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This Management’s Discussion and Analysis (“MD&A”) is prepared as of May 8, 2018 and outlines Agellan Commercial 

Real Estate Investment Trust’s (the “REIT”) operating strategies, risk profile considerations, business outlook and 

analysis of financial performance and financial condition for the three month period ended March 31, 2018. This MD&A 

provides a comparison to the REIT’s financial results for the three month period ended March 31, 2017 and should be 

read in conjunction with the REIT’s unaudited condensed consolidated financial statements and accompanying notes 

for the three month period ended March 31, 2018, together with the REIT’s audited consolidated financial statements 

and management’s discussion and analysis for the year ended December 31, 2017.     

This MD&A is based on financial statements prepared in accordance with International Financial Reporting Standards 

(“IFRS”).  All dollar amounts (except per Unit amounts) are in thousands of Canadian dollars (“CAD”), unless otherwise 

stated.  

Additional information about the REIT can be found in its Annual Information Form dated March 29, 2018 (the “AIF”), 

which is available on SEDAR at www.sedar.com.  

PART I 

FORWARD-LOOKING INFORMATION 
Certain information in this MD&A may constitute “forward-looking information” under applicable Canadian securities 

legislation. This information includes, but is not limited to, statements made in “Business Overview and Strategic 

Direction”, “Summary of Significant Events”, “Liquidity and Capital Resources” and “Financial Outlook and Market 

Guidance” and other statements concerning management’s expectations regarding objectives, plans, goals, strategies, 

future growth, results of operations, performance and business prospects and opportunities of the REIT. When used in 

this MD&A, words including, but not limited to, ‘‘plans’’, ‘‘expects’’, ‘‘scheduled’’, ‘‘estimates’’, ‘‘intends’’, 

‘‘anticipates’’, “predicts”, ‘‘projects’’, ‘‘believes’’ or variations of such words and phrases or statements to the effect 

that certain actions, events or results ‘‘may’’, ‘‘will’’, ‘‘could’’, ‘‘would’’, “should”, ‘‘might’’, ‘‘occur’’, ‘‘be achieved’’ or 

‘‘continue’’ and similar expressions identify forward-looking information. 

Forward-looking information is necessarily based on a number of estimates and assumptions that are inherently subject 

to significant business, economic and competitive risks, uncertainties and contingencies, many of which are beyond the 

REIT’s control, which could cause actual results to differ materially from those that are disclosed in or implied by such 

forward-looking information. As such, management can give no assurance that actual results will be consistent with 

the forward-looking information. While such assumptions are considered reasonable by management of the REIT based 

on the information currently available, any of these assumptions could prove to be inaccurate and, as a result, the 

forward-looking information based on those assumptions could be incorrect. These assumptions include, but are not 

limited to: the REIT’s future growth potential; results of operations; future prospects for additional investment 

opportunities in Canada and the United States, including access to debt and equity capital at acceptable costs, the 

ability to obtain necessary approvals and to minimize any unexpected costs or liabilities, environmental or otherwise, 

relating to any acquisitions or dispositions; demographic and industry trends remaining unchanged, including 

occupancy levels, lease renewals, the exercise of any early termination rights, rental increases and retailer competition; 

future levels of the REIT’s indebtedness remaining at acceptable levels, including its credit rating; tax laws as currently 

in effect remaining unchanged, including applicable specified investment flow-through rules; and current economic 

conditions remaining unchanged, including interest rates and applicable foreign exchange rates. Readers, therefore, 

should not place undue reliance on any such forward-looking information, as forward-looking information involves 

significant risks and uncertainties and should not be read as guarantees of future performance or results, and will not 

necessarily be accurate indications of whether or not the times at or by which such performance or results will be 

http://www.sedar.com/
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achieved. A number of factors could cause actual results to differ materially from the results discussed in the forward-

looking information, including, but not limited to, those presented in Part VIII – “Risks and Uncertainties” of this MD&A. 

All forward-looking information is provided as of the date of this MD&A and speaks only as of the date on which such 

statements are made. Except as expressly required by applicable law, the REIT assumes no obligation to update or 

revise any forward-looking information, whether as a result of new information, the occurrence of future events or 

otherwise. All forward-looking information in this MD&A are qualified by these cautionary statements. 

NON‐IFRS FINANCIAL MEASURES 
Certain terms used in this MD&A are not recognized terms under IFRS, and therefore these terms should not be 

construed as alternatives to IFRS measures, such as net income or cash flow from operating activities. These terms are 

used by management to measure, compare and explain the operating results and financial performance of the REIT. 

Management believes that these terms are relevant measures in comparing the REIT’s performance to industry data 

and the REIT’s ability to earn and distribute cash to holders of the REIT’s units (“Units”). These terms are defined below 

and Funds from Operations, Adjusted Funds from Operations, Adjusted Cash Flow from Operations and Cash Revenue 

are reconciled to the consolidated financial statements of the REIT for the three month period ended March 31, 2018 

in Part III – “Results of Operations” and Part IV – “Liquidity and Capital Resources”. Such terms do not have standardized 

meanings prescribed by IFRS and may not be comparable to similarly titled measures presented by other publicly traded 

entities.  

The following discussion describes the terms management uses in evaluating its operating results that are not 

recognized under IFRS. 

Funds from Operations (“FFO”) 

FFO is a widely used supplemental non-IFRS financial measure of a real estate investment trust’s operating 

performance. Management believes this to be a useful measure of operating performance for investors because it 

adjusts for items included in net income that are not recurring, as well as non-cash items.  The REIT presents its FFO 

calculations in accordance with the Real Estate Property Association of Canada (“REALPAC”) White Paper on FFO & 

AFFO for IFRS issued in February 2017.   

FFO is also used in calculating certain ratios, including the REIT’s “Interest Coverage Ratio”, which is a supplemental 

non-IFRS financial measure defined as FFO plus finance costs (excluding finance costs adjusted for in the calculation of 

FFO) divided by the REIT’s interest expense from mortgages payable and its credit facility.  Interest Coverage Ratio is 

an important metric used to assess the REIT’s ability to meet its obligation to pay interest on its debt.  In addition, the 

REIT is required to meet specific interest coverage covenants under certain of its credit and mortgage agreements. 

FFO is calculated by adjusting net income for non-cash and non-recurring items, including fair value adjustments to 

investment properties and financial instruments, deferred income taxes, property taxes accounted for under 

International Financial Reporting Interpretations Committee Interpretation 21 Levies (“IFRIC 21”), losses on sales of 

investment properties, effects of puttable instruments classified as financial liabilities and non-controlling interests in 

respect of the aforementioned adjustments. 

Adjusted Funds from Operations (“AFFO”) 

AFFO is a widely used supplemental non-IFRS financial measure of a real estate investment trust’s operating 

performance.  Management considers AFFO to be a useful measure of operating performance for investors because it 

adjusts FFO for additional non-recurring and other items unique to the specific operations of the REIT.  The REIT 

considers AFFO representative of cash generated from (utilized in) operating activities as defined by IFRS and does not 

calculate AFFO in accordance with the REALPAC White Paper on FFO & AFFO for IFRS issued in February 2017.  
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AFFO is calculated by adjusting FFO for certain items, including straight-lining of contractual rental income, amortization 

of any net premium or discount on long-term debt assumed from vendors of properties at rates of interest greater than 

or less than fair value, amortization of financing fees incurred on contracting long-term debt, amounts expensed in 

conjunction with Unit-based compensation (including Units expected to be issued in respect of any incentive fee 

payment to Nallega Diversified Inc. (formerly Agellan Capital Partners Inc.) (“Nallega”) payable in accordance with the 

terms of the Asset Acquisition and Internalization (defined below) and based on the terms of the asset management 

agreement dated January 25, 2013 between the REIT and Nallega, which was terminated as part of the Asset Acquisition 

and Internalization (the “External Management Agreement”)), other non-recurring costs, a normalized reserve for 

capital and tenant expenditures, as determined by the REIT currently based on Cash Revenue (defined below), and non-

controlling interests in respect of the aforementioned adjustments. 

Adjusted Cash Flow from Operations (“ACFO”) 

ACFO is a supplemental non-IFRS financial measure of the REIT’s cash generating activities. The REIT calculates ACFO in 

accordance with the REALPAC White Paper on ACFO for IFRS issued in February 2017 (the “White Paper”).   The REIT 

adjusts ACFO for working capital items that are not indicative of sustainable economic cash flow and takes into 

consideration the impact of the timing, frequency of recurrence and materiality of the adjustments.  This includes 

prepaid realty taxes and other prepaid expenses, rental deposits and prepaid rent, the impact of IFRIC 21, deposits and 

restricted cash and the general timing difference between trade receivables and trade payables.   The purpose of the 

White Paper is to provide reporting issuers and investors with greater guidance on the definitions of ACFO and to help 

promote more consistent disclosure from reporting issuers.  ACFO is intended to be used as a sustainable economic 

cash flow metric. 

Prior to the issuance of the White Paper, there was no industry standard to calculate a sustainable, economic cash flow 

metric.  The REIT continues to report AFFO as a supplemental non-IFRS financial measure of the REIT’s cash generating 

activities, however, the REIT’s method of calculating AFFO may differ from that of other real estate entities and, 

accordingly, may not be comparable to such amounts reported by other issuers. 

The REIT’s “Payout Ratio” is a supplemental non-IFRS financial measure defined as distributions divided by ACFO, which 

conveys the percentage of distributions made by the REIT from its cash available for distribution. As well, the REIT’s 

“Cash Payout Ratio” is a supplemental non-IFRS financial measure defined as distributions less the value of the Units 

issued under the REIT’s distribution reinvestment plan (“DRIP”) divided by ACFO. The Cash Payout Ratio adjusts the 

Payout Ratio for any non-cash distributions that are made.  Previously, the REIT calculated its Payout Ratio and Cash 

Payout Ratio as distributions divided by AFFO and distributions less the value of the Units issued under the REIT’s DRIP 

divided by AFFO, respectively.  This MD&A presents all current and comparative Payout Ratios and Cash Payout Ratios 

in accordance with the new definition. 

Changes in the Calculation of AFFO and ACFO 

In the REIT’s management’s discussion and analysis for the year ended December 31, 2017, AFFO was calculated by 

adjusting cash flow from (used in) operating activities, including changes in non-cash working capital, funds received 

from restricted cash to subsidize interest payments on assumed above-market debt, interest on the REIT’s credit facility 

and mortgages payable net of capitalized interest on developments, amounts expensed in conjunction with Unit-based 

compensation (including Units expected to be issued in respect of any incentive fee payment to Nallega payable in 

accordance with the terms of the Asset Acquisition and Internalization and based on the terms of the External 

Management Agreement), non-recurring costs that impact operating cash flow, a normalized reserve for capital and 

tenant expenditures as determined by the REIT currently based on cash revenue (defined below) and non-controlling 

interests in respect of the aforementioned adjustments.  Moving forward, the REIT intends AFFO to be used as a 

measure of operating performance and, in an effort to adhere to CSA Staff Notice 52-306 – Non-GAAP Financial 
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Measures, the REIT has eliminated the reconciliation of cash flow from (used in) operating activities and has reconciled 

AFFO to FFO, which is reconciled to net income calculated in accordance with IFRS.  This difference alone has not 

changed the calculation of AFFO in prior periods and is simply a change in presentation. 

Additionally, for the three month period ended March 31, 2018, the REIT adjusted its calculation of the normalized 

reserve for leasing and tenant expenditures to reflect the REIT’s current view of the long-term impact of these costs.  

This change is further discussed below in “– Cash Revenue”. 

Finally, the REIT previously calculated ACFO by adjusting the respective GAAP measure for a normalized reserve for 

capital and tenant expenditures as determined by the REIT based on Cash Revenue.  In light of the recent guidance 

issued by REALPAC and the Canadian Securities Administrators through CSA Staff Notice 52-329 – Distribution 

Disclosures and Non-GAAP Financial Measures in the Real Estate Industry, the REIT has eliminated the adjustment for 

a normalized reserve for capital and tenant expenditures in the calculation of ACFO and instead records an adjustment 

for actual recoverable and non-recoverable capital expenditures (excluding revenue enhancing capital expenditures 

such as development costs), actual leasing costs, and actual tenant incentives paid in the period. 

This MD&A has amended the comparative calculations of AFFO and ACFO to reflect the aforementioned changes. 

Net Operating Income (“NOI”)  

NOI is a supplemental non-IFRS financial measure and is defined by the REIT as total property and property-related 

revenue less property operating and property tax expenses and excludes the impact of IFRIC 21 as it relates to the 

timing of liability recognition of certain U.S. property taxes.  Management believes that NOI is an important measure 

of the income generated from the income producing real estate portfolio and is used by the REIT in evaluating the 

performance of the properties, as well as a key input in determining the value of the portfolio.   

NOI is further disaggregated into “Same Stores”, which is a supplemental non-IFRS financial measure defined as the 

properties that were owned and operated by the REIT throughout both the current and comparative periods, 

“Acquisitions”, which is a supplemental non-IFRS financial measure defined as the properties acquired by the REIT after 

the beginning of the comparable period and prior to the end of the current period, and “Dispositions”, which is a 

supplemental non-IFRS financial measure defined as the properties disposed of by the REIT after the beginning of the 

comparable period and prior to the end of the current period.  These measures are used to assess the period-over-

period performance of the same asset base having consistent leasable area in both the current and comparable periods.   

Gross Book Value (“GBV”) 

GBV is a supplemental non-IFRS measure and is defined by the REIT as the book value of the REIT’s total assets.  The 

REIT uses GBV to determine certain ratios, including “Debt to Gross Book Value”, which is a supplemental non-IFRS 

financial measure that the REIT is required to comply with under certain credit and mortgage agreements and the REIT’s 

DOT (as defined below). 

Cash Revenue (“Cash Revenue”)  

Cash Revenue is a supplemental non-IFRS measure and is defined by the REIT as total property and property-related 

revenue plus amortization of lease incentives less straight line rent adjustment.  The REIT uses Cash Revenue to 

determine the normalized reserve for capital and tenant expenditures used in the calculation of AFFO.  The REIT 

previously calculated the normalized reserve for capital and tenant expenditures as 7% of Cash Revenue. Beginning 

with the three month period ended March 31, 2018, the REIT has calculated the normalized reserve for capital and 

tenant expenditures as 9% of Cash Revenue.  The percentage for normalized reserve for capital and tenant expenditures 



      

  7 

is determined by the REIT based on historical expenditures, management’s expectations and plans for the REIT’s 

properties and the REIT’s strategic direction and is subject to change. 

PART II 

OVERVIEW 
The REIT is an unincorporated, open-ended real estate investment trust governed by an Amended and Restated 

Declaration of Trust dated November 13, 2017 (the “DOT”) under the laws of the Province of Ontario. The REIT’s Units 

are listed and publicly traded on the Toronto Stock Exchange (“TSX”) under the symbol “ACR.UN”. As at the close of 

business on March 31, 2018, there were 32,900,623 Units issued and outstanding and 871,080 exchangeable Class B LP 

Units (as defined below) issued and outstanding. 

The REIT was created for the purpose of acquiring and owning industrial, office and retail properties in major urban 

markets in the United States and Canada.  As of the date of this MD&A, the REIT has an interest in 46 properties located 

in the United States and Canada. 

The objectives of the REIT are to: (i) provide investors with stable, predictable and growing cash distributions on a tax–

efficient basis; (ii) enhance the value of the REIT’s assets and maximize long-term value for unitholders of the REIT 

(“Unitholders”) through active management; and (iii) expand the asset base of the REIT and increase the REIT’s AFFO 

and ACFO per Unit, including through accretive acquisitions. 

BUSINESS OVERVIEW AND STRATEGIC DIRECTION 
The REIT invests in income producing properties in the United States and Canada in the industrial, office and retail asset 

classes. As of the date of this MD&A, the REIT’s portfolio contains approximately 6.9 million square feet (“sqft”) of gross 

leasable area (“GLA”) in 45 wholly-owned properties. The properties are located in Texas (18 properties), Illinois (9 

properties), Georgia (9 properties), Ontario (3 properties), Ohio (2 properties) and each of Indiana, North Carolina, 

Florida and Michigan (1 property each).  The REIT also has a non-controlling interest in one industrial property located 

in Tampa, Florida. 

While the REIT believes investment in a commercial real estate platform that is diversified with respect to both asset 

class and geography has the potential to deliver attractive risk-adjusted returns, the REIT’s investment strategy is 

focused on increasing its real estate holdings in the United States.  The REIT believes that acquiring additional industrial 

assets located in the United States will be in the best interests of the REIT and its Unitholders as valuations, financing 

and operating fundamentals in the United States are currently more attractive than in Canada.   

The REIT intends to utilize a flexible, opportunity-driven growth strategy and take advantage of its agile framework to 

source attractive relative valuations in various asset classes and geographic locations.  While it is expected that any 

acquisitions by the REIT would be immediately accretive, the REIT may also consider and complete acquisitions that 

improve the overall quality of its portfolio and/or will be accretive over the longer term.  In addition, the REIT intends 

to be opportunistic in selling assets in its current portfolio and executing a capital recycling strategy, pursuant to which 

the REIT expects to divest some of its current assets and reinvest into targeted growth markets in order to benefit from 

capitalization rate spreads as well as improve the overall quality of the portfolio’s assets. 

Notwithstanding the REIT’s investment strategy, the REIT may nonetheless acquire certain properties in Canada from 

time to time if a particular Canadian acquisition opportunity is determined by the REIT to be in the best interests of the 

REIT and its Unitholders.   
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The REIT continues to focus on optimizing real estate values of its existing portfolio through active management with 

an emphasis on retaining existing tenants, increasing occupancy and extending the weighted average remaining lease 

term of the portfolio and capitalizing on select development opportunities.  

Consistent with the REIT’s past practices and in the normal course of business, the REIT is engaged in discussions, and 

has in place various agreements, with respect to possible acquisitions of new properties and dispositions of existing 

properties in its portfolio. However, there can be no assurance that these discussions or agreements will result in 

acquisitions or dispositions or, if they do, what the final terms or timing of such acquisitions or dispositions would be. 

The REIT expects to continue current discussions and actively pursue acquisition, investment and disposition 

opportunities.  

DECLARATION OF TRUST 
The investment guidelines of the REIT are outlined in the DOT, a copy of which is available on SEDAR at www.sedar.com 

and is also available upon request to all Unitholders. Some of the main investment guidelines and operating policies 

contained in the DOT are summarized starting on page 50 of the AIF, and include in part, the following: 

Investment Guidelines 

1. Investing in and operating income-producing commercial real estate located in Canada and the United States; 

2. Investing in joint venture arrangements with respect to real estate; and 

3. Investing in mortgages and mortgage bonds and similar instruments secured by real estate. 

Operating Policies 

1. The REIT’s maximum portfolio debt capacity may not exceed 60% of its GBV, or 65% of its GBV when including 

convertible debentures; 

2. The REIT may not guarantee any third-party debt outside its existing structure and potential joint venture 

partner structures, except under certain specific conditions and upon satisfying certain prescribed criteria; and 

3. The REIT must obtain an appraisal, engineering survey and environmental phase I site assessment for each 

property that it intends to acquire. 

Further information regarding the DOT can also be located starting on page 55 of the AIF.  At March 31, 2018, the REIT 

was in compliance with all investment guidelines and operating policies stipulated in the DOT.  

http://www.sedar.com/
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FINANCIAL AND OPERATIONAL HIGHLIGHTS 

 
 

 March 31, 2018 December 31, 2017 December 31, 2016 

     
Summary of Operational Information    

 Number of Properties (1)                        45                                44                             34  

 Gross Leasable Area ("GLA") (in 000's) (1) 6,695 6,652 5,896 

 Occupancy % (at fiscal period end) (1) 96.5% 96.2% 93.2% 

 Average lease term to maturity (years) (2)                      3.9                             4.0                             4.0  

     
Summary of Financial Information    

 Gross Book Value $883,907 $832,768  $777,013  

 Debt (face value) $410,370  $392,507  $412,902  

 Debt to Gross Book Value 46% 47% 53% 

 Interest Coverage Ratio (year to date period) 3.3x 2.3x 3.2x 

 Weighted average interest rate 4.2% 4.2% 4.1% 
 

 For the three month period ended 

 March 31, 2018 March 31, 2017 

Total Revenue $25,703  $24,063  

Net Operating Income ("NOI") $15,470  $14,024  

Net Income $40,655  $6,949  

Funds From Operations ("FFO") $10,189  $8,313  

Adjusted Funds From Operations ("AFFO") $8,587  $6,569  

Adjusted Cash Flow From Operations ("ACFO") $8,246  $4,882  

Basic and Diluted FFO per Unit $0.301  $0.283  

Basic and Diluted AFFO per Unit  $0.254  $0.223  

Distributions Declared (3) $6,836  $6,036  

Cash Distributions Declared (4) $6,633  $5,858  

Distributions per Unit (5) $0.202 $0.206 

Payout Ratio 83% 124% 

Cash Payout Ratio 80% 120% 

Units Outstanding at Period-end (6) 33,771,703 32,770,050 

Weighted Average Units Outstanding (Basic) (6) 33,813,424 29,401,636 

Weighted Average Units Outstanding (Diluted) (6) 33,813,424 29,401,636 
 (1) Figures differ from the amounts shown in “Part III – Portfolio Profile” due to changes in the REIT’s portfolio between the fiscal 

period ended as shown above and the date presented in “Part III – Portfolio Profile”. 
(2) All references to average lease term and weighted average lease term in this MD&A do not account for any early termination or 

extension rights that tenants may have pursuant to the terms of their respective leases. 
(3) Includes distributions on REIT Units and Class B LP Units. 

(4) Defined as distributions declared less the value of the Units issued under the REIT’s DRIP.  
(5) Defined as distributions declared divided by the weighted average number of Units outstanding (Basic).  
(6) Includes REIT Units and Class B LP Units. 
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SUMMARY OF SIGNIFICANT EVENTS 
Financial Highlights 

 For the three month period ended March 31, 2018, the REIT achieved net income of $40,655, compared to net income of $6,949 

for the three month period ended March 31, 2017.  This represents an increase in net income of $0.966 per Unit, primarily related 

to the fair value adjustment on the REIT’s investment properties discussed in this MD&A. 

 For the three month period ended March 31, 2018, the REIT achieved FFO per Unit of $0.301, compared to $0.283 for the three 

month period ended March 31, 2017.  This represents a 6.4% increase in FFO per Unit. Please refer to “Part I – Non-IFRS Financial 

Measures” for further details on non-IFRS financial measures. 

 For the three month period ended March 31, 2018, the REIT achieved AFFO per Unit of $0.254, compared to $0.223 for the three 

month period ended March 31, 2017.  This represents a 13.9% increase in AFFO per Unit.  Please refer to “Part I – Non-IFRS 

Financial Measures” for further details on non-IFRS financial measures. 

 For the three month period ended March 31, 2018, the REIT’s ACFO was $8,246 and its Payout Ratio was 83%. Please refer to 

“Part I – Non-IFRS Financial Measures” for further details on non-IFRS financial measures. 

Operational Highlights 

 As at April 1, 2018, the overall occupancy rate of the REIT’s portfolio was 96.8%, representing an increase from the January 1, 

2018 occupancy rate of 95.7%. This increase was primarily the result of additional leases beginning at the newly developed retail 

space located at the REIT’s Consumers Road complex.  

 On January 9, 2018, the REIT entered into an agreement to purchase a 58,000 square foot multi-tenant industrial property located 

in Laurel, Maryland.  The property is currently 92% occupied by 6 tenants with a weighted average remaining lease term of 4.5 

years.  The acquisition is expected to close before the end of May 2018 for total consideration of U.S. $5,280 (excluding closing 

costs), representing a going-in capitalization rate of 8.1%.  The REIT anticipates financing the transaction with funds from its credit 

facility. 

 On February 28, 2018, the REIT extended the maturity of its credit facility and increased the maximum funds available thereunder.  

The credit facility now matures on January 25, 2020 and the maximum availability thereunder has been increased from $120.0 

million to $140.0 million. 

 On March 27, 2018, the REIT entered into a purchase and sale agreement, as subsequently amended, to dispose of its Consumers 

Road complex, including the four office properties and newly developed retail space and parking garage.  The sale price for the 

property is approximately $256.3 million (excluding closing costs) and is subject to certain adjustments in respect of, among other 

things, certain committed leasing costs. In conjunction with the sale of the REIT’s Consumers Road complex, the REIT has also 

agreed to an approximately $2.8 million vendor head lease with the purchaser in respect of certain vacant retail space. The REIT 

expects to use the sale proceeds (i) to repay all outstanding amounts owing under the REIT’s credit facility secured by the REIT’s 

Consumers Road complex, (ii) to acquire industrial assets located in the REIT’s target markets in the United States, (iii) to repay 

certain other outstanding debt of the REIT, (iv) to make a special distribution to Unitholders (as described in “Part IV – 

Distributions and Adjusted Cash Flow from Operations”), and (v) for general business and working capital purposes. On May 4, 

2018, the purchaser waived the conditions in its favour under the purchase and sale agreement and closing of the transaction is 

expected to occur prior to the end of the second quarter. Following the sale of the REIT’s Consumers Road complex, the REIT 

expects to be retained by the purchaser to provide certain management services.  

Subsequent Events 

 On April 18, 2018, the REIT declared a monthly distribution for the month ended April 30, 2018 of $0.0675 per Unit, representing 

$0.81 per Unit on an annualized basis. 

 On April 30, 2018, the REIT acquired seven light industrial properties located in northeast Dallas, Texas.  The properties 

comprise approximately 194,000 square feet of GLA, are 97% occupied and have a weighted average lease term of 

approximately 2.5 years.  The acquisition price was approximately U.S. $12.2 million (before closing costs), representing a 

going-in capitalization rate of approximately 7.7%.  The transaction was financed with funds from its credit facility and an $8.0 

million first mortgage secured by the property.  
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PART III  

RESULTS OF OPERATIONS 

Comparison of the Results from Operations  

The REIT’s results of operations for the three month period ended March 31, 2018 and March 31, 2017 are summarized 

below.   

    For the three month period ended 

     March 31, 2018 March 31, 2017 Variance 

        

Revenue      

  Rental Revenue $25,083  $23,502  $1,581  

  Parking and other income $547  $561  ($14) 

Total property and property-related revenue $25,630  $24,063  $1,567  

        

  Fee Income $73  $0  $73  

Total Revenue $25,703  $24,063  $1,640  

        

Expenses      

  Property operating $6,327  $6,387  ($60) 

  Property taxes $12,403  $11,532  $871  

  General and administrative $1,480  $1,656  ($176) 

  Finance costs $4,100  $4,055  $45  

  Deferred income taxes $1,234  $832  $402 

Total Expenses $25,544  $24,462  $1,082 

        

  Fair value adjustment on investment properties $31,822 ($952) $32,774 

  IFRIC 21 fair value adjustment on investment properties $8,570  $7,880  $690  

  Fair value adjustments on financial instruments ($107) $420  ($527) 

  Fair value adjustment on Class B LP Units $349  $0  $349  

  Fair value adjustments on investment in limited partnership $3  $0  $3  

  Amortization of other assets ($141) $0  ($141) 

        

Net Income (Loss) $40,655  $6,949  $33,706  

 Basic and Diluted Net Income (Loss) per Unit $1.202  $0.236  $0.966  

        

Calculation of Net Operating Income      

  Property and property related revenue $25,630  $24,063  $1,567  

  Operating expenses ($18,730) ($17,919) ($811) 

  Impact of IFRIC 21 $8,570  $7,880  $690  

Net Operating Income $15,470  $14,024  $1,446  

       

  Same Stores $11,970  $11,377  $593  

  Acquisitions $1,063  $0  $1,063  

  Dispositions $0  $0  $0  

  Foreign Exchange $2,437  $2,647  ($210) 

Net Operating Income $15,470  $14,024  $1,446  
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Property and Property-Related Revenue 

For the three month period ended March 31, 2018, property and property-related revenue increased $1,567 when 

compared to the three month period ended March 31, 2017.   

The increases in property and property-related revenue for the three month period ended March 31, 2018 were 

primarily due to increased occupancy throughout the REIT’s portfolio over the comparable period resulting in increased 

base rent and recoveries as well as property and property-related revenue from the REIT’s acquisitions of 4405 

Continental Drive and eight industrial properties located in suburban Chicago during the second quarter of 2017.  

The increases in property and property-related revenue  compared to the three month period ended March 31, 2017 

were partially offset by the impact of tenant incentives primarily incurred as a part of several office leases entered into 

during 2017 and the related amortization of those incentives, which reduced property and property-related revenue.  

In addition, reductions in straight line rent primarily due to a lease modification with a significant tenant at the REIT’s 

Warrenville office property and the elimination of free rent periods for certain tenants at the REIT’s Houston office 

properties reduced property and property-related revenue for the three month period ended March 31, 2018 when 

compared to the three month period ended March 31, 2017. 

Fee Income 

On November 13, 2017, the REIT completed the acquisition of substantially all of the assets of the REIT’s external 

manager, Nallega, and internalized the REIT’s management function (the “Asset Acquisition and Internalization”).  This 

transaction included the acquisition of all asset and property management agreements held by Nallega, including three 

properties not wholly-owned by the REIT.  For the three month period ended March 31, 2018, the REIT earned 

approximately $73 in asset management and property management fees under these contracts. 

Property Operating and Tax Expenses 

Property operating expenses are comprised of amounts recoverable from tenants (including property taxes, repairs 

and maintenance, utilities and insurance) as well as non-recoverable expenses (including certain property operating 

costs). The REIT absorbs recoverable costs to the extent of vacancies that cannot be recovered through the “gross-up” 

provision of leases.  

Property operating expenses for the three month period ended March 31, 2018 decreased $60 as compared to the 

three month period ended March 31, 2017.  The decrease is primarily a result of the reduction in property management 

fees for REIT properties that were payable to Nallega prior to the Asset Acquisition and Internalization and savings on 

miscellaneous non-recoverable costs. This decrease was partially offset due to the REIT’s acquisitions of 4405 

Continental Drive and eight industrial properties located in suburban Chicago during the second quarter of 2017. 

Property taxes for the three month period ended March 31, 2018 increased $871 from the three month period ended 

March 31, 2017.  After giving effect to IFRIC 21 (discussed below), property taxes increased $181 over the three month 

period ended March 31, 2017.  Increases in the REIT’s property taxes were primarily the result of the REIT’s acquisitions 

of 4405 Continental Drive and eight industrial properties located in suburban Chicago during the second quarter of 

2017 as well as increases in property taxes related to the development of approximately 42,000 square feet of retail 

space at the REIT’s Consumers Road complex. 

General and Administrative Expenses 

General and administrative expenses consist of legal fees, audit fees, trustee fees, regulatory reporting costs, transfer 

agent fees, insurance costs, salaries, benefits and management and incentive compensation for the REIT.  

General and administrative expenses for the three month period ended March 31, 2018 were $1,480, which decreased 

$176 from the three month period ended March 31, 2017. 
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On November 13, 2017, the REIT completed the Asset Acquisition and Internalization.  The acquisition was completed 

by issuing 871,080 exchangeable Class B limited partnership units of a subsidiary of the REIT (the “Class B LP Units”) 

and up to $3,000 of contingent cash payments based on the REIT achieving certain performance thresholds for calendar 

years 2018 and 2019.  Immediately following the completion of the Asset Acquisition and Internalization, the External 

Management Agreement was terminated. The REIT will not have any further liability under the External Management 

Agreement except for an incentive fee in respect of fiscal year 2017 that would have been payable under the External 

Management Agreement.  During the three month period ended March 31, 2018, the REIT did not incur any asset 

management fees or incentive fees under the External Management Agreement compared to the three month period 

ended March 31, 2017 during which the REIT incurred approximately $901 in asset management fees and incentive 

fees.  During the three month period ended March 31, 2018, the REIT incurred approximately $712 related to salaries 

and benefits and $47 related to rent and occupancy costs compared to nil for the three month period ended March 31, 

2017.  

During the three month period ended March 31, 2017, to the REIT incurred $104 of additional listing fees payable to 

the TSX in relation to a public offering made by the REIT, which were expensed in general and administrative costs.  The 

REIT did not have a comparable cost for the three month period ended March 31, 2018. 

Finance Costs 

Finance costs for the three month period ended March 31, 2018 were $4,100, representing an increase of $45 

compared to the three month period ended March 31, 2017.   

Interest on the REIT’s credit facility increased approximately $84 during the three month period ended March 31, 2018 

when compared to the three month period ended March 31, 2017.  This increase is primarily a result of increases in 

interest rates related to both the fixed and variable rates on the REIT’s credit facility and the REIT having greater funds 

drawn under the facility during the three month period ended March 31, 2018. 

During the three month period ended March 31, 2018, the amortization of financing fees included in finance costs 

decreased $335 when compared to the three month period ended March 31, 2017.  This is primarily a result of the REIT 

having refinanced three mortgages secured by the REIT’s Houston office assets whereby the REIT repaid US$9.0 million 

of the then outstanding mortgage debt secured by the office assets during the three month period ended March 31, 

2017.  As a result, the REIT expensed approximately $213 of financing fees related to the original mortgages during that 

period. 

During the three month period ended March 31, 2017, the REIT was undertaking developments at the REIT’s Consumers 

Road complex and capitalized interest related to those developments totalling $346.  Those developments were either 

disposed of by the REIT or placed into service by the start of the first quarter of 2018 and, as a result, no interest was 

capitalized during the three month period ended March 31, 2018.   

The realized loss on foreign currency exchange hedges decreased $191 during the three month period ended March 

31, 2018 over the three month period ended March 31, 2017 due to the increase in the exercise price of the REIT’s 

foreign currency hedges over actual exchange rates.  

Distributions on the Class B LP Units issued in accordance with the Asset Acquisition and Internalization are recorded 

as finance costs and totalled $176 for the three month period ended March 31, 2018.  Due to the fact that the Asset 

Acquisition and Internalization was completed in the fourth quarter of 2017, there is no comparable amount for the 

three month period ended March 31, 2017. 

Income Taxes 

The REIT is a mutual fund trust and a real estate investment trust pursuant to the Income Tax Act (Canada) (the “Tax 

Act”) and, accordingly, is not taxable on its income earned on its Canadian properties to the extent that the income is 
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distributed to its Unitholders and meets various other tests required by the Tax Act. Please see “Part VIII – Risks and 

Uncertainties – Tax Related Risk Factors Canadian Tax Risks” for further details.  However, this does not extend to the 

REIT’s U.S. properties, which are held by U.S. subsidiaries that are taxable legal entities, please see “Part VIII – Risks and 

Uncertainties – U.S. Tax Risks”. 

For the three month period ended March 31, 2018, deferred income taxes were $1,234, compared to deferred income 

taxes of $832 for the three month period ended March 31, 2017. 

The increase in the REIT’s deferred tax expense for the three month period ended March 31, 2018 relates primarily to 

differences in the fair market value of the REIT’s properties in the United States and undepreciated value of the REIT’s 

properties in the United States for income tax purposes, offset by changes in U.S. tax legislation enacted on December 

22, 2017.  Please refer to “Investment Properties” below for further details on the fair value of the REIT’s investment 

properties.  

On December 22, 2017, the U.S. enacted Public Law 115-97, “An Act to provide for reconciliation pursuant to titles II 

and V of the concurrent resolution on the budget for fiscal year 2018” (informally titled the “Tax Cuts and Jobs Act”).  

There were a number of significant changes including the decrease in the U.S. corporate income tax rate from 35% to 

21%, limits the deduction for net interest expense, shifts the United States toward a modified territorial tax system, 

changes the rules governing the use of net operating loss carryforwards, and imposes new taxes to combat erosion of 

the U.S. federal income tax base.  

Recognized in general and administrative costs are corporate taxes of approximately $42 for the three month period 

ended March 31, 2018.  For the three month period ended March 31, 2017, corporate tax recoveries of $83 were 

recorded.  Current income taxes primarily relate to withholding taxes on distributions made from the REIT’s U.S. holding 

company to the REIT to the extent the REIT’s U.S. holding company has taxable profits, as well as, U.S. state franchise 

taxes.   

Fair Value Adjustments on Investment Properties 

Under IFRS, the REIT has elected to use the fair value model to account for its investment properties.  Under the fair 

value model, investment properties are carried on the REIT’s consolidated balance sheet at fair value.  During the three 

month period ended March 31, 2018, the REIT recognized a fair value gain of $31,822 on investment properties. During 

the three month period ended March 31, 2017, the REIT recognized a fair value loss of $952 on investment properties.   

The fair value gain recorded for the three month period ended March 31, 2018 was primarily attributable to increases 

in fair value of the REIT’s Consumers Road complex. Please refer to “Investment Properties” below for further details 

on the REIT’s investment properties.   

Application of IFRIC 21 

In accordance with IFRIC 21, the REIT has determined that the liability to pay United States property taxes should be 

recognized in full at a point in time, when the obligating event as stated in the applicable legislation occurs.  The impact 

of the REIT’s adoption of IFRIC 21 was to recognize the annual United States property tax accrual and corresponding 

expense in full on January 1, 2018, with an offsetting adjustment to the fair value of investment properties.   

For the three month period ended March 31, 2018, property tax expense was greater than the prorated annual expense 

by approximately $8,570.  Comparatively, for the three month period ended March 31, 2017, property tax expense was 

greater than the prorated annual expense by approximately $7,880.  Please see “Property Operating and Tax Expenses” 

above for further discussion. 
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Fair Value Adjustments on Financial Instruments  

The REIT is exposed to changes in interest rates on its variable rate debt and changes in the CAD/USD exchange rate on 

its USD cash flows.  Interest rate swap agreements are used by the REIT to effectively fix the interest rate on certain 

variable rate loans and foreign exchange forward contracts are used to effectively fix the currency exchange rate on 

certain USD cash flows.  For these derivative instruments, an asset or liability is recognized and measured initially at 

fair value.  The asset or liability is re-measured to fair value at each reporting date and at each settlement date.  Changes 

in the fair value of the asset or liability are recognized as an unrealized gain or loss on change in fair value of the 

derivative instrument.  The fair value movements are non-cash in nature and represent the present value of the 

difference between current rates and contracted rates over the term of the agreements.   

Fair value adjustments on financial instruments were, in aggregate, for the three month period ended March 31, 2018, 

an unrealized loss of $107 compared to an unrealized gain of $420 for the three month period ended March 31, 2017. 

The REIT had an unrealized gain of $375 for the three month period ended March 31, 2018 on the interest rate swap 

agreements.  For the three month period ended March 31, 2017, the REIT had an unrealized gain of $114.   

The REIT had an unrealized loss of $481 on its foreign currency forward agreements for the three month period ended 

March 31, 2018.  For the three month period ended March 31, 2017, the REIT had an unrealized gain of $306.  

Fair Value Adjustments on Class B LP Units  

As consideration for the Asset Acquisition and Internalization, the REIT issued 871,080 Class B LP Units on November 

13, 2017.  These Class B LP Units are considered financial liabilities and measured at fair value based on the fair value 

of the Units.  During the three month period ended March 31, 2018, the REIT recorded an unrealized fair value gain of 

$349 due to the decrease in the Unit price on the TSX during the period.  As these Class B LP Units were issued in the 

fourth quarter of 2017, there was no amount recorded in the comparable quarter of 2017. 

Impact of Foreign Exchange Rates 

The REIT has operations in both Canada and the United States and generates revenues and incurs expenses in CAD and 

USD, respectively.   

The REIT’s statement of income and comprehensive income are primarily impacted by the CAD/USD exchange rate 

through property and property-related revenue, property operating expenses, and property tax expenses recognized 

by the REIT’s U.S. assets, finance costs from the REIT’s USD denominated mortgages and USD drawings on the REIT’s 

credit facility, certain general and administrative expenses, and deferred income taxes.  The REIT’s statement of 

financial position is primarily impacted by the CAD/USD exchange rate through the translation of the value of the REIT’s 

U.S. investment properties and the translation of the REIT’s USD denominated mortgages and USD drawings on the 

credit facility. 

Revenues and expenses incurred in USD impacting the REITs consolidated statements of income and comprehensive 

income are translated to CAD using average exchange rates for the respective period.  For items impacting the REIT’s 

consolidated statements of financial position, period end rates are used for currency translation purposes.  The 

following table provides the CAD/USD average exchange rates for the three month period ended March 31, 2018 and 

March 31, 2017 as well as the year ended December 31, 2017, and period end exchange rates for each of the 

aforementioned periods. 

Exchange Rate Three Month Period Ended Year to Date Period Ended 

  March 31, 2018 March 31, 2017 December 31, 2017 

Average 1.2647 1.3238 1.2986 

Period End 1.2894 1.3322 1.2545 
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 In general, the REIT’s operational results benefit from a weaker CAD and are adversely affected by a stronger CAD as 

net income from the REIT’s U.S. properties, USD denominated financings and USD general and administrative expenses 

are translated into CAD.  Conversely, in a period of net losses, any weakening of the CAD has the effect of increasing 

the losses. The impact of foreign exchange in any period is driven by the movement of foreign exchange rates, the 

proportion of earnings generated from foreign properties and the impact of any foreign exchange hedging activities. 

The REIT has entered into foreign currency forward contracts to exchange a fixed amount of USD for CAD on a monthly 

basis in order to reduce the REIT’s exposure to fluctuations in the CAD/USD foreign exchange rate.  As of March 31, 

2018, the REIT’s last foreign currency forward matures on February 28, 2020 and the total notional value of the REIT’s 

forward contracts was US$12,063, which have a weighted average forward exchange rate of 1.28 CAD/1.00 USD. 

During the three month period ended March 31, 2018, the average CAD/USD foreign exchange rate was approximately 

4% less than the average foreign exchange rate for the three month period ended March 31, 2017. 

Net Operating Income 

NOI increased by $1,446 when comparing the three month period ended March 31, 2018 to the three month period 

ended March 31, 2017. 

Increases in net operating income were primarily the result of the net impact of the REIT’s acquisitions of 4405 

Continental Drive and eight industrial properties located in suburban Chicago during the second quarter of 2017 as well 

as increased occupancy at the REIT’s Consumers Road complex, including the newly developed retail area.  
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RECONCILIATION OF NET INCOME TO FUNDS FROM OPERATIONS AND ADJUSTED 

FUNDS FROM OPERATIONS  

A reconciliation of IFRS net income to FFO and AFFO for the three month period ended March 31, 2018 and March 31, 

2017 is as follows:  

 For the three month period ended 

  March 31, 2018 March 31, 2017 Variance 

     
Net Income $40,655  $6,949  $33,706  

Add/(Subtract):    

 Fair value adjustment to investment properties ($40,392) ($6,928) ($33,464) 

 Fair value adjustment to financial instruments $107  ($420) $527  

 Fair value adjustment to Class B LP Units ($349) $0  ($349) 

 Fair value adjustment on investment in limited partnership ($3) $0  ($3) 

 Distributions on Class B LP Units  $176  $0  $176  

 FFO adjustment from investment in limited partnership $50  $0  $50  

 Amortization of other assets $141  $0  $141  

 Deferred income taxes $1,234  $832  $402 

 Property taxes accounted for under IFRIC 21 $8,570  $7,880  $690  

     
FFO  $10,189  $8,313  $1,876  

  Basic and Diluted FFO per Unit $0.301  $0.283  $0.019  

     
Add/(Subtract):    

 AFFO adjustment from investment in limited partnership ($8) $0  ($8) 

 Amortization of fair value adjustment on assumed debt ($431) ($392) ($39) 

 Amortization of deferred financing costs $144  $479  ($335) 

 Interest Rate Escrow $194  $207  ($13) 

 Rent amortization of tenant incentives $878  $457  $421  

 Straight-line rent ($53) ($453) $400  

 Deferred compensation expense $55  $24  $31  

 Incentive fee payable in Units $0  $100  ($100) 

 Proxy Matter $0  $0  $0  

 Asset & Property Management Internalization $0  $0  $0  

 Reserve for stabilized leasing commissions and tenant inducements ($1,852) ($1,685) ($167) 

 Reserve for stabilized capital expenditure ($529) ($481) ($48) 

     
AFFO  $8,587  $6,569  $2,018  

  Basic and Diluted AFFO per Unit $0.254  $0.223  $0.031  

     
Weighted average Units outstanding    

 Basic (in 000's)                   33,813                    29,402  
 

 Diluted (in 000's)                   33,813                    29,402  
 

 The REIT’s calculation of AFFO includes a normalized reserve for capital and tenant expenditures as compared to the 

actual capital and tenant expenditures incurred during the period.  The normalized reserve represents the REIT’s 

estimate of normalized, long-term capital and tenant expenditures based on a number of relevant factors, including 

historical expenditures, management’s expectations and plans for the REIT’s properties and the REIT’s strategic 

direction, and is subject to change.  Please see “Part I – Cash Revenue”. 
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The following chart compares the REIT’s normalized reserve for capital and tenant expenditures for the three month 

periods ended March 31, 2018 and March 31, 2017 to the actual capital (excluding revenue enhancing) and tenant 

expenditures for the three month periods ended March 31, 2018 and March 31, 2017: 

  For the three month period ended 

  March 31, 2018 March 31, 2017 Variance 

     

Reserve for stabilized leasing commissions and tenant inducements $1,852  $1,685  $167  

Actual leasing commissions and tenant inducements $1,589  $3,068  ($1,479) 

Excess / (Shortfall) over reserve $263  ($1,383) $1,646  

     

Reserve for stabilized capital expenditures $529  $481  $48  

Actual capital expenditures (excluding revenue enhancing capital) $1,175  $367  $808  

Excess / (Shortfall) over reserve ($646) $114  ($760) 

During the three month period ended March 31, 2018, the REIT’s actual leasing commissions and tenant inducements 

were generally in-line with the normalized reserve, however, additional capital expenditures related to roof work at 

the REIT’s Sarasota property were incurred during the three month period ended March 31, 2018. Such capital 

expenditures are expected to benefit the property over the long term. 

A reconciliation of revenue to Cash Revenue, which is used to calculate normalized reserves, for the three month 

periods ended March 31, 2018 and March 31, 2017 is provided below: 

 For the three month period ended 

    March 31, 2018 March 31, 2017 Variance 

Total property and property related revenue $25,630  $24,063  $1,567  

  Add: Rent amortization of tenant incentives $878  $457  $421  

  Less: Straight-line rent ($53) ($453) $400  

Cash Revenue $26,455  $24,067  $2,388  
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PORTFOLIO PROFILE 
As of April 1, 2018, the REIT’s portfolio consisted of 45 properties located in attractive, high-growth markets across 

Canada and the United States. The properties have a total GLA of approximately 6.7 million sqft, at the REIT’s 

proportionate ownership interest, across 70 buildings. The following table lists the properties comprising the REIT’s 

portfolio and their occupancy as at April 1, 2018.  

Property    Ownership    City    
Province /  

State    
Asset 

Class    
Year Built / 

Renovated    
Approx. GLA 
(000s sqft)    

# of 
Buildings    

Occupancy Rate    

1-Apr-18 1-Jan-18 

Canada                      

243, 245, 251, 255 Consumers Road    100%   Toronto    Ontario    Office    
1971/1978 

and 2008 
824 4    95%   95%   

229 Consumers Road    100%   Toronto    Ontario    Retail    2018 42 1    50%   7%   

240 Bank Street     100%   Ottawa    Ontario    Office    1967/1988 39 1    57%   57%   

Sub-Total Canadian Properties               906 6    91.1%   89.2%   

United States                      

1000 & 1100 Warrenville Rd    100%   Naperville    Illinois    Office    
1981/1988 

and 2007 
482 2    95%   94%   

2151 Airwest Boulevard     100%   Plainfield    Indiana    Industrial    2000 434 1    100%   100%   

3671-3701, 3707-3743 Interchange     100%   Columbus    Ohio    Industrial    1974 91 2    100%   100%   

3949 Business Park    100%   Columbus    Ohio    Industrial    1996 93 1    100%   100%   

2100 East St. Elmo Road     100%   Austin    Texas    Industrial    1982 50 1    100%   100%   

2130, 2150, 2170 Woodward Street    100%   Austin    Texas    Industrial    1984 187 3    100%   100%   

4120 Freidrich Lane     100%   Austin    Texas    Industrial    1984 73 1    100%   100%   

2120 West Braker Lane     100%   Austin    Texas    Industrial    1984 46 1    93%   93%   

1201 John Burgess Road     100%   Fort Worth    Texas    Industrial    1999 254 1    100%   100%   

2301 Minimax Drive     100%   Houston    Texas    Industrial    1967 120 1    100%   100%   

5975 South Loop East     100%   Houston    Texas    Industrial    1980 149 4    85%   83%   

9001-9101 Jameel Road     100%   Houston    Texas    Industrial    1990 95 2    100%   100%   

6300-6320 Rothway Street     100%   Houston    Texas    Industrial    1990 75 3    100%   100%   

6100 & 6120 West by Northwest     100%   Houston    Texas    Industrial    1990 123 2    100%   95%   

1400-1412 North Sam Houston     100%   Houston    Texas    Industrial    1982 119 4    85%   85%   

232, 302-350 West 38th Street     100%   Houston    Texas    Industrial    1981 80 2    100%   100%   

2055, 2105, 2155 Silber Road     100%   Houston    Texas    Industrial    1979 199 3    99%   99%   

6500 & 6600 Long Point Road     100%   Houston    Texas    Industrial    1979 190 2    100%   94%   

11000 Corporate Center Drive (II)    100%   Houston    Texas    Office    2003 101 1    100%   100%   

10900 Corporate Center Drive (III)    100%   Houston    Texas    Office    2006 131 1    100%   100%   

4920 Westway (IV)    100%   Houston    Texas    Office    2006 132 1    73%   73%   

10130 Perimeter Parkway    100%   Charlotte    North Carolina    Office    2008 118 1    94%   96%   

1256 Oakbrook Drive    100%   Atlanta    Georgia    Industrial    1984 40 1    100%   100%   

1265 Oakbrook Drive    100%   Atlanta    Georgia    Industrial    1984 51 1    100%   100%   

1280 Oakbrook Drive    100%   Atlanta    Georgia    Industrial    1986 46 1    100%   100%   

1325 Oakbrook Drive    100%   Atlanta    Georgia    Industrial    1986 53 1    100%   100%   

1346 Oakbrook Drive    100%   Atlanta    Georgia    Industrial    1985 71 1    89%   71%   

1351 Oakbrook Drive    100%   Atlanta    Georgia    Industrial    1984 36 1    95%   94%   

1800 Sandy Plains Industrial Parkway    100%   Atlanta    Georgia    Industrial    1986 167 3    97%   93%   

2100 & 2200 Norcross Parkway    100%   Atlanta    Georgia    Industrial    1988 170 2    100%   100%   

5801 & 5901 Goshen Springs    100%   Atlanta    Georgia    Industrial    1986 152 2    100%   100%   

6100 McIntosh Road    100%   Sarasota    Florida    Industrial    1982/1993 906 1    100%   100%   

1820 Massaro Boulevard    9%   Tampa    Florida    Industrial    1975 37 1    88%   88%   

4405 Continental Drive    100%   Flint    Michigan    Industrial    1999/2006 400 1    100%   100%   

2730 Pinnacle Drive    100%   Chicago    Illinois    Industrial    2005 45 1    100%   100%   

1155 Bowes Road    100%   Chicago    Illinois    Industrial    2006 34 1    100%   100%   

1230-1236 Hardt Circle    100%   Chicago    Illinois    Industrial    2008 60 1    100%   75%   

2002 Bloomingdale Road    100%   Chicago    Illinois    Industrial    1998 32 1    100%   100%   

333 Charles Court    100%   Chicago    Illinois    Industrial    2007 37 1    100%   100%   

483 Heartland Drive    100%   Chicago    Illinois    Industrial    2010 36 1    100%   100%   

490 Heartland Drive     100%   Chicago    Illinois    Industrial    2002 40 1    100%   100%   

550 Heartland Drive    100%   Chicago    Illinois    Industrial    2000 30 1    100%   100%   

Sub-Total U.S. Properties               5,789 64    97.7%   96.7%   

Total Portfolio               6,695 70    96.8%   95.7%   
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Geographic Diversification 

The REIT’s properties are diversified throughout Canada and the United States, with 81% of NOI for the three month 

period ended March 31, 2018 being derived from four major markets: Texas (30%), Ontario (25%), Illinois (16%) and 

Florida (10%). The following charts and graphs set out the regional diversification of the REIT’s portfolio and occupancy 

rates and GLA and NOI by location. 

 

Geographic Diversification 
Approx. GLA 
(000s sqft) 

# of 
Properties 

Occupancy Rate    

      1-Apr-18 1-Jan-18 1-Oct-17 1-Jul-17 1-Apr-17 

Texas 2,123 17 96%   95%   96%   96%   94%   

Florida 943 2 100%   100%   100%   100%   100%   

Ontario 906 3 91%   89%   93%   89%   91%   

Illinois 797 9 97%   94%   92%   90%   86%   

Georgia 789 9 98%   96%   94%   96%   93%   

Indiana 434 1 100%   100%   100%   100%   100%   

Michigan 400 1 100%   100%   100%   100%   --    

Ohio 184 2 100%   100%   96%   97%   97%   

North Carolina 118 1 94%   96%   96%   100%   98%   

Total 6,695 45 97%   96%   96%   95%   94%   
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Asset Classification 

The REIT’s properties are diversified by asset class with approximately 51% of the portfolio’s NOI for the three month 

period ended March 31, 2018 attributable to industrial assets, 48% attributable to office assets, and 1% to retail assets.  

The following charts illustrate the composition of the REIT’s portfolio and GLA and NOI by asset class.  

Asset Classification 
Approx. GLA 

(000s sqft) 
# of 

Properties 
Occupancy Rate    

      1-Apr-18 1-Jan-18 1-Oct-17 1-Jul-17 1-Apr-17 

Industrial 4,824 37 99%   98%   98%   98%   96%   

Office 1,828 7 93%   93%   91%   88%   90%   

Retail 42 1 50%   7%   --    --    --    

Total 6,695 45 97%   96%   96%   95%   94%   
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Tenant Mix 

The REIT’s tenant base is diversified, consisting of a mix of single- and multi-tenant properties and comprising small 

local tenants and large national tenants. The ten largest tenants in the REIT’s portfolio accounted for approximately 

40% of in-place base rental revenue for the three month period ended March 31, 2018 and comprised approximately 

33% of GLA as of March 31, 2018. 

The following table summarizes the REIT’s 10 largest tenants by percentage of in-place base rent for the three month 

period ended March 31, 2018:   

Tenant Credit Rating (1) Tenant Since Property 
% of In-

Place Base 
Rent 

% of GLA 
Remaining 

Average Lease 
Term (years) (2) 

Health Care Service Corp A+/A2/--/A- 2006 1000 & 1100 Warrenville Road 9%   4%   4.3    

Shoppers Drug Mart BBB/--/BBB/-- 1995 243/251/255 Consumers Road 8%   4%   2.2    

United Natural Foods Inc. - 2007 6100 McIntosh Road 5%   7%   4.3    

General Motors, LLC BBB/Baa3/BBB/BBB 2016 4405 Continental Drive 4%   6%   3.4    

Supervalu B+/B1/--/B 2001 1201 John Burgess Road 3%   4%   7.5    

National Oilwell Varco BBB+/Baa1/--/-- 2006 11000 Corporate Center Drive (II) 3%   1%   2.5    

Allstate Insurance Co. A-/Aa3/--/A- 2007 4920 Westway (IV) 2%   1%   6.2    

Access USA - 2011 6100 McIntosh Road 2%   2%   1.5    

Life Technologies BBB/Baa2/--/BBB 2006 2130 - 2170 Woodward Street 2%   2%   2.2    

IBM Canada A+/A1/--/A+ 1989 245 Consumers Road 2%   2%   7.0    

Total/Weighted Average       40%   33%   3.9    

 (1) S&P/Moody’s/DBRS/Fitch; credit rating based on the parent organization.  
(2) All references to average lease term and weighted average lease term in this MD&A do not account for any early termination or extension rights that 

tenants may have pursuant to the terms of their respective leases. 

Lease Expiry Profile 

The REIT’s diverse tenant base is complemented by a balanced lease maturity profile. The portfolio has a weighted 

average remaining lease term of 3.9 years as at March 31, 2018. The following charts illustrate the REIT’s lease maturity 

profile:  

 

7%  

13%  

20%  

16%  

19%  

25%

2018 2019 2020 2021 2022 Thereafter

0%

5%

10%

15%

20%

25%

30%

LEASE EXPIRY SCHEDULE
% GLA EXPIRING PER YEAR

Texas Florida Ontario Illinois Indiana Ohio North Carolina Michigan Georgia



      

  23 

Lease Expiry  
    (Square Footage in 000's)  

Current 
Vacancy 

2018 2019 2020 2021 2022 Thereafter TOTAL 
Weighted 

Average Lease 
Term (years) (1) 

By Asset Class          

Industrial  64   278   730   820   984   1,063   886   4,824  3.6    

Office  128   166   120   448   32   180   754   1,828  4.7    

Retail  21   -     -     -     -     -     21   42  9.9    

Total  213   444   850   1,267   1,016   1,243   1,661   6,695  3.9    
                   

By Location                

Texas  81   132   386   588   175   153   607   2,123  3.6    

Florida  5   -     -     23   200   468   247   943  4.7    

Ontario  81   71   22   303   19   44   366   906  4.6    

Illinois  25   141   79   126   67   61   298   797  4.6    

Georgia  14   91   139   189   109   114   133   789  3.0    

Indiana  -     -     101   -     -     333   -     434  3.8    

Michigan  -     -     -     -     400   -     -     400  3.4    

Ohio  -     5   113   18   34   5   10   184  2.1    

North Carolina  7   5   9   21   13   64   -     118  3.4    

Total  213   444   850   1,267   1,016   1,243   1,661   6,695  3.9    
 (1) All references to average lease term and weighted average lease term in this MD&A do not account for any early termination or extension rights that 

tenants may have pursuant to the terms of their respective leases. 

INVESTMENT PROPERTIES 
The fair value of the REIT’s investment properties as at March 31, 2018 was $859,455, representing a weighted average 

discount and terminal capitalization rate of 8.05% and 7.31%, respectively.   

The increase of $50,580 in book value from December 31, 2017 to March 31, 2018 is primarily due to the fair value 

adjustment on investment properties.  The fair value of the REIT’s investment properties increased primarily due to 

increases in the value of the REIT’s Consumers Road complex in Toronto, Ontario.  On March 27, 2018, the REIT entered 

into a purchase and sale agreement, as subsequently amended, to dispose of its Consumers Road complex, including 

four office properties and the newly developed retail space and parking garage.  On May 4, 2018, the purchaser waived 

the conditions in its favour under the purchase and sale agreement and the transaction is expected to close before the 

end of the second quarter for a sale price of approximately $256.3 million (excluding closing costs), which is subject to 

certain adjustments.  Additionally, the value of the REIT’s U.S. properties increased due to the appreciation of the value 

of USD relative to CAD during the three month period ended March 31, 2018.  During the three month period ended 

March 31, 2018, the value of the USD increased approximately 2.8% and increased the value of the REIT’s U.S. 

investment properties by approximately $16,323. 

Changes to investment properties for the three month period ended March 31, 2018 as compared to the year ended 

December 31, 2017 were as follows:  

 
March 31, 2018 December 31, 2017 

Balance, Beginning of Period $808,875 $759,494 

Acquisition of investment properties - 58,995 

Additions - capital expenditures                       1,671                      25,528 

Additions - leasing costs 711 18,821 

Increase in straight-line rent                     53                     1,521 

Fair value adjustment                       31,822                       24,186 

Disposition of investment properties - (39,585) 

Difference on translation of U.S. operations                   16,323                    (40,085)  

Balance, End of Period $859,455 $808,875 
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The fair value of the REIT’s investment properties in Canada and the United States is as follows: 

  March 31, 2018  December 31, 2017 

Canada   $256,198 $222,634 

United States   603,257 586,241 

 Total     $859,455 $808,875 

The REIT determined the fair value of each investment property using a combination of valuations made by 

independent external appraisers having appropriate professional qualifications and internal management valuations 

primarily using a discounted cash flow method. The discounted cash flow method discounts the REIT’s expected future 

cash flows, generally over a term of 10 years, including a terminal value based on the application of a capitalization rate 

to estimated year 11 cash flows. 

The key valuation assumptions for the REIT’s investment properties are set out in the following table: 

KEY VALUATION ASSUMPTIONS March 31, 2018 

 Canada United States 

Discount rates - range  5.50% - 7.25% 7.00% - 12.00%  

Discount rate - weighted average    6.64% 8.64% 

Terminal capitalization rates - range   5.00% - 7.00%  6.50% - 11.50%  

Terminal capitalization rate - weighted average   5.93% 7.88% 

 

KEY VALUATION ASSUMPTIONS December 31, 2017 

 Canada United States 

Discount rates - range  7.25% - 7.25%  7.00% - 12.00%  

Discount rate - weighted average    7.25% 8.64% 

Terminal capitalization rates - range   7.00% - 7.00% 6.50% - 11.50%  

Terminal capitalization rate - weighted average   7.00% 7.88% 

The discounted cash flows reflect rental income from current leases and assumptions about rental income from future 

leases reflecting market conditions at the reporting date, less future cash outflows in respect of such leases. 

The REIT regularly obtains external appraisals to supplement internal management valuations and to support fair 

market value.  The REIT did not externally appraise any properties during the three month period ended March 31, 

2018.  The aggregate appraised value of the properties externally appraised during the year ended December 31, 

2017, including appraisals obtained in conjunction with acquisitions during 2017, totalled $395,129, representing 

approximately 48.8% of the value of the REIT’s investment properties as at December 31, 2017. 
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PART IV 

LIQUIDITY AND CAPITAL RESOURCES 
The REIT expects to be able to meet all of its obligations as they become due and have sufficient liquidity from the 

following sources: (i) cash flow from operating activities; (ii) financing availability through the REIT’s revolving credit 

facility (described in further detail below) and conventional mortgage debt secured by income producing properties; 

(iii) the ability to issue equity and convertible/unsecured debentures and (iv) cash on hand from asset sales. 

The following table details changes in cash during the three month periods ended March 31, 2018 and March 31, 
2017:  
 

LIQUIDITY AND CAPITAL RESOURCES   
For the three month period 

ended March 31, 2018 
For the three month period 

ended March 31, 2017 

Cash provided by/used in    

 Operating activities $5,871 $14,200 

 Financing activities ($1,657) $3,448 

 Investing activities ($5,085) ($15,251) 
 Effect of exchange rates on cash $99 ($542) 

Increase in cash and cash equivalents during the period ($772) $1,855 

Cash and cash equivalents, beginning of period $9,519 $7,746 

Cash and cash equivalents, end of period $8,747 $9,601 

Cash flow activity for the three month period ended March 31, 2018 from operating activities relate primarily to the 

collection of rent and payment of property operating, property tax and general and administrative expenses.  

Cash flows from financing activities primarily relate to the servicing of mortgages and the REIT’s operating and 

construction facilities, proceeds from equity issuances in public and private placements and distributions paid by the 

REIT to Unitholders and holders of Class B LP Units.  

Cash flows from investing activities primarily relate to property acquisitions and dispositions made by the REIT and 

additions to the properties though capital expenditures and tenant inducements. 

Financing activities during the three month period ended March 31, 2018 relate primarily to the drawdowns under the 

REIT’s credit facility, the servicing of mortgages payable and the payment of distributions.   

Investing activities during the three month period ended March 31, 2018 primarily relate to capital expenditures for 

leasing incentives, building improvements and costs relating to the developments at the REIT’s Consumers Road 

complex.   
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CAPITALIZATION AND DEBT PROFILE 

The REIT’s existing mortgages payable are secured by charges on certain investment properties.  As at March 31, 2018, 

these mortgages carried a weighted average interest rate of 4.47% per annum.  Included in existing mortgages payable 

at March 31, 2018 are USD denominated mortgages of $305,319 (US$236,792). 

CAPITALIZATION AND DEBT PROFILE   March 31, 2018 

        

Indebtedness   

 Existing mortgages payable  $307,312  

 Revolving credit facility  $103,058  

 Mark-to-market premium on existing mortgages  $1,044  

 Unamortized financing fees  ($1,995) 

    
Unitholders' Equity   

 Unitholders' Equity  $414,961  

    

Total Capitalization (at book value)   $824,380  

Future principal repayments and interest payments on the existing mortgages payable as at March 31, 2018 were as 

follows: 

  

Scheduled 
Principal 
Payment 

Debt 
Maturing 

During the 
Period 

Total Mortgage 
Payable 

Scheduled Interest 
Payment 

Total Debt 
Service 

Weighted Average 
Annual Interest Rate of 

Debt Maturing 

       
2018         4,390        65,562             69,952                 8,296         78,248  5.35% 

2019         5,569        43,615             49,184                 9,628         58,812  3.97% 

2020         3,948        41,670             45,618                 6,550         52,168  3.89% 

2021         3,898               -                 3,898                 6,114         10,012  - 

2022         3,325        47,766             51,091                 4,541         55,632  5.31% 

Thereafter         4,527        83,042             87,569                 5,315         92,884  3.93% 

Face Value  $   25,657   $  281,655   $      307,312  $           40,444   $  347,756    

       
Unamortized market-to-market premium                  1,044     
Unamortized financing fees                  (1,640)       

Book Value      $      306,716        

As at March 31, 2018, the REIT had a revolving credit facility secured by a charge on REIT’s Consumers Road complex.  

Subject to certain covenants, the maximum amount available to the REIT under this facility was $140,000.   Amounts 

can be drawn under the facility in both USD and CAD.   The facility bears interest at bankers' acceptance / LIBOR rate 

plus 2.00% per annum or prime / U.S. base rate plus 1.00% per annum and a standby fee of 0.50%.  The facility matures 

on January 25, 2020. As at March 31, 2018, the amount drawn on the facility was $103,058 including $4,000 drawn in 

USD. 

Financing fees of $1,736 were incurred to obtain the revolving credit facility and are amortized over the term of the 

facility.  As at March 31, 2018, the unamortized financing fees totaled $355. 

The interest rate on $60,000 drawn on the facilities has been effectively fixed at 3.42% per annum after giving effect to 

an interest rate swap agreement.   
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Ratios / Covenants 

Pursuant to the DOT, the REIT may not incur or assume any indebtedness if, after giving effect to the incurring or 

assumption of such indebtedness, the total indebtedness of the REIT would be more than 60% of the GBV (or 65% of 

the GBV including convertible debentures) of its assets. The REIT’s overall borrowing policy is to obtain secured 

mortgage financing on a primarily fixed rate basis, with a term to maturity that is appropriate having regard to the lease 

maturity profile for each property and which allows the REIT to (i) achieve and maintain staggered debt maturities to 

lessen exposure to interest rate fluctuations and refinancing risk in any particular period and (ii) fix the rates and extend 

loan terms as long as possible when borrowing conditions are favourable. The following summarizes the status of these 

key ratios as at March 31, 2018: 

RATIOS/COVENANTS March 31, 2018 

      

 Gross Book Value $883,907  

 Debt (Face Value) $410,370  

 Debt to Gross Book Value 46% 

 Amount of debt at fixed rates $365,320  

 Interest coverage (year to date period) 3.28x 

  Weighted average interest rate per annum 4.2% 

Interest rates and debt maturities are reviewed regularly by the trustees of the REIT (“Trustees”) to ensure the 

appropriate debt management strategies are implemented. The REIT intends to finance its ongoing operations primarily 

with a combination of fixed rate secured debt with staggered maturities and floating rate secured short-term, 

construction and/or revolving debt. The fixed rate debt is expected to be comprised primarily of first charge mortgages.  

The REIT’s capacity to incur additional debt without issuing new equity or breaching its targeted and mandated leverage 

ratios discussed above is as follows: 

Debt to Gross Book Value Acquisition Capacity 

    

55% $170,500 

60% $302,000  

65% $471,500  

The REIT does not retain a material amount of operating cash flow to finance its capital requirements, including loan 

principal repayments, acquisitions, redevelopments and portfolio capital expenditures. Capital requirements for loan 

principal repayments, acquisitions and redevelopment are generally sourced by financing for each project through 

mortgages and/or the revolving credit facility.  For the three month period ended March 31, 2018, the REIT’s Payout 

Ratio was 82%.  During the three month period ended March 31, 2018, the REIT’s Payout Ratio was determined based 

on ACFO. 

No off-balance sheet arrangements exist. 

Commitments and Contingencies 

In the normal course of operations, the REIT enters into leases with respect to its portfolio of investment properties, 

which requires the REIT to expend resources for tenant incentives, leasing commissions and capital expenditures.   

The REIT is involved in litigation and claims in relation to its investment properties that arise from time to time in the 

normal course of business.  The REIT does not believe these individually or in the aggregate would result in the 

recognition of a liability that would have a significant adverse effect on the financial position of the REIT. 
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The REIT has entered into a lease agreement for its corporate office with a term expiring on August 31, 2021. 

DISTRIBUTIONS AND ADJUSTED CASH FLOW FROM OPERATIONS 

Distributions 

The REIT has adopted a distribution policy pursuant to which the REIT intends to make cash distributions to Unitholders 

on a monthly basis.  During the three month period ended March 31, 2018, the REIT’s Payout Ratio was determined 

based on ACFO and was 83%.  

Aggregate distributions per Unit for the three month period ended March 31, 2018 was and $0.202 per Unit.  For each 

month during the three month period ended March 31, 2018, the REIT distributed $0.0675 per Unit consistent with an 

annualized distribution of $0.81.  On November 28, 2017, the REIT announced it would increase its annualized 

distribution rate from $0.775 per Unit to $0.810 per Unit, representing an approximate 4.5% increase.  The increase 

was effective beginning with the January 2018 distribution. 

Subsequent to the end of the quarter, on May 4, 2018 the REIT announced an agreement to dispose of the REIT’s 

Consumers Road complex.  This sale is expected to result in recapture of previously claimed capital cost allowance of 

approximately $15.0 million and a capital gain of approximately $49.0 million for Canadian federal income tax purposes. 

Accordingly, as a result of the sale of the REIT’s Consumers Road Complex, the REIT currently anticipates that it will 

declare a special distribution to unitholders during 2018. At this time, the REIT anticipates that a portion of this 

anticipated special distribution would be paid in cash with the remainder to be satisfied by the issuance of additional 

Units (subject to receipt of all regulatory approvals). For applicable Canadian Unitholders, they will generally be 

required to include their proportionate share of the REIT’s income and net taxable capital gain for the 2018 tax year in 

computing their income and the cost basis of their units will increase by their proportionate share of the anticipated 

special distribution paid in Units. 

Immediately following this anticipated special distribution of Units, the REIT expects to consolidate the outstanding 

Units so that each Unitholder will hold exactly the same number of Units after the consolidation as they did immediately 

prior to such special distribution, except in the case of a Unitholder not resident in Canada for Canadian federal income 

tax purposes to the extent tax required to be withheld exceeds the cash portion of the special distribution. 

The REIT currently anticipates that such special distribution will be declared payable on or before December 31, 2018 

to Unitholders of record on or before December 31, 2018. Further particulars will be provided if and when the 

anticipated special distribution is declared. 

The REIT cautions that the foregoing comments are not intended to be, and should not be construed as, legal or tax 

advice to any particular unitholder and recommends that unitholders consult their own tax advisers regarding the 

income tax consequences to them of this anticipated special distribution and related unit consolidation.  
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Adjusted Cash Flow from Operations 

The following is a reconciliation from cash flow from (used in) operating activities to ACFO for the three month periods 

ended March 31, 2018 and March 31, 2017: 

 For the three month period ended 

  March 31, 2018 March 31, 2017 Variance 

     
Cash flow from (used in) operating activities $5,871  $14,200  ($8,329) 

     
 Change in non-cash operating working capital:    
 Other assets ($1,578)  ($290) ($1,288)  

 Accounts receivable $294  $50  $244  

 Tenant rental deposits and prepaid rent $1,699  ($1,515) $3,214  

 Accounts payable and accrued liabilities $120 ($8,056) $8,176  

 Application of IFRIC 21 $8,570  $7,880  $690  

     
 Distribution from limited partnership $47  $0  $47  

 Finance costs classified as financing activities ($4,300) ($3,865) ($435) 

 Amortization of fair value adjustment on assumed debt $431  $392  $39  

 Amortization of deferred financing costs ($144) ($479) $335  

 Leasing commissions and tenant inducements ($1,589) ($3,068) $1,479  

 Capital expenditures(1) ($1,175) ($367) ($808) 

     
ACFO  $8,246  $4,882  $3,364  

(1) Excludes $496 and $11,167 of capital expenditures related to the REIT’s development at its Consumers Road complex for the three month periods 

ended March 31, 2018 and 2017, respectively. 

The following additional disclosure compares the cash distributions to cash provided by operating activities, ACFO and 

net income: 

CASH DISTRIBUTIONS For the three month period ended 

  March 31, 2018 March 31, 2017 Variance 

     
Cash provided by (used in) operating activities(1) $1,412  $10,103  ($8,691) 

ACFO  $8,246  $4,882  $3,364  

Net income  $40,655  $6,949  $33,706  

Distributions relating to the period $6,836  $6,036  $800  

Excess (Shortfall) of cash provided by operating activities over distributions paid ($5,424) $4,067  ($9,491) 

Excess (Shortfall)  of ACFO over distributions paid $1,410  ($1,154) $2,564  

Excess (Shortfall) of net income over distributions paid $33,819  $913  $32,906  
 (1)Cash provided by operating activities is presented net of interest paid. 

For three month period ended March 31, 2018, ACFO and Net Income exceeded distributions paid.  Net income is 

impacted by several non-cash items, such as fair value adjustments on investment properties, deferred income taxes, 

straight-line rent and amortization of tenant incentives, which do not impact the cash available to pay current 

distributions.   

During the three month period ended March 31, 2018, cash flow from (used in) operating activities did not exceed 

distributions paid.  This is a primarily a result of the timing of working capital fluctuations, for example, significant 

property taxes relating to the REIT’s Houston properties being paid at the beginning of each year.  These timing 

differences are not expected to persist throughout the year.  Additionally, the REIT regularly reviews amounts drawn 

on its credit facility to ensure sufficient availability in order to sustain the REIT’s distribution in the near term.    
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PART V 

SELECTED QUARTERLY INFORMATION 
Please see the applicable MD&A and quarterly financial statements for discussion and analysis relating to previous 

quarters. 

SELECT QUARTERLY INFORMATION March 31, 2018 December 31, 2017 September 30, 2017 June 30, 2017 
      

Revenue     

 Rental Revenue $25,083  $25,611  $25,625  $24,055  
 Parking and other $547  $800  $645  $761  

Total property and property related revenue $25,630  $26,411  $26,270  $24,816  
      

 Fee Income $73  $39  $0  $0  

Total Revenue $25,703  $26,450  $26,270  $24,816  
      

Expenses     

 Property operating $6,327  $7,378  $7,142  $6,633  
 Property taxes $12,403  $841  $668  $730  
 General and administrative $1,480  $15,247  $1,794  $1,356  
 Finance costs $4,100  $3,598  $3,826  $3,488  
 Deferred income taxes $1,234  ($9,874) $3,826  $2,370  

Total Expenses $25,544  $17,190  $17,256  $14,577  
      

 Fair value adjustment on investment properties $31,822 $9,973  $12,383  $2,783  
 IFRIC 21 fair value adjustment on investment properties $8,570  ($2,790) ($3,021) ($2,620) 
 Fair value adjustments on financial instruments ($107) $201  $500  $538  
 Fair value adjustment on Class B LP Units $349  ($279) $0  $0  
 Fair value adjustments on investment in limited partnership $3  $43  $30  $11  
 Amortization of other assets ($141) $0  $0  $0  
 Loss on sale of investment properties $0  ($55) ($494) ($22) 
      

Net Income (Loss) $40,655  $16,353  $18,412  $10,929  

Basic and Diluted Net Income (Loss) per Unit $1.202  $0.491  $0.560  $0.333  
      

SELECT QUARTERLY INFORMATION March 31, 2017 December 31, 2016 September 30, 2016 June 30, 2016 
      

Revenue     

 Rental Revenue $23,502  $22,126  $21,069  $20,670  
 Parking and other $561  $1,041  $696  $631  

Total property and property related revenue $24,063  $23,167  $21,765  $21,301  
      

Expenses     

 Property operating $6,387  $6,542  $6,338  $5,798  
 Property taxes $11,532  $912  $548  $938  
 General and administrative $1,656  $2,020  $1,122  $970  
 Finance costs $4,055  $2,652  $3,543  $3,436  
 Deferred income taxes $832  ($289) $2,290  $1,510  

Total Expenses $24,462  $11,837  $13,841  $12,652  
      

 Fair value adjustment on investment properties ($952) $14,842  ($7,507) ($8,149) 
 IFRIC 21 fair value adjustment on investment properties $7,880  ($2,326) ($2,294) ($2,449) 
 Fair value adjustments on financial instruments $420  $217  $893  $284  
 Loss on sale of investment properties $0  ($98) $66  ($455) 
      

Net Income (Loss) $6,949  $23,965  ($918) ($2,120) 

Basic and Diluted Net Income (Loss) per Unit $0.236  $0.857  ($0.035) ($0.090) 
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PART VI 

RELATED PARTY TRANSACTIONS  
Prior to the Asset Acquisition and Internalization, related parties included Nallega and its principals, who are related 

due to their ownership of Units, as well as due to certain common ownership interest in Nallega and the REIT.  As 

discussed below, the REIT entered into an asset purchase agreement with Nallega to acquire all requisite assets of 

Nallega to internalize its asset management function on November 13, 2017.  The fees in respect of asset management 

and property management services discussed below were incurred during the period up to November 13, 2017, being 

the date of the Asset Acquisition and Internalization. 

Asset Management Services 

The REIT engaged Nallega or its related parties to perform asset management services for a fee of 0.4% of the REIT’s 

GBV, as defined in the External Management Agreement. The cost of these services was nil for the three month period 

and ended March 31, 2018.  The cost of these services for the three month period ended March 31, 2017 was $801. 

These costs were charged to general and administrative expenses.  

In conjunction with the Asset Acquisition and Internalization, Nallega will be paid an incentive fee for 2017 based on 

the terms of the External Management Agreement.  Nallega shall be paid an amount equal to the product of (a) 15% of 

any excess AFFO per Unit as derived by the REIT for each fiscal year greater than 103% of forecast AFFO per Unit and 

(b) the weighted average number of issued and outstanding Units over the applicable fiscal year.  This incentive fee will 

be measured and paid in Units, unless payment in Units triggers a taxable event for Nallega, in which case, a portion of 

the incentive fee may be paid in cash with the approval of the Trustees.  The incentive fee target will increase annually 

by 50% of the increase in the Canadian and United States consumer price indices (weighted by the GBV of the REIT’s 

properties located in each jurisdiction). For the year ended December 31, 2017, the REIT accrued and recognized in 

general and administrative expenses $614 for this incentive fee.  In accordance with the External Management 

Agreement, the incentive fee will be measured and paid in Units, unless payment in Units triggers a taxable event for 

Nallega, in which case, a portion of the incentive fee may be paid in cash upon the approval of the Trustees.  For the 

year ended December 31, 2017, the Trustees have approved payment of $160 in cash. 

Property Management Services 

The REIT engaged Nallega or its related parties to perform property management services for certain of the REIT’s 

properties for fees defined in the REIT’s property management agreements. The costs of these services aggregate to 

nil for the three month period ended March 31, 2018.  For the three month period and year ended March 31, 2017, 

these fees were $143. 

Deferred Unit Incentive Plan 

The REIT has a deferred unit incentive plan which provides plan members with the right to receive Units, which are 

puttable.  The REIT estimates the fair value of the deferred Units on issuance, and amortizes this Unit based 

compensation expense over the vesting period.  The awards are fair valued on the basis of the Unit price at each 

reporting period and the change in fair value of the amortized Unit based compensation expense is recognized as Unit 

based compensation expense. 

All members of the Board are required to receive 50% of their respective annual retainer and meeting fees for the fiscal 

year in the form of deferred Units.  Trustees may further elect to take up to 100% of their compensation in deferred 

Units. Deferred Units issued to Trustees in lieu of their annual retainer and meeting fees vest immediately.  However, 

in no event shall the exercise of  the Trustees’ deferred Units in lieu of their annual retainer and meeting fees occur 

prior to the third anniversary of the grant date, except in the event where their services have been terminated.   
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For the three month period ended March 31, 2018 2,974 deferred Units were granted for services rendered.  In 

addition, 229 income deferred Units were granted for the three month period ended March 31, 2018 through 

distributions to Trustees in respect of such deferred Units and income deferred Units. 

PART VII 

SIGNIFICANT ACCOUNTING POLICIES AND ESTIMATES 
A summary of significant accounting policies and estimates is described in notes 1 and 2 of the REIT’s consolidated 

financial statements for the year ended December 31, 2017.  There are no material changes to the REIT’s significant 

accounting policies or estimates as of March 31, 2018 that have not been disclosed herein or in notes 1 and 2 of the 

REIT’s consolidated financial statements for the year ended December 31, 2017.  

PART VIII 

RISKS AND UNCERTAINTIES 
The REIT’s MD&A and AIF for the year ended December 31, 2017 contain detailed information on risk factors pertaining 

to the REIT and both are available on SEDAR at www.sedar.com. There have been no changes to the nature or the 

number of risk factors pertaining to the REIT since the respective dates of the Annual MD&A and AIF and the disclosure 

in this MD&A is subject to the risk factors outlined therein. 

PART IX 

CONTROLS AND PROCEDURES 

Disclosure Controls and Procedures 

The REIT’s Chief Executive Officer and Chief Financial Officer have designed, or caused to be designed under their 

supervision, the REIT’s disclosure controls and procedures (as defined by National Instrument 52-109 – Certification of 

Disclosure in Issuers’ Annual and Interim Filings (“NI 52-109”), adopted by the Canadian Securities Administrators) to 

provide reasonable assurance that (i) material information relating to the REIT, including its consolidated subsidiaries, 

is made known to them by others within those entities, particularly during the period in which the interim filings are 

being prepared and (ii) material information required to be disclosed in the interim fillings or other reports filed or 

submitted by the REIT under securities legislation is recorded, processed, summarized and reported on a timely basis 

and within the time period specified by securities legislation. 

Internal Controls over Financial Reporting 

The REIT’s Chief Executive Officer and Chief Financial Officer have designed the REIT’s internal control over financial 

reporting (as defined in NI 52-109) to provide reasonable assurance regarding the reliability of financial reporting and 

the preparation of financial statements for external purposes in accordance with IFRS. 

Inherent Limitation 

Internal controls over financial reporting cannot provide absolute assurance of achieving financial reporting objectives 

because of their inherent limitations. Internal control over financial reporting is a process that involves human diligence 

and compliance and is subject to lapses in judgment and breakdowns resulting from human failures. Internal control 

over financial reporting also can be circumvented by collusions or improper management override. Because of such 

limitations, there is risk that material misstatements may not be prevented or detected on a timely basis by internal 

http://www.sedar.com/
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control over financial reporting. However, these inherent limitations are known features of the financial reporting 

process. Therefore, it is possible to design into the process safeguards to reduce, though not eliminate, this risk. 

PART X 

SUBSEQUENT EVENTS 
On April 18, 2018, the REIT declared a monthly distribution for the month ended April 30, 2018 of $0.0675 per Unit, consistent 

with an annual distribution rate of $0.81 per Unit. 

On April 30, 2018, the REIT acquired seven light industrial properties located in Northeast Dallas, Texas.  The properties 

comprise 194,000 square feet, are 97% occupied and have a weighted average lease term of approximately 2.5 years.  The 

acquisition price was U.S. $12.2 million (before closing costs), representing a going-in capitalization rate of approximately 

7.7%. 

  

On May 4, 2018, the REIT announced it has entered into a purchase and sale agreement, as subsequently amended, to dispose 

of its Consumers Road complex, including four office properties and the newly developed retail space and parking garage and 

the purchaser waived the conditions in its favour under the purchase and sale agreement.  The sale price for the property is 

approximately $256.3 million (excluding closing costs) and is subject to certain adjustments in respect of, among other things, 

certain committed leasing costs. In conjunction with the sale, the REIT has agreed to an approximately $2.8 million vendor 

head lease with the purchaser in respect of certain vacant retail space at the REIT’s Consumers Road complex. The REIT expects 

to use the sale proceeds (i) to repay all outstanding amounts owing under the REIT’s credit facility secured by the REIT’s 

Consumers Road complex, (ii) to acquire industrial assets located in the REIT’s target markets in the United States, (iii) to repay 

certain other outstanding debt of the REIT, (iv) to make a special distribution to Unitholders (as described in “Part IV – 

Distributions and Adjusted Cash Flow from Operations”), and (v) for general business and working capital purposes. Following 

the sale of the REIT’s Consumers Road complex, the REIT expects to be retained by the purchaser to provide it with certain 

management services in respect of the property.  

PART XI 

FINANCIAL OUTLOOK AND MARKET GUIDANCE 
Management believes that the main fundamentals of the REIT are the health of its balance sheet and the stability and 

diversity of its portfolio, and that these fundamentals are required in order to meet external expectations. 

In order to achieve its 2018 objectives, the REIT will focus on: 

 Increasing occupancy in the portfolio; 

 Maximizing NOI; 

 Acquiring assets on an accretive basis; 

 Improving operational productivity;  

 Executing on development opportunities within the portfolio; and 

 Strategic allocation of capital. 

Apart from the sometimes significant difference between vendor and purchaser pricing, the current market for 

acquisitions is favourable for the REIT’s expansion plans.  In the near term, the REIT intends to focus on acquisitions in 

the United States where valuations, financing and operating fundamentals are currently more attractive than in Canada. 

The REIT will pursue acquisitions, with a focus on properties within markets that the REIT currently operates. The REIT 
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will also target external growth in markets that offer high quality commercial real estate at compelling relative 

valuations. The REIT will utilize a flexible, opportunity driven growth strategy and take advantage of its agile framework 

to source attractive relative valuations in various asset classes and geographic locations. While it is expected that any 

acquisitions by the REIT would be immediately accretive, the REIT may also consider and complete acquisitions that 

improve the overall quality of its portfolio and/or will be accretive over the longer term. 

Part XII  

OUTSTANDING UNITS 
As of the close of business on May 8, 2018, there were 32,906,960 Units issued and outstanding and 871,080 

exchangeable Class B LP Units issued and outstanding. 


