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Pizza Pizza Royalty Corp.

Unaudited Interim Consolidated Statements of Financial Position
As at March 31, 2019 and December 31, 2018

(Expressed in thousands of Canadian dollars)

March 31, December 31,

2019 2018
$ $

Assets
Current assets
Cash 696 1,160
Short-term investments 2,750 2,750
Receivable from Pizza Pizza Limited (note 8) 3,148 3,156
Trade and other receivables 133 75
Total current assets 6,727 7,141
Non-current assets
Pizza Pizza Rights and Marks (note 3) 271,586 270,225
Pizza 73 Rights and Marks (note 3) 80,232 78,191
Derivative financial instruments (note 10) 28 204
Total non-current assets 351,846 348,620
Total assets 358,573 355,761
Liabilities and shareholders’ equity
Current liabilities
Trade and other payables 407 451
Payable to Pizza Pizza Limited (note 8) 682 687
Dividends payable to shareholders 1,755 1,755
Income taxes payable 17 37
Total current liabilities 2,861 2,930
Non-current liabilities
Borrowings (note 4) 46,995 46,993
Deferred tax liability 20,633 20,545
Total non-current liabilities 67,628 67,538
Shareholders’ equity
Share capital 242,030 242,030
Exchangeable Shares (note 5) 80,949 77,547
Accumulated other comprehensive earnings 259 371
Deficit (35,154) (34,655)
Total shareholders’ equity 288,084 285,293
Total liabilities and shareholders’ equity 358,573 355,761

The accompanying notes are an integral part of these unaudited interim condensed consolidated financial statements.



Pizza Pizza Royalty Corp.

Unaudited Interim Consolidated Statements of Earnings

For the three months ended March 31, 2019 and 2018

(Expressed in thousands of Canadian dollars, except number of shares and per share amounts)

March 31, March 31,

2019 2018

$ $

Royalty pool system sales (note 7) 133,913 135,348
Royalty income (note 7) 8,721 8,785
Administrative expenses (104) (145)
Operating earnings 8,617 8,640
Interest expense on borrowings (note 4) (345) (286)
Earnings for the period before income taxes 8,272 8,354
Current tax expense (1,421) (1,419)
Deferred tax expense (118) (69)
Earnings for the period attributable to shareholders 6,733 6,866
Weighted average number of shares — basic and diluted (note 6) 31,967,706 31,666,003
Basic and diluted earnings per share (note 6) 0.21 0.22

The accompanying notes are an integral part of these unaudited interim condensed consolidated financial statements.



Pizza Pizza Royalty Corp.

Unaudited Interim Consolidated Statements of Comprehensive Earnings
For the three months ended March 31, 2019 and 2018

(Expressed in thousands of Canadian dollars)

March 31, March 31,

2019 2018

$ $

Earnings for the period 6,733 6,866

Other comprehensive earnings (loss)

Items that may be reclassified subsequently to net earnings:

Cash flow hedges (141) 34

Deferred tax impact of cash flow hedges 29 (8)

Total comprehensive earnings 6,621 6,892

The accompanying notes are an integral part of these unaudited interim condensed consolidated financial statements.



Pizza Pizza Royalty Corp.

Unaudited Interim Consolidated Statements of Changes in Shareholders’ Equity
For the three months ended March 31, 2019 and 2018
(Expressed in thousands of Canadian dollars)

Accumulated

other
comprehensive Total
Exchangeable earnings shareholders’
Share capital Shares (loss) Deficit equity
$ $ $ $ $
(note 5)
At December 31, 2018 242,030 77,547 371 (34,655) 285,293
Comprehensive earnings
Earnings for the period - - - 6,733 6,733
Cash flow hedges - - (141) - (141)
Deferred tax impact of cash flow
hedges - - 29 - 29
Total comprehensive earnings (loss) - - (112) 6,733 6,621
Transactions with shareholders
Exchangeable Shares (note 5) - 3,402 - - 3,402
Dividends declared to shareholders - - - (5,266) (5,266)
Distributions on Class B and Class D
Exchangeable Shares - - - (1,966) (1,966)
Total transactions with shareholders - 3,402 - (7,232) (3,830)
At March 31, 2019 242,030 80,949 259 (35,154) 288,084
At December 31, 2017 242,030 70,265 405 (32,923) 279,777
Comprehensive earnings
Earnings for the period - - - 6,866 6,866
Cash flow hedges - - 34 - 34
Deferred tax impact of cash flow
hedges - - (8) - (8)
Total comprehensive earnings - - 26 6,866 6,892
Transactions with shareholders
Exchangeable Shares (note 5) - 7,282 - - 7,282
Dividends declared to shareholders - - - (5,266) (5,266)
Distributions on Class B and Class D
Exchangeable Shares - - - (1,972) (1,972)
Total transactions with shareholders - 7,282 - (7,238) 44
At March 31, 2018 242,030 77,547 431 (33,295) 286,713

The accompanying notes are an integral part of these unaudited interim condensed consolidated financial statements.



Pizza Pizza Royalty Corp.

Unaudited Interim Consolidated Statements of Cash Flows
For the three months ended March 31, 2019 and 2018
(Expressed in thousands of Canadian dollars)

March 31, March 31,
2019 2018
$ $
Cash provided by (used in)
Operating activities
Earnings for the period 6,733 6,866
Amortization of deferred financing fees 2 2
Off-market swap payments 34 (412)
Deferred tax expense 118 69
Changes in non-cash working capital (note 9) (119) (58)
Cash provided by operating activities 6,768 6,838
Financing activities
Dividends paid to shareholders (5,266) (5,266)
Distributions on Class B and Class D Exchangeable Shares (1,966) (1,972)
Cash used in financing activities (7,232) (7,238)
Decrease in cash (464) (400)
Cash, beginning of period 1,160 2,122
Cash, end of period 696 1,722
Supplementary information
Interest paid 309 325
March 31, March 31,
2019 2018
Total cash and short-term investments $ $
Cash 696 1,722
Short-term investments 2,750 2,750
Total cash and short-term investments 3,446 4,472

The accompanying notes are an integral part of these unaudited interim condensed consolidated financial statements.



Pizza Pizza Royalty Corp.

Notes to the Unaudited Interim Condensed Consolidated Financial Statements

For the three months ended March 31, 2019 and 2018

(Expressed in thousands of Canadian dollars, except number of shares and per share amounts)

1. General information

The Pizza Pizza Royalty Corp. (the “Company”) is governed by the Business Corporations Act (Ontario) pursuant
to its articles of incorporation dated April 4, 2012 and articles of arrangement dated December 31, 2012. The
Company’s common shares are traded on the Toronto Stock Exchange under the stock symbol PZA. The
Company is incorporated and domiciled in Canada, and the address of its registered office is 500 Kipling Avenue,
Toronto, Ontario, Canada.

The Company acquired, through the Pizza Pizza Royalty Limited Partnership (the “Partnership”), the trademarks,
trade names, operating procedures, systems and other intellectual property and proprietary rights associated
therewith owned by Pizza Pizza Limited (“PPL”) used in connection with the operation of all restaurants operated
by PPL, its subsidiaries and its franchisees (collectively, the “Pizza Pizza Rights and Marks”).

Concurrent with the acquisition of the Pizza Pizza Rights and Marks on July 6, 2005, the Partnership granted PPL
an exclusive and unlimited licence to use the Pizza Pizza Rights and Marks for an initial term of 99 years for which
PPL pays a royalty equal to 6% of system sales from all Pizza Pizza restaurants in the Royalty Pool, as defined
in the Pizza Pizza Licence and Royalty Agreement.

On July 24, 2007, the Company, through the Partnership, acquired the trademarks, trade names, operating
procedures and systems, and other intellectual property and proprietary rights owned by Pizza 73 Inc. and its
affiliated companies (together, “Pizza 73”) used in connection with the operation of all restaurants operated by
Pizza 73 and its partners (collectively, the “Pizza 73 Rights and Marks”).

Concurrent with the acquisition of the Pizza 73 Rights and Marks, the Partnership granted PPL an exclusive and
unlimited licence to use the Pizza 73 Rights and Marks for an initial term of 99 years for which PPL pays a royalty
equal to 9% of system sales from all Pizza 73 restaurants in the Royalty Pool, as defined in the Pizza 73 Licence
and Royalty Agreement.

As at March 31, 2019, there were 660 Pizza Pizza restaurants and 112 Pizza 73 restaurants in the Royalty Pool
(2018 — 652 and 106, respectively); the Royalty Pool is adjusted annually on January 1.

The Company pays monthly dividends directly to public shareholders. For the three months ended March 31,
2019, the Company declared dividends of $0.2139 per share (2018 — $0.2139 per share).

2. Significant accounting policies

The significant accounting policies applied in the preparation of these unaudited interim condensed consolidated
financial statements are set out below. These policies have been consistently applied to all periods presented
unless otherwise stated.

a. Basis of preparation

The Company prepares its unaudited interim condensed consolidated financial statements in accordance with
International Accounting Standard (“IAS”) 34, Interim Financial Reporting (“IAS 34”). Accordingly, these
unaudited interim condensed consolidated financial statements do not include all disclosures required for
annual financial statements and should be read in conjunction with the annual consolidated financial
statements of the Company as at and for the year ended December 31, 2018.

The Company’s preparation of financial statements in accordance with IAS 34 requires the use of certain
critical accounting estimates. It also requires management to exercise judgment in applying the Company’s
accounting policies. The areas involving a higher degree of judgment or complexity, or areas where
assumptions and estimates are significant to the unaudited interim condensed consolidated financial



Pizza Pizza Royalty Corp.

Notes to the Unaudited Interim Condensed Consolidated Financial Statements

For the three months ended March 31, 2019 and 2018

(Expressed in thousands of Canadian dollars, except number of shares and per share amounts)

statements, were the same as those that applied to the Company’s consolidated financial statements as at
and for the year ended December 31, 2018.

The accounting policies adopted in the preparation of these unaudited interim condensed consolidated
financial statements are consistent with those followed in the preparation of the Company’s annual
consolidated financial statements as at and for the year ended December 31, 2018, except for the adoption
of new standards effective as of January 1, 2019. The Company has not adopted any other standard,
interpretation or amendment that has been issued, but is not yet effective. These unaudited interim condensed
consolidated financial statements were authorized for issue by the Board of the Directors on May 9, 2019.

Changes to accounting policies and disclosures

International Financial Reporting Standard 16, Leases (“IFRS 16”)

In January 2016, the International Accounting Standards Board (“IASB”) issued IFRS 16, its new leases
standard that requires lessees to recognize assets and liabilities for most leases on their balance sheets.
Lessees applying IFRS 16 will have a single accounting model for all leases, with certain exemptions. Lessor
accounting is substantially unchanged. The new standard became effective from January 1, 2019 with limited
early application permitted. Based on the Company’s analysis, the Company has not identified any lease
arrangements of more than 12 months that fall within the scope of the standard. As such, there is no impact
upon transition to IFRS 16.

Consolidation

The unaudited interim condensed consolidated financial statements incorporate the assets and liabilities of
the Company and its subsidiaries as at March 31, 2019 and December 31, 2018 and the results of these
subsidiaries for the three months ended March 31, 2019 and 2018. The Company’s subsidiaries and its
respective holdings at March 31, 2019 and December 31, 2018 are outlined below:

Subsidiary March 31, 2019 December 31, 2018
Pizza Pizza GP Inc. 77.0% 77.7%
Pizza Pizza Royalty Limited Partnership 77.0% 77.7%

3. Pizza Pizza and Pizza 73 Rights and Marks

Pizza Pizza Pizza 73

Rights and Rights and
Marks Marks Total
$ $ $
Net book value at December 31, 2017 267,338 73,796 341,134
Accretion of value — January 1, 2018 vend-in - 4,395 4,395
Accretion of value — January 1, 2017 true-up 2,887 - 2,887
Net book value at December 31, 2018 270,225 78,191 348,416
Accretion of value — January 1, 2019 vend-in 1,361 479 1,840
Accretion of value — January 1, 2018 true-up - 1,562 1,562
Net book value at March 31, 2019 271,586 80,232 351,818

Annually, on January 1 (the “Adjustment Date”), the Royalty Pool is adjusted to include the forecasted system
sales from new Pizza Pizza restaurants opened on or before December 31 of the prior year, less system sales
from any Pizza Pizza restaurants that have been permanently closed during the year. Similarly, on the Adjustment



Pizza Pizza Royalty Corp.

Notes to the Unaudited Interim Condensed Consolidated Financial Statements
For the three months ended March 31, 2019 and 2018
(Expressed in thousands of Canadian dollars, except number of shares and per share amounts)

Date, the Royalty Pool is adjusted to include the forecasted system sales from new Pizza 73 restaurants opened
on or before September 1 of the prior year, less any Pizza 73 restaurants permanently closed during the calendar
year. In return for adding net additional royalty revenue, PPL receives the right to indirectly acquire additional
shares of the Company through an adjustment to the Class B and Class D Exchange Multiplier (see note 5).

As a result of adding new restaurants to the Royalty Pool on January 1, 2019, the Rights and Marks increased by
$1,840 in 2019 (2018 — $4,395) and increased by $1,562 related to the January 1, 2018 true-up (2018 — $2,887).

4. Borrowings

March 31, December 31,

2019 2018

$ $

Borrowings 47,000 47,000
Less: unamortized deferred financing fees 5 7
Total borrowings 46,995 46,993

The borrowings are a committed, non-revolving, five-year facility maturing on April 24, 2020, and were used to
finance a portion of the acquisition costs of the Pizza Pizza Rights and Marks in 2005 and the Pizza 73 Rights
and Marks in 2007. As security for repayment of the facility, PPL grants a continuing general security interest
subject to certain exceptions, in all present and acquired property of PPL, which may not be assigned without the
prior consent of PPL. The facility bears interest at a fixed Bankers’ Acceptance rate plus 0.875% to 1.375%,
depending on the level of certain covenant calculations. The Partnership has entered into two interest rate swap
agreements that fixed the facility interest rate until April 2020 at the Bankers’ Acceptance rate of 1.875% plus a
credit spread that was initially set at 0.875%. Included in the Bankers’ Acceptance rate of 1.875% is 0.6% that
relates to blending and extending the two previous swap agreements.

Interest expense incurred and paid on borrowings are as follows:

Three months ended

March 31, March 31,

2019 2018

$ $

Interest expense 343 284
Loan fee amortization 2 2
Interest expense incurred on borrowings 345 286
Interest paid to draw down swap termination and out-of-market costs (34 41
Interest paid on borrowings and loan fee amortization 311 327

Principal repayments on borrowings of $47,000 are due on April 24, 2020. The effective interest rate as at March
31, 2019 on the $47,000 was 2.75% (2018 — 2.75%).

The facility is subject to certain financial covenants, all of which have been met as at March 31, 2019. The
borrowings are held within the Partnership, and therefore, the financial covenants for the borrowings pertain only
to the results of the Partnership and not the Company.

5. Exchangeable Shares

As at March 31, 2019, PPL indirectly holds an effective 23.0% interest in the Company (December 31, 2018 —
22.3%) by holding all Class B and Class D Units of the Partnership. Subject to the Amended and Restated



Pizza Pizza Royalty Corp.

Notes to the Unaudited Interim Condensed Consolidated Financial Statements

For the three months ended March 31, 2019 and 2018

(Expressed in thousands of Canadian dollars, except number of shares and per share amounts)

Exchange Agreement, PPL has the right to exchange one Class B or Class D Unit indirectly for that number of
shares equal to the Class B Exchange Multiplier or Class D Exchange Multiplier, respectively, applicable at the
date of such exchange, as described under “Licence and Royalty Adjustment of the Royalty Pool Changes in the
Restaurants in the Royalty Pool”.

Subject to the prior rights of the Company’s Class C Limited Partnership units, PPL’s Class B and Class D Units
are entitled to receive monthly distributions, and the Company’s Class A Limited Partnership units receive the
remaining available, monthly distributable cash.

The equivalent number of Class B and Class D Exchangeable Shares outstanding are as follows:

Number of Number of

Class B Class D Total Number of
Exchangeable Exchangeable Exchangeable Amount
Shares Shares Shares $
At December 31, 2017 4,842,483 1,752,620 6,595,103 70,265
Add: January 1, 2018 vend-in - 276,781 276,781 4,395
Add: January 1, 2017 true-up 175,727 - 175,727 2,887
At December 31, 2018 5,018,210 2,029,401 7,047,611 77,547
Add: January 1, 2019 vend-in 150,398 52,925 203,323 1,840
Add: January 1, 2018 true-up - 98,380 98,380 1,562
At March 31, 2019 5,168,608 2,180,706 7,349,314 80,949

a. 2018 Royalty Pool Adjustment

In early January 2019, adjustments to royalty payments and PPL’s Class B Exchange Multiplier were made
based on the actual performance of the 17 new restaurants added to the Royalty Pool on January 1, 2018.
As a result of the adjustments, the Class B Exchange Multiplier remains unchanged at 2.000691 and Class B
Units can be exchanged for 5,018,210 shares effective January 1, 2018.

In early January 2019, adjustments to royalty payments and PPL’s Class D Exchange Multiplier were made
based on the actual performance of the eight Pizza 73 restaurants added to the Royalty Pool on January 1,
2018. As a result of the adjustments, the Class D Exchange Multiplier is 21.27782 and Class D Units can be
exchanged for 2,127,782 shares effective January 1, 2018.

b. 2019 Royalty Pool Adjustment — Class B Exchange Multiplier

On January 1, 2019, eight net Pizza Pizza restaurants were added to the Royalty Pool as a result of 18 new
restaurants opening and 10 closing from January 1, 2018 to December 31, 2018. The total number of
Pizza Pizza restaurants in the Royalty Pool has increased to 660. The additional system sales from the 18
new restaurants are estimated at $5,860 annually, less sales of $2,135 from 10 permanently closed Pizza
Pizza restaurants, resulting in net estimated Pizza Pizza sales of $3,725 added to the Royalty Pool. The yield
of the shares was determined to be 9.5% calculated using $9.05 as a weighted average share price. Weighted
average share price is calculated based on the market price of the shares traded on the Toronto Stock
Exchange during the period of twenty consecutive days ending on the fifth trading day before January 1, 2019.
As a result of the contribution of the additional net sales to the Royalty Pool, the Class B Exchange Multiplier
increased fractionally by 80% of the total adjustment or 0.059961; the new Class B Multiplier is 2.060652.
This adjustment will also increase the entitlement of the holders of the Class B units to distributions of cash
and allocations of income from the Partnership. The second adjustment to the Class B Exchange Multiplier
will be adjusted to be effective January 1, 2019, once the actual performance of the new restaurants is
determined in early 2020.



Pizza Pizza Royalty Corp.

Notes to the Unaudited Interim Condensed Consolidated Financial Statements

For the three months ended March 31, 2019 and 2018

(Expressed in thousands of Canadian dollars, except number of shares and per share amounts)

c. 2019 Royalty Pool Adjustment — Class D Exchange Multiplier

On January 1, 2019, six net Pizza 73 restaurants were added to the Royalty Pool as a result of seven new
restaurants opening between September 2, 2017 and September 1, 2018 and one restaurant closing between
January 1, 2018 and December 31, 2018. The forecasted additional system sales from the seven new
restaurants are estimated at $2,472 annually, less $161 in system sales attributable to the one closed Pizza
73 restaurant. The net estimated sales were further reduced by $1,438 in system sales attributable to certain
restaurants previously added to the Royalty Pool whose territory adjusted a previously existing restaurant;
resulting in overall net estimated Pizza 73 sales of $873 added to the Royalty Pool. The total number of Pizza
73 restaurants in the Royalty Pool has increased to 112. The yield of the shares was determined to be 9.5%
calculated using $9.05 as a weighted average share price. Weighted average share price is calculated based
on the market price of the shares traded on the Toronto Stock Exchange during the period of twenty
consecutive days ending on the fifth trading day before January 1, 2019. As a result of the contribution of the
additional net sales to the Royalty Pool, the Class D Exchange Multiplier increased fractionally by 80% of the
total adjustment or 0.52925; the new Class D Multiplier is 21.80706. This adjustment will also increase the
entittement of the holders of the Class D units to distributions of cash and allocations of income from the
Partnership. The second adjustment to the Class D Exchange Multiplier will be adjusted to be effective
January 1, 2019, once the actual performance of the new restaurants is determined in early 2020.

d. Pizza Pizza Royalty Corp. Outstanding Shares

In exchange for adding the forecasted Pizza Pizza system sales to the Royalty Pool, PPL has received
150,398 additional equivalent Shares (through the change to the Class B Exchange Multiplier). These
represent 80% of the forecasted equivalent Shares entitlement to be received (187,997 equivalent Shares
represent 100%), with the final equivalent Shares entitlement to be determined when the new restaurants’
2019 actual sales performance is known with certainty in early 2020.

In exchange for adding the forecasted Pizza 73 system sales to the Royalty Pool, PPL has received 52,925
additional equivalent Shares (through the change to the Class D Exchange Multiplier). These represent 80%
of the forecasted equivalent Shares entitlement to be received (66,156 equivalent Shares represent 100%),
with the final equivalent Shares entitlement to be determined when the new restaurants’ 2019 actual sales
performance is known with certainty in early 2020.

After giving effect to PPL’s entitlement to additional equivalent Shares at January 1, 2019, PPL owns equivalent
Shares representing 23.0% of the Company’s fully diluted shares.

6. Earnings per share

The basic earnings per share is calculated by dividing earnings for the period by the weighted average number of
shares outstanding during the period. The denominator in basic earnings per share includes PPL’s Class B and
Class D Exchangeable Shares, since they are exchangeable into and economically equivalent to the Company’s
common shares. There were no potentially dilutive instruments outstanding during the three months ended March
31, 2019 and 2018.



Pizza Pizza Royalty Corp.
Notes to the Unaudited Interim Condensed Consolidated Financial Statements
For the three months ended March 31, 2019 and 2018

(Expressed in thousands of Canadian dollars, except number of shares and per share amounts)

The following table illustrates the computation of basic and diluted earnings per share:

Three months

Three months

ended ended
March 31, March 31,
2019 2018

Weighted average number of:
Common shares 24,618,392 24,618,392
Exchangeable Shares (note 5) 7,349,314 7,047,611
Weighted average number of shares outstanding — basic and diluted 31,967,706 31,666,003
Basic and diluted earnings per share $0.21 $0.22

7. Royalty income

Royalty income earned by the Company has been derived as shown in the table below:

Three months Three months

ended ended
March 31, March 31,
2019 2018

(in thousands of dollars, except number of restaurants in the Royalty Pool)
Restaurants in Royalty Pool 772 758
System sales reported by Pizza Pizza restaurants in the Royalty Pool 111,033 113,210
System sales reported by Pizza 73 restaurants in the Royalty Pool 22,880 22,138
Total system sales 133,913 135,348
Royalty — 6% on Pizza Pizza system sales 6,662 6,793
Royalty — 9% on Pizza 73 system sales 2,059 1,992
Royalty income 8,721 8,785

System sales do not represent the consolidated operating results of the Company but are used to calculate the
royalty income as presented above.

Related party transactions and balances

PPL is a related party by virtue of holding Class B and Class D Exchangeable Shares that are exchangeable into
Shares of the Company. Disclosure related to these Exchangeable Shares is provided in note 5.

PPL, pursuant to the Partnership Agreement, is providing certain administrative services to the Company. The fee
for these services, which on an annual basis shall not exceed $25, has been waived for the period.

The Company has a receivable from PPL as at March 31, 2019 of $3,148 (December 31, 2018 — $3,156) and a
payable to PPL as at March 31, 2019 of $682 (December 31, 2018 — $687). The receivable relates to royalty
amounts receivable from the Royalty Pool system sales, while the payable to PPL relates to distributions payable
to PPL by virtue of holding Class B and Class D Exchangeable Shares and other expenses paid by PPL on behalf
of the Partnership.

Transactions with related parties are in the normal course of operations. No amount of related party balances was
written off during the three months ended March 31, 2019 and 2018.



Pizza Pizza Royalty Corp.

Notes to the Unaudited Interim Condensed Consolidated Financial Statements

For the three months ended March 31, 2019 and 2018

(Expressed in thousands of Canadian dollars, except number of shares and per share amounts)

9. Consolidated statements of cash flows information

Changes in non-cash working capital are as follows:

Three months

Three months

ended ended

March 31, March 31,

2019 2018

$ $

Receivable from Pizza Pizza Limited 8 119
Trade and other receivables (58) (70)
Trade and other payables (44) (52)
Payable to Pizza Pizza Limited (5) 70
Income taxes payable (20) (126)
Changes in non-cash working capital (119) (58)

10. Financial risk management

Fair value

The carrying value and fair value of all financial instruments are as follows:

March 31, 2019

December 31, 2018

Carrying Fair Carrying Fair

value value value value

$ $ $ $

Cash 696 696 1,160 1,160
Short-term investments 2,750 2,750 2,750 2,750
Receivable from Pizza Pizza Limited 3,148 3,148 3,156 3,156
Trade and other receivables 133 133 75 75
Derivative financial instruments 28 28 204 204
Trade and other payables 407 407 451 451
Payable to Pizza Pizza Limited 682 682 687 687
Dividends payable to shareholders 1,755 1,755 1,755 1,755
Borrowings 46,995 47,000 46,993 47,000

The different fair value hierarchy levels are as follows:

Level 1: Quoted prices (unadjusted) in active markets for identical financial assets or financial liabilities;
Level 2: Inputs other than quoted prices included within Level 1 that are observable for the financial asset

or financial liability, either directly or indirectly; and

Level 3: Inputs for the financial assets or financial liabilities that are not based on observable market data.

As at March 31, 2019, inputs used to fair value the derivative financial instruments were Level 2 and based on
observable inputs available for similar assets and liabilities in the active markets, as provided by sources

independent from the Company.



Pizza Pizza Royalty Corp.

Notes to the Unaudited Interim Condensed Consolidated Financial Statements

For the three months ended March 31, 2019 and 2018

(Expressed in thousands of Canadian dollars, except number of shares and per share amounts)

The fair value of the borrowings was determined using the discounted cash flow method, a generally accepted
valuation technique. The discount factor is based on market rates for debt with similar terms and remaining
maturities and based on the Company’s credit risk. The Company has no plans to prepay these instruments prior
to maturity. The valuation is determined using Level 2 inputs, which are observable inputs or inputs that can be
corroborated by observable market data for substantially the full term of the asset or liability.

Interest rate risk

The interest rate swaps eliminate the Company’s interest rate cash flow risk by fixing the rate of interest that is
paid on the borrowings. However, the Company is still exposed to fair value interest rate risk as a result of fair
value movements in the value of the interest rate swaps that are recorded in other comprehensive earnings (loss)
to the extent that the interest rate swaps are highly effective as cash flow hedges. If interest rates changed by
plus/minus 10% of the existing rate, total comprehensive earnings and equity would change by plus/minus $86 as
at March 31, 2019 (December 31, 2018 — $108) based on movements in the fair value of the interest rate swaps.



