THE KEG ROYALTIES INCOME FUND

FIRST QUARTER REPORT
For the period from January 1, 2003 to March 31, 2003



THE KEG-

STEAKHDUSE & EAR

TO OUR UNITHOLDERS

On behalf of the Trustees of The Keg Royalties Income Fund (the “Fund”), | am pleased to present the results of the Fund for
the gquarter ended March 31, 2003. Through this first quarter of fiscal 2003, the Fund has continued to deliver expected

resultsin terms of earnings, cash flows and distributions to unitholders.

RESULTS

The system sales reported by the 81 Keg restaurants in the Royalty Pool were $73,476,000 during the period from January 1,
2003 to March 31, 2003. Tota system sales for the Keg during that period were $77,088,000, an increase of $5,486,000 or
7.7% over the same period in 2002. Despite a postponement of menu price increases for strategic reasons and the negative
impact of the weak U.S. dollar on comparable sales, the Keg's same store sales increased for the period. While the increase of
0.4% is not of the magnitude the Keg has typically enjoyed in recent years, given the industry’s current state and the strong
comparables posted in this quarter last year, we view this as agood indication of the Keg brand’s continued strength.

OUTLOOK

The foodservice industry had a challenging year in 2002 by any measure; the strong rebound, which had been widely
expected in 2003, now seems unlikely to materialize to any meaningful degree. However, the industry remains strong and
vibrant relative to its position a decade ago and is well positioned for continued growth. The demographic and lifestyle
changes that have driven theindustry forward over the past twenty years remain favourable.

The management of KRL remains focused on running great steakhouses and bars. This focus served bothKRL and the Fund
well through the industry’s challenging year in 2002, and management is confident that the Keg will continue to outperform
the industry through 2003.

Sincerely,

C.C. Woodward

Chairman,

The Keg Royalties Income Fund
on behalf of the Board of Trustees

May 29, 2003
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HIGHLIGHTS

Jan. 1, 2003

($000' s except earnings per unit) to Mar. 31, 2003
Gross sales reported by the 81 Keg

restaurants in the ROYaItY POOI ...........c.cccueveeeeueeeeeereeee et $ 73476

ROYAIY INCOME.....viveirereereeeseetriresesesese s se s ssss e e sesese s ssssseseseesesesesenenssen $ 2939

INEEIESEINCOME. ...ttt ettt 1055

TOE INCOIME ...ttt bbbttt ettt 3,994

(301)

—(1.405)

$ 2288

Basic and diluted €arnings Per FUNG UNit................c..ooweeereeeeeeeeeeesseesseeesesseesesseseen s .2¢

URepresentsthe effective interest of KRL in the earnings of the Fund.

MANAGEMENT DISCUSSION AND ANALYSIS

OVERVIEW

On May 31, 2002, The Keg Royalties Income Fund (the “Fund”), through its subsidiary The Keg Rights Limited Partnership
(the “Partnership”), purchased the Keg trademarks and related property (collectively, the “Keg Rights’) from Keg

Restaurants Ltd. (“KRL"). The Partnership, in turn, granted KRL an exclusive licence to use the Keg Rights for aterm of 99
years pursuant to a licence and royalty agreement. This agreement obligates KRL to make a monthly royalty payment equal
to 4% of the gross sales of Keg restaurants in Canada and the United States.

Annually, on January 1%, the pool of Keg restaurants on which KRL pays a royalty (the “Royalty Pool”) to the Partnership
will be adjusted to include the gross sales from new Keg restaurants opened on or before October 2" of the prior year, less
gross sales from any Keg restaurants that have permanently closed during the year. In return for adding these net sal esto the
Royalty Pool, KRL will receive the right to indirectly acquire additional Fund units (the “Additional Entitlement”). The
Additional Entitlement is calculated as 92.5% of the royalty revenue added to the Royalty Pool, divided by the yield of the
Fund units. KRL receives 80% of the Additional Entitlement initially, with the balance received when the actual full year
performance of the new restaurants are known with certainty.

On January 1, 2003, three new Keg restaurants that opened during the period from April 1, 2002 through October 2, 2002
were added to the Royalty Pool. The gross sales of these three new restaurants have been estimated at $14.0 million annually.
Two permanently closed Keg restaurants with annual sales of $3.8 million have been removed from the Royalty Pool,

resulting in an estimated net increase in Royalty Pool sales of $10.2 annually. The total number of restaurantsin the Royalty
Pool hasincreased to 81. The yield of the Fund units was determined to be 11.25% cal culated using a weighted average unit
price of $9.60. As a result of the contribution of the additional net sales to the Royalty Pool, and assuming 100% of the
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OVERVIEW CONTINUED

estimated Additional Entitlement is received, KRL’s Additional Entitlement will be equivalent to 336,689 Fund units, being
3.58% of the Fund units on afully diluted basis. On January 1, 2003, KRL received 80% of this entitlement representing the
equivalent of 269,351 Fund units, being 2.89% of the Fund units on a fully diluted basis. KRL will also receive a
proportionate increase in monthly distributions from the Partnership. Including the Additional Entitlement described above,
KRL hasthe right to exchange its unitsin the capital of the Partnership for 1,175,295 Fund units, representing 12.60% of the
Fund units on afully diluted basis. If KRL receives 100% of the estimated Additional Entitlement for 2003, it would have the
right to exchange its Partnership units for 1,242,633 Fund units, representing 13.22% of the Fund units on a fully diluted
basis. The balance of the Additional Entitlement will be adjusted to be effective January 1, 2003 once the actual performance
of the new restaurants have been confirmed. All Fund units obtained by KRL in exchange for these Partnership units are
subject to a contractual re-sale restriction, which expires on May 31, 2005.

The Fund's operating expenses are limited to administration expenses, interest on longterm debt and amortization of
deferred financing fees.

SYSTEM SALES

While the Fund's income is based on a royalty of 4% of sales of those Keg restaurants in the Royalty Pool, the total system
sales of the Keg chain are of interest to the Fund and its unitholders as the total system sales best reflect the chain’s overall
performance. The following table sets out the Keg' s total system sales for the periods indicted below:

13 weeks ended
$000's) March 30, March 31,
(

2003 2002
COrpOrate KEQ FESLAUIAMNIS ... ..evveveriieieteseseeteursseseseststeseessesesessssesesmesesesessesessssssesesessesesamesensssesasesnns $ 43,387 $ 41,944
Franchiset Keg reStalirants M) ...........c.eoeeeeeeeeeeeeeeeeeeeeeeeseeesee e e seeeesees s see e se e seeeese e sesen s 33,701 29,658
TOLAl SYSLEM SAIES. ...ttt bbbttt b ettt a e e b et $ 77088 $ 71602

@ The amount of system salesfor the franchised K eg restaurants is the amount of gross sales reported to KRL by franchised Keg restaurants
without independent audit and includes the gross sales of ajoint venture restaurant located in Gquitlam, British Columbia.

Total system sales for the 13 weeks ended March 30, 2003 were $77.1 million compared to $71.6 million for the 13 weeks
ended March 30, 2002, an increase of $5.5 million or 7.7%. During the 13 weeks ended March 30, 2003, no new restaurants
were opened and no restaurants were closed. During the same period in the prior year, no new restaurants were opened while
two corporate restaurants were closed. As a March 30, 2003, there were a total of 84 Keg restaurants as compared with the
80 restaurants at March 31, 2002.

Same store sales (sales of restaurants that operated during the entire period of both the current and the prior year) were up
0.4% for the period. While thisincrease is more modest than Keg has historically posted, it doesin fact represent real growth
as management of KRL decided to postpone menu price increases for strategic reasons. In addition, comparable sales from
the U.S. Keg restaurants were unfavourably impacted upon consolidation due to the weakening of the US. dollar relative to
the Canadian dollar.
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OPERATING RESULTS

For the period January 1, 2003 to March 31, 2003 royalty income was $2,939,000 based on system sales of $73,476,000 from
the 81 Keg restaurantsin the Royalty Pool.

Operating expenses for the quarter ended March 31, 2003 were $301,000 and included general and administrative expenses
of $95,000, interest on the long-tem debt of the Fund in the amount of $177,000 and amortization on the deferred financing
charges of $29,000.

Net earnings of the Fund were $2,288,000 resulting in earnings per Fund unit of 28.1 cents. Cash available for distribution to
unitholders during the period amounted to 28.4 cents and distributions of 27.0 cents have been declared relative to this
period. It is anticipated thet the monthly distribution to unitholders of 9.0 cents per unit will remain at least at this level for
the balance of this fiscal year, which equates to an annualized distribution of $1.08 per unit.

OUTLOOK

Canada s foodservice industry faced many chall engesin 2002, with rea sales in the commercial foodservice sector falling for

the first time since the introduction of the GST in 1991. The U.S. industry also experienced weak results. A rebound in
foodservice sales had been widely expected in 2003; global and economic uncertainties now clearly threaten that outlook.

Throughout 2002, the Keg brand remained strong as result of afocus on operational excellence and the spirit and dedication
of the Keg employees. In contrast to the overall industry results, the Keg enjoyed both record sales and record operating
earnings. Management intends to remain fully focused on running great steakhouses and bars. This does not make the
company totally immune to general industry conditions, but management expects the Keg will continue to outperform the
industry and to deliver strong sales and operating earnings in 2003.

KRL remains committed to growth, both through expansion and same store sales increases. In addition to new Kegs in both
Canada and the U.S., we continue to refurbish, and in some cases relocate,, existing Keg restaurants in order to better serve
our guests and to protect and enhance the strong leadership position our brand has enjoyed for over thirty years.
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RISKS AND UNCERTAINTIES

The Fund continues to recognize certain risks and uncertainties associated with the ordinary course of business, including
those associated with the business and operations of KRL, upon which the Fund relies solely for itsincome.

It is of note that on May 20, 2003 the Canadian Food Inspection Agency announced that a single case of BSE, also known as
“Mad Cow Disease’, was confirmed in an Alberta cow. Management of KRL has advised the Trustees that it is closely

monitoring developments in this situation, but is fully confident that no risk to human health exists and that Keg's beef

supply will remain totally safe and uninterrupted. Management of KRL has further advised the Trustees that Keg restaurants
could possibly experience sales declinesin the event that the perception of beef as a safe food product is negatively affected,
but believes that any potentia declines would be moderate in magnitude and short term in nature.

FORWARD LOOKING INFORMATION

The information provided in this report includes forwardH ooking statements with respect to business plans, activities and
events anticipated by the Fund and the Fund’s future results. Although the Fund believes the assumptions underlying such
statements to be reasonable, any of the assumptions may prove to be inaccurate and, as a result, the forward-looking
information may prove to be incorrect. The forward- ooking information contained in this document is current only as of the
date of this document. There should not be an expectation that such information will in al circumstances be updated,
supplemented or revised whether as a result of new information, changing circumstances, future events or otherwise.
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CONSOLIDATED BALANCE SHEET
(Expressed in thousands of dollars)

March 31, December 31,
2003 2002
ASSETS (unaudited)
Current assets:
CASH bbb $ 74 $ -
ACCOUNES FECAIVANIE ...t 1 1
Due from Keg Restaurants Ltd. (note 5).... 1,530 1,558
Prepaid expenses and AEPOSITS. ..o 21 25
1,626 1,584
Note receivable from Keg RestaurantS Ltd. ........ccooeevvieriniieneiineienseeseecsesenennne 57,000 57,000
INtANGIDIE BSSELS ....ovcviceeeicisee ettt 113,547 113,547
Deferred finanCing CargesS ........cociieerieeriee e 249 278
$ 172422 $ 172400
LIABILITIES AND UNITHOLDERS EQUITY
Current liabilities:
Bank iNEBLEANESS.........ceveiieciriiieiss ettt es $ - $ 40
Accounts payable and accrued [iaDilities .........ccooerverrecnninseeeeee 260 315
Interest payable OnterM 10aN ........cccvveiricire s 7 7
Distributions payableto Fund unitholders.........ccccoveeveiinerccmereesee e - 734
Distributions payable to non-controlling interest - 460
267 1,556
TEMM IOAN .ottt 14,000 14,000
NoN-controlling INtEreSt (NOLE 7)......cveeeereeieerieesiee e e e saeaenens 83,532 83,050
UNIthOIAErS” EQUILY .......cueieieeerieeees ettt 74,623 73,803
$ 172422 $ 172400
See accompanying notes to consolidated financial statements.
Approved on behalf of the Board of Trustees
“C.C. Woodward” Trustee “George Tidball” Trustee
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CONSOLIDATED STATEMENT OF EARNINGS
(Expressed in thousands of dollars - unaudited)

January 1, 2003

toMarch 31,
— 2003
Gross sales reported by Keg restaurantsin the Royalty Pool (NOtE2) .......cc.ceveiiririnirirerereeese s $§ 73476
Revenue:
ROYEITY INCOMIE ...ttt bbbttt $ 2,939
INEEIESEINCOIME. ... ettt ettt she bbbt st e et b et e e b s 2ae st e be e e ebese st ebenenesbenen s ebenreans 1,055
3,994
Expenses:
General and administrative 95
Interest and financing fees........ccoveveecvnninnnnn. 177
Amortization of deferred financing charges 29
301
Earnings before Non-CoNtrolliNGg INEEIESL ..o e et e eneeneas 3,693
NON-CONLIrOHING INTEIESE (NOLE 7)....vvveeeeieiririe ettt 1,405
Net earniNgS fOr tNE PEITOU. .....c.ciriieii ettt 2,288
Basic and diluted earnings per Fund Unit (8,153,500 UNIS)..........ccururirerrireriurininenrerereseeresesre e sesseseseens 0.28

CONSOLIDATED STATEMENTS OF UNITHOLDER’S EQUITY
(Expressed in thousands of dollars - unaudited)

January 1, 2003

toMarch 31,

2003
Balance, beginning Of PEIOM ........c.civiieiiieiseisee ettt s s et eene s tesesse e eneseenennan $ 73,803
Issue of FUND UNItS, NEL OF ISSUE COSES ..ouviviirieiricirici sttt st a e e -
NS == T T o TP 2,288

Distributions declared to Fund unitholders (NOLE 4) .......ccvceeeiiiciereese e (1,468)
2 F = g Lot N~ oo o] o 1= £ oo [ S $ 74623

See accompanying notes to consolidated financial statements.
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CONSOLIDATED STATEMENT OF CASH FLOWS
(Expressed in thousands of dollars - unaudited)

January 1, 2003
to March 31,
2003
Cash provided by (used for):
OPERATIONS:
Net €arNiNGS FOr tE PEITOM .....c.cueiiieeietiice et ettt se sttt b bna $ 2,288
Items not involving cash:
Amortization Of defErred ChArgES .......oovciicicec et renaene s 29
[\ oTg ool a i fo] 1T aTo T 01 (= = USRNSSR 1,405
Change in non-cash operating working capital (NOt€ 8(8)) ........couererrereeerrrrerrmereereseseee s e e seeeenes (23)
3,699
FINANCING:
Distributions paid to Fund unitholders (NOLE 4) ...........ceeeieirieiereire et (2,201)
Distributions paid to NON-CONLrolliNG INEEFESE ......c..cuiiieieririrere e (1,384)
(3,585)
Qo= R o S o OSSPSR 114
Bank indebtedness, beginning Of PEMOM ........cccovrviieiriieieriis et e sa et se e n e eneenean (40)
(0 T oo o =4 oo $ 74

See note 8(b) for supplementary cash flow information.

See accompanying notes to consolidated financial statements.
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NOTES TO CONSOLIDATED FINANCIAL STATEMENTS

(Tabular amounts expressed in thousands of dollars - unaudited)

For the period from January 1, 2003 to March 31, 2003

9

BASIS OF PRESENTATION:

The Keg Royalties Income Fund (the “Fund”) prepares its interim consolidated financial statements in accordance with
Canadian generally accepted accounting principles on a basis consistent with those used and described in the annual
consolidated financial statements for the period from April 12, 2002 (establishment) to December 31, 2002. The
disclosures contained in these interim consolidated financial statements do not include all the requirements of Canadian

generaly accepted accounting principles for annual financial statements.

These interim consolidated financial statements should be read in conjunction with the annual consolidated financial
statementsfor the period April 12, 2002 to December 31, 2002.

GROSS SALES:

The gross sales reported by the 81 Keg restaurants on which Keg Restaurants Ltd. (“KRL”) pays aroyalty (the “ Royalty
Pool™) are from January 1, 2003 to March 31, 2003.

The royalty pay ment from KRL to The Keg Rights Limited Partnership (the “Partnership”) is four percent of system
sales for such period reported by Keg restaurants in the Royalty Pool plus a make-whole payment, if required by a
restaurant closure, based on four percent of lost system sales. System sales for any period and for any Keg restaurant
located in Canada and the United States, as defined in the Licence and Royalty Agreement, means the gross sales by
such Keg restaurants for such period. Make-whole payments were not required for the period from January 1, 2003 to
March 31, 2003 as there were no restaurant closures.

January 1, 2003

toMarch 31,

2003
System sales reported by Keg restaurantsin the Royalty POOI ........c.cccooevivivcnie e $ 73.476
Royalty income at 4% of system sales reported @DOVE.........coceerieeerieieneiseese e seaeees 2,939
M ake-whole payment, based on 4% oOf [0St SYStEM SAIES ......cc.cvvireriiiiirese e -
LIz I 0= YT 01 1= SR $ 2,939
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NOTES TO CONSOLIDATED FINANCIAL STATEMENTS

(Tabular amounts expressed in thousands of dollars —unaudited)

For the period from January 1, 2003 to March 31, 2003

3.

DISTRIBUTABLE CASH:

January 1, 2003
to March 31,
2003
Earnings fOr the PEITOU ........ciiiieic ettt b e tesaenennens $ 2,288
Amortization of deferred finanCing ChargeS .......c.cvveiiiirse e 29
[\ oTg el o i do] 1T oo T 01 0= = OSSO RPTSSRR 1,405
3,722

Distributable cash required for Norn-Controlling INtErESt..........ooveverriirerisieeseese e (1,406)
Distributable cash available for FUNd UnithOIdErS............coiiiiiirrinne s s $ 2316
Basic and diluted distributable cash per Fund Unit (8,153,500 UNItS)........ccccoerireriererisieresreesesieesseseens $ 028

Distributable cash is not an earnings measure recognized by generally accepted accounting principles (“GAAP") and

therefore may not be comparable to similar measures presented by other issuers. Basic and diluted distributable cash per
Fund Unit is computed on a basis consistent with that described by GAAP for computing earnings per Fund Unit.

UNITHOLDER DISTRIBUTIONS:

The $733,815 difference between the $1,467,630 in distributions declared and the $2,201,445 in distributions paid to
Fund unitholders during the period from January 1, 2003 to March 31, 2003 is due to the declaration of the January 2003
distribution on December 31, 2002. Annually, two distributions are expected to be declared during the first quarter, three
distributions in each of the second and third quarters and four distributions in the fourth quarter. This is done to ensure
that the distribution based on December KRL Royalty Pool system sales, which is paid the following month in January,
isrecorded in the period it was earned for income tax purposes.

DUE FROM KEG RESTAURANTSLTD.:

Royalty fee, INCluding GST Of $76,335 .......cceiiiririeieeereriree et eaene e $ 1,167
Interest on note receivable from Keg ReStaurantS Ltd............coooreernineieninenseseseese e 363
$ 1530

The above amounts were received when due from KRL subsequent to March 31, 2003 to facilitate the April 30, 2003
distribution to Fund unitholders.

ACQUISITION OF KEG RIGHTS:

On May 31, 2002, the Partnership, a subsidiary of the Fund, acquired the trademarks, trade names, operating procedures
and systems and other intellectual property (collectively, the “Keg Rights’) from KRL for $113,546,820 of which

$30,487,380 was paid in cash, $9,059,440 was paid by the issuance of 905,944 Class A Partnership Units (Class A

Units), $17,000,000 was paid by the issuance of 3,376,700 Class B Partnership Units (Class B Units) and $57,000,000

was paid by the issuance of 5,7000,000 Class C Partnership Units (Class C Units).
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NOTES TO CONSOLIDATED FINANCIAL STATEMENTS

(Tabular amounts expressed in thousands of dollars - unaudited)

For

6.

11

the period from January 1, 2003 to March 31, 2003

ACQUISITION OF KEG RIGHTS (CONTINUED):

Concurrently with the acquisition of the Keg Rights, the Partnership granted KRL a licence to use the Keg Rights for a
term of 99 years for which KRL pays the Partnership a royalty of four percent of the system sales reported by KRL for
restaurants included in the Royalty Pool (note 2).

NON-CONTROLLING INTEREST:

Balance, beginning Of PEIOM..........ccuiiiiiiriir e bbb £ebetenesesteseseeas
Non-controlling interest in earnings of the Partnership...
Distributions declared to non-controlling iNterest...........covvvvverrees verererereeeenes

Balance, €nd Of PEITOU. .. ..c.uiii e e e

The Class A Units are entitled to a preferential proportionate distribution equal to the distribution on the Class C Units,
multiplied by the number of Class A Units divided by the number of Limited Partnership Units (“LP Units") issued and
outstanding. The Keg Holdings Trust (“KH T"), asubsidiary of the Fund, holds al of the 8,153,500 L P Units issued and
outstanding at March 31, 2003. The LP Units are eliminated upon consolidation of the Fund. In addition, the Class A

Units receive a residual distribution proportionately with the Class B Units, LP Units and General Partnership Units
relative to the aggregate number of each class issued and outstanding (or in the case of the Class B Units, the number

issued and outstanding multiplied by the Class B current distribution entitlement). Class A Units are exchangeable for
Fund Units on the basis of one Fund Unit for one Class A Unit.

The Class B Units are entitled to a preferential proportionate distribution and a residual distribution based on the
incremental royalty paid to the Partnership from new Keg restaurants. The distribution entitlements of the Class B Units
are adjusted annually on January 1 beginning in January 2003. Class B Units are exchangeable for Fund Units based
upon a defined calculation that itself is based on system sales from new restaurants. As at March 31, 2003, 269,351

Class B Unitsreceive a distribution entitlement and may be exchanged for Fund Units.

The Class C Units are entitled to a preferential monthly distribution equal to $0.0625 per Class C Unit issued and
outstanding. KRL, the holder of the Class C Units has the right to transfer Class C Units to KHT, in consideration for

the assumption by KHT of an amount of the note receivable from KRL equal to $10.00 per Class C Unit transferred.

All Fund Units obtained by KRL in exchange for the above Partnership Units are subject to a contractua re-sale
restriction, which expires on May 31, 2005.
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NOTES TO CONSOLIDATED FINANCIAL STATEMENTS

(Tabular amounts expressed in thousands of dollars - unaudited)

For the period from January 1, 2003 to March 31, 2003

8. SUPPLEMENTARY CASH FLOW INFORMATION:

January 1, 2003
to March 31,
2003
(@ Changein non-cash operating working capital:
Due from Keg Restaurants Ltd. (NOLE 5) ........ovveeeeurueueiriieirrinecceieieeise s $ 28
Prepaid expense and AEPOSITS..........ovwreeierinririerereeesse et 4
Accounts payable and accrued liabilities ............ocviiiiiiiii (55)
s (23
(b) Supplementary information:
INEEIESE FECEBIVED ...ttt ettt ettt et et s tesae st e st et et e st esssnsesseneensenseneens $ 1,055
INEEFESE PAIM. ... vttt sttt b ettt b et b et 177
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