. Growth will be led by an 

estimated 4.9% sales increase for quick-service restaurants, and 3.9% sales growth in the full-service sector.  

 

In 2010, the full-service and limited-service (fast-food) segments of the industry accounted for approximately 

86% of total sales, with the full-service area generating slightly more than half of this total. 

 

The industry has achieved a compound annual growth rate of 3.3% since 2000, with positive growth in every 

year regardless of economic conditions. The U.S. food-service market has followed a similar pattern, with 

sales of U.S. eating and drinking establishments growing from $272.2 billion in 2000 to $424.9 billion in 2011, 

with only one small year-over-year decline occurring in 2009.  

 

Over the longer term, the CRFA is forecasting average annual growth of 3.5% between 2012 and 2016. 

 

As shown below, the restaurant industry is divided into four main categories. 

 

Table 2: Restaurant Categories 
  

(QSR) Full-Service

Quick-Service Family Dining Casual Dining Fine Dining

Features: Features: Features: Features:

No table service Table service Table service Fine cuisine

Plastic seats Buffet Social atmosphere White table cloth

No alcohol Some alcohol Alcohol Alcohol

Lowest cheque Value-oriented Moderate cheque Highest cheque

Avg. Meal Cost: Avg. Meal Cost: Avg. Meal Cost: Avg. Meal Cost:

Less then $8 $8-$12 $12-$50 $50+

Examples: Examples: Examples: Examples:

A&W Swiss Chalet The Keg Reds

McDonald's Denny's Boston Pizza Far Niente

KFC Earl's Ruth's Chris 

Pizza Pizza Jack Astor's Morton's  
Source: eResearch 

BACKGROUND 

The five Royalty Income Funds in this report were established as limited purpose trusts between December 

2001 and May 2005. They follow a similar pattern of generating their income from a royalty on the gross sales 

of the restaurants in the royalty pool. The royalty ranges from 3% to 9% depending on the specific Fund.  

 

Since a Fund’s income is based on the gross sales of the restaurants in the royalty pool, its income is not 

affected by variations in the income and expenses of individual restaurants if any have operational problems.  

 
Another source of income for most of these funds is interest income on loans which they make to the operating 

companies. The total of these items less some adjustments for administrative expenses and certain other 

adjustments provide the Fund’s distributable cash, which is distributed to unitholders on a monthly basis. 
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STRUCTURE OF THE FUNDS 

As shown below, using The Keg Royalties Income Fund organization chart as an example for the group, the 

structure of the Fund usually consists of five components. 

 

1. The Royalties Income Fund which is the publicly-traded vehicle. It provides the operating company with a 

significant loan on which it earns interest. The Fund owns notes from the Holdings Trust (2). 

 

2. A Holdings Trust which may also have bank loans and owns Limited Partnership units. 

 

3. A General Partner entity partially owned by the Fund. It manages the Partnership. 

 

4. The Limited Partnership which owns the Rights and Trademarks and licences them to the operating 

company under a License and Royalty Agreement.  

 

5. The Operating Company which operates the restaurants and pays the Royalty to the Limited Partnership. 

                                                          

 

Sample Organization Chart  

   
On the following page, we present a sample organization chart typical for a Royalty Income Fund. 
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Structure of The Keg Royalties Income Fund and Associated Entities 

 

 
Source: Company Annual Information Form 
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PERFORMANCE 

A. Historical 
 

The following table shows the compound annual growth in selected parameters for each of the Funds for the 

period 2006-2011. 

 

Table 3: Restaurant Royalty Income Funds Historical Growth (CAGR%: 2006-2011) 

 

A&W Boston Pizza The Keg Pizza Pizza SIR Group

Restaurants in Royalty Pool 1.8% 8.3% 2.3% 6.8% 5.0%

Sales by Pool Units 5.8% 7.6% 4.9% 5.8% 7.0%

Royalty Income 5.7% 7.6% 7.9% 7.5% 7.0%

Net Income 18.1% 2.2% 1.1% 1.2% -4.4%

Distributable Cash 1.6% -3.2% 0.2% 1.2% -4.4%

Distributions Paid 4.0% -3.7% 1.9% 0.3% -3.6%  
Source: eResearch 

 

As shown in Table 3 above, over the past five years, Boston Pizza has been the fastest-growing Fund in terms 

of both the number of  restaurants in the royalty pool, at 8.3% per annum, and overall sales by restaurants in 

the pool, at 7.6% annually. This reflected the rapid rate of expansion of the Boston Pizza chain during this 

time.  

 

A&W had the slowest rate of growth of restaurants in their royalty pool, probably reflecting their already well-

established position in the industry. However, sales by restaurants in the pool increased at an attractive 5.8% 

annual rate as the Fund successfully increased sales per unit through expanding its product line and adding 

larger restaurants.  

 

Royalty income growth for four of the five Funds ranged between 7.0% for the SIR Group and 7.9% for the 

Keg. A&W had annual growth in royalty income of 5.7%, reflecting its lower growth rate in restaurant 

additions.  

 

Net income growth for the group varied widely. Most were between 1.1% and 2.2%, although A&W achieved 

an 18.1% annual growth rate, whereas the SIR Group incurred a negative 4.4% rate. The net income results 

were distorted by the implementation of IFRS accounting in 2011 and the restatement of 2010 results for 

comparison purposes. 

 

Growth in distributable cash and actual distributions were not impacted by the conversion to IFRS; however, 

the imposition of the Specified Investment Flow-Through Trust (SIFT) tax did negatively affect these items in 

2011. Growth in distributable cash ranged between positive 1.6% at A&W and negative 4.4% at the SIR 

Group, while growth in distributions paid varied between positive 4.0% for A&W and negative 3.6% at Boston 

Pizza. So far in 2012, the three Funds which had the worst performance with respect to growth in distributions 

over the five year period (Pizza Pizza, Boston Pizza and SIR Group) have all increased their monthly 
distributions, thus improving their overall payout performances.  
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B. 2011 
 

Table 4 shows the respective Fund’s performance in the latest fiscal year. 
 

Table 4 : Restaurant Royalty Fund Selected Comparative Statistics: 2011 
 

($ millions) KEG.un AW.un PZA.un BPF.un SRV.un

Current Assets $3.2 $5.0 $5.5 $4.5 $1.2

Working Capital $2.0 $3.3 $3.3 ($25.9) * $1.2

Note Receivable $57.0 nil $30.0 $24.0 $40.0

Unitholders' Equity $99.7 $102.6 $190.3 $152.1 $51.0

Total Assets $216.7 $179.2 $354.8 $264.3 $52.4

* Boston Pizza:

     The negative working capital position reflects approximately $30 million of loans which are due in September 2012. 

     The Fund expects to extend or refinance these loans prior to maturity. 

     If they are excluded from the March 2012 statement, the Fund would have had working capital of $4.0 million. 

Source: Funds 

 

FINANCIAL 

1. Balance Sheets 
 

Table 5 shows selected balance sheet items for the five Funds. 

 

Table 5 : Restaurant Royalty Funds: Selected Balance Sheet Items (as at March 2012) 
 

(millions) KEG.un AW.un PZA.un BPF.un SRV.un

Restaurants in Royalty Pool 102 715 695 336 46

Royalty Rate 4% 3% 6%/9%* 4% 6%

Sales by Royalty Pool Units $472.3 $794.5 $467.9 $699.3 $209.2

Average Sales per Restaurant $4.7 $1.1 $0.7 $2.1 $4.6

Royalty Income $19.2 $23.8 $30.4 $28.0 $12.6

Interest Income $4.3 $0.0 $1.8 $1.8 $3.0

Total Income $23.5 $23.8 $32.2 $29.8 $15.6

Net Earnings $11.3 $25.3 $16.9 $15.6 $5.5

Distributable Cash $10.6 $17.6 $16.9 $16.1 $5.5

Distributions  Paid $11.1 $17.7 $15.3 $15.4 $5.5

Payout Ratio 105.1% 100.4% 91.0% 95.7% 100.0%

* Royalty on Pizza Pizza restaurant sales 6%, on Pizza 73 restaurant sales 9%.  
Source: Funds and eResearch 
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Financial results of these Funds were affected by two factors in 2011:  

(1) the imposition of the SIFT tax, which came into effect January 1, 2011; and  

(2) the adoption of IFRS accounting after January 1, 2011, and the restatement of 2010 results to conform to 

the new standards.  

 

2. SIFT Tax 
 

Under this tax, distributions to unitholders (for 2011, 2012, and beyond) are now taxed at the Fund level at 

varying rates rather than being tax-free distributions. This has led to different approaches by the Funds to adapt 

to this situation.  

 

A&W undertook a reorganization in December 2010 to minimize the impact of the tax. The other four Funds 

reduced their distributions by the amount of the tax beginning in 2011.  

 

At the present time, the Keg, Boston Pizza, and SIR Royalty Income Fund have decided to remain as income 

trusts. Pizza Pizza Royalty Income Fund unitholders have approved the conversion of the Fund to a 

corporation effective December 31, 2012.  

 

3. IFRS 
 

The adoption of IFRS accounting has affected a number of financial measurements including net income. 

However, it has no impact on the operations of a Fund’s business or the amount of cash generated or available 

for distribution to unitholders.  

 

Two of the key factors which affected reported net income under IFRS were the classification of exchangeable 

units of the Fund’s partnerships, which were classified as a financial liability by IFRS. As a result, the Fund’s 

units were required to be valued at the end of each reporting period and the gain or loss recorded in its income 

statement. The distributions were also considered a financial expense on the income statement.  

 

Most Funds amended their Declarations of Trust during 2010 and removed the mandatory distribution 

requirement, thus enabling the Fund units to be classified as equity. This allowed the distributions to be 

considered distributions rather than interest expense. 
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INVESTMENT CONSIDERATIONS 

Strengths 
 

● The Funds in the group have achieved strong revenue growth over the past five years with sales by 

restaurants in their royalty pools increasing at compound annual rates of 4.9% to 7.6%, and royalty income 

growth ranging from 5.7% to 7.9%. 
 

● The industry in which they operate has achieved compound annual growth of 3.3% since 2000, and has 

had positive growth in every year regardless of economic conditions. Annual growth between 2012 and 

2016 is expected to average 3.5%. 
 

● Since their operations are almost entirely in Canada, the Funds in the group are not exposed to negative 

international economic developments. 

 

● The Funds have successfully adjusted to the negative impact of the SIFT tax and recent accounting 

changes. 

 

● Most of the Funds have achieved growth in distributions over the past five years. Three of the five 

increased their monthly distributions in 2012. Annual yields are attractive, and range between 6.4% and 

8.2%. 

 

Challenges  
 

● Economic hardship in any specific area of the country could impact discretionary consumer spending, 

including eating out at restaurants. 

 

● Overall revenues could be affected by changes in customers’ eating patterns. 

 

● The Funds may be affected by changes in government regulations or taxes. 

 

● The units of many of the Funds are thinly traded and, therefore, are primarily of interest to retail investors. 
                                                                             

 

 

LINKS TO STOCKPOTENTIALS REPORTS 

A&W:  http://www.eresearch.ca/profile.asp?companyID=706  

 

Boston Pizza: http://www.eresearch.ca/profile.asp?companyID=708  

 

The Keg: http://www.eresearch.ca/profile.asp?companyID=704  

 

Pizza Pizza: http://www.eresearch.ca/profile.asp?companyID=709  

 

SIR Group:  http://www.eresearch.ca/profile.asp?companyID=710  

http://www.eresearch.ca/profile.asp?companyID=706
http://www.eresearch.ca/profile.asp?companyID=708
http://www.eresearch.ca/profile.asp?companyID=704
http://www.eresearch.ca/profile.asp?companyID=709
http://www.eresearch.ca/profile.asp?companyID=710
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eRESEARCH CORPORATION 
 

eResearch Analysts on this Report:  

Bill Campbell, B.Comm.; and Bob Weir, B.Sc., B.Comm, CFA 

 
Analyst Affirmation: I, Bill Campbell, and I, Bob Weir, hereby state that, at the time of issuance of this 

Royalty Income Fund comparison, I do not own, directly or indirectly, any shares of any of the Royalty 

Income Funds listed in this report. 

 

NOTE: eResearch StockPotentials reports on the Royalty Income Funds and other companies are available 

FREE on our website at www.eresearch.ca. You must REGISTER to access these reports. 

 

 

eResearch Corporation 

eResearch was established in 2000 as Canada's first equity issuer-sponsored research organization. Our various 

research packages allow corporate management to choose the form of research coverage that best meets their 

company’s needs. 

 

We are a primary source for professional investment research, focused primarily on small- and mid-cap 

companies. Our research and analysis is of institutional quality, and has the potential to reach millions of 

global investors through our extensive electronic distribution network. 

 

 

StockPotentials Reports 
 

The eResearch StockPotentials reports are written on companies that eResearch believes have interesting 

prospects, are smaller in size and, therefore, have little or no following on the Street, and which would benefit 

from the exposure that eResearch can provide through the dissemination of the reports via our extensive 

electronic distribution network.  

 

eResearch wrote this report from publicly-available information, and management was not contacted to verify 

any of the facts or statements contained herein. Neither a Target Price nor a Recommendation concerning the 

units of any of the companies is provided in this report. 

 

eResearch does not receive a fee from the subject companies for the preparation and publication of 

StockPotentials reports, and none of the Royalty Income Funds listed in this report paid eResearch a fee for 

the preparation and publication of this report or for the respective StockPotentials  report. 

 

eResearch Intellectual Property 
 

No representations, express or implied, are made by eResearch as to the accuracy, completeness or correctness 

of its research. Opinions and estimates expressed in its research represent eResearch’s judgment as of the date 

of its reports, are subject to change without notice, and are provided in good faith and without legal 

responsibility. Its research is not an offer to sell or a solicitation to buy any securities. The securities discussed 

may not be eligible for sale in all jurisdictions. Neither eResearch nor any person employed by eResearch 

accepts any liability whatsoever for any direct or indirect loss resulting from any use of its research or the 

information it contains. This report may not be reproduced, distributed, or published without the express 

permission of eResearch. 
 

http://www.eresearch.ca/

