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INDEPENDENT AUDITOR’S REPORT

To the Shareholders of Pet Valu Holdings Ltd., 

Opinion

We have audited the consolidated financial statements of Pet Valu Holdings Ltd. and its subsidiaries (the 
Group), which comprise the consolidated statements of financial position as at January 3, 2026 and 
December 28, 2024, and the consolidated statements of income and comprehensive income, 
consolidated statements of shareholders’ equity and consolidated statements of cash flows for the periods 
then ended, and notes to the consolidated financial statements, including material accounting policy 
information.

In our opinion, the accompanying consolidated financial statements present fairly, in all material respects, 
the consolidated financial position of the Group as at January 3, 2026 and December 28, 2024, and its 
consolidated financial performance and its consolidated cash flows for the years then ended in 
accordance with IFRS Accounting Standards.

Basis for opinion

We conducted our audit in accordance with Canadian generally accepted auditing standards. Our 
responsibilities under those standards are further described in the Auditor’s responsibilities for the audit of 
the consolidated financial statements section of our report. We are independent of the Group in 
accordance with the ethical requirements that are relevant to our audit of the consolidated financial 
statements in Canada, and we have fulfilled our ethical responsibilities in accordance with these 
requirements. We believe that the audit evidence we have obtained is sufficient and appropriate to 
provide a basis for our opinion.

Key Audit Matter 

Key audit matters are those matters that, in our professional judgment, were of most significance in our 
audit of the consolidated financial statements of the current period. These matters were addressed in the 
context of our audit of the consolidated financial statements as a whole, and in forming our auditor’s 
opinion thereon, and we do not provide a separate opinion on these matters. For the matter below, our 
description of how our audit addressed the matter is provided in that context.

We have fulfilled the responsibilities described in the Auditor’s responsibilities for the audit of the 
consolidated financial statements section of our report, including in relation to this matter. Accordingly, our 
audit included the performance of procedures designed to respond to our assessment of the risks of 
material misstatement of the consolidated financial statements. The results of our audit procedures, 
including the procedures performed to address the matter below, provide the basis for our audit opinion 
on the accompanying consolidated financial statements.
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Key audit matter How our audit addressed the key audit matter
Goodwill and indefinite life intangible assets impairment assessment
As disclosed in Note 9, the Group has goodwill and 
indefinite life intangible assets of $100.4M and 
$42.5M, respectively.

Goodwill and indefinite life intangible assets must 
be tested for impairment at least annually, at the 
cash generating unit (CGU) or group of CGUs 
level. The determination of recoverable amount, 
being the value-in-use, requires the use of 
valuation models and significant judgement on the 
part of management. Recoverable amounts are 
based on management’s view of variables and 
market conditions such as future cash flows and 
the most appropriate discount and growth rates. 
The Group’s policy for impairment together with the 
related significant accounting estimates and 
assumptions is described in notes 2 and 3 of the 
consolidated financial statements.

Management allocated the goodwill acquired from 
business combinations and the carrying values of 
the Pet Valu trade names of $30,500 to the 
consolidated CGU group.

The assessment of the recoverable amount of the 
consolidated CGU group has been considered as a 
key audit matter due to the level of judgment 
required to estimate the future cash flows and 
discount rates used in management’s impairment 
assessment model.

To test the estimated recoverable amounts, our 
audit procedures included, among others, 
assessing the valuation methodology and 
evaluating significant assumptions and the 
accuracy of underlying data used by management 
in its analysis.

We evaluated the Group’s model, valuation 
methodology, and significant assumptions, 
including discount rates. We evaluated with the 
assistance of our valuation specialists, the Group’s 
discount rate by referencing current industry, 
economic and comparable company information.

We assessed the historical accuracy of 
management’s estimates on cash flow projections 
and growth rates by comparing management’s past 
projections to actual and historical performance.

We performed sensitivity analyses on the 
significant assumptions, including growth rates and 
discount rates, to evaluate changes in the 
recoverable amount that would result from changes 
in the assumptions.

We assessed the adequacy of disclosures in 
describing the areas of judgement and estimation 
uncertainties around this matter.

Other information 

Management is responsible for the other information. The other information comprises Management’s 
Discussion & Analysis.

Our opinion on the consolidated financial statements does not cover the other information and we do not 
express any form of assurance conclusion thereon.

In connection with our audit of the consolidated financial statements, our responsibility is to read the other 
information and, in doing so, consider whether the other information is materially inconsistent with the 
consolidated financial statements or our knowledge obtained in the audit or otherwise appears to be 
materially misstated.

We obtained Management’s Discussion & Analysis prior to the date of this auditor’s report. If, based on 
the work we have performed, we conclude that there is a material misstatement of this other information, 
we are required to report that fact in this auditor’s report. We have nothing to report in this regard.

Responsibilities of management and those charged with governance for the consolidated financial 
statements

Management is responsible for the preparation and fair presentation of the consolidated financial 
statements in accordance with IFRS Accounting Standards and for such internal control as management 
determines is necessary to enable the preparation of consolidated financial statements that are free from 
material misstatement, whether due to fraud or error.
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In preparing the consolidated financial statements, management is responsible for assessing the Group’s 
ability to continue as a going concern, disclosing, as applicable, matters related to going concern and 
using the going concern basis of accounting unless management either intends to liquidate the Group or 
to cease operations, or has no realistic alternative but to do so.

Those charged with governance are responsible for overseeing the Group’s financial reporting process.

Auditor’s responsibilities for the audit of the consolidated financial statements

Our objectives are to obtain reasonable assurance about whether the consolidated financial statements 
as a whole are free from material misstatement, whether due to fraud or error, and to issue an auditor’s 
report that includes our opinion. Reasonable assurance is a high level of assurance, but is not a 
guarantee that an audit conducted in accordance with Canadian generally accepted auditing standards 
will always detect a material misstatement when it exists. Misstatements can arise from fraud or error and 
are considered material if, individually or in the aggregate, they could reasonably be expected to influence 
the economic decisions of users taken on the basis of these consolidated financial statements.

As part of an audit in accordance with Canadian generally accepted auditing standards, we exercise 
professional judgment and maintain professional skepticism throughout the audit. We also:

• Identify and assess the risks of material misstatement of the consolidated financial statements, 
whether due to fraud or error, design and perform audit procedures responsive to those risks, and 
obtain audit evidence that is sufficient and appropriate to provide a basis for our opinion. The risk 
of not detecting a material misstatement resulting from fraud is higher than for one resulting from 
error, as fraud may involve collusion, forgery, intentional omissions, misrepresentations, or the 
override of internal control.

• Obtain an understanding of internal control relevant to the audit in order to design audit 
procedures that are appropriate in the circumstances, but not for the purpose of expressing an 
opinion on the effectiveness of the Group’s internal control.

• Evaluate the appropriateness of accounting policies used and the reasonableness of accounting 
estimates and related disclosures made by management.

• Conclude on the appropriateness of management’s use of the going concern basis of accounting 
and, based on the audit evidence obtained, whether a material uncertainty exists related to 
events or conditions that may cast significant doubt on the Group’s ability to continue as a going 
concern. If we conclude that a material uncertainty exists, we are required to draw attention in our 
auditor’s report to the related disclosures in the consolidated financial statements or, if such 
disclosures are inadequate, to modify our opinion. Our conclusions are based on the audit 
evidence obtained up to the date of our auditor’s report. However, future events or conditions may 
cause the Group to cease to continue as a going concern.

• Evaluate the overall presentation, structure, and content of the consolidated financial statements, 
including the disclosures, and whether the consolidated financial statements represent the 
underlying transactions and events in a manner that achieves fair presentation.

• Plan and perform the group audit to obtain sufficient appropriate audit evidence regarding the 
financial information of the entities or business units within the Group as a basis for forming an 
opinion on the consolidated financial statements.  We are responsible for the direction, 
supervision and review of the work performed for the purposes of the group audit.  We remain 
solely responsible for our audit opinion.

We communicate with those charged with governance regarding, among other matters, the planned 
scope and timing of the audit and significant audit findings, including any significant deficiencies in 
internal control that we identify during our audit.

We also provide those charged with governance with a statement that we have complied with relevant 
ethical requirements regarding independence, and to communicate with them all relationships and other 
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matters that may reasonably be thought to bear on our independence, and where applicable, related 
safeguards.

From the matters communicated with those charged with governance, we determine those matters that 
were of most significance in the audit of the consolidated financial statements of the current period and 
are therefore the key audit matters. We describe these matters in our auditor’s report unless law or 
regulation precludes public disclosure about the matter or when, in extremely rare circumstances, we 
determine that a matter should not be communicated in our report because the adverse consequences of 
doing so would reasonably be expected to outweigh the public interest benefits of such communication.

The engagement partner on the audit resulting in this independent auditor’s report is Jeff Glassford.

                                                                                                                                                           
March 2, 2026

Toronto, Canada                                                                    
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Years ended
January 3,

2026
December 28,

2024
Note $ $

Revenue
Retail sales 4  427,344  405,357 
Franchise and other revenues 4  748,212  691,836 

Total revenue  1,175,556  1,097,193 

Cost of sales 17  786,716  732,554 
Gross profit  388,840  364,639 

Selling, general and administrative expenses 18  224,684  209,316 
Total operating income  164,156  155,323 

Interest expenses, net 19  30,480  32,103 
(Gain) loss on foreign exchange  (78)  1,836 
Income before income taxes  133,754  121,384 

Income tax expense 13  35,954  33,964 
Net income and comprehensive income  97,800  87,420 

Net income per share
Basic 16  1.41  1.22 
Diluted 16  1.39  1.21 

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

PET VALU HOLDINGS LTD. 
Consolidated Statements of Income and Comprehensive Income
(In thousands of Canadian dollars, except per share amounts)
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As at January 3,
2026

As at December 28,
2024

Note $ $

Assets
Current assets

Cash  35,721  35,141 
Trade and other receivables 5  34,346  34,963 
Inventories 17  131,050  124,577 
Prepaid expenses and other assets  14,950  10,585 
Lease receivables 7  41,508  40,339 
Income taxes recoverable 13  —  905 

Total current assets 257,575 246,510
Long-term lease receivables 7  172,171  170,052 
Right-of-use assets 7  272,944  242,796 
Property and equipment 8  174,225  151,462 
Intangible assets 9  48,444  50,248 
Goodwill 9  100,412  98,180 
Deferred tax assets 13  8,174  7,814 
Other assets  3,715  3,869 

Total assets 1,037,660 970,931

Liabilities
Current liabilities

Trade and other payables 10  113,140  101,638 
Deferred franchise fees 4  1,481  1,427 
Lease liabilities 7  77,126  76,881 
Income taxes payable 13  2,144  — 
Other liabilities 20  4,856  4,119 
Provisions 14  120  355 

Total current liabilities  198,867  184,420 
Long-term deferred franchise fees 4  4,578  4,522 
Long-term lease liabilities 7  437,029  394,393 
Long-term debt 11  288,987  278,020 
Deferred tax liabilities 13  2,892  7,551 
Other liabilities 20  2,996  2,711 
Provisions 14  4,037  3,565 

Total liabilities  939,386  875,182 
Shareholders' equity

Common shares 15  332,655  313,829 
Contributed surplus  4,957  10,376 
Deficit  (239,197)  (228,315) 
Currency translation reserve  (141)  (141) 

Total shareholders' equity  98,274  95,749 
Total liabilities and shareholders' equity 1,037,660 970,931

Commitments, contingencies and guarantees (Note 22)
Subsequent events (Note 24)

On behalf of the Board of Directors: Anthony Truesdale (signed), Director

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

PET VALU HOLDINGS LTD.
Consolidated Statements of Financial Position 
(In thousands of Canadian dollars)
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Common 
shares

Contributed 
surplus Deficit

Currency 
translation 

reserve Total 
Note $ $ $ $ $

As at December 28, 2024  313,829  10,376  (228,315)  (141)  95,749 
Net income and comprehensive income  —  —  97,800  —  97,800 
Exercise of share options 15, 20  29,082  (7,069)  —  —  22,013 
Share-based compensation - option plans 20  —  1,650  —  —  1,650 
Dividends on common shares 15  —  —  (33,162)  —  (33,162) 
Shares repurchased for cancellation 15  (14,256)  —  (75,520)  —  (89,776) 
Change in automatic share purchase plan commitment 15  4,000  —  —  —  4,000 
As at January 3, 2026  332,655  4,957  (239,197)  (141)  98,274 

Common 
shares

Contributed 
surplus Deficit

Currency 
translation 

reserve Total
Note $ $ $ $ $

As at December 30, 2023  321,752  6,877  (258,768)  (141)  69,720 
Net income and comprehensive income  —  —  87,420  —  87,420 
Exercise of share options 15, 20  6,187  (2,098)  —  —  4,089 
Share-based compensation - option plans 20  —  5,597  —  —  5,597 
Dividends on common shares 15  —  —  (31,470)  —  (31,470) 
Shares repurchased for cancellation 15  (5,110)  —  (25,497)  —  (30,607) 
Automatic share purchase plan commitment 15  (9,000)  —  —  —  (9,000) 
As at December 28, 2024  313,829  10,376  (228,315)  (141)  95,749 

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

PET VALU HOLDINGS LTD.
Consolidated Statements of Shareholders' Equity
(In thousands of Canadian dollars)
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Years ended
January 3,

2026
December 28,

2024
Note $ $

Cash provided by (used in)
Operating activities
Net income  97,800  87,420 
Adjustments for items not affecting cash:

Depreciation and amortization 7, 8, 9  73,687  65,913 
Impairment of property and equipment 8  109  216 
Impairment of right-of-use assets 7  163  528 
Deferred franchise fees  158  129 
Gain on disposal of property and equipment  (4,848)  (3,565) 
Gain on disposal of right-of-use assets 7  (106)  (49) 
(Gain) loss on foreign exchange  (78)  1,836 
Share-based compensation expense 20  6,015  7,203 
Interest expenses, net 19  30,480  32,103 
Income tax expense 13  35,954  33,964 

Income taxes paid  (39,293)  (31,213) 
Changes in operating working capital:

Trade and other receivables  (235)  (7,351) 
Inventories  (5,166)  (2,259) 
Prepaid expenses  (4,365)  8,818 
Trade and other payables  11,891  6,383 

Net cash provided by operating activities  202,166  200,076 
Financing activities

Proceeds from exercise of share options 15  22,013  4,089 
Shares repurchased for cancellation 15  (88,015)  (30,007) 
Dividends paid on common shares 15  (33,162)  (31,470) 
Repayment of Term Facility 11  —  (13,312) 
Net drawings on Revolving Facility 11  10,000  — 
Interest paid on long-term debt  (14,518)  (22,847) 
Repayment of principal on lease liabilities 7  (79,488)  (64,898) 
Interest paid on lease liabilities 7  (24,519)  (23,409) 
Tenant allowances received 7  9,640  2,272 
Financing costs 11  —  (1,971) 
Standby letter of credit fees 11  (171)  — 

Net cash used in financing activities  (198,220)  (181,553) 
Investing activities

Purchases of property and equipment 8  (54,530)  (60,612) 
Purchases of intangible assets 9  (2,188)  (2,121) 
Proceeds on disposal of property and equipment  8,480  8,178 
Right-of-use asset initial direct costs  (2,469)  (2,549) 
Notes receivable  462  598 
Receipt of principal on lease receivables 7  40,531  35,176 
Interest received on lease receivables and other  11,283  11,914 
Repurchase of franchises 6  (4,797)  (1,378) 

Net cash used in investing activities  (3,228)  (10,794) 
Effect of exchange rate on cash  (138)  (1,032) 
Net increase in cash  580  6,697 
Cash, beginning of year  35,141  28,444 
Cash, end of year  35,721  35,141 

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

PET VALU HOLDINGS LTD. 
Consolidated Statements of Cash Flows
(In thousands of Canadian dollars)
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1. Description of business

Pet Valu Holdings Ltd. and its subsidiaries (collectively referred to as the “Company”) is a specialty 
retailer and wholesaler of pet food and pet-related supplies. As at January 3, 2026, the Company 
operates 250 corporate-owned stores (December 28, 2024 — 220) and has 613 franchise stores 
(December 28, 2024 — 604) in 10 provinces in Canada.

The Company is incorporated under the Business Corporations Act (British Columbia). The 
Company’s head office is located at 130 Royal Crest Court, Markham, Ontario, Canada.

The Company’s common shares are listed on the Toronto Stock Exchange (“TSX”) under the symbol 
“PET”.

2. Basis of presentation

(a) Basis of presentation

The consolidated financial statements (the “financial statements”) have been prepared in 
accordance with IFRS® Accounting Standards and were approved and authorized for issuance by 
the Board of Directors of the Company on March 2, 2026.

The financial statements have been prepared on a historical cost basis, unless otherwise stated. 

The financial statements are presented in Canadian dollars, which is the Company’s functional 
currency. All values are rounded to the nearest thousand, except where otherwise indicated.

The financial statements include comparative information in respect of the previous year. Certain 
comparative amounts have been reclassified to conform to the financial presentation adopted in 
the current year.

The accounting policies set out below have been applied consistently in the preparation of the 
financial statements for the years presented.

(b) Fiscal year

The Company operates under a 52- or 53-week fiscal year ending on the Saturday nearest to 
December 31. The 2025 and 2024 fiscal years are for the 53-week period from December 29, 
2024 to January 3, 2026 and 52-week period from December 31, 2023 to December 28, 2024, 
respectively.

(c) Basis of consolidation

The financial statements include the accounts of the Company and the following wholly owned 
subsidiaries: Pet Valu Canada Holding Corporation, Pet Holdings ULC, Pet Valu Canada Inc., Les 
Franchises Chico Inc., Pet Retail Brands North America Holdings ULC, Pet Valu Management 
Services Inc., and Pet Retail Brands US Holdings LLC. Subsidiaries are consolidated from the 
date on which control is determined, which is when the Company is exposed to, or has rights to, 
variable returns from its involvement with the entity and has the ability to affect those returns 
through its power to direct the activities of the entity.

All intercompany balances, transactions, unrealized gains and losses resulting from intercompany 
transactions, and dividends are eliminated in full.

(d) Use of estimates and judgments

The preparation of the financial statements requires management to make judgments and 
estimates in applying the Company’s accounting policies. These judgments and estimates affect 
the reported amounts and the disclosures presented in the financial statements.

PET VALU HOLDINGS LTD.
Notes to the Consolidated Financial Statements
For the years ended January 3, 2026 and December 28, 2024
(In thousands of Canadian dollars, unless otherwise stated)
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The judgments and estimates are based on management’s historical experience, knowledge of 
current events and conditions and other factors considered reasonable under the circumstances. 
Actual results may differ from these estimates.

Estimates and the underlying assumptions are reviewed on an ongoing basis. Revisions to 
accounting estimates are recognized in the period in which the estimates are revised and in any 
future periods affected.

Significant judgments and estimates made by management in applying the Company’s 
accounting policies, which have the most significant effect on the amounts recognized in the 
financial statements, include the following:

(i) Inventory valuation

The carrying value of merchandise inventories is assessed at the lower of cost and net 
realizable value. In determining net realizable value, judgment is exercised in estimating the 
expected selling prices of inventories in the ordinary course of business. These estimates 
take into account factors such as anticipated customer demand, expected selling prices, 
inventory aging, seasonal trends, product expiration, and historical sales patterns. Judgment 
is also applied in establishing provisions for inventory shrinkage and obsolescence. These 
provisions are based on historical loss experience, current trends, and expected future sales 
and are reviewed at each reporting period.

(ii) Impairment of non-financial assets

The Company applies judgment in determining the appropriate grouping of assets into cash-
generating units (“CGUs”) for the purpose of testing non-financial assets for impairment. For 
store-related property and equipment, right-of-use (“ROU”) assets, CGUs have been 
identified as individual stores or groups of stores, reflecting how these assets are managed 
and utilized to generate cash inflows. For non-store-related assets, including goodwill and 
indefinite-life intangible assets other than the Chico trade name, impairment testing is 
performed at the operating segment level, which represents the lowest level at which these 
assets are monitored for internal management purposes. The Chico trade name is tested for 
impairment at the consolidated Chico CGU. In addition, on a quarterly basis, management 
applies judgment to assess whether indicators of impairment exist, which would trigger a 
quarterly impairment test outside the annual testing cycle for goodwill and indefinite-life 
intangible assets.

For all impairment tests, the Company compares the carrying amount of the CGU or group of 
CGUs with its recoverable amount, which is the higher of value in use (“VIU”) or fair value 
less costs of disposal (“FVLCD”). Recoverable amount is first determined using a VIU 
approach, which represents the present value of the future cash flows that the CGU or group 
of CGUs is expected to generate, discounted using an appropriate pre-tax discount rate. 
Future cash flows are projected over a multi-year period using recent historical results and 
management forecasts, with a terminal value calculated by applying a perpetual growth rate 
to the final year’s cash flows. The growth rate applied in determining the terminal value 
reflects the Company’s estimate of the long-term growth rate applicable to the relevant CGU 
or group of CGUs.

Where VIU indicates a potential impairment, the Company also estimates FVLCD. FVLCD is 
determined using valuation techniques appropriate in the circumstances, incorporating 
observable market data where available and reflecting assumptions that market participants 
would use in pricing the CGU or group of CGUs.

PET VALU HOLDINGS LTD.
Notes to the Consolidated Financial Statements
For the years ended January 3, 2026 and December 28, 2024
(In thousands of Canadian dollars, unless otherwise stated)
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(iii) Share-based compensation

The Company measures the value of equity-settled transactions with employees by reference 
to the fair value of the equity instruments at the grant date. Estimating the fair value requires 
management to select the most appropriate valuation model for each grant, which depends 
on the specific terms and conditions of the equity instruments.

Judgment is also required in determining the key inputs to the valuation model, including the 
expected life of the equity instrument, expected volatility of the Company’s share price, and 
dividend yield. Management also estimates expected forfeitures, reflecting the likelihood that 
employees may leave the Company or otherwise forfeit their awards prior to vesting. The 
forfeiture estimates are based on historical experience and adjusted for known or anticipated 
changes in employee turnover.

The Company also makes significant estimates when determining the fair value of 
performance-based cash-settled awards. These estimates include assumptions about the 
Company’s future share price, expected volatility, anticipated market conditions, and 
projected financial performance. 

(iv) Leases

The Company determines the lease term as the non-cancellable period of the lease together 
with any periods covered by an option to extend the lease if it is reasonably certain to be 
exercised, or any periods covered by an option to terminate the lease, if it is reasonably 
certain not to be exercised. Judgment is applied in evaluating whether it is reasonably certain 
that the Company will exercise the option to renew or terminate the lease. In making this 
determination, the Company considers all relevant factors that create an economic incentive 
for it to exercise either the renewal or termination option. 

The Company is required to estimate the incremental borrowing rate (“IBR”) used to discount 
lease liabilities if the interest rate implicit in the lease is not readily determined. In determining 
the IBRs, management considers the Company’s creditworthiness, the term of the leased 
asset, and Canadian corporate bond yields for companies of a similar credit rating as the 
Company. The IBRs are subject to change due to changes in the business and 
macroeconomic environment. 

(v) Provisions

Judgment is applied in determining whether the Company has a present obligation to restore 
leased premises at the end of the lease term, based on the terms of lease agreements and 
past practice. The measurement of restoration provisions requires estimates of the expected 
future costs and timing of restoration activities, which are discounted to present value using 
an appropriate discount rate. Changes in these assumptions may result in adjustments to the 
provision and the related ROU asset.

(vi) Income taxes

In calculating current and deferred income and other taxes, the Company applies judgment in 
interpreting the tax legislation in the jurisdictions in which it operates. Judgment is also 
required in classifying transactions and in assessing the probable outcomes of tax positions 
and claimed deductions, including assumptions related to future taxable income, the timing 
and reversal of temporary differences, and the likelihood and outcome of audits or reviews by 
tax authorities.

PET VALU HOLDINGS LTD.
Notes to the Consolidated Financial Statements
For the years ended January 3, 2026 and December 28, 2024
(In thousands of Canadian dollars, unless otherwise stated)
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(vii) Business combinations

Franchise repurchases are accounted for using the acquisition method, which requires the 
allocation of purchase consideration to the identifiable assets acquired and liabilities assumed 
based on their fair values at the acquisition date. As the Company’s acquisitions typically 
comprise inventories and property and equipment, fair value measurements primarily involve 
estimates of the net realizable value of inventories and the depreciated replacement cost of 
property and equipment.

The determination of these fair values requires judgment, including the assessment of 
appropriate valuation methodologies and assumptions. The Company may engage 
independent valuation specialists to assist in determining fair values where appropriate. Any 
excess of the purchase consideration over the fair value of the net identifiable assets 
acquired is recognized as goodwill.

(viii)Depreciation and amortization

The Company employs significant estimates to determine the estimated useful lives of 
property and equipment, intangible assets, and ROU assets, considering the nature of the 
asset, contractual rights, and expected use. The Company reviews depreciation and 
amortization methods and useful lives annually or whenever circumstances change and 
adjusts its methods and assumptions on a prospective basis.

3. Material accounting policies

(a) Revenue

(i) Retail sales

The Company’s retail sales include corporate-owned store retail and e-commerce 
merchandise sales as well as in-store grooming services.

Revenue is recognized for corporate-owned store sales when control passes, which occurs at 
a point in time when the customer completes a transaction in the store and receives the 
merchandise.

The Company’s e-commerce operation recognizes revenue when delivery has been 
completed to the customer.

The Company recognizes revenue for in-store pet grooming services once the service is 
completed, as this is when the customer has the ability to direct the use of and obtain the 
benefits of the service. 

The Company evaluates arrangements with third-party marketplace facilitators to determine 
whether revenue should be presented on a gross or net basis by assessing whether it acts as 
a principal or agent under each arrangement. This assessment is based on whether the 
Company controls the specified goods before they are transferred to the customer. For 
marketplace transactions conducted through third-party platforms and fulfilled at corporate-
owned stores, the Company acts as the principal and records retail sales on a gross basis, as 
it controls the goods prior to transfer to the customer.

Retail sales are presented net of indirect tax collected from the customer on behalf of 
government authorities. Payment terms for all retail sales are at the point of sale.

PET VALU HOLDINGS LTD.
Notes to the Consolidated Financial Statements
For the years ended January 3, 2026 and December 28, 2024
(In thousands of Canadian dollars, unless otherwise stated)
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Retail sales revenue is recognized net of sales discounts and net of an estimated sales return 
reserve. The Company’s sales return policy is generally limited to 30 days. The sales return 
reserve reflects an estimate of sales returns based on projected merchandise returns 
determined using historical average return percentages.

The Company administers frequent buyer loyalty programs. These loyalty programs 
represent a material right to the customer that may be redeemed on future products and 
services. A portion of revenue from products or services sold that have an associated free-
unit loyalty program is deferred based on an estimate of the amount to be earned and the 
likelihood of the customer reaching the threshold of earning the associated reward. For 
certain vendor-supported free-unit loyalty programs, the Company receives reimbursement 
from the vendor for the cost of the free-unit redeemed by the customer. A portion of the costs 
from products sold that have an associated vendor-supported free-unit loyalty program is 
deferred based on an estimate of the amount to be earned and the likelihood of the customer 
reaching the threshold of earning the associated reward. The expected redemption 
percentage for all frequent buyer loyalty programs is based on historical redemption patterns 
and incorporates current information or trends. The revenue previously deferred is recognized 
when the points or free-unit rewards are redeemed or expire. Depending on the loyalty 
program type, free-unit rewards expire between 12 and 36 months from the date of issuance.

The Company administers gift card programs. Customer purchases of gift cards are recorded 
as liabilities and revenue is recognized when the gift card is redeemed through merchandise 
purchases. If redemption occurs at a franchisee-owned store, the gift card funds are remitted 
to the franchisee. Gift cards do not carry an expiration date; therefore, customers can redeem 
their gift cards for merchandise indefinitely. Management reviews unredeemed gift cards and 
recognizes revenue for these amounts when it is determined the likelihood of redemption is 
remote. 

(ii) Franchise revenues

Franchise revenues include both one-time and ongoing amounts, consisting mostly of initial 
and renewal franchise fees, royalties, percentage rent and common area maintenance and 
realty tax revenues from properties subleased to franchisees, wholesale sales, promotion 
fees, and fees for services.

Franchise agreements grant individual franchisees the exclusive right to operate a franchise 
store within a designated territory. The franchise agreements typically provide for a 10-year 
initial term, with an opportunity to enter into two 5-year renewal franchise agreements subject 
to certain conditions. The franchise agreement requires the Company to perform various 
activities to support the brand and/or franchisees, and these activities represent a single 
performance obligation.

Initial franchise fees for the license to operate a franchise store are paid in advance at signing 
and are deferred as a contract liability and recognized as revenue on a straight-line basis 
over the applicable franchise agreement term as the Company satisfies its performance 
obligation. 

Franchise royalties are variable consideration based on a percentage of the franchisees’ 
retail sales, which are recognized in the period the franchisees’ underlying sales occur.

Percentage rent is calculated based on a percentage of the franchisees’ retail sales that 
exceeds base rent collected on the lease receivable and is included in royalties and sub-
lease revenues (Note 4).
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Wholesale sales represent sales of merchandise from the Company’s warehouses to 
franchisees and are recognized at the time of delivery, as title has passed and the Company 
has transferred possession to the franchisee. Franchisees purchase most of their wholesale 
inventory from the Company. 

Promotion fees represent charges to franchisees to fund system-wide or regional advertising 
campaigns under the terms of the franchise agreements. These fees are variable 
consideration based on a percentage of the franchisees’ retail sales, and are recognized in 
the period the franchisees’ underlying sales occur. 

Fees for services provided by the Company to a franchisee are recognized when the service 
has been performed as this is when the franchisee has the ability to direct the use of and 
obtain the benefits of the service. Fees collected in advance are deferred until earned. 

For marketplace transactions fulfilled at franchise stores, the Company acts as an agent, as it 
does not control the goods before they are transferred to the customer. In these cases, 
revenue is recognized on a net basis, representing the commission or fee earned for 
facilitating the transaction. 

On the sale of an existing corporate-owned store to a franchisee, costs relating to the sale of 
the store are charged to expense as incurred, and proceeds (excluding fees) in excess of the 
net book value of store assets sold to the franchisee are recorded as a gain on the date of 
sale and are included in selling, general and administrative expenses.

The Company does not incur a significant amount of contract acquisition costs in conducting 
its franchising activities. The Company’s franchising arrangements do not contain a 
significant financing component.

(b) Advertising and promotion fund contributions

Pursuant to the franchise agreements, the Company and its franchisees typically contribute 2.5% 
of their weekly store merchandise sales to a promotion fund. This fund is used to carry out 
marketing and advertising activities. Advertising contributions received from franchisees are 
included in franchise and other revenues, and advertising expenses are included in selling, 
general and administrative expenses in the consolidated statements of income and 
comprehensive income.

(c) Inventories and cost of sales

Merchandise inventories are measured at the lower of cost and net realizable value. Cost is 
determined on a first-in, first-out basis and includes costs of purchases, net of vendor allowances, 
transportation costs and other directly attributable costs incurred in bringing inventories to their 
present location and condition. 

Net realizable value represents the estimated selling price in the ordinary course of business, less 
estimated costs to complete the sale. Inventories are written down when cost is not recoverable 
due to obsolescence, damage or declines in selling prices. Provisions for inventory shrinkage 
related to lost or stolen items are recognized based on historical experience.

Cost of sales includes the direct cost of merchandise, purchasing, warehousing and distribution 
costs, depreciation of store ROU assets and distribution centre assets, and store-related 
occupancy costs including variable lease payments and general store maintenance. 

(d) Property and equipment

Property and equipment are measured at cost less accumulated depreciation and impairment 
losses, with the exception of land, which is measured at cost less impairment losses.
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During construction, items of property and equipment are classified as construction-in-progress. 
When the asset is available for its intended use, the related costs are transferred from 
construction-in-progress to the appropriate category of property and equipment and depreciation 
commences at that time.

Depreciation is recognized so as to depreciate the cost of the assets less their residual values 
over their useful lives using the straight-line method. The Company reviews the depreciation 
methods, useful lives and residual values at each reporting date, with the effect of any changes in 
estimate accounted for on a prospective basis. The estimated useful lives are as follows:

Buildings Up to 25 years
Leasehold improvements Shorter of remaining lease term and useful life
Furniture, fixtures and equipment 3 – 15 years

Gains and losses on disposal of property and equipment are determined by comparing the 
proceeds from disposal with the carrying amount of the property and equipment and are 
recognized in selling, general and administrative expenses in the consolidated statements of 
income and comprehensive income.

(e) Leases

(i) The Company as lessee

At contract inception, the Company assesses whether a contract is, or contains, a lease by 
evaluating whether it conveys the right to control the use of an identified asset for a period of 
time in exchange for consideration. The Company recognizes an ROU asset and a lease 
liability at the commencement date, being the date the leased asset is available for use. ROU 
assets primarily consist of leased premises for corporate-owned stores, office space, and 
distribution centres, as well as leased vehicles and material handling equipment. 

ROU assets are measured at cost, which includes the initial measurement of the lease 
liability, any initial direct costs, estimated restoration costs, and lease payments made at or 
before the commencement date, less any lease incentives received.

Lease liabilities are measured at the present value of the lease payments over the lease 
term, discounted using the interest rate implicit in the lease or, if not readily determinable, the 
Company’s IBR. Lease payments include fixed payments and variable payments linked to an 
index or rate, less any lease incentives receivable.

ROU assets are depreciated on a straight-line basis from the commencement date to the 
earlier of the asset’s useful life or the end of the lease term, unless the Company is 
reasonably certain to exercise a purchase option, in which case depreciation is over the 
useful life of the underlying asset. The lease term includes periods covered by an option to 
extend if the Company is reasonably certain to exercise that option, or periods covered by a 
termination option if the Company is reasonably certain not to exercise that option. ROU 
assets are also reduced by impairment losses, if any, and adjusted for certain 
remeasurements of the related lease liability.

The lease liability is initially recognized at amortized cost using the effective interest method. 
It is remeasured when there is a change in the future lease payments due to changes in an 
index or rate, a change in the Company’s estimate of the amounts payable under a residual 
value guarantee, or a change in the assessment of whether a purchase, renewal or 
termination option will be exercised. When the lease liability is remeasured, a corresponding 
adjustment is made to the carrying amount of the ROU asset unless the carrying amount has 
been reduced to zero, in which case any further reduction is recognized in profit or loss.
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(ii) The Company as intermediate lessor

The Company enters into sublease arrangements for certain franchise store locations while 
maintaining the head lease under the original lease agreement. As an intermediate lessor, the 
Company classifies each sublease by reference to the ROU asset arising from the head 
lease, rather than the underlying asset.

The Company has determined that its subleases to franchisees qualify as finance leases, and 
the net investment in these subleases is recognized as lease receivables in the consolidated 
statements of financial position.

When the Company enters into a sublease, it:

(i) derecognizes the portion of the ROU asset transferred to the sublessee and recognizes a 
lease receivable; 

(ii) recognizes any difference between the carrying amount of the ROU asset and the lease 
receivable in profit or loss; and 

(iii) retains the lease liability relating to the head lease in the consolidated statements of 
financial position, representing lease payments owed to the head lessor.

The Company recognizes finance income on lease receivables using the effective interest 
method. Lease receivables are measured at the present value of the lease payments from 
the franchisee, discounted using the IBR on the head lease. 

(f) Business combinations

Business combinations are accounted for using the acquisition method, whereby the fair value of 
consideration transferred is allocated to the fair value of assets acquired and liabilities assumed 
at the acquisition date. Transaction costs directly attributable to an acquisition are expensed as 
incurred and included in selling, general and administrative expenses in the consolidated 
statements of income and comprehensive income.

Goodwill arising on a business combination represents the excess of consideration transferred 
over the fair value of net assets acquired and liabilities assumed. The results of operations of an 
acquired business are included in the Company’s financial statements from the acquisition date. 

Purchase price allocations may be provisional during a measurement period of up to one year to 
provide reasonable time to obtain the information necessary to identify and measure the assets 
acquired and liabilities assumed. Measurement period adjustments are recognized in the period 
in which the adjustment is determined, with fair value adjustments applied retrospectively.

(g) Goodwill and intangible assets

Goodwill is initially recognized at cost, representing the excess of consideration transferred in a 
business combination over the net identifiable assets acquired and liabilities assumed. After initial 
recognition, goodwill is measured at cost less any accumulated impairment losses.

Intangible assets are measured at cost less accumulated amortization and impairment losses.

Intangible assets with indefinite useful lives comprise trade names, which are not amortized but 
are tested for impairment annually at the CGU level. The assessment of whether an intangible 
asset has an indefinite useful life is reviewed each year to determine if the classification remains 
appropriate. The Company currently intends to continue operating under the Pet Valu and Chico 
trade names; accordingly, these assets are considered to have indefinite useful lives. If this 
assessment changes and an asset is determined to have a finite useful life, the change is applied 
prospectively.
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Intangible assets with finite useful lives include franchise agreements, software, and other 
intellectual property, including trade names and non-compete agreements. These assets are 
amortized on a straight-line basis over their estimated useful lives and are tested for impairment 
whenever there is an indication of impairment. The Company reviews the amortization method 
and useful lives at each reporting date, with any changes in estimate applied prospectively. 
Amortization expense is recognized in selling, general and administrative expenses in the 
consolidated statements of income and comprehensive income.

The estimated useful lives are as follows:

Franchise agreements 9 – 10 years
Software 3 – 10 years
Other (trade names and non-compete agreements) 3 – 10 years

An intangible asset is derecognized upon disposal, i.e., when control of the asset is transferred or 
when no future economic benefits are expected. Any gain or loss, calculated as the difference 
between net disposal proceeds and the asset’s carrying amount, is included in the consolidated 
statements of income and comprehensive income.

(h) Impairment of non-financial assets

At each reporting date, the Company assesses whether there is any indication that an asset or 
CGU may be impaired. If such an indication exists, or when annual impairment testing is required, 
the Company estimates the recoverable amount of the asset or CGU. An asset’s or CGU’s 
recoverable amount is the higher of its VIU and FVLCD. 

Indicators of impairment include, but are not limited to, sustained operating losses, adverse 
changes in expected future cash flows, significant negative industry or economic trends, 
observable market transactions for similar assets below carrying value, and plans to dispose of 
assets before the end of their estimated useful lives.

The recoverable amount is determined for individual assets unless the asset does not generate 
cash inflows that are largely independent of other assets or groups of assets, in which case, the 
recoverable amount is determined for the relevant CGU. Refer to Note 2(d)(ii) for further 
information. 

An impairment loss is recognized when the carrying amount of an asset or CGU exceeds its 
recoverable amount. Impairment losses are recognized in selling, general and administrative 
expenses in the consolidated statements of income and comprehensive income.

Goodwill and indefinite-life intangible assets are tested for impairment at least annually in the 
fourth quarter, and more frequently if events or changes in circumstances indicate that the 
carrying amount may be impaired. 

For assets other than goodwill, the Company assesses at each reporting date whether there is an 
indication that a previously recognized impairment loss no longer exists or has decreased. If such 
an indication exists, the recoverable amount of the asset or CGU is re-estimated. A previously 
recognized impairment loss is reversed only if there has been a change in the estimates used to 
determine the recoverable amount since the last impairment was recognized. Any reversal is 
limited to the extent that the carrying amount does not exceed the recoverable amount or the 
carrying amount that would have been determined, net of depreciation, had no prior impairment 
loss been recognized. Reversals of impairment losses are recognized in the consolidated 
statements of income and comprehensive income.
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(i) Financial instruments

A financial instrument is any contract that gives rise to a financial asset of one entity and a 
financial liability or equity instrument of another. Financial assets and financial liabilities are 
recognized when the Company becomes a party to the contractual provisions of the instrument.

Financial instruments are initially measured at fair value. Transaction costs that are directly 
attributable to the acquisition, issuance or modification of financial assets and financial liabilities, 
except for those classified at fair value through profit or loss (“FVTPL”), are added to or deducted 
from the fair value of the financial assets or financial liabilities, as applicable. Transaction costs 
directly attributable to the acquisition of financial assets or financial liabilities at FVTPL are 
recognized immediately in the consolidated statements of income and comprehensive income.

(i) Financial assets

Financial assets are classified at initial recognition based on the business model in which 
they are held and the characteristics of their contractual cash flows. At initial recognition, 
financial assets are classified as subsequently measured at amortized cost, at fair value 
through other comprehensive income (‘‘FVOCI’’) or at FVTPL.

Financial assets not designated as FVTPL upon initial recognition are classified and 
measured at amortized cost if they are held within a business model whose objective is to 
hold assets to collect contractual cash flows, and the contractual terms give rise, on specified 
dates, to cash flows that correspond only to payments of principal and interest. Otherwise, 
they are classified and measured at FVOCI, as long as the asset is held within a business 
model whose objective is achieved by both the collection of contractual cash flows and the 
sale of financial assets, and the contractual terms, on specified dates, give rise to cash flows 
that correspond only to payments of principal and interest.

The Company’s financial assets consist of the following:

Classification
Cash Amortized cost
Trade and other receivables Amortized cost
Notes receivable Amortized cost
Lease receivables Amortized cost

Financial assets at amortized cost are subsequently measured using the effective interest 
method and are subject to impairment. Gains and losses are recognized in the statements of 
income and comprehensive income when the asset is derecognized, modified or impaired.

(ii) Financial liabilities

Financial liabilities are classified at initial recognition as financial liabilities at FVTPL or 
amortized cost. The Company’s financial liabilities consist of the following:

Classification
Trade and other payables Amortized cost
Lease liabilities Amortized cost
Long-term debt Amortized cost

Financial liabilities at amortized cost are subsequently measured using the effective interest 
method. 
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For modified financial liabilities, a gain or loss is calculated as the difference between the 
original contractual cash flows and the modified cash flows discounted at the original effective 
interest rate. The gain or loss on modification is accreted using the effective interest method.

(iii) Impairment of financial assets

At the end of each reporting period, the Company applies the expected credit loss (“ECL”) 
model to assess for impairment of financial assets measured at amortized cost. Financial 
assets measured at amortized cost and subject to the ECL model consist primarily of trade 
and other receivables, including franchise receivables, lease receivables, and notes 
receivable. 

The Company applies the simplified approach to ECLs for trade, franchise and lease 
receivables, by recognizing lifetime ECLs. Lifetime ECLs represent the ECLs arising from all 
probable default events over the expected life of the financial asset. The allowance for ECLs 
is recognized against the related financial assets, and changes in the allowance are recorded 
in selling, general and administrative expenses in the consolidated statements of income and 
comprehensive income.

For notes receivable, the Company applies the general ECL model. Under this model, if credit 
risk is assessed as low or has not significantly increased since initial recognition, the ECL is 
measured based on 12-month ECL, representing the portion of lifetime ECLs that result from 
default events that are possible within 12 months after the reporting date. If a significant 
increase in credit risk occurs since initial recognition, the ECL is measured based on lifetime 
ECLs.

For trade, franchise, lease and notes receivables, the Company uses a provision matrix to 
estimate ECLs. The provision matrix reflects the probability of default based on historical 
credit loss experience, adjusted for forward-looking factors specific to vendors, franchisees, 
landlords, and macroeconomic conditions. 

The probability of default for franchise receivables, notes receivable, and lease receivables is 
assessed through regular monitoring of store performance and review of franchisee payment 
history. In determining ECLs, the Company also considers the expected loss given default, 
taking into account available collateral including leasehold improvements, ROU assets, store 
inventory and personal guarantees, where applicable, pledged under franchise and sub-lease 
agreements.

Trade and other receivables are considered in default when there is no reasonable 
expectation of recovery. Indicators that there is no reasonable expectation of recovery 
include, amongst others, the failure of a vendor, franchisee or landlord to engage in a 
repayment plan with the Company, payments overdue by more than 90 days, and no 
remaining vendor or head lease payments to offset the receivable balance. 

(iv) Derecognition

A financial asset is derecognized when the contractual rights to the cash flows from the asset 
expire or when the Company transfers the rights to receive cash flows from the asset to 
another party without retaining control or substantially all the risks and rewards of ownership 
of the asset. Any interest in transferred financial assets created or retained by the Company 
is recognized as a separate asset or liability.

A financial liability is derecognized when its contractual obligations are discharged, cancelled, 
or expire.
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Financial assets and liabilities are offset, and the net amount is reported in the consolidated 
statements of financial position, where there is a legally enforceable right to offset the 
recognized amounts and there is an intention to settle on a net basis or realize the asset and 
settle the liability simultaneously.

(j) Share capital

Common shares issued by the Company are recorded in shareholders’ equity at the proceeds 
received, net of directly attributable issuance costs and any related tax effects.

When the Company repurchases common shares for cancellation, the consideration paid, 
including directly attributable costs, net of tax, is deducted from shareholders’ equity. Any excess 
of the repurchase price over the carrying amount of shares is charged to deficit or retained 
earnings.

(k) Dividends

Dividends declared and payable to the Company’s common shareholders are recognized as a 
liability in the consolidated statements of financial position in the period in which they are 
approved by the Company’s Board of Directors.

(l) Share-based compensation

(i) Amended and Restated Share Option Plan and long-term incentive plan

The Company has an Amended and Restated Share Option Plan (formerly the Legacy Option 
Plan or the Legacy Plan) (“Share Option Plan”) under which share options were granted to 
current and former directors and employees. The plan was amended and restated so that no 
additional awards can be granted; however, previously granted share options remain 
outstanding in accordance with their terms and continue to be governed by the provisions of 
the Share Option Plan. 

Following the amendment of the Share Option Plan, the Company adopted a long-term 
incentive plan (the “LTIP”) under which it may grant share options, restricted share units 
(“RSUs”), and performance share units (“PSUs”) to eligible participants. Share options 
granted under the Share Option Plan and LTIP are accounted for as equity-settled share-
based awards at the option of the Company, while RSUs and PSUs are accounted for as 
cash-settled awards.

Equity-settled awards

The fair value of equity-settled share options is estimated at the grant date using the Black-
Scholes option pricing model taking into account the terms and conditions on which the 
awards are granted. Service and non-market performance conditions are not included in the 
grant date fair value; however, the likelihood of satisfying these conditions is considered in 
estimating the number of awards expected to vest. Market performance conditions are 
incorporated into the grant date fair value. 

Share-based compensation expense is recognized over the employee’s requisite service 
period on a graded vesting basis. No expense is recognized for awards that do not ultimately 
vest if the service or non-market performance conditions are not satisfied. For awards with 
market performance conditions, vesting occurs when the service and any non-market 
performance conditions are satisfied. Market conditions are reflected in the grant-date fair 
value and do not affect the number of awards that vest, irrespective of whether the market 
condition is ultimately achieved. 
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Share-based compensation expense is recognized in selling, general and administrative 
expenses with a corresponding increase in contributed surplus. Upon exercise of share 
options, any consideration received from plan participants is credited to common share 
capital and amounts previously recognized in contributed surplus are transferred to share 
capital. 

The dilutive effect of outstanding share options is reflected in the computation of diluted net 
income per share.

Cash-settled awards

RSUs and PSUs are grants of notional common shares redeemable for cash based on the 
market value of the Company’s common shares and are non-dilutive to common 
shareholders. RSUs and PSUs are initially measured at the market value of the Company’s 
common shares at the grant date, taking into account expected achievement of applicable 
performance conditions for PSUs. The grant-date fair value is recognized as share-based 
compensation expense over the requisite service period, with a corresponding increase in 
other liabilities for the proportion of services rendered to date. RSUs and PSUs are 
subsequently remeasured at each reporting date based on the market value of the 
Company’s common shares and, if applicable, the expected achievement of performance 
conditions, with changes in fair value recognized as share-based compensation expense for 
the proportion of the services rendered to date.

(ii) Deferred share unit plan

The Company has a deferred share unit plan (the “DSU Plan”) for non-employee directors. 
Under the plan, each eligible director receives a portion of their annual retainer in deferred 
share units (“DSUs”) with the cash portion of the retainer paid quarterly. DSUs are granted 
annually based on the market price of the Company’s common shares on the grant date and 
vest in four equal quarterly installments. DSUs may only be redeemed when a director 
ceases to be a member of the Board. DSUs are settled in cash and are accounted for as 
cash-settled awards. The cost of the service received is initially measured based on the 
market price of the Company’s common shares on the grant date. DSUs are subsequently 
remeasured at each reporting date based on the market price of the Company’s common 
shares, with changes in fair value recognized as share-based compensation expense for the 
proportion of the services rendered to date.

(m) Income taxes

Income tax expense (recovery) comprises current and deferred income taxes. Current and 
deferred income taxes are recognized in net income for the period, except to the extent they 
relate to items recognized directly in equity or in other comprehensive income.

Current income tax

Current income tax assets and liabilities are measured at the amount expected to be recovered 
from or paid to the taxation authorities. The tax rates and tax laws used to compute the amount 
are those that are enacted or substantively enacted at the reporting date, in the jurisdictions 
wherein the Company operates and generates taxable income. The Company periodically 
evaluates positions taken in the tax returns with respect to situations in which applicable tax 
regulations are subject to interpretation and establishes provisions where appropriate.
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Deferred income tax

Deferred tax is provided using the liability method on temporary differences between the tax 
bases of assets and liabilities and their carrying amounts for financial reporting purposes at the 
reporting date.

Deferred income tax is measured at the tax rates that are expected to be applied to temporary 
differences when they reverse, based on the laws that have been enacted or substantively 
enacted by the reporting date. Deferred tax assets and liabilities are offset if there is a legally 
enforceable right to offset current tax liabilities and assets, and they relate to income taxes levied 
by the same tax authority on the same taxable entity.

A deferred tax asset is recognized for unused tax losses, tax credits and deductible temporary 
differences to the extent that it is probable that future taxable profits will be available against 
which they can be utilized. Deferred tax assets are reviewed at each reporting date and are 
reduced to the extent that it is no longer probable that the related tax benefit will be realized.

(n) Foreign currency

Foreign currency transactions are translated into the functional currency using the exchange rate 
prevailing at the transaction date. At each reporting date, monetary assets and liabilities 
denominated in a foreign currency are translated at the exchange rate at that date. Foreign 
currency denominated non-monetary assets and liabilities are measured at the historical 
exchange rate prevailing at the transaction date. Realized and unrealized foreign currency gains 
or losses are recognized as (gain) loss on foreign exchange in the consolidated statements of 
income and comprehensive income.

(o) Provisions

Provisions are recognized when there is a present legal or constructive obligation resulting from 
past events, it is more likely than not that an outflow of resources will be required to settle the 
obligation, and the amount can be reliably estimated. Provisions are measured at the best 
estimate of the expenditure required to settle the obligation at the end of the reporting period and 
are discounted to present value where the effect is material. Where discounting is applied, the 
increase in the provision due to the passage of time is recognized as interest expense.

A restoration provision arises from a legal obligation to restore a leased premise when the 
Company is contractually required to return the premise to its original condition at the end of the 
lease. The provision is initially recognized at the best estimate of the expenditure required to 
settle the liability and, if material, is discounted to present value, with a corresponding increase in 
the carrying amount of the related ROU asset. The restoration liability is classified in current and 
non-current provisions and is accreted to its projected future value over time. The ROU asset is 
depreciated over the remaining lease term. Any differences between the recorded provision and 
the actual restoration costs incurred are recognized as a gain or loss in the consolidated 
statements of income and comprehensive income.
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(p) New standards and interpretations

New standards and amendments not yet adopted

• IFRS 18, Presentation and Disclosure of Financial Statements (“IFRS 18”) — IFRS 18 
replaces IAS 1, Presentation of Financial Statements. IFRS 18 introduces new categories 
and subtotals in the statement of income and comprehensive income, new requirements for 
the disclosure of management-defined performance measures, and new requirements for the 
location, aggregation and disaggregation of financial information. In addition, narrow-scope 
amendments have been made to IAS 7, Statement of Cash Flows (“IAS 7”), which include 
changing the starting point for determining cash flows from operations under the indirect 
method and the removal of the optionality around the classification of cash flows from 
dividends and interest. The amendments are effective for reporting periods beginning on or 
after January 1, 2027. 

• Amendments to IFRS 9, Financial Instruments (“IFRS 9”), and IFRS 7, Financial Instruments: 
Disclosures (“IFRS 7”). The amendments clarify how to assess the contractual cash flow 
characteristics of financial assets with environmental, social and corporate governance linked 
features or other similar contingent features, and clarify the date on which a financial asset or 
financial liability is derecognized. Furthermore, for financial liabilities settled, in full or in part, 
in cash using an electronic payment system, an entity is permitted to make an accounting 
policy election to derecognize the liability before the settlement date if certain conditions are 
met. The amendments are effective for annual reporting periods beginning on or after 
January 1, 2026.

• In July 2024, the International Accounting Standards Board (“IASB”) issued nine narrow-
scope amendments as part of its regular maintenance of the standards. These amendments 
include clarifications, simplifications, corrections, and changes aimed at improving the 
consistency of IFRS 1, First-time Adoption of International Financial Reporting Standards; 
IFRS 7; IFRS 9; IFRS 10, Consolidated Financial Statements; and IAS 7. The amendments 
are effective for annual reporting periods beginning on or after January 1, 2026.

The Company expects that the introduction of IFRS 18 will have a material impact on the 
Company’s financial statements given the new presentation requirements and the requirement to 
disclose management-defined performance measures. For all other amendments, the Company 
does not expect that the amendments will have a material impact. All new standards and 
amendments to existing standards will be adopted by the Company as of their effective date.

4. Operating segment and revenue

The Company defines an operating segment on the same basis that it uses to evaluate performance 
internally and to allocate resources by the Chief Operating Decision Maker (the “CODM”). The 
Company has determined that the Chief Executive Officer is its CODM and there is one operating 
segment. 

All of the Company’s revenue and non-current assets are derived from and located within Canada. 
The Company does not derive revenue from any single customer that exceeds 10% of the Company’s 
revenue.
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The following table presents a disaggregation of retails sales and franchise and other revenues for 
the years ended January 3, 2026 and December 28, 2024:

January 3,
2026

December 28,
2024

$ $

Retail sales
Merchandise sales  421,997  399,592 
In-store services  5,347  5,765 

 427,344  405,357 
Franchise and other revenues

Wholesale merchandise sales  598,873  549,149 
Royalties and sub-lease revenues  115,454  107,293 
Promotion and other service fees  33,885  35,394 

 748,212  691,836 
Total revenue  1,175,556  1,097,193 

As at January 3, 2026, the Company has recognized contract liabilities in the consolidated statements  
of financial position of $17,468 (December 28, 2024 — $16,311). The following table presents the 
changes in the Company’s contract liabilities for the year ended January 3, 2026:

As at 
December 28, 

2024

Recognition of 
revenue included 

in beginning 
balance(1)

Contract liability, 
net of revenue, 

recognized 
during the year(2)

As at 
January 3, 

2026
$ $ $ $

Franchise fees  5,949  (1,629)  1,739  6,059 
Loyalty programs (Note 10)  8,887  (8,887)  9,726  9,726 
Gift cards (Note 10)  1,475  (1,163)  1,371  1,683 
(1) Includes franchise fees recognized in revenue, redemptions of loyalty rewards and gift cards, and estimated gift card 
breakage.
(2) Includes franchise fees on new or renewed franchise agreements, issuances of loyalty rewards, and activations of gift 
cards. 

The balance of franchise fees as at January 3, 2026 is expected to be recognized in revenue in the 
following fiscal years:

$

2026  1,481 
2027  806 
2028  915 
2029  820 
2030  675 
Thereafter  1,362 
Total  6,059 
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5. Trade and other receivables

Trade and other receivables include the following: 

As at January 3, 
2026

As at December 28, 
2024

$ $

Franchise receivables  16,748  19,580 
Trade receivables  14,885  10,621 
Other  3,566  5,107 

 35,199  35,308 
Allowance for ECL  (853)  (345) 
Total trade and other receivables  34,346  34,963 

Trade and other receivables are generally aged no more than 120 days, with approximately 75% 
aged less than 30 days. Franchise receivables primarily relate to billings issued in the final days of the 
fiscal year and are typically collected within the first few days of the subsequent year. Trade 
receivables consist primarily of amounts due from vendors in respect of volume and co-operative 
advertising rebates, while other receivables relate largely to tenant allowances from landlords.

The Company evaluates the collectibility of trade and other receivables on an ongoing basis (refer to 
Note 3(i)(iii)). Historically, the Company has not experienced significant defaults on outstanding 
balances, and the maximum exposure to credit risk at the reporting date is the carrying amount of 
these receivables. For the year ended January 3, 2026, the Company recognized an ECL expense of 
$508, which is included in selling, general and administrative expenses in the consolidated 
statements of income and comprehensive income (December 28, 2024 — $75).

6. Business acquisitions

Franchise repurchases

The following table summarizes the fair value of assets acquired through franchise repurchases for 
the years ended January 3, 2026 and December 28, 2024:

January 3,
2026

December 28,
2024

$ $

Number of stores repurchased  12  2 

Inventories  1,307  249 
Property and equipment  1,185  112 
Goodwill  2,305  1,017 
Total cash consideration  4,797  1,378 

The fair values of inventories were measured based on estimated selling prices less costs to sell. The 
fair values of property and equipment were determined using a replacement cost approach, reflecting 
the current cost of comparable assets, adjusted for physical deterioration and obsolescence.
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Goodwill reflects the value of the acquired store’s established market presence and location 
characteristics, together with expected synergies from integration into the Company’s corporate retail 
network, including merchandising alignment, purchasing leverage and brand-related benefits. The 
goodwill recognized is not deductible for tax purposes.

For all store repurchases completed during the year ended January 3, 2026, the purchase price 
allocations are considered provisional. Adjustments may be recognized during the measurement 
period as the Company finalizes its estimates of the fair values of the assets acquired, including 
inventories and property and equipment. All store repurchases that were completed on or prior to 
December 28, 2024 and accounted for on a provisional basis have since been finalized.

From their respective acquisition dates, the repurchased franchise stores contributed revenue and net 
income of $6,163 and $725, respectively, for the year ended January 3, 2026 (December 28, 2024 — 
$2,224 and $497, respectively). 

7. Leases

(a) ROU assets

The following tables present the changes in ROU assets for the years ended January 3, 2026 and 
December 28, 2024:

Leased premises Other Total
$ $ $

As at December 28, 2024  237,551  5,245  242,796 
Net additions(1)  67,876  2,348  70,224 
Depreciation  (38,356)  (1,557)  (39,913) 
Impairment  (163)  —  (163) 
As at January 3, 2026  266,908  6,036  272,944 
(1) Includes net additions to leased premises of $18,693 related to the new Calgary distribution centre.

Leased premises Other Total
$ $ $

As at December 30, 2023  233,848  4,093  237,941 
Net additions  39,242  2,513  41,755 
Depreciation  (35,011)  (1,361)  (36,372) 
Impairment  (528)  —  (528) 
As at December 28, 2024  237,551  5,245  242,796 

During the year ended January 3, 2026, depreciation on ROU assets of $39,369 and $544 was 
recognized within cost of sales and selling, general and administrative expenses, respectively, in 
the consolidated statements of income and comprehensive income (December 28, 2024 — 
$35,838 and $534, respectively).

During the year ended January 3, 2026, the Company recognized a gain of $106 on the disposal 
of ROU assets in connection with the sale of corporate-owned stores to franchisees, which is 
included in selling, general and administrative expenses in the consolidated statements of income 
and comprehensive income (December 28, 2024 — $49).
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During the year ended January 3, 2026, the Company recognized an impairment charge of $163 
against the carrying value of the ROU assets for certain corporate-owned store locations 
(December 28, 2024 — $528). The recoverable amount for each affected location was 
determined using the VIU of the related CGU. Refer to Note 2 for a discussion of the key 
judgments and estimates applied in determining VIU. For the year ended January 3, 2026, the 
VIU calculations incorporated a pre-tax discount rate of 11.7% (December 28, 2024 — 8.6%).

During the year ended January 3, 2026, the Company received cash tenant allowances of 
$9,640, including $6,508 related to the completion of leasehold improvements at the new Calgary 
distribution centre (December 28, 2024 — $2,272).

(b) Lease liabilities

The following tables present the changes in lease liabilities for the years ended January 3, 2026 
and December 28, 2024:

Leased premises Other Total
$ $ $

As at December 28, 2024  466,028  5,246  471,274 
Additions(1)  118,637  2,679  121,316 
Interest expense on lease liabilities  25,304  268  25,572 
Repayment of interest and principal  (102,001)  (2,006)  (104,007) 
As at January 3, 2026  507,968  6,187  514,155 

Current portion of lease liabilities  75,655  1,471  77,126 
Long-term lease liabilities  432,313  4,716  437,029 
Total lease liabilities  507,968  6,187  514,155 
(1) Includes additions to leased premises of $18,693 related to the new Calgary distribution centre.

Leased premises Other Total
$ $ $

As at December 30, 2023  439,593  4,308  443,901 
Additions  89,763  2,508  92,271 
Interest expense on lease liabilities  23,163  246  23,409 
Repayment of interest and principal  (86,491)  (1,816)  (88,307) 
As at December 28, 2024  466,028  5,246  471,274 

Current portion of lease liabilities  75,368  1,513  76,881 
Lease liabilities  390,660  3,733  394,393 
Total lease liabilities  466,028  5,246  471,274 

The Company incurs variable lease payments for common area maintenance, property taxes, 
security and utilities related to its leased premises. In addition, certain retail store leases include 
payments that are contingent on a percentage of the store’s sales. For the year ended January 3, 
2026, variable lease expenses of $41,372 and $95 were included in cost of sales and selling, 
general and administrative expenses, respectively, in the consolidated statements of income and 
comprehensive income (December 28, 2024 — $36,792 and $109, respectively).
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The following is a summary of the Company’s future undiscounted contractual lease payments:

$

2026  100,958 
2027  93,626 
2028  78,486 
2029  79,576 
2030  72,609 
Thereafter  189,120 
Total undiscounted lease payments  614,375 

(c) Lease receivables

The Company is considered an intermediate lessor for certain head leases associated with 
franchise store locations. Details of the Company’s lease receivables include the following: 

As at January 3, 
2026

As at December 28, 
2024

$ $

Current portion of lease receivables  41,508  40,339 
Long-term lease receivables  172,171  170,052 
Total lease receivables  213,679  210,391 

For the year ended January 3, 2026, the Company recognized finance income on lease 
receivables of $10,394 in interest, net in the consolidated statements of income and 
comprehensive income (December 28, 2024 — $9,969).

Franchisees also make variable lease payments primarily for common area maintenance, 
property taxes and a percentage of sales earned in their retail store. For the year ended 
January 3, 2026, revenue from these variable lease payments was $55,038 and has been 
included in franchise and other revenues in the consolidated statements of income and 
comprehensive income (December 28, 2024 — $50,875). 

The Company evaluates the collectability of all lease receivables on an ongoing basis (refer to 
Note 3(i)(iii)). Based on this assessment, the ECL was determined to be less than 1.0% of the 
lease receivables as at January 3, 2026 and December 28, 2024, respectively.
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The following is a summary of the contractual undiscounted cash inflows for lease receivables:

$

2026  50,697 
2027  45,094 
2028  37,387 
2029  32,561 
2030  27,994 
Thereafter  53,292 
Total undiscounted lease receivables  247,025 
Unearned interest income  (33,346) 
Total lease receivables  213,679 

8. Property and equipment

The following tables present the changes in property and equipment for the years ended January 3, 
2026 and December 28, 2024:

Land and 
buildings

Furniture, 
fixtures, and 

equipment
Leasehold 

improvements
Construction-
in-progress(1) Total

$ $ $ $ $

Cost
As at December 28, 2024  617  112,040  139,922  2,013  254,592 

Additions  —  15,976  28,459  11,578  56,013 
Transfers  —  7,119  6,472  (13,591)  — 
Disposals  —  (5,013)  (6,918)  —  (11,931) 

As at January 3, 2026  617  130,122  167,935  —  298,674 

Accumulated depreciation
As at December 28, 2024  (321)  (40,323)  (62,486)  —  (103,130) 

Depreciation  (20)  (14,288)  (15,474)  —  (29,782) 
Disposals  —  3,801  4,771  —  8,572 
Impairment  —  (41)  (68)  —  (109) 

As at January 3, 2026  (341)  (50,851)  (73,257)  —  (124,449) 

Net book value
As at January 3, 2026  276  79,271  94,678  —  174,225 

PET VALU HOLDINGS LTD.
Notes to the Consolidated Financial Statements
For the years ended January 3, 2026 and December 28, 2024
(In thousands of Canadian dollars, unless otherwise stated)

30



Land and 
buildings

Furniture, 
fixtures, and 

equipment
Leasehold 

improvements
Construction-
in-progress(1) Total

$ $ $ $ $

Cost
As at December 30, 2023  617  80,832  121,065  14,414  216,928 

Additions  —  18,146  24,099  18,661  60,906 
Transfers  —  24,076  6,986  (31,062)  — 
Disposals  —  (11,014)  (12,228)  —  (23,242) 

As at December 28, 2024  617  112,040  139,922  2,013  254,592 

Accumulated depreciation
As at December 30, 2023  (301)  (37,592)  (58,542)  —  (96,435) 

Depreciation  (20)  (12,241)  (13,202)  —  (25,463) 
Disposals  —  9,510  9,474  —  18,984 
Impairment  —  —  (216)  —  (216) 

As at December 28, 2024  (321)  (40,323)  (62,486)  —  (103,130) 

Net book value
As at December 28, 2024  296  71,717  77,436  2,013  151,462 
(1) During the years ended January 3, 2026 and December 28, 2024, construction-in-progress includes costs associated with 
new distribution centres.

During the year ended January 3, 2026, the Company recognized an impairment charge of $109 
against the carrying value of the property and equipment for certain corporate-owned store locations 
(December 28, 2024 — $216). The recoverable amount for each affected location was determined 
using the VIU of the related CGU. Refer to Note 2 for a discussion of the key judgments and 
estimates applied in determining VIU. For the year ended January 3, 2026, the VIU calculations 
incorporated a pre-tax discount rate of 11.7% (December 28, 2024 — 8.6%).
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9. Intangible assets and goodwill

The following tables present the changes in intangible assets for the years ended January 3, 2026 
and December 28, 2024:

Franchise 
agreements Software

Definite-life 
trade 

names

Non-
compete 

agreements

Indefinite-
life trade 

names Total
$ $ $ $ $ $

Cost
As at December 28, 2024  33,901  26,179  2,815  853  42,469  106,217 

Additions  —  2,188  —  —  —  2,188 
Disposals  —  (46)  —  —  —  (46) 

As at January 3, 2026  33,901  28,321  2,815  853  42,469  108,359 

Accumulated amortization
As at December 28, 2024  (32,861)  (19,591)  (2,705)  (812)  —  (55,969) 

Amortization  (171)  (3,692)  (110)  (19)  —  (3,992) 
Disposals  —  46  —  —  —  46 

As at January 3, 2026  (33,032)  (23,237)  (2,815)  (831)  —  (59,915) 

Net book value
As at January 3, 2026  869  5,084  —  22  42,469  48,444 

Franchise 
agreements Software

Definite-life 
trade names

Non-
compete 

agreements
Indefinite-life 
trade names Total

$ $ $ $ $ $

Cost
As at December 30, 2023  33,901  24,240  2,815  853  42,469  104,278 

Additions  —  2,121  —  —  —  2,121 
Disposals  —  (182)  —  —  —  (182) 

As at December 28, 2024  33,901  26,179  2,815  853  42,469  106,217 

Accumulated amortization
As at December 30, 2023  (32,693)  (15,990)  (2,597)  (793)  —  (52,073) 

Amortization  (168)  (3,783)  (108)  (19)  —  (4,078) 
Disposals  —  182  —  —  —  182 

As at December 28, 2024  (32,861)  (19,591)  (2,705)  (812)  —  (55,969) 

Net book value
As at December 28, 2024  1,040  6,588  110  41  42,469  50,248 

PET VALU HOLDINGS LTD.
Notes to the Consolidated Financial Statements
For the years ended January 3, 2026 and December 28, 2024
(In thousands of Canadian dollars, unless otherwise stated)

32



The following table presents the changes in goodwill for the years ended January 3, 2026 and 
December 28, 2024:

$

As at December 30, 2023  97,562 
Additions related to franchise repurchases (Note 6)  1,017 
Reductions related to corporate-owned stores sold to franchisees  (399) 
As at December 28, 2024  98,180 
Additions related to franchise repurchases (Note 6)  2,305 
Reductions related to corporate-owned stores sold to franchisees  (73) 
As at January 3, 2026  100,412 

When evaluating assets for impairment, goodwill and the Pet Valu trade names of $30,500 are 
allocated to the Company’s consolidated CGU group, its sole operating segment. The Chico trade 
name of $11,969 is allocated to the Chico CGU (December 28, 2024 — $30,500 and $11,969, 
respectively).

For the years ended January 3, 2026 and December 28, 2024, the recoverable amounts of both the 
consolidated CGU group and the Chico CGU exceeded their carrying values and no impairment was 
recognized. The Company’s annual impairment assessments incorporated the following key 
assumptions:

• Terminal growth rate of 2.0% (December 28, 2024 — 2.0%)

• Pre-tax discount rate of 10.0% (December 28, 2024 — 8.1%)

Based on the Company’s sensitivity analysis, management concluded that no reasonably possible 
change in the key assumptions would result in the carrying amount of goodwill exceeding its 
recoverable amount.

10. Trade and other payables

Trade and other payables include the following: 

As at January 3, 
2026

As at December 28, 
2024

$ $

Trade payables and accruals  69,973  58,494 
Payroll and related accruals  19,463  16,906 
Automatic share purchase plan obligation (Note 15)  5,000  9,000 
Loyalty and gift card liabilities (Note 4)  11,409  10,362 
Sales taxes payable  6,148  5,580 
Interest payable  1,147  1,296 
Total trade and other payables  113,140  101,638 
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11. Long-term debt

Long-term debt includes the following: 

As at January 3, 
2026

As at December 28, 
2024

$ $

Term Facility(1) (a)  281,846  281,638 
Revolving Facility (a)  10,000  — 

 291,846  281,638 
Deferred financing costs (b)  (2,859)  (3,618) 
Total long-term debt  288,987  278,020 
(1) Net of repayments, as applicable, gain on modification of debt, and related accretion.

(a) Credit Agreement

The Company entered into a credit agreement on June 30, 2021 with a syndicate of lenders 
consisting of (i) a $355,000 term facility and (ii) a $130,000 revolving credit facility, of which up to 
$20,000 was available for the issuance of letters of credit in Canadian or U.S. dollars.

On May 24, 2023, the Company amended the credit agreement to update the reference rates for 
short-term floating rate borrowings, replacing the LIBOR rate and the bankers’ acceptance rate 
with the secured overnight financing rate (“SOFR”) and the Canadian reference rate, respectively.

On April 26, 2024, the Company completed a second amendment to the credit agreement 
modifying the Canadian reference rate to the Canadian Overnight Repo Rate Average 
(“CORRA”).

On October 31, 2024, the Company entered into a third amended and restated credit agreement 
(the “Credit Agreement”), which provides for (i) a $282,625 term facility (“Term Facility”) and (ii) a 
$175,000 revolving credit facility (“Revolving Facility”), of which up to $20,000 may be used for 
the issuance of letters of credit in Canadian or U.S. dollars (the “Revolving Facility” and together 
with the Term Facility, the “Credit Facilities”).

The Credit Agreement extended the maturity date of the Credit Facilities to October 31, 2029 and 
requires mandatory quarterly principal repayments on the Term Facility only if the net total 
leverage ratio reaches a certain threshold. The Term Facility also contains mandatory prepayment 
provisions related to non-ordinary course asset sales, excess cash flow and issuances of debt 
obligations by the Company and its subsidiaries, subject to customary thresholds and exceptions.

Voluntary prepayments of the Term Facility are permitted at any time, subject to minimum 
repayment amounts and customary notice periods, without premium or penalty other than 
applicable “breakage” costs. Any such prepayments will reduce the scheduled principal 
repayments, if applicable. The credit agreement also provides that amounts under the Revolving 
Facility may be borrowed, repaid and re-borrowed.

Management determined that the Credit Agreement constituted a modification of long-term debt. 
Accordingly, for the year ended December 28, 2024, the Company recognized a gain on debt 
modification of $1,019 in interest expenses, net, in the consolidated statements of income and 
comprehensive income. The Company also incurred deferred financing costs of $1,971, which 
are being amortized over the term of the amended agreement.
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During the year ended January 3, 2026, the Company drew down $32,000 under the Revolving 
Facility in connection with common shares repurchased for cancellation (refer to Note 15), of 
which $22,000 was repaid by the end of the fiscal year.

As at January 3, 2026, the Company has outstanding standby letters of credit under the 
Revolving Facility of $14,501 (December 28, 2024 — $nil). The standby letters of credit were 
advanced in relation to income tax matters with the Canada Revenue Agency (“CRA”) (refer to 
Note 13). For the year ended January 3, 2026, the Company incurred fees on the outstanding 
standby letters of credit of $173 (December 28, 2024 — $nil).

Borrowings under the Credit Facilities bear interest, according to the type of borrowing advanced, 
at short-term floating rates based on a reference rate (CORRA, the U.S. base rate, the Canadian 
prime rate, or SOFR as applicable), plus a margin per annum determined by the Company’s net 
total leverage ratio. As at January 3, 2026, the interest rate in effect on the Credit Facilities is 
4.05% (December 28, 2024 — 5.40%).

The obligations under the Credit Facilities are unconditionally guaranteed by the Company and its 
material subsidiaries and are secured by a charge over substantially all of the property and 
assets of the Company and the guarantors.

The Credit Agreement contains affirmative and negative covenants customary for credit facilities 
of this nature, subject to certain exceptions. The Credit Agreement also contains certain financial 
covenants to be complied with over the term of the Credit Facilities, specifically, (i) a net total 
leverage ratio and a net first lien leverage coverage ratio that must be no greater than 5 times 
and 4.25 times, respectively, of consolidated earnings before interest, taxes, depreciation and 
amortization (“EBITDA”) as defined in the credit agreement; and (ii) an interest coverage ratio of 
not less than 3 times consolidated EBITDA. The covenants are tested for compliance at the end 
of each quarter. As at January 3, 2026 and December 28, 2024, the Company was in full 
compliance with all of its covenants, and there was no indication that it will have difficulty 
complying with these covenants in the future.

The following table presents the changes in long-term debt for the years ended January 3, 2026 
and December 28, 2024:

$

As at December 30, 2023  293,224 
Repayments  (13,312) 
Deferred financing costs paid  (1,971) 
Accretion of deferred financing costs  1,066 
Gain on modification of long-term debt  (1,019) 
Accretion of gain on modification of long-term debt  32 
As at December 28, 2024  278,020 
Accretion of deferred financing costs  759 
Accretion of gain on modification of long-term debt  208 
Net drawings of Revolving Facility  10,000 
As at January 3, 2026  288,987 

As at January 3, 2026 and December 28, 2024, the Company had unused borrowing capacity 
available under the Revolving Facility of $150,499 and $175,000, respectively. 
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(b) Deferred financing costs

The Company has incurred deferred financing costs of $7,639 in connection with the Company’s 
Credit Facilities. These costs are being amortized to interest expenses, net in the consolidated 
statements of income and comprehensive income using the effective interest method. As at 
January 3, 2026, the unamortized deferred financing costs were $2,859 (December 28, 2024 — 
$3,618).

12. Financial instruments and risk management

(a) Fair values of financial instruments

All assets and liabilities for which fair value is measured or disclosed in the financial statements 
are categorized within the fair value hierarchy, described as follows, based on the lowest level of 
input that is significant to the fair value measurement as a whole:

• Level 1 – Quoted (unadjusted) market prices in active markets for identical assets or liabilities

• Level 2 – Valuation techniques for which the lowest level input that is significant to the fair 
value measurement is directly or indirectly observable

• Level 3 – Valuation techniques for which the lowest level input that is significant to the fair 
value measurement is unobservable.

For the years ended January 3, 2026 and December 28, 2024, there were no transfers between 
levels of the fair value hierarchy.

The carrying amounts of cash, trade and other receivables, and trade and other payables 
approximate their fair values due to the short-term maturity of these financial instruments. The 
carrying amounts and fair values of the Company’s long-term debt are as follows:

As at January 3, 2026 As at December 28, 2024
Carrying 

value
Fair

value
Carrying 

value
Fair

value
$ $ $ $

Long-term debt(1) (Level 2)  288,987  292,625  278,020  282,625 
(1) Carrying value is net of deferred financing costs and gain on modification of debt.

(b) Financial risk management objectives

The Company’s activities expose it to a variety of financial risks, which includes credit risk, market 
risk, including foreign exchange rate risk and interest rate risk, and liquidity risk. The Company’s 
overall risk management program focuses on the unpredictability of financial markets and seeks 
to minimize potential adverse effects on the Company’s financial performance.

(i) Credit risk

Credit risk is the risk of financial loss to the Company if a customer or counterparty to a 
financial instrument fails to meet its contractual obligations. This risk arises primarily from the 
Company’s cash, trade and other receivables, and lease receivables. Credit risk related to 
cash is minimized by holding deposits with multiple high-quality financial institutions. Credit 
risk associated with supplier receivables is managed through the Company’s ability to offset 
amounts receivable from suppliers against amounts payable to them. Credit risk related to 
franchisee receivables and lease receivables is mitigated through short-term settlement terms 
and a thorough franchisee screening process, including an assessment of each franchisee’s 
access to adequate financing prior to acceptance.
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(ii) Liquidity risk

Liquidity risk is the risk that the Company will be unable to meet its financial obligations as 
they come due. The Company manages this risk through active working capital and cash flow 
management, and by maintaining access to various sources of financing, including bank debt 
and finance leases. All trade and other payables are due within 12 months of the date of 
these financial statements.

(iii) Market risk

Market risk is the risk that the fair value or future cash flows of a financial instrument will 
fluctuate because of changes in market prices. Market risk consists of two types of risk, which 
are  foreign currency risk and interest rate risk.

• Foreign currency risk

The Company is exposed to foreign currency risk related to purchases of merchandise in 
U.S. dollars.  

The Company is also exposed to foreign currency risk on financial assets and liabilities 
denominated in foreign currencies. These assets and liabilities are short-term in nature 
and management does not consider the related exposure to be a significant risk. A five-
percentage point change in the Canadian dollar relative to the U.S. dollar, assuming all 
other variables remain constant, would have changed income before income taxes for the 
year ended January 3, 2026 by $311 due to the revaluation on these financial assets and 
liabilities (December 28, 2024 — $708).

• Interest rate risk

Interest rate risk is the risk that the fair value or future cash flows of a financial instrument 
will fluctuate due to changes in market interest rates. The Term Facility bears interest at 
variable interest rates, and fluctuations in short-term floating rates can affect the 
Company’s interest payments and related cash flows.

For the year ended January 3, 2026, a one percentage point change in the applicable 
interest rate under the credit agreement based on the debt outstanding as at January 3, 
2026, would have changed income before income taxes by $2,926 (December 28, 2024 
— $2,826).
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13. Income taxes

The following table presents the significant components of income tax expense for the years ended 
January 3, 2026 and December 28, 2024:

January 3,
2026

December 28,
2024

$ $

Current tax expense
Current year  40,995  35,741 
Adjustments with respect to prior years  (22)  120 

 40,973  35,861 
Deferred tax recovery

Origination and reversal of temporary differences  (4,968)  (1,777) 
Adjustments with respect to prior years  (51)  (120) 

 (5,019)  (1,897) 
Income tax expense  35,954  33,964 

The Company’s income tax expense differs from the amount calculated by applying the combined 
Canadian federal and provincial statutory income tax rate of 26.5% to income before income taxes for 
the years ended January 3, 2026 and December 28, 2024 as follows:

January 3,
2026

December 28,
2024

$ $

Income before income taxes  133,754  121,384 

Expected income tax expense  35,445  32,167 
Increase (decrease) in income taxes resulting from:

Change in deferred tax asset recognition  653  (75) 
Non-deductible expenditures  545  1,575 
Other  (689)  297 

Income tax expense  35,954  33,964 
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The tax effects of the significant temporary differences that give rise to the Company’s deferred tax 
assets and liabilities as at January 3, 2026 and December 28, 2024 are as follows:

January 3,
2026

December 28,
2024

$ $

Deferred tax assets
Ordinary loss carryforwards  16,147  14,839 
Capital loss carryforwards  7,211  7,253 
IFRS 16, Leases  137,690  124,834 
Financing fees  —  924 
Reserves and accruals  4,511  4,034 
Deferred franchise fees  1,396  1,354 
Capital lease obligation  1,643  1,394 
Other  770  906 

 169,368  155,538 
Deferred tax liabilities

Intangible assets and property fair value increments on
business acquisition  11,074  10,517 

IFRS 16, Leases  127,260  118,535 
Property and equipment  6,782  7,717 
Other  644  262 

 145,760  137,031 
Deferred tax assets not recognized in the current year  (18,326)  (18,244) 
Net deferred tax assets  5,282  263 

As at January 3, 2026, the Company had approximately $16,147 of tax effected ordinary loss 
carryforwards available (December 28, 2024 — $14,839). The total U.S. federal losses as at 
January 3, 2026 are $10,410 (December 28, 2024 — $10,164) and have no expiry date. No deferred 
tax asset has been recognized with respect to these losses. The Canadian losses that expire 
between 2039 and 2045 as at January 3, 2026 are $5,737 (December 28, 2024 — $4,675). A 
deferred tax asset has been recognized on these Canadian losses as the Company expects to have 
taxable income available to utilize these losses. As at January 3, 2026, the Company has 
approximately $7,211 of tax effected capital loss carryforwards available (December 28, 2024 — 
$7,253). The U.S. losses that expire in 2028 as at January 3, 2026 are $848 (December 28, 2024 — 
$890). The Canadian losses as at January 3, 2026 were $6,363 (December 28, 2024 — $6,363) and 
have no expiry date. No income tax benefit has been recognized in respect of those losses.

The Company is subject to routine audits of its tax filing positions by the CRA. In September 2023, 
the CRA reassessed the Company approximately $6,000 of additional income tax plus interest for the 
2018 taxation year, citing the non-deductibility of certain interest expenses (“2018 reassessment”). In 
April 2024, the CRA issued proposal letters indicating its intent to deny similar interest expense 
deductions for the Company’s 2019 and 2020 taxation years, consistent with the 2018 reassessment, 
and accordingly, in June 2024, the CRA reassessed the Company approximately $6,400 of additional 
income tax plus interest for the 2019 taxation year (“2019 reassessment”).
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In January 2025, the CRA issued a further proposal to deny the deduction of certain intercompany 
dividends for the Company’s 2016, 2017, and 2018 taxation years. This proposal also confirmed that 
the CRA would not proceed with the April 2024 proposal regarding interest deductions for the 
Company’s 2020 taxation year. In March 2025, the CRA reassessed the Company approximately 
$18,400 of additional income tax plus interest based on the January 2025 proposal (“2016–2018 
reassessments”).

The Company had previously filed objections with the CRA in relation to the 2018 reassessment and 
the 2019 reassessment. In August 2025, the CRA notified the Company that it would allow the 
objections in full, and subsequently, it reversed both the 2018 reassessment and the 2019 
reassessment.

The Company has filed objections to, and intends to vigorously contest, the 2016–2018 
reassessments. The Company and its tax advisors believe that the Company’s tax filing positions are 
appropriate. Accordingly, no amount or provision has been recorded in the financial statements in 
respect of the 2016–2018 reassessments.

The Company has outstanding standby letters of credit related to the notice of objections for the 
2016–2018 reassessments (refer to Note 11 for additional information). The letter of credit related to 
the 2019 reassessment was released by the CRA in November 2025.

14. Provisions

The Company recognizes a restoration provision related to its contractual obligations to return lease 
premises to their original condition at the end of the lease term. A corresponding increase is 
recognized in the cost of the associated ROU asset. The following table presents the changes in the 
Company’s restoration provision for the years ended January 3, 2026 and December 28, 2024:

$

As at December 30, 2023  3,295 
Additions  1,223 
Settlements  (694) 
Accretion expense  96 
As at December 28, 2024  3,920 
Additions  349 
Settlements  (203) 
Reversals  (32) 
Accretion expense  123 
As at January 3, 2026  4,157 

Current provisions  120 
Non-current provisions  4,037 
Total provisions  4,157 

15. Share capital

(a) Authorized share capital

The Company’s authorized share capital consists of an unlimited number of common shares and 
an unlimited number of preferred shares, issuable in series. 
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The holders of common shares are entitled to receive dividends as declared from time to time by 
the Board of Directors and are entitled to one vote per common share at meetings of 
shareholders.

Preferred shares of each series, if and when issued, will be entitled to preference over common 
shares with respect to the payment of dividends. Except as provided in any special rights or 
restrictions attached to a particular series of preferred shares, holders of preferred shares are not 
entitled to vote at shareholder meetings.

As at January 3, 2026, there are 68,926,379 common shares issued and outstanding. No 
preferred shares have been issued by the Company.

The following table presents the changes in the Company’s share capital for the years ended 
January 3, 2026 and December 28, 2024:

Common shares 
outstanding Amount

# $
As at December 30, 2023 71,463,986  321,752 
Exercise of share options 419,895  6,187 
Shares repurchased for cancellation  (1,139,037)  (5,110) 
Share repurchase commitment under automatic 

share purchase plan  —  (9,000) 
As at December 28, 2024 70,744,844  313,829 
Exercise of share options 1,321,033  29,082 
Shares repurchased for cancellation  (3,139,498)  (14,256) 
Change in automatic share purchase plan commitment  —  4,000 
As at January 3, 2026 68,926,379  332,655 

Dividends

The Company’s dividend policy is at the discretion of the Board of Directors. For the year ended 
January 3, 2026, the Company paid $33,162 in dividends to holders of common shares 
(December 28, 2024 — $31,470) or $0.48 per common share (December 28, 2024 — $0.44).

(b) Shares repurchased for cancellation

(i) Normal course issuer bid (“NCIB”) and automatic share purchase plan (“ASPP”)

The Company maintains a program of NCIBs approved by the TSX, each permitting the 
repurchase for cancellation of up to approximately 5% (or, for the 2023 NCIB (defined herein), 
2.5%) of the Company’s issued and outstanding common shares as of the applicable notice 
date. Each NCIB is effective for a 12-month period.

2023 NCIB

On November 28, 2023, the Company announced that the TSX had accepted its notice of 
intention to launch an NCIB (“2023 NCIB”). The 2023 NCIB permitted the purchase of up to 
1,786,599 common shares, representing approximately 2.5% of the common shares of the 
Company outstanding as at November 16, 2023. The 2023 NCIB commenced November 30, 
2023 and concluded November 29, 2024.
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2024 NCIB

On November 28, 2024, the Company announced that the TSX had accepted its notice of 
intention to renew its NCIB (“2024 NCIB”). The 2024 NCIB authorized the purchase of up to 
3,572,004 common shares, representing approximately 5% of the common shares of the 
Company outstanding as at November 18, 2024. The 2024 NCIB commenced December 2, 
2024 and concluded on December 1, 2025.

During the year ended December 28, 2024, the Company repurchased 1,139,037 common 
shares for cancellation under the 2023 NCIB and 2024 NCIB (amounting to 691,875 for the 
2023 NCIB and 447,162 for the 2024 NCIB, correspondingly) for total cash consideration of 
$30,007. The Company also recognized taxes of $600 for common shares repurchased 
during the year ended December 28, 2024, with a corresponding increase to deficit. 

2025 NCIB

On November 28, 2025, the Company announced that the TSX had accepted its notice of 
intention to renew its NCIB (“2025 NCIB”). The 2025 NCIB permits the purchase of up to 
3,449,181 common shares, representing approximately 5% of the common shares of the 
Company outstanding as at November 19, 2025. The 2025 NCIB commenced December 2, 
2025 and will continue until the earliest of December 1, 2026, the date the authorized number 
of shares is acquired, or earlier termination by the Company.

During the year ended January 3, 2026, the Company repurchased 1,060,498 common 
shares for cancellation under the 2024 NCIB for total cash consideration of $28,036. The 
Company also recognized taxes of $561 for common shares repurchased under the 2024 
NCIB during the year ended January 3, 2026, with a corresponding increase to deficit.

ASPPs

In connection with each NCIB, the Company implemented an ASPP with a designated broker, 
effective November 24, 2023 for the 2023 ASPP; December 2, 2024 for the 2024 ASPP; and 
December 2, 2025 for the 2025 ASPP. The ASPPs allow for repurchases during periods in 
which the Company would otherwise be restricted from buying shares under insider-trading or 
blackout rules. Prior to entering blackout periods, the Company may, but is not required to, 
instruct its broker to make purchases at the broker’s discretion, subject to parameters set by 
the Company and in accordance with the NCIB, TSX rules, securities laws, and the terms of 
the ASPP. Each ASPP operated concurrently with, and terminated upon completion or expiry 
of, its related NCIB.

The Company records a liability for the share purchase commitment during blackout periods 
based on the parameters of the 2025 ASPP and for the comparative period based on the 
parameters of the 2024 ASPP. As at January 3, 2026, an estimated maximum obligation of 
$5,000 under the 2025 ASPP is included in trade and other payables (December 28, 2024 — 
$9,000).

(ii) Share repurchase

On May 12, 2025, the Company purchased for cancellation an aggregate of 2,079,000 
common shares at a price of $28.85 per common share from PV Holdings S.à.r.l., Roark 
Capital Partners II AIV AG, L.P., RCPS Equity Cayman LP, and Roark Capital Partners 
Parallel II AIV AG, L.P. (collectively, the “principal shareholders”), each an entity controlled 
directly or indirectly by Roark Capital Management, LLC, for total cash consideration of 
$59,979 (the “Share Repurchase”). The Company also recognized taxes of $1,200 in relation 
to the Share Repurchase during the year ended January 3, 2026, with a corresponding 
increase to deficit.
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During the year ended January 3, 2026, under the 2024 NCIB and the Share Repurchase, the 
Company repurchased an aggregate of 3,139,498 common shares for cancellation for cash 
consideration of $88,015.

(c) Secondary offering

On May 15, 2024, a secondary offering (the “2024 Secondary Offering”) of the Company’s 
common shares was completed by its principal shareholders on a bought deal basis. The 2024 
Secondary Offering of 5,903,000 common shares at an offering price of $29.65 per common 
share raised gross proceeds of $175,024 for the principal shareholders. The Company did not 
issue additional common shares or receive any of the proceeds from the 2024 Secondary 
Offering. Underwriting fees were paid by the principal shareholders, and other expenses related 
to the 2024 Secondary Offering of approximately $224 were paid by the Company and included in 
selling, general and administrative expenses for the year ended December 28, 2024.

On May 16, 2025, a secondary offering of the Company’s common shares was completed by its 
principal shareholders on a bought deal basis, and on May 21, 2025, the exercise in full of the 
over-allotment option granted to the underwriters in connection with the secondary offering was 
completed (collectively, the “May 2025 Secondary Offering”). The May 2025 Secondary Offering 
of 5,980,000 common shares at an offering price of $28.85 per common share raised gross 
proceeds of $172,523 for the principal shareholders. The Company did not issue additional 
common shares or receive any of the proceeds from the May 2025 Secondary Offering. 
Underwriting fees were paid by the principal shareholders, and other expenses related to the May 
2025 Secondary Offering of approximately $319 were paid by the Company and included in 
selling, general and administrative expenses for the year ended January 3, 2026.

On June 9, 2025, a secondary offering (the “June 2025 Secondary Offering”) of the Company’s 
common shares was completed by its principal shareholders on a bought deal basis. The June 
2025 Secondary Offering of 19,969,450 common shares at an offering price of $28.85 per 
common share raised gross proceeds of $576,119 for the principal shareholders. The Company 
did not issue additional common shares or receive any of the proceeds from the June 2025 
Secondary Offering. Underwriting fees and other expenses were paid by the principal 
shareholders. Following the completion of the June 2025 Secondary Offering, the principal 
shareholders no longer own any common shares of the Company.

16. Net income per share

(a) Basic net income per share

Basic net income per share is calculated by dividing the net income attributable to shareholders 
of the Company by the weighted average number of common shares outstanding during the year.

January 3,
2026

December 28,
2024

$ $

Net income  97,800  87,420 
Basic weighted average number of common shares 

outstanding during the year (thousands)  69,273  71,493 
Basic net income per common share  1.41  1.22 
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(b) Diluted net income per share

Diluted net income per share is calculated by dividing the net income attributable to shareholders 
of the Company, adjusted for the effects of dilutive options and share units, if applicable, by the 
weighted average number of common shares outstanding during the year, plus the weighted 
average number of common shares that would be issued on exercise of dilutive options and 
share units granted, as calculated under the treasury stock method.

January 3,
2026

December 28,
2024

$ $

Net income  97,800  87,420 
Diluted weighted average number of common shares 

outstanding during the year (thousands)  70,279  72,329 
Diluted net income per common share  1.39  1.21 

The following table presents a reconciliation from the basic weighted average number of common 
shares outstanding to the diluted weighted average number of common shares outstanding 
(number of shares in thousands):

January 3,
2026

December 28,
2024

# #
Basic weighted average number of common shares 

outstanding during the year  69,273  71,493 
Dilutive effect of share options in the Amended and 

Restated Share Option Plan  399  717 
Dilutive effect of share options in the LTIP  607  119 
Diluted weighted average number of common shares 

outstanding during the year  70,279  72,329 

For the year ended December 28, 2024, 26,912 performance-based share options were not 
included in the calculation of diluted net income per share as the vesting conditions required to 
convert these options to common shares were not met.

For the year ended January 3, 2026, 611,732 service-based LTIP share options were not included 
in the calculation of diluted net income per share as they were not in the money or the vesting 
conditions were not expected to be met (December 28, 2024 — 677,819).

For the year ended January 3, 2026, 376,249 performance-based LTIP share options were not 
included in the calculation of diluted net income per share, as the vesting conditions required to 
convert these options to common shares were not met (December 28, 2024 — 564,374).
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17. Cost of sales

The following table presents a breakdown of cost of sales for the years ended January 3, 2026 and 
December 28, 2024: 

January 3,
2026

December 28,
2024

$ $

Merchandise costs  616,583  569,783 
Store occupancy costs  63,411  55,933 
Distribution costs  106,722  106,838 
Total cost of sales  786,716  732,554 

For the years ended January 3, 2026 and December 28, 2024, cost of sales includes write-downs of 
$2,197 and $3,729, respectively, due to obsolescence, shrinkage and damage. 

18. Selling, general and administrative expenses

The following table presents a breakdown of selling, general and administrative expenses for the 
years ended January 3, 2026 and December 28, 2024:

January 3,
2026

December 28,
2024

$ $

Employee benefits expense  125,453  115,970 
Depreciation and amortization  24,218  22,225 
Marketing and advertising  28,804  28,047 
Technology and telecommunication  22,854  24,402 
Professional fees  7,647  7,560 
Other store expenses  7,514  6,591 
Other selling, general and administrative expenses  8,194  4,521 
Total selling, general and administrative expenses  224,684  209,316 
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19. Interest expenses, net

The following table presents a breakdown of interest expenses, net for the years ended January 3, 
2026 and December 28, 2024:

January 3,
2026

December 28,
2024

$ $

Interest on long-term debt  14,367  20,454 
Gain on modification of long-term debt  —  (1,019) 
Accretion of gain on modification of long-term debt  208  32 
Accretion of deferred financing costs  759  1,066 
Interest on lease liabilities  25,572  23,409 
Interest income on lease receivables  (10,394)  (9,969) 
Standby letter of credit fees  173  — 
Other interest income, net  (205)  (1,870) 
Interest expenses, net  30,480  32,103 

20. Share-based compensation

(a) Share Option Plan

The Company has the Share Option Plan pursuant to which it has granted share options to 
current and former directors and employees. 

The Company amended and restated the Share Option Plan so that no additional awards could 
be made under this plan, but share options previously granted under this plan continue to remain 
outstanding in accordance with their terms and will continue to be governed by the provisions of 
the Share Option Plan. 

Share Option Plan option awards were granted at an exercise price determined by the 
Company’s Board of Directors, which was not less than the fair market value of the underlying 
share on the date the option was granted. Share Option Plan option awards generally vest 
equally from the date of grant over five years and generally contain an equal number of service-
based and performance-based awards. The share options can generally be exercised up to five 
years after the five-year vesting period and, therefore, the contractual term of each option granted 
is ten years. The Company accounts for the Share Option Plan as an equity-settled plan. 

The fair value of each option award was calculated on the date of grant using the Black-Scholes 
option pricing model. Expected volatilities were based on the historical volatility of comparable 
publicly traded companies operating in the Company’s industry. The expected life of options 
granted was based on management’s best estimate using the mid-point between the vesting date 
and the maturity date for each tranche. The risk-free rate for periods within the expected life of the 
option was based on the U.S. Treasury yield curve in effect at the time of grant.
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The following table summarizes the option activity under the Share Option Plan:

Number of 
Options

Weighted average 
exercise price $

Outstanding, December 30, 2023  1,258,963  9.72 
Exercised  (419,717)  9.73 
Forfeited  (41,760)  9.73 
Outstanding, December 28, 2024  797,486  9.72 
Exercised  (641,577)  9.71 
Forfeited  (7,424)  9.73 
Outstanding, January 3, 2026  148,485  9.73 

The following table provides information relating to the share options outstanding and exercisable 
under the Share Option Plan as at January 3, 2026:

Share options outstanding Share options exercisable

Exercise price 
$

Number 
of share 
options

Weighted 
average 

remaining 
contractual 

term (years)

Weighted 
average 
exercise 

price $

Number 
of share 
options

Weighted 
average 

remaining 
contractual 

term (years)

Weighted 
average 
exercise 

price $
 9.73 148,485 4.60  9.73 139,205 4.57  9.73 

During the year ended January 3, 2026, the Company recognized share-based compensation 
expense in relation to the Share Option Plan of $17, which was included in selling, general and 
administrative expenses in the consolidated statements of income and comprehensive income 
(December 28, 2024 — $3).

(b) LTIP

The Company’s LTIP allows for the grant of share options, stock appreciation rights, tandem 
stock appreciation rights, RSUs, PSUs and restricted stock awards to eligible participants. Any 
individual employed by the Company, including a service provider, who in the opinion of the 
Board of Directors is in a position to contribute to the success of the Company shall be eligible to 
receive awards under the LTIP. The number of common shares that can be issued under the LTIP, 
combined with all other security-based compensation arrangements of the Company, shall not 
exceed 10% of the aggregate number of issued and outstanding common shares, from time to 
time.
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The number and the timing of the awards granted to eligible participants are determined by the 
Board of Directors. The exercise price per share with respect to each share option is also 
determined by the Board of Directors but cannot be less than the Market Price (as defined in the 
LTIP) of the common shares on the day on which the share option is granted. Share options 
typically vest over a period of three or four years and may contain service-based and 
performance-based vesting conditions. Share options granted under the plan may be exercised 
during a period not exceeding ten years from the grant date subject to earlier termination due to 
employment termination, death or disability. The performance-based options issued under the 
LTIP are based on the relative total shareholder return compared to the return of the following 
indices: S&P/TSX Completion Index, S&P/TSX Capped Composite Consumer Discretionary, and 
S&P/TSX Capped Composite Consumer Staples. The fair values of the service-based options 
and performance-based options are calculated at the date of the grant using the Black-Scholes 
optioning pricing model and the Monte Carlo simulation method, respectively.

RSUs and PSUs issued by the Company under the LTIP are settled in cash and are accounted 
for as cash-settled awards. The Company is required to record a liability for the potential future 
settlement of the vested RSUs and PSUs at each reporting date by reference to the fair value of 
the liability. The RSUs and PSUs cliff vest in three years following the grant date. The 
performance-based component of PSUs is based 50% on operating income growth before share-
based compensation expense and 50% on total return to the Company’s shareholders relative to 
the total return of companies comprising a blend of the S&P/TSX Completion Index, S&P/TSX 
Capped Composite Consumer Discretionary, and the S&P/TSX Capped Composite Consumer 
Staples. The number of PSUs that vest is determined by multiplying the number of units granted 
to the participant by the adjustment factor, which ranges from 0 to 2.0, depending on the 
achievement of such targets. Additional RSUs and PSUs issued in lieu of cash dividends vest at 
the same time and are subject to the same conditions as the RSUs and PSUs to which they are 
attributable.

(i) Share options

The following table summarizes the share option activity under the LTIP:

Number of Options
Weighted average 

exercise price $

Outstanding, December 30, 2023  1,671,279  26.53 
Granted  297,102  29.98 
Exercised  (178)  28.14 
Forfeited  (70,369)  33.56 
Outstanding, December 28, 2024  1,897,834  26.81 
Granted  526,993  23.70 
Exercised  (679,456)  23.23 
Forfeited  (106,570)  30.22 
Outstanding, January 3, 2026  1,638,801  27.08 
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The following table provides information relating to the share options outstanding and 
exercisable under the LTIP as at January 3, 2026:

Share options outstanding Share options exercisable

Exercise price 
range $

Number 
of share 
options

Weighted 
average 

remaining 
contractual 

term (years)

Weighted 
average 
exercise 

price $

Number 
of share 
options

Weighted 
average 

remaining 
contractual 

term (years)

Weighted 
average 
exercise 

price $
20.00 — 29.98 1,330,079 7.02  24.90 124,828 6.87  26.77 
30.26 — 40.24 308,722 6.93  36.45 180,625 6.76  35.78 
20.00 — 40.24 1,638,801 7.01  27.08 305,453 6.80  32.10 

The Company uses the Black-Scholes option pricing model to calculate the fair value of the 
service-based options at the date of grant. The weighted average assumptions used in the 
model for options granted during the years ended January 3, 2026 and December 28, 2024 
are as follows:

January 3,
2026

December 28,
2024

Weighted average risk-free interest rate  2.62 %  3.45 %
Expected life (years) 5.50 — 7.00 5.50 — 7.00
Expected dividend yield  2.03 %  1.47 %
Expected volatility  29.65 %  31.92 %
Weighted average fair value per option granted $ 6.33 $ 9.68 

During the year ended January 3, 2026, the Company recognized share-based compensation 
expense in relation to the LTIP share options of $1,633, which was included in selling, 
general and administrative expenses in the consolidated statements of income and 
comprehensive income (December 28, 2024 — $5,594).

(ii) RSUs

The following table summarizes the RSU activity under the LTIP:

Number of RSUs

Outstanding, December 30, 2023  187,819 
Granted(1)  155,363 
Exercised  (6,926) 
Forfeited  (33,104) 
Outstanding, December 28, 2024  303,152 
Granted(1)  196,512 
Exercised  (83,501) 
Forfeited  (27,319) 
Outstanding, January 3, 2026  388,844 
(1) Includes additional units issued in lieu of cash dividends.
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The fair market value of future RSU cash-settled obligations was $4,043 at January 3, 2026 
(December 28, 2024 — $3,448). During the year ended January 3, 2026, the Company 
recognized share-based compensation expense for RSU cash-settled obligations of $2,961, 
which was included in selling, general and administrative expenses in the consolidated 
statements of income and comprehensive income (December 28, 2024 — $1,443).

(iii) PSUs

The following table summarizes the PSU activity under the LTIP:

Number of PSUs

Outstanding, December 30, 2023  136,974 
Granted(1)  99,315 
Forfeited  (40,933) 
Outstanding, December 28, 2024  195,356 
Granted(1)  137,067 
Exercised  (34,887) 
Forfeited  (34,301) 
Outstanding, January 3, 2026  263,235 
(1) Includes additional units issued in lieu of cash dividends.

The expectation of the adjustment factor for the performance target linked to the total return 
to the Company’s shareholders relative to the total return of companies comprising a blend of 
the S&P/TSX Completion Index, S&P/TSX Capped Composite Consumer Discretionary, and 
the S&P/TSX Capped Composite Consumer Staples is measured based on the Monte Carlo 
simulation method. 

The key inputs used in the measurement of the fair value of the PSUs for the years ended 
January 3, 2026 and December 28, 2024 are as follows:

January 3,
2026

December 28,
2024

Average share price as at grant date $ 26.99 $ 34.82 
Share price as at valuation date $ 27.74 $ 24.54 
Average risk-free interest rate  2.43 %  2.88 %
Average expected remaining life (years)  1.50  1.51 
Average expected volatility  34.28 %  23.28 %

The fair market value of future PSU cash-settled obligations was $848 at January 3, 2026 
(December 28, 2024 — $1,399). During the year ended January 3, 2026, the Company 
recognized share-based compensation expense for PSU cash-settled obligations of $393, 
which was included in selling, general and administrative expenses in the consolidated 
statements of income and comprehensive income (December 28, 2024 — recovery of $118).
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(c) DSU Plan

The Company has a DSU plan for non-employee board members. Each eligible director receives 
a portion of his or her annual director retainer in DSUs. The DSU portion of the retainer is granted 
on an annual basis based on the market price of the Company’s common shares on the date of 
such grant. DSUs may only be redeemed when a director ceases to be a member of the Board. 
DSUs issued by the Company under the DSU Plan are settled in cash and are accounted for as 
cash-settled awards.

The Company is required to record a liability for the potential future settlement of the vested 
DSUs at each reporting date by reference to the fair value of the liability. The DSUs vest in four 
equal installments on the last day of each fiscal quarter during the one-year period following the 
grant date. Additional DSUs issued in lieu of cash dividends vest at the same time and are 
subject to the same conditions as the DSUs to which they are attributable.

The following table summarizes the Company’s DSU Plan activity:

Number of DSUs

Outstanding, December 30, 2023  53,549 
Granted(1)  20,566 
Outstanding, December 28, 2024  74,115 
Granted(1)  28,136 
Outstanding, January 3, 2026  102,251 
(1) Includes additional units issued in lieu of cash dividends.

The fair market value of future DSU cash-settled obligations was $2,739 at January 3, 2026 
(December 28, 2024 — $1,728). During the year ended January 3, 2026, the Company 
recognized share-based compensation expense for DSU cash-settled obligations of $1,011, 
which was included in selling, general and administrative expenses in the consolidated 
statements of income and comprehensive income (December 28, 2024 — $281).

21. Capital management

The Company’s capital management objectives are to maintain prudent financial flexibility and 
strength in order to pursue its strategy of growth and to provide stakeholder value creation. The 
Company defines capital as the aggregate of its shareholders’ equity and long-term debt.

In order to maintain or adjust its capital structure, the Company may elect to issue or repay financial 
liabilities, issue shares, repurchase shares, pay dividends or undertake any other activities as 
deemed appropriate under the specific circumstances.

The Company is subject to financial and customary affirmative and negative covenants pursuant to 
the Credit Facilities presented in Note 11.

22. Commitments, contingencies and guarantees

(a) Lease commitments

As at January 3, 2026, the Company has future undiscounted minimum lease payments of 
$23,317 for leases committed to but not yet commenced.
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(b) Bank comfort letters

The Company has provided comfort letters to certain financial institutions upon their request 
when they provide financing to new franchisees. Under these letters, the Company agrees that, 
for a period of three years from the date of issuance, if the bank is forced to realize on its security, 
including inventory held by the franchisee, the Company will repurchase inventory previously sold 
to the franchisee at a discount of 15%, provided the inventory can be transferred to the Company 
free and clear of all liens, charges, and encumbrances and third-party rights.

In practice, the Company typically exercises its rights under the franchise agreement before the 
franchisee reaches default under their finance arrangement; therefore, the likelihood of being 
required to repurchase inventory under these comfort letters is considered remote. As a result, no 
provision has been recorded in the accompanying financial statements.

(c) Other

The Company may, from time to time, be named as a defendant in legal proceedings that arise 
from its normal course of business. Although the amount of any liability that could arise with 
respect to any pending claims cannot be estimated, the Company believes that any such liability 
is not reasonably likely to have a material adverse effect on its consolidated financial position, 
operating results, or liquidity.

23. Related party transactions

Compensation of key management personnel

Key management personnel include the Board of Directors as well as senior executives and officers 
of the Company that are responsible for planning, directing and controlling the Company’s business 
activities.

The following table presents a breakdown of key management personnel compensation for the years 
ended January 3, 2026 and December 28, 2024:

January 3,
2026

December 28,
2024

$ $

Short-term employee benefits  7,915  7,275 
Share-based compensation  2,084  4,828 
Post-employment benefits  1,118  1,834 
Directors’ fees  502  585 
Total key management personnel compensation  11,619  14,522 

The compensation amounts noted in the above table were included in selling, general and 
administrative expenses.

24. Subsequent events

On March 2, 2026, the Board of Directors of the Company declared a dividend of $0.13 per common 
share payable on April 15, 2026 to holders of common shares of record as at the close of business on 
March 31, 2026.

Subsequent to the year ended January 3, 2026, under the 2025 NCIB, the Company repurchased 
and cancelled 173,323 common shares for cash consideration of $4,960.
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