SIR Royalty Income Fund

Consolidated Financial Statements

(Unaudited)

For the three-month and six-month periods ended
June 30, 2007 and 2006



SIR Royalty |ncome Fund
Consolidated Balance Sheets

(Unaudited)
June 30, December 31,
2007 2006
$ $
Assets
Current assets
Cash and cash equivaents 64 18
Prepaid expenses and other assets 34,292 77,072
Amounts due from related parties (note 7) 1,027,608 862,593
1,061,964 939,683
L oan receivablefrom SIR Corp. (note 3) 40,000,000 40,000,000
Investment in SIR Royalty Limited Partner ship (note 4) 11,166,671 11,166,671
52,228,635 52,106,354
Liabilities
Current liabilities
Accounts payable and accrued liabilities 123,468 124,183
Future income taxes (note 9) 853,000 -
976,468 124,183
Unitholders Equity (note 5) 51,252,167 51,982,171
52,228,635 52,106,354

Subsequent event (note 11)

The accompanying notes are an integral part of these consolidated financia statements



SIR Royalty |ncome Fund

Consolidated Statements of Earnings and Comprehensive Income

(Unaudited)

For the periods ended June 30, 2007 and June 30, 2006

Three-month Three-month Six-month Six-month
period ended period ended period ended period ended
June 30, June 30, June 30, June 30,
2007 2006 2007 2006
$ $ $ $
Investment income
Distribution income from Partnership
(notes4 and 7) 1,211,229 1,148,690 2,333,423 2,237,816
Interest income (note 3) 750,000 750,000 1,500,000 1,500,000
1,961,229 1,898,690 3,833,423 3,737,816
Expenses
Genera and administrative (note 7) 166,789 135,201 308,943 253,918
Earnings before income tax 1,794,440 1,763,489 3,524,480 3,483,898
Futureincome taxes (note 9) 853,000 - 853,000 -
Net ear nings and comprehensive
incomefor the period 941,440 1,763,489 2,671,480 3,483,898
Basic and diluted ear nings per
Fund unit (note 6) $0.18 $0.33 $0.50 $0.65

The accompanying notes are an integral part of these consolidated financia statements



SIR Royalty |ncome Fund
Consolidated Unitholders Equity
(Unaudited)

For the periods ended June 30, 2007 and June 30, 2006

Three-month Three-month Six-month Six-month

period ended period ended period ended period ended

June 30, June 30, June 30, June 30,

2007 2006 2007 2006

$ $ $ $

Balance— Beginning of period 52,024,861 51,825,594 51,982,171 51,712,185
Net earnings for the period 941,440 1,763,489 2,671,480 3,483,898
Distributions declared and paid (note 5) (1,714,134) (1,633,784) (3,401,484) (3,240,784)
Balance—End of period 51,252,167 51,955,299 51,252,167 51,955,299

The accompanying notes are an integral part of these consolidated financia statements



SIR Royalty |ncome Fund

Consolidated Statements of Cash Flows

(Unaudited)

For the periods ended June 30, 2007 and June 30, 2006

Cash provided by (used in)

Operating activities

Net earnings for the period

Item not affecting cash
Future income taxes

Net change in non-cash working
capita items (note 8)

Financing activities
Distributions paid

Changein cash and cash
equivalents

Cash and cash equivalents—
Beginning of period

Cash and cash equivalents —
End of period

The accompanying notes are an integral part of these consolidated financia statements

Three-month Three-month Six-month Six-month
period ended period ended period ended period ended
June 30, June 30, June 30, June 30,
2007 2006 2007 2006

$ $ $ $

941,440 1,763,489 2,671,480 3,483,898
853,000 - 853,000 -
(80,260) (129,688) (122,950) (243,097)
1,714,180 1,633,801 3,401,530 3,240,801
(1,714,134) (1,633,784) (3,401,484) (3,240,784)

46 17 46 17

18 - 18 -

64 17 64 17




SIR Royalty |ncome Fund

Notes to Consolidated Financial Statements
(Unaudited)

June 30, 2007

1 Nature of operations and seasonality

Nature of operations
SIR Royalty Income Fund is atrust established on August 23, 2004 under the laws of the Province of Ontario.

On October 1, 2004, SIR Royalty Income Fund (the “Fund”) filed afinal prospectus for a public offering of
units of the Fund. The net proceeds of the offering to the Fund of $51,166,670 were used by the Fund to
acquire, directly, certain bank debt of SIR Corp. (the“SIR loan”) and indirectly, through SIR Holdings Trust
(the “Trust”), al of the Ordinary LP units of SIR Royalty Limited Partnership (the “ Partnership”). The
Partnership owns the Canadian trademarks (the “SIR Rights”) formerly owned or licensed by SIR Corp.
("SIR”) or its subsidiaries and used in connection with the operation of the mgjority of SIR’s restaurants in
Canada (the “ SIR restaurants’). The Partnership has granted SIR a 99-year license to use the SIR Rightsin
most of Canada in consideration for a Royalty, payable by SIR to the Partnership, equal to 6% of the revenue of
the restaurants included in the Royalty pool (the “License and Royalty Agreement”). The Fund, indirectly,
participates in the revenue generated under the License and Royalty Agreement through its investment in the
Partnership (note 4).

Seasonality

The full service restaurant sector of the Canadian foodservice industry in which SIR operates experiences
seasonal fluctuationsin revenues. Favourable summer weather generally results in increased revenue during
SIR’ s fourth quarter (ending the last Sunday in August) when patios can be open. Additionally, certain
holidays and observances a so affect dining patterns both favourably and unfavourably. Accordingly,
distribution income recognized by the Fund will vary in conjunction with the seasonality in revenue
experienced by SIR.

2 Summary of significant accounting policies

These consolidated financia statements are prepared in accordance with Canadian generally accepted
accounting principles and include the accounts of the Fund and its subsidiaries, namely the Trust and SIR GP
Inc. All intercompany accounts and transactions have been &iminated.

Use of estimates
The preparation of these financial statements requires management to make estimates and assumptions that
affect income and expenses during the reporting periods, in addition to the reported amounts of assets and

liabilities and disclosure of contingent liabilities at the date of the financial statements. Actua results could
differ materially from those estimates in the near term.

)



SIR Royalty |ncome Fund

Notes to Consolidated Financial Statements
(Unaudited)

June 30, 2007

Cash and cash equivalents

Cash is defined as cash and short-term investments with original maturities of three months or less.
Earnings per Fund unit

The earnings per Fund unit are based on the wei ghted average number of Fund units outstanding during the
period. Diluted earnings per Fund unit are calculated to reflect the dilutive effect, if any, of SIR exercising its
right to exchange its Class A GP units of the Partnership into Fund units at the beginning of the period.

Distributions

Distributions to unitholders are intended to be made monthly in arrears and are recorded when declared by the
Trustees of the Fund.

Financial instruments

The Fund adopted CICA Handbook Section 3855, Financial Instruments — Recognition and Measurement
effective January 1, 2007. The Fund has elected to classify its loan receivable from SIR as held to maturity and
accordingly, it will be recorded at its amortized cost. The investment in the Partnership does not have a quoted
market pricein an active market and accordingly, will be accounted for at cost. The adoption of this standard
has not changed the Fund’ s current policies for the investment and loan receivable.

The Fund' s financial instruments consist of cash and cash equivaents, loan receivable from SIR, investment in
the Partnership, accounts payable and accrued liabilities and amounts due to and from related parties. Unless
otherwise noted, it is management’ s opinion that the Fund is not exposed to significant interest or credit risks
arising from these financial instruments. Management estimates that the fair values of these financia
instruments approximate their carrying values due to their short-term maturity except for the loan receivable
from SIR and the investment in the Partnership. The fair values of the loan receivable from SIR and the
investment in the Partnership could only be determined through the valuation of the individual assets. The
aggregate fair value of the loan receivable from SIR and the Investment in the Partnership is approximately
$52,495,000 based on the market value of the Fund units as of the close of business on June 29, 2007.

)



SIR Royalty |ncome Fund

Notes to Consolidated Financial Statements
(Unaudited)

June 30, 2007

Income taxes

The Fund is aunit trust for income tax purposes. As such, the Fund is currently only taxable on income not
distributed to unitholders. Assubstantially all taxable incomeis allocated to unitholders, no provision for
current income taxes has been made for earnings of the Fund. During the three month period ended June 30,
2007, the proposed legislation relating to the Federal income taxation of certain publicly traded income trusts
commencing with taxation years ending on or after 2011 became substantively enacted. The Fund now
accounts for income taxes using the asset and liability method whereby future income tax assets are recognized
for deductible temporary differences and future income tax liabilities are recognized for taxable temporary
differences. Temporary differences are the differences between the amounts of assets and liabilities recorded
for incometax and financia reporting purposes. Future income tax assets are recognized only to the extent that
management determines that it is more likely than not that the future income tax assets will be realized. Future
income tax assets and liabilities are adjusted for the effects of changesin tax laws and rates on the date of
enactment or substantive enactment.

Investment and loan receivable

The investment in the Partnership is recorded at cost. The investment is reviewed for impairment and written
down to its estimated realizable amount when there is an impairment. Distribution income from the Partnership
is recorded when distributions are declared by the Partnership. Distributions in excess of the Fund’ s share of
the Partnership’ sincome are recorded as a reduction in the amount of the investment.

Theloan receivable from SIR is reviewed for impairment. If an impairment isidentified the loan would be
reduced to its estimated redizable amount measured by the present value of expected future cash flows. The
accrual of interest would be suspended if collection becomes doubtful.

At December 31, 2006 and June 30, 2007 there is no impairment of the investment or loan receivable.

3 Loan receivablefrom SIR Corp.

The SIR loan bearsinterest at 7.5% per annum, is due October 12, 2044 and was collateraized by a general
security agreement covering substantially all of the assets of SIR and its subsidiaries in Canada until August 9,
2007. On August 9, 2007, the Fund entered into an agreement to subordinate and postpone its claims against
SIR in favour of the bank (see note 11). Interest income of $1,500,000 was earned during the six-month
periods ended June 30, 2007 and 2006 (three-month periods ended June 30, 2007 and 2006 - $750,000).

SIR has theright to require the Fund to, indirectly, purchase the Class C GP units of the Partnership and assume
aportion of the SIR loan as consideration for the acquisition of the Class C GP units.

©)



SIR Royalty |ncome Fund

Notes to Consolidated Financial Statements
(Unaudited)

June 30, 2007

4 Investment in SIR Royalty Limited Partnership

On October 12, 2004, the Fund, indirectly through the Trust, acquired al of the Ordinary LP units of the
Partnership. The holders of the Ordinary LP and Class A GP units are entitled to receive a pro rata share of
distributions of the Partnership. The holder of the Ordinary LP units have the right to receive distributionsin
priority to theinitial 595,185 Class A GP units. The subordination on the distributions on the Class A GP units
of the Partnership ends on the date that both of the following conditions have been satisfied:

@) Revenue of the SIR restaurants subject to the License and Royalty Agreement has not been less than
$127.4 million for each of two consecutive years commencing with SIR’s fiscal year ending August 28,
2005; and

b) Average monthly distributions of $0.10 per Fund unit have been paid by the Fund and average quarterly
cash distributions of at least $0.30 have been paid by the Partnership to the Class A GP unitholders, in
each case for the immediately preceding twelve month period.

The subordination on the distributions on the initial 595,185 Class A GP units of the Partnership is expected to
continue until August 26, 2007.

The distributions from the Partnership primarily comprise revenue earned by the Partnership under the License
and Royalty Agreement (note 1) less certain general and administrative expenses. Distributions for the three-
month and six-month periods ended June 30, 2007 amount to $1,211,229 and $2,333,423 respectively (three-
month period ended June 30, 2006 - $1,148,690 and six-month period ended June 30, 2006 - $2,237,816).

5 Fund units

An unlimited number of Fund units may be issued pursuant to the declaration of trust. Fund units are
redeemable by the holder at a price equal to the lesser of 90% of the market price of aunit during the 10
consecutive trading day period ending on the trading day immediately prior to the date on which the units were
surrendered for redemption and an amount based on the closing price on the redemption date, subject to certain
restrictions. Each holder of units of the Fund participates pro ratain any distributions from the Fund. Income
tax obligations related to the distributions by the Fund are obligations of the unitholders.

As at June 30, 2007 and December 31, 2006, there are 5,356,667 units issued and outstanding. Each unitis
entitled to one vote at any meeting of unitholders.

During the six-month period ended June 30, 2007, the Fund declared distributions of $0.635 per unit

(June 30, 2006 - $0.605 per unit). Subsequent to June 30, 2007, the Fund declared a distribution of $0.11 per
unit for the month of June 2007.

(4)



SIR Royalty |ncome Fund

Notes to Consolidated Financial Statements

(Unaudited)
June 30, 2007

6 Earnings per Fund unit

Basic earnings per Fund unit is computed by dividing net earnings by the weighted average number of Fund

units outstanding during the period.

Subject to the subordination provisions of the Class A GP units, SIR hastheright to convert the Class A GP
units of the Partnership into units of the Fund. Diluted earnings per Fund unit is cal culated using the weighted
average number of Fund units outstanding adjusted to include the effect of the conversion of the Class A GP

units of the Partnership into Fund units.

The following table reconciles the basic and diluted weighted average number of Fund units outstanding and

basic and diluted earnings per Fund unit:

Net earnings for the six-month period
ended June 30, 2007

Net earnings per Fund unit for the
six-month period ended June 30, 2007

Net earnings for the three-month period
ended June 30, 2007

Net earnings per Fund unit for the
three-month period ended June 30,
2007

Weighted average number of Fund units
outstanding for the three and six-
month periods ended June 30, 2007

Net earnings for the six-month period
ended June 30, 2006

Net earnings per Fund unit for the
six-month period ended June 30, 2006

Net earnings for the three-month period
ended June 30, 2006

Net earnings per Fund unit for the
three-month period ended June 30,
2006

Weighted average number of Fund units
outstanding for the three and six-
month periods ended June 30, 2006

Basic

earnings per

Fund unit

$2,671,480
$0.50

$941,440

$0.18

5,356,667

$3,483,898
$0.65

$1,763,489

$0.33

5,356,667

Adjustments

for

conversion of

ClassA GP
units

$725,643

$255,720

1,455,009

$672,506

$340,410

1,034,005

Diluted

ear nings per

Fund unit

$3,397,123
$0.50

$1,197,160

$0.18

6,811,676

$4,156,404
$0.65

$2,103,899

$0.33

6,390,672

©®)



SIR Royalty |ncome Fund

Notes to Consolidated Financial Statements
(Unaudited)

June 30, 2007

7 Related party transactions and balances

During the three-month and six-month periods ended June 30, 2007, the Fund received distribution income of
$1,211,229 and $2,333,423 respectively from the Partnership (three-month period ended June 30, 2006 -
$1,148,690 and six-month period ended June 30, 2006 - $2,237,816). The Fund, indirectly through the Trut, is
entitled to receive apro rata share of al residua distributions. The Fund’s distribution income is dependent
upon the revenue generated by SIR for the restaurants subject to the License and Royalty Agreement. Under
the terms of the License and Royalty Agreement, SIR may be required to pay a Make-Whole Payment in
respect of the reduction in revenue for restaurants closed during areporting period. SIR isnot required to pay
any Make-Whole Payment in respect of aclosed restaurant following the date on which the number of
restaurants in the Royalty pool isequal to or greater than 68 or following October 12, 2019, whichever occurs
first. On January 1 of each year (the adjustment date), following December 31, 2005, the restaurants subject to
the License and Royalty Agreement are adjusted for new restaurants opened in the previous fiscal year. At
each adjustment date, SIR will be entitled to convert its Class B GP units of the Partnership to Class A GP units
of the Partnership based on a conversion formula defined in the Partnership Agreement.

On January 1 of each year, Class B GP units are converted into Class A GP units for new SIR Restaurants
added to the Royalty pool based on 80% of the initial estimated revenue and the formula defined in the
Partnership Agreement. Additional Class B GP units may be converted to Class A GP unitsin respect of these
new SIR Restaurantsif actual revenues of the new SIR Restaurants exceeded 80% of the initial estimated
revenue and the formula defined in the Partnership Agreement. Conversely, converted Class A GP units may
be returned by SIR if the actual revenues of the new SIR Restaurants are less than 80% of theinitial estimated
revenue. In December of each year, an Additional Distribution will be payable to the Class B GP unitholders
provided that actud revenues of the new SIR Restaurants exceed 80% of the initial estimated revenue or there
will be areduction in the distributions to the Class A GP unitholders if revenues are less than 80% of the initial
estimated revenue. In December 2006, an additional distribution of $231,351 was declared and paid in cashin
January 2007. Currently, management is not able to determineif the revenue of the three new restaurants
added to the Royalty pool on January 1, 2007 will be greater or less than 80% of theinitia estimated revenue.

On January 1, 2007, three (2006 —two) new SIR Restaurants were added to the Royalty Pooled Restaurants in
accordance with the License and Royalty Agreement. As consideration for the additional Royalty associated
with the addition of three (2006 — two) new restaurants on January 1, 2007, as well as the second incremental
adjustment for the two new SIR restaurants added to the Royalty Pooled Restaurants on January 1, 2006, SIR is
able to convert its Class B GP units into Class A GP units based on the formula defined in the Partnership
Agreement. The number of Class B GP unitsthat SIR is able to convert to Class A GP units was reduced by an
adjustment for the closure of one (2006 — nil) SIR Restaurant during the prior year. The net effect of these
adjustments to the Royalty Pooled Restaurants was that SIR converted 421,004 (2006 — 438,820) Class B GP
units of the Partnership into 421,004 (2006 — 438,820) Class A GP units of the Partnership on January 1, 2007.
The 421,004 (2006 — 438,820) Class A GP units were recorded at their estimated fair value of $3,531,911
(2006 — $4,063,473).

(6)



SIR Royalty |ncome Fund

Notes to Consolidated Financial Statements
(Unaudited)

June 30, 2007

The Partnership has entered into an arrangement with the Fund and the Trust whereby the Partnership will
provide or arrange for the provision of services required in the administration of the Fund and the Trust. The
Partnership has arranged for these services to be provided by SIR GP Inc. in its capacity as the Managing
General Partner, or SIR as Genera Partner, of the Partnership. SIR, on behaf of SIR GP Inc., also provides
services to the Partnership for its administration. For the six-month periods ended June 30, 2007 and 2006, the
Partnership provided these servicesto the Fund and the Trust for consideration of $12,000 (three-month periods
ended June 30, 2007 and 2006 - $6,000), which was the amount of consideration agreed to by the related
parties.

Amounts due from (to) related parties consist of:

June 30, December 31,

2007 2006

$ $

Distribution receivable 1,818,801 1,386,861
Advances payable (1,002,414) (738,669)
Amounts receivable from SIR Royalty Limited Partnership — net 816,387 648,192
Interest receivable 250,000 250,000
Advances payable (38,779) (35,599)
Amounts receivable from SIR Corp. — net 211,221 214,401
Amounts due from related parties — net 1,027,608 862,593

Amounts due from (to) related parties are non-interest bearing and due on demand. All advances were
conducted as part of the normal course of business operations.

(7)



SIR Royalty |ncome Fund

Notes to Consolidated Financial Statements
(Unaudited)
June 30, 2007

8 Net changein non-cash working capital items

Net change in non-cash working capital items comprises:

Three-month

Three-month Six-month Six-month
period ended period ended period ended period ended
June 30, June 30, June 30, June 30,
2007 2006 2007 2006
$ $ $ $
Prepai d expenses and other
assets 28,786 3,793 42,780 (7,585)
Amounts due from related
parties — net (153,253) (88,311) (165,015) (217,251)
Accounts payabl e and accrued
liabilities 44,207 (45,170) (715 (18,261)
(80,260) (129,688) (122,950) (243,097)

9 Futureincometaxes

During the three-month period ended June 30, 2007, the proposed legislation relating to the taxation of certain
publicly traded income trusts commencing with taxation years ending on or after 2011 became substantively
enacted. Accordingly, the Fund recorded the future tax liability of $853,000 related to the estimated difference

between the accounting basis and tax basis of the Fund’ sinvestment in the Partnership which is expected to
reverse after January 1, 2011.

10 Economic dependence

The Fund’ sincome is derived from interest income on the SIR loan and distributions from the Partnership and
accordingly, the Fund is economically dependent upon SIR.

(8)



SIR Royalty |ncome Fund

Notes to Consolidated Financial Statements
(Unaudited)

June 30, 2007

11 Subsequent event

On August 9, 2007, SIR entered into a credit agreement for a maximum principal amount of $16 million. The
facility will be used primarily to facilitate construction of new restaurants by SIR. The loan is collateralized by
substantially all of the assets of SIR and most of its subsidiaries, which are aso guarantors. The Partnership
and the Fund have not guaranteed the Credit Facility.

The bank debt is* permitted indebtedness’ within the meaning of the agreements between the Fund, the
Partnership and SIR, and as a result the Fund and the Partnership have, as contemplated in the existing
agreements, subordinated and postponed their claims against SIR to the claims of the bank. This subordination,
which includes a subordination of the Partnership’s rights under the License and Royalty Agreement between
the Partnership and SIR whereby the Partnership licenses to SIR the right to use trade-marks and related
intellectual property in return for royalty payments based on revenues, has been effected pursuant to the terms
of an Interlender Agreement.

Under the Interlender Agreement, absent adefault or event of default under the Credit Agreement, ordinary
payments to the Partnership and the Fund can continue and the Partnership can exercise any and all of itsrights
to preserve the trademarks and related intellectual property governed by the License and Royalty Agreement.
However, if adefault or an event of default were to occur, then payments to the Fund and the Partnership could
cease and the related rights of the Fund and the Partnership could be subject to a“standstill” obligation for a
period of up to 120 days (which may be extended if the bank is pursuing remedies). The Interlender Agreement
a so contains various other typical covenants of the Fund and the Partnership.

9)



