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MEANINGS OF CERTAIN REFERENCES 

 In this AIF, references to “DIV” or the “Corporation” means Diversified Royalty Corp. either alone or 

together with its Subsidiaries, as the context requires. 

FORWARD-LOOKING STATEMENTS 

Certain statements in this AIF, and documents referred to herein, may constitute “forward-looking” 

information within the meaning of applicable securities laws. Such statements involve known and unknown risks, 

uncertainties and other factors which may cause actual results, performance or achievements or industry results, to 

be materially different from any future results, performance or achievements or industry results expressed or implied 

by such forward-looking information. Forward-looking information is generally identified by the use of terms and 

phrases such as “anticipate”, “believe”, “could”, “estimate”, “expect”, “intend”, “may”, “plan”, “predict”, “project”, 

“will”, “would”, and similar terms and phrases, including references to assumptions. Such information includes, but 

is not limited to, statements with respect to expectations, projections or other characterizations of future events or 

circumstances, and DIV’s objectives, goals, strategies, beliefs, intentions, plans, estimates, projections and outlook, 

including statements relating to the estimates or predictions of actions of customers, competitors or regulatory 

authorities, and statements regarding DIV’s future economic performance. DIV has based these forward-looking 

statements on DIV’s current expectations about future events. Some of the specific forward-looking statements in 

this AIF include, but are not limited to, statements with respect to: DIV’s expectation of increasing cash flow per 

Share by making accretive royalty purchases and through the growth of purchased royalties; DIV’s intention to pay 

a predictable and stable dividend to Shareholders and increase the dividend as cash flow per Share increases allow; 

the manner in which DIV intends to structure future royalty acquisitions; DIV’s intended use of the proceeds of the 

Offering; the circumstances under, and means by, which the Royalty Pool and Royalty Rate may be adjusted; the 

expected inclusion of six additional Franworks restaurants in the Royalty Pool on April 1, 2015; Franworks’ 

expectations with respect to the opening of new restaurants and the geographic locations thereof; Franworks’ 

expectation of increasing Gross Sales through a combination of new restaurant growth and same store sales growth; 

the operating strategies and initiatives Franworks intends to employ to increase profitability and enhance the 

customer experience at its restaurants; Franworks’ continued renovation of Elephant & Castle restaurants throughout 

2015; Franworks’ expectation that it will meet its obligations to complete the renovations on certain Elephant and 

Castle restaurants prior to March 31, 2016, with a combined capital expenditure of at least $8.0 million related 

thereto; the expected election of Mr. Morrison to the board of directors of Franworks at the next annual meeting of 

the shareholders thereof and the expected date of such meeting; the risks related to, and facing, the FW Business; the 

risks related to, and facing, DIV’s business; DIV’s expected continued dependence on OJFG; the expected tax 

treatment of DIV’s dividends to Shareholders; DIV’s access to available sources of debt and equity financing; 

expectations, including anticipated trends and challenges, in respect of the royalty sector; and the date of the next 

annual meeting of DIV’s Shareholders.  

Forward-looking information contained in this AIF is based on certain key expectations and assumptions 

made by the Corporation, including, without limitation, expectations and assumptions respecting: the general 

economy; the payment of royalties from Royalty Partners and adjustments thereto; the ability to acquire and effect 

of additional top-line royalties from Royalty Partners; the business strategy, growth opportunities, budgets, projected 

costs, goals, plans and objectives of the Corporation and its Royalty Partners; the ability to receive equity and/or 

debt financing on acceptable terms; tax laws not being changed so as to adversely affect DIV’s financing capability, 

operations, activities, structure or distributions; the ability to retain and continue to attract qualified and 

knowledgeable personnel; no material changes to government and environmental regulations adversely affecting 

DIV’s operations; and competition for acquisitions, will be consistent with the economic climate. Although the 

forward-looking information contained in this AIF is based upon what the Corporation’s management believes to be 

reasonable assumptions, the Corporation cannot assure investors that actual results will be consistent with such 

information. Undue reliance should not be placed on the forward-looking information since no assurance can be 

given that it will prove to be correct. 

Forward-looking information reflects current expectations of the Corporation’s management regarding 

future events and operating performance as of the date of this AIF. Such information involves significant risks and 

uncertainties, should not be read as guarantees of future performance or results, and will not necessarily be accurate 

indications of whether or not such results will be achieved. A number of factors could cause actual results to differ 
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materially from the results discussed in the forward-looking information including, without limitation: the 

Corporation’s high dependency on the operations of Franworks (as defined herein); the closure of restaurants by 

Franworks, failure to successfully prosecute Elephant & Castle trademark application in the United States; 

prevailing yields on similar securities; the Corporation’s reliance on key personnel; dividends are not guaranteed and 

will fluctuate with business performance; dividends are discretionary; the unpredictability and volatility of Share 

prices; leverage and restrictive covenants; current economic conditions; failure to access financing; credit facilities 

risk; the financial health of the Corporation’s Royalty Partners and cash flows; failure to realize anticipated benefits 

of royalty acquisitions; regulatory risk; regulatory filing and licensing requirements; fluctuations in interest rates; 

competition for royalty acquisition targets; dependence on business of Royalty Partners to fund dividends; 

limitations on future growth and cash flow; sensitivity to general economic conditions and levels of economic 

activity; financing constraints; foreign exchange exposure; the litigation with John Bennett; and any residual liability 

arising from its former St. Ambroise plant.  Readers are cautioned that the foregoing list is not exhaustive. For 

additional information with respect to risks and uncertainties, readers should carefully review and consider the risk 

factors described under “Risk Factors” and elsewhere in this AIF.  The information contained in this AIF, including 

the documents referred to herein, identifies additional factors that could affect the operating results and performance 

of the Corporation.  Readers are urged to carefully consider those factors. 

The forward-looking information contained in this AIF is expressly qualified in its entirety by this 

cautionary statement. Forward-looking information reflects management’s current beliefs and is based on 

information currently available to the Corporation. The forward-looking information is made as of the date of this 

AIF (or in the case of information contained in a document referred to herein, as of the date of such document), and 

the Corporation assumes no obligation to publicly update or revise such forward-looking information to reflect new 

information, subsequent or otherwise, except as may be required by applicable securities law. 

NON-IFRS MEASURES 

In addition to financial measures prescribed by IFRS, “EBITDA”, “distributable cash” and “same store 

sales growth” are used as a non-IFRS measures in this AIF. 

References to “EBITDA” in this AIF are references to earnings (determined in accordance with IFRS) 

applicable before amounts for interest, taxes and depreciation and amortization. While EBITDA is not a recognized 

measure under IFRS, management of the Corporation believes that, in addition to net income, EBITDA is a useful 

supplemental measure as it provides investors with an indication of cash available for distribution prior to debt 

service, working capital needs and capital expenditures. Investors should be cautioned, however, that EBITDA 

should not be construed as an alternative to a statement of cash flows as a measure of liquidity and cash flows. The 

methodologies used by the Corporation to determine EBITDA may differ from those utilized by other issuers or 

companies and, accordingly, EBITDA as used in this AIF may not be comparable to similar measures used by other 

issuers or companies. Readers are cautioned that EBITDA should not be construed as an alternative to net income or 

loss determined in accordance with IFRS as indicators of an issuer’s performance or to cash flows from operating, 

investing and financing activities as measures of liquidity and cash flows.  

References to “distributable cash” in this AIF are to the amount of money which the Corporation expects 

to have available for distribution to Shareholders. Distributable cash is not a recognized financial measure under 

IFRS. However, the Corporation believes that distributable is a useful measure as it provides investors with an 

indication of cash available for distribution. Investors should be cautioned, however, that distributable cash should 

not be construed as an alternative to the statement of cash flows as a measure of liquidity and cash flows of the 

Corporation.  The Corporation’s method of calculating distributable cash may differ from that of other issuers and 

companies and, accordingly, distributable cash may not be comparable to similar measures used by other issuers or 

companies.  

References to “same store sales growth” in this AIF are to the percentage increase in same store sales over 

the prior comparable period. Same store sales growth is a non-IFRS financial measure and does not have a 

standardized meaning prescribed by IFRS. However, DIV and Franworks believe that same store sales growth is a 

useful measure as it provides investors with an indication of the change in year-over-year sales of FW Restaurants. 

DIV’s and Franworks’ method of calculating same store sales growth may differ from those of other issuers or 

companies and, accordingly, same store sales growth may not be comparable to similar measures used by other 

issuers or companies. 
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DATE OF INFORMATION 

The information in this AIF is presented as of December 31, 2014, unless otherwise indicated. 

PRESENTATION OF FINANCIAL INFORMATION 

Unless otherwise indicated, all references to “$” or “dollars” are to Canadian dollars. The fiscal year end of 

all entities within the corporate structure of DIV is December 31.  Financial information of DIV is prepared in 

accordance with International Financial Reporting Standards (“IFRS”).  
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GLOSSARY OF TERMS 

“2014 AGM” has the meaning ascribed to it under “General Development of the Business – Announcement of New 

Corporate Strategic Direction and Proxy Contest with DCF”. 

“Acquisition Agreement” means the acquisition agreement dated June 30, 2014, as amended, among DIV, 

Franworks, OJFG and FW Partnership with respect to, among other things, the purchase and sale of the FW Rights. 

“Adjustment Date” means April 1 of each year, commencing on April 1, 2015. 

“AIF” means this annual information form. 

“Audit Committee” means the audit committee of DIV’s board of directors.  

“CBCA” means the Canada Business Corporations Act. 

“Class B Distribution Adjustment” has the meaning ascribed to it under “Description of the Business – 

Description of FW Partnership – Exchange Limits”.  

“Class B Exchange Limit” has the meaning ascribed to it under “Description of the Business – Description of FW 

Partnership – Exchange Limits”. 

“Class C Exchange Limit” has the meaning ascribed to it under “Description of the Business – Description of FW 

Partnership – Exchange Limits”. 

“Class D Exchange Limit” has the meaning ascribed to it under “Description of the Business – Description of FW 

Partnership – Exchange Limits”. 

“Credit Agreement” has the meaning ascribed to it under “Description of Capital Structure – Credit Facilities”. 

“DCF” means Difference Capital Financial Inc. 

“distributable cash” has the meaning ascribed to it under “Non-IFRS Measures”. 

“DIV” or the “Corporation” means Diversified Royalty Corp. 

“DIV Board Agreement” has the meaning ascribed to it under “Description of the Business – DIV Board 

Agreement”. 

“E&C Make-Whole Payment” has the meaning ascribed to it under “Description of the Business – Licence and 

Royalty – Restaurant Openings and Closures”.  

“EBITDA” has the meaning ascribed to it under “Non-IFRS Measures”. 

“Escrow Agreement” has the meaning ascribed to it under “Escrowed Securities”. 

“Escrowed Shares” has the meaning ascribed to it under “Escrowed Securities”. 

“Exchange Agreement” has the meaning ascribed to it under “Description of the Business – Exchange Agreement 

and Registration Rights Agreement – Exchange Agreement”. 

“Fairness Opinion” has the meaning ascribed to it under “General Development of the Business – Franworks 

Acquisition”. 

“Franchisee” means the holder of any franchise or franchise rights existing at the time of the closing of the 

Franworks Acquisition or thereafter granted or sold by OJFG pursuant to a Franchise Agreement. 

“Franworks” means Franworks Franchise Corp., a corporation amalgamated under the laws of the Province of 

Alberta. 
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“Franworks Acquisition” means DIV’s acquisition completed on September 26, 2014 of the FW Rights, through 

FW Partnership, from OJFG, a wholly owned subsidiary of Franworks pursuant to the terms of the Acquisition 

Agreement. 

“FW Business” means the business of franchising, licensing and operating Original Joe’s, Elephant & Castle and 

State & Main restaurants carried on by Original Joe’s. 

“FW Circular” means the management information circular of the Corporation dated August 18, 2014 regarding 

the special meeting of the Shareholders held on September 18, 2014 in respect of, among other things, the 

Franworks Acquisition. 

“FW GP” means FW Royalties GP Inc., a corporation incorporated pursuant to the laws of British Columbia, and 

the general partner of FW Partnership.  

“FW Operating Loan” has the meaning ascribed to it under “Description of Capital Structure – Credit Facilities”. 

“FW Partnership” means FW Royalties Limited Partnership, a limited partnership formed under the Partnership 

Act (British Columbia). 

“FW Refinancing” means the agreement of the Lenders to lend, subject to the terms and conditions of the credit 

agreement dated September 26, 2014 between Franworks, OJFG, FW Limited Partnership, various other parties 

named as credit parties thereto and the Lenders, the amounts set forth therein, the proceeds of which were used by 

Franworks to repay indebtedness under its previously existing credit facilities, to renovate its existing Elephant & 

Castle locations and to fund its working capital needs. 

“FW Restaurant” means any restaurant owned and operated by OJFG or one of its subsidiaries from time to time 

that uses the FW Rights in connection with the operation of its business from time to time, and any restaurant 

operated by a Franchisee or other sub-licensee of OJFG or one of its subsidiaries that uses the FW Rights in 

connection with the operation of its business. 

“FW Rights” all registered and unregistered trademarks (including service marks, logos, brand names, trade dress 

and pending applications for registration) and all certification marks, if any, used in the FW Business, including all 

trade names confusingly similar to any of the foregoing trademarks or certification marks, if any, used in the FW 

Business, and all intellectual property (excluding trademarks) pertaining to or used in connection with the FW 

Business.  

“FW Term Loan” has the meaning ascribed to it under “Description of Capital Structure – Credit Facilities”. 

“Governance Agreement” has the meaning ascribed to it under “Description of the Business – Governance 

Agreement”. 

“Gross Sales” means for any period in respect of any FW Restaurant, means the gross sales of such FW Restaurant, 

excluding: 

(a) any sum shown separately from the price, collected and paid out for any sales tax or any goods 

and services tax, or similar tax or imposition or assessment levied, imposed or assessed by any 

governmental authority, which the FW Restaurant is required to remit to such authority; 

(b) the exchange of goods or merchandise between the FW Restaurant and another FW Restaurant, 

where such exchange of goods or merchandise is made solely for the convenience of the business 

of OJFG; and  

(c) sales of fixtures or other capital items sold by OJFG after use thereof in the conduct of OJFG’s 

business. 

“IFRS” has the meaning ascribed to under “Presentation of Financial Information”.  
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“Incremental Royalty Condition” has the meaning ascribed to it under “Description of the Business – Licence and 

Royalty – Increases in the Royalty Rate”. 

“Initial Royalty Pool” has the meaning ascribed to under “General Development of the Business – Franworks 

Acquisition”. 

“Lenders” has the meaning ascribed to it under “Description of Capital Structure – Credit Facilities”. 

“Licence” has the meaning ascribed to it under “Description of the Business – Licence and Royalty – Licence”. 

“Licence and Royalty Agreement” means the licence and royalty agreement dated September 26, 2014 between 

the FW Partnership and OJFG providing for, among other things, the licence by the FW Partnership to OJFG of the 

use of the FW Rights, and the payment by OJFG to the FW Partnership of a royalty as specified therein for the use 

of the FW Rights. 

“Limited Partnership Agreement” means the amended and restated agreement of limited partnership of FW 

Partnership among FW GP (as general partner), OJFG (as limited partner) and DIV (as limited partner) dated 

September 26, 2014. 

“Listing Date” has the meaning ascribed to it under “Escrowed Securities”. 

“Lost System Sales” has the meaning ascribed to it under “Description of the Business – Licence and Royalty – 

Restaurant Openings and Closures”. 

“Make-Whole Carryover Payment” has the meaning ascribed to it under “Description of the Business – Licence 

and Royalty – Restaurant Openings and Closures”. 

“Make-Whole Payment” has the meaning ascribed to it under “Description of the Business – Licence and Royalty – 

Restaurant Openings and Closures”. 

“Maxam” means Maxam Capital Corp. 

“Maxam II” means Maxam Opportunities Fund II LP. 

“Maxam Services Agreement” has the meaning ascribed to it under “Material Contracts”.  

“Minimum Ownership Threshold” has the meaning ascribed to it under “Description of the Business – 

Governance Agreement – Minimum Ownership Threshold”.  

“Offering” has the meaning ascribed to it under “General Development of the Business – Closing of $34.5 Million 

Bought Deal”. 

“OJFG” means Original Joe’s Franchise Group Inc., a corporation formed under the laws of the Province of Alberta 

by the amalgamation of Original Joe’s Franchise Group Inc., EC Restaurants Corp., State & Main Group Inc. and 

certain of their respective subsidiaries. 

“Original Services Agreement” has the meaning ascribed to it under “Material Contracts”.  

“Partnership Special Resolution” has the meaning ascribed to it under “Description of the Business – Description 

of FW Partnership – Voting”. 

“Permanently Closed FW Restaurants” has the meaning ascribed to it under “Description of the Business – 

Licence and Royalty – Restaurant Openings and Closures”. 

“Permitted Ventures” has the meaning ascribed to it under “Description of the Business – Governance Agreement 

– Permitted Ventures”. 
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“Registration Rights Agreement” has the meaning ascribed to it under “Description of the Business – Exchange 

Agreement and Registration Rights Agreement – Registration Rights Agreement”. 

“ROFO Notice” has the meaning ascribed to it under “Description of the Business – Governance Agreement – Right 

of First Opportunity”. 

“Royalty Partners” has the meaning ascribed to it under “Description of the Business – Business of DIV”. 

“Royalty Payment” has the meaning ascribed to it under “Description of the Business – Licence and Royalty – 

Royalty Payment”. 

“Royalty Payment Period” means each month in a calendar year. 

“Royalty Pool” means for any period, all FW Restaurants in respect of which OJFG is required to a pay a royalty to 

FW Partnership pursuant to and in accordance with the terms and provisions of the Licence and Royalty Agreement.  

“Royalty Rate” at any time, means the “Royalty Rate” payable at that time by OJFG to FW Partnership pursuant to 

the terms of the Licence and Royalty Agreement, which shall be six percent (6%), unless increased in accordance 

with the Limited Partnership Agreement. 

“RSUs” means restricted share units.  

“same store sales growth” has the meaning ascribed to it under “Non-IFRS Measures”. 

“Settlement Agreement” has the meaning ascribed to it under “General Development of the Business – 

Announcement of New Corporate Strategic Direction and Proxy Contest with DCF”. 

“Shareholders” means the holders of common shares of DIV. 

“Shares” means common shares of DIV. 

“Subject Property” has the meaning ascribed to it under “Description of the Business – Governance Agreement – 

Right of First Opportunity”. 

“System Sales” for any period, means the aggregate of Gross Sales for each FW Restaurant in the Royalty Pool for 

such period. 

“TSX” means the Toronto Stock Exchange. 
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CORPORATE STRUCTURE 

Diversified Royalty Corp. 

The Corporation was incorporated under the CBCA on July 29, 1992 under the name Bennett 

Environmental Inc. On April 4, 1996, the Corporation amended its articles to consolidate its issued and outstanding 

Shares on a one-for-four basis, and on July 7, 2002, the Corporation amended its articles to subdivide its issued and 

outstanding Shares on a three-for-two basis. On October 2, 2002, the Corporation amended its articles to authorize 

the directors to appoint additional directors. On June 22, 2012, the Shareholders approved a change of name from 

Bennett Environmental Inc. to BENEV Capital Inc.  On September 18, 2014, the Shareholders approved a change of 

name from BENEV Capital Inc. to Diversified Royalty Corp. 

The principal and head office of the Corporation is located at Suite 902 – 510 Burrard Street, Vancouver, 

British Columbia V6C 3A8.  The Corporation’s registered office is located at 199 Bay Street, Suite 5300 Commerce 

Court West, Toronto, Ontario, M5L 1B9. 

FW Royalties Limited Partnership 

FW Partnership is a limited partnership formed by the Corporation under the laws of the Province of British 

Columbia on June 24, 2014 for the purpose of acquiring the FW Rights pursuant to the Franworks Acquisition 

Agreement.  The Corporation holds 44,137,632 LP Units of FW Partnership (representing 100% of the LP Units). In 

addition, OJFG holds 100,000,000 Class B LP Units, 100,000,000 Class C LP Units and 100,000,000 Class D LP 

Units (representing 100% of the Class B LP Units, Class C LP Units and Class D LP Units, respectively). 

FW Royalties GP Inc. 

FW GP, a corporation incorporated under the laws of the Province of British Columbia, is the general 

partner of FW Partnership.  The Corporation owns 90% of the issued and outstanding common shares of FW GP, 

and the remaining 10% are owned by OJFG. 

Franworks Franchise Corp. 

Franworks is a corporation incorporated under the laws of the Province of Alberta. Franworks and its 

subsidiaries are in the business of owning and franchising mid-casual restaurants in Canada and the United States. 

Franworks owns all of the issued and outstanding shares of OJFG, its principal operating subsidiary.  The 

Corporation does not have any direct or indirect ownership interest in Franworks or any of its subsidiaries.   

Original Joe’s Franchise Group Inc. 

OJFG is a corporation amalgamated under the laws of the Province of Alberta. OJFG licences the FW 

Rights from FW Partnership pursuant to the Licence and Royalty Agreement and currently owns 100,000,000 Class 

B LP Units, 100,000,000 Class C LP Units and 100,000,000 Class D LP Units (representing 100% of the Class B LP 

Units, Class C LP Units and Class D LP Units, respectively) of FW Partnership.  The Class B LP Units, Class C LP 

Units and Class D LP Units are exchangeable for Shares in accordance with the terms of their terms and the 

Exchange Agreement.  At present, no Class B LP Units, Class C LP Units and Class D LP Units are exchangeable 

for Shares.  OJFG also currently owns 10% of the issued and outstanding common shares of FW GP.  All of the 

issued and outstanding shares of OJFG are owned by Franworks.  
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Intercorporate Relationships 

The following chart illustrates the intercorporate relationships of the Corporation, FW Partnership, FW GP, 

OJFG and Franworks as of the date hereof: 

 

Diversified

Royalty Corp.

FW Royalties

GP Inc.

Original Joe’s Franchise 

Group Inc.

Franworks

Franchise Corp.
Other

Shareholders

100% of

Class B LP Units,

Class C LP Units and

Class D LP Units

100% of

LP Units

13.12% of 

Shares

10% of 

Common 

Shares

90% of 

Common 

Shares

100% of 

GP Units

100%

FW

Royalties

Limited

Partnership

86.88% of 

Shares

Lenders
$15 million 

FW Term Loan and 

$2 million FW 

Operating Loan
 

 

GENERAL DEVELOPMENT OF THE BUSINESS 

Overview 

DIV is a multi-royalty corporation, engaged in the business of acquiring top-line royalties from well-

managed multi-location businesses and franchisors in North America. DIV’s objective is to acquire predictable, 

growing royalty streams from a diverse group of multi-location businesses and franchisors. DIV expects to increase 

cash flow per Share by making accretive royalty purchases and through the growth of purchased royalties. DIV 

expects to pay a predictable and stable dividend to Shareholders and increase the dividend as cash flow per Share 

increases allow. DIV’s Shares trade on the TSX under the symbol “DIV”.  Details with respect to the development 

of the Corporation’s business over its three most recently completed financial years are set out below.  
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Sale of Saint Ambroise, Quebec Plant and Related Developments 

On May 31, 2013, the Corporation completed the sale of its Saint Ambroise, Quebec waste treatment plant 

and related assets and liabilities to 8439117 Canada Inc., a company indirectly controlled by the plant’s manager, 

Jean-Francois Landry. The sale price was $7.7 million net of all post-closing adjustments. The Corporation may be 

entitled to additional consideration which could be as high as $2.0 million or more, contingent on the purchaser 

entering into a specific potential soil contract prior to March 7, 2016. The receipt of the potential contract for any 

amount of contingent consideration cannot be assured. 

Subsequent to the completion of the sale transaction, the Corporation did not own any material producing 

assets and began operating as a merchant bank. Consistent with the strategy articulated by the board of directors in 

July, 2011, the sale transaction was designed to transform the Corporation and to enable it to create meaningful 

value for Shareholders. As a merchant bank, in addition to managing its substantial cash position, the Corporation 

sought to seek, source, structure and complete a transformative transaction or series of transactions to enhance value 

for all Shareholders, with a focus on attractive equity investments in businesses with cash flow as a first priority. 

Following the sale of the waste treatment plant in Saint Ambroise, the TSX determined that the Corporation 

no longer met the TSX’s requirements for continued listing. Accordingly, the Corporation voluntarily delisted from 

the TSX effective September 23, 2013, and the Corporation’s Shares commenced trading on the NEX Board of the 

TSX Venture Exchange under the new ticker symbol BEV.H. 

Announcement of New Corporate Strategic Direction and Proxy Contest with DCF 

On May 22, 2014, the Corporation first announced its corporate strategy to purchase top-line royalty 

streams from a number of growing multi-location businesses and franchisors in North America.  

Subsequent to the Corporation’s announcement of its new corporate strategic direction, DCF (which at the 

time held 28.4% of the issued and outstanding Shares), began a proxy contest with DIV for the appointment of five 

directors nominated by DCF to DIV’s board of directors. 

On June 3, 2014, DIV reached a mutual settlement agreement (the “Settlement Agreement”) with DCF 

pursuant to which DCF agreed not to solicit proxies for the election of directors at the annual general and special 

meeting of Shareholders held on June 30, 2014 (the “2014 AGM”). In such agreement, DIV agreed to expand its 

board to seven members from four and to support the election of three DCF nominees at the 2014 AGM, provided 

that DCF continued to own at least 15% of the outstanding Shares. 

At the 2014 AGM, John Albright, Arthur Mesher and Paul Sparkes, each nominated by DCF, were elected 

as directors to the Corporation’s board of directors.  

On June 30, 2014, DIV announced an agreement with Franworks to acquire an approximate $12 million 

annual top-line royalty for a purchase price of approximately $103.0 million. 

On July 17, 2014, DCF announced that it had entered into a definitive agreement to sell all of its Shares, 

subject to certain conditions. According to DCF’s public filings, this sale was completed on July 24, 2014. 

John Albright, Paul Sparkes and Arthur Mesher resigned from the Corporation’s board of directors on July 

30, 2014, August 14, 2014, and August 15, 2014, respectively. 

Franworks Acquisition 

On September 26, 2014, the Corporation completed the acquisition of the FW Rights, through FW 

Partnership, from OJFG, a wholly owned subsidiary of Franworks pursuant to the terms of the Acquisition 

Agreement.  The FW Rights include all registered and unregistered trademarks (including service marks, logos, 

brand names, trade dress and pending applications for registration) used in connection with the aforementioned 

restaurant businesses and all intellectual property used in connection with such businesses (including trade secrets, 

patented technology, proprietary databases, domain names, know-how and show-how, recipes and uniform standard, 

methods, procedures and specifications regarding the establishment and operation of the  restaurants operated under 

the aforementioned brands).  
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As part of the Franworks Acquisition and pursuant to Licence and Royalty Agreement, FW Partnership has 

Licenced the use of the FW Rights back to OJFG for the payment of a royalty equal to 6% of the gross sales of 58 

Original Joe’s, 13 Elephant & Castle and 7 State & Main restaurants in existence on March 31, 2014 that were 

opened prior to September 30, 2013 (the “Initial Royalty Pool”). The annualized gross sales for these restaurants, 

for the 12 month period ended March 31, 2014, was $200.1 million, representing an annual payment to the 

Corporation of approximately $12.0 million. The Initial Royalty Pool may be increased by including the gross sales 

from new restaurants opened by Franworks, net of gross sales from restaurants that are permanently closed. In 

addition, Franworks must continue to pay the royalty that was payable from restaurants that are permanently closed 

and not replaced by new restaurants. 

The Corporation acquired the FW Rights from OJFG pursuant to the Acquisition Agreement for a purchase 

price of approximately $103.0 million. The payment of the purchase price for the FW Rights was financed by the 

Corporation as follows: (i) as to approximately $64.6 million, from the Corporation’s cash on hand; (ii) as to 

approximately $8.7 million, from the proceeds of the concurrent private placement of 5,240,964 common shares of 

the Corporation to Maxam II at a price of $1.66 per share; (iii) as to approximately $15.0 million, from the proceeds 

of the FW Term Loan; and (iv) as to approximately $14.9 million, through the issuance of 8,992,187 common shares 

of the Corporation to OJFG at a value of $1.66 per share.  

The FW Term Loan is repayable on an interest-only basis with the principal amount maturing in three 

years. The interest rate on the FW Term Loan floats based on a premium to published three-month Canadian dollar 

banker’s acceptance rates of 4.15%. 

The Corporation was not required by securities legislation or any stock exchange to obtain a valuation 

opinion with respect to the Franworks Acquisition. However, pursuant to an engagement letter dated May 14, 2014, 

the Corporation retained the services of Laurentian Bank Securities Inc. to provide advice and assistance with 

respect to the Franworks Acquisition and to prepare and deliver an opinion (the “Fairness Opinion”) to the 

Corporation’s board of directors as to the fairness of the Franworks Acquisition, from a financial point of view, to 

the Corporation and the Shareholders. 

On June 27, 2014, Laurentian Bank Securities Inc. delivered to the Corporation’s board of directors its oral 

opinion, later confirmed in writing, that, as of such date, and subject to the analyses, assumptions, limitations and 

qualifications set out in the Fairness Opinion, (i) the terms of the Licence and Royalty Agreement were fair from a 

financial point of view to Shareholders, and (ii) the purchase price for the FW Rights was fair from a financial point 

of view to Shareholders. The full text of the Fairness Opinion, which sets out, among other things, the assumptions 

made, information received, analysis conducted and matters considered by Laurentian Bank Securities Inc. in 

rendering the Fairness Opinion, as well as the limitations and qualifications the opinion is subject to, is attached as 

Appendix F to the FW Circular.  The summary of the Fairness Opinion described in this AIF is qualified in its 

entirety by reference to the full text of such opinion. 

The Fairness Opinion was provided for the use of the Corporation’s board of directors in its evaluation of 

the Franworks Acquisition and may not be used or relied upon for any other purpose. The Fairness Opinion 

addressed only the fairness of the terms of the Licence and Royalty Agreement and the fairness of the purchase price 

payable for the FW Rights from a financial point of view and does not and should not be construed as a valuation of 

the FW Rights. The Fairness Opinion did not address the relative merits of the Franworks Acquisition as compared 

to other transactions or business strategies that might be available to the Corporation.  

Upon closing of the Franworks Acquisition, Mr. Derek Doke, President and Chief Executive Officer of 

Franworks, and Mr. Murray Coleman, partner with the law firm Bennett Jones LLP, were appointed to the 

Corporation’s board of directors.  

The Corporation filed a business acquisition report on Form 51-102F4 with respect to the Franworks 

Acquisition on October 9, 2014. For full particulars of the Franworks Acquisition, reference should be made to such 

business acquisition report and the FW Circular.  
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Change of Name 

On September 18, 2014, the Shareholders approved the change of the Corporation’s name from BENEV 

Capital Inc. to Diversified Royalty Corp.  Articles of Amendment affecting this change of name were filed by the 

Corporation with Industry Canada on September 26, 2014. 

Graduation to the TSX 

On October 8, 2014, the Corporation announced that effective at the open of trading on October 9, 2014, 

the Shares would be listed and posted for trading on the Exchange under the symbol “DIV”.  As a result of the 

Corporation’s graduation to the TSX, trading of the Shares under the symbol “DIV.H” on the NEX ceased after the 

close of business October 8, 2014 and the Shares were delisted from the NEX upon the commencement of trading 

on the TSX. 

Closing of $34.5 Million Bought Deal 

On November 12, 2014, DIV closed a public offering (the “Offering”) of 14,375,000 Shares on a bought 

deal basis, at a price of $2.40 per Share, for total gross proceeds of $34,500,000. Included in the closing were 

1,875,000 Shares from the full exercise of the over-allotment option. 

As described in DIV’s short form prospectus dated October 31, 2014, DIV intends to use the net proceeds 

of the Offering to fund future acquisitions of additional top-line royalties from other well-managed, multi-location 

businesses and franchisors in furtherance of the Corporation’s stated business strategy, and for general corporate 

purposes. Proceeds not used to fund future acquisitions or for general corporate purposes are invested by the 

Corporation in such investments as may be determined from time to time by the Corporation’s board of directors. 

DESCRIPTION OF THE BUSINESS 

Business of DIV 

The business of DIV is to acquire top-line royalties from well-managed multi-location businesses in North 

America (“Royalty Partners”). DIV believes that the royalty structure similar to that used to acquire the FW 

Rights, provides a strong incentive for a Royalty Partner to grow its location base while allowing the Royalty 

Partner to retain direct control of its business. DIV’s primary objectives are to: (i) generate predictable, growing 

royalty streams from Royalty Partners and; (ii) increase cash flow per Share by making accretive royalty purchases.  

These objectives will allow DIV to pay a predictable and stable dividend to Shareholders while increasing the 

dividend as cash flow per Share increases allow. DIV expects that the acquisition of additional royalties can be 

completed with minimal increases in general and administrative costs (DIV currently has two employees and 

receives administrative support services from Maxam pursuant to the terms of the Maxam Services Agreement, see 

“Material Contracts”). DIV’s structure also allows for additional transactions with current Royalty Partners (by way 

of accretive acquisitions of new stores opened and incremental royalty purchases) and opportunities for new Royalty 

Partners. Given OJFG is as at the date of this AIF DIV’s only Royalty Partner, DIV’s success currently depends 

primarily on the ability of OJFG to maintain and increase its Gross Sales from FW Restaurants in the Royalty Pool.  

Business of FW Partnership 

For details with respect to the business of FW Partnership, see “– Description of FW Partnership – 

General”. 

Business of FW GP 

For details with respect to the business of FW GP, see “– Description of FW GP”. 

The FW Business 

Since its acquisition of Original Joe’s in 2002, Franworks has established a reputation as a premier operator 

and franchisor of mid-casual restaurants in select markets in Canada and the United States. One of the fastest 
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growing mid-casual dining groups in Canada, Franworks owns and operates three distinct brands that fill market 

niches in the food service sectors. 

The Franworks organization currently has 87 restaurants in operation, including 63 Original Joe’s, 11 State 

& Main and 13 Elephant & Castle restaurants. Original Joe’s and State & Main are neighbourhood gathering places, 

providing scratch-cooked meals, craft beer and an approachable wine list in a casual restaurant and bar setting. 

Elephant & Castle is an English style pub serving an extensive list of draught beer along with classic pub dishes. All 

three brands focus on providing genuine service, good value and quality comfort food to their guests while 

supporting the communities they serve through charitable programs. In addition, all three brands are value-focussed, 

having an average cheque of approximately $20. Food and alcohol sales mixes are similar for each brand, with food 

sales comprising approximately 60% of total sales and alcohol sales comprising approximately 40% of total sales. 

Franworks has purposefully aligned the products, service and ambience of the three brands in order to create 

economies of scale and operational focus. 

Approximately 38% of the restaurants in the Franworks organization are operated by wholly-owned 

subsidiaries of Franworks. The remaining 62% are franchised locations, of which 65% are franchised by joint 

ventures in which Franworks has an equity interest ranging from 10% to 70%. FW Restaurants had aggregate Gross 

Sales of approximately $226.0 million for the 12 months ended December 31, 2014 and employ approximately 

3,500 people.  

History 

Franworks was incorporated in 2000 to provide consulting services to restaurants, including OPA! Souvlaki 

and Original Joe’s.  In 2002, Franworks decided to shift its focus from restaurant consulting to restaurant operations 

and acquired Original Joe’s, a full-service casual restaurant and bar with two locations in Calgary, Alberta. Since the 

acquisition, Franworks has grown Original Joe’s from two locations in Calgary with aggregate Gross Sales of 

approximately $3 million per year to 63 locations throughout Western Canada with aggregate Gross Sales of 

approximately $156 million for the 12 months ended December 31, 2014.  

In February 2012, Franworks acquired Elephant & Castle Group, a Boston-based restaurant company that 

filed for Chapter 11 bankruptcy protection in June 2011. At the time of the acquisition, there were 19 Elephant & 

Castle locations throughout Canada and the United States. There are currently 13 Elephant & Castle locations in 

Canada and the United States with aggregate Gross Sales of approximately $41 million for the 12 months ended 

December 31, 2014. 

In April 2012, Franworks announced the roll-out of the State & Main concept. Franworks opened the first 

State & Main restaurant in Lethbridge, Alberta in April 2012, with additional restaurants opening in Red Deer, 

Alberta and Winnipeg, Manitoba shortly thereafter. There are currently 11 State & Main locations in Canada with 

aggregate Gross Sales of approximately $29 million for the 12 months ended December 31, 2014. 
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The Mid-Casual Dining Restaurant Segment 

There are five major restaurant segments in the commercial food service industry: quick service, family 

dining, mid-casual, premium casual and fine dining. All of Franworks’ concepts are in the mid-casual segment. The 

table below summarizes the key characteristics of each restaurant segment in Canada: 

FULL SERVICE RESTAURANT SEGMENTATION IN CANADA 

 Quick Service Family Dining Mid-Casual Premium Casual Fine Dining 

Characteristics Lowest cheque 

No table service 

Plastic Seats 

No Alcohol 

Value-oriented 

Table service 

Buffet 

Limited Alcohol 

Moderate cheque 

Table service 

Eclectic décor 

Alcohol served 

Higher cheque 

Richer décor 

Few families* 

Social atmosphere* 

Alcohol served 

Highest cheque 

Fine cuisine 

White table cloth 

Alcohol served 

Examples 

A&W 

KFC 

McDonalds 

Taco Bell 

Denny’s 

Humpty’s 

Perkins 

Swiss Chalet 

Boston Pizza 

Eastside Mario’s 

Jack Astor’s  

Kelsey’s 

Montana’s 

Original Joe’s 

State & Main 

Elephant & Castle 

 

Baton Rouge 

Cactus Club 

Earl’s 

Joey 

Keg 

Moxie’s 

 

 

Hy’s 

Morton’s 

Ruth’s Chris 

Shore Club 

 

Typical Spend Less than $8 $8 - $12 $12 - $25 $20 - $50 More than $50 

*Original Joe’s and State & Main also possess these characteristics 

The significant growth in the full service restaurant categories has been driven by lifestyle changes and a 

desire for increased convenience. The mid-casual dining segment growth has been driven by the consumers demand 

for an “affordable” full service restaurant experience. 

Franworks Brands 

Franworks owns and operates three distinct restaurant brands: Original Joe’s, State & Main and Elephant & 

Castle. Original Joe’s, State & Main and Elephant & Castle each focus on providing genuine service, good value and 

quality comfort food to their guests while supporting the communities they serve through charitable programs.  

Original Joe’s 

The first Original Joe’s opened in Calgary, Alberta in 1998 and has since grown to 63 locations. Original 

Joe’s restaurants range from 3,100 to 6,100 square feet in size, with an average of 115 seats. The majority of 

Original Joe’s restaurants have outdoor patios that provide additional seating in warmer months.  

Original Joe’s is known for quality, made-from-scratch, classic and trending comfort food favorites such as 

burgers, steaks, hand-cut fries, salads, rice bowls, and fish tacos. Each restaurant has a large bar with an extensive 

selection of draft and bottled beers, with a particular focus on craft beers, and an approachable selection of wines 

and cocktails. The ambience of the rooms is warm and comforting, with artistic elements tied to the communities in 

which the restaurants are located.  

Franworks currently operates or franchises a total of 63 Original Joe’ restaurants, with 36 restaurants in 

Alberta (including 12 in Calgary and seven in Edmonton), 18 restaurants in British Columbia, six restaurants in 

Saskatchewan and three in Manitoba. 
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State & Main 

The first State & Main opened in Lethbridge, Alberta in 2012 and has since grown to 11 locations. State & 

Main restaurants range from 4,600 to 6,700 square feet in size, with an average of 135 seats. The majority of State & 

Main restaurants have outdoor patios that provide additional seating in warmer months.  

Like Original Joe’s, State & Main is known for quality, made-from-scratch, classic and trending comfort 

food favorites such as unique appetizers, burgers, steaks, flatbreads and pastas. The ambience of the rooms is warm 

and comforting, with each room anchored by a grand bar that offers an extensive draft beer list along with 

approachable and reserve wines and cocktails. While most Original Joe’s restaurants do not include a separate 

family seating area, each State & Main restaurant includes a separate area for family dining. As a result, State & 

Main locations are on average slightly larger than Original Joe’s restaurants and tend to attract more families. 

Franworks currently operates or franchises a total of 11 State & Main restaurants, with seven restaurants in 

Alberta (including two in Calgary and two in Edmonton), one restaurant in Saskatchewan, one restaurant in 

Manitoba and two restaurants in Ontario.   

Elephant & Castle 

Elephant & Castle is a British-style restaurant pub concept offering large portions of freshly prepared North 

American comfort food along with classic pub dishes such as fish and chips and shepherd’s pie.  As a complement 

to its food menu, each Elephant & Castle restaurants offers an extensive selection of over 50 premium beers as well 

as wines and spirits.   

Elephant & Castle restaurants have an average size of approximately 6,000 square feet and are designed 

with a mixture of traditional and contemporary pub furnishings.  As a result, Elephant & Castle restaurants are well-

suited to host a wide variety of social occasions, ranging from family dinners and business meetings to televised 

sporting events and holiday celebrations.  Elephant & Castle restaurants are designed to accommodate both large 

lunch and dinner crowds.   

Elephant & Castle restaurants are currently located downtown in large urban centres and are typically 

located in close proximity to hotels, large office buildings, and residential properties.  Franworks currently operates 

a total of 13 Elephant & Castle restaurants, with six restaurants in Canada and seven restaurants in the United States. 

Restaurant Locations 

The following table summarizes the total number of FW Restaurants, by both brand and geographic 

location, as of the date of this AIF. Management of Franworks believes that the geographic spread of FW 

Restaurants reduces the risk of any single region’s economic climate having a material impact on results. In addition 

to the locations included in the table below, Franworks currently has 14 locations in development. 

 

 
British 

Columbia 
Alberta Saskatchewan Manitoba Ontario United States Total 

Original Joe’s 17 37 6 3 - - 63 

State & Main - 7 1 1 2 - 11 

Elephant & 

Castle 

2 1 - 1 2 7 13 

Total 19 45 7 5 4 7 87 

Growth in Number of Locations 

Since its acquisition of Original Joe’s in 2002, Franworks has grown from two restaurants in 2002 to 87 

restaurants as at the date of this AIF. Growth has been increasing in recent years, as Franworks expands into new 

markets and takes advantage of increasing brand awareness. Franworks has opened 45 restaurants over the past five 

years and expects to meet or exceed this pace over the next five years.  
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The increase in new restaurant openings compares favourably with a low closure rate within the system. 

Since it commenced restaurant operations in 2002, Franworks has closed only one Original’s Joe restaurants and has 

not closed any State & Main restaurants since launching the State & Main concept in 2012. Since acquiring Elephant 

& Castle in 2012, Franworks has closed seven under-performing restaurants.  Franworks believes that its low 

closure rate is a direct result of providing high quality food for good value in a comfortable setting. 

The following table shows the net growth in the number of FW Restaurants since 2002: 

 

Revenue Growth 

The royalty payable by OJFG to FW Partnership will be based on Gross Sales of FW Restaurants included 

in the Royalty Pool. As the table below demonstrates, the aggregate Gross Sales of FW Restaurants has increased 

significantly in the past ten years. 

 

During the 12 month period ended December 31, 2014, the 87 restaurants in the Franworks organization 

served approximately 11.3 million customers and generated aggregate Gross Sales of $226 million, of which $156 

million were generated by Original Joe’s restaurants, $29 million were generated by State & Main restaurants and 

$41 million were generated by Elephant & Castle restaurants.  

The largest driver in the increase in Gross Sales has been the increase in the number of restaurants in the 

Franworks organization, see “– Growth in Number of Locations” above. In addition to being driven by an increase in 

the number of restaurants, increases in Gross Sales have also been driven by same store sales growth. Through a 

combination of building design and renovation, menu enhancement, continued marketing efforts, increased brand 
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awareness and in-store operational execution, FW Restaurants have achieved average annual same store sales 

growth of 4.6% over the past five years.    

 

Franworks believes that it is well-positioned to strengthen its position as a premier operator of mid-casual 

restaurants. As has been the case for more than a decade, Franworks expects to continue to increase Gross Sales 

through a combination of new restaurant growth and same store sales growth.  

Seasonality of Gross Sales 

Franworks’ restaurants experience seasonal fluctuations in restaurant revenue, which are common in the 

full service restaurant industry in Canada. Seasonal factors such as weather and tourism can influence sales 

throughout the year. In general, Franworks restaurants experience higher revenue in the second and third fiscal 

quarters compared to the first and fourth fiscal quarters. 

Operating Strategies 

Franworks’ goal is to operate comfortable, accessible and affordable restaurants in the communities it 

serves while continuing to increase gross sales and profitability. Franworks’ management aims to increase gross 

sales and profitability by continually investing in its restaurants and people and studying the marketplace to deliver 

on guest expectations and enhance customers’ experience. Specific initiatives intended to increase profitability and 

enhance the customer experience include the following: 

 Investing in Elephant & Castle – The first Elephant & Castle opened in Vancouver in 1977 and it now has 

13 locations, including seven in the United States. In order to build upon the brand’s excellent reputation 

and expand the organization’s presence in Eastern Canada and the United States, Franworks intends on 

undertaking a major investment in Elephant & Castle. As part of the Acquisition, OJFG has committed to 

invest at least $8 million to the renovation of nine of the thirteen Elephant & Castle locations included in 

the initial Royalty Pool. Franworks believes that these investments will enhance the profitability of existing 

locations in the long-term and help Franworks to build upon Elephant & Castle’s reputation as a premier 

English style pub. 

 Market Expansion – Franworks has significantly expanded its geographic footprint since initially acquiring 

Original’s Joes in 2002 and management believes that opportunities for further expansion exist. In the short 

to mid-term, management intends to focus on expanding the State & Main brand in smaller cities and towns 

in Southern Ontario and expanding the Original Joe’s brand in untapped markets in Western Canada. 

Market expansion of the Elephant & Castle brand will focus on specific targets that management identifies 

from time-to-time. 

0%

1%

2%

3%

4%

5%

6%

7%

8%

9%

10%

2008/2009 2009/2010 2010/2011 2011/2012 2012/2013 2013/2014

1.08%

2.22%

7.21%

8.22%

4.66%

0.47%

%
 S

al
es

 G
ro

w
th

Same Store Sales Growth



 

15 
 

 Maintain a Strong Balance Sheet to Fund Growth – In connection with the completion of the Acquisition, 

Franworks paid out and refinanced a portion of its debt with a $5.5 million term loan and a $6.5 million 

renovation loan from the Lenders. Together with the net cash proceeds of the Franworks Acquisition and 

earnings from operations, these debt facilities provide Franworks with a strong foundation to fund its 

anticipated growth. Franworks has opened 45 restaurants over the past five years and expects to meet or 

exceed this pace over the next five years.  

 Menu Enhancement – In March 2014, Franworks opened a state-of-the-art test kitchen and training facility 

at its corporate campus in Calgary. The opening of this facility further enables Franworks to conduct 

ongoing menu research and to continually develop innovative ideas that will update and enhance the menus 

of its restaurants on an on-going basis while maintaining its strategic food cost target. 

 Minimize Capital Expenditures – Franworks pays particular attention to controlling the amount of capital 

expenditure spent on each new location. Through Franworks Projects Corp., its wholly-owned construction 

company, Franworks is able to keep firm control on budgets and costs for new store builds. Franworks 

believes that its per restaurant capital expenditures are among the lowest in the casual dining industry. 

Lower capital expenditure is a key driver of the Franworks operating strategy as it minimizes risk on a per 

location basis, increases return on investment, and allows for the development of more corporate-owned 

restaurants. 

Competitive Strengths 

Management of Franworks believes that the primary contributors to its continuous growth since it 

commenced restaurant operations in 2002 are the following: 

 Brand Diversity – Management believes that Franworks benefits from the fact that it operates three distinct 

brands in the mid-casual market. In addition to the fact that operating multiple brands in markets such as 

Calgary, Saskatoon, Vancouver and Victoria enables Franworks to capture a greater portion of the market, 

operating multiple brands in the same or similar segments enables Franworks to gain valuable market 

intelligence not otherwise available to a number of competitors. Knowledge acquired from one brand 

provides Franworks with market intelligence prior to introducing a different brand into a particular market. 

 Broad Demographic Appeal – Unlike many of its competitors, FW Restaurants operate both as a mid-

casual dining establishment and as a sports bar (Original Joe’s and State & Main) or English style pub 

(Elephant & Castle). This dual concept means that the typical Franworks restaurant has broader 

demographic appeal than many of its competitors, targeting both families and mid-casual restaurant 

customers as well as young adults with no children. These two segments are often treated as distinct 

markets.  

 Good Value – Franworks serves quality scratch-made food and reasonably priced bar offerings at a lower 

average cheque than its competitors in the premium casual dining segment. Providing high quality food and 

drinks at reasonable prices provides a significant competitive advantage for Franworks and its Franchisees, 

both in being able to target a broader market generally and in providing an appealing “cross-over” option 

for customers in changing economic conditions.   

 Ability to Target Multiple Dayparts – Each of Franworks’ concepts provides its locations with the 

flexibility to target multiple dayparts.  Many of the FW Restaurants capitalize on serving customers during 

five distinct “dayparts” or segments: breakfast/brunch, lunch, happy hour, dinner, and late night. Franworks 

is focused on maximizing capacity during each of these dayparts in order to continue driving Gross Sales. 

 Ability to Target Different Markets – With its menu diversity, its lower average cheque and its profitability 

potential for Franchisees, the Franworks concepts have enjoyed success in a wide range of markets, 

including urban centres in both Canada and the United States and suburban neighbourhoods and smaller 

towns throughout Western Canada and Ontario. In particular, the low capital expenditure per location 

combined with a smaller unit footprint provides Franworks and its Franchisees the flexibility to launch new 

restaurants in neighborhoods and towns with smaller population bases. This flexibility provides Franworks 

with more location options and has been a key driver of the growth in the number of FW Restaurants. 
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 In-House Construction and Design – In order to keep up with the demands of a high growth strategy, 

Franworks formed Franworks Projects Corp., a construction and design company, in 2005. In addition to 

being able to carefully control the project management and budgeting process of all new restaurant builds, 

as well as the ambience and atmosphere of franchised locations, Franworks Projects Corp. provides 

Franworks with the ability to build and design new restaurants at a fast pace, on time and on budget. 

 Managing Partner Program – The Franworks bonus program for restaurant and regional managers is a 

performance-based profit sharing model that directs its managers focus to both sales performance and cost 

control while rewarding managers for tenure through a five year completion bonus payment. The program 

has encouraged both an emphasis on strong bottom-line performance as well as loyalty and a low turn-over 

rate. 

Franchise Operations 

Of the 87 FW Restaurants, 62% are franchised locations, of which 35% are franchised to independent 

operators and 65 are franchised to joint ventures in which Franworks has an ownership interest ranging from 10% to 

70%. 

The following table sets forth the number of FW Restaurants that are operated by wholly-owned 

subsidiaries of Franworks and the number of FW Restaurants that are franchised to independent operators and joint 

ventures in which Franworks has an equity interest. 

 
Wholly-Owned 

Locations 

Franchised Locations  

(Joint Venture and Independent) 

Original Joe’s 15 48 

State & Main 5 6 

Elephant & Castle 13 - 

Total 33 54 

For the 12 months ended December 31, 2014, franchised locations generated aggregate Gross Sales of $148 

million. 

The following are key features of Franworks’ franchised operations: 

 Screening Process - Franworks has developed a rigorous and systematic approach to franchisee selection.  

Only persons with appropriate levels of funding, professional competence, experience, reputation, ability 

and financial responsibility are awarded Franworks franchises. Franchise applicants must have minimum 

net worth of $1,000,000, of which $500,000 must be unencumbered. 

 Franchise Agreements – The legal relationship between a Franchisee and Franworks is governed by a 

Franchise Agreement between the applicable Franchisee and Original Joe’s Franchise Group Inc., State & 

Main Group Inc. or EC Restaurants Corp., as applicable.  In Franworks’ customary franchise agreement, 

the Franchisee Licences the right to operate a FW Restaurant and use the applicable FW Rights in a specific 

geographical location strictly in accordance with comprehensive standards and protocols set forth in the 

franchise agreement. Fees are calculated and collected by Franworks from Franchisees totalling 

approximately 7.5% of Gross Sales comprising franchise royalties, marketing fund contributions, lease 

administration fees and other head office charges.   

 Constructions and Design – Franchisees are required to use Franworks’ design plans and Franworks has 

the option to build new locations for Franchisees through Franworks Projects Corp., its wholly-owned 

restaurant construction subsidiary. This provides Franworks with significant control over the ambience and 

atmosphere of franchised locations, ensuring both the consistency and quality of the customer experience 

from location to location.  
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 Renovations – Franchisees are required to renovate franchised locations at least once every six years. 

Renovations must be completed in accordance with Franworks’ improvement and design plans. This 

provides Franworks with further control over the ambience and atmosphere of franchised locations, once 

again ensuring both the consistency and quality of the customer experience from location to location.  

 Real Estate – Franworks recognizes that the location of its restaurants is a major factor in the potential for 

success of its franchised locations. Franworks actively selects and approves all locations for its Franchisees 

and maintains the option to assume control of the underlying lease in the case of any default by the 

applicable Franchisee. 

 Finance – In circumstances in which Franworks is a joint venture partner in a franchised location, 

Franworks may provide financing to the applicable Franchisees (secured by a security interest over the 

franchised location). Franworks does not provide financing to individually owned franchises, but may assist 

the Franchisee in obtaining financing through various chartered banks. 

 Support – Franworks understands that the success of each franchised location directly affects the success of 

Franworks and all other FW Restaurants, as a whole. As a consequence, Franworks provides strong and 

comprehensive support to its Franchisees, both before and after the restaurant is opened. Using area 

managers as liaisons, Franworks provides the same support to its franchised locations, including with 

respect to training, marketing advertising and information management that it provides to its owned 

locations.   

Advertising and Marketing 

Franworks believes that the key goal of marketing its business is to develop strong brands with unique and 

compelling positions in the marketplace. Accordingly, each brand has a specifically defined brand identity that 

guides all branding and marketing strategy and decisions. 

In each case, Franworks’ marketing activities are primarily focussed on driving awareness of FW 

Restaurants in the local markets in which they operate through a combination of promotional activities and 

marketing-oriented media activities.  Franworks invests heavily in social media platforms and its focus on this 

method of connecting with guests has positioned it as an industry leader in this space relative to its size. Franworks 

intends to continue to invest in this platform and to continue to upgrade the online presence of its brands through 

improved mobile tools and interfaces. Digital advertising is also a key component of the Franworks marketing 

strategy as it allows the marketing team to reach small and large markets in a very direct and precise manner. In 

2014, Franworks spent an aggregate of $1.43 million on advertising. 

Franworks develops an annual marketing calendar that tracks ongoing campaigns throughout the year. Key 

seasonal periods are considered along with the tracking of large convention, sports and concert events that affect 

sales in certain markets. Every year, each Franworks concept rolls-out two seasonal limited time offer menus that 

introduce new items and allow for testing of these items for potential placement on the regular menu. 

Giving back to the communities in which the FW Restaurants are located is an important part of the 

Franworks philosophy and culture. The Community Care Fund was launched in 2006 and since inception it has 

contributed over $350,000 to local and regional community charities by donating a portion of customer purchases to 

these causes. 

Management and Information Systems 

Each FW Restaurant utilizes a point of sale system that connects each location to Franworks’ head offices 

in Calgary and Boston. These systems provide management with prompt, complete and accurate information for 

each FW Restaurant. Restaurant management prepares daily cash reports which are input into this system. This 

information, together with other reports on sales, sales mix, customer counts, sales per seat, sales per square foot, 

average cheque and labour, are electronically transmitted to Franworks’ head office on a daily basis. Information 

from FW Restaurants can be analyzed on a restaurant-by-restaurant basis or aggregated on a regional basis.   



 

18 
 

Each FW Restaurant utilizes a standardized food and beverage inventory system which allows restaurant 

management to monitor and control food and beverage costs as well as inventory levels. The system enables 

restaurant management to monitor and take action on variances between actual ingredient usage and theoretical 

ingredient usage. Actual ingredient usage is based on weekly physical inventories. Theoretical usage is calculated 

using itemized recipes and sales volumes. Variances are reported to restaurant managers on an item-by-item basis, 

enabling management to take specific and effective corrective actions.  

Purchasing 

Purchasing is an important factor in the ability of each of the Franworks brands to maintain its high 

standards of quality and service. Considerable attention is devoted to ensuring that Franworks’ exacting 

specifications for food products are met at all times by its suppliers. While Franworks typically has close long-term 

relationships with a limited number of key suppliers in order to ensure consistency and high levels of service and 

responsiveness, Franworks is not so dependent on its relationship with any one supplier that a disruption in service 

would have a material impact on its ability to source high quality food products. 

While the primary emphasis of Franworks’ purchasing activities is ensuring a consistent supply of high 

quality food products, Franworks devotes considerable attention to cost controls and pricing. As the menus of each 

of the three brands are similar in style, each requires many of the same inputs. This further enhances Franworks’ 

ability to capture economies of scale and utilize its purchasing power to procure high quality products from a limited 

number of suppliers at the best possible prices.  

Franworks builds locations for new FW Restaurants and renovates existing FW Restaurants through 

Franworks Projects Corp., its wholly-owned restaurant constructions and project management subsidiary. By 

performing all construction and renovation through a single subsidiary, Franworks has also been able to capture 

economies of scale and utilize its purchasing power in connection with the procurement of building materials, 

furniture, fixtures and equipment. 

Human Resources 

Franworks has developed specific profiles for all staff positions and has used these in developing 

sophisticated recruitment practices. Franworks has a fully-dedicated human resources team that recruits staff on an 

ongoing basis and has developed interview processes that identify high performers with a service focus.   

All new employees undergo comprehensive training appropriate for their positions. These programs are 

supported by internally developed instruction materials and combine both on-the-job and classroom training 

designed to ensure that employees have the required skills and knowledge. Specific training and support initiatives 

that Franworks has implemented include: 

 In March 2014, Franworks opened a test kitchen and training centre at its corporate campus in Calgary. In 

addition to menu development and enhancement, Franworks uses the campus to train restaurant managers 

on the technical, management and leadership aspects of their roles. 

 Franworks provides new restaurant managers with a minimum of eight weeks training at the test kitchen 

and training centre, together with an additional four weeks of hands-on training by rotating through select 

restaurants. 

 When launching new restaurants, Franworks sends a minimum of ten restaurant set-up specialists to train 

the kitchen and dining/bar teams on both pre- and post-open phase of the operation. 

 Area managers (each of whom is responsible for four to 20 locations) provide ongoing support to FW 

Restaurants. Depending on the size of the area, Area Managers are supported by teams that include regional 

kitchen managers and operations specialists. Restaurant audits are conducted on a monthly basis, along 

with weekly third party mystery shops and monthly third party food safety audits. 

 To foster Franworks’ vision, Franworks’ executive and management teams, including restaurant managers, 

are required to attend Franworks’ annual general meeting on a yearly basis. At the annual general meeting, 
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restaurant managers receive training in best practices in restaurant leadership, personal development and 

communication. 

Franworks’ recruitment and training programs, combined with competitive remuneration, underpin a 

positive working climate. Franworks’ positive labour relations are reflected in its historically low management and 

staff turnover ratios.  None of Franworks’ employees are unionized. 

The Franworks bonus program for restaurant and regional managers is a performance-based profit sharing 

model that directs its managers focus to both sales performance and cost control while rewarding managers for 

tenure through a five year completion bonus payment. The program has encouraged both an emphasis on strong 

bottom-line performance as well as loyalty and a low turn-over rate. 

Senior Management 

Franworks has seasoned leaders with extensive experience and expertise in the restaurant industry in key 

corporate and operational functions including Chief Executive Officer, Chief Financial Officer, Executive Vice 

President - Development and Vice President - Real Estate. 

The following is a summary biography of each member of Franworks’ senior management team: 

Derek Doke, President and Chief Executive Officer.  For biographical information with respect to Mr. 

Doke, see “Directors and Officers – Profile of DIV’s Executive Officers and Board of Directors – Derek 

Doke”.  

Jeremy Doke, Chief Financial Officer.  Jeremy Doke has over 15 years of experience in the hospitality 

industry, including holding various leadership positions with Regina-based Joey’s Only seafood restaurants 

from 1995 to 1999.  Mr. Doke joined Franworks as Controller in 2001, and has led the accounting division 

for more than 11 years, providing ongoing financial reporting for Franworks and its subsidiaries.  Mr. Doke 

earned a Bachelor of Business Administration from the University of Regina in 1999. 

John Remoundos, Executive Vice President – Development.  Prior to joining Franworks in 2001, John 

Remoundos served in management capacities with several franchise brands for more than 25 years, 

including Minute Lube from 1979 to 1982, Fuddruckers from 1988 to 1992 and Ruckers Amusement 

Centres from 1993 to 1999.  Mr. Remoundos has led construction teams during the intense growth periods 

of five restaurant chains and has completed over 140 ‘turn-key’ construction projects across much of 

Canada and within the United States. Mr. Remoundos currently manages all capital expenditures for 

Franworks and leads its construction management team. 

Kim Beingessner, Vice President – Real Estate.  Mr. Beingessner has been involved with restaurant and 

retail leasing for over 18 years, providing him extensive experience in negotiating leases and purchase 

opportunities with major landlords and development companies across the country.  Prior to joining 

Franworks in 2006, Mr. Beingessner served as a Director of Enclosed Malls Canada for Orange National 

Retail Group and as a Retail Leasing Broker for both CB Richard Ellis and Colliers International.  Mr. 

Beingessner also worked for over ten years at Procter & Gamble, managing the Western Canada territory in 

various sales and customer service management roles for the Commercial and Institutional Sales & 

Cosmetics Divisions.  Mr. Beingessner is an active member of the International Council of Shopping 

Centres and has also served as the past President of the Southern Alberta Shopping Centre Association. Mr. 

Beingessner holds a Bachelor of Commerce Degree from the University of Calgary. 

Government Regulation 

Local Regulation of FW Restaurants 

FW Restaurants are subject to licensing and regulation by a number of governmental authorities, which 

may include liquor, health, sanitation, safety, fire, building and other agencies in the provinces, states or 

municipalities in which FW Restaurants are located. Developing new restaurants in particular locations requires 

licences and land use approval, and could be delayed by difficulties in obtaining such licences and approvals or by 
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more stringent requirements of local government bodies with respect to zoning, land use and licensing. Franchisees 

must comply with all applicable federal, provincial, state and local laws and regulations. Pursuant to its Franchise 

Agreements, Franworks is indemnified by Franchisees for any liabilities or costs incurred which are attributable to 

their failure to comply with such laws and regulations. 

Food Product Regulation 

Franworks, Franchisees and suppliers of food products to FW Restaurants must comply with applicable 

federal, provincial and state regulations relating to the manufacture, preparation and labeling of food products. 

Franchise Regulation 

Franworks must comply with laws and regulations adopted in the Provinces of Alberta, Manitoba and 

Ontario that require certain disclosure to be made with respect to the offer and sale of franchises. These laws require 

that Franworks furnish prospective franchisees with a disclosure document containing information prescribed by 

these laws. 

Franworks’ subsidiaries in the United States must also comply with state and federal laws and regulations 

that relate to the offer and sale of franchises.  These laws and regulations require that Franworks’ subsidiaries in the 

United States furnish prospective franchisees with a disclosure document, known as a Uniform Franchise Offering 

Circular, containing information prescribed by these laws. 

Employment Regulations 

Franworks and Franchisees are subject to provincial and state labour and employment laws that govern 

their relationship with employees, such as minimum wage requirements, overtime and working conditions. 

Regulations Governing Alcoholic Beverages 

Franworks and Franchisees are subject to alcoholic beverage control regulations that require restaurant 

operators to apply to a provincial, state or a municipal authority for a licence or permit to sell alcoholic beverages on 

the premises and, in certain locations, to provide service for extended hours and on Sundays. Typically, licences 

must be renewed annually and may be revoked or suspended for cause at any time. Alcoholic beverage control 

regulations relate to numerous aspects of daily operations of restaurants, including the minimum age of patrons and 

employees, hours of operation, advertising, wholesale purchasing, inventory control, and handling, storage and 

dispensing of alcoholic beverages. 

FW Restaurants may be subject in certain provinces and states to ‘‘dram-shop’’ statutes, which generally 

provide a person injured by an intoxicated person the right to recover damages from an establishment that 

wrongfully served alcoholic beverages to the intoxicated person. 

Competition 

The restaurant industry and mid-casual dining restaurant segment have been and remain very competitive. 

As the mid-casual dining restaurant segment has grown and evolved, consumers have been given a variety of 

choices and, as a consequence, can be very discerning. There has been very little change over time in the factors 

consumers consider to be important in their dining out decisions: quality, service, execution and taste appeal. While 

each brand has a different emphasis, all three brands focus on providing genuine service, good value and quality 

comfort food to their guests. 

Competitors for the mid-casual dining restaurant customer range from large national and regional restaurant 

chains to local independent restaurant operators. While independent restaurants continue to have a significant place 

in the mid-casual dining restaurant segment, chain restaurants have gained market share over the last 30 to 40 years. 

Franworks management believes that restaurant chains will continue to gain market share as a consequence of 

certain advantages over their independent counterparts, including lower food costs through greater purchasing 

power, the ability to stimulate sales through chain-wide advertising, better site selection expertise, greater appeal to 

landlords and greater brand power as consumers gravitate to familiar dining experiences. 
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Licence and Royalty 

The following is a summary of certain material terms of the Licence and Royalty Agreement and is subject 

to, and qualified in its entirety by, the full text of the Licence and Royalty Agreement, a copy of which is available 

on SEDAR at www.sedar.com. 

The FW Rights 

Upon closing of the Franworks Acquisition, the FW Rights were transferred by OJFG to FW Partnership 

free and clear of all liens or encumbrances. The FW Rights include all registered and unregistered trademarks 

(including service marks, logos, brand names, trade dress and pending applications for registration) used in 

connection with the FW Business and all intellectual property used in connection with the FW Business (including 

trade secrets, patented technology, proprietary databases, domain names, know-how and show-how, recipes and 

uniform standard, methods, procedures and specifications regarding the establishment and operation of FW 

Restaurants).  

The following are select trademarks, trade names, logos, advertising and other commercial symbols 

forming part of the FW Rights:  

Trademarks Registration Number Registration Date 

. 

TMA575278 (Canada) October 1, 1997 

 

 

TMA804015 (Canada) 

 

June 30, 2007 

ORIGINAL JOE’S........................................................................ TMA568783 (Canada) October 1, 1997 

DOWN TO EARTH AND DOWN THE STREET ...................... 786182 (Canada) June 30, 2009 

HAUS FRAU................................................................................ 810431 (Canada) October 18, 2010 

 

TMA257521 (Canada) November 1976 

 

TMA643245 (Canada) 

2998293 (U.S.) 

April 5, 2004 

 

ELEPHANT & CASTLE.............................................................. 8535877 (U.S.) January 1966 

THE ELEPHANT AND CASTLE................................................ TMA222579 (Canada) November 1976 

BANG ON! .................................................................................. TMA643080 (Canada) April 5, 2004 

BANG ON....................................................................................  2955122 (U.S.) April 5, 2004 

 

TMA851468 (Canada) 

4457275 (U.S.) 

July 25, 2011 

October 4, 2011 

 

STATE & MAIN.......................................................................... 

TMA853137 (Canada) 

4457276 (U.S.) 

May 2, 2011 

October 4, 2011 

http://www.sedar.com/
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Licence 

Pursuant to the Licence and Royalty Agreement, FW Partnership granted to OJFG the exclusive right and 

licence (the “Licence”) to use the FW Rights for a period of 99 years after December 31, 2014. Among other things, 

the Licence permits OJFG to carry on the FW Business in association with the FW Marks and use the FW IP in 

connection with the operation of the FW Restaurants. OJFG is permitted to sub-licence certain of its rights under the 

Licence and Royalty Agreement to its subsidiaries and Franchisees. 

Royalty Payment 

In consideration of the Licence, OJFG is required to pay FW Partnership, for each Royalty Payment Period, 

a royalty based on the Gross Sales of FW Restaurants included in the Royalty Pool during such period. Subject to 

adjustment as described below, the royalty payment for each Royalty Payment Period (each such payment, a 

“Royalty Payment”) shall initially be 6% of System Sales for such period. See “– Increases in the Royalty Rate”. 

System Sales, for any period, is the aggregate of Gross Sales for each FW Restaurant included in the Royalty Pool 

during such period.  

As at the date hereof, there are 78 FW Restaurants in the Royalty Pool, comprising 58 Original Joe’s, seven 

State & Main and 13 Elephant & Castle restaurants. The Royalty Payment for each Royalty Payment Period is 

payable on the 21
st
 day following the end of such period. 

In the event that any FW Restaurants included in the Royalty Pool are permanently closed during a Royalty 

Payment Period, the Royalty Payment for such period includes certain “make-whole” payments to compensate FW 

Partnership for decrease in System Sales resulting from such closure. See “– Restaurant Openings and Closures – 

Permanent Closures”. In certain circumstances, the Royalty Payment also includes a make-whole payment to 

compensate FW Partnership for any decrease in System Sales resulting from the temporary closure of certain 

Elephant & Castle restaurants. See “– Restaurant Openings and Closures – Temporary Closure of Elephant & 

Castle Restaurants”.  

Each time a Royalty Payment is made, OJFG is required to provide FW Partnership with a statement 

setting out the amount of System Sales for the applicable Royalty Payment Period and the basis on which the 

Royalty Payment was calculated. In addition, OJFG is required to provide to FW Partnership: 

(a) by not later than February 28 of each year, an audited statement of the aggregate Royalty 

Payments and System Sales for the prior year;  

(b) within 35 days after the end of each quarter, an unaudited consolidated balance sheet, cash flow 

statement and statement of earnings of Franworks and unaudited report of the aggregate Royalty 

Payments and System Sales for such quarter; and 

(c) within 75 days after the end of each year, a copy of the audited annual consolidated financial 

statements of Franworks. 

Restaurant Openings and Closures 

Addition of New Restaurants to the Royalty Pool 

In addition to the 78 FW Restaurants included in the Royalty Pool as at the date hereof, OJFG currently 

owns or franchises an additional nine restaurants, three of which are expected to be closed and the remaining six of 

which are available to be rolled into the Royalty Pool on April 1, 2015. In addition, Franworks intends to continue to 

expand the number of FW Restaurants in Canada and the United States by opening or franchising new FW 

Restaurants. Franworks’ current objective is to open up to 50 additional FW Restaurants within the next five years.  

Provided that 108% of Franworks’ Normalized EBITDA (as defined in the Limited Partnership Agreement) 

for the immediately preceding year is equal to at least the System Sales for such year multiplied by the then current 

Royalty Rate, OJFG shall be permitted, on each Adjustment Date, to add to the Royalty Pool any FW Restaurants 

that have been open for at least 365 days in exchange for an increased ownership interest in DIV. The inclusion of 

this condition ensures that OJFG may only add additional FW Restaurants to the Royalty Pool in exchange for an 
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increased ownership interest in DIV if Franworks and OJFG are generating sufficient EBITDA to satisfy OJFG’s 

royalty obligations under the Licence and Royalty Agreement on a go-forward basis.  

See “– Description of FW Partnership – Exchange Limits – Class B Exchange Limit” for information on 

the increase in OJFG’s ownership interest in DIV as a result of the addition of FW Restaurants to the Royalty Pool.  

Permanent Closures 

In the event that any FW Restaurants included in the Royalty Pool are permanently closed (“Permanently 

Closed FW Restaurants”), such FW Restaurants are removed from the Royalty Pool on the next subsequent 

Adjustment Date and, both before and after such removal, the Royalty Payment includes certain make-whole 

payments in order to compensate FW Partnership for any decrease in System Sales resulting from such closure. 

 Make-Whole Payment – Any Royalty Payment payable in respect of a Royalty Payment Period ending 

before the Adjustment Date on which a Permanently Closed FW Restaurant is removed from the Royalty 

Pool includes a make-whole payment (a “Make-Whole Payment”) equal to the amount of the royalty that 

would otherwise have been payable to FW Partnership if the Permanently Closed FW Restaurant had not 

been permanently closed during such period. The amount of the Make-Whole Payment in respect of a 

Permanently Closed FW Restaurant is based upon Gross Sales for such restaurant during the 12 month 

period immediately following the date such restaurant was first included in the Royalty Pool (“Lost System 

Sales”). 

 Make-Whole Carryover Payment – After any Permanently Closed FW Restaurants are removed from the 

Royalty Pool on an Adjustment Date, the Royalty Payment continues to include a make-whole payment 

(the “Make-Whole Carryover Payment”) in the event that the Lost System Sales attributable to 

Permanently Closed FW Restaurants removed from the Royalty Pool exceed the Forecast System Sales of 

any FW Restaurants added to the Royalty Pool. The amount of the Make-Whole Carryover Payment is 

adjusted on a rolling basis on each Adjustment Date to reflect the addition and removal of FW Restaurants 

to and from the Royalty Pool during the term of the Licence and Royalty Agreement. 

Temporary Closure of Elephant & Castle Restaurants 

Under the terms of the Licence and Royalty Agreement, OJFG is required to invest at least $8.0 million 

within 18 months of September 26, 2014 to refurbish and renovate the Elephant & Castle restaurants included in the 

Royalty Pool on September 26, 2014 (such amount to include any E&C Make-Whole Payments paid by OJFG to 

FW Partnership as described below). If any Elephant & Castle restaurants are temporarily closed during a Royalty 

Payment Period, the Royalty Payment payable to FW Partnership in respect of such period is to include a make-

whole payment (an “E&C Make-Whole Payment”) equal to the amount of the royalty that would otherwise have 

been payable to FW Partnership if the Elephant & Castle restaurant had not been temporarily closed for renovations 

during such period. The amount of the E&C Make-Whole Payment in respect of an Elephant & Castle restaurant 

that has been temporarily closed for renovations is based upon the Gross Sales for such restaurant during the 12 

month period ended March 31, 2014.  

As of December 31, 2014, Franworks had completed the renovation of two Elephant & Castle restaurants 

in Toronto and Winnipeg, with a combined capital expenditure of $3.3 million. Franworks has started renovations 

on two additional Elephant & Castle restaurants. Franworks will continue to renovate additional Elephant & Castle 

locations throughout 2015 and expects to meet its obligations to complete such renovations prior to March 31, 2016, 

with a combined capital expenditure of at least $8.0 million. 

Increases in the Royalty Rate 

The Royalty Rate is 6% of System Sales. The Limited Partnership Agreement and Licence and Royalty 

Agreement include provisions pursuant to which OJFG is permitted to increase its ownership interest in DIV, in 

consideration for an increase in the Royalty Rate (first to 7% and then to 8%), if Franworks and OJFG meet certain 

performance criteria. OJFG’s right to increase its ownership interest in DIV in exchange for an increase in the 

Royalty Rate is only triggered if, for any two year period ending at the end of a calendar year, 70% of average 

Normalized EBITDA (as defined in the Limited Partnership Agreement) during such two year period would have 
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exceeded the aggregate Royalty Payments that would have been payable to FW Partnership for each year included in 

such period if the Royalty Rate had already been increased (the “Incremental Royalty Condition”). The inclusion 

of this condition ensures that OJFG may only increase its ownership interest in DIV in exchange for an increase in 

the Royalty Rate if Franworks and OJFG are generating sufficient EBITDA to satisfy OJFG’s royalty obligations 

under the Licence and Royalty Agreement on a go-forward basis.  

Pursuant to these provisions, the Royalty Rate will be increased from 6% to 7% if the Incremental Royalty 

Condition for any two year period ending on or after December 31, 2015 is satisfied, unless OJFG waives its right to 

increase its ownership interest in DIV as described under “– Description of FW Partnership – Exchange Limits – 

Class C Exchange Limit” (in which case the Royalty Rate will remain at 6%). If the Royalty Rate has been increased 

to 7%, the Royalty Rate will be further increased to 8% if the Incremental Royalty Condition for any subsequent two 

year period is satisfied, unless OJFG waives its right to increase its ownership interest in DIV as described under “– 

Description of FW Partnership – Exchange Limits – Class D Exchange Limit” (in which case the Royalty Rate will 

remain at 7%). 

Security for the Royalty Payment 

Security 

Payment of the Royalty Payment is secured by a general security interest in all present and after acquired 

property of OJFG, including all amounts payable to OJFG by Franchisees under the Franchise Agreements. In 

addition, Franworks and each wholly-owned subsidiary of OJFG that owns or operates a FW Restaurant has 

guaranteed the obligations of OJFG under the Licence and Royalty Agreement and has granted a general security 

interest to FW Partnership in support of such guarantee. 

Negative Covenants 

OJFG has covenanted pursuant to the General Security Agreement, among other things, not to, and not to 

permit any wholly-owned subsidiary that owns an FW Restaurant to: 

(a) grant, create, assume, or permit to exist any lien upon any of the collateral, other than the security 

interests granted under the General Security Agreement and certain permitted liens; 

(b) assume, create, incur or permit to exist or otherwise become liable for any indebtedness other 

than: 

(i) indebtedness under the Licence and Royalty Agreement and General Security 

Agreement; 

(ii) indebtedness consented to in writing by FW Partnership; 

(iii) indebtedness that is secured by shares in the capital of FW GP (and proceeds therefrom) 

in favour of the lender to FW Partnership; and 

(iv) indebtedness that is secured by Shares, Partnership Units or shares in the capital of FW 

GP (and proceeds therefrom), so long as: (A) recourse in respect of such indebtedness is 

limited to the Shares or Partnership Units securing such indebtedness; and (B) in the case 

of FW Partnership Units, the provisions of the Governance Agreement are complied 

with;  

(c) guarantee or otherwise become liable in respect of the obligations of another person, other than 

guarantees in respect of the obligations of any wholly-owned subsidiary that owns or operates a 

FW Restaurant or guarantees or indemnities contained in any operating lease of land for a 

restaurant location entered into by OJFG or any Franchisee in the ordinary course of business; 

(d) pay any dividends or redeem or repurchase any of its shares or otherwise make, directly or 

indirectly, any distribution (whether by dividend, distribution of property, repurchase of shares, 

bonus or other payment, other than regular compensation) to any of its direct or indirect 

shareholders unless at the time of such payment, redemption, repurchase or other distribution, all 
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amounts of the Royalty Payment that are due and payable at the time of such payment, 

redemption, repurchase or other distribution have been paid, except distributions paid by a wholly-

owned direct or indirect subsidiary of OJFG to its parent corporation; 

(e) except as permitted under the Licence and Royalty Agreement, the Governance Agreement or the 

Limited Partnership Agreement, consolidate, amalgamate or merge with another entity, sell, lease 

or otherwise dispose of all or substantially all of its assets or alter its capital structure; 

(f) except as permitted under the Licence and Royalty Agreement, the Governance Agreement or the 

Limited Partnership Agreement, sell, lease, assign, transfer, abandon, convey or otherwise dispose 

of any of its assets except for, among other things, the sale of inventory or other assets in the 

ordinary course of business, the sale of equipment, fixtures, materials or supplies that are no 

longer required in the business of OJFG and its subsidiaries or are worn-out or obsolete and the 

sale of a FW Restaurant if, at the time of such sale, OJFG enters into a Franchise Agreement with 

respect to such restaurant;  

(g) pay any dividends or make any distribution to shareholders unless, at the time of such dividend 

payment or distribution, all Royalty Payments then due and payable have been paid; 

(h) make any investment in the business or property of another person, other than: 

(i) routine purchases of property used or consumed in the ordinary course of business; 

(ii) employee loans or advances not to exceed a certain threshold; 

(iii) investments in any wholly-owned subsidiary that owns a FW Restaurant, provided that 

such subsidiary granted a security interest in all of its present and after acquired property 

to FW Partnership on the same terms as the General Security Agreement; 

(iv) investments in any wholly-owned subsidiary that does not own a FW Restaurant, 

provided that all Royalty Payments then due and payable have been paid and the 

securities of such subsidiary are pledged to FW Partnership; and 

(v) investments of the net proceeds of the Franworks Acquisition in any subsidiary or related 

party, provided that all Royalty Payments then due and payable have been paid;  

(i) remove any collateral from the location at which it is presently situate other than in the ordinary 

course of business; or 

(j) amend, supplement, modify, extend, renew or replace any Franchise Agreement or lease if such 

amendment, supplement, modification, extension, renewal or replacement would have a material 

adverse effect on OJFG and its subsidiaries.  

Certain Remedies 

In the event of a material breach by OJFG under the Licence and Royalty Agreement, FW Partnership may 

terminate the Licence and Royalty Agreement and, whether or not FW Partnership terminates the Licence and 

Royalty Agreement, OJFG is required to immediately pay to FW Partnership as a deposit an amount equal to the 

Royalty Payment for the 12 most recently completed calendar months immediately preceding the date on which FW 

Partnership declared a material breach to occur.  

In the event of a default by OJFG under the Licence and Royalty Agreement, or the General Security 

Agreement, including the failure to pay the Royalty Payment when due, FW Partnership is entitled to a number of 

remedies, both at law and under such agreements. The principal remedies are as follows: 

(a) FW Partnership could commence legal proceedings against OJFG to collect the amount of the 

Royalty Payment and other amounts then due; 
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(b) FW Partnership could give notice to the Franchisees of the assignment to FW Partnership of all 

amounts otherwise payable to OJFG under the Franchise Agreements and require such 

Franchisees to pay these amounts directly to FW Partnership; 

(c) FW Partnership could terminate the Licence and Royalty Agreement; and 

(d) FW Partnership could appoint, or apply to the court for the appointment of, a receiver to take 

possession of the assets of OJFG and its subsidiaries over which FW Partnership has a security 

interest and carry on the business of OJFG until the payments, or other arrangements satisfactory 

to FW Partnership, were made. The receiver could, if the payments were not made, sell the assets 

of OJFG and its subsidiaries over which FW Partnership has a security interest. 

In the event of the bankruptcy or insolvency of OJFG, FW Partnership may terminate the Licence and 

Royalty Agreement and, whether or not FW Partnership terminates the Licence and Royalty Agreement, OJFG will 

immediately pay to FW Partnership, as a prepayment of all Royalty Payments, the present value of the Royalty 

Payment payable to the end of the term of the Licence and Royalty Agreement (using a discount rate equal to the 

yield to maturity of 25 year bond of the Government of Canada) net of the present value of amounts that FW 

Partnership could reasonably earn pursuant to alternative licensing arrangements available to FW Partnership, acting 

reasonably, if the licence were terminated and the FW Rights Licenced to a third party. 

Until the Royalty Payment is brought into good standing, or FW Partnership agrees to other arrangements, 

and subject to applicable law (including laws governing reorganizations), a receiver appointed by FW Partnership or 

by the court would continue to operate the business of OJFG and its subsidiaries over which FW Partnership has a 

security interest. 

The foregoing is a summary only of the remedies available to FW Partnership in the event of a default by 

OJFG under the Licence and Royalty Agreement and the General Security Agreement and is subject to, and 

qualified in its entirety by, the full text of the Licence and Royalty Agreement and General Security Agreement, 

copies of which are available on SEDAR at www.sedar.com. 

Operating Covenants of OJFG  

Pursuant to the Licence and Royalty Agreement, OJFG has agreed to, among other things: 

(a) operate and conduct the FW Business in at least the manner and to at least the standards that its 

business is presently conducted and operated; 

(b) manage and supervise the management of the Franchisees and other sub-Licencees (including 

subsidiaries) in the manner of a competent and qualified manager of similar franchises of branded 

casual dining restaurants; 

(c) preserve and protect the business of OJFG and all goodwill associated therewith; 

(d) collect all fees and other amounts payable to OJFG under Franchise Agreements with OJFG by 

Franchisees; 

(e) monitor the compliance of Franchisees and all other sub-Licencees with the trademark and 

character and quality standards set under the Franchise Agreements; and 

(f) enforce the observance and performance of Franchise Agreements by Franchisees in a manner that 

is consistent with good and prudent business practices. 

Description of FW Partnership 

The following is a summary of certain material terms of the Limited Partnership Agreement and is subject 

to, and qualified in its entirety by, the full text of the Limited Partnership Agreement, a copy of which is available 

on SEDAR at www.sedar.com.  

http://www.sedar.com/
http://www.sedar.com/
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General 

FW Partnership is a limited partnership which was initially formed under the laws of British Columbia for 

the purpose of acquiring the FW Rights pursuant to the Acquisition Agreement. The business purpose of FW 

Partnership is the ownership of the FW Rights, the taking of actions consistent with the Licence and Royalty 

Agreement to exploit, to the fullest extent possible, the use of the FW Rights by OJFG, the collection of the Royalty 

Payment payable to FW Partnership under the Licence and Royalty Agreement, and any and all activities incidental 

to the foregoing. FW Partnership is governed by the Limited Partnership Agreement. 

Partners 

As at the date of this AIF, FW GP is the general partner of FW Partnership, DIV is a limited partner 

holding 53,129,819 LP Units (representing 100% of the LP Units) and OJFG is a limited partner holding 

100,000,000 Class B LP Units, 100,000,000 Class C LP Units and 100,000,000 Class D LP Units (representing 

100% of the Class A LP Units, Class B LP Units, Class C LP Units and Class D LP Units, respectively). 

The obligation of OJFG to exchange its Class B LP Units, Class C LP Units and Class D LP Units for 

Shares are described under “– The Exchange Agreement and Registration Rights Agreement”. Except pursuant to the 

Exchange Agreement or the Governance Agreement, no additional securities of FW Partnership may be issued to 

any person without the consent of all partners 

Subject to the provisions of the Partnership Act (British Columbia), limited partners are liable for the 

liabilities, debts and obligations of FW Partnership only to the extent of the amount of property contributed by them 

or agreed to be contributed by them to FW Partnership. The maximum amount to be contributed to FW Partnership 

in respect of a GP Unit, LP Unit, Class A LP Unit, Class B LP Unit, Class C LP Unit or Class D LP Unit is the 

amount agreed to by FW Partnership as the value of the property contributed to FW Partnership in respect of such 

unit. FW GP, as general partner, has unlimited liability for the indebtedness, liabilities and obligations of FW 

Partnership unless the holder of such obligation otherwise agrees. 

Exchange Limits 

Under the Exchange Agreement, that number of Class B LP Units, Class C LP Units and Class D LP Units 

which is equal to the Class B Exchange Limit, Class C Exchange Limit and Class D Exchange Limit, respectively, 

will automatically be exchanged for Shares on each Adjustment Date. In each case, the exchange limit will initially 

be nil and will be increased as follows. 

Class B Exchange Limit 

The increase in the number of Class B LP Units to be exchanged for Shares on an Adjustment Date (the 

“Class B Exchange Limit”) is calculated on annual basis to reflect increases in the Royalty Payment as the result of 

the addition of FW Restaurants to the Royalty Pool (net of decreases in the Royalty Payment as a result of the 

removal of Permanently Closed FW Restaurants from the Royalty Pool). See “– Licence and Royalty – Restaurant 

Openings and Closures”.  

The basis for determining the increase in the Class B Exchange Limit is the Determined Amount (as 

defined in the Limited Partnership Agreement) for FW Restaurants added to the Royalty Pool on an Adjustment 

Date. The Determined Amount for FW Restaurants added to the Royalty Pool is 92.5% of the amount obtained by 

dividing (a) the royalty attributable to such FW Restaurants during the first year they are included in the Royalty 

Pool (after adjustment for taxes and decreases in the Royalty Payment as a result of the removal of Permanently 

Closed FW Restaurants from the Royalty Pool) by (b) the annual yield paid on the Shares during the year. The 

aggregate increase in the Class B Exchange Limit in respect of a Determined Amount will be determined by 

dividing such Determined Amount by the Current Market Price of a Share (as determined in accordance with the 

Limited Partnership Agreement) at the applicable time. 

The increase in the Class B Exchange Limit in respect of FW Restaurants added to the Royalty Pool occurs 

in two stages. On the Adjustment Date on which such FW Restaurants are added to the Royalty Pool, an initial 

increase in the Class B Exchange Limit is calculated with reference to 80% of the forecasted Gross Sales of such 
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FW Restaurants for the first year they are included in the Royalty Pool. On the next Adjustment Date, the Class B 

Exchange Limit is further adjusted to reflect the amount by which the actual Gross Sales of such FW Restaurants 

during the year are greater or less than 80% of forecasted Gross Sales for such period.  

If actual Gross Sales of such FW Restaurants during the year are greater than 80% of forecasted Gross 

Sales for such period, OJFG is also entitled to receive a distribution (the “Class B Distribution Adjustment”) to 

make OJFG whole for the additional dividends it would have received during the year in respect of Shares had the 

initial increase in the Class B Exchange Limit been calculated on the basis of actual Gross Sales rather than 80% of 

forecasted Gross Sales. If actual Gross Sales of such FW Restaurants during the year are less than 80% of forecasted 

Gross Sales for such period, OJFG is required to pay to FW Partnership an amount equal to the excess dividends that 

OJFG received during the year as a result of the fact that actual Gross Sales did not support the initial increase in the 

Class B Exchange Limit. See “– Distributions” below. 

Immediately after the Class B Exchange Limit has been increased to reflect the addition of FW Restaurants 

to the Royalty Pool, that number of Class B LP Units which is equal to the Class B Exchange Limit is required to be 

automatically exchanged for Shares pursuant to the Exchange Agreement (see “– Exchange Agreement and the 

Registration Rights Agreement”) and the Class B Exchange Limit is automatically reduced to zero. The discount rate 

used to calculate the Determined Amount is intended to ensure that the addition of FW Restaurants to the Royalty 

Pool in exchange for such Shares is accretive to DIV.    

Class C Exchange Limit 

If the Royalty Rate is increased from 6% to 7% on an Adjustment Date, the number of Class C LP Units to 

be exchanged for Shares (the “Class C Exchange Limit”) is required to be increased from nil in order to reflect the 

increase in Royalty Payments that result from such an increase in the Royalty Rate. See “– Licence and Royalty – 

Increases in the Royalty Rate”.  

The increase in the Class C Exchange Limit is calculated with reference to the Incremental Royalty 

Amount (as defined in the Limited Partnership Agreement). The Incremental Royalty Amount for any increase in 

the Royalty Rate is 85% of the amount obtained by dividing (a) the incremental increase in annual Royalty 

Payments expected to result from such increase in the Royalty Rate (calculated with reference to the aggregate 

System Sales during the most recently completed year of all FW Restaurants included in the Royalty Pool during 

such year and adjusted for taxes) by (b) the annual yield paid on the Shares during the year. The increase in the 

Class C Exchange Limit is determined by dividing the Incremental Royalty Amount by the Current Market Price of 

a Share (as determined in accordance with the Limited Partnership Agreement) at such time.  

Immediately after the Class C Exchange Limit has been increased to reflect the increase in the Royalty Rate 

from 6% to 7%, that number of Class C LP Units which is equal to the Class C Exchange Limit is required to be 

automatically exchanged for Shares pursuant to the Exchange Agreement (see “– Exchange Agreement and the 

Registration Rights Agreement”) and the Class C Exchange Limit is automatically reduced to zero. The discount rate 

used to calculate the Incremental Royalty Amount is intended to ensure that any increase to the Royalty Rate in 

exchange for Shares is accretive to DIV.      

Class D Exchange Limit 

If the Royalty Rate is increased from 7% to 8% on an Adjustment Date, the number of Class D LP Units to 

be exchanged for Shares (the “Class D Exchange Limit”) is required to be increased from nil in order to reflect the 

increase in Royalty Payments that result from such an increase in the Royalty Rate. See “– Licence and Royalty – 

Increases in the Royalty Rate”.  

The increase in the Class D Exchange Limit is calculated with reference to the Incremental Royalty 

Amount (as defined in the Limited Partnership Agreement). The Incremental Royalty Amount for any increase in 

the Royalty Rate is 85% of the amount obtained by dividing (a) the incremental increase in annual Royalty 

Payments expected to result from such increase in the Royalty Rate (calculated with reference to the aggregate 

System Sales during the most recently completed year of all FW Restaurants included in the Royalty Pool during 

such year and adjusted for taxes) by (b) the annual yield paid on the Shares during the year. The increase in the 
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Class D Exchange Limit is determined by dividing the Incremental Royalty Amount by the Current Market Price of 

a Share (as determined in accordance with the Limited Partnership Agreement) at such time. 

Immediately after the Class D Exchange Limit has been increased to reflect the increase in the Royalty 

Rate from 7% to 8%, that number of Class D LP Units which is equal to the Class D Exchange Limit is required to 

be automatically exchanged for Shares pursuant to the Exchange Agreement (see “– Exchange Agreement and the 

Registration Rights Agreement”) and the Class D Exchange Limit is automatically reduced to zero. The discount rate 

used to calculate the Incremental Royalty Amount is intended to ensure that any increase to the Royalty Rate in 

exchange for Shares is accretive to DIV.  

Distributions  

FW Partnership distributes its available cash to its partners on a monthly basis. Available cash, at the end of 

a month, means the amount, if any, by which FW GP determines the cash and cash equivalents of FW Partnership at 

such time exceed the aggregate of all amounts set aside as reserves at such time. The amount set aside as reserves is 

the amount that FW GP determines is necessary or desirable to withhold from any distribution having regard to the 

current and anticipated cash requirements of FW Partnership, including such reserves as are necessary for the 

payment of operating expenses, payment of interest expenses and payment of the Class B Distribution Adjustment 

(as described above). Distributions in respect of a month are required to be made not later than the third Business 

Day immediately prior to the end of the immediately following month.  

Available cash is distributed to partners in the following order of priority:  

(a) first, to the general partner of FW Partnership, the sum of $5.00;  

(b) thereafter, to the holders of LP Units, Class A LP Units, Class B LP Units, Class C LP Units and 

Class D LP Units, pro rata (i) in the case of the LP Units and Class A LP Units, in accordance with 

the aggregate number of LP Units and Class A LP Units issued and outstanding on the applicable 

record date, and (ii) in the case of the Class B LP Units, Class C LP Units and Class D LP Units, 

in accordance with that number of Class B LP Units, Class C LP Units and Class D Units which is 

equal to the Class B Exchange Limit, Class C Exchange Limit and Class D Exchange Limit, 

respectively, on the applicable record date. 

Because OJFG exchanged all of its Class A LP Units for Shares on the closing of the Franworks 

Acquisition, and because a corresponding number of Class B LP Units, Class C LP and Class D LP Units will be 

automatically exchanged for Shares on any date on which the Class B Exchange Limit, Class C Exchange Limit or 

Class D Exchange Limit is increased, OJFG will not receive any distributions of available cash pursuant to clause 

(b) above. All available cash distributed pursuant to clause (b) above will be distributed to DIV, as the sole holder of 

LP Units.  

If OJFG is entitled to receive a Class B Distribution Adjustment as described under the heading “– Class B 

Exchange Limit” above, such amount is requite to be distributed to OJFG, in priority to the distributions referred to 

in clauses (a) and (b) above, as soon as practicable after the applicable Adjustment Date. 

FW GP may, in addition to the distributions referred to in clauses (a) and (b) above, distribute available 

cash to DIV, as the sole holder of LP Units, at any other time. Notwithstanding the foregoing, FW GP is not 

permitted to make any such distribution if and to the extent such distribution would be contrary to any provision of 

any agreement to which FW Partnership is a party or by which FW Partnership is bound or to any applicable law. 

Allocation of Net Income and Losses 

The income or loss of FW Partnership for accounting purposes for each fiscal year, and the income or loss 

of FW Partnership as determined pursuant to the Tax Act for a particular fiscal year, will be allocated to the holders 

of Partnership Units in proportion to the available cash of FW Partnership distributed to such holders in respect of 

such fiscal year in accordance with their distribution entitlements. The amount of income allocated to a partner may 

exceed or be less than the amount of cash distributed by FW Partnership to that partner. In any fiscal year in which 
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no cash is distributed to the partners in respect of their Partnership Units, income or loss will be allocated to limited 

partners in accordance with their distribution entitlements. 

Liquidation Entitlement 

In the event of dissolution of FW Partnership, FW GP will distribute the net proceeds from the liquidation 

of FW Partnership as follows: 

(a) firstly, to pay the expenses of liquidation and the debts, liabilities and obligations of FW 

Partnership to its creditors or to make due provision for payment thereof; 

(b) secondly, to provide reserves the receiver considers necessary for any contingent or unforeseen 

liability or obligation of FW Partnership, which reserves will be paid to an escrow agent to be held 

for payment of liabilities and obligations of FW Partnership; and 

(c) thirdly, to the partners (to the extent of any balance thereof, as a return of capital) as follows:  

(i) first, to the general partner of FW Partnership, the sum of $100; and 

(ii) thereafter, to the limited partners of the Partner, pro rata in accordance with their 

distribution entitlements. 

Because OJFG exchanged all of its Class A LP Units for Shares on closing of the Franworks Acquisition, 

and because a corresponding number of Class B LP Units, Class C LP and Class D LP Units will be automatically 

exchanged for Shares on any date on which the Class B Exchange Limit, Class C Exchange Limit or Class D 

Exchange Limit is increased, OJFG will not receive any distributions pursuant to clause (c)(ii) above. All proceeds 

from the liquidation of FW Partnership distributed pursuant to clause (c)(ii) above will be distributed to DIV, in its 

capacity as the sole holder of LP Units. 

Voting 

Except as expressly provided for in the Limited Partnership Agreement, Partnership Units will not carry 

any entitlement to vote. Notwithstanding the foregoing, the following may only be effected through the enactment of 

a resolution of the board of directors of FW GP that is consented to by each of OJFG and DIV (a “Partnership 

Special Resolution”): 

(a) the waiver of any default on the part of FW GP, on such terms as may be specified in such 

Partnership Special Resolution, and the release of FW GP from any claims in respect thereof; 

(b) the agreement to any compromise or arrangement by FW Partnership with the holders of any 

shares or securities of FW GP or any affiliate of FW GP; 

(c) requiring FW GP on behalf of FW Partnership to enforce any obligation or covenant on the part of 

a limited partner of FW Partnership; and 

(d) the waiver of any rights of the partners of FW Partnership under the Limited Partnership 

Agreement. 

Functions and Powers of General Partner 

FW GP has the full power and authority to administer, manage, control and operate the business of FW 

Partnership, including the power and authority to do any act, take any proceeding, make any decision and execute 

and deliver any agreement, instrument, deed or other document necessary for or incidental to carrying out the 

business of FW Partnership. FW GP is required to exercise its powers and discharge its duties honestly, in good faith 

and in the best interests of FW Partnership and to exercise the care, diligence and skill that a reasonably prudent 

person would exercise in comparable circumstances. 
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Notwithstanding the foregoing, all material contracts, undertakings and transactions involving FW 

Partnership (other than the Acquisition Agreement, the Licence and Royalty Agreement, the Governance 

Agreement, the Exchange Agreement, the Limited Partnership Agreement, the Registration Rights Agreement, the 

General Security Agreement and the DIV Board Agreement) must be approved by the board of directors of FW GP 

and:  

(a) in the case of contracts, undertakings and transactions with FW GP or any affiliate of FW GP, 

must be approved by a majority of the directors who are not nominees of FW GP or an affiliate of 

FW GP; 

(b) in the case of contracts, undertakings and transactions with OJFG or any affiliate of OJFG, must 

be approved by a majority of the directors who are not nominees of OJFG or an affiliate of OJFG; 

and 

(c) in the case of contracts, undertakings and transactions involving the creation of debt obligations, 

guarantees, indemnities and other forms of assurance to third parties in amounts potentially 

exceeding $10,000, must be approved by OJFG. 

Restrictions on Authority of General Partner 

The authority of FW GP is limited in certain respects under the Limited Partnership Agreement. FW GP is 

prohibited, without the prior approval of the other partners by Partnership Special Resolution, from dissolving FW 

Partnership or selling, exchanging or otherwise disposing of all or substantially all of the assets of FW Partnership 

(otherwise than in conjunction with an internal reorganization). 

Reimbursement of General Partner 

FW GP is reimbursed by FW Partnership for all out-of-pocket costs, outlays, disbursements and 

expenditures actually paid or incurred by FW GP in the performance of its duties hereunder (including costs directly 

incurred for the benefit of FW Partnership), but is not entitled to any fee for the performance of such duties. 

Limited Liability 

Limited partners may lose their limited liability in certain circumstances. FW Partnership operates in a 

manner so as to ensure, to the greatest extent possible, the limited liability of the limited partners. FW GP will 

indemnify and hold harmless each limited partner from any costs, damages, liabilities or expenses suffered or 

incurred by such limited partner because the liability of such limited partner is not limited in the manner provided in 

the Limited Partnership Agreement unless the liability of such limited partner is not so limited as a result of, or 

arising out of, any act or omission of such limited partner. However, since FW GP has no significant assets or 

financial resources, the indemnity from FW GP may have nominal value. 

Transfer of Partnership Units 

Except as provided in the Limited Partnership Agreement, the Governance Agreement and the Exchange 

Agreement, FW Partnership Units may not be transferred or assigned to any person. No assignee of FW Partnership 

Units is entitled to be admitted to FW Partnership as a partner pursuant to an assignment thereof, except with the 

written consent of FW GP on the terms and conditions of such consent and unless the assignee has delivered to FW 

GP an assignment, power of attorney and such other instruments and documents as may be required by FW GP in 

appropriate form completed and executed in a manner acceptable to FW GP and upon the payment of an 

administration fee, if any, required by FW GP. A transferee of a Partnership Unit will not become a partner or be 

admitted to FW Partnership and will not be subject to the obligations and entitled to the rights of the transferor under 

the Limited Partnership Agreement until the foregoing conditions are satisfied and such transferee is recorded on the 

register of partners. 

Withdrawal or Removal of General Partner 

FW GP is permitted to resign as general partner on not less than 180 days’ prior written notice to the 

partners, provided that FW GP will not resign if the effect would be to dissolve FW Partnership. 
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FW GP will be deemed to resign as general partner of FW Partnership if the shareholders or directors of 

FW GP pass a resolution in connection with the bankruptcy, dissolution, liquidation or winding up of FW GP, or 

FW GP commits certain other acts of bankruptcy or ceases to be a subsisting corporation, provided that such 

resignation will not be effective until the admission of a successor general partner is approved by Partnership 

Special Resolution. 

FW GP may be removed as general partner, without its consent, by a Partnership Special Resolution 

admitting a successor general partner as a replacement to FW GP. 

Amendments to the Limited Partnership Agreement 

The Limited Partnership Agreement may only be amended with the written approval of each of the partners 

of FW Partnership.  

Exchange Agreement and Registration Rights Agreement 

The Exchange Agreement 

The following is a summary of certain material terms of the exchange agreement (the “Exchange 

Agreement”) among DIV, OJFG and FW GP and is subject to, and qualified in its entirety by, the full text of the 

Exchange Agreement, a copy of which is available on SEDAR at www.sedar.com.  

Under the Exchange Agreement, Class A LP Units, Class B LP Units, Class C LP Units and Class D LP 

Units will be exchanged for Shares as follows: 

(a) upon the closing of the Franworks Acquisition, the Class A LP Units issued to OJFG under the 

Acquisition Agreement were exchanged for a corresponding number of Shares;  

(b) on each Adjustment Date on which the Class B Exchange Limit is increased in connection with 

the addition of additional FW Restaurants to the Royalty Pool, that number of Class B LP Units as 

is equal to the Class B Exchange Limit following such increase is required to be exchanged for a 

corresponding number of Shares;  

(c) on the Adjustment Date, if any, on which the Class C Exchange Limit is increased in connection 

with an increase in the Royalty Rate from 6% to 7%, that number of Class C LP Units as is equal 

to the Class C Exchange Limit following such increase is required to be exchanged for a 

corresponding number of Shares; and 

(d) on the Adjustment Date, if any, on which the Class D Exchange Limit is increased in connection 

with an increase in the Royalty Rate from 7% to 8%, that number of Class D LP Units as is equal 

to the Class D Exchange Limit following such increase is required to be exchanged for a 

corresponding number of Shares. 

The Exchange Agreement includes protective provisions that prevent DIV from taking certain actions, 

including subdividing, consolidating or reclassifying the Shares or completing a reorganization, consolidation, 

amalgamation, merger or other form of business combination of DIV with or into any other entity, unless 

appropriate measures are taken to preserve the rights of the holders of Class A LP Units, Class B LP Units, Class C 

LP Units and Class D LP Units. 

OJFG and DIV will agree to jointly make and file an election under subsection 85(1) of the Tax Act, within 

the time prescribed for doing so, in respect of the transfer of Class A LP Units, Class B LP Units, Class C LP Units 

or Class D LP Units to DIV under the Exchange Agreement. 

The Registration Rights Agreement 

The following is a summary of certain material terms of the registrations rights agreement (the 

“Registration Rights Agreement”) between DIV and OJFG dated September 26, 2014 and is subject to, and 

http://www.sedar.com/
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qualified in its entirety by, the full text of the Registration Rights Agreement, a copy of which is available on 

SEDAR at www.sedar.com. 

Pursuant to the Registration Rights Agreement, DIV granted to OJFG certain demand and “piggy-back” 

registration rights. Subject to certain limitations, these rights will enable OJFG to require DIV to file a prospectus 

and otherwise assist with a public offering of Shares held by OJFG. DIV’s expenses will be borne by OJFG (or on a 

proportionate basis if both OJFG and DIV are selling Shares) pursuant to the terms and conditions of the 

Registration Rights Agreement. In the event of a “piggy-back” offering, DIV’s financing requirements are to take 

priority to the right of OJFG to sell Shares in such offering.  

Description of FW GP  

FW GP is a corporation incorporated under the laws of British Columbia. FW GP is the general partner of 

FW Partnership and has the authority to manage and control the business and affairs of FW Partnership. 

Capital of FW GP 

The authorized share capital of FW GP consists of an unlimited number of FW GP Common Shares. DIV 

owns 90% of the issued and outstanding FW GP Common Shares and OJFG owns 10% of the issued and 

outstanding FW GP Common Shares. 

Each FW GP Share entitles the holder thereof to receive notice of and to attend all meetings of shareholders 

of FW GP and to one vote per share at such meetings (other than meetings of another class of shares of FW GP). 

The FW GP Common Shares entitle the holders thereof to receive dividends on the FW GP Common Shares as and 

when declared by the board of directors of FW GP.  

Management and Control of FW GP 

The business of FW GP is managed and supervised by its board of directors. As at the date of this AIF, the 

directors and officers of FW GP are: Sean Morrison (director, President and Chief Executive Officer); Lawrence 

Haber (director); Derek Doke (director) and Jason Granger (Chief Financial Officer). For further details with respect 

to the determination of the composition of the board of directors and management of FW GP, see “– Governance 

Agreement”.  

Governance Agreement  

The following is a summary of certain material terms of the governance agreement (the “Governance 

Agreement”) among DIV, OJFG, Franworks, FW Partnership, FW GP and Derek Doke dated September 26, 2014 

and is subject to, and qualified in its entirety by, the full text of the Governance Agreement, substantially in the form 

as appended to the Acquisition Agreement, a copy of which is available on SEDAR at www.sedar.com.  

Board of Directors of FW GP  

Pursuant to the Governance Agreement, the board of directors of FW GP consists of three individuals: one 

director nominated by OJFG (currently Derek Doke) and two directors nominated by DIV (currently, Sean Morrison 

and Lawrence Haber). The obligations of DIV concerning the OJFG director nominee shall immediately terminate 

on OJFG, its related parties and its permitted transferees ceasing to hold, directly or indirectly, at least 10% of the 

number of Shares issued and outstanding as at the closing date of the Franworks Acquisition. 

Pursuant to the terms of the Governance Agreement, FW GP is to establish an audit committee which is to 

be responsible for monitoring FW GP’s and FW Partnership’s financial reporting, accounting systems, internal 

controls and liaising with external auditors. 

The Governance Agreement provides that the compensation for directors of FW GP is: (a) an annual 

retainer of $5,000 to each director (other than directors who are officers or directors of OJFG, Franworks or DIV); 

and (b) $500 to each director for attending each meeting of directors or committee meetings, except where the 

director attends a meeting of the DIV board of directors on the same day and for which compensation is paid. 

http://www.sedar.com/
http://www.sedar.com/
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Directors of FW GP will be reimbursed for the reasonable costs and expenses of attendance at meeting of directors 

or committee meetings. This compensation and expense reimbursement will be paid by FW Partnership.  

To the fullest extent permitted by law, FW Partnership and FW GP will jointly and severally indemnify 

each of the directors and officers of FW GP from and against liability and cost in respect of any action or suit 

against them in connection with the execution of their duties of office if: (i) the director or officer acted honestly and 

in good faith with a view to the best interests of FW GP; and (ii) in the case of a criminal or administrative action or 

proceeding that is enforced by a monetary penalty, the director or officer had reasonable grounds for believing his or 

her conduct was lawful. 

Appointment of DIV Nominee to Boards of Franworks and OJFG 

Pursuant to the Governance Agreement, Derek Doke and Franworks have agreed to vote or cause to be 

voted all voting securities held by each of them in Franworks and OJFG, respectively, or to provide consent where 

necessary, to appoint or elect one director nominated by DIV to the board of directors of each of Franworks and 

OJFG. DIV has selected Sean Morrison, President and Chief Executive Officer of DIV as its nominee.  Accordingly, 

Mr. Morrison was appointed to the board of directors of OJFG on September 26, 2014 and is expected to be elected 

to the board of directors of Franworks at the next annual meeting of the shareholders thereof, which such meeting is 

expected to be held in May, 2015. The nominee appointed by DIV to the board of directors of each of Franworks 

and OJFG does not receive any compensation for acting in such capacity.   

Permitted Ventures  

Except for Permitted Ventures, neither Franworks nor any of its subsidiaries is permitted to: (i) be engaged 

in any business; (ii) have any financial or other interest (including an interest by way of royalty or other 

compensation arrangements) in any business; or (iii) advise, lend money to or guarantee the debts of any person in 

respect of any business other than, in each case, the FW Business without the prior written consent of DIV. 

Under the Governance Agreement, “Permitted Ventures” include the restaurant construction and project 

management business operated by Franworks Project Corp. (a wholly-owned subsidiary of Franworks), the retail 

boutique operating under the trade name “Land & Sea” owned by 1489411 Alberta Ltd. (a wholly-owned subsidiary 

of Franworks) and, after the one year anniversary of the closing date of the Franworks Acquisition, the direct or 

indirect acquisition of individual restaurants or a group of up to five restaurants (in all cases in the same or similar 

restaurant category as the FW Restaurants), provided that: 

(a) such restaurant or group of restaurants are profitable and have a minimum EBITDA margin of 

15% in any twelve month period ending not less than three months prior to the date of acquisition;  

(b) the aggregate number of restaurants so acquired is ten or fewer; and  

(c) the annual aggregate gross sales of such restaurants are less than $20 million determined on the 

date of acquisition for each restaurant or group of restaurants so acquired. 

Any restaurants acquired directly or indirectly by Franworks pursuant to the Governance Agreement shall 

not be included in the Royalty Pool. 

Minimum Ownership Threshold 

Without the prior written consent of DIV, OJFG must own at least that number of Shares (the “Minimum 

Ownership Threshold”) which is equal to:  

(a) 5,301,204, representing 10% of the number of Shares issued and outstanding upon the closing of 

the Franworks Acquisition; plus  

(b) 10% of the cumulative number of Shares issued to OJFG pursuant to the Exchange Agreement.  
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Restrictions on the Issuance and Transfer of Securities  

Except as permitted or required by the Governance Agreement, the Limited Partnership Agreement or the 

Exchange Agreement, without prior written consent of the other parties first being obtained: 

(a) FW Partnership will not issue any Partnership Units; 

(b) FW GP will not issue any shares of any class of FW GP; 

(c) OJFG will not transfer any of its Partnership Units; and  

(d) DIV will not transfer any of FW Partnership Units held by DIV except by the creation of a 

security interest, as security for bona fide indebtedness for or in respect of borrowed money of 

DIV or FW Partnership, to a bank or other financial institution, provided that no such grant of a 

security interest shall be made unless the secured party agrees to be bound by and observe the 

terms and provisions of the Governance Agreement, the Exchange Agreement, the Limited 

Partnership Agreement, Registration Rights Agreement and the DIV Board Agreement. 

Right of First Opportunity 

If OJFG, Franworks or a related party of OJFG proposes to enter into an agreement which, if completed, 

would result in a Change of Control, OJFG, Franworks or such related party, as the case may be, must provide DIV 

and FW Partnership with notice in writing (a “ROFO Notice”) of: (i) the consideration for the shares or assets of 

OJFG or Franworks proposed to be sold (the “Subject Property”); and (ii) if the seller has received an offer to 

purchase the Subject Property or proposes to sell the Subject Property to a particular person, a copy of such offer. 

Upon receipt of a ROFO Notice, DIV and FW Partnership have a right of first opportunity to acquire the Subject 

Property on the terms set forth in the ROFO Notice.  

For these purposes, “Change of Control” means: 

(d) the direct or indirect acquisition by any person or persons (other than one or more of OJFG and 

any related parties of OJFG), acting jointly or in concert, of beneficial ownership (“acting jointly 

or in concert” and “beneficial ownership” within the meaning of MI 62-104) of 50% or more of 

the combined voting power of OJFG’s or Franworks’ then outstanding voting shares; or 

(e) the approval by shareholders of OJFG or Franworks of: (i) an amalgamation involving OJFG or 

Franworks; or (ii) a complete liquidation or dissolution of OJFG or Franworks or the sale or other 

disposition of all or substantially all of the assets of OJFG or Franworks if, immediately after the 

completion of a transaction referred to in (i) or (ii), OJFG and related parties of OJFG do not own, 

directly or indirectly, more than 50% of the combined voting power of the then outstanding voting 

securities of the corporation resulting from such amalgamation of the corporation that then owns 

the assets and undertaking previously owned by OJFG or Franworks.  

Notwithstanding the foregoing, a Change of Control shall not be deemed to occur solely because 50% or 

more of the combined voting power of OJFG’s or Franworks’ then outstanding voting securities are acquired by: 

(i) OJFG or a related party of OJFG; (ii) a trustee or other fiduciary holding securities for the benefit of OJFG or a 

related party of OJFG or the estate of a deceased related party of OJFG; or (iii) any corporation which, immediately 

prior to such acquisition, is owned directly or indirectly by related parties of OJFG in the same proportion as their 

ownership of the shares of OJFG immediately prior to such acquisition, provided that such acquiree becomes a party 

to the Governance Agreement. 

DIV Board Agreement 

The following is a summary of certain material terms of the DIV board Agreement (the “DIV Board 

Agreement”) between DIV and Franworks dated June 30, 2014 and is subject to, and qualified in its entirety by, the 

full text of the DIV Board Agreement, a copy of which is available on SEDAR at www.sedar.com. 

http://www.sedar.com/
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Nominee of Franworks on DIV Board of Directors 

DIV and Franworks entered into the DIV Board Agreement on June 30, 2014. The DIV Board Agreement 

provided Franworks with the right to nominate two directors to DIV’s board of directors on the closing of the 

Franworks Acquisition. Accordingly, Derek Doke and Murray Coleman were appointed to DIV’s board of directors 

on September 26, 2014.  

The DIV Board Agreement provides that so long as the Minimum Ownership Threshold (see “– 

Governance Agreement – Minimum Ownership Threshold”) is satisfied, at each annual general meeting of 

Shareholders, Franworks shall be entitled to nominate: 

(a) two nominees for inclusion on the slate of nominees proposed for election to DIV’s board of 

directors at such meeting, so long as the Royalty Payments paid by OJFG for the preceding 

calendar year exceed 25% of the annual consolidated revenue of DIV for the same period; or 

(b) one nominee for inclusion on the slate of nominees proposed for election to DIV’s board of 

directors at such meeting, so long as the Royalty Payments paid by OJFG for the preceding 

calendar year exceed 10% of the annual consolidated revenue of DIV for the same period. 

The appointment of any Franworks nominee to DIV’s board of directors will be subject to such nominee 

being qualified to act as a director under the corporate law applicable to DIV and being approved by any stock 

exchange(s) upon which Shares are then listed or traded. 

The DIV Board Agreement will terminate: (i) upon mutual written consent of FW and DIV, (ii) without 

any further action, upon termination of the Acquisition Agreement in accordance with its terms, (iii) without any 

further action, upon termination of the Licence and Royalty Agreement in accordance with its terms, or (iv) without 

any further action, upon Franworks ceasing to meet the Minimum Ownership Threshold. 

RISK FACTORS 

Investing in DIV’s securities involves a high degree of risk. In addition to the other information contained 

in this AIF, you should carefully consider the following risk factors before purchasing Shares. The occurrence of 

any of the following risks could materially and adversely affect DIV’s investments, prospects, cash flows, results of 

operations or financial condition and DIV’s ability to pay cash dividends to Shareholders. In that event, the value of 

the Shares could decline and investors may lose all or part of their investment. Although DIV believes that the risk 

factors described below are the most material risks that DIV faces, they are not the only ones. Additional risk factors 

not presently known to DIV or that DIV currently believe are immaterial could also materially and adversely affect 

DIV’s investments, prospects, cash flows, results of operations or financial condition and DIV’s ability to pay cash 

dividends to Shareholders and negatively affect the value of the Shares. 

Risk Related to the FW Business  

OJFG faces significant competition from other restaurants and restaurant companies  

The restaurant industry, in general, and the mid-casual dining segment in particular, is intensely 

competitive with many well established companies that compete directly and indirectly with the FW Business. 

OJFG competes with national, regional and locally-owned restaurants and restaurant companies, including 

restaurants and restaurant companies that operate in the quick-service, mid-casual and premium casual segments of 

the restaurant industry, as well as pubs and taverns. These segments are highly competitive with respect to, among 

other things, taste, price, food quality and presentation, service, location and the ambience and condition of each 

restaurant. Many of OJFG’s competitors have existed longer and have a more established market presence with 

substantially greater financial, marketing, personnel and other resources than OJFG. These competitors may have, 

among other things, lower operating costs, better locations, better facilities, better management, more effective 

marketing and more efficient operations than OJFG. OJFG may also face the risk that new or existing competitors 

will copy its business model, menu options, presentation or ambiance, among other things.   
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Any inability to successfully compete with the restaurants in the markets in which OJFG operates 

restaurants will place downward pressure on its customer traffic and may prevent OJFG from increasing or 

sustaining its revenues and profitability. Consumer tastes, nutritional and dietary trends, traffic patterns and the type, 

number and location of competing restaurants often affect the restaurant business, and OJFG’s competitors may 

react more efficiently and effectively to those conditions. OJFG’s sales could decline due to changes in popular 

tastes, “fad” food regimens, such as low carbohydrate diets and media attention on new restaurants. If OJFG is 

unable to continue to compete effectively, its traffic, sales and restaurant contribution could decline and its business, 

financial condition and results of operations would be adversely affected.  

Recent reductions in oil prices and related economic impacts could materially affect OJFG’s ability to maintain 

or increase sales at existing restaurants in communities with largely oil dependent economies 

 Many FW Restaurants are located in communities with largely oil dependent economies in Western 

Canada, and in particular in Alberta.  Reduced oil prices may result in relatively lower levels of economic activity, 

employment and consumer spending in such communities.  Accordingly, recent reductions in oil prices may have a 

disproportionate impact on OJFG’s overall results of operations and result in reduced or slower than anticipated 

growth in sales at FW Restaurants, temporary or permanent restaurant closures and delay or reduce planned 

expansion.  

Changes in economic conditions and adverse weather and other unforeseen conditions could materially affect 

OJFG’s ability to maintain or increase sales at existing restaurants or open new restaurants  

The restaurant industry depends on consumer discretionary spending. Canada and the United States in 

general, or the specific markets in which OJFG operates, may suffer from depressed economic activity, recessionary 

economic cycles, higher fuel or energy costs, low consumer confidence, high levels of unemployment, reduced 

home values, increases in home foreclosures, investment losses, personal bankruptcies, reduced access to credit or 

other economic factors that may affect consumer discretionary spending. Traffic in FW Restaurants could decline if 

consumers choose to dine out less frequently or reduce the amount they spend on meals while dining out. Negative 

economic conditions might cause consumers to make long-term changes to their discretionary spending behavior, 

including dining out less frequently on a permanent basis. In addition, given the current concentration of FW 

Restaurants in Western Canada, economic conditions in Western Canada could have a disproportionate impact on 

OJFG’s overall results of operations, and regional occurrences such as local strikes, terrorist attacks, increases in 

energy prices, adverse weather conditions, tornadoes, earthquakes, hurricanes, floods, droughts, fires or other natural 

or man-made disasters could materially adversely affect OJFG’s business, financial condition and results of 

operations. Adverse weather conditions may also impact customer traffic at FW Restaurants and, in more severe 

cases, cause temporary restaurant closures, sometimes for prolonged periods. The majority of FW Restaurants have 

outdoor seating, and the effects of adverse weather may impact the use of these areas and may negatively impact 

OJFG’s revenues. 

OJFG’s growth is highly dependent on its ability to open new restaurants and is subject to many unpredictable 

factors  

A key aspect of OJFG’s growth strategy is opening new restaurants and operating those restaurants on a 

profitable basis. This growth strategy involves developing new restaurants in markets in which OJFG already has a 

presence, as well as expanding OJFG’s footprint into adjacent markets and selectively entering into new markets. 

However, there are numerous factors involved in identifying appropriate markets including, but not limited to, 

identification and availability of suitable locations with appropriate population demographics, traffic patterns, local 

retail and business attractions and infrastructure that will drive high levels of customer traffic and sales per 

restaurant. 

Even if appropriate markets are identified, there are a number of challenges associated with opening new 

restaurants, including locating and securing an adequate supply of suitable new restaurant sites in OJFG’s target 

markets. Competition for sites is intense, and other restaurant and retail concepts that compete for those sites may 

have economic models that permit them to bid more aggressively for those sites than OJFG. There is no guarantee 

that a sufficient number of suitable sites will be available in desirable areas or on terms that are acceptable to OJFG 

in order to achieve its growth plan. OJFG’s ability to open new restaurants also depends on other factors, including: 
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(a) negotiating leases with acceptable terms;  

(b) identifying, hiring and training qualified employees in each local market; 

(c) managing construction and development costs of new restaurants, particularly in competitive 

markets;  

(d) obtaining construction materials and labour at acceptable costs, particularly in urban markets;  

(e) generating sufficient funds from operations or obtaining acceptable financing to support OJFG’s 

future development;  

(f) securing required governmental approvals, permits and Licences (including construction permits 

and liquor Licences) in a timely manner and responding effectively to any changes in local, state 

or federal laws and regulations that adversely affect OJFG’s costs or ability to open new 

restaurants; and 

(g) avoiding the impact of inclement weather, natural disasters and other calamities.  

OJFG’s progress in opening new restaurants from quarter to quarter may occur at an uneven rate. If OJFG 

does not open new restaurants in the future according to its current plans, the delay could materially adversely affect 

its business, financial condition and results of operations.  

OJFG’s expansion into new markets may present increased risks 

OJFG’s plans to open restaurants in markets in which it has little or no operating experience. Restaurants 

opened in new markets may take longer to reach expected sales and profit levels on a consistent basis and may have 

higher construction, occupancy or operating costs than restaurants OJFG’s opens in existing markets, thereby 

affecting OJFG’s overall profitability. New markets may have competitive conditions, consumer tastes and 

discretionary spending patterns that are more difficult to predict or satisfy than OJFG’s existing markets. OJFG may 

need to make greater investments than originally planned in advertising and promotional activity in new markets to 

build brand awareness. OJFG may find it more difficult in new markets to hire, motivate and keep qualified 

employees who share its vision, passion and culture. As a result, these new restaurants may be less successful or 

may achieve target sales at a slower rate. If OJFG does not successfully execute its plans to enter new markets, its 

business, financial condition and results of operations could be materially adversely affected.  

OJFG’s failure to manage growth effectively could harm its business and operating results  

OJFG’s growth plan includes opening a significant number of new restaurants. OJFG’s existing restaurant 

management systems, administrative staff, financial and management controls and information systems may be 

inadequate to support its planned expansion. Those demands on OJFG’s infrastructure and resources may adversely 

affect its ability to manage existing restaurants. Managing growth effectively will require OJFG to continue to 

enhance these systems, procedures and controls and to hire, train and retain managers and team members. OJFG 

may not respond quickly enough to the changing demands that its expansion will impose on its management, 

restaurant teams and existing infrastructure, which could harm its business, financial condition and results of 

operations.  

OJFG relies heavily on certain vendors, suppliers and distributors  

OJFG’s ability to maintain consistent price and quality throughout its restaurants depends in part upon its 

ability to acquire specified food products and supplies in sufficient quantities from third-party vendors, suppliers and 

distributors at a reasonable cost. OJFG uses a limited number of suppliers and distributors in various geographical 

areas, particularly with respect to its fresh food products. OJFG does not control the businesses of its vendors, 

suppliers and distributors, and its efforts to specify and monitor the standards under which they perform may not be 

successful. Furthermore, certain food items are perishable, and OJFG has limited control over whether these items 

will be delivered in appropriate condition for use in its restaurants. If any of OJFG’s vendors or other suppliers are 
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unable to fulfill their obligations to OJFG’s standards, or if OJFG is unable to find replacement providers in the 

event of a supply or service disruption, OJFG could encounter supply shortages and incur higher costs to secure 

adequate supplies, which could materially adversely affect its business, financial condition and results of operations.  

Changes in food and supply costs could adversely affect OJFG’s business  

OJFG’s profitability depends in part on its ability to anticipate and react to changes in food and supply 

costs, and OJFG’s ability to maintain its menu depends in part on its ability to acquire ingredients that meet OJFG’s 

specifications from reliable suppliers. Shortages or interruptions in the availability of certain supplies caused by 

unanticipated demand, problems in production or distribution, food contamination, inclement weather or other 

conditions could adversely affect the availability, quality and cost of OJFG’s ingredients, which could harm OJFG’s 

operations. Any increase in the prices of the food products most critical to OJFG’s menu. Although OJFG tries to 

manage the impact that these fluctuations have on its operating results, OJFG remains susceptible to increases in 

food costs as a result of factors beyond its control, such as general economic conditions, seasonal fluctuations, 

weather conditions, demand, food safety concerns, generalized infectious diseases, product recalls and government 

regulations.  

Damage to OJFG’s reputation could adversely affect its business  

OJFG’s growth and results of operation are dependent in part upon its ability to maintain and enhance the 

value of its brands and consumers’ connection to its brand and positive relationships with its Franchisees. OJFG 

believes it has built the reputation of its brands on the ambience of its restaurants and the high-quality of its food, 

service and staff. Any incident that erodes consumer affinity for any of OJFG’s brands could significantly reduce its 

value and damage OJFG’s business. For example, the value of OJFG’s brands could suffer and OJFG’s business 

could be adversely affected if customers perceive a reduction in the quality of its food, service or staff, or an adverse 

change in its culture or ambience, or otherwise believe OJFG has failed to deliver a consistently positive experience.  

For multi-location food service businesses such as OJFG, the negative impact of adverse publicity relating to one 

restaurant or a limited number of restaurants may extend far beyond the restaurants or franchises involved to affect 

some or all of OJFG’s other restaurants or franchises. The risk of negative publicity is particularly great with respect 

to franchised restaurants because OJFG is limited in the extent in which such restaurants can be regulated, especially 

on a real-time basis.  

OJFG’s marketing programs may not be successful 

OJFG believes that brand awareness is critical to its business. OJFG incurs costs and expends other 

resources in its marketing efforts to raise brand awareness and attract and retain customers. These initiatives may not 

be successful, resulting in expenses incurred without the benefit of higher revenues. Additionally, some of OJFG’s 

competitors have greater financial resources, which enable them to spend significantly more than OJFG on 

marketing and advertising. If OJFG’s competitors increase spending on marketing and advertising, or should 

OJFG’s advertising and promotions be less effective than its competitors, there could be a material adverse effect on 

its business, financial condition and results of operations.  

OJFG has limited control over Franchisees  

Franchisees are independent contractors and OJFG does not exercise control over their day-to-day 

operations to the same extent that it is able to exercise control over company-owned FW Restaurants. OJFG 

conducts a rigorous screening process before awarding franchises, imposes requirements upon Franchisees pursuant 

to the terms of Franchise Agreement and provides on-going training and support to Franchisees, but the quality of 

franchised restaurant operations may be diminished by any number of factors beyond OJFG’s control. OJFG cannot 

be certain that Franchisees will have the business acumen to operate successful franchises in their franchise areas in 

a manner consistent with OJFG’s standards and requirements. If Franchisees do not meet OJFG’s standards and 

requirements, the image and reputation of OJFG’s brands, and the image and reputation of other Franchisees, may 

suffer materially and system-wide sales could decline significantly. Any difficulty in collecting royalty payments 

from Franchisees could also have an adverse impact on the results of operations or business of OJFG. 
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OJFG depends on the services of key executives, the loss of which could materially harm its business 

OJFG’s senior executives have been instrumental in setting its strategic direction, operating its business, 

identifying, recruiting and training key personnel, identifying expansion opportunities and arranging necessary 

financing. Losing the services of any of these individuals could materially adversely affect OJFG’s business until a 

suitable replacement is found. OJFG believes that these individuals could not easily be replaced with executives of 

equal experience and capabilities.  

OJFG business depends on the ability of FW Partnership to adequately protect the FW Rights  

The FW Rights that OJFG will licence from FW Partnership pursuant to the Licence and Royalty 

Agreement are material to the conduct of OJFG’s business. OJFG’s ability to implement its business plan 

successfully depends in part on its ability to further build brand recognition using the FW Marks and FW Intellectual 

Property, including trademarks, names, logos and the unique ambience of OJFG’s restaurants. While FW 

Partnership intends to protect and defend vigorously its rights to the FW Marks and FW Intellectual Property, OJFG 

cannot predict whether steps taken by FW Partnership to the protect the FW Rights will be adequate to prevent 

misappropriation of these rights or the use by others of restaurant features based upon, or otherwise similar to, 

OJFG’s concepts. It may be difficult for FW Partnership to prevent others from copying elements of OJFG’s 

concepts and any litigation to enforce FW Partnership’s interest in the FW Rights will likely be costly and may not 

be successful. If FW Partnership is unable to protect or enforce its interest in the FW Rights, OJFG may be 

prevented from using the FW Rights in the future and may be liable for damages, which in turn could materially 

adversely affect its business, financial condition and results of operations.  

Governmental regulation may adversely affect OJFG’s business, financial condition and results of operations 

OJFG is subject to various federal, provincial, state and local regulations, including those relating to 

building and zoning requirements and those relating to the preparation and sale of food. The development and 

operation of restaurants depends to a significant extent on the selection and acquisition of suitable sites, which are 

subject to zoning, land use, environmental, traffic and other regulations and requirements. OJFG’s restaurants are 

also subject to provincial, state and local licensing and regulation by health, alcoholic beverage, sanitation, food and 

occupational safety and other agencies. OJFG may experience material difficulties or failures in obtaining the 

necessary Licences, approvals or permits for its restaurants, which could delay planned restaurant openings or affect 

the operations at its existing restaurants. In addition, stringent and varied requirements of local regulators with 

respect to zoning, land use and environmental factors could delay or prevent development of new restaurants in 

particular locations.  

Failure to obtain and maintain required licences and permits could lead to the loss of OJFG’s liquor and food 

service licences  

The restaurant industry is subject to various federal, provincial, state and local government regulations, 

including those relating to the sale of food and alcoholic beverages. Such regulations are subject to change from 

time to time. The failure to obtain and maintain these licences, permits and approvals could adversely affect OJFG’s 

operating results. Typically, licences must be renewed annually and may be revoked, suspended or denied renewal 

for cause at any time if governmental authorities determine that OJFG’s conduct violates applicable regulations. 

Difficulties or failure to maintain or obtain the required licences and approvals could adversely affect OJFG’s 

existing restaurants and delay or result in a decision to cancel the opening of new restaurants, which would 

adversely affect OJFG’s business.  

Alcoholic beverage control regulations generally require restaurants to apply to a provincial or state 

authority and, in certain locations, county or municipal authorities for a Licence that must be renewed annually and 

may be revoked or suspended for cause at any time. Alcoholic beverage control regulations relate to numerous 

aspects of daily operations of OJFG’s restaurants, including minimum age of patrons and employees, hours of 

operation, advertising, trade practices, wholesale purchasing, other relationships with alcohol manufacturers, 

wholesalers and distributors, inventory control and handling, storage and dispensing of alcoholic beverages. Any 

future failure to comply with these regulations and obtain or retain licences could adversely affect OJFG’s business, 

financial condition and results of operations.  
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Changes in employment laws may adversely affect OJFG’s business  

Various federal, provincial and state employment laws govern the relationship between OJFG and its 

employees and affect operating costs. These laws include employee classification as exempt/non-exempt for 

overtime and other purposes, minimum wage requirements, unemployment tax rates, workers’ compensation rates, 

immigration status and other wage and benefit requirements. Significant amendments to requirements with respect 

to minimum wages, mandatory health benefits, vacation accruals and paid leaves of absence (including paid sick 

leave) could materially affect OJFG’s business, financial condition, operating results or cash flow. 

If OJFG faces labour shortages or increased labour costs, its growth and operating results could be adversely 

affected 

Labour is a primary component in the cost of operating restaurants. If OJFG faces labour shortages or 

increased labour costs because of increased competition for employees, higher employee turnover rates, increases in 

the federal, provincial, state or local minimum wage or other employee benefits costs (including costs associated 

with health insurance coverage), OJFG’s operating expenses could increase and its growth could be adversely 

affected. In addition, OJFG’s growth depends in part upon its ability to attract, motivate and retain a sufficient 

number of well-qualified restaurant operators and management personnel, as well as a sufficient number of other 

qualified employees, including customer service and kitchen staff, to keep pace with its expansion schedule. 

Qualified individuals needed to fill these positions are in short supply in some geographic areas. In addition, 

restaurants have traditionally experienced relatively high employee turnover rates. Although OJFG has not yet 

experienced significant problems in recruiting or retaining employees, its ability to recruit and retain such 

individuals may delay the planned openings of new restaurants or result in higher employee turnover in existing 

restaurants, which could have a material adverse effect on OJFG’s business, financial condition and results of 

operations.  

OJFG may not be able to generate sufficient cash flow or raise capital on acceptable terms to meet its capital 

needs  

In order to implement its growth plan, OJFG will require significant capital in the future. To meet its 

capital needs, OJFG principally expects to rely on the proceeds of the Acquisition, cash flow from operations and its 

term loan and development loan obtained in connection with the FW Refinancing. While OJFG believes that cash 

and cash equivalents, expected cash flow from operations and planned borrowing capacity are adequate to fund its 

obligation to make Royalty Payments under the Licence and Royalty Agreement or to fund its debt service 

requirements, operating lease obligations, capital expenditures and working capital obligations for short to medium-

term, its ability to continue to meet these requirements and obligations over the long-term will depend on, among 

other things, its ability to achieve anticipated levels of revenue and cash flow from operations and its ability to 

manage costs and working capital successfully. OJFG can provide no assurances that its business will generate cash 

flow from operations in an amount sufficient to enable it to fund its liquidity needs.  

Food safety and foodborne illness concerns could have an adverse effect on its business  

OJFG cannot guarantee that its internal controls and training will be fully effective in preventing all food 

safety issues at its restaurants, including any occurrences of foodborne illnesses such as salmonella, E. coli and 

hepatitis A. In addition, OJFG cannot guarantee that its franchised locations will maintain the high levels of internal 

controls and training it requires at company-owned restaurants. Furthermore, OJFG and its Franchisees rely on third-

party vendors, making it difficult to monitor food safety compliance and increasing the risk that foodborne illness 

would affect multiple locations rather than a single restaurant. Some foodborne illness incidents could be caused by 

third-party vendors and transporters outside of OJFG’s control. One or more instances of foodborne illness in any of 

OJFG’s restaurants could negatively affect its restaurant sales nationwide if highly publicized on national media 

outlets or through social media. A number of other restaurant chains have experienced incidents related to foodborne 

illnesses that have had a material adverse effect on their operations. The occurrence of a similar incident at one or 

more of OJFG’s restaurants, or negative publicity or public speculation about an incident, could materially adversely 

affect OJFG’s business, financial condition and results of operations.  
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OJFG could be party to litigation that could have an adverse effect on its business  

OJFG’s customers occasionally file complaints or lawsuits alleging that an FW Restaurant has caused an 

illness or injury they suffered at or after a visit to a FW Restaurant. OJFG is also subject to a variety of other claims 

arising in the ordinary course of its business, including personal injury claims, contract claims and claims alleging 

violations of federal, provincial and state law regarding workplace and employment matters, equal opportunity, 

harassment, discrimination and similar matters, and OJFG could become subject to class action or other lawsuits 

related to these or different matters in the future. In recent years, a number of restaurant companies have been 

subject to such claims, and some of these lawsuits have resulted in the payment of substantial damages by the 

defendants. Regardless of whether any claims against OJFG are valid, or whether it is ultimately held liable, claims 

may be expensive to defend and may divert time and money away from operations and hurt OJFG’s performance. A 

judgment in excess of OJFG’s insurance coverage for any claims could materially and adversely affect its financial 

condition and results of operations. Any adverse publicity resulting from these allegations may also materially and 

adversely affect OJFG’s reputation or prospects, which in turn could materially adversely affect its business, 

financial condition and results of operations.  

OJFG is subject to “dram shop” statutes in certain jurisdictions, which may subject OJFG to uninsured 

liabilities. These statutes generally allow a person injured by an intoxicated person to recover damages from an 

establishment that wrongfully served alcoholic beverages to the intoxicated person. Because a plaintiff may seek 

punitive damages, which may not be fully covered by insurance, this type of action could have an adverse impact on 

OJFG’s financial condition and results of operations. A judgment in such an action significantly in excess of, or not 

covered by, OJFG’s insurance coverage could adversely affect its business, financial condition and results of 

operations. Further, adverse publicity resulting from any such allegations may adversely affect OJFG.  

OJFG’s current insurance may not provide adequate levels of coverage against claims 

OJFG’s current insurance policies may not be adequate to protect it from liabilities it incurs in its business. 

Additionally, in the future, OJFG’s insurance premiums may increase and it may not be able to obtain similar levels 

of insurance on reasonable terms or at all. Any substantial inadequacy of, or inability to obtain insurance coverage 

could materially adversely affect OJFG’s business, financial condition and results of operations. Furthermore, there 

are types of losses OJFG may incur that cannot be insured against or that are not economically reasonable to insure. 

Such losses could have a material adverse effect on OJFG’s business and results of operations.  

OJFG may incur costs resulting from breaches of security of confidential consumer information related to its 

electronic processing of credit and debit card transactions 

The majority of OJFG’s restaurant sales are by credit or debit cards. Other restaurants and retailers have 

experienced security breaches in which credit and debit card information has been stolen. OJFG may in the future 

become subject to claims for purportedly fraudulent transactions arising out of the actual or alleged theft of credit or 

debit card information, and OJFG may also be subject to lawsuits or other proceedings relating to these types of 

incidents. In addition, most provinces and states have enacted legislation requiring notification of security breaches 

involving personal information, including credit and debit card information. Any such claim or proceeding could 

cause OJFG to incur significant unplanned expenses, which could have an adverse impact on its financial condition 

and results of operations. Further, adverse publicity resulting from these allegations may have a material adverse 

effect on OJFG and its restaurants.  

OJFG relies heavily on information technology  

OJFG relies heavily on information systems, including point-of-sale processing in its restaurants, for 

management of its supply chain, payment of obligations, collection of cash, credit and debit card transactions and 

other processes and procedures. OJFG’s ability to efficiently and effectively manage its business depends 

significantly on the reliability and capacity of these systems. OJFG’s operations depend upon its ability to protect its 

computer equipment and systems against damage from physical theft, fire, power loss, telecommunications failure 

or other catastrophic events, as well as from internal and external security breaches, viruses and other disruptive 

problems. The failure of these systems to operate effectively, maintenance problems, upgrading or transitioning to 

new platforms, expanding OJFG’s systems as it grows or a breach in security of these systems could result in delays 
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in customer service and reduce efficiency in OJFG’s operations. Remediation of such problems could result in 

significant, unplanned capital investments.  

Risks Related to the Business of the Corporation 

The Corporation is highly dependent on the performance of OJFG 

Although the Corporation’s corporate strategy is to purchase top-line royalty streams from a number of 

growing multi-location businesses, the Corporation is currently and expects to continue to be highly dependent on 

the performance of OJFG. Until the Corporation is able to complete the acquisition of other royalty streams, the 

Corporation’s sole source of revenue will be royalties payable to the FW Partnership by OJFG. Even if the 

Corporation acquires additional royalty streams, it is expected that revenue from royalties payable to the FW 

Partnership by OJFG will continue to represent a significant portion of the Corporation’s revenue base for the 

foreseeable future. This means that the Corporation will be indirectly subject to all of the risks related to FW 

Business. Any event, change, occurrence or development that has a materially adverse effect on the business, 

financial condition and results of operations of OJFG could also have a materially adverse effect on the business, 

financial condition and results of operations of the Corporation. Growth in the Corporation’s earnings will be highly 

dependent on the growth of OJFG business and, as a consequence, the same risk factors that could affect OJFG 

growth will also affect the Corporation’s growth.  Additional information in respect of the risks related to the FW 

Business are described above. 

Failure to successfully prosecute Elephant & Castle trademark application in the United States 

As part of the Franworks Acquisition, the Corporation assumed conduct of the trademark prosecution 

action involving the primary trademark used by Franworks’ Elephant & Castle restaurants in the United States, 

which is being challenged by a third party.  If the Corporation is unsuccessful in prosecuting this trademark 

application, Franworks may be prevented from expanding its Elephant & Castle brand in the United States, although 

the Corporation has been advised that the existing Elephant & Castle restaurants in the Royalty Pool may continue 

to operate in their existing locations under the Elephant & Castle brand.  The inability of Franworks to expand the 

Elephant & Castle brand in the United States may reduce the rate at which Franworks is able to expand its 

operations in the United States, and such reduction may be material.  

Leverage and restrictive covenants 

FW Partnership and the Corporation have third-party debt service obligations under its credit facilities. The 

degree to which the FW Partnership and the Corporation are leveraged could have important consequences to the 

holders of the Shares, owing to the fact that: (a) a portion of FW Partnership’s and the Corporation’s cash flow from 

operations will be dedicated to the payment interest on its indebtedness, thereby reducing funds available for 

distribution to Shareholders; and (b) certain of the FW Partnership’s borrowings will be at variable rates of interest, 

which exposes FW Partnership to the risk of increased interest rates. 

The FW Term Loan contains numerous restrictive covenants that limit the discretion of FW Partnership’s 

management with respect to certain business matters. These covenants place restrictions on, among other things, the 

ability of FW Partnership to incur additional indebtedness, to create liens or other encumbrances, to pay 

distributions or make certain other payments, investments, loans and guarantees and to sell or otherwise dispose of 

assets and merge or consolidate with another entity. A failure to comply with the obligations in the FW Term Loan 

could result in an event of default which, if not cured or waived, could permit acceleration of the relevant 

indebtedness and acceleration. If the indebtedness under the FW Term Loan were to be accelerated, there can be no 

assurance that the FW Partnership’s assets would be sufficient to repay in full that indebtedness. 

Current and future borrowings by OJFG and its subsidiaries could adversely affect OJFG ability to pay the 

Royalty Payment to the FW Partnership 

The Closure of FW Restaurants may affect the amount of the Royalty Payment 

The amount of the Royalty Payment payable to FW Partnership by OJFG is dependent upon Gross Sales of 

FW Restaurants that are included in the Royalty Pool. While OJFG is required to make certain make-whole 
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payments to FW Partnership if Gross Sales from FW Restaurants added to the Royalty Pool do not adequately 

replace Gross Sales Permanently Closed FW Restaurants (see “Description of the Business – Licence and Royalty – 

Restaurant Openings and Closures”), there is no assurance that OJFG will be able to open a sufficient number of 

FW Restaurants to replace the Gross Sales of Restaurants that have closed or have the financial resources to make 

such make-whole payments. Even if OJFG continues to open new FW Restaurants in accordance with its business 

plan, the closure of existing FW Restaurants will adversely affect OJFG’s growth strategy and, as a consequence, 

have an adverse effect on growth of FW Partnership’s and DIV’s revenues.  

Fluctuations in foreign currency could impact the amount of royalties 

The operations of the Corporation’s Royalty Partners may be subject to fluctuations in the U.S.-Canadian 

dollar exchange rate. OJFG presently owns and operates eight Elephant & Castle restaurants in the United States 

(seven of which were included in the Royalty Pool upon the closing of the Franworks Acquisition) and expects to 

open new restaurants in the United States in the future. While Royalty Payments under the Licence and Royalty 

Agreement are paid in Canadian dollars, FW Restaurants located in the United States generate revenue in U.S. 

dollars. For the purpose of determining the Royalty Payment payable to FW Partnership in respect of a Royalty 

Payment Period, the Gross Sales of FW Restaurants earned in U.S. dollars will be converted into Canadian dollars 

using the noon rate of exchange published by the Bank of Canada for the last Business Day of such period. As such, 

the amount of the Royalty Payment payable to FW Partnership under the Licence and Royalty Agreement will be 

subject to fluctuations in the U.S.-Canadian dollar exchange rate. 

The Corporation may not complete or realize the anticipated benefits of its Royalty Partner strategy  

A key element of the Corporation’s growth plan is adding new Royalty Partners.  The Corporation’s ability 

to identify and complete the acquisition of new royalty streams is not guaranteed. Achieving the benefits of future 

acquisitions will depend in part on successfully identifying and capturing such opportunities in a timely and efficient 

manner and in structuring such arrangements to ensure a stable and growing stream of distributions. The 

Corporation competes with a large number of private equity funds and mezzanine funds, investment banks, equity 

and non-equity based investment funds, and other sources of financing, including the public capital markets. Some 

competitors may have a lower cost of funds and many have access to funding sources and unique structures that are 

not available to the Corporation. In addition, some competitors may have higher risk tolerances or different risk 

assessments, which could allow them to consider a wider variety of investments and establish more relationships and 

build their market shares. There is no assurance that the competitive pressures that the Corporation faces will not 

have a material adverse effect on the Corporation’s business, financial condition and results of operations. Also, as a 

result of this competition, the Corporation may not be able to take advantage of attractive acquisition opportunities 

and there can be no assurance that the Corporation will be able to identify and make acquisitions that satisfy the 

Corporation’s business objectives or strategy. 

There are no guarantees as to the availability of future financing for operations, dividends and growth   

The Corporation expects that its principal source of funds will be cash generated from its Royalty Partners, 

and that these funds will be sufficient to provide the Corporation with sufficient liquidity and capital resources to 

meet the Corporation’s ongoing business operations at existing levels. However, cash generated by Royalty Partners 

is not guaranteed and may decrease significantly depending on the operations of and royalty payments made by all 

of the Corporation’s Royalty Partners, taken as a whole.  In the event of a decrease in cash flow from Royalty 

Partners, the Corporation may have to reduce distributions to Shareholders and may also require additional equity or 

debt financing to meet the Corporation’s ongoing financing and operational requirements. There can be no assurance 

that this financing will be available when required or available on commercially favourable terms or on terms that 

are otherwise satisfactory to the Corporation, in which event the Corporation’s financial condition may be materially 

adversely affected.  A lack of availability of financing or commercially favourable terms could limit DIV’s growth. 

The payout by the Corporation of substantially all of its distributable cash may make additional investment 

capital and operating expenditures dependent on increased cash flow or additional financings in the future. The 

Corporation may require equity or debt financing in order to acquire interests in new Royalty Partners or acquire 

greater interests from current Royalty Partners.  The ability of the Corporation to arrange such financing in the 
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future will depend in part upon the prevailing capital market conditions as well as the Corporation’s business 

performance. 

Completion of potential acquisitions 

As of the date hereof, the Corporation has no probable future acquisitions contemplated or in process, and 

there can be no assurance that the Corporation will be able to identify and make acquisitions that satisfy the 

Corporation’s business objectives or strategy.   

Any potential acquisition of a future royalty stream, if it proceeds, will be subject to conditions, which may 

include, without limitation, satisfactory completion of the Corporation's due diligence, negotiation and finalization 

of formal legal documents, debt financing and approval from the Corporation's board of directors. As a result, there 

can be no assurance that the Corporation will complete any future acquisitions from potential Royalty Partners. If 

the Corporation does not complete such future acquisitions, it may be subject to a number of risks, including: (i) the 

price of its securities may decline to the extent that the current market price reflects a market assumption that these 

acquisitions will be completed; (ii) certain costs related to each such acquisition, such as legal, accounting and 

consulting fees, must be paid even if an acquisition is not completed; (iii) the Corporation may possess substantial 

unutilized cash derived from equity financings, which would cause its financial performance to be negatively 

impacted until suitable opportunities are identified for acquisition and such acquisitions are completed; and 

(iv) there is no assurance that such suitable opportunities will be available to the Corporation in the future or at all.   

There are no guarantees as to the timing and amount of dividends  

The amount of dividends paid by the Corporation will depend upon numerous factors, including 

distributions received from Royalty Partners (including OJFG), profitability, debt covenants and obligations, foreign 

exchange rate, the availability and cost of acquisitions, fluctuations in working capital, the timing and amount of 

capital expenditures, applicable law and other factors which may be beyond the Corporation’s control. Dividends are 

not guaranteed and will fluctuate with the Corporation’s performance and the performance of the Corporation’s 

Royalty Partners. There can be no assurance as to the levels of dividends to be paid by Corporation, if any.  The 

Corporation will also incur expenses as a public issuer. Should any estimate of such expenses prove inadequate or if 

unanticipated expenses are incurred, it would reduce cash available for payment of dividends. The market value of 

Shares may deteriorate if the Corporation is unable to pay dividends in accordance with the Corporation’s dividend 

policy in the future, or not at all, and such deterioration may be material.  

Although DIV expects to continue to pay regular monthly dividends of $0.0157 per share (approximately 

$0.1884 annually), the amount of the dividends, if any, that DIV will be able to pay to Shareholders is highly 

dependent on the amount of the Royalty Payments received by FW Partnership under the Licence and Royalty 

Agreement. As a consequence, the actual amount of dividends paid in respect of the Shares is subject to the 

performance of OJFG and the Royalty Payments payable to FW Partnership under the Licence and Royalty 

Agreement. Any event, change, occurrence or development that has a materially adverse effect on the business, 

financial condition and results of operations of OJFG could also have an adverse effect on the amount of dividends 

declared and paid on the Shares.  

The price of the Shares is unpredictable and can be volatile   

A publicly traded corporation will not necessarily trade at values determined by reference to the underlying 

value of its business. The prices at which Shares will trade cannot be predicted. The market price of Shares could be 

subject to significant fluctuations in response to variations in quarterly and annual operating results, the results of 

any public announcements made, general economic conditions and other factors.  

Prevailing yields on similar securities 

Prevailing yields on similar securities will affect the market value of the Shares.  Assuming all other factors 

remain unchanged, the market value of the Shares will decline as prevailing yields for similar securities rise, and 

will increase as prevailing yields for similar securities decline. 
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Dilution  

The Corporation may issue an unlimited number of Shares or other securities for such consideration and on 

such terms and conditions as shall be established by the board of directors of the Corporation without the approval 

of Shareholders. Any further issuance of Shares will dilute the interests of existing Shareholders. Shareholders will 

have no pre-emptive rights in connection with such future issuances. 

Reliance on key personnel 

Sean Morrison, the Corporation’s President and Chief Executive Officer, was instrumental in sourcing, 

structuring and executing the Franworks Acquisition and will be instrumental in identifying other top-line royalties 

to acquire from profitable, well-managed multi-location businesses in North America as part of the Corporation’s 

business strategy going-forward.  The Corporation’s success executing on this strategy depends on the abilities, 

experience, efforts and industry knowledge of Mr. Morrison.  The long-term loss of the services of Mr. Morrison for 

any reason could have a material adverse effect on the business, financial condition, results of operations or future 

prospects of the Corporation. The Corporation may not be able to attract and retain additional qualified management 

and employees as needed in the future. There can be no assurance that the Corporation will be able to effectively 

manage its growth, and any failure to do so could have a material adverse effect on its business, financial condition, 

results of operations and future prospects. 

Liabilities related to sold St. Ambroise Plant 

The Corporation owned and operated a plant which remediated contaminated soil in Saint Ambroise, 

Quebec until May 31, 2013.  Under the terms of the asset purchase agreement dated as of March 7, 2013 between 

the Corporation and 8439117 Canada Inc. (the “Purchaser”), the Purchaser acquired the plant and related assets on 

an “as is where is” basis, and agreed to assume all of the obligations and liabilities with respect to or relating to the 

plant and related assets, including any environmental liabilities, existing on the closing date.  If the Purchaser is 

unable to satisfy any of these obligations, such obligations may become payable by the Corporation which would 

negatively and adversely affect the Corporation’s distributable cash.  While the Corporation believes that no such 

obligations exist, there is no assurance that such liabilities do not exist or that the Purchaser will satisfy all such 

liabilities as they arise.  To insulate itself from any environmental liability associated with the St. Ambroise plant, 

the Corporation currently maintains a $10 million pollution liability run-off insurance policy that expires in 2020.  

While the Corporation believes that this policy is sufficient to cover any potential environmental liability associated 

with the St. Ambroise plant, there can be no assurance that this policy is adequate to fully cover any potential 

liability exposure of the Corporation with respect to such facility. 

Outcome of John Bennett litigation may affect distributable cash 

The Corporation is currently involved in certain legal proceedings with Mr. John Bennett, the former Chair, 

Chief Executive Officer and President of the Corporation.  Moreover, criminal proceedings in the United States with 

respect to Mr. Bennett are ongoing. The outcomes of the aforementioned legal proceedings involving Mr. Bennett 

are unknown and could result in DIV incurring material liabilities.  The Corporation has made reserves with respect 

to such liabilities; however, it is not certain that such reserves will be sufficient to cover such potential liabilities if 

they materialize. Consequently, the outcomes of the legal proceedings involving Mr. Bennett and the ongoing 

expenses incurred by DIV in connection therewith may negatively affect DIV’s distributable cash.  Refer to note 8 

to the consolidated financial statements of DIV for the year ended December 31, 2014 for details of such 

proceedings.  

 

Investment eligibility 

The Corporation will endeavour to ensure that the Shares continue to be a qualified investment under the 

Tax Act for trusts governed by RRSPs, registered education savings plans, RRIFs, deferred profit sharing plans, 

registered disability savings plans and TFSAs, although there is no assurance that the conditions prescribed for such 

qualified investments will be adhered to at any particular time. The Tax Act imposes penalties for the acquisition or 

holding of non-qualified or prohibited investments. 
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DIVIDENDS 

Dividend Policy 

DIV has established a dividend policy providing for the payment of a monthly dividend, subject to the 

approval of the board of directors. In general, dividends paid by DIV are designated to be eligible dividends 

pursuant to subsection 89(14) of the Income Tax Act (Canada).  

 

The declaration of dividends is subject to the discretion of the board of directors of the Corporation and 

will be evaluated periodically and may be deferred, delayed or revised depending on, among other factors, the 

Corporation’s earnings, the financial requirements of the Corporation’s operations, planned acquisitions, income tax 

payable by the Corporation and its subsidiaries and access to capital markets, the satisfaction of solvency tests 

imposed by the CBCA for the declaration and payment of dividends and other conditions that may exist from time to 

time. 

 

Although DIV intends to continue to make monthly dividend payments to its Shareholders, 

Dividends are not guaranteed and may be reduced or suspended in the future. The ability of DIV to make 

dividend payments, and the amount thereof, will be dependent upon, among other things, the ability of OJFG 

to meet its obligations pursuant to the Licence and Royalty Agreement. The actual amount distributed will be 

dependent upon, among other things, the amount of the Royalty Payments. The market value of Shares may 

deteriorate if DIV is unable to meet its cash distribution targets in the future, and that deterioration may be 

material. See “Risk Factors”. 

 

For a description of the distribution policy of FW Partnership, see “Description of the Business – 

Description of FW Partnership – Distributions”. 

Dividend History 

 DIV declared and paid the following cash dividends to Shareholders in its three most recently completed 

financial years and the current year to date: 

Period Record Date 

 

Cash Distribution ($)
 

Date Paid
 

November 2014 November 21, 2014 $0.0157 November 28, 2014 

December 2014 December 22, 2014 $0.0157 December 29, 2014 

January 2015 January 23, 2015 $0.0157 January 30, 2015 

February 2015 February 20, 2015 $0.0157 February 27, 2015 

March 2015 March 24, 2015 $0.0157 March 31, 2015
(1)

 
  

(1) Anticipated payment date, as announced in DIV’s news release dated March 6, 2015. 

DESCRIPTION OF CAPITAL STRUCTURE 

Share Capital 

The authorized capital of the Corporation consists of an unlimited number of Shares of which 68,530,173 

Shares were issued and outstanding as of the date of this AIF.  Each Share entitles the holder thereof to one vote per 

Share at meetings of Shareholders, to receive dividends if, as and when declared by the board of directors of the 

Corporation and to receive pro rata the remaining property and assets of the Corporation upon its dissolution or 

winding-up.  Shareholders have no pre-emptive, subscription or conversion rights. 

All Shares are of the same class with equal rights and privileges. Shares are not subject to future calls or 

assessments. The Corporation may issue additional Shares and options therefor from time to time on terms and 

conditions acceptable to the directors. 

The amount of cash dividends distributed monthly per Share to Shareholders will be equal to a pro rata 

share of such monthly cash dividends.  The Corporation intends to pay monthly dividends to Shareholders, 
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substantially all of which will be considered income of Shareholders for Canadian tax purposes.  See “Dividends – 

Dividend Policy”. 

As at the date of this AIF, there were 705,500 stock options outstanding and exercisable at prices from 

$1.50 to $2.12 per Share and 250,000 RSUs outstanding and convertible into 250,000 Shares.  

No ratings for the Shares has been applied for or obtained from any rating agency. 

Credit Facilities 

FW Partnership entered into a credit agreement dated September 26, 2014 (the “Credit Agreement”), 

pursuant to which a term loan of approximately $15.0 million (the “FW Term Loan”) and an operating loan of 

approximately $2.0 million (the “FW Operating Loan”) were advanced by a syndicate of lenders (the “Lenders”) 

that included the Canadian chartered bank affiliate of Laurentian Bank Securities Inc.  

The FW Term Loan and FW Operating Loan are guaranteed by FW GP and, on a limited recourse-basis, by 

DIV.  FW GP granted in favour of the Lenders a general security interest over all of its assets as security for its 

guarantee.  DIV has granted in favour of the lenders a pledge of its units of FW Partnership and common shares of 

FW GP and an assignment of distributions of FW Partnership.  Recourse under the guarantee given by DIV is 

limited to realization under such pledge and assignment of such distributions.  

The outstanding amounts under the FW Term Loan and FW Operating Loan mature on September 26, 

2017. Since the FW Operating Loan could be repayable on demand before its maturity date, the amounts owing 

thereunder are classified as current liabilities in the financial statements of the Corporation.  The FW Term Loan is 

repayable on an interest-only basis with the principal amount maturing on September 26, 2017. The interest rate on 

the FW Term Loan floats based on a premium to published three-month Canadian dollar banker’s acceptance rates 

of 4.15%. The interest rate on the FW Operating Loan floats based on a premium to published three-month 

Canadian dollar banker’s acceptance rates of 4.5%.  

The covenants under the Credit Agreement include a financial covenant to maintain a funded debt to 

EBITDA ratio of not more than 1.6:1.0.  Pursuant to the terms of the Credit Agreement, any additional debt or 

acquisitions by FW Partnership, FW GP or the Corporation require the approval of the Lenders.  In addition to 

customary events of default, a default under the Licence and Royalty Agreement will be a cross-default under the 

Credit Agreement. 

FW Partnership has granted in favour of the Lenders a general security interest over all of its assets as 

security for the FW Term Loan and FW Operating Loan.  As further security for the FW Term Loan and FW 

Operating Loan, FW Partnership will on a default assign to the Lenders its rights under the Licence and Royalty 

Agreement and related security. 

Under the FW Refinancing, FW Partnership provided a guarantee in respect of the $5.5 million term loan 

and the $6.5 million renovation loan provided by the Lenders to Franworks.   

It is DIV’s intention to acquire any future royalty streams in separate limited partnerships without cross-

collateralization so that, to the maximum extent possible, any liability exposure in one limited partnership does not 

affect the balance sheet of any other limited partnership. However, there can be no assurance that this will be 

achieved. 
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MARKET FOR SECURITIES 

The Shares are currently listed and posted for trading on the TSX, which is the principal trading market for 

the Shares, under the symbol “DIV”.  The Shares were listed and posted for trading on the TSX on October 9, 2014.  

The following chart sets forth the high and low sales price and volume for the Shares on the TSX for the most 

recently completed financial year and the current year to date are set forth below: 

Month High Low Total Volume 

October 9 – October 31, 2014 $2.86 $2.30 5,443,546 

November 2014 $2.93 $2.60 7,187,112 

December 2014 $3.09 $2.53 6,083,879 

January 2015 $2.91 $2.47 5,773,219 

February 2015 $2.78 $2.50 2,845,154 

March 1 – 25, 2015 $2.75 $2.61 1,943,464 

Prior to October 9, 2014, the Shares were listed and posted for trading on the NEX under the symbol 

“BEV.H” or “DIV.H”.  The following table sets forth the high and low trading prices and the volume of the Shares 

traded as reported by the NEX for the periods indicated: 

Month High Low Total Volume 

January  – March 2014 $1.81 $1.60 2,987,268 

April 2014 $1.75 $1.64 281,261 

May 2014 $1.87 $1.66 616,532 

June 2014 $1.99 $1.81 247,317 

July 2014 – September 8, 2014
1
 – – – 

September 9 – September 30, 2014 $2.55 $2.25 10,961,687 

October 1 – October 8, 2014 $2.60 $2.40 5,923,804 
  

(1) Trading halted on June 30, 2014 until the close of trading on September 8, 2014. 

PRIOR SALES 

On June 27, 2014 DIV’s board of directors approved the grant of 250,000 RSUs to Mr. Morrison (with an 

estimated value of $2.00 per Share), which RSUs are convertible into 250,000 Shares. The grant of such RSUs to 

Mr. Morrison was approved by DIV’s Shareholders at the special meeting thereof held on September 18, 2014.  

Other than Shares, such RSUs were the only securities of the Corporation issued during the financial year ended 

December 31, 2014. 
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ESCROWED SECURITIES 

As at the date of this AIF, the following securities were held in escrow pursuant to the escrow agreement 

(the “Escrow Agreement”) dated September 26, 2014 among DIV, OJFG, Maxam II and Computershare Investor 

Services Inc. (as escrow agent), a copy of which is available on SEDAR at www.sedar.com:  

Type of Security 

Number of Securities 

Held in Escrow 

Percentage of 

Class 

Shares ................................................................................................. 10,674,863 15.6% 

The 8,992,187 Shares issued to OJFG and the 5,240,964 Shares issued to Maxam II (collectively, the 

“Escrowed Shares”) on September 26, 2014 in connection with the closing of the Franworks Acquisition were 

placed in escrow in accordance with the policies of the TSX pursuant the Escrow Agreement.  Pursuant to the terms 

of the Escrow Agreement, the Escrowed Shares are to be released according to the following schedule:  

(a) one quarter on the date DIV’s shares became listed on the TSX (DIV’s Shares were listed on the TSX 

on October 9, 2014 (the “Listing Date”), accordingly 10,674,863 of the Escrowed Shares were 

released from escrow on such date); 

(b) one quarter on the date that is six months after the Listing Date (i.e. April 9, 2015); 

(c) one quarter on the date that is 12 months after the Listing Date (i.e. October 9, 2015); and 

(d) one quarter on the date that is 18 months after the Listing Date (i.e. April 9, 2016). 

http://www.sedar.com/
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DIRECTORS AND OFFICERS 

Table of Directors and Officers 

The following table and the notes thereto state the names and place of residence of all current directors and 

executive officers of DIV, their principal occupations over the past 5 years, all positions or offices with DIV now 

held by them, the year they first became a director or officer of DIV, and the number of Shares, options and RSUs of 

DIV beneficially owned by each of them, or over which they exert control or direction as of the date of this AIF. 

 

Name and Municipality and 

Province of residence 

Principal Occupation(s) within 

the last 5 years 

Position with 

DIV 

Year 

first became 

director or 

officer 

Shares 

beneficially 

owned, controlled 

or directed 

Number of 

options or 

RSUs held 

LAWRENCE HABER 
Toronto, Ontario, Canada 

Executive Chair of DIV,  
(2013 - present) 

President and Chief Executive 
Officer of DIV, (2011-2013)  

Executive Chair 2011 50,000 300,000 
options(1) 

SEAN MORRISON 

Vancouver, BC, Canada 

President and CEO of DIV, 

(2013 – present) 

Managing Partner of Maxam Capital 

Corp., (2008 – present) 

President and 

Chief Executive 
Officer 

2013 7,380,964(2) 250,000 RSUs(3) 

JASON GRANGER
(4) 

Surrey, BC, Canada 
Chief Financial Officer and 
Corporate Secretary of DIV, 

(2015 – present) 

 
Executive Director, Business 

Analysis at Newalta, (2013 – 2014) 

 
VP, Equity Research Analyst, 

Industrials & Special Situations at 

BMO Capital Markets,  
(2007 – 2012) 

Chief Financial 
Officer and 

Corporate 

Secretary  

2015 Nil Nil 

MITCHELL GROPPER
(5)(6) 

Vancouver, BC, Canada 

Senior Partner at Farris, Vaughan, 

Wills & Murphy LLP,  
(1998 – present)  

Director 2011 15,000 128,500 

options(7) 

DEREK DOKE
(4)(6) 

Calgary, Alberta, Canada 

President and CEO of Franworks 

Franchise Corp.,  (2000 – present) 

Director 2014 8,992,187(8) Nil 

MURRAY COLEMAN
(4)(5) 

Calgary, Alberta, Canada 

Senior Partner at Bennett Jones LLP, 

(1996 – present) 

Director 2014 Nil Nil 

JOHNNY CIAMPI
(1)(6)  

Vancouver, BC, Canada 
Managing Partner of Maxam Capital 
Corp. , (2008 – present) 

Director 2014 7,380,964(2) Nil 

PAULA ROGERS
(4)(5) 

North Vancouver, BC, Canada 

Corporate Director, (2015 – present) 

Chief Financial Officer of Castle 
Peak Mining Ltd., (2010 – 2014)  

Vice President, Treasurer of Gold 

Corp. Inc., (2005 – 2010) 

Director 2015 20,000 Nil 

 

(1) 170,100 of such options are exercisable at a price of $2.12 and expire September 2, 2016. 129,900 of such options are exercisable at a price 

of $1.79 and expire August 15, 2018.  

(2) Mr. Morrison and Mr. Ciampi share control and direction over such Shares, the registered holders of which are Maxam (1,000,000 of such 

Shares), Maxam II (5,780,964 of such Shares) and Maxam Diversified Strategies Fund (600,000). 
(3) Mr. Morrison was granted 250,000 RSUs by DIV’s board of directors on June 27, 2014, which such grant was subsequently approved by the 

Shareholders at a special meeting thereof held on September 18, 2014. The RSUs vest in their entirety on the third anniversary of their grant 

date.  
(4) During 2014, and up to the date hereof, the following management and director changes occurred: (i) Fred Cranston ceased to be the Chief 

Financial Officer of DIV and Nick Blasutto ceased to be the Corporate Secretary and Controller of DIV effective March 31, 2014, upon the 
appointment of Greg Gutmanis as Chief Financial Officer on such date (Mr. Gutmanis was also subsequently appointed as Corporate 

Secretary of DIV on September 18, 2014); (ii) at the 2014 AGM, John Albright, Paul Sparkes and Arthur Mesher, each nominated by DCF, 

were elected as directors and subsequently resigned from the Corporation’s board of directors on July 30, 2014, August 14, 2014, and August 
15, 2014, respectively; (iii) on September 26, 2014, Derek Doke and Murray Coleman were appointed to DIV’s board of directors pursuant 

to the DIV Board Agreement in connection with the closing of the Franworks Acquisition; (iv) on November 13, 2014, Livia Mahler stepped 
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down from the Corporation’s board of Directors and Johnny Ciampi was appointed to fill the vacancy on the board created by Ms. Mahler’s 

departure; (v) on December 10, 2014, James Farrar stepped down from DIV’s board of directors and as chair of its Audit Committee; 
(vi) Greg Gutmanis ceased to be the Chief Financial Officer and Corporate Secretary of DIV effective January 15, 2015, upon the 

appointment of Jason Granger as the new Chief Financial Officer and Corporate Secretary of DIV.  On March 20, 2015 Paula Rogers was 

appointed to DIV’s board of directors and as chair of its audit committee. 
(5) Member of the Audit Committee. 

(6) Member of the Corporate Governance, Nominating, Human Resources and Compensation Committee.  

(7) 77,000 of such options are exercisable at a price of $2.12 and expire September 2, 2016. 51,500 of such options are exercisable at a price of 
$1.50 and expire July 1, 2018.  

(8) Mr. Doke has control and direction over the 8,992,187 Shares, the registered holder of which is OJFG. 

As of March 20, 2015, the directors and officers of the Corporation, as a group, beneficially own, directly 

or indirectly, or exercise control or direction over 16,458,151 Shares representing approximately 24.0% of the issued 

and outstanding Shares on a non-diluted basis and 17,386,651 Shares representing approximately 25.0% of the 

issued and outstanding Shares on a fully diluted basis. 

Each director will hold office until the next annual meeting of shareholders of the Corporation unless his 

office is earlier vacated in accordance with the Corporation’s by-laws and the CBCA. 

Profile of DIV’s Executive Officers and Board of Directors 

The following biographies summarize, among other things, the principal occupations of the executive 

officers and directors of the Corporation during the last five years.  

Lawrence Haber 

Mr. Haber was appointed Executive Chair effective August 6, 2013. Prior to that Mr. Haber served as 

President and Chief Executive Officer of DIV from June 29, 2011. Mr. Haber was a securities lawyer and a senior 

partner in a Toronto law firm from 1985 to 2000. He then spent 10 years as a senior executive in the financial 

industry with National Bank Financial and Dundee Wealth.   

Sean Morrison 

Mr. Morrison is the President and Chief Executive Officer of DIV. Mr. Morrison is a co-founder and 

Managing Partner of the Maxam Opportunities Funds – private equity funds investing in debt and equity of private 

and public companies. In July 2008 Maxam raised a $100 million of committed capital and in April 2014 raised a 

second fund with $57 million of committed capital.  Mr. Morrison was previously a partner at Capital West Partners, 

a Vancouver-based investment banking firm. For over 12 years at Capital West, Mr. Morrison advised companies 

across Canada with respect to capital raising, IPOs, debt restructurings, asset sales, acquisitions, valuations and 

fairness opinions. Mr. Morrison advised over 70 companies, including: lululemon athletica, Keg Restaurants Ltd., 

Colliers International, Canadian Home Income Plan (Home Equity Bank), Sierra Systems Group Inc. and Aritzia 

LP.  Mr. Morrison is a graduate of the University of British Columbia with a degree in Commerce and holds a 

Chartered Accountant designation. Mr. Morrison currently serves on the board of directors of Easyhome Ltd. 

Jason Granger 

 Jason Granger joined DIV as Chief Financial Officer and Corporate Secretary on January 15, 2015. Prior to 

DIV, Mr. Granger was an Executive Director with Newalta, a TSX listed oilfield/environmental services company, 

where he had responsibilities in business analysis, planning and corporate development. Prior to Newalta, Mr. 

Granger was part of BMO Capital Markets’ Equity Research Group in Toronto for 8 years where he covered stocks 

in the diversified industrials and special situations space. Prior to BMO, Mr. Granger worked as an interim 

controller for a division of Slocan Forest Products (now part of Canfor) and worked with PricewaterhouseCoopers.  

Mr. Granger holds a Masters of Business Administration from York University’s Schulich School of Business and a 

Bachelor of Business Administration from Simon Fraser University. He also holds a Chartered Accountant 

designation and is a CFA charterholder. 
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Mitchell Gropper 

Mr. Gropper is a senior partner with Farris, Vaughan, Wills & Murphy LLP, a full-service law firm based 

out of Vancouver, British Columbia, and is rated as one of Vancouver’s leading lawyers in mergers and acquisitions, 

corporate finance, mid-market advisory services, income funds and corporate commercial. Mr. Gropper has 

extensive experience with top-line royalty funds having worked on the structuring and Initial Public Offering of both 

A&W Revenue Royalties Income Fund and The Keg Royalties Income Fund. 

Derek Doke 

Mr. Doke has worked as an executive in the restaurant and hospitality sector for 23 years. From 1995 to 

1999, Mr. Doke was President of Ruckers Amusement Centre, a 22 unit chain of family amusement centers. 

Mr. Doke founded Franworks in 2000. Franworks was initially a restaurant consulting firm, but in 2002 shifted its 

focus to owning and operating two emerging restaurant concepts, Opa! Souvlaki and Original Joe’s. After growing 

the Opa! Souvlaki from two to 50 units, Franworks sold its 50% interest in Opa! Souvlaki in 2006. As President and 

Chief Executive Officer of Franworks, Mr. Doke has overseen the growth of Original Joe’s restaurants from two 

locations to 63 locations and oversaw the launch of State & Main and the acquisition of Elephant & Castle in 2012. 

Murray Coleman 

Mr. Coleman is a senior partner with Bennett Jones LLP, a full-service law firm based out of Calgary, 

Alberta, and acts as co-head of the firm’s corporate commercial practice group and head of the firm’s franchise 

practice group. For franchisors and franchisees, Mr. Coleman advises on matters relating to franchise structures, 

compliance with franchise legislation, negotiation and preparation of franchise agreements, and franchise litigation 

and disputes. 

Johnny Ciampi  

Mr. Ciampi is a co-founder and managing partner of private equity firm, Maxam Capital, which focuses on 

structured investments in both publicly traded and private companies. Prior to forming Maxam, Mr. Ciampi was the 

Executive Vice President and Chief Financial Officer of Gibralt Capital and a partner of Second City Capital 

Partners, Vancouver-based private equity groups. Mr. Ciampi also serves on the board of directors of Premium 

Brands Holding Corporation. Mr. Ciampi is a graduate of the University of British Columbia with a degree in 

Commerce and holds a Chartered Accountant designation. 

Paula Rogers  

Ms. Rogers has over 20 years of experience working for Canadian-based international public companies 

and has a strong background in corporate governance, treasury, mergers and acquisitions, financial reporting and 

tax.  Ms. Rogers is currently a Corporate Director and is Chair of the Audit Committee of Timmins Gold Corp. and 

NeutriSci International Inc., and a Volunteer Director of Take a Hike Youth at Risk Foundation. Paula was recently 

the Chief Financial Officer of Castle Peak Mining Ltd., a gold exploration company in Ghana, West Africa.  From 

2004 to 2010, she was the Vice-President, Treasurer of Goldcorp Inc., Treasurer of Wheaton River Minerals Ltd. 

and Treasurer of Silver Wheaton Corp. and was responsible for the financing and tax structuring of several 

significant transactions during the companies’ significant growth.  Ms. Rogers is a graduate of the University of 

British Columbia with a Bachelor of Commerce degree and holds a Chartered Accountant designation. 

Cease Trade Orders, Bankruptcies, Penalties or Sanctions 

Other than as set forth below, no director or executive officer of the Corporation is at the date hereof, or 

within ten years prior to the date hereof has been, a director, chief executive officer or chief financial officer of any 

company (including the Corporation) that, (i) was subject to a cease trade order, an order similar to a cease trade 

order or an order that denied the relevant company access to any exemption under securities legislation, that was in 

effect for a period of more than 30 consecutive days, that was issued while the director or executive officer was 

acting in the capacity as director, chief executive officer or chief financial officer; or (ii) was subject to a cease trade 

order, an order similar to a cease trade order or an order that denied the relevant company access to any exemption 

under securities legislation, that was in effect for a period of more than 30 consecutive days, that was issued after the 
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director or executive officer ceased to be a director, chief executive officer or chief financial officer and which 

resulted from an event that occurred while that person was acting in the capacity as director, chief executive officer 

or chief financial officer.  

 

Mr. Johnny Ciampi, a director of DIV, was a director of Radiant Communications Corp. (“Radiant”), a 

public corporation traded on the TSX Venture Exchange under the symbol “RCN”, form April 16, 2010 to October 

17, 2013. On October 17, 2013, 8612536 Canada Inc. (“8612536”) acquired all of Radiant’s outstanding common 

shares at a price of $1.43 per share. The transaction was completed by way of a plan of arrangement pursuant to an 

arrangement agreement between Radiant and 8612536 dated August 23, 2013. Upon closing of the transaction, 

Radiant applied to cease to be a reporting issuer. 

 

Other than as set forth below, no director or executive officer of the Corporation, or a shareholder holding a 

sufficient number of securities of the Corporation to affect materially the control of the Corporation: (i) is at the date 

hereof, or within ten years prior to the date hereof has been, a director or executive officer of any company 

(including the Corporation) that, while that person was acting in that capacity, or within a year of that person ceasing 

to act in that capacity, became bankrupt, made a proposal under any legislation relating to bankruptcy or insolvency 

or was subject to or instituted any proceedings, arrangement or compromise with creditors or had a receiver, receiver 

manager or trustee appointed to hold its assets; or (ii) has, within 10 years prior to the date hereof, become bankrupt, 

made a proposal under any legislation relating to bankruptcy or insolvency, or become subject to or instituted any 

proceedings, arrangement or compromise with creditors, or had a receiver, receiver manager or trustee appointed to 

hold the assets of the director, executive officer or shareholder. 

 

Mr. Johnny Ciampi, a director of DIV, was a director and Chairman of the board of directors of Skyservice 

Airlines from October 19, 2007 to March 30, 2010. Subsequent to Mr. Ciampi’s resignation on March 31, 2010, a 

receiver was appointed to oversee Skyservice Airlines by the Ontario Superior Court of Justice.  

 

Mr. Johnny Ciampi served on the board of directors of Greening Donald Company Ltd. (“GDC”) until 

November, 2006. Subsequent to Mr. Ciampi’s resignation, GDC sought protection from its creditors pursuant to an 

order dated November 17, 2006 and issued under the Companies’ Creditors Arrangement Act (Canada). 

 

No director or executive officer of the Corporation, or a shareholder holding a sufficient number of 

securities of the Corporation to affect materially the control of the Corporation, has been subject to: (i) any penalties 

or sanctions imposed by a court relating to securities legislation or by a securities regulatory authority or has entered 

into a settlement agreement with a securities regulatory authority; or (ii) any other penalties or sanctions imposed by 

a court or regulatory body that would likely be considered important to a reasonable investor in making an 

investment decision. 

Conflicts of Interest 

Mr. Doke, a director of DIV, is also the President, Chief Executive Officer and a director of Franworks. 

Mr. Coleman, a director of DIV, is also a shareholder and special advisor to Franworks. These associations will give 

rise to conflicts of interest in respect of any matter before DIV’s board of directors in respect of Franworks, OJFG 

and the Licence and Royalty Agreement, the Governance Agreement, the Exchange Agreement, the Limited 

Partnership Agreement, the Registration Rights Agreement, the General Security Agreement and the DIV Board 

Agreement.  

LEGAL PROCEEDINGS AND REGULATORY ACTIONS 

The Corporation is currently involved in certain legal proceedings.  For details, refer to note 8 to the 

consolidated financial statements of the Corporation for the year ended December 31, 2014, a copy of which is 

available on SEDAR at www.sedar.com. 

http://www.sedar.com/
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INTEREST OF MANAGEMENT AND OTHERS IN MATERIAL TRANSACTIONS 

The Audit Committee reviewed all related party transactions between the Corporation and its subsidiaries 

and the officers and directors of the Corporation. The Audit Committee determined that there were no related party 

transactions in the last three years that required disclosure under any securities laws other than as disclosed in note 

20 to the Corporation’s 2014 consolidated financial statements, note 25 to the Corporation’s 2013 consolidated 

financial statements and note 31 to the Corporation’s 2012 consolidated financial statements, copies of which are 

available on SEDAR at www.sedar.com. 

TRANSFER AGENTS AND REGISTRARS 
 

DIV’s transfer agent and registrar for the Shares is Computershare Investor Services Inc. at its principal 

office in Toronto, Ontario. 

MATERIAL CONTRACTS 

 The following are material contracts of DIV entered into within its most recently completed financial year 

or that remain in effect and were entered into before the most recently completed financial year: 

 

(a) DIV entered into a services agreement (the “Original Services Agreement”) effective January 1, 

2014 with Maxam pursuant to which DIV paid Maxam a monthly service fee of approximately 

$30,000 for accounting, tax, public compliance, head office and infrastructure, transaction support 

services and the services of Mr. Greg Gutmanis as interim Chief Financial Officer. The Original 

Services Agreement was superseded by a new services agreement (the “Maxam Services 

Agreement”) between Maxam and DIV dated September 29, 2014 pursuant to which Maxam 

provides administrative services to DIV for a monthly fee of $9,176. The Original Services 

Agreement was a material contract of DIV until such time as it was superseded by the Maxam 

Services Agreement. A copy of the Original Services Agreement is available on SEDAR at 

www.sedar.com. The Maxam Services Agreement is not a material contract.  

 

(b) DIV entered into the Settlement Agreement with DCF on June 3, 2014. For the particulars of this 

agreement see “General Development of the Business – Announcement of New Corporate Strategic 

Direction and Proxy Contest with DCF”.  The Settlement Agreement ceased to be material upon the 

sale by DCF of all its shares on July 24, 2014 and the resignations of John Albright, Paul Sparkes and 

Arthur Mesher as directors of DIV on July 30, 2014, August 14, 2014, and August 15, 2014, 

respectively. A copy of the Settlement Agreement is available on SEDAR at www.sedar.com. 

 

(c) the Acquisition Agreement (as amended). For the particulars of this agreement, see “General 

Development of the Business – Franworks Acquisition” or the material change report of the 

Corporation dated July 10, 2014. A copy of each of the Acquisition Agreement and the material 

change report of the Corporation dated July 10, 2014 is available on SEDAR at www.sedar.com. 

 

(d) the Licence and Royalty Agreement. For the particulars of this agreement, see “Description of the 

Business – Licence and Royalty”. A copy of the Licence and Royalty Agreement is available on 

SEDAR at www.sedar.com. 

 

(e) the Limited Partnership Agreement. For the particulars of this agreement, see “Description of the 

Business – Description of FW Partnership”. A copy of the Limited Partnership Agreement is available 

on SEDAR at www.sedar.com. 

 

(f) the Exchange Agreement. For the particulars of this agreement, see “Description of the Business – 

Exchange Agreement and Registration Rights Agreement”. A copy of the Exchange Agreement is 

available on SEDAR at www.sedar.com. 

 

http://www.sedar.com/
http://www.sedar.com/
http://www.sedar.com/
http://www.sedar.com/
http://www.sedar.com/
http://www.sedar.com/
http://www.sedar.com/
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(g) the Registration Rights Agreement. For the particulars of this agreement, see “Description of the 

Business – Exchange Agreement and Registration Rights Agreement”. A copy of the Registration 

Rights Agreement is available on SEDAR at www.sedar.com. 

 

(h) the Governance Agreement. For the particulars of this agreement, see “Description of the Business – 

Governance Agreement”. A copy of the Governance Agreement is available on SEDAR at 

www.sedar.com. 

 

(i) the DIV Board Agreement. For the particulars of this agreement, see “Description of the Business – 

DIV Board Agreement”. A copy of the DIV Board Agreement is available on SEDAR at 

www.sedar.com. 

 

(j) the Escrow Agreement. For the particulars of this agreement, see “Escrowed Securities”. A copy of 

the Escrow Agreement is available on SEDAR at www.sedar.com. 

INTERESTS OF EXPERTS 

KPMG LLP prepared an audit report in regard to the consolidated financial statements of DIV for the fiscal 

year ended December 31, 2014. KPMG LLP, as external auditor to DIV, is independent of DIV within the meaning 

of the Rules of Professional Conduct of the Institute of Chartered Accountants of British Columbia. 

 

Franworks’ auditor is PricewaterhouseCoopers LLP which prepared auditors’ reports in respect of 

Franworks financial statements attached as Appendix G and Appendix H to the FW Circular and in respect of 

Franworks financial statements for the fiscal year ended December 31, 2014.  PricewaterhouseCoopers LLP, as 

external auditor to Franworks, is independent of Franworks in accordance with the Rules of Professional Conduct of 

the Institute of Chartered Accountants of Alberta. 

 

The Fairness Opinion attached as Appendix F to the FW Circular was prepared by Laurentian Bank 

Securities Inc. As at the date of the Fairness Opinion, Laurentian Bank Securities did not beneficially own, directly 

or indirectly, any securities of the Corporation. 

AUDIT COMMITTEE INFORMATION 

Charter of the Audit Committee 

The full text of the Charter of the Audit Committee of the Board of Directors of DIV is attached as 

Schedule A to this AIF. 

Composition of the Audit Committee 

As at the date hereof, the members of DIV’s Audit Committee are Paula Rogers (Chair), Mitchell Gropper 

and Murray Coleman. Each member of DIV’s Audit Committee is “independent” and “financially literate”, as such 

terms are defined under Canadian securities laws.  

Relevant Education and Experience 

See the biographies of each member of the Audit Committee under “Directors and Officers – Profile of 

DIV’s Executive Officers and Board of Directors” for a description of the experience that is relevant to the 

performance of their responsibilities as members of the Audit Committee.  

Reliance on Certain Exemptions 

 On December 10, 2014, Mr. James Farrar stepped down from DIV’s board of directors and as Chair of 

DIV’s Audit Committee thereby creating a vacancy on DIV’s board of directors and on its Audit Committee. DIV’s 

board of directors relied on the exemption in section 3.5 of National Instrument 52-110 – Audit Committees in 

appointing, Mr. Johnny Ciampi to, and as Chair of, DIV’s Audit Committee for the purposes of the Audit 

Committee meeting held on March 20, 2015, to review the consolidated financial statements of DIV for the years 

http://www.sedar.com/
http://www.sedar.com/
http://www.sedar.com/
http://www.sedar.com/
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ended December 31, 2014. At the meeting of DIV’s board of directors held on March 20, 2015, subsequent to the 

aforementioned meeting of the Audit Committee, Ms. Paula Rogers was appointed to the DIV’s board of directors 

and as the new Chair of the Audit Committee and Mr. Ciampi stepped down from, and as Chair of, the Audit 

Committee.  

Prior Approval Policies and Procedures 

The policy and procedures relating to the pre-approval of non-audit services provided to DIV is described 

in the Charter of the Audit Committee of the Board of Directors attached as Schedule A to this AIF. 

External Auditor Service Fees 

The following table sets forth, by category and in thousands of dollars, the fees billed by KPMG LLP, 

DIV’s auditors, for the fiscal year ended December 31, 2014 and: 

Fee category 2014 (Cdn$) 2013 (Cdn$) 

Audit Fees 81.0 130.0 

Audit-related Fees 80.0 - 

Tax Fees 104.2 25.4 

All other Fees 65.0 8.4 

Total Cdn$330.2 Cdn$163.8 

 

“Audit Fees” are the aggregate fees billed by KPMG LLP for audit services. Such fees include all fees paid 

for the audit of the annual consolidated financial statements of DIV and the reviews of quarterly statements and 

other services in connection with regulatory filings. 

“Audit-related Fees” are the aggregate fees billed by KPMG LLP for assurance and related services that 

are reasonably related to the performance of the audit or review of DIV’s financial statements that are not included 

under “Audit Fees”. Such fees include services related to accounting on acquisitions and due diligence assistance. 

“Tax Fees” are the aggregate fees billed by KPMG LLP for tax compliance, tax advice and tax planning 

services. 

“All other Fees” are the aggregate fees billed by KPMG LLP for products and services not included in 

“Audit Fees”, “Audit-related Fees” or “Tax Fees”. Such fees include advisory services related to the Offering. 

ADDITIONAL INFORMATION 

Additional information relating to DIV may be found on SEDAR at www.sedar.com. Additional financial 

information about the Company is contained in its consolidated financial statements and management’s discussion 

and analysis for the fiscal year ended December 31, 2014, copies of which are available on SEDAR at 

www.sedar.com.  

Additional information, including directors’ and officers’ remuneration and indebtedness, the principal 

holders of the DIV’s securities and securities authorized for issuance under equity compensation plans, where 

applicable, is contained in the management information circular for the 2014 AGM and in the FW Circular. Such 

information will be contained in DIV’s information circular for DIV’s next annual meeting Shareholders that 

involves the election of Directors which is expected to be held in June, 2015.  

http://www.sedar.com/
http://www.sedar.com/
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SCHEDULE A – CHARTER OF THE AUDIT COMMITTEE OF THE BOARD OF DIRECTORS 

 
 

(Adopted on November 13 2014) 

CHARTER OF THE AUDIT COMMITTEE 

OF THE BOARD OF DIRECTORS 

I. PURPOSE 

The purpose of the Audit Committee (the “Committee”) of the Board of Directors (the “Board”) of 

Diversified Royalty Corp. (the “Company”) shall be to act on behalf of the Board in fulfilling the Board’s oversight 

responsibilities with respect to: (i) the Company’s corporate accounting, financial reporting practices and audits of 

financial statements, (ii) the Company’s systems of internal accounting and financial controls; (iii) the quality and 

integrity of the Company’s financial statements and reports; and (iv) the qualifications, independence and 

performance of any firm or firms of certified public accountants or independent chartered accountants engaged as 

the Company’s independent outside auditors (the “Auditors”). 

II. COMPOSITION AND MEETINGS 

A. Composition.  The Committee shall consist of at least three members of the Board. Each member 

shall meet the financial literacy requirements of the regulatory agency as may from time to time apply to the 

Company, including the Toronto Stock Exchange and the rules and regulations of the Canadian provincial and 

federal securities regulatory authorities, in all cases as may be modified or supplemented (collectively, the “Rules”), 

subject to any exceptions or exemptions permitted by the Rules. Each member shall meet such other qualifications 

for membership on an audit committee as are established from time to time by the Rules.  The members of the 

Committee shall be appointed by and serve at the discretion of the Board.  Vacancies occurring on the Committee 

shall be filled by the Board.  The Committee’s Chair shall be designated by the Board, or if it does not do so, the 

Committee members shall elect a Chair by vote of a majority of the full Committee. 

B. Meetings.  The Committee will hold at least four regular meetings per year and additional 

meetings as the Committee deems appropriate. Meetings will be conducted, in whole or in part, without the presence 

of members of management.  Meetings may be called by the Chair of the Committee or the Chair of the Board. 

Meetings may also be convened at the request of the Auditors where, as determined by the Auditors, certain matters 

should be brought to the attention of the Committee, the Board or the Company’s shareholders. 

III. MINUTES AND REPORTS 

Minutes of each meeting will be kept and distributed to each member of the Committee, members of the 

Board who are not members of the Committee and the Secretary of the Company.  The Chair of the Committee will 

report to the Board from time to time, or whenever so requested by the Board.  

IV. AUTHORITY 

The Committee shall have full access to all books, records, facilities and personnel of the Company as 

deemed necessary or appropriate by any member of the Committee to discharge his or her responsibilities hereunder.   

The Committee shall have authority to retain, and set and pay the compensation for, at the Company’s 

expense, advice and assistance from internal and external legal, accounting or other advisors or consultants as it 

deems necessary or appropriate in the performance of its duties. The Company shall make available to the 

Committee all funding necessary for the Committee to carry out its duties, as determined by the Committee, for 
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payment of (i) compensation to any registered public accounting firm engaged for the purpose of preparing or 

issuing an audit report or performing other audit, review or attest services for the Company; and (ii) compensation to 

any advisors employed by the Committee.  The Committee shall recommend to the Board for its approval 

expenditures for external resources that are expected to be material and outside the ordinary course of the 

Committee’s practices. 

The Committee shall have authority to require that any of the Company’s personnel, counsel, Auditors or 

investment bankers, or any other consultant or advisor to the Company attend any meeting of the Committee or meet 

with any member of the Committee or any of its special legal, accounting or other advisors and consultants. 

V. RESPONSIBILITIES 

The operation of the Committee shall be subject to and in compliance with the provisions of the articles of 

the Company and the Rules, each as in effect from time to time, subject to any permitted exceptions or exemptions 

thereunder.  Any action by the Board with respect to any of the matters set forth below shall not be deemed to limit 

or restrict the authority of the Committee to act under this Charter, unless the Board specifically limits such 

authority. 

The Auditors shall report directly to the Committee. The Committee shall oversee the Company’s financial 

reporting process on behalf of the Board. 

To implement the Committee’s purpose, the Committee shall, to the extent the Committee deems necessary 

or appropriate, be charged with the following duties and responsibilities.  The Committee may supplement and, 

except as otherwise required by the Rules, deviate from these activities as appropriate under the circumstances: 

1. Oversight, Evaluation and Recommendation to the Board.  The Committee shall be directly 

responsible for overseeing the work of the Auditors engaged for the purpose of preparing or issuing an auditor’s 

report or performing other audit, review or attest services for the Company. The Committee shall evaluate the 

performance of the Auditors, assess their qualifications (including their internal quality-control procedures and any 

material issues raised by the Auditor’s most recent internal quality-control or peer review or any investigations by 

regulatory authorities) and recommend to the Board:  (a) the Auditors to be nominated for the purpose of preparing 

or issuing an auditor’s report or performing other audit, review or attest services for the Company; (b) replacement 

of the Auditors, if necessary, as so determined by the Committee; and (c) the compensation of the Auditor. 

2. Approval of Audit Engagements.  Subject to applicable corporate law as to the appointment 

formalities of the Company’s Auditors, the Committee shall determine and approve engagements of the Auditors, 

prior to commencement of such engagement, to perform all proposed audit, review and attest services, including the 

scope of and plans for the audit, and the compensation to be paid to the Auditors, which approval may be pursuant to 

pre-approval policies and procedures, including the delegation of pre-approval authority to one or more Committee 

members so long as any such pre-approval decisions are presented to the full Committee at the next scheduled 

meeting. 

3. Approval of Non-Audit Services.  The Committee shall determine and approve engagements of 

the Auditors, prior to commencement of such engagement (unless in compliance with exceptions or exemptions 

available under applicable laws and rules related to immaterial aggregate amounts of services), to perform any 

proposed permissible non-audit services, including the scope of the service and the compensation to be paid 

therefore, which approval may be pursuant to pre-approval policies and procedures established by the Committee 

consistent with the Rules, including the delegation of pre-approval authority to one or more Committee members so 

long as any such pre-approval decisions are presented to the full Committee at the next scheduled meeting. 

4. Audit Partner Rotation.  The Committee shall monitor the rotation of the partners of the 

Auditors on the Company’s audit engagement team as required by applicable laws and rules. 

5. Hiring Practices.  The Committee shall review and approve the Company’s hiring policies 

regarding partners, employees and former partners and employees of the present and former Auditors. The 

Committee shall ensure that no individual who is, or in the past 12 months has been, affiliated with or employed by 
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a present or former Auditor or an affiliate, is hired by the Company as a senior officer until at least 12 months after 

the end of either the affiliation or the auditing relationship. 

6. Auditor Conflicts.  At least annually, the Committee shall receive and review written statements 

from the Auditors delineating all relationships between the Auditors and the Company, shall consider and discuss 

with the Auditors any disclosed relationships and any compensation or services that could affect the Auditors’ 

objectivity and independence, and shall assess and otherwise take appropriate action to oversee the independence of 

the Auditors. 

7. Audited Financial Statement Review.  The Committee shall review, upon completion of the 

audit, the Company’s financial statements, including the related notes and the management’s discussion and analysis 

of financial condition and results of operations, prior to the same being publicly disclosed, and shall recommend 

whether or not such financial statements and management’s discussion and analysis of financial condition and 

results of operations should be approved by the Board and whether the financial statements should be included in the 

Company’s annual report. 

8. Annual Audit Results.  The Committee shall discuss with management and the Auditors the 

results of the annual audit, including the Auditors’ assessment of the quality, not just acceptability, of accounting 

principles, the reasonableness of significant judgments and estimates (including material changes in estimates), any 

material audit adjustments proposed by the Auditors and immaterial adjustments not recorded, the adequacy of the 

disclosures in the financial statements and any other matters required to be communicated to the Committee by the 

Auditors under promulgated auditing standards. 

9. Quarterly Results.  The Committee shall discuss with management and the Auditors the results 

of the Auditors’ review of the Company’s quarterly financial statements, including the related notes and the 

management’s discussion and analysis of financial condition and results of operations prior to the same being filed 

with applicable regulatory authorities, any material audit adjustments proposed by the Auditors and immaterial 

adjustments not recorded, the adequacy of the disclosures in the financial statements and any other matters required 

to be communicated to the Committee by the Auditors under promulgated auditing standards and shall recommend 

whether or not such financial statements and management’s discussion and analysis of financial condition and 

results of operations should be approved by the Board. 

10. Annual and Interim Financial Press Releases.  The Committee shall review with management 

annual and interim financial press releases before the Company publicly discloses this information. 

11. Financial Information Extracted From Financial Statements.  The Committee shall ensure that 

adequate procedures are in place for review of the Company’s public disclosure of financial information extracted or 

derived from the Company’s financial statements (for clarity, financial information other than the Company’s 

financial statements and management’s discussion and analysis of financial condition and results of operations 

referred to in Section 7 and annual and interim earnings press releases referred to in Section 10) and the Committee 

shall periodically assess the adequacy of those procedures. 

12. Accounting Principles and Policies.  The Committee shall review with management and the 

Auditors significant issues that arise regarding accounting principles and financial statement presentation, including 

critical accounting policies and practices, alternative accounting policies available under GAAP related to material 

items discussed with management and any other significant reporting issues and judgments.  

13. Management Cooperation with Audit.  The Committee shall review with the Auditors any 

significant difficulties with the audit or any restrictions on the scope of their activities or access to required records, 

data and information, significant disagreements with management and management’s response, if any. 

14. Management Letters.  The Committee shall review with the Auditors and, if appropriate, 

management, any management or internal control letters issued or, to the extent practicable, proposed to be issued 

by the Auditors and management’s response, if any, to such letter, as well as any additional material written 

communications between the Auditors and management. 



 

A-4 
 

15. Disagreements Between Auditors and Management.  The Committee shall review with the 

Auditors and management, and shall be directly responsible for the resolution of, any conflicts or disagreements 

between management and the Auditors regarding financial reporting, accounting practices or policies. 

16. Internal Financial Reporting Controls.  The Committee shall confer with the Auditors and with 

the management of the Company regarding the scope, adequacy and effectiveness of internal financial reporting 

controls in effect including any special audit steps taken in the event of material control deficiencies.  The 

Committee shall review with the Auditors and with the management of the Company the progress and findings of 

their efforts related to any documentation, assessment and testing of internal financial reporting controls required to 

comply with the Rules.  

17. Separate Sessions.  At least once each fiscal quarter, the Committee shall meet in separate 

sessions with the Auditors and management to discuss any matters that the Committee, the Auditors or management 

believe should be discussed privately with the Committee. 

18. Complaint Procedures.  The Committee shall establish procedures for the receipt, retention and 

treatment of complaints received by the Company regarding accounting, internal accounting controls or auditing 

matters and the confidential and anonymous submission by employees of concerns regarding questionable 

accounting or auditing matters.  Such procedures shall be reviewed annually by the Committee and any suggested 

changes shall be submitted to the Board for its approval.  

19. Regulatory and Accounting Initiatives.  The Committee shall review with counsel, the Auditors 

and management, as appropriate, any significant regulatory or other legal or accounting initiatives or matters that 

may have a material impact on the Company’s financial statements, compliance programs and policies if, in the 

judgment of the Committee, such review is necessary or appropriate. 

20. Material Issues Regarding Financial Statements or Accounting Policies.  The Committee shall 

review with the Auditors and management any legal matters, tax assessments, correspondence with regulators or 

Governmental agencies and any employee complaints or published reports that raise material issues regarding the 

Company’s financial statements or accounting policies and the manner in which these matters have been disclosed 

in public filings, if applicable. 

21. Correction of Financial Statements.  The Committee shall review with Auditors and 

management management’s process for identifying, communicating and correcting misstatements, understanding 

management tolerance for unadjusted misstatements, and assess the affect of corrected and uncorrected 

misstatements, if any, on the Company’s financial statements. 

22. Officer’s Certifications Regarding Financial Statements.  The Committee shall receive and 

review the Chief Executive Officer and Chief Financial Officer certifications of quarterly and annual financial 

statements. 

23. Related Party Transactions.  The Committee shall review and approve, in advance, related-party 

transactions and review other issues arising under the Company’s Code of Conduct or similar policies. 

24. Investigations.  The Committee shall investigate any matter brought to the attention of the 

Committee within the scope of its duties if, in the judgment of the Committee, such investigation is necessary or 

appropriate. 

25. Legal Matters. The Committee shall review with the Company’s external counsel and/or internal 

legal personnel any legal matters that may have a material impact on the Company’s financial statements, 

compliance policies or internal accounting or financial reporting controls and shall review any material reports or 

inquiries received from securities regulatory authorities, any securities exchange or quotation system or any other 

governmental agency. 

26. Code of Conduct.  The Committee shall ensure that the Company has a published code of 
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conduct that covers financial matters, and shall monitor the application of the code of conduct. Any waivers from 

the code of business conduct that are granted for the benefit of the Company’s Board members or executive officers 

should be granted by the Board or the Committee only. 

27. Proxy Report.  The Committee shall prepare any report or other disclosure required by the Rules 

to be prepared by it and included in the Company’s annual proxy statement, information circular or other regulatory 

filing. 

28. Charter.  The Committee shall review, discuss and assess annually its own performance as well 

as the Committee’s role and responsibilities as outlined in this Charter.  The Committee shall submit any suggested 

changes to the Board for its approval. 

29. Report to Board.  The Committee shall report to the Board with respect to material issues that 

arise regarding the quality or integrity of the Company’s financial statements, the performance or independence of 

the Auditors or such other matters as the Committee deems appropriate from time to time or whenever it shall be 

called upon to do so. 

30. Investment Risk Assessment and Management.  The Committee shall review and discuss with 

management and the Auditors, as appropriate, the Company’s guidelines and policies with respect to investment risk 

assessment and management, including the Company’s major financial risk exposures, the Company’s investment 

and hedging policies, and the steps taken by management to monitor and control these exposures. 

31. Other Responsibilities.  The Committee shall perform such other functions as may be assigned to 

the Committee by law, by the Company’s articles or bylaws or by the Board. 

32. General Authority.  The Committee shall perform such other functions and have such other 

powers as may be necessary or convenient in the efficient discharge of the forgoing. 

It shall be management’s responsibility to prepare the Company’s financial statements and periodic reports 

and the responsibility of the Auditors to audit those financial statements.  It is not the duty of the Committee to (1) 

plan or conduct audits; (2) determine that the Company’s financial statements are complete and accurate and are in 

accordance with generally accepted accounting principles; or (3) to assure compliance with laws and regulations and 

the Company’s policies generally.  Furthermore, it is the responsibility of the Chief Executive Officer, Chief 

Financial Officer and other senior management to avoid and minimize the Company’s exposure to risk, and while 

the Committee is responsible for reviewing with management the guidelines and policies to govern the process by 

which risk assessment and management is undertaken, the Committee is not the sole body responsible.  The 

Auditors shall be accountable to the Committee as representatives of the shareholders. 


